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1.1 Communication Skills

Communication skills are the set of skills that enables a person to convey information so that it is received and understood. Communication skills refer to the sum of behaviors that serve to convey information for the individual. 

Communication skills are the ability an individual displays in consistently demonstrates the ability to effectively communicate with clients, colleagues, subordinates, and supervisors in professional manner and in the personal department. 

Communication skills are generally understood to be the art or technique of persuasion through the use of oral language and written language. To understand the basic of communication skills, one need to understand that communication is one of those words that is most hyped in contemporary culture. It includes a large number of experiences, actions and events; also a variety of happening and meanings, as well as technologies.

More often than never, most people consider themselves to be good and effective communicators simply because they feel they can speak fluently. 

While speaking fluently is an important aspect of communicating, yet it is not the only requirement. One should be able to listen effectively, speak fluently and clearly, write well and read in the language/s they are familiar with. 

Apart from these basic aspects of communications, one needs to keep in mind the non-verbal aspects too, in order to be considered adept in communication skills. 

The fact is that one needs to constantly work towards developing effective communication skills. 
1.1.2 Types of Communication Skills

Intra-personal communication skills: This implies individual reflection, contemplation and meditation. One example of this is transcendental mediation. According to the experts this type of communication encompasses communicating with the divine and with spirits in the form of prayers and rites and rituals. 

Interpersonal communication skills: This is direct, face-to-face communication that occurs between two persons. It is essentially a dialogue or a conversation between two or more people. 

It is personal, direct, as well as intimate and permits maximum interaction through words and gestures. 

Focused Interactions:  This primarily results from an actual encounter between two persons. This implies that the two persons involved are completely aware of the communication happening between them. 

Unfocused interactions: This occurs when one simply observes or listens to persons with whom one is not conversing. This usually occurs at stations and bus stops, as well as on the street, at restaurants, etc. 

Non verbal communication skills : This includes aspects such as body language, gestures, facial expressions, eye contact, etc., which also become a part of the communicating process; as well as the written and typed modes of communications. 

Mass communication: This is generally identified with tools of modern mass media, which includes: books, the press, cinema, television, radio, etc., It is a means of conveying messages to an entire populace.
1.1.3 Why Communication Skills are Important

Communication skills are some of the most highly prized and sought-after skills in business. And they are equally essential at home. 

Without communication skills we are unable to let others know what we think, feel, or want to accomplish. We are unable to build partnerships, motivate others, or resolve conflict. 

Studies show that as professionals rise higher in an organization, communication skills become more important, not less. 

1.1.4 Examples of Good Communication Skills

Taking responsibility for one's messages
Claiming ownership for one's messages
Preparing to listen
Encouraging the speaker to speak more
Reflecting on what the speaker has to say
Adapting to difference of opinions
Being open minded
Acknowledging differences
Assessing without being judgmental
Accepting feedback
Being assertive
Ability to share one's thoughts
Sharing one's feelings
Conveying to others a message without commanding or dictating terms
Being aware of the information coming in
Maintaining a communication wheel of conclusions, sense data, emotions, impact and desire
Calm repetition to drive in a message
Addressing people by their name
Ability to explain a concept differently so that all those present understand it at their level
Ability to resolve conflicts so that it is a win-win for all 
Ability to be concise and clear
Ability to convey thoughts in a focused and concrete manner
Ability to confront a situation without ruffling any feathers
Ability to convey with and empathetic statement
Ability to explain objectively without evaluating
Ability to provide specific details supported by concrete examples
Ability to monitor emotional reactions and filter out irrational thoughts
Ability to project oneself into the audience's point of view

1.1.5 How to Improve Communication Skills

Develop your voice – A blunt voice is not perceived to be one of authority.  In fact, a high soft voice can make you sound like prey to an aggressive co-worker who is out to make his/her career at the expense of anyone else.   Begin doing exercises to lower the pitch of your voice.  Here is one to start:  Sing — but do it an octave lower on all your favorite songs.  Practice this and, after a period of time, your voice will begin to lower

Slow down – People will perceive you as nervous and unsure of yourself if you talk fast.  However, be careful not to slow down to the point where people begin to finish your sentences just to help you finish. 

Animate your voice – Avoid a monotone.  Use dynamics.  Your pitch should raise and lower.  Your volume should be soft and loud.  Listen to your local TV news anchor; take notes. 

Enunciate your words – Speak clearly.  Don’t mumble.  If people are always saying, “huh,” to you, you are mumbling. 

Use appropriate volume – Use a volume that is appropriate for the setting.  Speak more softly when you are alone and close.  Speak louder when you are speaking to larger groups or across larger spaces. 

Pronounce your words correctly – People will judge your competency through your vocabulary.  If you aren’t sure how to say a word, don’t use it. 

Use the right words – If you’re not sure of the meaning of a word, don’t use it.  Start a program of learning a new word a day.  Use it sometime in your conversations during the day. 

Make eye contact – I know a person who is very competent in her job.  However, when she speaks to individuals or groups, she does so with her eyes shut.  When she opens them periodically, she stares off in a direction away from the listener.  She is perceived as incompetent by those with whom she consults.  One technique to help with this is to consciously look into one of the listener’s eyes and then move to the other.  

Use gestures – Make your whole body talk.  Use smaller gestures for individuals and small groups.  The gestures should get larger as the group that one is addressing increases in size. 

Don’t send mixed messages – Make your words, gestures, facial expressions, tone, and message match.  Disciplining an employee while smiling sends a mixed message and, therefore, is ineffective.  If you have to deliver a negative message, make your words, facial expressions, and tone match the message.

Body awareness: One needs to be aware of all that their body is conveying to them, as well as others. For instance, if there is anxiety rising during the course of a conversation then one feels thirsty and there maybe a slight body tremor. At that point one needs to pause and let someone else speak. A few deep breaths and some water works as the magic portion at this point.
Convey one's thoughts: It is important for one to courageously convey what they think. This is because when things are left unsaid, then what is being spoken is not as convincing as it should be. Then a lack of confidence develops.

Practice effective Speaking & Listening skills: One should practice speaking and listening skills as often as possible.  In order to practice effective speaking skills one cane read passages from a book aloud, in front of a mirror, or simply perform a free speech in front of the mirror. And where listening is concerned, one can try transcribing from the radio or television, etc. this helps in honing sharper listening skills.
Develop Language Skills: When one is required to communicate complicated ideas, one need to first and foremost work on improving their skills in communicating. Firstly, one needs to overcome all language related barriers by first seeking how to learn English speaking. This is essential, because most people find it difficult to convey their thoughts, because of a strong influence of their national language, regional language and mother tongue.

Well, to overcome the language barrier, one can attend English speaking classes. But then thereafter one also needs to be aware of other nuances involved in improving communication skills. 
1.2 Resume Preparation
Your resume is critical to your job search success. Therefore it must be highly effective to capture the employer's attention in today's market. Here's 21 ways employers recommend improving your resume.

1. Emphasize Achievements / Results
This was the top survey response. State the action you performed and the achieved results. Include details about what you increased or decreased. Use numbers to reflect, how much, how many, and percentage of gain or reduction. Stress money earned or time savings. Example: Managed the project for implementing a new tracking system that resulted in a 17% decrease in cost overruns.

2. Be targeted
Offer only the specific qualifications you have to best perform the job advertised since employer screening will eliminate any broad scope or generalized resumes submitted. State the desired job title, i.e. trainer, and make all content relevant to performing that job. Best practice tip: use a customized resume for different job titles even if you are qualified for several (i.e., one resume for Trainer, another for Administrator) stressing only the information pertinent to doing that specific job.

3. Use keywords!

Employers who sort resumes electronically look for keywords. Be sure to include potential keywords for job duties in your resume. Example: state purchased, bought or procured inventory (instead of bought inventory). If the employer searches using the keyword 'procured' your resume will come up.

4. Show business savvy.

Your resume should reflect your interest in your field of work you have applied. You need to write what trainings you have undergone relevant to that job title, how you think you are right fit for the position, how confident you are in discharging the duties of that job.

5. Add a 'Summary of Qualifications' section.

Employers find this highly desirable in the survey. Encapsulate your most marketable skills and experience into four to six sentences so this section is a mini-verbal business card that details what you are bringing to the new employer.

6. One page is best.

While we do hear different opinions on this one, employers in this survey stated resumes get less than a 15-second glance, so concise and to the point worked best no matter what level position the candidate applied for. Cover in detail the major job duties performed noting results achieved. Be a skillful editor, deleting old portions or anything not relevant or helpful to your securing a particular position and at the level you seek. No vague generalities. Say exactly what you mean, using the smallest number of words to make the point.

7. Make it visually appealing.

The formatting of your resume must be kept readable, sharp and professional. Make sure sentences are concise and that there is adequate white space between points. Many online resume-posting programs eliminate italic and bold formatting, bullets, and fancy fonts so use Arial font, 12-14 point size. Lines can trigger page breaks so avoid any graphic design. Printed resume should include bullets, bold, italicizing to improve speed-reading and comprehension.

8. Don't lie!

Employers stated that over 50% try to exaggerate their skills, which is almost always uncovered during interviews and reference checks. State your skills, qualifications, and experience as positively as possible without misstating the truth.

9. Use a clear job title. 

If your job responsibilities are not adequately described by your job company title, indicate your responsibilities as the title with appropriate terms (i.e. financial data Analyst, instead of Finance job).

10. Use action verbs.

Start each sentence with a descriptive action verb such as directed, organized, established, created, planned, etc. They add power to your sentences. And, never use I on the resume, only short impact sentences. Example: Designed the company's new marketing flyer.

11. Be complete.

No abbreviations or acronyms Spell out names of schools, cities, business terms, abbreviations, and titles completely, as employers may not recognize the exactly what the letters stand for.

12. Make bullet points.

Complete sentences are not necessary in resume writing; it is better to use simple descriptive statements to make a point.

13. Justify Experience.

In all your sentences, use past tense words since they imply that you have done it all before. This reassures employers you can do it for them.

14. Be perfect.

This was employers' number one stated mistake job hunters make in the survey. The resume must be flawless. No spelling errors, mistakes or typos, especially in emails. Many HR managers insisted they would not hire offenders. Proof read carefully. Don't trust computer spell checkers since a correctly spelled word like sea would go unnoticed by your computer but would be incorrectly used if you meant to say 'see.'

15. Make it readable.

Present it in logical order. A crammed, cramped resume often goes unread. Make deletions wherever necessary to achieve a readable product. Use white space; use bullets to highlight key points; and eliminate redundancies.

16. Avoid graphics.

Artistic designs, color inks, clipart, are distracting to the reader and should be avoided.

17. Don't state salary.

Employers were annoyed by job hunters who put previous salary in resumes or stated desired salary in resumes. Better to state solid accomplishments and leave salary negotiations until you are offered a position since your expectations may well be lower than what employers are willing to pay.

18. No tag lines.

Employers know you'll provide references if they request them, therefore it is not necessary to put "References upon request" at the end of your resume.

19. Don't advertise negative information.

The resume is the wrong place to advertise that you were laid off, fired, or had an extended illness. Never state why you left a position; simply list the dates of employment. 

20. Update often.

Keep a current resume updated semi-annually so you can apply for promotions or new positions at a moment's notice, not missing any potential opportunity since your resume wasn't up-to-date.

21. Final Test -- Are employers calling?

Is your resume getting results? Are employers calling on appropriate jobs you are qualified (not over or under) to perform? If not, rework, or get professional help to improve yours. Eliminate anything in it that does not support the job you are targeting.

Your resume must clearly and quickly communicate to employers that you can do the job. So you need to make your key strengths easily apparent.

1.3 Interview Skills
Preparation and confidence

· Preparation and confidence are very important tips. Good preparation always creates confidence. So the important thing to an interview is to be well prepared. 

· In this you have to consider two things: 

· You must prepare yourself practically for the interview. 

· You have to gather information which is useful during the interview. 

Checklist 

· While going to interview you must consider the following things: 

· You have to confirm about the time, date and location of the interview and name of interviewee where appropriate. 

· You have to plan to get there no earlier than half an hour before the interview time. 

· You must ready with your dress which is professional. 

· Concentrate on the interview at the interview. 

· If you are asked to bring certificates, references etc., get them ready before the day. Your interview letter must be with you. 

· On arrival ensure the receptionist knows you are there. 

Be on time! 

· Public transport may be useless if the traffic is heavy. Always keep in mind that you never get a second chance to make a first impression. So be on time at the particular location of interview. 

· Also if you are there so early, you can wait nearby cafe of shop. And if you are going to be late, then best option is call them. 

Be Prepared! 

· Preparations means not only preparation of your syllabus etc. but also look at the company’s website and learn something about the company before you attend your interview. 

· If you collect the job interview sample questions and practice for it then it will make easy to remember when you get to the interview. 

You never get a second chance to make a first impression! 

· First keep in mind that you never have the second chance to make a first impression so be careful. 

Some points are here to remember: 

· Smile is one of the things which may matter in your impression. Good smile always please people. 

· You should be in professional dress and must be looking formal. 

· Do not forget for firm handshake. 

· Eye contact without glaring is showing your confidence. 

Do not talk too much! 

· Always remember that communication is two-way things so give them a chance. Also don't interrupt to interviewer when he/she is talking. Give him/her full chance to talk. 

· One common mistake candidates make when interviewing is talking too much. It is important to listen to the question asked and answer that question. Keep your answers to two to three minutes at the most. When you limit your time, you tend to stay more focused. It is very easy to stray off the subject and ramble about things irrelevant to the job if your answer is too long. 

Be enthusiastic and positive! 

· During interview always be enthusiastic. Do not say bad points for the previous employers. Focus on positive achievements and views. 

· Eye contact is showing your confidence. Eye contact is one of the most important aspects of nonverbal communication and can make a significant difference in how you present yourself. If you look away when speaking to someone, you are viewed as lacking confidence or interest. So always answer the question with eye contact to interviewer. 

Take a spare photo and CV with you! 

· It may happen that the interviewer wants your resume and photo. 

· Your interviewer won't be expecting it so you will impress them. 

· It also helps them remember you after the interview. 

· So always keep a spare photo and resume with you while going to interview. 

Look Better, Feel Better 

· If you want to spruce up your appearance for the interview but can not afford new clothes, consider altering an outfit you already have by pairing it with a different shirt, tie, blouse or accessory. 

· Even on a tight budget, you can find some real bargains out there. 

· For better or worse, looks can make a difference. 

Talk about specific achievements! 

· Interviewers like to know how you felt about a particular success. 

· Some will ask for specific examples of things you have done that you are particularly proud of; 

· How you solved problems; 

· How you learned - and improved - from difficult situations. 

Explain Why You Left 

· Follow these guidelines when interviewers ask, "Why did you leave your company?" Carefully describe the reason for your departure, and do not go into details unless asked.

· Provide references to support your reasons for leaving and job performance. 

· Stay with the facts of what happened, what you did, how you felt and what you learned. 

· Then describe how you will handle things differently in the future. 

Your References 

· For your reference list, you want three to five people and their contact information. 

· Do not forget to get permission to use your references' names, and while you are at it, ask how they prefer to be contacted. 

· You should also send them a copy of your resume so they will be aware of what you are saying about yourself. 

Know What You Offer 

· Prepare answers for open-ended questions, like, "Tell me about yourself," by making a list of your skills and traits that match the employer's requirements. 

· The closer your skills and traits are to the job description, the better chance you have of landing the job. 

· You should leave the interviewer with a clear picture of what you have to offer. 

Prove What You Could Do 

· Always put a positive spin on your answers to difficult questions. 

· If you lack a particular skill or do not know a certain computer program, be sure to emphasize how quickly you learn. 

· Give an example of a time when you were able to get up to speed in a similar situation. 

· Companies are interested in people who can learn and grow as per their requirement. 

Sell Yourself 

· Interviewing is about selling yourself. 

· The product you are selling is you. 

· Give them reasons to buy. 

· Tell them what you can do for them.

· Emphasize what you can bring to the company, department and position.

·  Convince them that your product is better than the competition's 

Talking Salary 

· Timing is everything in the interview. 

· Let them bring up the subject of money. 

· If you are asked what your salary expectations are too early in the process, just say you would rather postpone that discussion until you have more information about the position. 

Ask your way into a better job 

· You can not really tell how good a job is from a want ad. There's often a gap between the exciting opportunity portrayed in the ad and the actual job. 

· You can often get the straight scoop about a job by asking the right questions. For example, in the job interview, ask, "What attributes are most needed to succeed in this job?" 

· After you are offered a job but before accepting it, ask a few more questions or even ask permission to talk with your future coworkers. 

Do not forget to listen 

· Listening is one of the most underused interview skills. Most candidates are so nervous about answering interview questions correctly that they forget to listen. 

· Follow these tips: 

· Listen through eye contact. 

· Listen with nonverbal expressions. 

· Listen until the speaker is finished. 

· Do not interrupt. 

Ask good questions about job 

· What are you most hoping to find in the person you hire? 

· What would be my first priorities on the job? 

· What kind of skills required for the job?

· What career growth opportunities you provide?

· How much period I can spend in getting trained?

It is OK to be nervous 

· Not only is it OK to be nervous about an interview, but it is essential for you to accept how you feel.

· Telling yourself you should feel differently than you do is unrealistic and just makes you feel bad about yourself. 

· What's the worst that can happen at an interview? For many, it would be not getting an offer. 

· Did you ever think that maybe the job wasn't right for you? 

· Try to look at the process as a learning experience 

Don’t put up with rejection 

· If you are rejected from the company, you may feel hurt, angry or fed up. 

· Instead of being stuck in feeling rejected, take back the power by staying proactive. 

· If you really wanted to work for that particular company, sit down and write mistakes you did.

·  Start improving those required skills

· Send your job application and CV to the same organization stating that you have improved and now suitable for their requirement

Face the feedback 

· If you ask for feedback from an interviewer, be prepared to hear things that could be upsetting. 

· You should listen carefully, and take notes to refer to and react to. Do not argue or defend yourself. 

· At last do not forget to thank the interviewer. 

· Then, take the advice and think about changing some techniques to improve on your next interview. 

Follow the interviewer 

· During the interview, your interviewer is giving you information that can guide you on how to behave during the meeting. 

· Observe your interviewer's style.

· Listen very carefully, and let him/her know that you have been listening by asking good questions and making good comments. 

· Answer questions by providing the information asked for. 

Emotional preparation 

· Preparing emotionally for the interview is also important. The right mood helps you perform at your best. Try out following points for preparing emotionally: 

· Get moving that means go for a walk, run, exercise, meditate, do yoga, stretch, dance. 

· Sing your favorite song while driving to the interview. 

· Repeat an inspirational phrase aloud that's meaningful for you 

Be honest! 

· Be honest with every question. 

· No need to lying about your background and/or skills. 

· If you get caught then you will definitely out. 

· Job interviews are about matching needs, if there is not a good match, then there is no chance of job. 

Check your CV for possible gaps! 

· If there is any gap between your academic then make sure you know how you are going to explain time gaps on your CV. 

· If you moved from one domain to other domain you may need to explain positive reasons.

· If you left the job within short period or left one job without other in hand, you may need give good explanation for that.

· If you scored very low percentage of marks in certain years, you may need to give proper reasons for that.

Fresher should work on Everyday Research! 

· If you are Unemployed, then your job right now is to find a job. 

· Do not blame to yourself. 

· Think of this as going to work. 

· Research companies, industries and positions. Take this as good experience to succeed in future interviews. 

Talking negatively about current or past employers/managers: 

· Even if your last boss was not good, never state your ill feelings about him/her. 

· No matter how reasonable your complaints, you will come out the loser if you show that you disrespect your boss because the interviewer will assume that you would similarly trash him or her. 

· When faced with the challenge of talking about former employers, make sure you are prepared with a positive spin on your experiences. 

Failure to match communication styles
· It is almost impossible to make a good first impression if you can not communicate effectively with an interviewer. But you can easily change that situation. Following points will help to you. 

· If the interviewer seems all business, then you must behave like business. 

· If the interviewer is personable, try discussing his/her interests. 

· If the interviewer asked a direct question, answer directly. 

· Allowing the interviewer to set the tone of conversation can vastly improve your chances of making a favorable impression. 

You are not going on a war

· Remember you are not going on a war. Neither the interviewers are at war with you. On the Contrary, the interviewers try their best to make you feel comfortable. After all, they want to judge your capabilities, and that can be done only when you are calm. 

Interviewer is perpetually short of time

· Remember, the interviewer is perpetually short of time. In this short duration of 5-10 minutes you have to tell him your positive qualities. Therefore, it is advisable that you prepare extensively for the interview. 

· Secondly, make judicious use of time. For e.g. do not dwell too much on your personal qualities that you may not get enough time to tell about your professional qualities, experience, expectations etc. 

Project energy and enthusiasm

· Project energy and enthusiasm. Smile and shake hands firmly. 

· Wait until you're offered a chair before sitting. Sit upright, look alert and interested at all times. 

· Listen carefully and respond briefly and fluently. Look the hiring manager in the eye while speaking. 

· Early in the meeting, try to get the interviewer to describe the job and the duties to you so you can focus your responses on your background, skills and accomplishments that relate to the position. 

Don’ts

· Don't over-answer questions. Keep your responses non-committal. 

· Don't inquire about salary, vacations, benefits, bonuses or retirement on the initial interview unless you are sure the employer is interested in hiring you. 

· Don’t request interviewer to tell you about the hiring decision.

· Don’t try to influence by telling that you are poor and urgently need a job.

· Don’t make mentions about your caste or religion or race 

· Don’t smoke, chew gum, or eat garlic before interview. 
Conclusion

· A company seeking to fill a single position will typically interview a handful of candidates

· It is very important to be well prepared for an interview. According to the studies, a common reason employers gave for not hiring an applicant, is the inability of the applicant to fully explain the contents of his or her résumé. 

· It is therefore of paramount importance to be able to discuss in detail every item listed on one's resume, and if possible to give examples where appropriate. 
1.4 Will Power and Self-Discipline

Sometimes, you wish to go for a walk, knowing how good it is for your health and how wonderful you feel afterwards, yet, you feel too lazy, and prefer to watch TV instead. You might be aware of the fact that you need to change your eating habits or stop smoking, yet, you don't have the inner power and persistence to change these habits.

Does this sound familiar? How many times have you said, "I wish I had will power and self discipline"? How many times have you started to do something, only to quit after a short while? We all have had experiences like these.

Everyone possesses some addictions or habits they wish they could overcome, such as smoking, excessive eating, laziness, procrastination or lack of assertiveness. To overcome these habits or addictions, one needs to have will power and self discipline. They make a great difference in everyone's life, and bring inner strength, self mastery and decisiveness.

Definitions of Will Power and Self Discipline

Will power is the ability to overcome laziness and procrastination. It is the ability to control or reject unnecessary or harmful impulses. It is the ability to arrive to a decision and follow it with perseverance until its successful accomplishment. It is the inner power that overcomes the desire to indulge in unnecessary and useless habits, and the inner strength that overcomes inner emotional and mental resistance for taking action. It is one of the corner stones of success, both spiritual and material.

Self-discipline is the companion of will power. It endows with the stamina to persevere in whatever one does. It bestows the ability to withstand hardships and difficulties, whether physical, emotional or mental. It grants the ability to reject immediate satisfaction, in order to gain something better, but which requires effort and time.

Everyone has inner, unconscious, or partly conscious impulses; making them say or do things they later regret saying or doing. On many occasions people do not think before they talk or act. By developing these two powers, one becomes conscious of the inner, subconscious impulses, and gains the ability to reject them when they are not for his/her own good.

Will power and self-discipline help us to choose our behavior and reactions, instead of being ruled by them. Their possession won't make life dull or boring. On the contrary, you will feel more powerful, in charge of yourself and your surroundings, happy and satisfied.

How many times have you felt too weak, lazy or shy to do something you wanted to do? You can gain inner strength, initiative and the ability to make decisions and follow them. Believe me, it is not difficult to develop these two powers. If you are earnest and are willing to become stronger, you will certainly succeed.

In this article you will find some exercises and techniques for developing these abilities. These simple, but effective exercises can be performed everywhere and at any time. Go slowly and gradually, and you will see how you get stronger and your life start improving.

There is a misconception in the public mind regarding will power. It is erroneously thought to be something strenuous and difficult, and that one has to exert and tense the body and mind when expressing it. It is a completely wrong concept. This is one of the reasons why people avoid using it, though they are conscious of its benefits. They acknowledge the fact that the employment of will power in their life and affairs will greatly help them and that they need to strengthen it, yet they do nothing about it.

Will power gets stronger by holding back and not allowing the expression of unimportant, unnecessary and unhealthy thoughts, feelings, actions and reactions. If this saved energy is not allowed expression, it is stored inside you like a battery, and it becomes available at the time of need. By practicing appropriate exercises, you develop your powers the same way, as a person who trains his/her muscles in order to strengthen them.

Developing Will Power and Self Discipline

An effective method for developing and improving these abilities is to perform certain actions or activities, which you would rather avoid doing due to laziness, procrastination, weakness, shyness, etc. By doing something that you do not like doing or are too lazy to do, you overcome your subconscious resistance, train your mind to obey you, strengthen your inner powers and gain inner strength. Muscles get stronger by resisting the power of the barbells. Inner strength is attained by overcoming inner resistance.

Remember, strengthening one of these abilities, automatically strengthens the other one.

Here are a few exercises:

1) You are sitting in a bus or train and an old man or woman, or a pregnant lady walks in. Stand up and give up your seat even if you prefer to stay seated. Do this not just because it is polite, but because you are doing something that you are reluctant to do. In this way you are overcoming the resistance of your body, mind and feelings.

2) There are dishes in the sink that need washing, and you postpone washing them for later. Get up and wash them now. Do your personal work on your own. Do not let your laziness overcome you. When you know that in this way you are developing your will power, and if you are convinced of the importance of will power in your life, it will be easier for you to do whatever you have to do.

3) Don’t have habits which are harmful to your health and do not contribute to your progress. Analyze and decide to reduce them by adopting good habits. Coffee, Alcohol, tobacco, excessive sweets, chocolates, oily foods, junk foods and other habits will damage health in long term. Replace them with fresh vegetables and fruits gradually.
4) You may know your body needs some physical exercise, but instead you keep on sitting doing nothing or watching a movie. Get up and walk, run or do some other physical exercise.

5) Do you like your tea with sugar and milk? Then for a whole week decide to drink it without sugar and milk. You like to drink three cups of coffee each day? For a week drink only two.

6) Sometimes, when you want to say something that is not important, decide not to say it.

7) Don't read some unimportant gossip in the newspaper, even if you want to.

8) You have a desire to eat something not too healthy. For the sake of the exercise refuse the desire.

9) If you find yourself thinking unimportant, unnecessary, negative thoughts, try to develop lack of interest in them, by thinking about their futility.

10) Overcome your laziness. Convince yourself of the importance of what is to be done. Convince your mind that you gain inner strength when you act and do things, in spite of laziness, reluctance or senseless inner resistance.

Never say that you cannot follow the above exercises, because you certainly can. Be persistent no matter what. Motivate yourself by thinking about of the importance of performing the exercises, and the inner power and strength you will gain.

It is better to start training yourself through easier exercises at first, and gradually increase the number and difficulty of the exercises. Practice will improve and increase your power, giving you a lot of satisfaction.

Most of these exercises can be practiced anywhere, anytime. You do not have to devote special times for them. Believe me, they are very effective. 

Practicing them enables you to be strong and exercise will power and self-discipline in everything you do. This power would become available whenever needed.

If you practice weight lifting, running or doing aerobics, you strengthen your body. When you need to move something heavy, you have the strength for it. By studying one business term each day, you will be able to talk about business when you face interview. The same thing happens with will power and self-discipline. By strengthening them, they become available whenever they are needed.

It is important to remember not to choose exercises that might affect adversely your body or health. Deny and give up what is not necessary, futile or is harmful, but not what is vital for your well being. Always use your reason and common sense, so that you do no damage to yourself.

If for the sake of an exercise, you stop doing something that you usually do, and overcome the inner resistance concerning it, you may resume doing it, if it is not harmful. For example, if you love drinking orange juice, and for the sake of an exercise you switch to drinking apple juice, after doing so for some time and after it makes no great difference to you, you may go back to drinking orange juice, if you still like it. The point here is to develop inner strength, not making life difficult for you or continue doing things you don't like to do.

Advantages of Possessing Strong Will Power and Self Discipline

You need both of them in order to rule your thoughts and to be the boss of your mind. The stronger they are, the more control you have over your thoughts, and consequently your powers of concentration get stronger.

When you are the master of your mind you enjoy inner peace and happiness. Outer events do not sway you, and circumstances have no power over your peace of mind. This might sound too unreal for you, but experience will prove to you that all the above is true.

These abilities are essential for self growth, spiritual growth and meditation. They give you control over your daily life, help you improve your habits and behavior, and they are the keys to every success.

Practice the exercises presented here earnestly and persistently and you will go really far.
1.5 Becoming a Great Employee - The 10 Top Traits
1. Dependability: Great employees are always dependable. They do the job they are supposed to do every time, and no one has to worry that they don't deliver the goods. A great employee can be counted to always have their work done right, when it is supposed to be done - it is a forgone conclusion that they will, and no one else has to spend any time worrying about it. 

2. Team Spirit: Great employees are team players. They don't constantly seek out attention or hogs the limelight. Rather, a great employee works with others to make sure that the things that need to get done do get done, for the good of the company. 

3. Taking Direction: Great employees know how to take direction. They know how to take criticism, direction and advice gracefully and make it work for them when doing their job. 

4. Trust: Great employees don't spread office gossip and they don't dish company dirt. Likewise, they always tell the truth to their employer, even if it lands them in hot water. 

5. Confidentiality: This of course is strongly linked to number 4. A great employee always guards the confidential nature of their business dealings and protects everyone's privacy. 

6. Participation: Great Employees participate in the day to day life of the office. They don't bow out of meetings or skip the office birthday celebrations. These things may not be a fun part of working life, and everyone involved knows that everyone else has some place they would rather be - but a great employee wouldn't be any place else. 

7. Likeability: Great employee gets along with other employees. Every office has one person that is in everyone else's business and talks too loud on the phone and generally stirs things up and gets under everyone's skin. This kind of employee zaps office morale - a great employee is a good co-worker to everyone. 

8. Competence: Great employees have good working skills. It may sound obvious, but a great employee has the abilities needed to do their job, and they constantly seek ways to improve, like going to training seminars or seeking further education. Great workers have great skills. 

9. Tact: Great employees have tact and decorum. If there is a problem in the office, a great employee doesn't make a scene in front of everyone else. A great employee will deal with such issues with privacy and diplomacy. Further, a great employee doesn't tell tasteless, political or religious jokes, nor do they send emails that tell these kinds of jokes. 

10. Attitude: Last but certainly not least, great employees have a great attitude. Bad attitudes bring everyone down. A great employee helps make work great for everyone else by having a good spirit about their job. 

That's a lot of good traits to try and acquire! Don't be dispirited if you fail to match up on a number (but hopefully not all!) of them. Just work on them one at a time and you'll find your career progressing faster than you would have ever believed possible.

Workplace disciplinary action issues

· Theft or inappropriate removal or possession of property

· Falsification of timekeeping records

· Working under the influence of alcohol or illegal drugs

· Possession, distribution, sale, transfer, or use of alcohol or illegal drugs in the workplace, while on duty, or while operating employer-owned vehicles or equipment

· Fighting or threatening violence in the workplace

· Negligence or improper conduct leading to damage of employer-owned or customer-owned property

· Insubordination or other disrespectful conduct

· Violation of safety or health rules

· Smoking in prohibited areas

· Unwelcome harassment on co-employees

· Possession of dangerous or unauthorized materials, such as explosives or firearms, in the workplace

· Excessive absenteeism or any absence without notice

· Unauthorized absence form work station during the workday

· Unauthorized use of telephones, mail system, or other employer-owned equipment

· Unauthorized disclosure of confidential information

· Violation of personnel policies

· Unsatisfactory performance or conduct

· Unauthorized use Corporate Email ID for spreading useless messages

1.6 Presentation Skills

Leaders make presentations to a wide variety of audiences, for example, Board members, employees, community leaders and groups of customers. Usually there is a lot that can be quickly gained or quickly lost from a presentation. A little bit of guidance goes a long way toward making a highly effective presentation.

Note that meeting management skills are often helpful in designing an effective presentation. 

Basic Guidelines for Designing Your Presentation
1. List and prioritize the top three goals that you want to accomplish with your audience. It's not enough just to talk at them. You may think you know what you want to accomplish in your presentation, but if you're not clear with yourself and others, it is very easy - too easy - for your audience to completely miss the point of your presentation. 

2. Be really clear about who your audience is and about why is it important for them to be in the meeting. Members of your audience will want to know right away why they were the ones chosen to be in your presentation. Be sure that your presentation makes this clear to them right away. This will help you clarify your invitation list and design your invitation to them. 

3.  List the major points of information that you want to convey to your audience. When you're done making that list, and then ask yourself, "If everyone in the audience understands all of those points, then will I have achieved the goal that I set for this meeting?" 

4. Be clear about the tone that you want to set for your presentation, for example, hopefulness, celebration, warning, teamwork, etc. Consciously identifying the tone to yourself can help you cultivate that mood to your audience. 

5. Design a brief opening (about 5-10% of your total time presentation time) that:
a. Presents your goals for the presentation.
b. Clarifies the benefits of the presentation to the audience.
c. Explains the overall layout of your presentation.
6. Prepare the body of your presentation (about 70-80% of your presentation time).
7.  Design a brief closing (about 5-10% of your presentation time) that summarizes the key points from your presentation.
8. Design time for questions and answers (about 10% of the time of your presentation).

Basic Guidelines about Presentation Materials
You might be handing out supplemental materials, for example, articles, reports, etc. along with making your presentation. You might also be handing out copies of your presentation, for example, handing out copies of your slides that you will be referencing during your presentation. You might be using transparency slides or showing slides from a personal computer onto a project screen. 

1. If you plan to project your slides from a computer onto a projection screen, then be sure to check out the computer system before people come into the meeting room, if at all possible.

2. Use a consistent layout, or organization of colors and images, on your materials. 

3. If you use transparencies on an overhead projector, then allocate one slide for every 3-5 minutes of your presentation. Include 5-8 lines of bulleted phrases on each slide. 

4. If you provide the supplemental information during your presentation, then your audience will very likely read that information during your presentation, rather than listening to you. Therefore, hand out this information after you have completed your presentation. Or, hand it out at the beginning of your presentation and ask them not to read it until you have completed your presentation. 

5. If you hand out copies of your slides, be sure that the text on the slides is large enough that your audience can read the text on the table in front of them without having to hold the handouts up to their faces. Be sure to leave space on the handouts for the audience to make notes on them.
Basic Guidelines about Your Delivery
1. If you're speaking to a small group (for example, 2-15 people), then try to accomplish eye contact with each person for a few seconds throughout your delivery.

2. Look up from your materials, or notes, every 5-10 seconds, to look into the audience. 

3. Speak a little bit louder and a little bit slower than you normally would do with a friend. A good way to practice these guidelines is to speak along with a news anchor when you're watching television.

4.  Vary the volume and rate of your speech. A monotone voice is absolutely toxic to keeping the attention of an audience. 

5. Stand with your feet at shoulder-length apart. 

6.  Keep your hands relatively still.

1.7 Public Speaking

1. Know your material. Pick a topic you are interested in. Know more about it than you include in your speech. Use humor, personal stories and conversational language – that way you won’t easily forget what to say. 

2. Practice, Practice, Practice! Rehearse out loud with all equipment you plan on using. Revise as necessary. Work to control filler words; Practice, pause and breathe. Practice with a timer and allow time for the unexpected. 

3. Know the audience. Greet some of the audience members as they arrive. It’s easier to speak to a group of friends than to strangers. Understand what their background is and what kind of speaking will reach them quickly.
4. Know the room. Arrive early, walk around the speaking area and practice using the microphone and any visual aids. 

5. Relax. Begin by addressing the audience. It buys you time and calms your nerves. Pause, smile and count to three before saying anything. Transform nervous energy into enthusiasm. 

6. Visualize yourself giving your speech. Imagine yourself speaking, your voice loud, clear and confident. Visualize the audience clapping – it will boost your confidence. 

7. Realize that people want you to succeed. Audiences want you to be interesting, stimulating, informative and entertaining. They’re there to learn some thing from you.

8. Don’t apologize for any nervousness or problem – the audience probably never noticed it. 

9. Concentrate on the message – not the medium. Focus your attention away from your own anxieties and concentrate on your message and your audience. 

9. Gain experience. Mainly, your speech should represent you — as an authority and as a person. Experience builds confidence, which is the key to effective speaking.
Reference Material on Session 2:  Accounting Terms

2.1 Accounting Principles

Total business transactions are divided in to three They are 

Transactions related to persons

Transactions related to Things

Transactions related to incomes & expenditures 

In accountancy we have three types of accounts they are - personal, real, nominal 

Personal Accounts

Personal accounts refers to all the transactions related to natural persons, artificial persons and representative persons ex:- rama, ravi, andhra bank, outstanding rent. ,. Ist category of transactions belongs to personal accounts 

RULE : debit the receiver and credit the giver 

Real Accounts

Real accounts includes things in the business i.e. assets. Transactions related to Real accounts ex: buildings, machinery, cash etc.. 

RULE: Debit what comes in and credit what goes out 

Nominal Accounts

Nominal accounts includes all the transactions related to expenditures , incomes, losses and profits . ex:- rent paid, rent received, bad debts, profit on sale of an asset. 

RULE: Debit all expenses and losses and credit all incomes and profits

2.2 Accounting Concepts

Money Measurement Concept 

Accounting records state only those facts about a business firm, which can be expressed in monetary terms. In other words, business events and facts that cannot be expressed in monetary terms, howsoever important they may be, are excluded. 

For example, the death of the managing director who was guiding the destiny of the company since its inception, the emergence of a better product at a lower price in the market, the emergence of a new technology and so on (though very significant from the future perspective of business) are ignored. 

The operational implication of the Money Measurement Concept is that financial statements do not provide all information about the business

Going Concern Concept 

The Going Concern Concept implies that the firm will continue to operate in the foreseeable future. The operational implication of this assumption is that assets are not shown in Balance Sheet at their realizable market value, which implies liquidation value. 

Instead, evaluation of assets is with reference to the value of goods and services they are likely to produce in future years to come. 

Cost Concept 

Assets/resources owned by the firm are shown at their acquisition cost and not at current market value/current worth. 

The rationale for this assumption is that it provides objective and verifiable basis for accounting records. Market valuation of assets in use is not only difficult to be made but also is related to subjectivity. Besides, market values may be constantly subject to change. 

Above all, determination of objective and undisputed market price of assets, say of land and buildings, plant and machinery, furniture and so on that are not intended for sale is fairly expensive and time consuming. Further, it is important to note that these long-term assets are acquired to be used in business and not for resale. 

Clearly, Cost concept is a logical fall-out of Going Concern concept in which current market value of assets does not hold relevance. 

Evidently, individual assets (except cash and bank balances) shown in Balance Sheet do not reflect their current market value. Some assets such as land and buildings in major cities may have higher valuation than shown in books and some other assets, like plant and machinery may have lower valuation than shown in records.

Conservative Concept 

As the name suggests, Conservative Concept warrants use of conservatism in business records. In relation to Income Statement, the principle is, "anticipate no profits unless realized but provide for all probable future losses". Stock of finished goods is valued at the cost of the market price whichever is lower. 

Likewise, it is normal for the firms to provide for likely irrecoverable sum from debtors by creating provisions for bad and doubtful debts at the end of accounting year. This assumption safeguards over-estimation of profits.

Accounting Period Concept 

Accounting Period Concept requires that Income Statement should be prepared at periodic intervals for purposes such as performance evaluation and determination of taxes. Conventionally, the time span covered is one year. Corporate firms, as per Companies Act, are required to produce interim accounts and many business firms produce monthly or quarterly accounts for internal purposes. Very often, the accounting period chosen is 1st April to 31st March to conform to the financial year of Government. Other accounting periods adopted may be calendar year (January 1 - December 31), Diwali year, Dussehra year and so on.

Accrual Concept

Accrual Concept is a fall-out of Accounting Period concept. This concept requires that expenses incurred for a particular accounting period should be reckoned in the same period, irrespective of the fact whether these expenses have been paid in cash or not in that year. The same holds true for revenues, i.e., revenues earned in a specific accounting period are construed as incomes of the same period, irrespective of their receipts. 

This concept is very important to compute true income of a business firm for each accounting period. Let us illustrate. Suppose, a business firm has salary bill of Rs 50 lakh per month. Due to the cash shortage, even though employees worked, the firm could not pay salary for two months. The salary paid is for 10 months only (Rs 50 lakh × 10 months = Rs 500 lakh). In the following accounting year, the firm will be required to pay salaries for 14 months (including salary arrears of 2 months of the preceding year) that is, Rs 50 lakh × 14 months = Rs 700 lakh. The question we are to address is, how much should be considered as salary expenses in both these years. Should it be on the basis of cash payment? If it is so, salary expenses in previous year is to be reckoned as Rs 500 lakh and in the current year Rs 700 lakh. Or, should it be on accrual basis? In the latter situation, it will be Rs 600 lakh in each of these two years.

Evidently, cash basis of expenses recognition has an inherent drawback of manipulation and distorting income results of the accounting periods. Under this approach, other things being equal, profit of the previous year will be higher (by Rs 200 lakh) as compared to the current year. Obviously this misrepresents income/profit figures of both these years. Due to this, wrong inferences are drawn about the better performance in the previous year compared to the current year, which is not true. The correct approach obviously is to treat salary expenses of Rs 600 lakh in both the years.

In the absence of Accrual accounting, the Income Statement may indicate more profit in one year at the cost of the profits of some other year, which is entirely inappropriate and illogical. In other words, cash basis of expense recognition will hamper comparison of profit figures over the years. Clearly, there is a very strong case for a business firm to adopt accrual basis of accounting, known as Accrual accounting to determine correct profits.

From the foregoing, it is apparent that deferring expenses, such as salary, cannot increase profits. Likewise, profits cannot be lowered by advance payment of expenses such as, rent and insurance. For instance, insurance payment of Rs 12 lakh as on January 1, for one full year is to be pro-rated. Assuming the firm has the accounting period from April-March, insurance expenses of Rs 3 lakh only (January-March) will form part of income statement of the current year and the balance sum of Rs 9 lakh will be reckoned as expenses of the following year.

What holds true for expenses, the same holds true for revenues. Revenues are recognised at the time of sales and not at the time of receipts from debtors. In operational terms, cash surplus and deficiency are not indicative of profit and loss situations respectively.

Matching Principle 

The Matching concept is, in a way, an extension of Accrual concept. In fact, this is the most comprehensive Accounting Principle that enumerates normative framework of income determination of an accounting period of a business firm. 

In simple words, this principle requires matching of expenses/costs incurred to revenues realised in an accounting period. The more perfect this matching is, more correct is the income determination.

As per this principle, revenues as well as expenses are to be estimated for an accounting period. As far as estimation of revenues is concerned, it is, by and large, a relatively simple task. Revenues are equivalent to value of goods and services sold during the specified accounting period, irrespective of actual receipt of cash.

However, cost estimation is a relatively difficult task. The example of Royal Industries was very simple in this regard. In practice, there are many expenditures, which benefit several accounting years. Therefore, these expenses cannot be charged to Income Statement of a single year. For this purpose, it is useful to classify expenses into capital and revenue categories. 

Capital expenditures (for instance purchase of plant and machinery) involve relatively large investment sum and often have some sales value. Obviously, the purchase cost of plant and machinery (say of 500 lakh) cannot be considered as an expense of a single accounting year in which it is purchased; its cost needs to be spread-over (technically known as depreciation), on some scientific basis, among all the years in which this machine is used. In practice, however, there will be subjectivity involved on the amount of depreciation to be charged every year.

In contrast, revenue expenses, such as rent, salaries, stationary, repairs, etc., benefit one accounting year only and, hence fully charged/written off against the revenues of the same year. They require relatively small sums and do not have sales value. At the best, adjustment for advance/arrears may be needed (already explained under Accrual concept). This adjustment is simple arithmetic exercises and does not involve subjectivity. Thus, for revenue expenses items, the Matching principle is easy to follow. 

However, even in the revenue category, there are certain expenses, which are essentially revenue in nature (in the sense that they do not have sales value) but the benefits from them extend to more than one accounting year. For instance, massive advertisement expenditure incurred in launching a new product needs to be shared by the subsequent year(s) also, as it promotes sales of these years and hence augments revenues of these years. Evidently, it is very difficult to apportion with precision the share of advertisement expenditure to be charged in Income Statements of the affected accounting periods. Other notable examples are flotation costs incurred while raising funds through issue of shares/debentures, and Research and Development expenditures. The firms, in practice, are expected to evolve some scientific criterion to apportion these expense items over the years. Howsoever-tall claims may be made about objectivity in this regard, arbitrariness and subjectivity cannot be done away with. It remains in the system.

Above all, there are certain loss items (say loss by fire in godown when goods are not insured and theft of cash/goods), which neither contributes towards generation of revenues of the current period nor of future revenues. They are to be written off in the same accounting year in which they occur, as per convention.

To summarize, Matching Principle clearly brings to fore the problems encountered by business firms in its income determination. A logical corollary of this follows that income determination of a business firm is more an estimate than the actual one.

Consistency Principle

Matching principle has underlined the importance of treatment of capital expenditure items in income determination process. It focuses on the equitable methods, which must be used to write off the cost of plant and machinery (and in that way of other long-term assets) so that its cost is fairly allocated as expense, in form of depreciation, to each accounting period throughout its estimated useful life. There are various methods of charging depreciation. The two notable methods are, Straight-Line Method (SLM) and Written down Value Method (WDV). 

The assumption underlying the SLM is that depreciation is basically a function of time. Accordingly, the cost of depreciation is allocated equally to each year of the estimated useful life of plant and machinery. The sum of depreciation is obtained by dividing the depreciable cost of machine (Purchase price of machine - Estimated Salvage Value) by the number of estimated economic useful life (in years).

In contrast, according to the WDV method, a fixed rate (say 25%) is applied to the cost of the machine (disregarding salvage value) of the first year to determine depreciation charge. In each subsequent period, the depreciation expense is determined with reference to the same fixed rate (25 %) to the written down balance (cost of machine less depreciation in the first year). Obviously, both the methods will provide different answers towards depreciation charges.

The Consistency Principle requires that there should be a consistency of accounting treatment of items (say depreciation method used in respect of plant and machinery) in all the accounting periods. For instance, if Straight Line method of depreciation is used for plant and machinery, the same should be used year after year. Switching over to Diminishing Balance method in any of the subsequent years will obviously affect depreciation charges and, hence, their profits. As a result, the profit picture will not be comparable over the years and, therefore, the justification and relevance of consistency principle.

Likewise, there are different methods for valuation of inventory such as, Last-in-First-Out, First-in-First-Out, Weighted Average Cost Method and so on. In order to maintain uniformity and reveal true and fair view of the performance of business firm, the accounting policies should be followed on a consistent basis. In case, there is a necessity to change, the impact of such a change should be clearly mentioned.

From the foregoing discussion, it is apparent that accounting principles/concepts/conventions have a marked bearing on preparation of both, the Income Statement and the Balance Sheet.

2.3 Indian Accounting Standards 

 AS 1 Disclosure of Accounting Policies  

The view presented in the financial statements of an enterprise of its

state of affairs and of the profit or loss can be significantly affected by the

accounting policies followed in the preparation and presentation of the financial

statements. The accounting policies followed vary from enterprise to

Enterprise. Disclosure of significant accounting policies followed is necessary

if the view presented is to be properly appreciated.

AS 2 Valuation of Inventories  

A primary issue in accounting for inventories is the determination of the

value at which inventories are carried in the financial statements until the

related revenues are recognised.This Statement deals with the determination

of such value, including the ascertainment of cost of inventories and any

write-down thereof to net realisable value

 AS 3 Cash Flow Statements  

Information about the cash flows of an enterprise is useful in providing

users of financial statements with a basis to assess the ability of the

enterprise to generate cash and cash equivalents and the needs of the

enterprise to utilise those cash flows. The economic decisions that are taken

by users require an evaluation of the ability of an enterprise to generate cash

and cash equivalents and the timing and certainty of their generation.

The Statement deals with the provision of information about the historical

changes in cash and cash equivalents of an enterprise by means of a cash

flow statement which classifies cash flows during the period from operating,

investing and financing activities.

 AS 4 Contingencies and Events Occurring after the Balance Sheet Date  

This Statement deals with the treatment in financial statements

A contingency is a condition or situation, the ultimate outcome of

which, gain or loss, will be known or determined only on the occurrence, or

non-occurrence, of one or more uncertain future events.

Events occurring after the balance sheet date are those significant

events, both favourable and unfavourable, that occur between the balance

sheet date and the date on which the financial statements are approved by

the Board of Directors in the case of a company, and, by the corresponding

approving authority in the case of any other entity.

 AS 5 Net Profit or Loss for the period, Prior Period Items and Changes in Accounting Policies 

The objective of this Statement is to prescribe the classification and disclosure

of certain items in the statement of profit and loss so that all enterprises prepare and present such a statement on a uniform basis. This enhances the

comparability of the financial statements of an enterprise over time and with

the financial statements of other enterprises. Accordingly, this Statement

requires the classification and disclosure of extraordinary and prior period

items, and the disclosure of certain items within profit or loss from ordinary

activities. It also specifies the accounting treatment for changes in accounting

estimates and the disclosures to be made in the financial statements regarding

changes in accounting policies.

 AS 6 Depreciation Accounting  

This Statement deals with depreciation accounting and applies to all

depreciable assets, except the following items to which special considerations

apply:—

(i) forests, plantations and similar regenerative natural resources;

(ii) wasting assets including expenditure on the exploration for and

extraction ofminerals, oils, natural gas and similar non-regenerative

resources;

(iii) expenditure on research and development;

(iv) goodwill;

(v) live stock.

AS 7 Construction Contracts (revised 2002)  

The objective of this Statement is to prescribe the accounting treatment of

revenue and costs associated with construction contracts. Because of the

nature of the activity undertaken in construction contracts, the date at which

the contract activity is entered into and the datewhen the activity is completed

usually fall into different accounting periods. Therefore, the primary issue in

accounting for construction contracts is the allocation of contract revenue

and contract costs to the accounting periods in which construction work is performed. This Statement uses the recognition criteria established in the

Framework for the Preparation and Presentation of Financial Statements to

determine when contract revenue and contract costs should be recognised

as revenue and expenses in the statement of profit and loss. It also provides

practical guidance on the application of these criteria.

 AS 8 Accounting for Research and Development 

 Accounting Standard (AS) 8, Accounting for Research and

Development, is withdrawn from the date of AS 26, Intangible Assets,

becoming mandatory for respective enterprises. AS 26 is published

else where in this Compendium.

 AS 9 Revenue Recognition  

This Statement deals with the bases for recognition of revenue in the

statement of profit and loss of an enterprise. The Statement is concerned

with the recognition of revenue arising in the course of the ordinary activities

of the enterprise from

· the sale of goods,

· the rendering of services, and

· the use by others of enterprise resources yielding interest, royalties and dividends.

2. This Statement does not deal with the following aspects of revenue recognition to which special considerations apply:

(i) Revenue arising from construction contracts;

(ii) Revenue arising from hire-purchase, lease agreements;

(iii) Revenue arising from government grants and other similar subsidies;

(iv) Revenue of insurance companies arising from insurance contracts.

 AS 10 Accounting for Fixed Assets 

Financial statements disclose certain information relating to fixed assets.

In many enterprises these assets are grouped into various categories, such

as land, buildings, plant and machinery, vehicles, furniture and fittings, goodwill,

patents, trade marks and designs. This statement deals with accounting for

such fixed assets 

This statement does not deal with the specialised aspects of accounting

for fixed assets that arise under a comprehensive system reflecting the effects

of changing prices but applies to financial statements prepared on historical

cost basis.

AS 11 The Effects of Changes in Foreign Exchange Rates (revised 2003)

 An enterprise may carry on activities involving foreign exchange in two

ways. It may have transactions in foreign currencies or it may have foreign

operations. In order to include foreign currency transactions and foreign operations in the financial statements of an enterprise, transactions must be

expressed in the enterprise’s reporting currency and the financial statements

of foreign operations must be translated into the enterprise’s reporting

currency.

The principal issues in accounting for foreign currency transactions and

foreign operations are to decide which exchange rate to use and how to

recognise in the financial statements the financial effect of changes in

exchange rates.

AS 12 Accounting for Government Grants  

This Statement deals with accounting for government grants. Government

grants are sometimes called by other names such as subsidies, cash incentives,

Duty drawbacks, etc.

This Statement does not deal with:

(i) the special problems arising in accounting for government grants in financial statements reflecting the effects of changing prices or in supplementary information of a similar nature;

(ii) Government assistance other than in the form of government grants;

(iii) Government participation in the ownership of the enterprise.

 AS 13 Accounting for Investments 

 This Statement deals with accounting for investments in the financial statements of enterprises and related disclosure requirements.

This Statement does not deal with:

(a) the bases for recognition of interest, dividends and rentals earned on investments which are covered by Accounting Standard 9 on Revenue Recognition;

(b) operating or finance leases;

(c) investments of retirement benefit plans and life insurance enterprises; and

(d) mutual funds and venture capital funds4 and/or the related asset management companies, banks and public financial institutions formed under a Central or State Government Act or so declared under the Companies Act, 1956.

 AS 14 Accounting for Amalgamations

This statement deals with accounting for amalgamations and the treatment of any resultant goodwill or reserves. This statement is directed principally to companies although some of its requirements also apply to financial statements of other enterprises.

This statement does not deal with cases of acquisitions which arise when there is a purchase by one company (referred to as the acquiring company) of the whole or part of the shares, or the whole or part of the assets, of another company (referred to as the acquired company) in consideration for payment in cash or by issue of shares or other securities in the acquiring company or partly in one form and partly in the other. The distinguishing feature of an acquisition is that the acquired company is not dissolved and its separate entity continues to exist.

 AS 15 (revised 2005) Employee Benefits  

The objective of this Statement is to prescribe the accounting and disclosure

for employee benefits. The Statement requires an enterprise to recognise:

(a)  a liability when an employee has provided service in exchange for employee benefits to be paid in the future; and

(b) an expense when the enterprise consumes the economic benefit arising from service provided by an employee in exchange for employee benefits.

 AS 16 Borrowing Costs  

The objective of this Statement is to prescribe the accounting treatment for

Borrowing costs. Borrowing costs may include:

(a) interest and commitment charges on bank borrowings and other short-term and long-term borrowings;

(b) amortisation of discounts or premiums relating to borrowings;

(c) amortisation of ancillary costs incurred in connection with the arrangement of borrowings;

(d) finance charges in respect of assets acquired under finance leases or under other similar arrangements; and

(e) exchange differences arising from foreign currency borrowings to the extent that they are regarded as an adjustment to interest costs.

AS 17 Segment Reporting 

The objective of this Statement is to establish principles for reporting financial information, about the different types of products and services an enterprise produces and the different geographical areas in which it operates. Such information helps users of financial statements: 

(a) better understand the performance of the enterprise;

(b) better assess the risks and returns of the enterprise; and

(c) make more informed judgements about the enterprise as a whole.

Many enterprises provide groups of products and services or operate in geographical areas that are subject to differing rates of profitability, opportunities for growth, future prospects, and risks. Information about different types of products and services of an enterprise and its operations in different geographical areas - often called segment information - is relevant to assessing the risks and returns of a diversified or multi-locational enterprise but may not be determinable from the aggregated data. Therefore, reporting of segment information is widely regarded as necessary for meeting the needs of users of financial statements. 

 AS 18 Related Party Disclosures.

The objective of this Statement is to establish requirements for disclosure of:

(a) related party relationships; and

(b) transactions between a reporting enterprise and its related parties. 

In the context of this Statement, the following are deemed not to be related parties:

(a) two companies simply because they have a director in common, notwithstanding paragraph 3(d) or (e) above (unless the director is able to affect the policies of both companies in their mutual dealings);

(b) a single customer, supplier, franchiser, distributor, or general agent with whom an enterprise transacts a significant volume of business merely by virtue of the resulting economic dependence; and

(c) the parties listed below, in the course of their normal dealings with an enterprise by virtue only of those dealings (although they may circumscribe the freedom of action of the enterprise or participate in its decision-making process):

(i) providers of finance; (ii) trade unions; (iii) public utilities; (iv) government departments and government agencies including government sponsored bodies.

 AS 19 Leases  

The objective of this Statement is to prescribe, for lessees and lessors, the appropriate accounting policies and disclosures in relation to finance leases and operating leases

This Statement applies to agreements that transfer the right to use assets even though substantial services by the lessor may be called for in connection with the operation or maintenance of such assets. On the other hand, this Statement does not apply to agreements that are contracts for services that do not transfer the right to use assets from one contracting party to the other

AS 20 Earnings per Share

The objective of this Statement is to prescribe principles for the determination

and presentation of earnings per share which will improve comparison of

performance among different enterprises for the same period and among

different accounting periods for the same enterprise. The focus of this

Statement is on the denominator of the earnings per share calculation. Even

though earnings per share data has limitations because of different accounting

policies used for determining ‘earnings’, a consistently determined denominator

enhances the quality of financial reporting.

AS 21 Consolidated Financial Statements

The objective of this Statement is to lay down principles and procedures for

preparation and presentation of consolidated financial statements.

Consolidated financial statements are presented by a parent (also known as

holding enterprise) to provide financial information about the economic

activities of its group. These statements are intended to present financial

information about a parent and its subsidiary(ies) as a single economic entity

to show the economic resources controlled by the group, the obligations of

the group and results the group achieves with its resources.

 AS 22  Accounting for Taxes on Income.  

The objective of this Statement is to prescribe accounting treatment for taxes

on income. Taxes on income is one of the significant items in the statement

of profit and loss of an enterprise. In accordance with the matching concept,

taxes on income are accrued in the same period as the revenue and expenses

to which they relate. Matching of such taxes against revenue for a period

poses special problems arising fromthe fact that in a number of cases, taxable

income may be significantly different from the accounting income. This

divergence between taxable income and accounting income arises due to

two main reasons. Firstly, there are differences between items of revenue

and expenses as appearing in the statement of profit and loss and the items

which are considered as revenue, expenses or deductions for tax purposes.

Secondly, there are differences between the amount in respect of a particular

item of revenue or expense as recognised in the statement of profit and loss

and the corresponding amount which is recognised for the computation of

taxable income.

 AS 23 Accounting for Investments in Associates in Consolidated Financial Statements  

The objective of this Statement is to set out principles and procedures for

recognising, in the consolidated financial statements, the effects of the

investments in associates on the financial position and operating results of a

group.

 AS 24 Discontinuing Operations  

The objective of this Statement is to establish principles for reporting

information about discontinuing operations, thereby enhancing the ability of

users of financial statements to make projections of an enterprise's cash

flows, earnings-generating capacity, and financial position by segregating

information about discontinuing operations from information about continuing

operations.

 AS 25 Interim Financial Reporting  

The objective of this Statement is to prescribe the minimum content of an

interim financial report and to prescribe the principles for recognition and

measurement in a complete or condensed financial statements for an interim

period. Timely and reliable interim financial reporting improves the ability of

investors, creditors, and others to understand an enterprise's capacity to

generate earnings and cash flows, its financial condition and liquidity.

 AS 26 Intangible Assets  

The objective of this Statement is to prescribe the accounting treatment for

intangible assets that are not dealt with specifically in another Accounting

Standard. This Statement requires an enterprise to recognise an intangible

asset if, and only if, certain criteria are met. The Statement also specifies how to measure the carrying amount of intangible assets and requires certain disclosures about intangible assets.

 AS 27 Financial Reporting of Interests in Joint Ventures  

The objective of this Statement is to set out principles and procedures for accounting for interests in joint ventures and reporting of joint venture assets,

liabilities, income and expenses in the financial statements of venturers and investors.

 AS 28 Impairment of Assets  

The objective of this Statement is to prescribe the procedures that an

enterprise applies to ensure that its assets are carried at no more than their

recoverable amount. An asset is carried at more than its recoverable amount

if its carrying amount exceeds the amount to be recovered through use or

sale of the asset. If this is the case, the asset is described as impaired and

this Statement requires the enterprise to recognise an impairment loss. This

Statement also specifies when an enterprise should reverse an impairment

loss and it prescribes certain disclosures for impaired assets.

 AS 29 Provisions, Contingent Liabilities and Contingent Assets 

 The objective of this Statement is to ensure that appropriate recognition

criteria and measurement bases are applied to provisions and contingent

liabilities and that sufficient information is disclosed in the notes to the financial

statements to enable users to understand their nature, timing and amount.

The objective of this Statement is also to lay down appropriate accounting

for contingent assets.

AS 30 Financial Instruments: Recognition and Measurement 

The objective of this Standard is to establish principles for recognising and measuring financial assets, financial liabilities and some contracts to buy or sell non-financial items. Requirements for presenting information about financial instruments are in Accounting Standard (AS) 31, Financial Instruments:  Presentation. Requirements for disclosing information about

financial instruments are in Accounting Standard (AS) 32, Financial Instruments: Disclosures.

AS 31 Financial Instruments: Presentation

The objective of this Standard is to establish principles for presenting financial

instruments as liabilities or equity and for offsetting financial assets and financial liabilities. It applies to the classification of financial instruments, from the perspective of the issuer, into financial assets, financial liabilities and equity instruments; the classification of related interest, dividends, losses and gains; and the circumstances in which financial assets and financial liabilities should be offset.

AS 32 Financial Instruments: Disclosures

The objective of this Standard is to require entities to provide disclosures in their financial statements that enable users to evaluate:

(a) the significance of financial instruments for the entity’s financial position and performance; and

(b) the nature and extent of risks arising from financial instruments to which

the entity is exposed during the period and at the reporting date, and how

the entity manages those risks.

2.4 Accounting Statements

Income and Expenditure Statement or Profit and Loss Account 

· A financial statement that measures a company's financial performance over a specific accounting period. 

· Financial performance is assessed by giving a summary of how the business incurred its revenues and expenses - due to both operating and non-operating activities.

· It also shows the net profit or loss incurred over a specific accounting period, typically over a fiscal quarter or year.

· The income statement is the one of the three major financial statements, the other two being the balance sheet and the statement of cash flows. 

· The income statement  is divided into two parts: the operating and non-operating sections.

· The portion of the income statement that deals with operating items is interesting to investors and analysts alike, because this section discloses information about revenues and expenses that are a direct result of the regular business operations. 

· For example, if a business creates sports equipment, then the operating items section would talk about the revenues and expenses involved with the production of sports equipment.

Balance Sheet

· In financial accounting, a balance sheet or statement of financial position is a summary of a person's or organization's balances. Assets, liabilities and ownership equity are listed as of a specific date, such as the end of its financial year. A balance sheet is often described as a snapshot of a company's financial condition.[1] Of the four basic financial statements, the balance sheet is the only statement which applies to a single point in time.

· A company balance sheet has three parts: assets, liabilities and ownership equity. The main categories of assets are usually listed first and are followed by the liabilities. The difference between the assets and the liabilities is known as equity or the net assets or the net worth of the company and according to the accounting equation, net worth must equal assets minus liabilities.[2]

· Another way to look at the same equation is that assets equals liabilities plus owner's equity. Looking at the equation in this way shows how assets were financed: either by borrowing money (liability) or by using the owner's money (owner's equity). Balance sheets are usually presented with assets in one section and liabilities and net worth in the other section with the two sections "balancing."

· Records of the values of each account or line in the balance sheet are usually maintained using a system of accounting known as the double-entry bookkeeping system.

Cash Flow 

· Cash flow (also called net cash flow) is the balance of the amounts of cash being received and paid by a business during a defined period of time, sometimes tied to a specific project. Measurement of cash flow can be used to evaluate the state or performance of a business or project, to determine problems with liquidity. Being profitable does not necessarily mean being liquid. A company can fail because of a shortage of cash, even while profitable. 

· to generate project rate of returns. The time of cash flows into and out of projects are used as inputs to financial models such as internal rate of return, and net present value. 

· to examine income or growth of a business when it is believed that accrual accounting concepts do not represent economic realities. Alternately, cash flow can be used to 'validate' the net income generated by accrual accounting. 

· Cash flow as a generic term may be used differently depending on context, and certain cash flow definitions may be adapted by analysts and users for their own uses. Common terms (with relatively standardized definitions) include operating cash flow and free cash flow.

Funds Flow

· The net of all cash inflows and outflows in and out of various financial assets. Fund flow is usually measured on a monthly or quarterly basis. The performance of an asset or fund is not taken into account, only share redemptions (outflows) and share purchases (inflows).  

· Net inflows create excess cash for managers to invest, which theoretically creates demand for securities such as stocks and bonds.

· Investors and market analysts watch fund flows to gauge investor sentiment within specific asset classes, sectors, or for the market as a whole. For instance, if net fund flows for bonds funds during a given month is negative by a large amount, this would signal broad-based pessimism over the fixed-income markets.     

Annual Report 

· An annual publication that public corporations must provide to shareholders to describe their operations and financial conditions.

· The front part of the report often contains an impressive combination of graphics, photos and an accompanying narrative, all of which chronicle the company's activities over the past year.

· The back part of the report contains detailed financial and operational information.

· A corporation's annual statement of financial operations, Annual reports include a balance sheet, income statement, auditor's report, and a description of the company's operations.

2.5 Profit & Loss Account Items

Extra Ordinary Items

· Gains or losses included in a company's financial statements, which are infrequent and unusual in nature.   

· Such events as earthquakes, other natural disasters or the expropriation of assets by a government give rise to unpredictable financial consequences. 

· These events are not expected to recur frequently or regularly and are beyond the control of a company’s management.

Outstanding expenses

· The amounts the business have that are unpaid at the date of the balance sheet (salaries, interest on funds borrowed). 

Interest accrued on Investments

Interest accrued on investments between the last interest payment date and the date of purchase. The account is carried as an asset until the first interest payment date after the date of purchase.

Operating Income

· The amount of profit realized from a business's own operations, but excluding operating expenses (such as cost of goods sold) and depreciation from gross income. 

· Also referred to as "operating profit" or "recurring profit". Operating income would not include items such as investments in other firms, taxes or interest expenses. 

· In addition, nonrecurring items such as cash paid for a lawsuit settlement are often not included.

Non Operating Income 

· Operating income is required to calculate operating margin, which describes a company's operating efficiency.

· NOI is often viewed as a good measure of company performance. Some believe this figure is less susceptible than other figures to manipulation by management.

Operating Expenditure

· A category of expenditure that a business incurs as a result of performing its normal business operations. 

· One of the typical responsibilities that management must contend with is determining how low operating expenses can be reduced without significantly affecting the firm's ability to compete with its competitors. 

· For example, the payment of employees' wages and funds allocated toward research and development are operating expenses.

· In the absence of raising prices or finding new markets or product channels in order to raise profits, some businesses attempt to increase the bottom line purely by cutting expenses.

Bad debts written off

· In financial accounting and finance, bad debt is the portion of receivables that can no longer be collected, typically from accounts receivable or loans. Bad debt in accounting is considered an expense.

· There are two methods to account for bad debt: 

· Direct write off method (Non - GAAP) 

· A receivable which is not considered collectible is charged directly to the income statement. 

· Allowance method (GAAP) 

· An estimate is made at the end of each fiscal year of the amount of bad debt. This is then accumulated in a provision which is then used to reduce specific receivable accounts as and when necessary.

Proposed dividends

Proposed items such as Dividends proposed, which means amounts the business promises to pay in the coming year.

Contribution to provident and other funds

Provident fund is a fund that pays benefits to the company employees who are fund members upon the termination of their employment. 

Contributions paid into the fund by both the employees and the employers are invested in accordance with the pre-determined condition of amount and risks.

The contribution made by the employee is allowed as deduction from Gross total income; and the contributions made by employers for the benefit of employees is allowed as an expense under Income Tax.

Royalty Paid / Received

A payment made for the use of property, especially a patent, copyrighted work, franchise, or natural resource.

2.6 Balance Sheet Items

Capital Reserves

· Contributions to the capital reserve account can be made from government subsidies, donated funds, or can be set aside from the firm's or municipality's regular revenue-generating operations.

· Once recorded on the reporting entity's balance sheet, these funds are only to be spent on the capital expenditure projects for which they were initially intended, excluding any unforeseen circumstances.

General Reserve

· An account set aside by an individual or business to meet any unexpected costs that may arise in the future as well as the future costs of upkeep. 

· In most cases, the fund is simply a savings account or another highly liquid asset, as it is impossible to predict when an unexpected cost may arise.

· However, if the fund is set up to meet the costs of scheduled upgrades, less liquid assets may be used.

Capital Redemption Reserve

· where shares of a company are redeemed or purchased wholly out of the company’s profits, or by a fresh issue the amount by which the company’s issued share capital is diminished on cancellation of the shares shall be transferred to a reserve called the ‘capital redemption reserve’.

· The amount of capital redemption reserve shall be treated as paid up capital of the company.

Revaluation Reserve

· Used to revalue assets and liabilities to their fair value.

· An accounting term used when a company has to enter a line item on their balance sheet due to a revaluation performed on an asset. 

· This line item is used when the revaluation finds the current and probable future value of the asset is higher than the recorded historic cost of the same asset.

· A revaluation reserves fall under the category of supplementary capital, in that it does not reflect ordinary business results.

· Because of this revaluation, reserves typically are not counted as capital that can be leveraged for financial institution's, such as a bank's, contractual provisions.

Share Premium 

It is the difference between the higher price paid for a share of stock and the stocks par value when issued.

Debentures

· A debenture is an instrument of debt executed by the company acknowledging its obligation to repay the sum at a specified rate and also carrying an interest. 

· It is only one of the methods of raising the loan capital of the company. 

· A debenture is thus like a certificate of loan or a loan bond evidencing the fact that the company is liable to pay a specified amount with interest and although the money raised by the debentures becomes a part of the company's capital structure, it does not become share capital.

· A type of debt instrument that is not secured by physical asset or collateral. 

· Debentures are backed only by the general creditworthiness and reputation of the issuer. 

· Both corporations and governments frequently issue this type of bond in order to secure capital.

· Like other types of bonds, debentures are documented in an indenture. Debentures have no collateral. Bond buyers generally purchase debentures based on the belief that the bond issuer is unlikely to default on the repayment. 

· An example of a government debenture would be any government-issued Treasury bond (T-bond) or Treasury bill (T-bill). T-bonds and T-bills are generally considered risk free because governments, at worst, can print off more money or raise taxes to pay these type of debts.

Fixed Deposits

· A deposit held at a financial institution that has a fixed term. 

· These are generally short-term with maturities ranging anywhere from a month to a few years.

· When a term deposit is purchased, the lender (the customer) understands that the money can only be withdrawn after the term has ended or by giving a predetermined number of days notice.

· Deposit a lump sum of money for a fixed period.

· Term deposits are an extremely safe investment and are therefore very appealing to conservative, low-risk investors. By having the money tied up you'll generally get a higher rate with a term deposit compared with a demand deposit.

Unsecured loan

· A loan that is not backed by collateral. also called signature loan. 

· A loan that is issued and supported only by the borrower's creditworthiness, rather than by some sort of collateral.

· Generally, a borrower must have a high credit rating to receive an unsecured loan. Commercial paper is an example of an unsecured loan.

 Sundry creditors

Sundry Creditors refers to companies or individuals to which money is owed for goods and services supplied.

Bills payable

· Trade obligations of person, such as a trade acceptance or Banker's Acceptance payable at maturity.

· An accounting entry that represents an entity's obligation to pay off a short-term debt to its creditors. 

· The accounts payable entry is found on a balance sheet under the heading current liabilities. 

· Accounts payable are debts that must be paid off within a given period of time in order to avoid default.

· For example, at the corporate level, AP refers to short-term debt payments to suppliers and banks Payables are not limited to corporations. At the household level, people are also subject to bill payment for goods or services provided to them by creditors. 

· For example, the phone company, the gas company and the cable company are types of creditors. Each one of these creditors provide a service first and then bills the customer after the fact. The payable is  essentially a short-term IOU from a customer to the creditor.

Unclaimed Dividend

· The amount of Dividend which remains unpaid or unclaimed after thirty days from the date of declaration should be transferred to a special Dividend account, to be called ‘Unpaid Dividend Account’ of the company.

· Within seven days from the date of expiry of the thirty days period provided for payment of Dividend.

· Any amount in the Unpaid Dividend Account of the company which remains unclaimed and unpaid for a period of seven years from the date of transfer of such amount to the Unpaid Dividend Account should be transferred to the Investor Education and Protection Fund.

Prepaid Income

Includes rents or interest received in advance and compensation for services to be performed later. Prepaid income is generally included in taxable income in the year received.

Bank overdraft

· An instant extension of credit from a lending institution. 

· If you have an overdraft account, your bank will cover checks which would otherwise bounce. 

· As with any loan, you pay interest on the outstanding balance of an overdraft loan.

· An overdraft is a service provided by a bank which allows a customer to continue to write cheques or make other withdrawals from an account even when there is not enough money in the account to cover them.

· In effect, an overdraft is a form of credit, which attracts interest charges for as long as you are overdrawn.

·  It is not always easy to predict how much an overdraft will cost you. Most overdrafts are charged at variable interest rates; that is, the rate charged goes up and down depending on what base interest rates are at the time.

Interest accrued but not received

· 1. A term used to describe an accrual accounting method when interest that is either payable or receivable has been recognized, but not yet paid or received. Accrued interest occurs as a result of the difference in timing of cash flows and the measurement of these cash flows. 

· 2. The interest that has accumulated on a bond since the last interest payment up to, but not including, the settlement date.

· For example, accrued interest receivable occurs when interest on an outstanding receivable has been earned by the company, but has not yet been received. A loan to a customer for goods sold would result in interest being charged on the loan. If the loan is extended on October 1 and the lending company's year ends on December 31, there will be two months of accrued interest receivable recorded as interest revenue in the company's financial statements for the year. 

· Accrued interest is added to the contract price of a bond transaction. Accrued interest is that which has been earned since the last coupon payment. Because the bond hasn't expired or the next payment is not yet due, the owner of the bond hasn't officially received the money. If he or she sells the bond, accrued interest is added to the sale price.  

Goodwill

An intangible asset which provides a competitive advantage, such as a strong brand, reputation, or high employee morale. In an acquisition, goodwill appears on the balance sheet of the acquirer in the amount by which the purchase price exceeds the net tangible assets of the acquired company.

Patent

A patent for an invention is the grant of a property right to the inventor, issued by the Patent and Trademark Office. The term of a new patent is 20 years from the date on which the application for the patent was filed in the United States or, in special cases, from the date an earlier related application was filed, subject to the payment of maintenance fees. US patent grants are effective only within the US, US territories, and US possessions.

Trademark

A trademark is a word, name, symbol or device which is used in trade with goods to indicate the source of the goods and to distinguish them from the goods of others. 

Intellectual Property 

Property that can be protected under federal law, including copyrightable works, ideas, discoveries, and inventions. Such property would include novels, sound recordings, a new type of mousetrap, or a cure for a disease.

Investments in Government or Trust Securities

Is the amount invested in securities held/offered by GOVT. ex. National Savings Certificates, investment in infrastructure bonds, Govt. schemes and bonds, or any other securities offered by Govt.

Investments in shares, Mutual Funds, debentures or bonds

The amount invested in above instruments by the company offered by other companies.

Investments in the Capital of partnership firms

Investment either as partner or as an investor for returns without acting as a partner for the firm.

Bills Receivable

The unpaid promissory notes or acceptances held by an individual or firm.

Preliminary expenses

Expenses involved in the formation of a company. They include the cost of producing a prospectus, issuing shares, and advertising the flotation. The expenses incurred on setting up a company. According to the Companies Act, these expenses must not be treated as an asset of the company

Closing Stock

The valuation of closing stock and recording of the value of closing stock in the books are two different aspects. 

After ascertaining the value of the closing stock (Raw Materials, Spare parts, Work in process, Finished Goods), it is to be brought into the books of accounts. 

For each additional piece of information that we intend to derive from the books of accounts, we create and use an additional ledger account. 

Thus, to derive the information relating to Closing Stock we maintain a real account by name "Closing Stock a/c". 

The "Closing Stock a/c" gives the information relating to the value of the stock (as an asset) unsold at the end of the accounting period. 

Recording 

The value of closing stock is not available ready hand in the books of accounts. It is specifically ascertained at the end of the accounting period by physical verification of stock and its valuation at cost or market price whichever is lower. 

Thus, by recording the journal entry for Closing Stock, we are in effect bringing the value of Closing Stock into books. 

» Debit : Closing Stock a/c

Accounts representing assets are real accounts and show a debit balance. Since by recording the journal entry for bringing the value of closing stock into books, we are creating an asset by name "Closing Stock a/c" we debit that account. 

[Closing Stock a/c – Real a/c – Debit what comes in.] 

» Credit : 

There are three possible variations in the account to be credited for recording the value of closing stock. 

Trading a/c 

Goods Consumed a/c 

Purchases a/c 

The ledger account to be credited is dependent on which account is used to reflect the value of cost of goods sold as well as the time of recording the entry

Debit balance in profit and loss account

The debit balance in P&L A/c represents Loss which is shown  on the asset side of Balance Sheet as a separate line item as per the requirements of Schedule VI of Companies Act,1956.This is because it is a fictitious asset. However if the company has adequate surplus then it should be set-off against it and only the net balance of Reserves shown on Liabilities side.

2.7 Accounts Finalization Adjustments

Depreciation 

Depreciation is a term used in accounting, economics and finance to spread the cost of an asset over the span of several years.

In simple words we can say that depreciation is the reduction in the value of an asset due to usage, passage of time, wear and tear, technological outdating or obsolescence, depletion or other such factors.

In accounting, depreciation is a term used to describe any method of attributing the historical or purchase cost of an asset across its useful life, roughly corresponding to normal wear and tear.[1] It is of most use when dealing with assets of a short, fixed service life, and which is an example of applying the matching principle per generally accepted accounting principles. Depreciation in accounting is often mistakenly seen as a basis for recognizing impairment of an asset, but unexpected changes in value, where seen as significant enough to account for, are handled through write-downs or similar techniques which adjust the book value of the asset to reflect its current value. Therefore, it is important to recognize that depreciation, when used as a technical accounting term, is the allocation of the historical cost of an asset across time periods when the asset is employed to generate revenues. This process of cost allocation has little or no direct relationship to the market value or current selling price of the asset, it is simply the recognition that a portion of the asset's cost--the portion that will never be recuperated through re-sale or disposal of the asset--was "used up" in the generation of revenues for that time period.

The use of depreciation affects the financial statements and in some countries the taxes of companies and individuals. The recording of depreciation will cause an expense to be recognized, thereby lowering stated profits on the income statement, while the net value of the asset (the portion of the historical cost of the asset that remains to provide future value to the company) will decline on the balance sheet. Depreciation reported for accounting and tax purposes may differ substantially.

Depletion 

Depletion is an accounting concept used most often in mining, timber, petroleum, or other similar industries. The depletion deduction allows an owner or operator to account for the reduction of a product's reserves. Depletion is similar to depreciation in that, it is a cost recovery system for accounting and tax reporting. For tax purposes, there are two types of depletion; cost depletion and percentage depletion.

For mineral property, you generally must use the method that gives you the larger deduction. For standing timber, you must use cost depletion

Amortization 

· The paying off of debt in regular installments over a period of time.

· The deduction of capital expenses over a specific period of time (usually over the asset's life). 

· More specifically, this method measures the consumption of the value of intangible assets, such as a patent or a copyright.

· While amortization and depreciation are often used interchangeably, technically this is an incorrect practice because amortization refers to intangible assets and depreciation refers to tangible assets.

Provision for taxation

An amount on the P & L statement that estimates a company's total income tax liability for the year.

Deferred Expenditure

Expenses incurred which do not apply to the current accounting period. Instead, they are debited to a 'Deferred expenditure' account in the non-current assets area of your chart of accounts. When they become current, they can then be transferred to the profit and loss account as normal.

Provision for contingencies

Provision is an amount of an expense that should be recognized currently when the exact amount of the expense is uncertain.

Prepaid Expenses

An asset that arises on a balance sheet because of the payment of something in advance (prepayment). Services for the payment will be received in the near future.

Provision for bad and doubtful debts

The provision for bad debts might refer to the balance sheet account also known as the Allowance for Bad Debts, Allowance for Doubtful Accounts, or Allowance for Uncollectible Accounts. In this case Provision for Bad Debts is a contra asset account (an asset account with a credit balance). It is used along with the account Accounts Receivable in order to report the net realizable value of the accounts receivable.

Provision for Bad Debts might also be an the income statement account also known as Bad Debt Expense or Uncollectible Account Expense. In this situation, the Provision for Bad Debts reports the credit losses that pertain to the period shown on the income statement.

Foreign Exchange Fluctuation

Exchange difference is an amount resulting from reporting the same number of units of a foreign currency in the reporting currency at different exchange rates.

2.8 General Accounting Terms

Non Performing Assets

· Any asset that is not effectively producing income.

· For example, an overdue loan would be considered non-performing

Pro-forma Balance Sheet

· a projection showing a business's financial statements after the completion of a planned transaction

Consolidated Balance Sheet

· A Financial statement that shows all the assets, liabilities, and operating accounts of a parent Company and its subsidiaries.

· The combined financial statements of a parent company and its subsidiaries. 

· Because consolidated financial statements present an aggregated look at the financial position of a parent and its subsidiaries, they enable you to gauge the overall health of an entire group of companies as opposed to one company's stand alone position.

Accounting Policies

· Principles, rules and procedures selected, and consistently followed, by the management of an organization (the accounting entity) in preparing and reporting the financial statements. Accounting policies deal specifically with matters such as consolidation of accounts, depreciation methods, goodwill, inventory pricing, and research and development costs. Accounting policies must be disclosed in the annual financial statements. See also summary of significant accounting policies.

IFRS

· International Financial Reporting Standards (IFRS) are standards and interpretations adopted by the International Accounting Standards Board (IASB).

· Many of the standards forming part of IFRS are known by the older name of International Accounting Standards (IAS). IAS were issued between 1973 and 2001 by the board of the International Accounting Standards Committee (IASC). In April 2001 the IASB adopted all IAS and continued their development, calling the new standards IFRS.

GAAP

· The common set of accounting principles, standards and procedures that companies use to compile their financial statements. In India they are called as Accounting Standards

· GAAP are a combination of authoritative standards (set by policy boards) and simply the commonly accepted ways of recording and reporting accounting information.

· GAAP are imposed on companies so that investors have a minimum level of consistency in the financial statements they use when analyzing companies for investment purposes.

· GAAP cover such things as revenue recognition, balance sheet item classification and outstanding share measurements.

· Companies are expected to follow GAAP rules when reporting their financial data via financial statements. 

Reference Material on Session 3:  Stock & Company Terms

3.1 Structure & Incorporation of Companies

Sole Proprietary

A sole proprietorship, or simply proprietorship (British English: sole trader) is a type of business entity which legally has no separate existence from its owner. Hence, the limitations of liability enjoyed by a corporation and limited liability partnerships do not apply to sole proprietors. All debts of the business are debts of the owner. The person who sets up the company has sole responsibility for the company's debts. It is a "sole" proprietorship in the sense that the owner has no partners. A sole proprietorship essentially refers to a natural person (individual) doing business in his or her own name and in which there is only one owner. A sole proprietorship is not a corporation; it does not pay corporate taxes, but rather the person who organized the business pays personal income taxes on the profits made, making accounting much simpler. A sole proprietorship does not have to be concerned with double taxation, as a corporate entity would have to.

A sole proprietor may do business with a trade name other than his or her legal name. In some jurisdictions, for example the United States, the sole proprietor is required to register the trade name or "Doing Business As" with a government agency. This also allows the proprietor to open a business account with banking institutions.

Partnership

A partnership is a type of business entity in which partners (owners) share with each other the profits or losses of the business undertaking in which all have invested. Partnerships are often favored over corporations for taxation purposes, as the partnership structure does not generally incur a tax on profits before it is distributed to the partners (i.e. there is no dividend tax levied). However, depending on the partnership structure and the jurisdiction in which it operates, owners of a partnership may be exposed to greater personal liability than they would as shareholders of a corporation.

Trust

A trust is an arrangement whereby property (including real, tangible and intangible) is managed by one person (or persons, or organizations) for the benefit of another. A trust is created by a settlor, who entrusts some or all of his or her property to people of his choice (the trustees). The trustees hold legal title to the trust property (or trust corpus), but they are obliged to hold the property for the benefit of one or more individuals or organizations (the beneficiary), usually specified by the settlor, who hold equitable title. The trustees owe a fiduciary duty to the beneficiaries, who are the "beneficial" owners of the trust property.

The trust is governed by the terms of the trust document, which is usually written and occasionally set out in deed form. It is also governed by local law. The trustee is obliged to administer the trust in accordance with both the terms of the trust document and the governing law.

Co-operative Society

A cooperative (also co-operative or coöperative; often referred to as a co-op or coop) is defined by the International Co-operative Alliance's Statement on the Co-operative Identity as an autonomous association of persons united voluntarily to meet their common economic, social, and cultural needs and aspirations through a jointly-owned and democratically-controlled enterprise[1]. It is a business organization owned and operated by a group of individuals for their mutual benefit.[2] A cooperative may also be defined as a business owned and controlled equally by the people who use its services or who work at it. Cooperative enterprises are the focus of study in the field of cooperative economics.

Joint Venture

· It is an entity formed between two or more parties to undertake economic activity together.

· There are no separate laws for joint ventures in India. 

· All the joint ventures in India require governmental approvals, if a foreign partner or an NRI or is involved. they share in the revenues, expenses, and control of the enterprise. 

· The venture can be for one specific project only.

Limited Company

An association of persons formed for the purpose of carrying on some legitimate business and which is registered under the Companies Act, 1956 or any earlier Companies Act.

Public Company

It is a company which is not a private company

It should have a minimum paid-up capital of Rs. 5 Lakhs.

Other Features:

· It should have minimum of 7 members and there is no limit on maximum number of members.

· It should have minimum of 3 directors and maximum of 12. However, with the prior permission of Central Government the company can increase the number of directors beyond 12.

· It must obtain Certificate of Commencement of Business within one year from the date of incorporation, without which it can not start its business or make any borrowings.

· It must conduct Statutory General Meeting after 1 month from obtaining Commencement of Business certificate but not later than 6 months from obtaining Commencement of Business certificate.

Private Company

A company which, by its articles –

a) Restricts the rights to transfer its shares, if any;

b) Limits the number of its members to fifty;

c) Prohibits any invitation to the public to subscribe for any shares in, or debentures of the company.

d) A Private Company should have a minimum paid-up capital of Rs. 1 lakh. 

Other Features of Private Company:

· It should have minimum of 2 members and maximum 50.

· It should have minimum of 2 Directors and there is no limit on maximum number of directors.

· It can start business immediately after incorporation. It need not obtain Commencement of Business Certificate.

Government Company

means any company in which not less than fifty-one per cent of the paid-up share capital is held by the Central Government, or by any State Government or Governments, or partly by the Central Government and partly by one or more State Governments and includes a company which is a subsidiary of a Government company as thus defined.

Other Features:

· The auditor of the Company is appointed by Comptroller and Auditor General of India.

· The auditor should submit a copy of his report to Comptroller and Auditor General of India, who shall have right to comment there upon.

· The comment of CAG should be placed before annual general meeting of the company along with the auditor report.

Holding Company

· means a Company which

· controls the composition of Board of directors of another company, or

· Holds more than 50% of the share capital of another company.

· The company in which the holding company has the control or holdings is called Subsidiary company. 

· A subsidiary of a company which is already a subsidiary of another company is also treated as subsidiary of the Holding company.

Subsidiary Company

· A subsidiary, in business, is an entity that is controlled by a larger entity. The controlled entity is called a company, corporation, or limited liability company, and the controlling entity is called its parent (or the parent company). 

· The reason for this distinction is that an individual cannot be a subsidiary of any organization; only an entity representing a legal fiction as a separate entity can be a subsidiary. While individuals have the capacity to act on their own initiative, a business entity can only act through its directors, officers and employees.

Section 25 Company

· is a company which –

· is formed for promoting commerce, art, science, religion, charity or any other useful object, 

· Intends to apply its profits, if any, or other income in promoting its objects, and to prohibit the payment of any dividend to its members.

· Such companies must take License from the Central Government.

Foreign Company

· A company, which is incorporated outside India 

· Having place of business in India and registered with Government of India is called as Foreign Company.

Illegal Association 

· Under the Companies Act, 1956, not more than 10 persons can come together for carrying on any banking business and not more than 20 persons can come together for carrying on any other business unless the association is registered under the Companies Act or any other Indian law. 

· Any association which does not comply with the above norms is an illegal association. 

· Therefore, a partnership of more 10 or 20 members, as the case may be, is an illegal association unless it is registered under the Companies Act or any other Indian law.

Certificate of Incorporation 

· The process of registering a company with the “Registrar of Companies” (ROC) is called ‘Incorporation’ 

· The certificate of registration given under the hand of ROC is termed as ‘Certificate of Incorporation’.

· Certificate of Incorporation is conclusive evidence that all the requirements of the Companies Act in respect of registration and of matters precedent and incidental thereto have been complied with and that the association is a company duly registered under the Companies Act.

Certificate of Commencement of Business 

· Public companies should obtain certificate of commencement of business to commence business.

· Private companies are not required to obtain this certificate.

· The company must obtain this certificate within 1 year from the date of incorporation, Otherwise it will be declared as a defunct company and is liable to be wound up.

· The registrar will issue this certificate only when the following declarations have been filed: 

· Prospectus or statement in lieu of prospectus. 

· Declaration by the company that the directors have taken up and paid for their qualifying shares. 

· Declaration by the Secretary or Directors those all-legal requirements have been complied with. 

Memorandum of association

1) It is the fundamental document of the company, which declares the company’s features and scope of activities. 

2) It defines as well as confines the powers of the company. 

3) It contains the following clauses:

· Name Clause

· Situation Clause

· Objects Clause

· Liability Clause

· Capital Clause

· Association or Subscription Clause

Articles of association

· The Articles of association of a company are its bye-laws or rules and regulations that govern the management and internal affairs and conduct of its business. 

· They set out the provisions for the manner in which the company is to be administered. 

· In particular, they provide for matters like making of calls, forfeiture of shares, directors’ qualifications, appointment, powers and duties of auditors, procedure for transfer and transmission of shares and debentures etc.

Common Seal

· A company is an artificial person and does not have a physical presence. 

· It acts through its Board of Directors for carrying out various activities and entering into various agreements. 

· Such contracts must be entered under the seal of the company. The common seal is the official signature of the company. 

· The name of the company must be engraved on the common seal. 

· Any document not bearing the seal of the company may not be accepted as authentic and may not have any legal force.

3.2 Different Roles in Companies

Promoter / Founder

· Any individual, syndicate, association, partnership or a company which takes all the necessary steps to create and mould a company and set it going. 

· The promoter originates the scheme for the formation of the company, gets together the subscribers to the memorandum, gets memorandum and articles prepared, executed and registered, finds the bankers, brokers and legal advisors, locates the first directors.

Board of Directors 

· Individuals elected by a corporation's shareholders to oversee the management of the corporation. The members of a Board of Directors are paid in cash and/or stock, meet several times each year, and assume legal responsibility for corporate activities. also called directorate. 

· the policy managers of a corporation or organization elected by the shareholders or members. The board in turn chooses the officers of the corporation, sets basic policy, and is responsible to the shareholders. In small corporations there are usually only three directors. In larger corporations board members provide illustrious names, but the company is often run by the officers and middle-management that have the expertise

Additional Director 

· A director appointed by the Board in between two annual General meetings. 

· Such additional directors shall hold office only up to the date of the next annual general meeting of the company.

Alternate Director 

· The Board of directors of a company may appoint an alternate director to act for a director ("the original director") during his absence for a period of not less than three months from the State in which meetings of the Board are ordinarily held. 

· Such alternate director appointed shall not hold office for a period longer than that permissible to the original director in whose place he has been appointed 

· He shall vacate office if and when the original director returns to the State in which meetings of the Board are ordinarily held.

Casual Director 

· If the office of any director appointed by the company in general meeting is vacated before his term of office due to resignation, removal, death etc., the vacancy should be filled by the Board of directors at the meeting of the Board.

· Any person so appointed shall hold office up to the unexpired term of the person vacated.

Nominee Director 

As per the terms of the Loan agreement, if any director is appointed by the Bank or Financial Institution, to represent their interest, then he is termed as a Nominee director. 

Executive Director / Whole-Time Director 

· A Director who is in whole time employment of the company is called whole-time director or an executive director.

Non-executive Director 

· A director who is not a full or part-time employee of the company or holder of an executive office. There is no statutory definition of a non-executive director, but such a director will usually devote part of his time to the affairs of the company as an independent adviser or supervisor

Independent Director 

1) A non-executive director of the company who:

· apart from receiving director’s remuneration, does not have any material pecuniary relationships or transactions with the company, its promoters, its directors, its senior management or its holding company, its subsidiaries and associates which may affect independence of the director;

· is not related to promoters or persons occupying management positions at the board level or at one level below the board;

· has not been an executive of the company in the immediately preceding three financial years;

· is not a partner or an executive or was not partner or an executive during the preceding three years, of any of the following:

· the statutory audit firm or the internal audit firm that is associated with the company, and

· The legal firm(s) and consulting firm(s) that have a material association with the company.

· is not a material supplier, service provider or customer or a lessor or lessee of the company, which may affect independence of the director; and

· is not a substantial shareholder of the company i.e. owning two percent or more of the block of voting shares.

2) Independent directors are invited to join the board for their specialization and expertise so that they help in achieving a balance of knowledge, skills, attitudes and other directorial resources. 

Chairman of the Board

· Chairman is a person who has been designated as elected to preside over and conduct the proceedings of a meeting. 

· The first Chairman of the company is generally named in the Articles. 

· The Articles usually provide that the chairman of the Board of directors shall preside over the general meetings of the company in addition to presiding over Board meetings. 

· However, the Board may decide to elect a new Chairman every year at the Board meetings held immediately after the annual general meetings.

Managing Director 

· A Director who is entrusted with substantial powers of management of the company. 

· He exercises his powers subject to the superintendence, control and direction of the Board of Directors.

Chief executive officer


is the highest-ranking corporate officer, administrator, corporate administrator, executive, or executive officer in charge of total management of a corporation, company, organization, or agency.

Shareholder / Member 

Any person who holds the shares of the company is called shareholder.

A shareholder whose name is entered in the register of members of the company is called member.

One who owns shares of stock in a corporation or mutual fund. For corporations, along with the ownership they will have a right to declared dividends and the right to vote on certain company matters, including the board of directors. Also called as stockholder.

Insider 

Corporate insiders are defined as a company's officers, directors and any beneficial owners of more than ten percent of a class of the company's equity securities. Trades made by these types of insiders in the company's own stock, based on material non-public information, are considered to be fraudulent since the insiders are violating the trust or the fiduciary duty that they owe to the shareholders. The corporate insider, simply by accepting employment, has made a contract with the shareholders to put the shareholders' interests before their own, in matters related to the corporation. When the insider buys or sells based upon company owned information, he is violating his contract with the shareholders.

Internal Auditor

· An internal auditor is typically an accountant who works within an organization 

· He has a much wider focus than an external auditor. 

· An internal auditor helps to identify risks and recommends ways to eliminate or mitigate those risks.

· The internal auditor is involved with -

· Evaluating Emerging Technologies 

· Analyzing Opportunities 

· Such diversity gives internal auditors a broad perspective on the organization

External / Statutory Auditor

· A company carries on business with capital provided by persons who are not in control of the use of the money supplied by them. 

· They would, therefore, like to see that their investments are safe, are being used for intended purpose and the annual accounts of the company present a true and fair view of the state of affairs of the company. 

· For this purpose, the members in their AGM appoint a duly qualified and independent person to check the accounts of the company. 

· Such person appointed by the members is called Statutory Auditor and he must be a member of the Institute of Chartered Accountants of India.

Sole Selling Agent 

· An agent who is appointed with the sole or exclusive right to sell the goods. 

· He is not an employee of the company. 

· Sole selling agent is appointed by entering into contract where the agent alone has a right to sell the goods.

Liquidator 

· The commencement of the winding up of the company does not put an end to the existence of the company. 

· Its assets are to be realized and distributed among the debenture holders, creditors, shareholders etc.. 

· For this purpose, the court appoints one agent called Liquidator. 

Whistle Blower

· employee who disclose information about his or her employer's business (where there is wrongdoing by he employer). The employee is then protected against the employer taking action against the employee in revenge.

Statutory General Meeting

· This is first meeting of shareholders after incorporation of a company. Promotes handover company management and records to Shareholders.

Annual General Meeting

· A meeting of company members held each calendar year. AGM deal with the following key matters, company accounts, directors' and auditor's reports, declaration of share dividends and also the appointment and resignation of directors. 21 days' written notice must be given to members of the AGM.

Extra ordinary General meeting

· Shareholders meeting for deciding urgent matters and pass suitable resolutions

EGM

An Extraordinary General Meeting, commonly abbreviated as EGM, is a meeting of members of an organisation, shareholders of a company, or employees of an official body, which occurs at an irregular time. The term is usually used where the group would ordinarily hold an AGM, but where an issue arises which requires the input of the entire membership and is too serious or urgent to wait until the next AGM.

In some settings, this is known as a Special General Meeting or an Emergency General Meeting.

The directors of a public company must convene an EGM if the net assets fall to half or less of the amount of its called-up share capital (s142 CA 1985)

Within 21 days from the date of receipt of requisition the directors must send out a notice in order to convene a meeting within 28 days after the date of giving the notice.

Board Meeting

· a formal meeting of a company’s board of directors, typically scheduled periodically at a frequency ranging from quarterly to monthly.

Proxy

    Someone who is authorized to serve in one's place at a meeting, particularly with the right to cast votes.

Quorum

· the number of people required to be present before a meeting can conduct business. Unless stated differently in bylaws, articles, regulations or other rules established by the organization, a quorum is usually a majority of members. A quorum for meetings of corporate boards of directors, homeowners' associations, clubs and shareholders meetings are usually set in the bylaws. The quorum for meetings of governmental bodies such as commissions and boards are usually set by statute

Minutes

· the written record of meetings, particularly of boards of directors and/or shareholders of corporations, kept by the secretary of the corporation or organization. 

Resolution 

· a determination of policy of a corporation by the vote of its board of directors. Legislative bodies also pass resolutions, but they are often statements of policy, belief or appreciation, and not always enactment of statutes or ordinances.

Ordinary Resolution


· Where a decision made within a company by the members of the company voting on a particular issue must be passed by a simple majority (more than 50% of the members). The members can vote in person, or appoint a proxy to vote on their behalf. (An ordinary resolution can be used unless the Companies Acts or the company's articles of association specify that another resolution must be used, for example a special resolution.) 

Special Resolution


· Where a decision made within a company by the members of the company voting on a particular issue must be voted for by at least 75% of the members, either voting in person or by proxy. Members of the company must be given at least 21 days' notice of any meeting where a special resolution is to be voted upon

Resolution by Postal Ballot

· Includes voting by share holders by postal or electronic mode instead of voting personally by presenting for transacting businesses in a general meeting of the company

Annual Return

· Filed yearly by all companies to Companies House. 

· The annual return includes the following information: 

· the company's stated business activity, details of the registered office, directors and members/shareholders. 

· Late filing or failure to file is a criminal offence with set fines according to how late a filing is. Companies House can also remove companies from the Companies Registry if they fail to file.

Auditor's report


· The Auditor's report is a formal opinion, or disclaimer thereof, issued by either an internal auditor or an independent external auditor as a result of an internal or external audit or evaluation performed on a legal entity or subdivision thereof (called an “auditee”). 

· The report is subsequently provided to a “user” (such as an individual, a group of persons, a company, a government, or even the general public, among others) as an assurance service in order for the user to make decisions based on the results of the audit

SEBI 

SEBI is the Regulator for the Securities Market in India. Originally set up by the Government of India in 1988, it acquired statutory form in 1992 with SEBI Act 1992 being passed by the Indian Parliament. SEBI is headquartered in the popular business district of Bandra-Kurla complex in Mumbai, and has Northern, Eastern and Southern regional offices in New Delhi, Kolkata and Chennai. It is in the news that a new Western Regional Office has been proposed at Ahmedabad.

Company Law Board 

The Company Law Board is an independent quasi-judicial body in India which has powers to overlook the behaviour of companies within the Company Law . It was constituted in its present form on May 31, 1991.

Structure of the Board

The Company Law Board shall consist of not more than nine members appointed by the central Government by notification in the official Gazette. One of them shall be appointed by the central Government as the chairman of the board.

The Board may, by order in writing, form one or more benches from among its members and authorise each such bench to exercise and discharge such of the Board's powers and functions as may be specified in the order. Every order made or act done by a Bench in exercise of such powers or discharge of such functions shall be deemed to be the order or act, as the case maybe, of the Board.

ROC 

The Central Government has set up several registration offices all over the country. Each registration office is headed by ‘registrar of Companies’ assisted by some Additional, Joint, Deputy and Assistant Registrars. The Registrar of Companies controls the task of incorporation of companies and registration of documents such as memorandum articles, prospectus, annual return, etc

National Company Law Tribunal  

Due to the delay in decisions regarding procedures of merger/amalgamations,

reduction of capital and winding up of companies, the High Court has been dispensed with the cases relating to these matters. The government constituted a Committee under the chairmanship of Justice V. Balakrishna Eradi, which made certain recommendations with the objective of expenditing the revival / rehabilitation of sick companies. Consistent with the above underlined objective

the Companies (Second Amendment) Act, 2002 provides for setting up of the

National Company Law Tribunal which shall deal with all matters relating

to Companies which were earlier handed by various High courts, CLB, BIFR and AAIFR.

Depository Participants

In India, a Depository Participant (DP) is described as an agent of the depository. They are the intermediaries between the depository and the investors. The relationship between the DPs and the depository is governed by an agreement made between the two under the Depositories Act. In a strictly legal sense, a DP is an entity who is registered as such with SEBI under the provisions of the SEBI Act. As per the provisions of this Act, a DP can offer depository-related services only after obtaining a certificate of registration from SEBI.

Merchant Banker 

means any person who is registered with SEBI as such and who is engaged in the business of issue management either by making arrangements regarding selling, buying or subscribing to securities as manager, consultant, adviser or rendering corporate advisory service in relation to such issue management.

Stock Broker

· A registered member of the stock exchange to act as intermediary between stock exchange and the investor.

· They charge a fee or commission for executing buy and sell orders submitted by an investor.

· A broker's duties may include: determining market values, Advising the scrip’s for purchase etc. 

3.3 Transactions related to Capital in Companies

Equity shares 

Ordinary / Equity shares represent the ownership of a limited company. Companies are incorporated with an authorised share capital Ð for instance 1,000 ordinary £1 shares. They do not have to issue all the authorised shares, but can issue as many as they like up to the authorised number. Once issued the shares can be traded either privately or on an exchange if the company has listed them. The price at which they trade will have nothing to do with the par value, but will be determined by market forces. Shares usually come with a right to vote at the company’s Annual General Meeting, and an entitlement to a share of dividends declared. They are, however, unsecured, meaning that shareholders are last in the queue if a company goes into liquidation. Known as common stock in the US.

Public Float

· The portion of a company's outstanding shares that is in the hands of public investors, as opposed to company officers, directors, or controlling-interest investors.

· Also known as "free float".

· For example, a company may have 10 million outstanding shares. Out of that 4 millions are in the hands of promoters, directors, officers and controlling investors. So, the remaining 6 million shares which are freely tradable in the stock market are called free float. 

Preference shares 

Shares in a company which give their holders an entitlement to a fixed dividend but which do not usually carry voting rights. The important difference between preference and ordinary shares are:

The dividend on ordinary shares is uncertain and variable (high when the company does well, poor or non-existent when it does badly). Preference shareholders get a fixed dividend which, if not paid, usually accrues until it can be.

Each ordinary share usually carries a vote. Preference shares do not usually carry a vote unless dividends fall into arrears.

In the event of a winding up, preference shares are usually repayable at par value, and rank above the claims of ordinary shareholders (but behind bank and trade creditors).

Preference shares may be issued with the right of conversion into ordinary / equity shares. These are called convertibles.

Issue of shares at Discount 

The amount by which the market value of a share drops below its par value. The concept rarely has any significance as shares tend to trade at prices far above the nominal value of the share, which is printed on the certificate.

Issue of shares at Premium 

The extra amount you pay for a security over and above its intrinsic value. For example the premium on a warrant is calculated as the price of the warrant minus the difference between the exercise price and the price of the underlying asset. So if a warrant costing 8 gives you the right to buy a share at 75, and that share was currently trading at 70, the premium would be 3 (8-5). For investment trusts, the premium is the amount by which the share price of the investment trust exceeds its net asset value per share

Demat

In India, a demat account, the abbreviation for dematerialised account, is a type of banking account which dematerializes paper-based physical stock shares. The dematerialised account is used to avoid holding physical shares: the shares are bought and sold through a stock broker.

This account is popular in India. The Securities and Exchange Board of India (SEBI) mandates a demat account for share trading above 500 shares. As of April 2006, it became mandatory that any person holding a demat account should possess a Permanent Account Number (PAN), and the deadline for submission of PAN details to the depository lapsed on January 2007.

Procedure

1.Fill demat request form (DRF) (obtained from a depository participant or DP with whom your depository account is opened).

2.Deface the share certificate(s) you want to dematerialise by writing across Surrendered for dematerialisation.

3.Submit the DRF & share certificate(s) to DP. DP would forward them to the issuer / their R&T Agent .

4.After dematerialisation, your depository account with your DP, would be credited with the dematerialised securities.

The Benefits

- A safe and convenient way to hold securities; - Immediate transfer of securities;

- No stamp duty on transfer of securities; - Elimination of risks associated with physical certificates such as bad delivery, fake securities, delays, thefts etc.;

- Reduction in paperwork involved in transfer of securities; - Reduction in transaction cost; - No odd lot problem, even one share can be sold;

- Nomination facility; - Change in address recorded with DP gets registered with all companies in which investor holds securities electronically eliminating the need to correspond with each of them separately; - Transmission of securities is done by DP eliminating correspondence with companies; - Automatic credit into demat account of shares, arising out of bonus/split/consolidation/merger etc.

- Holding investments in equity and debt instruments in a single account

Share Warrants 

Warrants are securities issued by a company (often an investment trust) which give their owners the right to purchase shares in the company at a specific price at a future date. The warrants are tradable in their own right, and their value will go up and down as the price of the shares to which they relate goes up and down

Transfer 

Shareholder after sale or gift of his shares to other person, need to transfer shares to that person. For transferring Share Transfer Form should be used within its validity of one year or book closure whichever is later.

All the columns of the transfer form should be filled in properly and admissible stamps (Special Adhesive share transfer stamps) to be affixed on the transfer deed @ 0.25% of the market value of shares prevailing on the date of execution of Share Transfer Form.

Transmission 

Transmission of shares arises in case of death of the registered shareholder. If the shares are held in Joint names, only the deceased shareholder's name is deleted. For this a copy of death certificate of deceased registered shareholder duly attested by competent authority (magistrate, Notary Public, Government of India or managers of any Scheduled Bank) is to be sent along with the share certificate to  the Bank or to our Registrar for effecting transmission.   

In case of a single shareholder and where nominee has been appointed, the shares will be transmitted in favour of the nominee on execution of an indemnity cum affidavit. The duly executed indemnity cum affidavit, a copy of death certificate of deceased registered shareholder duly attested by competent authority (magistrate, Notary Public, Government of India or managers of any Scheduled Bank) along with the original share certificate is to be sent to the Bank or to our Registrar for effecting transmission.  

In case of a single shareholder, where no nominee has been appointed but a will is made, then shares will be transmitted in favour of those persons who are heirs of the deceased registered shareholder as per probated will.   

In case the deceased shareholder has died intestate and no nomination was made then the transmission of the shares will be effected only on complying with the required procedures in this regard.

Prospectus 

A prospectus is a legal document that institutions and businesses use to describe the securities they are offering for participants and buyers. A prospectus commonly provides investors with material information about mutual funds, stocks, bonds and other investments, such as a description of the company's business, financial statements, biographies of officers and directors, detailed information about their compensation, any litigation that is taking place, a list of material properties and any other material information. In the context of an individual securities offering, such as an initial public offering, a prospectus is distributed by underwriters or brokerages to potential investors.

Initial Public Offer

· Corporate may raise capital in the primary market by way of an initial public offer, rights issue, bonus issue or private placement.

· An Initial Public Offer (IPO) is selling of securities to the public in the primary market. 

· It is when an unlisted company makes either a fresh issue of securities or an offer for sale of its existing securities or both for the first time to the public. 

· This paves way for listing and trading of the issuer’s securities. 

· The sale of securities can be either through book building or through normal public issue.

· In case the issuer chooses to issue securities through the book building route then as per SEBI guidelines, an issuer company can issue securities in the following manner:

   1. 100% of the net offer to the public through the book building route.

   2. 75% of the net offer to the public through the book building process and 25% through the fixed price portion.

Difference between shares offered through book building and offer of shares through normal public issue:

	Features
	Fixed Price process
	Book Building process

	Pricing
	Price at which the securities are offered / allotted is known in advance to the investor.
	Price at which securities will be offered / allotted is not known in advance to the investor. Only an indicative price range is known.

	Demand
	Demand for the securities offered is known only after the closure of the issue
	Demand for the securities offered can be known everyday as the book is built.

	Payment
	Payment if made at the time of subscription wherein refund is given after allocation.
	Payment only after allocation.


· In an IPO, the issuer obtains the assistance of Merchant Banker and underwriters, which helps in determining what type of security to issue (common or preferred), best offering price and time to bring it to market.

· IPO is also referred to as a "public offering".

Book Building 

· The process by which an underwriter attempts to determine at what price to offer an IPO based on demand from institutional investors.

· Book Building is basically a capital issuance process used in Initial Public Offer (IPO) which aids price and demand discovery. It is a process used for marketing a public offer of equity shares of a company.

· It is a mechanism where, during the period for which the book for the IPO is open, bids are collected from investors at various prices, which are above or equal to the floor price. The process aims at tapping both wholesale and retail investors.

· The offer/issue price is then determined after the bid closing date based on certain evaluation criteria.

The Process:

· The Issuer who is planning an IPO nominates a lead merchant banker as a 'book runner'.

· The Issuer specifies the number of securities to be issued and the price band for orders.

· The Minimum price at which we can quote is called “Floor Price”.

· The Maximum price at which we can quote is called “Cap Price” or “Cut-Off Price”.

· The spread between the floor and the cap of the price band shall not be more than 20%.

· Bids can be revised by the bidder before the issue closes.

· The Issuer also appoints syndicate members with whom orders can be placed by the investors.

· Investors place their order with a syndicate member who inputs the orders into the 'electronic book'. This process is called 'bidding' and is similar to open auction.

· A Book should remain open for a minimum of 3 days.

· On the close of the book building period the 'book runner evaluates the bids on the basis of the evaluation criteria which may include -

    -      Price Aggression

    -      Investor quality

    -      Earliness of bids, etc.

· The book runner and the company conclude the final price at which it is willing to issue the stock and allocation of securities.

· Generally, the numbers of shares are fixed; the issue size gets frozen based on the price per share discovered through the book building process.

· Allocation of securities is made to the successful bidders.

Reverse Book Building

· The Reverse Book Building is a mechanism provided for capturing the sell orders on online basis from the share holders through respective Book Running Lead Managers (BRLMs) which can be used by companies intending to de-list its shares through buy back process. 

· In the Reverse Book Building scenario, the Acquirer/Company offers to buy back shares from the share holders. The Reverse Book Building is basically a process used for efficient price discovery. 

· It is a mechanism where, during the period for which the Reverse Book Building is open, offers are collected from the share holders at various prices, which are above or equal to the floor price. The buy back price is determined after the offer closing date

Business process for delisting through book building is as follows:

· The acquirer shall appoint designated Book Running Lead Manager (BRLM) for accepting offers from the share holders.

· Orders for the offer shall be placed by the share holders only through the designated trading members, duly approved by the Exchange.

· The designated trading members shall ensure that the security / share holders deposit the securities offered with the trading members prior to placement of an order.

· The offer shall be open for 'n' number of days.

· The BRLM shall intimate the final acceptance price and provide the valid accepted order file to the National Securities Clearing Corporation Limited (A wholly owned subsidiary of NSE carrying out clearing and responsible for settlement operations.)

Book Runner

The book runner builds an order book, that is, collates the bids from various investors, which shows the demand for the shares of the company at various prices.

Green Shoe Option

· Green Shoe option means an option of allocating shares in excess of the shares included in the public issue. 

· Its main purpose is to stabilize post listing price of the newly issued shares. 

· A greenshoe option can provide additional price stability to a security issue because the underwriter has the ability to increase supply and smooth out price fluctuations if demand surges.

· Greenshoe options typically allow underwriters to sell up to 15% more shares than the original number set by the issuer, if demand conditions warrant such action. However, some issuers prefer not to include greenshoe options in their underwriting agreements under certain circumstances, such as if the issuer wants to fund a specific project with a fixed amount of cost and does not want more capital than it originally sought.

· The term is derived from the fact that the Green Shoe Company was the first to issue this type of option.

· It is being introduced in the Indian Capital Market in the initial public offerings using book building method. 

· It is expected to arrest the speculative forces. 

· The green shoe option is available only in case of IPO and not for subsequent issues

Red Herring Prospectus

 Red herring is the preliminary prospectus prepared by the IPO issuing company (with the help from a leading underwriter, the investment bank). 

The document gives potential investors and underwriters the information about the IPO issuingcompany they need to know although such information here is mostly based on SEC's filing statement such as:

1. stock ownership status 

2. major share holder's identification

3. history of the company's equity and bond issues

4. financial statement

5. Purpose of the funds (proceeds) rasied from this IPO

6. Estimated offering price range...etc

You will find that there is a "red colored letters" notice statement on this docment's cover page. It warns investors that the prospectus's info is subject to change and no offer can be accepted at this stage ( not finalized). It also further indicates that SEC does not endorse the offering. And it's because this warning statement is in red, this preliminary prospectus is called " red herring".

Shelf Prospectus

The provisions relating to shelf prospectus were inserted by the Companies (Amendment) Act, 2000 in s. 60A of the Companies Act, 1956. 

Any public financial institution, public sector bank or scheduled bank whose main object is financing shall file a shelf prospectus. 

A company filing a shelf prospectus with the Registrar shall not be required to file prospectus afresh at every stage of offer of securities by it within a period of validity of such shelf prospects. 

A company filing a shelf prospectus shall be required to file an information memorandum on all material facts relating to new charges created. An information memorandum shall be issued to the public along with shelf prospectus at the stage of the first offer of the securities and such prospectus shall be valid for a period of one year from the date of opening of the first issue of securities under that prospectus.

Statement Lieu of Prospectus

A private company or a company having no share capital can commence its business immediately after it has been incorporated. However, other companies can commence their activities only after they have obtained Certificate of Commencement of Business. For this purpose, the following additional formalities have to be complied with :-

1. If a company has share capital and has issued a prospectus, then :-

Shares up to the amount of minimum subscription must be allotted Every director has paid to the company on each of the shares which he has taken the same amount as the public have paid on such shares No money is or may become payable to the applicants of shares or debentures for failure to apply for or to obtain permission to deal in those shares or debentures in any recognised stock exchange. 

A statutory declaration in Form 19 signed by one director or the employee - company secretary or a Company secretary in whole time practice that the above provisions have been complied with must be filed

2.If a company has share capital but has not issued a prospectus, then :- 

It must file a statement in lieu of prospectus with the Registrar of Companies 

Every director has paid to the company on each of the shares which he has taken the same amount as the other members have paid on such shares 

A statutory declaration in Form 20 signed by one director or the employee - company secretary or a Company secretary in whole time practice that the above provisions have been complied with must be filed

Buy-back of shares

The repurchase of outstanding shares (repurchase) by a company in order to reduce the number of shares on the market. Companies will buyback shares either to increase the value of shares still available (reducing supply), or to eliminate any threats by shareholders who may be looking for a controlling stake.

A buyback is a method for company to invest in itself since they can't own themselves. Thus, buybacks reduce the number of shares outstanding on the market which increases the proportion of shares the company owns. Buybacks can be carried out in two ways:

1. Shareholders may be presented with a tender offer whereby they have the option to submit (or tender) a portion or all of their shares within a certain time frame and at a premium to the current market price. This premium compensates investors for tendering their shares rather than holding on to them.

2. Companies buy back shares on the open market over an extended period of time.

Reduction of capital

The process of decreasing a company's shareholder equity through share cancellations and share repurchases. The reduction of capital is done by companies for numerous reasons including increasing shareholder value and producing a more efficient capital structure.

After a capital reduction, the number of shares in the company will decrease by the reduction amount. In some capital reductions, shareholders will receive a cash payment for shares cancelled - but, in other situations, there is minimal impact on shareholders.

Rights Issue 

Under a Secondary Market Offering of shares to raise money, a company can opt for a rights issue to raise capital. With the issued rights, existing shareholders have the privilege to buy a specified number of new shares from the firm at a specified price within a specified time. A rights issue is offered to all existing shareholders individually and may be rejected, accepted in full or accepted in part. Rights are often transferable, allowing the holder to sell them on the open market.

Rights can be renounceable (can be sold separately from the share to other investors during the life of the right) or non-renounceable (shareholders must either take up the rights or let them lapse. Once the rights have lapsed, they no longer exist.

Bonus Issue 

An offer of free additional shares to existing shareholders. A company may decide to distribute further shares as an alternative to increasing the dividend payout.

New shares are issued to shareholders in proportion to their holdings. For example, the company may give one bonus share for every five shares held.

Sweat Equity 

Sweat equity is a term used to describe the contribution made to a project by people who contribute their time and effort. It can be contrasted with financial equity which is the money contributed towards the project. It is used to refer to a form of compensation by businesses to their owners or employees. The term is sometimes used in partnership agreements where one or more of the partners contributes no financial capital. In the case of a business startup, employees might, upon incorporation, receive stock or stock options in return for working for below-market salaries (or in some cases no salary at all).

3.4 Stock Market Related Terms 

Stock Exchange 

· The marketplace for trading Shares, Debentures, government bonds and other fixed-interest securities that are listed in concerned stock exchanges. 

· Securities and Exchange Board of India (SEBI), a regulatory authority supervises the activities of all the stock exchanges in India.

· The trading platform provided by stock exchanges is an electronic one and there is no need for buyers and sellers to meet at a physical location to trade. 

· They can trade through the computerized trading screens available with the stock exchange trading members or the internet based trading facility provided by the trading members of concerned stock exchanges.

Listing requirements


· Listing requirements are the set of conditions imposed by a given stock exchange upon companies that want to be listed on that exchange. Such conditions sometimes include minimum number of shares outstanding, minimum market capitalization, and minimum annual income.

Requirements by stock exchange


· Companies have to meet the requirements of the exchange in order to have their stocks and shares listed and traded there, but requirements vary by stock exchange:

· London Stock Exchange: The main market of the London Stock Exchange has requirements for a minimum market capitalization (£700,000), three years of audited financial statements, minimum public float (25 per cent) and sufficient working capital for at least 12 months from the date of listing. 

· NASDAQ Stock Exchange: To be listed on the NASDAQ a company must have issued at least 1.25 million shares of stock worth at least $70 million and must have earned more than $11 million over the last three years .

· New York Stock Exchange: To be listed on the New York Stock Exchange (NYSE), for example, a company must have issued at least a million shares of stock worth $100 million and must have earned more than $10 million over the last three years ([2]). 

· Bombay Stock Exchange: Bombay Stock Exchange (BSE) has requirements for a minimum market capitalization of Rs.250 Million and minimum public float equivalent to Rs.100 Million 

BSE 

· The Bombay Stock Exchange (BSE) is a national wide stock exchange.

· More than 6,000 Indian companies are listed with this stock exchange, and have a significant trading volume. 

· The BSE SENSEX (also known as the BSE 30) is a value-weighted index composed of top thirty scrips, with the base April 1979 = 100. 

Sensex

· It is an Index which reflects the price movement of shares of top 30 companies listed in Bombay Stock Exchange.

· One can identify the booms and busts of the Indian stock market through SENSEX.

· SENSEX is calculated using the "Free-float Market Capitalization" methodology. As per this methodology, the level of index at any point of time reflects the Free-float market value of 30 component stocks relative to a base period. The market capitalization of a company is determined by multiplying the price of its stock by the number of shares issued by the company. This market capitalization is further multiplied by the free-float factor to determine the free-float market capitalization.

· The base period of SENSEX is 1978-79 and the base value is 100 index points. This is often indicated by the notation 1978-79=100. 

NSE

· The National Stock Exchange (NSE) is India's largest financial market. Established in 1992, the NSE has developed into a sophisticated, electronic market, which ranks third in the world for transacted volume. 

· The NSE conducts transactions in the wholesale debt, equity and derivative markets. 

· Based in Mumbai, India, the National Stock Exchange is a leader in market technology. 

Nifty

· S&P CNX Nifty (Nifty), is a scientifically developed, 50 stock index, reflecting accurately the market movement of the Indian markets. It comprises of some of the largest and most liquid stocks traded on the NSE. The index has been co-branded by Standard & Poor’s (S&P). Nifty is the barometer of the Indian markets.

· It is an Index which reflects the price movement of shares of top 50 companies listed in National Stock Exchange.

· It is maintained by India Index Services & Products Ltd. (IISL), which is a joint venture between NSE and CRISIL.

OTCEI

Over-The-Counter Exchange of India

It is an exchange, which provides the facility of listing to those companies, which haven’t met the eligibility criteria to list in National or Regional stock exchanges.  In order to get listed in OTCEI, the company has to meet the following criteria:

A company should have a minimum paid-up capital of Rs. 30 lakhs and the minimum offer to the public should be 25% of the issued capital or Rs. 20 lakhs worth of shares in face value, whichever is higher. SEBI Guidelines on Disclosure and Investor Protection will be applicable to all OTCEI issues.

Every company that intends to get listed has to be sponsored by a merchant banker of the Exchange. The Sponsor of the issue must arrange for Market Makers to give Buy & Sell quotes in the securities for an initial period of 18 months

NASDAQ

· NASDAQ is the largest U.S. electronic stock market. 

· A computerized system established by the NASD to facilitate trading by providing broker/dealers with current bid and asks price quotes on over-the-counter stocks and some listed stocks. 

· Unlike the Amex and the NYSE, the Nasdaq (once an acronym for the National Association of securities Dealers Automated Quotation system) does not have a physical trading floor that brings together buyers and sellers. Instead, all trading on the Nasdaq exchange is done over a network of computers and telephones. 

· Also, the Nasdaq does not employ market specialists to buy unfilled orders like the NYSE does. 

· It is home to companies that are leaders across all areas of business, including technology, retail, communications, financial services, transportation, media and biotechnology.

· NASDAQ is the primary market for trading NASDAQ-listed stocks.

NYSE

· The oldest stock exchange in the U.S., located on Wall Street in New York City. 

· The NYSE is responsible for setting policy, supervising member activities, listing securities, overseeing the transfer of member seats, and evaluating applicants. 

· Unlike some of the newer exchanges, the NYSE still uses a large trading floor in order to conduct its transactions.

· It is here that the representatives of buyers and sellers, professionals known as brokers, meet and shout out prices at one another in order to strike a deal. This is called the open outcry system and it usually produces fair market pricing.

· In order to facilitate the exchange of stocks, the NYSE employs individuals called specialists who are assigned to manage the buying and selling of specific stocks and to buy those stocks when no one else will. 

· Of the exchanges, the NYSE has the most stringent set of requirements in place for the companies whose stocks it lists, and even meeting these requirements is not a guarantee that the NYSE will list the company. 

AMEX

· NYSE Alternext U.S., formerly known as the American Stock Exchange (AMEX) is an American stock exchange situated in New York. AMEX was a mutual organization, owned by its members. Until 1953 it was known as the New York Curb Exchange.[4] On January 17, 2008 NYSE Euronext announced it would acquire the American Stock Exchange for $260 million in stock.[5] On October 1, 2008, NYSE Euronext completed acquisition of the American Stock Exchange.[6] Before the closing of the acquisition, NYSE Euronext announced that the Exchange will be integrated with Alternext European small-cap exchange and renamed NYSE Alternext U.S

Ticker Symbol

· An arrangement of characters (usually letters) representing a particular security listed on an exchange or otherwise traded publicly. When a company issues securities to the public marketplace, it selects an available ticker symbol for its securities which investors use to place trade orders. 

· Every listed security has a unique ticker symbol, facilitating the vast array of trade orders that flow through the financial markets every day.

· Symbols with four letters are used for Nasdaq stocks. Symbols with five letters are used for Nasdaq stocks other than single issues of common stock. Symbols with five letters ending in X are used for mutual funds.

Bull and Bear Markets

Bull Market

· A prolonged period in which investment prices rise faster than their historical average. Bull markets can happen as a result of an economic recovery, an economic boom, or investor psychology.

· Bull markets are characterized by optimism, investor confidence and expectations that strong results will continue. Of course, no bull market can last forever, and sooner or later a bear market (in which prices fall) will come. It's tough if not impossible to predict consistently when the trends in the market will change. Part of the difficulty is that psychological effects and speculation can sometimes play a large (if not dominant) role in the markets. 

· The extreme on the high end is a stock-market bubble, and on the low end a crash.

Bull

· An investor who thinks the market, a specific security or an industry will rise.

· Bulls are optimistic investors who are presently predicting good things for the market, and are attempting to profit from this upward movement.

Bear Market

· A market condition in which the prices of securities are falling or are expected to fall.

· A prolonged period in which investment prices fall, accompanied by widespread pessimism. If the period of falling stock prices is short and immediately follows a period of rising stock prices, it is instead called a correction. 

· Bear markets usually occur when the economy is in a recession and unemployment is high, or when inflation is rising quickly. 

Bear

· An investor who believes that a particular security or market is headed downward. 

· Bears attempt to profit from a decline in prices. Bears are generally pessimistic about the state of a given market.

Insider Trading

· Trading by insiders or illegal trading by insiders who trade based on insider information.

· “Insider” means any person who, is or was connected with the company or is deemed to have been connected with the company, and who is reasonably expected to have access to unpublished price sensitive information in respect of securities of a company, or who has received or has had access to such unpublished price sensitive information.

· Insider trading is the trading of a corporation's stock or other securities (e.g. bonds or stock options) by corporate insiders such as officers, key employees, directors, or holders of more than ten percent of the firm's shares.

Price Sensitive Information

Means any information which relates directly or indirectly to a company and which if published is likely to materially affect the price of securities of company.

Explanation— the following shall be deemed to be price sensitive information:—

(i) Periodical financial results of the company;

(ii) Intended declaration of dividends (both interim and final);

(iii) Issue of securities or buy-back of securities;

(iv) Any major expansion plans or execution of new projects;

(v) Amalgamation, mergers or takeovers;

(vi) Disposal of the whole or substantial part of the undertaking; and

(vii) Significant changes in policies, plans or operations of the company;

Blue Chip Companies

· These are also termed as gilt-edged companies, a company with a large market capitalization, stable earnings, consistent dividend record, and reputation as a reliable investment.

· Blue chip stock is a stock that sells at a high price because of public confidence in its long record of steady earnings.

Record date

The date established by an issuer of a security for the purpose of determining the holders who are entitled to receive a dividend or distribution.

Book Closure

Closing the transfer books of the company for certain time period, to find out the holders who are entitled to corporate actions.

It is mandatory for the listed companies to close their books at least once in a year preferably before the Annual General Meeting.

Primary Market 

· The primary market provides the channel for sale of new securities 

· Primary market provides opportunity to issuers of securities; Government as well as company, to raise resources to meet their requirements of investment and/or discharge some obligation. 

· They may issue the securities at face value, or at a discount/premium and these securities may take a variety of forms such as equity, debt etc. They may issue the securities in domestic market and/or international market.

· The proceeds of the sale go to issuer.

Secondary Market

· Secondary market refers to a market where securities are traded after being initially offered to the public in the primary market and/or listed on the Stock Exchange.  Majority of the trading is done in the secondary market. Secondary market comprises of equity markets and the debt markets.

· The proceeds of the sale go to the selling investor.

3.5 Commodities and Capital Market Terms

Commodities Market 

· An exchange for buying and selling commodities for future delivery.

· An entity, usually an incorporated non-profit association that determines and enforces rules and procedures for the trading of commodities and related investments, such as commodity futures. Commodities exchange also refers to the physical center where trading takes place.

· Modern commodity markets trade many types of investment vehicles, and are often utilized by various investors from commodity producers to investment speculators.

MCX 

· MCX is an independent multi commodity exchange. It has permanent recognition from the Government of India for facilitating online trading, clearing and settlement operations for commodities futures market across the country. Today, MCX features amongst the world's top three bullion exchanges and top four energy exchanges. 

· MCX offers a wide spectrum of opportunities to a large cross section of participants including producers/ processors, traders, corporate, regional trading centre, importers, exporters, co-operatives and industry associations amongst others. 

· Headquartered in the financial capital of India, Mumbai, MCX is led by an expert management team with deep domain knowledge of the commodities futures market. 

· The exchange has also affected large deliveries in domestic commodities, signifying the efficiency of price discovery. 

· Being a nation-wide commodity exchange having state-of-the-art infrastructure, offering multiple commodities for trading with wide reach and penetration, MCX is well placed to tap the vast potential poised by the commodities market. 

NCDEX 

· NCDEX is a nation-level, technology driven de-mutualised on-line commodity exchange with an independent Board of Directors and professional management - both not having any vested interest in commodity markets. It is committed to provide a world-class commodity exchange platform for market participants to trade in a wide spectrum of commodity derivatives driven by best global practices, professionalism and transparency.

· NCDEX is regulated by Forward Markets Commission. NCDEX is subjected to various laws of the land like the Forward Contracts (Regulation) Act, Companies Act, Stamp Act, Contract Act and various other legislations.

· NCDEX currently facilitates trading of 57 commodities including agriculture, energy and metals.

Derivatives

· Derivative is a product whose value is derived from the value of one or more basic variables, called underlying. The underlying asset can be equity, index, foreign exchange (forex), commodity or any other asset.

· Its value is determined by fluctuations in the underlying asset. 

· Futures contracts, forward contracts, options and swaps are the most common types of derivatives. 

· Derivatives are generally used to hedge risk, but can also be used for speculative purposes. For example, a European investor purchasing shares of an American company off of an American exchange (using American dollars to do so) would be exposed to exchange-rate risk while holding that stock. To hedge this risk, the investor could purchase currency futures to lock in a specified exchange rate for the future stock sale and currency conversion back into euros.

· Advanced investors sometimes purchase or sell derivatives to manage the risk associated with the underlying security, to protect against fluctuations in value, or to profit from periods of inactivity or decline. These techniques can be quite complicated and quite risky.

Put and call Options

Options

· A financial derivative which represents a contract sold by one party (option writer) to another party (option holder). 

· The contract offers the buyer the right, but not the obligation, to buy (call) or sell (put) a security or other financial asset at an agreed-upon price (the strike price) during a certain period of time or on a specific date (excercise date).

· Each option has a buyer, called the holder, and a seller, known as the writer.

· While a buyer of an option pays the premium and buys the right to exercise his option, the writer of an option is the one who receives the option premium and therefore obliged to sell/buy the asset if the buyer exercises it on him.

Put option

An option contract that gives the holder the right to sell a certain quantity of an underlying security to the writer of the option, at a specified price (strike price) up to a specified date (expiration date); here also called put.

Call Option

An option contract that gives the holder the right to buy a certain quantity (usually 100 shares) of an underlying security from the writer of the option, at a specified price (the strike price) up to a specified date (the expiration date). also called call.

Futures

In finance, a futures contract is a standardized contract, traded on a futures exchange, to buy or sell a certain underlying instrument at a certain date in the future, at a specified price. The future date is called the delivery date or final settlement date. The pre-set price is called the futures price. The price of the underlying asset on the delivery date is called the settlement price. The settlement price, normally, converges towards the futures price on the delivery date.

A futures contract gives the holder the obligation to buy or sell, which differs from an options contract, which gives the holder the right, but not the obligation. 

The essential features of a Futures contract are:

· Contract between two parties through an exchange.

· Exchange is the legal counterparty to both parties.

· Price decided today.

· Quantity decided today (quantities have to be in standard denominations specified by the exchange).

· Quality decided today (quality should be as per the specifications decided by the exchange).

· Tick size (i.e. the minimum amount by which the price quoted can change) is decided by the exchange.

· Delivery will take place sometime in future (expiry date is specified by the exchange).

· Margins are payable by both the parties to the exchange.

· In some cases, the price limits (or circuit filters) can be decided by the exchange.

Mutual Funds

A mutual fund is simply a financial intermediary that allows a group of investors to pool their money together with a predetermined investment objective. The mutual fund will have a fund manager who is responsible for investing the pooled money into specific securities (usually stocks or bonds). When you invest in a mutual fund, you are buying shares (or portions) of the mutual fund and become a shareholder of the fund. 

By pooling money together in a mutual fund, investors can purchase stocks or bonds with much lower trading costs than if they tried to do it on their own. The biggest advantage to mutual funds is diversification. 

Open-End Fund

· An Open-End Fund is a mutual fund which can issue and redeem shares at any time. An investor can purchase shares in such funds directly from the mutual fund company, or through a brokerage house. There may be a percentage charge levied on purchase or sale of shares--in this case, the fund is a "load fund"; if there are no such charges levied, the fund is "no-load.

· A fund with a fixed number of shares outstanding, and one which does not redeem shares the way a typical mutual fund does. 

Closed-End Fund

· Closed-end funds behave more like stock than open-end funds: closed-end funds issue a fixed number of shares to the public in an initial public offering, after which time shares in the fund are bought and sold on a stock exchange, and they are not obligated to issue new shares or redeem outstanding shares as open-end funds are. 

· The price of a share in a closed-end fund is determined entirely by market demand, so shares can either trade below their net asset value ("at a discount") or above it ("at a premium"). They are also called as closed-end investment company or publicly-traded fund.

Portfolio Management

· The art and science of making decisions about investment mix and policy, matching investments to objectives, asset allocation for individuals and institutions, and balancing risk vs. performance.

· The process of managing the assets of a mutual fund, including choosing and monitoring appropriate investments and allocating funds accordingly.

· Portfolio management is all about strengths, weaknesses, opportunities and threats in the choice of debt vs. equity, domestic vs. international, growth vs. safety, and numerous other tradeoffs encountered in the attempt to maximize return at a given appetite for risk.

Investment Banking 

An individual or institution which acts as an underwriter or agent for corporations and municipalities issuing securities. Most also maintain broker/dealer operations, maintain markets for previously issued securities, and offer advisory services to investors. Investment banks also have a large role in facilitating mergers and acquisitions, private equity placements and corporate restructuring. Unlike traditional banks, investment banks do not accept deposits from and provide loans to individuals.

Stock Transfer Agent

A Stock transfer agent is a company, usually a third party unrelated to stock transactions, which cancels the name and certificate of the former stockholder who 'sold' the stock, and substitutes the 'new' owner's name on the Official Master Shareholder listing. The shares are issued in "Street name" which is the term given to securities held in the name of a brokerage on behalf of a customer, usually done to facilitate subsequent transactions. Street name refers to beneficial shareholders who maintain their ownership through a brokerage. Street name holders are the opposite of registered holders.

Lead Manager

The commercial or investment bank which has primary responsibility for organizing a given credit or bond issuance. This bank will find other lending organizations or underwriters to create the syndicate, negotiate terms with the issuer, and assess market conditions. also called syndicate manager, managing underwriter or lead underwriter.

Underwriting

Underwriting refers to the process that a large financial service provider (bank, insurer, investment house) uses to assess the eligibility of a customer to receive their products (equity capital, insurance, mortgage or credit). The name derives from the Lloyd's of London insurance market. Financial bankers, who would accept some of the risk on a given venture (historically a sea voyage with associated risks of shipwreck) in exchange for a premium, would literally write their names under the risk information which was written on a Lloyd's slip created for this purpose.

Corporate governance


· Corporate governance is the set of processes, customs, policies, laws and institutions affecting the way a corporation is directed, administered or controlled. 

· Corporate governance also includes the relationships among the many players involved (the stakeholders) and the goals for which the corporation is governed. 

· The principal players are the shareholders, management and the board of directors. Other stakeholders include employees, suppliers, customers, banks and other lenders, regulators, the environment and the community at large.

The Sarbanes-Oxley Act of 2002

· also known as the Public Company Accounting Reform and Investor Protection Act of 2002 and commonly called SOX or Sarbox; is a United States federal law enacted on July 30, 2002 in response to a number of major corporate and accounting scandals including those affecting Enron, Tyco International, Adelphia, Peregrine Systems and WorldCom. These scandals, which cost investors billions of dollars when the share prices of the affected companies collapsed, shook public confidence in the nation's securities markets. 

Foreign Institutional Investor


· Foreign Institutional Investor (FII) is used to denote an investor - mostly of the form of an institution or entity, which invests money in the financial markets of a country different from the one where in the institution or entity was originally incorporated.

· FII investment is frequently referred to as hot money for the reason that it can leave the country at the same speed at which it comes in.

· In countries like India, statutory agencies like SEBI have prescribed norms to register FIIs and also to regulate such investments flowing in through FIIs. FEMA norms includes maintenance of highly rated bonds (collateral) with security exchange.

Reference Material on Session 4:  Financial Management Terms

4.1 Sources of Funds

Equity Capital 

Equity capital is capital raised from owners in the company. This is different from debt capital which is money raised by incurring debt through the issuance of debentures and other types of bonds. Owners can choose to sell equity in the company, in the form of stock, to investors. This is usually done through a direct offering to the public or through an underwriter like an investment bank. Equity capital is used to get companies off the ground

Debt Capital

Debt capital is the capital that a business raises by taking out a loan. It is a loan made to a company that is normally repaid at some future date. Debt capital differs from equity or share capital because subscribers to debt capital do not become part owners of the business, but are merely creditors, and the suppliers of debt capital usually receive a contractually fixed annual percentage return on their loan, and this is known as the coupon rate.

Debt capital ranks higher than equity capital for the repayment of annual returns. This means that legally, the interest on debt capital must be repaid in full before any dividends are paid to any suppliers of equity.

A company that is highly geared has a high debt capital to equity capital ratio.

Commercial Paper

In the global money market, commercial paper is an unsecured promissory note with a fixed maturity of one to 270 days. Commercial Paper is a money-market security issued (sold) by large banks and corporations to get money to meet short term debt obligations (for example, payroll), and is only backed by an issuing bank or corporation's promise to pay the face amount on the maturity date specified on the note. Since it is not backed by collateral, only firms with excellent credit ratings from a recognized rating agency will be able to sell their commercial paper at a reasonable price. Commercial paper is usually sold at a discount from face value, and carries shorter repayment dates than bonds. The longer the maturity on a note, the higher the interest rate the issuing institution must pay. Interest rates fluctuate with market conditions, but are typically lower than banks' rates.

External Commercial Borrowings 

ECB (External Commercial Borrowings) is an instrument used in India to facilitate the access to foreign money by Indian corporations and PSU's (Public Sector Undertakings). ECB's include commercial bank loans, buyers' credit, suppliers' credit, securitized instruments such as Floating Rate Notes and Fixed Rate Bonds etc., credit from official export credit agencies and commercial borrowings from the private sector window of Multilateral Financial Institutions such as International Finance Corporation (Washington), ADB, AFIC, CDC, etc. ECB's cannot be used for investment in stock market or speculation in real estate. The DEA(Department of Economic Affairs), Ministry of Finance, Government of India along with Reserve Bank of India, monitors and regulates ECB guidelines and policies. For infrastructure and green field projects, funding up to 50% (through ECB) is allowed. In telecom sector too up to 50% funding through ECB's is allowed.

ADR issue

An American Depositary Receipt (or ADR) represents the ownership in the shares of a foreign company trading on US financial markets. The stock of many non-US companies trades on US exchanges through the use of ADRs. ADRs enable US investors to buy shares in foreign companies without undertaking cross-border transactions. ADRs carry prices in US dollars, pay dividends in US dollars, and can be traded like the shares of US-based companies.

Each ADR is issued by a US depository bank and can represent a fraction of a share, a single share, or multiple shares of foreign stock. An owner of an ADR has the right to obtain the foreign stock it represents, but US investors usually find it more convenient simply to own the ADR. The price of an ADR is often close to the price of the foreign stock in its home market, adjusted for the ratio of ADRs to foreign company shares. In the case of companies incorporated in the United Kingdom, creation of ADRs attracts a 1.5% stamp duty reserve tax (SDRT) charge by the UK government.

Depository banks have numerous responsibilities to an ADR holder and to the non-US company the ADR represents. The first ADR was introduced by JP Morgan in 1927, for the British retailer Selfridges & Co. The largest depository bank is the Bank of New York

GDR issue

A Global Depository Receipt or Global Depositary Receipt (GDR) is a certificate issued by a depository bank, which purchases shares of foreign companies and deposits it on the account. GDRs represent ownership of an underlying number of shares.

Global Depository Receipts facilitate trade of shares, and are commonly used to invest in companies from developing or emerging markets.

Prices of GDRs are often close to values of related shares, but they are traded & settled independently of the underlying share.

Several international banks issue GDRs, such as JP Morgan Chase, Citigroup, Deutsche Bank, Bank of New York. They trade on the International Order Book (IOB) of the London Stock Exchange. Normally 1 GDR = 10 Shares, but not always.

Initial public offering 

Initial public offering (IPO), also referred to simply as a "public offering" or "flotation," is when a company issues common stock or shares to the public for the first time. They are often issued by smaller, younger companies seeking capital to expand, but can also be done by large privately-owned companies looking to become publicly traded.

In an IPO the issuer may obtain the assistance of an underwriting firm, which helps it determine what type of security to issue (common or preferred), best offering price and time to bring it to market.

An IPO can be a risky investment. For the individual investor, it is tough to predict what the stock or shares will do on its initial day of trading and in the near future since there is often little historical data with which to analyze the company. Also, most IPOs are of companies going through a transitory growth period, and they are therefore subject to additional uncertainty regarding their future value

Book Building

Book building is basically the process of generating a book of investor demand for the shares during an IPO for efficient price discovery. Usually, the issuer appoints a major investment bank to act as a book runner.

Book building is a common practice in developed countries and has recently been making inroads into emerging markets as well, including India. The whole book building process is done on-line.

Private Placement

It is sourcing of capital via private rather than public placement. The result is the sale of securities to a relatively small number of investors. Investors involved in private placements are usually large banks, mutual funds, insurance companies, and pension funds.

Since a private placement is offered to a few, select individuals, the placement does not have to be registered with the SEBI. In many cases detailed financial information is not disclosed and the need for a prospectus is waived. Finally since the placements are private rather than public, the average investor is only made aware of the placement usually after it has occurred.

Mutual Funds

A mutual fund is a professionally managed type of collective investment scheme that pools money from many investors and invests it in stocks, bonds, short-term money market instruments, and/or other securities. The mutual fund will have a fund manager that trades the pooled money on a regular basis. Currently, the worldwide value of all mutual funds totals more than $26 trillion.

Since 1940, there have been three basic types of investment companies in the United States: open-end funds, also known in the US as mutual funds; unit investment trusts (UITs); and closed-end funds. Similar funds also operate in Canada. However, in the rest of the world, mutual fund is used as a generic term for various types of collective investment vehicles, such as unit trusts, open-ended investment companies (OEICs), unitized insurance funds, and undertakings for collective investments in transferable securities (UCITS).

Venture Capital

Venture capital (also known as VC or Venture) is a type of private equity capital typically provided to early-stage, high-potential and growth companies in the interest of generating a return through an eventual realization event such as an IPO or trade sale of the company. Venture capital investments are generally made as cash in exchange for shares in the invested company.

Venture capital typically comes from institutional investors and high net worth individuals and is pooled together by dedicated investment firms.

A venture capitalist (also known as a VC) is a person or investment firm that makes venture investments, and these venture capitalists are expected to bring managerial and technical expertise as well as capital to their investments. A venture capital fund refers to a pooled investment vehicle (often an LP or LLC) that primarily invests the financial capital of third-party investors in enterprises that are too risky for the standard capital markets or bank loans.

Venture capital is most attractive for new companies with limited operating history that are too small to raise capital in the public markets and are too immature to secure a bank loan or complete a debt offering. In exchange for the high risk that venture capitalists assume by investing in smaller and less mature companies, venture capitalists usually get significant control over company decisions, in addition to a significant portion of the company's ownership (and consequently value).

Hedge Fund

A hedge fund is an investment fund open to a limited range of investors that is permitted by regulators to undertake a wider range of activities than other investment funds and also pays a performance fee to its investment manager. Each fund will have its own strategy which determines the type of investments and the methods of investment it undertakes. Hedge funds as a class invest in a broad range of investments extending over shares, debt, commodities and so forth.

As the name implies, hedge funds often seek to offset potential losses in the principal markets they invest in by hedging their investments using a variety of methods, most notably short selling. However, the term "hedge fund" has come to be applied to many funds that do not actually hedge their investments, and in particular to funds using short selling and other "hedging" methods to increase rather than reduce risk, with the expectation of increasing return.

Hedge funds are typically open only to a limited range of professional or wealthy investors. This provides them with an exemption in many jurisdictions from regulations governing short selling, derivative contracts, leverage, fee structures and the liquidity of interests in the fund. A hedge fund will typically commit itself to a particular investment strategy, investment types and leverage levels via statements in its offering documentation, thereby giving investors some indication of the nature of the fund.

The net asset value of a hedge fund can run into many billions of dollars, and this will usually be multiplied by leverage. Hedge funds dominate certain specialty markets such as trading within derivatives with high-yield ratings and distressed debt
Private Equity Firms

A private equity firm is an investment manager that makes investments in the private equity, i.e. an equity security class that is not publicly traded, of operating companies through a variety of loosely affiliated investment strategies including Leveraged Buyout, Venture Capital and Growth Capital. Often described as a financial sponsor, each firm will raise funds that will be invested in accordance with one or more specific investment strategies.

Typically, a private equity firm will raise pools of capital, or private equity funds that supply the equity contributions for these transactions. Private equity firms will receive a periodic management fee as well as a share in the profits earned (carried interest) from each private equity fund managed.

Private equity firms, with their investors, will acquire a controlling or substantial minority position in a company and then look to maximize the value of that investment. Private equity firms generally receive a return on their investments through one of the following avenues:

an Initial Public Offering (IPO) - shares of the company are offered to the public, typically providing an partial immediate realization to the financial sponsor as well as a public market into which it can later sell additional shares; 

A merger or acquisition - the company is sold for either cash or shares in another company; 

a Recapitalization - cash is distributed to the shareholders (in this case the financial sponsor and its private equity funds either from cash flow generated by the company or through raising debt or other securities to fund the distribution.

Public Deposits

The public deposits refer to the deposits that are attained by the numerous large and small firms from the public. The public deposits are generally solicited by the firms in order to finance the working capital requirements of the firm. 

The companies offer interest to the investors over public deposits. The rate of interest, however, varies with the time period of the public deposits. The companies generally offer 8 to 9 percent interest rate on the deposits made for one year. The companies offer 9 to 10 percent interest rate over public deposits for two years while 10 to 11 percent interest rate is offered for the three year deposits. 

There are rules regulating the fixed deposits. According to the Companies Amendment Rules 1978, here is the list of rules for public deposits:

The maximum maturity period for a public deposit is 3 years

The minimum maturity period for public deposits is 6 months 

The maximum maturity period for a public deposit for Non-Banking Financial Corporation is 5 years 

The public deposits of a company cannot go past 25% of free reserves and share capitals 

The companies asking for public deposits need to publish information regarding the position and financial performance of the firm 

The companies having public deposits need to keep aside the 10% of the deposits by 30th April every year that will mature by 31st March next year.

Lock up period 

A lock up period is a predetermined amount of time following an initial public offering during which employees and close associates of the company who are given shares are not allowed to sell those shares. Generally, a lock in period is a condition of exercising an employee stock option.

A lock up period may also be referred to as a lock in, locked in, lock out, locked out, or locked up period. 

Preference Shares

Preferred stock, also called preferred shares or preference shares, is typically a 'higher ranking' stock than voting shares, and its terms are negotiated between the corporation and the investor.

Preferred stock usually carries no voting rights, but may carry superior priority over common stock in the payment of dividends and upon liquidation. Preferred stock may carry a dividend that is paid out prior to any dividends being paid to common stock holders. Preferred stock may have a convertibility feature into common stock. Preferred stockholders will be paid out in assets before common stockholders and after debt holders in bankruptcy. Terms of the preferred stock are stated in a "Certificate of Designation".

Preferential allotment

Preferential allotment is a way of infusing fresh equity in to the business by issuing shares or warrants to the specified entities at specific prices to a promoter or promoter group or a person acting in concert (Persons Acting in Concert are individuals/companies or other legal entities who are acting in concert for a common objective or for a purpose of substantial acquisition of shares or voting rights or gaining control over the target company either directly or indirectly) or institutional players. And this could be a strong tool that investors can use to identify investing opportunities. 

The basic reasoning is that if the promoter is pumping in money into the business, they must be confident of its prospects. And when other institutions pick up preferential shares, this also adds to the confidence factor. Moreover, often enough, promoters and institutions have access to more information than available to the lay investor and hence their decisions are well thought of. This can be piggybacked to make gains (see table for evidence

Convertible and Non Convertible Debentures

CB -- Bond converted into a predetermined amount of the company's equity at certain times during its life. Usually it is at the discretion of the bondholder.

NCB -- Bond can not be converted into a predetermined amount of the company's equity.

Hypothecation 

Hypothecation and re-hypothecation, respectively, are commonly used to describe the means by which securities brokers and dealers first extend credit on margin to their customers using pledged securities as collateral, and then pledge the client-owned securities held in the client's margin account as collateral for the brokerage's bank loan. In this example, hypothecation describes the posting of collateral to secure the customer's obligation to the broker; re-hypothecation is the pledging by the broker of hypothecated client-owned securities in a margin account to secure a loan to the broker from a bank. This common use of the terms hypothecation and re-hypothecation is technically inaccurate, since the pledgee of the securities collateral, in the case of the broker, may be deemed to have possession of it.

Mortgage 

A mortgage is the transfer of an interest in property (or the equivalent in law - a charge) to a lender as a security for a debt - usually a loan of money. While a mortgage in itself is not a debt, it is the lender's security for a debt. It is a transfer of an interest in land (or the equivalent) from the owner to the mortgage lender, on the condition that this interest will be returned to the owner when the terms of the mortgage have been satisfied or performed. In other words, the mortgage is a security for the loan that the lender makes to the borrower.

Hire Purchase

Hire purchase (frequently abbreviated to HP) is the legal term for a contract developed in the United Kingdom, and now found in India, Australia, New Zealand, Ireland and other states which have adopted the English law concept. (In North America, where the word hire most commonly refers to employment, the comparable system is called closed-end leasing.) In cases where a buyer cannot afford to pay the asked price for an item of property as a lump sum but can afford to pay a percentage as a deposit, a hire-purchase contract allows the buyer to hire the goods for a monthly rent. When a sum equal to the original full price plus interest has been paid in equal installments, the buyer may then exercise an option to buy the goods at a predetermined price (usually a nominal sum) or return the goods to the owner. In the United States, a hire purchase is termed an installment plan; other analogous practices are described as closed-end leasing or rent to own.

Hire purchase differs from a mortgage and similar forms of lien-secured credit in that the so-called buyer who has the use of the goods is not the legal owner during the term of the hire-purchase contract. If the buyer defaults in paying the installments, the owner may repossess the goods, a vendor protection not available with unsecured-consumer-credit systems. HP is frequently advantageous to consumers because it spreads the cost of expensive items over an extended time period. Business consumers may find the different balance sheet and taxation treatment of hire-purchased goods beneficial to their taxable income. The need for HP is reduced when consumers have collateral or other forms of credit readily available.

Lease Finance

An operating lease is a lease whose term is short compared to the useful life of the asset or piece of equipment (an airliner, a ship etc.) being leased. An operating lease is commonly used to acquire equipment on a relatively short-term basis. Thus, for example, an aircraft which has an economic life of 25 years may be leased to an airline for 5 years on an operating lease.

The determination of whether a lease is a finance (also called capital) lease or an operating lease is defined in the United States by Statement of Financial Accounting Standards No. 13 (FAS 13). In countries covered by International Financial Reporting Standards, the tests are defined in IAS 17. In July 2006, the FASB and the International Accounting Standards Board (IASB) announced the commencement of a joint project to comprehensively reconsider lease accounting. In July 2008, the boards decided to defer any changes to lessor accounting, while continuing with the project for lessee accounting, with the stated intention to recognize an asset and obligation for all lessee leases (in essence, eliminating operating lease accounting). The projected completion of the project is now 2011. In the context of cars and other passenger vehicles, under an operating lease the lessor leases the vehicle to the lessee for a fixed monthly amount, and also assumes the residual value risk of the vehicle. This provides a way to lease a vehicle where the cost of the vehicle is known in advance - however, operating leases can be an expensive option as there is a risk premium priced into the monthly payments.

Cash Credit from bank

Cash credit is a short-term cash loan to a company. A bank provides this type of funding, but only after the required security is given to secure the loan. Once a security for repayment has been given, the business that receives the loan can continuously draw from the bank up to a certain specified amount.

Term Loan from bank

It is a loan from a bank for a specific amount that has a specified repayment schedule and a floating interest rate. Term loans almost always mature between one and 10 years

For example many banks have term-loan programs that can offer small businesses the cash they need to operate from month to month. Often a small business will use the cash from a term loan to purchase fixed assets such as equipment used in its production process.

Employee Stock Ownership Plans

Employee ownership occurs when a corporation is owned in whole or in part by its employees. Employees are usually given a share of the corporation after a certain length of employment or they can buy shares at any time. A corporation owned entirely by its employees (such as a worker cooperative) will not, therefore, have its shares sold on public stock markets, often opting instead for mixed ownership arrangements involving a trust. Employee-owned corporations often adopt profit sharing where the profits of the corporation are shared with the employees. They also often have boards of directors elected directly by the employees. Some corporations make formal arrangements for employee participation, called Employee Stock Ownership Plans (ESOPs).

Employee Stock Options

A stock option granted to specified employees of a company. ESOs carry the right, but not the obligation, to buy a certain amount of shares in the company at a predetermined price. An employee stock option is slightly different from a regular exchange-traded option because it is not generally traded on an exchange, and there is no put component. Furthermore, employees typically must wait a specified vesting period before being allowed to exercise the option.

The idea behind stock options is to align incentives between the employees and shareholders of a company. Shareholders want to see the stock appreciate, so rewarding employees when the stock goes up ensures, in theory, that everyone is striving for the same goals. Critics point out, however, that there is a big difference between an option and the ownership of the underlying stock. If the stock goes down, the holder of an option would lose the opportunity for a bonus, but wouldn't feel the same pain as the owner of the stock. This is especially true with employee stock options because they are often granted without any cash outlay from the employee.

Collateral Security 

Properties or assets offered to secure a loan or other credit. 

Collateral becomes subject to seizure on default.

Security to the lender in case the borrower fails to pay back the loan. 

Consortium finance

Group which work together toward achieving a chosen objective. 

Entity within the consortium responsible to the group in respect to obligations set out in the consortium's contract. 

Every entity remains independent in normal business operations. 

4.2 Application of Funds

Buy Back of Shares 

A corporation's repurchase of stock or bonds it has issued. In the case of stocks, this reduces the number of shares outstanding, giving each remaining shareholder a larger percentage ownership of the company. This is usually considered a sign that the company's management is optimistic about the future and believes that the current share price is undervalued. Reasons for buybacks include putting unused cash to use, raising earnings per share, increasing internal control of the company, and obtaining stock for employee stock option plans or pension plans. When a company's shareholders vote to authorize a buyback, they aren't obliged to actually undertake the buyback. also called corporate repurchase.

Disinvestment

It is the decision of Significant Shareholders to disinvest specified portions of equity.

Cash Equivalent Items 

Cash and cash equivalents are the most liquid assets found within the asset portion of a company's balance sheet. Cash equivalents are assets that are readily convertible into cash, such as money market holdings, short-term government bonds or Treasury bills, marketable securities and commercial paper. Cash equivalents are distinguished from other investments through their short-term existence; they mature within 3 months whereas short-term investments are 12 months or less, and long-term investments are any investments that mature in excess of 12 months. Another important condition a cash equivalent needs to satisfy is that the investment should have insignificant risk of change in value. Example: an investment in shares cannot be considered a cash equivalent, but preference shares acquired shortly before their specified redemption date can be.

Working Capital 

Working capital, also known as net working capital, is a financial metric which represents operating liquidity available to a business. Along with fixed assets such as plant and equipment, working capital is considered a part of operating capital. It is calculated as current assets minus current liabilities. If current assets are less than current liabilities, an entity has a working capital deficiency, also called a working capital deficit.

A company can be endowed with assets and profitability but short of liquidity if its assets cannot readily be converted into cash. Positive working capital is required to ensure that a firm is able to continue its operations and that it has sufficient funds to satisfy both maturing short-term debt and upcoming operational expenses. The management of working capital involves managing inventories, accounts receivable and payable and cash.

Cash Conversion Cycle 

Length of time in order to convert resource inputs into actual cash flows. 

Measure time for each net input dollar is tied up in the production and sales process before it is converted into cash.

Capital Expenditure 

Capital expenditures (CAPEX or capex) are expenditures creating future benefits. A capital expenditure is incurred when a business spends money either to buy fixed assets or to add to the value of an existing fixed asset with a useful life that extends beyond the taxable year. Capex are used by a company to acquire or upgrade physical assets such as equipment, property, or industrial buildings. In accounting, a capital expenditure is added to an asset account ("capitalized"), thus increasing the asset's basis (the cost or value of an asset as adjusted for tax purposes). Capex is commonly found on the Cash Flow Statement as "Investment in Plant Property and Equipment" or something similar in the Investing subsection.

For tax purposes, capital expenditures are costs that cannot be deducted in the year in which they are paid or incurred, and must be capitalized. The general rule is that if the property acquired has a useful life longer than the taxable year, the cost must be capitalized. The capital expenditure costs are then amortized or depreciated over the life of the asset in question. As stated above, capital expenditures create or add basis to the asset or property, which once adjusted, will determine tax liability in the event of sale or transfer. In the US, Internal Revenue Code §§263 and 263A deal extensively with capitalization requirements and exceptions.[1]

Included in capital expenditures are amounts spent on: acquiring fixed assets, fixing problems with an asset that existed prior to acquisition, preparing an asset to be used in business, legal costs of establishing or maintaining one's right of ownership in a piece of property, restoring property or adapting it to a new or different use, starting a new business.

4.3 Financial Structure Terms

Merger

In business or economics a merger is a combination of two companies into one larger company. Such actions are commonly voluntary and involve stock swap or cash payment to the target. Stock swap is often used as it allows the shareholders of the two companies to share the risk involved in the deal. A merger can resemble a takeover but result in a new company name (often combining the names of the original companies) and in new branding; in some cases, terming the combination a "merger" rather than an acquisition is done purely for political or marketing reasons.

Acquisition

An acquisition, also known as a takeover, is the buying of one company (the ‘target’) by another. An acquisition may be friendly or hostile. In the former case, the companies cooperate in negotiations; in the latter case, the takeover target is unwilling to be bought or the target's board has no prior knowledge of the offer. Acquisition usually refers to a purchase of a smaller firm by a larger one. Sometimes, however, a smaller firm will acquire management control of a larger or longer established company and keep its name for the combined entity. This is known as a reverse takeover. Another type of acquisition is reverse merger, a deal that enables a private company to get publicly listed in a short time period. A reverse merger occurs when a private company that has strong prospects and is eager to raise financing buys a publicly listed shell company,usually one with no business and limited assets. Achieving acquisition success has proven to be very difficult, while various studies have showed that 50% of acquisitions were unsuccessful. The acquisition process is very complex, with many dimensions influencing its outcome. This model provides a good overview of all dimensions of the acquisition process.

Demerger 

Demerger is the converse of a merger or acquisition. It describes a form of restructure in which shareholders or unitholders in the parent company gain direct ownership in a subsidiary (the ‘demerged entity’). Underlying ownership of the companies and/or trusts that formed part of the group does not change. The company or trust that ceases to own the entity is known as the ‘demerging entity’. If the parent company holds a majority stake in the demerged entity, the resulting company is referred to as the subsidiary.

Demergers can also result from government intervention, usually by way of anti-trust/competition law, or through decartelization.

Credit Rating 

A credit rating assesses the credit worthiness of an individual, corporation, or even a country. It is an evaluation made by credit bureaus of a borrower’s overall credit history.[1] Credit ratings are calculated from financial history and current assets and liabilities. Typically, a credit rating tells a lender or investor the probability of the subject being able to pay back a loan. However, in recent years, credit ratings have also been used to adjust insurance premiums, determine employment eligibility, and establish the amount of a utility or leasing deposit.

A poor credit rating indicates a high risk of defaulting on a loan, and thus leads to high interest rates or the refusal of a loan by the creditor.

Credit Analysis 

Credit analysis is the method by which one calculates the creditworthiness of a business or organization. The audited financial statements of a large company might be analyzed when it issues or has issued bonds. Or, a bank may analyze the financial statements of a small business before making or renewing a commercial loan. The term refers to either case, whether the business is large or small.

Credit analysis involves a wide variety of financial analysis techniques, including ratio and trend analysis as well as the creation of projections and a detailed analysis of cash flows. Credit analysis also includes an examination of collateral and other sources of repayment as well as credit history and management ability.

Before approving a commercial loan, a bank will look at all of these factors with the primary emphasis being the cash flow of the borrower. A typical measurement of repayment ability is the debt service coverage ratio. A credit analyst at a bank will measure the cash generated by a business (before interest expense and excluding depreciation and any other non-cash or extraordinary expenses). The debt service coverage ratio divides this cash flow amount by the debt service (both principal and interest payments on all loans) that will be required to be met. Bankers like to see debt service coverage of at least 120 percent. In other words, the debt service coverage ratio should be 1.2 or higher to show that an extra cushion exists and that the business can afford its debt requirements.

Bankruptcy

Bankruptcy is a legally declared inability or impairment of ability of an individual or organization to pay its creditors. Creditors may file a bankruptcy petition against a debtor ("involuntary bankruptcy") in an effort to recoup a portion of what they are owed or initiate a restructuring. In the majority of cases, however, bankruptcy is initiated by the debtor (a "voluntary bankruptcy" that is filed by the bankrupt individual or organization).

Forward Contract

A forward contract is an agreement between two parties to buy or sell an asset at a specified point of time in the future. The price of the underlying instrument, in whatever form, is paid before control of the instrument changes. This is one of the many forms of buy/sell orders where the time of trade is not the time where the securities themselves are exchanged.

The forward price of such a contract is commonly contrasted with the spot price, which is the price at which the asset changes hands on the spot date. The difference between the spot and the forward price is the forward premium or forward discount, generally considered in the form of a profit, or loss, by the purchasing party.

This process is used in financial operations to hedge risk, as a means of speculation, or to allow a party to take advantage of a quality of the underlying instrument which is time-sensitive.

Arbitrage 

In economics and finance, arbitrage is the practice of taking advantage of a price differential between two or more markets: striking a combination of matching deals that capitalize upon the imbalance, the profit being the difference between the market prices. When used by academics, an arbitrage is a transaction that involves no negative cash flow at any probabilistic or temporal state and a positive cash flow in at least one state; in simple terms, a risk-free profit. A person who engages in arbitrage is called an arbitrageur - such as a bank or brokerage firm. The term is mainly applied to trading in financial instruments, such as bonds, stocks, derivatives, commodities and currencies.

If the market prices do not allow for profitable arbitrage, the prices are said to constitute an arbitrage equilibrium or arbitrage-free market. Arbitrage equilibrium is a precondition for a general economic equilibrium. The assumption that there is no arbitrage is used in quantitative finance to calculate a unique risk neutral price for derivatives.

Capital Budgeting

Capital budgeting (or investment appraisal) is the planning process used to determine whether a firm's long term investments such as new machinery, replacement machinery, new plants, new products, and research development projects are worth pursuing. It is budget for major capital, or investment, expenditures.

Many formal methods are used in capital budgeting, including the techniques such as Net present value, Profitability index, internal rate of return, Modified Internal Rate of Return, Equivalent annuity 

These methods use the incremental cash flows from each potential investment, or project. Techniques based on accounting earnings and accounting rules are sometimes used - though economists consider this to be improper - such as the accounting rate of return, and "return on investment." Simplified and hybrid methods are used as well, such as payback period and discounted payback period.

Break Even Analysis or Cost-Volume-Profit Analysis (CVP)

Cost-Volume-Profit Analysis (CVP), in managerial economics is a form of cost accounting. It is a simplified model, useful for elementary instruction and for short-run decisions.

Cost-volume-profit (CVP) analysis expands the use of information provided by breakeven analysis. A critical part of CVP analysis is the point where total revenues equal total costs (both fixed and variable costs). At this breakeven point (BEP), a company will experience no income or loss. This BEP can be an initial examination that precedes more detailed CVP analyses.

Cost-volume-profit analysis employs the same basic assumptions as in breakeven analysis. The assumptions underlying CVP analysis are:

The behavior of both costs and revenues is linear throughout the relevant range of activity. (This assumption precludes the concept of volume discounts on either purchased materials or sales.) Costs can be classified accurately as either fixed or variable. Changes in activity are the only factors that affect costs. All units produced are sold (there is no ending finished goods inventory). When a company sells more than one type of product, the sales mix (the ratio of each product to total sales) will remain constant.

Cost of capital 

The cost of capital is an expected return that the provider of capital plans to earn on their investment.

Capital (money) used for funding a business should earn returns for the capital providers who risk their capital. For an investment to be worthwhile, the expected return on capital must be greater than the cost of capital. In other words, the risk-adjusted return on capital (that is, incorporating not just the projected returns, but the probabilities of those projections) must be higher than the cost of capital.

The cost of debt is relatively simple to calculate, as it is composed of the rate of interest paid. In practice, the interest-rate paid by the company will include the risk-free rate plus a risk component, which itself incorporates a probable rate of default (and amount of recovery given default). For companies with similar risk or credit ratings, the interest rate is largely exogenous.

Cost of equity is more challenging to calculate as equity does not pay a set return to its investors. Similar to the cost of debt, the cost of equity is broadly defined as the risk-weighted projected return required by investors, where the return is largely unknown. The cost of equity is therefore inferred by comparing the investment to other investments with similar risk profiles to determine the "market" cost of equity.

The cost of capital is often used as the discount rate, the rate at which projected cash flow will be discounted to give a present value or net present value.

Cost of equity = Risk free rate of return + Premium expected for risk

Cash Budget

It is an estimation of the cash inflows and outflows for a business or individual for a specific period of time. Cash budgets are often used to assess whether the entity has sufficient cash to fulfill regular operations and/or whether too much cash is being left in unproductive capacities

A cash budget is extremely important, especially for small businesses, because it allows a company to determine how much credit it can extend to customers before it begins to have liquidity problems. 

For individuals, creating a cash budget is a good method for determining where their cash is regularly being spent. This awareness can be beneficial because knowing the value of certain expenditures can yield opportunities for additional savings by cutting unnecessary costs.

For example, without setting a cash budget, spending a dollar a day on a cup of coffee seems fairly unimpressive. However, upon setting a cash budget to account for regular annual cash expenditures, this seemingly small daily expenditure comes out to an annual total of $365, which may be better spent on other things. If you frequently visit specialty coffee shops, your annual expenditure will be substantially more.

4.4 Financial Statement Analysis

Financial Statement Analysis

Fundamental analysis of a business involves analyzing its financial statements and health, its management and competitive advantages, and its competitors and markets. The term is used to distinguish such analysis from other types of investment analysis, such as quantitative analysis and technical analysis.

Fundamental analysis is performed on historical and present data, but with the goal of making financial forecasts. There are several possible objectives:

to conduct a company stock valuation and predict its probable price evolution, to make a projection on its business performance, to evaluate its management and make internal business decisions, to calculate its credit risk.

Gross Profit 

This is calculated as sales minus all costs, which are directly related to those sales. These costs can include manufacturing expenses, raw materials, labor, selling, marketing and other expenses.






OR

A company's total sales revenue minus its cost of goods sold.






OR

Gross profit or sales profit or gross operating profit is the difference between revenue and the cost of making a product or providing a service, before deducting overheads, payroll, taxation, and interest payments.

In general, it is the profit shown on a transaction if one disregards the indirect costs. It is the revenue that remains once one deducts the costs that arise only from the generation of that revenue.

For a retailer, gross profit is the shop takings less the cost of the goods sold. For a manufacturer, the direct costs are the costs of the materials and other consumables used to make the product. For example, the cost of electricity to operate a machine is often a direct cost while the cost of lighting the machine room is an overhead. Payroll costs may also be direct if the workforce is paid a unit cost per manufactured item. For this reason, service industries that sell their services by time units often treat the fee-earners' time cost as a direct cost.

Gross profit is an important guide to profitability but many small businesses fail because they overlook the regular demand to meet the fixed costs of the business. The indirect costs are considered when calculating net income, another important guide to profitability.

Net Profit

Often referred to as the bottom line, net profit is calculated by subtracting a company's total expenses from total revenue, thus showing what the company has earned (or lost) in a given period of time (usually one year). also called net income or net earnings.







OR

Amount of money earned after all expenses, including overhead, employee salaries, manufacturing costs, and advertising costs, have been deducted from the total revenue.

Gross Profit Ratio 

A financial metric used to assess a firm's financial health by revealing the proportion of money left over from revenues after accounting for the cost of goods sold. Gross profit margin serves as the source for paying additional expenses and future savings.
Calculated as: (Revenue – COGS) /Revenue

COGS = Cost of Goods Sold

For example, suppose that ABC Corp. earned $20 million in revenue from producing widgets and incurred $10 million in COGS-related expense. ABC's gross profit margin would be 50%. This means that for every dollar that ABC earns on widgets, it really has only $0.50 at the end of the day. 

This metric can be used to compare a company with its competitors. More efficient companies will usually see higher profit margins.  

Price Earning Ratio 
A valuation ratio of a company's current share price compared to its per-share earnings.

Calculated as:

Market value per share





------------------------





Earnings per share (EPS)

Return on Investments 

It is the measure of the earning power of assets. The ratio reveals the firm's profitability on its business operations and thus serves to measure management's effectiveness. It equals Net Income divided by average total assets; also called rate earned on total assets. Other versions of ROI exist, such as net income before interest and taxes divided by average total assets. Return on investment is a commonly used measure to evaluate divisional performance.

Return on Investment: 
Net Income before interest and tax





----------------------------------





    Average Total Assets

Return on Total assets 

It is a ratio that measures a company's earnings before interest and taxes (EBIT) against its total net assets. The ratio is considered an indicator of how effectively a company is using its assets to generate earnings before contractual obligations must be paid.

Return on total assets: 

EBIT





----------------





Total Net Assets

Here, EBIT= Net Income + Interest Expense + Taxes.

The greater a company's earnings in proportion to its assets (and the greater the coefficient from this calculation), the more effectively that company is said to be using its assets. 

To calculate ROTA, you must obtain the net income figure from a company's income statement, and then add back interest and/or taxes that were paid during the year. The resulting number will reveal the company's EBIT. The EBIT number should then be divided by the company's total net assets (total assets less depreciation and any allowances for bad debts) to reveal the earnings that company has generated for each dollar of assets on its books.

Debt to Equity Ratio 

This is a measure of a company's financial leverage. Debt/equity ratio is equal to long-term debt divided by common shareholders' equity. Typically the data from the prior fiscal year is used in the calculation. Investing in a company with a higher debt/equity ratio may be riskier, especially in times of rising interest rates, due to the additional interest that has to be paid out for the debt.

Debt to Equity Ratio: 
Long term debt 





----------------





   Equity  

For example, if a company has long-term debt of $3,000 and shareholder's equity of $12,000, then the debt/equity ratio would be 3000 divided by 12000 = 0.25. It is important to realize that if the ratio is greater than 1, the majority of assets are financed through debt. If it is smaller than 1, assets are primarily financed through equity.

When used to calculate a company's "financial leverage" the debt usually includes only the Long Term Debt (LTD).

Current Ratio

The current ratio is a financial ratio that measures whether or not a firm has enough resources to pay its debts over the next 12 months. It compares a firm's current assets to its current liabilities. It is calculated as Current Assets / Current Liabilities.

For example, if WXY Company's current assets are $50,000,000 and its current liabilities are $40,000,000, then its current ratio would be $50,000,000 divided by $40,000,000, which equals 1.25. It means that for every dollar the company owes it has $1.25 available in current assets. A current ratio of assets to liabilities of 2:1 is usually considered to be acceptable (ie., your current assets are twice your current liabilities).[2]

The current ratio is an indication of a firm's market liquidity and ability to meet creditor's demands. Acceptable current ratios vary from industry to industry. If a company's current assets are in this range, then it is generally considered to have good short-term financial strength. If current liabilities exceed current assets (the current ratio is below 1), then the company may have problems meeting its short-term obligations. If the current ratio is too high, then the company may not be efficiently using its current assets.

Low values for the current or quick ratios (values less than 1) indicate that a firm may have difficulty meeting current obligations. Low values, however, do not indicate a critical problem. If an organization has good long-term prospects, it may be able to borrow against those prospects to meet current obligations. Some types of businesses usually operate with a current ratio less than one. For example, if inventory turns over much more rapidly than the accounts payable become due, then the current ratio will be less than one (this is true for McDonalds). This can allow a firm to operate with a low current ratio.

If all other things were equal, a creditor, who is expecting to be paid in the next 12 months, would consider a high current ratio to be better than a low current ratio, because a high current ratio means that the company is more likely to meet its liabilities which fall due in the next 12 months..

Quick Ratio

In finance, the Acid-test or quick ratio or liquid ratio measures the ability of a company to use its near cash or quick assets to immediately extinguish or retire its current liabilities. Quick assets include those current assets that presumably can be quickly converted to cash at close to their book values.

Quick Ratio = (Cash +Marketable securities + Accounts receivables) / Current Liabilities

Earnings per Share 

The portion of a company's profit allocated to each outstanding share of common stock. EPS serves as an indicator of a company's profitability.

Calculated as: Net Income-Dividends on Preference Shares / Average Outstanding Equity Shares

In the EPS calculation, it is more accurate to use a weighted-average number of shares outstanding over the reporting term, because the number of shares outstanding can change over time. However, data sources sometimes simplify the calculation by using the number of shares outstanding at the end of the period.

Diluted EPS expands on the basic EPS by including the shares of convertibles or warrants outstanding in the outstanding shares number.

Diluted EPS 

Diluted earnings per share is earnings per share that fully reflects the impact the firm's dilutive securities (eg, convertible bonds) may have on earnings per share. Diluted earnings per share is distinguished from basic earnings per share, both of which are computed by dividing net income by the weighted average number of outstanding shares. But only diluted earnings per share assumes the exercise of stock options and warrants, and the conversion of convertible bonds and preferred shares, in computing outstanding shares. Because diluted earnings per share entails spreading net income over more outstanding shares, the additional equity dilutes (ie, reduces) earnings on a per-share basis. Diluted earnings per share is thus the more conservative measure of earnings per share. The computation and presentation of diluted earnings per share is determined by Statement of Financial Accounting Standards 128. Diluted earnings per share ranks among accounting's most thorny issues, and the computation of diluted earnings per share can be extremely complex.

Dividends per Share

Dividend per share (DPS) is a simple and intuitive number. It is the amount of the dividend that shareholders have (or will) receive, over an year, for each share they own.

DPS = total dividends paid ÷number of shares in issue

Dividends are paid to holders of shares on the "record date" which will be announced beforehand by the company. More important from an investor's point of view is the ex-dividend date on, and after, which shares bought or sold on a stock exchange under normal terms will be sold without the dividend (so that the seller will get the dividend).

Companies may pay interim dividends during the year as well as a final dividend. These should all be added together to get the total annual amount in order to calculate DPS, dividend yield and other ratios.

Special dividends may also be declared. They main significance of a dividend being declared a special dividend is that this is a signal to investors that it is not part of a company's normal dividend policy and therefore does not indicate that future similar dividends will be paid annually, as is otherwise the case. These should not be included in the DPS or when calculating dividend yield, but should be looked at separately. 

Most companies avoid dividend cuts unless their financial condition demands it or there has been some other change in the business or its capital structure. As a result of this, increases in the dividend are taken to be a sign that the management is confident that the new level can be maintained or improved on.

EBITIDA 

Earnings before interest, taxes, depreciation and amortization (EBITDA) is a non-GAAP metric that can be used to evaluate a company's profitability.

EBITDA = Operating Revenue – Operating Expenses + Other Revenue 

Its name comes from the fact that Operating Expenses do not include interest, taxes, or amortization. EBITDA is not a defined measure according to Generally Accepted Accounting Principles (GAAP) and thus can be calculated however a company wishes. It is also not a measure of cash flow.

EBITDA differs from the operating cash flow in a cash flow statement primarily by excluding payments for taxes or interest as well as changes in working capital. EBITDA also differs from free cash flow because it excludes cash requirements for replacing capital assets (capex). EBITDA is used when evaluating a company's ability to earn a profit, and it is often used in stock analysis.

Intrinsic Value

1. The actual value of a company or an asset based on an underlying perception of its true value including all aspects of the business, in terms of both tangible and intangible factors. This value may or may not be the same as the current market value. Value investors use a variety of analytical techniques in order to estimate the intrinsic value of securities in hopes of finding investments where the true value of the investment exceeds its current market value.

2. For call options, this is the difference between the underlying stock's price and the strike price. For put options, it is the difference between the strike price and the underlying stock's price. In the case of both puts and calls, if the respective difference value is negative, the intrinsic value is given as zero.

Book Value

The value of an asset as it appears on a balance sheet, equal to cost minus accumulated depreciation.






OR






The monetary amount by which an asset is valued in business records, a figure not necessarily identical to the amount the asset could bring on the open market.

Market Value

The amount that a seller may expect to obtain for merchandise, services, or securities in the open market.






OR






In general: market price-the price at which buyers and sellers trade similar items in an open marketplace. In the absence of a market price, it is the estimated highest price a buyer would be warranted in paying and a seller justified in accepting, provided both parties were fully informed and acted intelligently and voluntarily.






OR







The current quoted price at which investors buy or sell a share of common stock or a bond at a given time.

Market Capitalization

It is the Value of a corporation as determined by the market price of its issued and outstanding common stock. It is calculated by multiplying the number of outstanding shares by the current market price of a share. Institutional investors often use market capitalization as one investment criterion, requiring, for example, that a company have a market capitalization of $100 million or more to qualify as an investment. Analysts look at market capitalization in relation to book, or accounting, value for an indication of how investors value a company's future prospects.






OR






Market capitalization represents the aggregate value of a company or stock. It is obtained by multiplying the number of shares outstanding by their current price per share. For example, if XYZ company has 15,000,000 shares outstanding and a share price of $20 per share then the market capitalization is 15,000,000 x $20 = $300,000,000. Generally, the U.S. market recognizes three market cap divisions: large cap (usually $5 billion and above), midcap (usually $1 billion to $5 billion), and small cap (usually less than $1 billion), although the cutoffs between the categories are not precise or fixed. In our example above, XYZ would be considered a small cap company. also called market cap.
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