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Financial Statements (FSTM) 
 
Introduction 
 
The unit is concerned with competence in drafting and interpreting the financial statements of limited 
companies.  
 
Whereas at levels 2 and 3 the emphasis is upon identifying and recording financial transactions in 
accounts and ledgers, following the principles of double entry book-keeping, and drafting the financial 
statements of sole traders and partnerships from the accounts and records prepared, the focus of this 
unit is upon drafting and interpreting the financial statements of limited companies. It thus builds upon 
the skills and knowledge gained at the earlier levels, but within the context of limited company 
financial statements.  
 
The unit is distinguishable from the Level 4 units: Financial performance (FPFM), Budgeting (BDGT), 
Internal controls and accounting systems (ISYS), Cash management (CSHM), and Credit 
management and control of debt (CRDC). This is because it is concerned with reporting financial 
information to user groups who are external to the business, as opposed to accounting and 
management from an internal perspective. The Financial Statements unit is, however, inextricably 
linked to these other units, as the effectiveness with which the knowledge and skills gained from these 
other units are applied will ultimately be gauged by the strength of the figures that are reported in the 
financial statements.  
 
The unit relates to Business taxation (BTAX) and Personal taxation (PTAX), in that the information 
provided in the financial statements forms the basis for calculating the company’s corporation tax 
charge, and as dividends and remuneration accounted for within the financial statements will also 
have an impact on the tax computations of individuals. Furthermore, as the financial statements must 
be externally audited before they are published for external use, in order to establish whether they 
present a true and fair view of the company’s financial position, the unit is also aligned with External 
auditing (EXTA). Another common theme running through BTAX, PTAX, EXTA and the Financial 
Statements unit is the requirement to keep proper accounting records. 
 

 
Purpose of the unit 
 
Limited company financial statements are prepared in order to provide useful information to outside 
user groups to facilitate their decision making in respect of providing resources to the company. 
 
The unit is therefore of importance to business organisations as it ensures that learners who achieve 
competency will be able to draft the financial statements of single limited companies and consolidated 
financial statements; and they will also have a proficient level of knowledge and understanding of 
International Financial Reporting Standards (IFRSs) and will be able to apply these in the process of 
drafting financial statements. Competent learners will be able to appreciate the significance of 
financial statements and the relevance of the information they contain, as well as having an 
awareness of the regulatory and conceptual frameworks which underpin the preparation of limited 
company financial statements.  
 
Furthermore, the unit will equip learners with the tools and techniques that will enable them to analyse 
and interpret the financial statements of limited companies and thereby assist in the decision making 
of outside user groups.  

 



 

2 

 

Learning objectives 
 
The unit has three learning objectives: 

 to develop students’ knowledge so that they are able to understand the regulatory and 
conceptual frameworks which underpin the preparation of limited company financial 
statements. 

 to develop students’ knowledge and skills so that they able to understand and apply 
International Financial Reporting Standards and relevant legislation in the drafting of financial 
statements of single limited companies and consolidated financial statements 

 to develop students’ knowledge and skills so that they are able to analyse and interpret the 
financial statements of limited companies using ratio analysis. 

 

Guidance on delivery 
  
The QCF standards stipulate five learning outcomes which must be met in order for students to 
demonstrate competency in the unit.  
 
These are: 

 Understand the regulatory framework that underpins financial reporting 

 Understand the key features of a published set of financial statements 

 Draft statutory financial statements for a limited company 

 Draft consolidated financial statements 

 Interpret financial statements using ratio analysis. 
 
Each of the learning outcomes will now be considered in detail in terms of the assessment criteria that 
will be used to determine whether the learning outcomes have been met or not, the depth and breadth 
to which topics should be taught and learnt, and the approaches that will be used to assess the topic. 

 
Learning outcome 1: Understand the regulatory framework that underpins financial reporting 

 
Students must be able to demonstrate a competent level of knowledge and understanding of the 
International Accounting Standards Board (IASB) Conceptual Framework for Financial Reporting 
(conceptual framework) and the legislation and regulation which must be complied with when 
preparing financial statements. The assessable areas within the conceptual framework are: 
 
Introduction 

 The purpose and status of the conceptual framework  

 The scope of the conceptual framework  
 
Chapter 1: The objective of general purpose financial reporting 

 Objective, usefulness and limitations of general purpose financial reporting (OB2 – 11) 

 Information about a reporting entity’s economic resources, claims, and changes in resources 
and claims (OB12, 13, 16, 17, 20 and 21) 

 
Chapter 3: Qualitative characteristics of useful financial information  

 Introduction (QC1) 

 Qualitative characteristics of useful financial information (QC4) 

 Fundamental qualitative characteristics (QC5 – 16) 

 Enhancing qualitative characteristics (QC19 – 32) 
 
Chapter 4: The Framework (1989): the remaining text 

 Underlying assumption (4.1) 

 The elements of financial statements (4.4, 4.25, 4.29 - 4.31, 4.33 - 4.35) 

 Recognition of the elements of financial statements (4.38) 

 Measurement of the elements of financial statements (4.54 - 4.55). 
 
(Note - The numbers in brackets refer to the relevant paragraphs in the conceptual framework) 
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With regard to the regulatory framework students must be able to demonstrate an appreciation of: 

 the reasons for the existence of a regulatory framework 

 the sources of regulation (international financial reporting standards and company law 
(Companies Act 2006)) 

 the purpose of accounting standards 

 the duties and responsibilities of the directors. 
 

Approach to assessment 
This learning outcome will be assessed by means of a human marked written task which could be 
divided into sub-sections. 

 
 

Learning outcome 2: Understand the key features of a published set of accounts 

 
Students must be able to describe the key components and purpose of the statement of financial 
position and the statement of profit or loss and other comprehensive income, and explain the content 
and purpose of disclosure notes to the accounts, all of which are stipulated in IAS 1 (see Appendix 1). 
 
Students must also be able to describe the key components and purpose of the statement of cash 
flows as presented in IAS 7 (see Appendix 1). 
 
Furthermore, students must be able to identify the International Financial Reporting Standards that 
are relevant in given scenarios and appreciate the impact of these upon the financial statements and 
notes. The standards which are assessable in this unit, and the assessable elements within these 
standards, are detailed in Appendix 1. 
 

 

Learning outcome 3: Draft statutory financial statements for a limited company 

 
Students must be able to accurately draft a statement of financial position and a statement of profit or 
loss and other comprehensive income in accordance with IAS 1. Such statements will typically be 
drafted from a trial balance, with students then being asked to appraise and adjust for other 
information about balances or transactions related to the period under consideration. Such 
adjustments may relate to the application of specified accounting standards (see Appendix 1) and 
relevant legislation. 
 
Pro-formas for the statement of financial position and statement of profit and loss and other 
comprehensive income, with analysis of expenses based solely upon functionality, will be provided for 
students in the assessment if required. Only a single statement of profit or loss and other 
comprehensive income will be asked for in respect of the drafting of single company financial 
statements in this unit rather than a statement of profit or loss and a separate statement of other 
comprehensive income. 
 
Students must also be able to accurately draft a statement of changes in equity in accordance with 
IAS 1 and a statement of cash flows in accordance with IAS 7. Students will only be required to draft 
the statement of cash flows using the indirect method, with a pro-forma of the statement being given 
in the assessment if required. 
 
Approach to assessment 
Learning outcomes 2 and 3 will be assessed by means of four tasks. The first two of these will require 
students to draft financial statements, with the latter two focusing upon the further assessment of 
IFRSs. 
 
In the two drafting tasks students will either be provided with: 

 a trial balance and additional information and required in the first task to draft a statement of 
profit or loss and other comprehensive income and a statement of changes in equity, and in 
the second a statement of financial position; or 
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 a statement of profit or loss and other comprehensive income for a single year and 
statements of financial position for two years, and required in the first task to prepare a 
reconciliation of profit from operations to net cash from operating activities and a statement of 
cash flows, and in the second a statement of changes in equity. 

 
All of these drafting tasks are computer marked. 
 
In order to draft the statements students will be required to select narrative items from pick lists and 
enter corresponding amounts for these into gap fill boxes. Pro-formas for workings will also be 
provided in the assessment, where appropriate, to enable students to achieve partial marks in the 
event of errors being made in the main pro-formas, and students are strongly advised to look at the 
formats of these in the samplee assessments before sitting a live assessment. These are on AAT’s 
website. 
 
The third task in respect of learning outcomes 2 and 3 will consist of a written question in which 
students will be required to demonstrate their knowledge and understanding of one or more IFRSs, 
typically by reference to a given scenario. This task is human marked. 
 
The fourth task comprises one true/false question and five multiple choice questions on a range of 
IFRSs. This task is computer marked. 
 
The latter two tasks, in conjunction with the two drafting tasks, will ensure that there is both breadth 
and depth of coverage as regards the assessment of knowledge, understanding and application of 
IFRSs. 
 

 

Learning outcome 4: Draft consolidated financial statements 

 
Students must be able to draft a consolidated statement of profit or loss and a consolidated statement 
of financial position for a parent company with one partly owned subsidiary. Students may be required 
to calculate and appropriately deal with goodwill, non-controlling interest, pre and post acquisition 
profits, equity, fair values, impairment of goodwill, inter-company balances and unrealised profit 
arising from inter-company transactions in accordance with IFRS 3 and IFRS 10.  
 
In this unit non-controlling interest will only be measured at the non-controlling interest’s proportionate 
share of the acquiree’s identifiable net assets. 
 
The consolidation of sub-subsidiaries or acquisitions where shares in subsidiary undertakings are 
acquired at different times will not be assessable. Pro-formas for the statements will again be 
provided for students in the assessment as and when these are required. Students will not be 
required to draft the financial statements of an associate but they must be able to discuss the key 
features of a parent/associate relationship in accordance with IAS 28 as detailed in Appendix 1*. 
 
Students must also be able to describe the key components of a set of consolidated financial 
statements (as specified above) and explain the basic consolidation process for a parent and 
subsidiary in order to demonstrate an understanding of the basic principles of consolidation*. 
 
Approach to assessment 
This learning outcome will be assessed by means of a computer marked task which could be broken 
into separate components. 
 
Students will be provided with information for a parent company and its subsidiary undertaking, 
typically consisting of each company’s statement of profit or loss and/or financial position, together 
with additional information, and will be required to draft a consolidated statement of financial position 
and/or a consolidated statement of profit or loss. Students could be asked to draft the statements in 
full or part, but if students are required to draft elements of both statements these would not be linked.  
 
Students will be required to draft the statements by means of selecting narrative items from pick lists, 
and entering figures in relation to these into gap fill boxes.  
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Students are strongly advised to look at the formats of the workings for these tasks, as demonstrated 
in the sample assessments on AAT’s website, which enable partial marks to be attained in the event 
of errors being made in the main pro-forma.  
 
*Note that IFRS 3, IFRS 10 and IAS 28, are also subject to assessment within the tasks for learning 
outcomes 2 and 3 (the written task and the multiple choice questions) which focus on the assessment 
of IFRSs. 

 

 
Learning outcome 5: Interpret financial statements using ratio analysis 

 
Students must be able to demonstrate that they understand the relationship between the elements of 
the financial statements, namely assets, liabilities, equity, income, expenses, contributions from 
owners and distributions to owners as set out in the IASB Conceptual Framework (see learning 
outcome 1 for the assessable components of the Framework) and in IAS 1. 
  
Accounting ratios are a means of presenting information in a form which facilitates comparisons. 
Students must be able to calculate and interpret ratios in respect of profitability, liquidity, efficiency 
and financial position, and present clearly the results of their analysis and the conclusions they have 
drawn to interested parties. Students must also be able to discuss why the interpretation of financial 
statements is useful in a business environment and the potential limitations of ratio analysis. 
 
Approach to assessment 
Learning outcome 5 will be assessed by means of two tasks. The first of these will require students to 
identify the formulas for five ratios, and then to calculate them, based on a statement of profit or loss 
or a statement of profit or loss and other comprehensive income, and a statement of financial position 
of a limited company. The ratios that are assessable and their respective formulas are listed in 
Appendix 2. The formulas for the ratios will be selected from pick lists and the calculated figures 
entered into gap fill boxes. This task is computer marked. 
 
In the second task, students will be presented with ratios, and sometimes additional information (for 
example an extract from the financial statements including a statement of cash flows), and required to 
analyse and interpret these by reference to the ratios of a previous accounting period, a competitor or 
an industry average, and present the results to an identified party. This task is human marked. 

 
Assessment strategy 
 
Assessment duration: two hours and 30 minutes. 
 
The purpose of the assessment is to determine whether or not competency has been achieved in 
respect of the five learning outcomes of the unit as stated in section 3.  
 
Students must be able to demonstrate that they have the requisite level of knowledge and 
understanding of the regulatory and conceptual frameworks; that they possess the knowledge and 
skills to be able to accurately draft financial statements in respect of single limited companies and 
consolidated financial statements; and that they possess the knowledge and skills that will enable 
them to analyse and interpret the financial statements of limited companies using ratio analysis.  
 
The unit is assessed by one computer based test (CBT) consisting of eight tasks and with a duration 
of 150 minutes. For the purpose of assessment the competency level for AAT assessment is set at 
70%. The level descriptor below describes the ability and skills students at this level must successfully 
demonstrate to achieve competence. 
 
Summary 
Achievement at Level 4 reflects the ability to identify and use relevant understanding, methods and 
skills to address problems that are well defined but complex and non-routine. It includes taking 
responsibility for overall courses of action as well as exercising autonomy and judgment within fairly 
broad parameters. It also reflects understanding of different perspectives or approaches within an 
area of study or work. 
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Knowledge and understanding 

 Practical, theoretical or technical understanding to address problems that are well defined but 
complex and non-routine. 

 Analyse, interpret and evaluate relevant information and ideas. 

 Be aware of the nature and approximate scope of the area of study or work. 

 Have an informed awareness of different perspectives or approaches within the area of study 
or work. 

 
Application and action 

 Address problems that are complex and non-routine while normally fairly well defined. 

 Identify, adapt and use appropriate methods and skills. 

 Initiate and use appropriate investigation to inform actions. 

 Review the effectiveness and appropriateness of methods, actions and results. 
 
Autonomy and accountability 

 Take responsibility for courses of action, including where relevant, responsibility for the work 
of others. 

 Exercise autonomy and judgment within broad but generally well-defined parameters. 
 

Task  Learning 
outcome  

Assessment 
criteria  

Max 
marks 

Topic 

1 2 & 3 2.2, 2.3, 2.5, 3.1, 
3.2, 3.5 

40  
 

Draft statutory financial statements for a limited company 

2 2 & 3 2.1, 2.5, 3.1, 3.3  Draft statutory financial statements for a limited company 

3 1 1.1 – 1.5 22 Conceptual and regulatory frameworks 

4 2 & 3 2.4, 2.5, 3.1, 3.4 International Financial Reporting Standards (written 
question) 

5 2 & 3 2.4, 2.5, 3.1, 3.4 17 International Financial Reporting Standards  

6 4 4.1 – 4.6 28 Consolidated Financial Statements 

7 5 5.3 20 Analysis and interpretation of financial statements (ratio 
formulas and calculations) 

8 5 5.1 - 5.5 23 Analysis and interpretation of financial statements (written 
element) 

 
As this CBT requires some human marking, results will normally be available no later than 6 weeks 
after the assessment. 
 
Overall performance of students to date in respect of the drafting of single limited company financial 
statements and consolidated financial statements, and the identification of ratio formulas and 
computation of ratios has been generally good. However levels of competency achieved in respect of 
the written tasks in relation to the IASB Conceptual Framework and the regulatory framework, IFRSs 
and the analysis and interpretation of ratios, have given concern. 
 
As a result of a review of the unit undertaken in 2012, assessment is now focussed on the core IFRSs 
that a student is likely to come across in the role of an Accounting Technician, and greater 
contextualization has been incorporated into the written questions on IFRSs, where appropriate, to 
enhance the simulation of work place scenarios. 
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Appendix 1 
 
Assessable International Financial Reporting Standards 

 
This section presents a comprehensive content guide as to the International Financial Reporting 
Standards (both IFRSs and IASs) that are assessable in this unit and the assessable elements within 
each of these standards. Those standards which are not listed are not assessable in the unit. 
 
The numbers in brackets after each item identify the paragraph numbers in the IFRS Blue Book 
(2013) to which the text relates. 
 
International Financial Reporting Standards  
 
IFRS 3 - Business Combinations 

 Definitions of acquiree, acquirer, acquisition date, business, business combination, fair value, 
goodwill, identifiable, non-controlling interest (Appendix A) 

 Identifying a business combination (3 and Appendix B5) 

 The acquisition method (4 and 5), identifying the acquirer (6 and 7), determining the 
acquisition date (8 and 9), recognition and measurement of assets, liabilities and non-
controlling interest (10-12) 

 Measurement principle (18 and 19) 

 Recognition and measurement of goodwill (32, 34, and 35). 

IFRS 10 - Consolidated Financial Statements 

 Requirement to present consolidated financial statements (4) and definition of consolidated 
financial statements (Appendix A) 

 Assessment of whether an entity controls an investee (5-7) 

 Explanations of power (10), returns (15) and the link between power and returns (17) 

 Need to use uniform accounting policies in consolidation (19) 

 Consolidation procedures (B86) 

 Presentation of non-controlling interests (22). 
 
IAS 1 - Presentation of Financial Statements 

 Purpose of financial statements (9) 

 Complete set of financial statements (10, 10A and 11) 
[Only a single statement of profit or loss and other comprehensive income will be assessed in 
this unit, as opposed to a statement which presents the profit or loss section and a separate 
statement which presents comprehensive income] 

 Requirement for financial statements to present fairly the financial position, financial 
performance and cash flows of an entity (15)  

 Requirement to make a statement in respect of compliance with IFRSs (16)  

 Requirement to assess going concern (25) 

 Requirement for accrual accounting (27) 

 Requirement to present each material class of similar items separately (29)  

 Prohibition of offsetting elements (32) 

 Requirement to present a complete set of financial statements at least annually (36) 

 Requirement for comparative information (38) 

 Requirement for consistency of presentation and classification (45) 

 Requirement to identify clearly the financial statements (49) and each component of the 
financial statements (51) 

 Requirement to display certain information prominently (51) 

 Information to be presented on the face of the statement of financial position (54 and 55) 

 Requirement to separate current and non-current assets and liabilities (60) 

 Criteria for current assets (66) and current liabilities (69) 

 Sub-classifications on the face of the statement of financial position or in notes (77 and 78) 
and disclosure of other items on the face of the statement of financial position or the 
statement of changes in equity or in the notes (79 (a) (i), (ii) and (iii))  

 information to be presented in the statement of profit or loss and other comprehensive income  
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(81A, 81B (a),82, 82A and 85) 

 Prohibition of extraordinary items (87) 

 Separate disclosure of material items of income and expense (97) 

 Requirement to present an analysis of expenses based on either their nature or their function 
within the entity (99) and criteria of choice (99, 105) with examples of analysis (102-103). 
[Only the form of analysis based upon functionality will be assessed in this unit] 

 Requirement to present a statement of changes in equity and information to be shown in the 
statement of changes of equity (106)  

 The treatment of dividends (107) 

 General requirements for notes (112), cross referencing (113), disclosure of accounting 
policies (117) and disclosure of dividends proposed (137). 

 
IAS 2 - Inventories 

 Definitions of inventories and net realisable value (6) 

 Measurement of inventories (9)  

 What is included in cost of inventories (10, 11, 12) and what is excluded (16) 

 Cost of inventories of items that are not ordinarily interchangeable (23) 

 Formulas that are to be used to determine the cost of inventories of items that are ordinarily 
interchangeable (25) and explanations of the FIFO formula and the weighted average cost 
formula (27) 

 examples of situations that could affect the ability of an entity to recover the cost of 
inventories (28) and the basis by which inventories are to be written down to net realisable 
value (29) 

 Recognition as an expense when inventories are sold (34). 
 
IAS 7 - Statement of Cash Flows 

 Requirement for an entity to prepare a statement of cash flows in accordance with this 
standard (1) 

 Definitions of terms used in standard (6) 

 Requirement to report cash flows during the period classified by operating, investing and 
financing activities (10)  

 Examples of cash flows from operating activities (14) 

 Examples of investing activities (16) 

 Examples of financing activities (17) 

 Requirement to report cash flows from operating activities using either the direct method or 
the indirect method (18). Examples of both methods can be found in the illustrative examples 
which accompany the standard.  
[Students will only be required to report cash flows from operating activities using the indirect 
method in this unit. They must, however, still have knowledge of the examples of cash flows 
that are to be classified as operating activities (see paragraph 14 above)].  

 determination of the net cash flow from operating activities in accordance with the indirect 
method (20) 
[In an assessment the reconciliation of profit or loss to the net cash from operating activities 
will always begin with the profit from operations] 

 Requirement to report separately major classes of gross cash receipts and gross cash 
payments arising from investing and financing activities (21) 

 Requirement to disclose separately cash flows from interest and dividends received and paid 
in a consistent manner from period to period as either operating, investing or financing 
activities (31) 
[Note that for the purposes of this unit, interest received and dividends received are to be 
classified as investing activities, dividends paid as a financing activity, and interest paid as an 
operating activity] 

 Requirement to disclose separately cash flows from taxes on income as cash flows from 
operating activities unless they can be specifically identified with financing and investing 
activities (35) 

 Disclosure of components of cash and cash equivalents and the reconciliation of the amounts 
in the statement of cash flows with the equivalent items reported in the statement of financial 
position (45). 



 

9 

 

 
IAS 10 - Events after the Reporting Period 

 Definitions of events after the reporting period and adjusting and non-adjusting events (3) 

 Requirement to adjust for adjusting events after the reporting period (8) with examples (9) 

 Prohibition of adjustment in respect of non-adjusting events after the reporting period (10) 
with examples (11) 

 Prohibition on recognition of dividends declared after the reporting period as a liability (12) 

 Prohibition on preparing financial statements on a going concern basis if there is an intention 
to liquidate or cease trading (14) 

 Requirement to disclose date when financial statements were authorised for issue (17) 

 Requirement to disclose material non-adjusting events (21) with examples (22). 
 
IAS 12 - Income Taxes  

 [Students need only be able to identify the amount of tax that needs to be recognised in the 
statement of financial position and statement of comprehensive income in respect of the profit 
for the current year, and account for any adjustments in respect of over or under-estimated 
tax of prior periods. Students will not be required to perform a tax computation or account for 
deferred tax]. 

 
IAS 16 - Property, Plant and Equipment 

 Definitions of terms used in the standard (6) 

 Recognition rule for items of property, plant and equipment (7) 

 Recognition rules for subsequent expenditure (12, 13 and 14) 

 Measurement rule at recognition (15) and of elements of cost (16, 17 and 19) 

 Measurement rules after recognition (29) including explanation of cost model (30) and 
revaluation model (31) 

 Rules on frequency of revaluations (34) 

 Rule that all assets belonging to a class must be revalued if one item in that class is revalued 
(36) and examples of different classes (37) 

 Treatment of revaluation surpluses or decreases (39 and 40) 

 Requirement to depreciate each part of an item of property, plant and equipment separately 
(43) 

 Depreciation charge for each period to be recognised in profit or loss (48) 

 Depreciable amount to be allocated on a systematic basis over the asset’s useful life (50) 

 Requirement to review the residual value at least at the year end and any change to be 
accounted for as a change in accounting estimate (51) 

 Rule that depreciation is required even if fair value exceeds carrying amount as long as the 
residual value does not exceed its carrying amount, in which case depreciation is zero, and 
not negated by repair and maintenance (52) 

 Factors determining useful life of an asset (56) 

 Land not depreciated (58) 

 Rule for determining depreciation method (60) with examples of methods (62) and need for 
review at least at the year-end (61) 

 Derecognition rule (67) 

 Treatment of gain and loss (68) and how computed (71) 

 Disclosure relating to each class of property, plant and equipment (73), depreciation method 
and useful life or depreciation rates, depreciation and accumulated depreciation (75). 

 
IAS 17 - Leases 

 Classification of leases as finance and operating leases (8) and examples of situations that 
would normally lead to a lease being classified as a finance lease (10 and 11) 

 Application of distinction between operating and finance leases to leasing of land and 
buildings (15a) 

 Initial recognition of finance leases of lessees (20) including related definitions of fair value, 
minimum lease payments, interest rate implicit in lease and incremental borrowing rate (4) 

 Subsequent measurement of finance leases of lessees (25 and 26) 

 Requirement to depreciate assets held under finance leases of lessees (27) including 
definition of useful life (4) 
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 Accounting requirements for operating leases of lessees (33)  
[Simple computational questions may be set in relation to the accounting treatment of leases 
for lessees. Accounting for leases in respect of lessors is not assessable]. 

 
IAS 18 - Revenue 

 Scope of standard (1) 

 Definitions of revenue and fair value (7) 

 Value added taxes are excluded from revenue (8) 

 Measurement of revenue (9) 

 Conditions for recognising revenue from the sale of goods (14), rendering of services (20) and 
dividends (29 and 30). 

 
IAS 28 - Investments in Associates and Joint Ventures 

 Definitions of an associate, consolidated financial statements, the equity method, and 
significant influence (3) 

 Criteria for significant influence (6 and 7) 

 Requirement to account for associates using the equity method (16) and description of that 
method (10) 

 Need to use uniform accounting policies in applying the equity method (35 and 36) 
[Students will not be required to draft financial statements using the equity method, but they 
must have an understanding of the key features of a parent/associate relationship as 
specified above. The accounting treatment of investments in joint ventures is not assessable.] 
 

IAS 36 - Impairment of Assets 

 Definitions of carrying amount, recoverable amount, fair value, value in use and impairment 
loss (6) 

 An asset is impaired when its carrying amount exceeds its recoverable amount (8) 

 Requirement to assess whether there is any indication that an asset may be impaired and 
requirement to estimate the recoverable amount when such an indication exists (9)  

 Requirement to assess intangible assets with an indefinite useful life and goodwill annually 
(10) 

 Indications of impairment (12, 13 and 14) 

 Recognising and measuring an impairment loss for individual assets other than goodwill (59, 
60 and 61) and revision of depreciation charge (63)  

 Disclosure of impairment loss recognised in profit or loss and in other comprehensive income 
(126 (a) and (c)). 

 
IAS 37 - Provisions, Contingent Liabilities and Contingent Assets 

 Definitions (not onerous contracts or restructuring) (10) 

 Distinction between provisions and other liabilities (11), idea of being contingent in the 
standard (12) and distinction between provisions and contingent liabilities (13) 

 Requirement to recognise provisions and criteria (14) 

 Prohibition on recognising contingent liabilities (27) and contingent assets (31) 

 Measurement of provision (36 and 37) 

 Requirement to review provisions at the end of each reporting period to reflect current best 
estimate (59) 

 Use of provisions (61) 

 Disclosure of provisions (84-85) 

 Disclosure of contingent liabilities (86) and contingent assets (89). 
 
IAS 38 - Intangible Assets 

 Definitions of an intangible asset, research and development (8) 

 Identifiability criterion in definition of an intangible asset (12) 

 recognition criteria for intangible assets (21) including explanation of future economic benefits 
(17) 

 Measurement rule for intangible assets (24) 

 Prohibition on recognition of internally generated goodwill (48) 
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 Rules in respect of the recognition of internally generated intangible assets. These consist of: 
the need to classify the generation of the asset into a research phase and a development 
phase (52 and 53); the accounting treatment of expenditure incurred in the research phase of 
a project (54) and examples of research activities (56); the accounting treatment of 
expenditure incurred in the development phase of a project (57) and examples of 
development activities (59) 

 Prohibition of the recognition of internally generated brands and similar items (63) 

 Need to determine whether useful life of an intangible asset is finite or indefinite (88) 

 Rules for depreciation of intangible assets with finite useful lives (97), residual value (100) 
and review of amortisation period (104) 

 Prohibition of amortisation for intangible assets with indefinite useful life (107) and 
requirement for impairment review in accordance with IAS 36 (108) and review of useful life 
assessment (109). 
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Appendix 2 
Ratio formulae assessable in the unit 
 

Profitability 

  
Return on capital employed:  

Profit from operations 
x 100% 

Total equity + Non-current liabilities 
  

Return on shareholders’ funds:  
Profit after tax 

x 100% 
Total equity 

  
Gross profit percentage:  

Gross profit 
x 100% 

Revenue 
  

Expense/revenue percentage:  
Specified expense 

x 100% 
Revenue 

  
Operating profit percentage:  

Profit from operations 
x 100% 

Revenue 
  
 

Liquidity 

  
Current ratio:  

Current assets 
= X:1 

Current liabilities 
  

The quick ratio or ‘acid test’ ratio:  
Current assets – Inventories 

= X:1 
Current liabilities 

  
 

Use of resources 

  
Inventory turnover:  

Cost of sales 
= X times 

Inventories 
  

Inventory holding period (days):  
Inventories  

x 365 days 
Cost of sales 

  
Trade receivables collection period:  

Trade receivables 
x 365 days 

Revenue 
  

Trade payables payment period:  
Trade payables 

x 365 days 
Cost of sales 

  
Working capital cycle:  Inventory days + Receivable days – Payable days 

   
Asset turnover (net assets):  

Revenue 
= X times 

Total assets – Current liabilities 
  

Asset turnover (Non-current assets):  
Revenue 

= X times 
Non-current assets 

  
 

Financial position 

 
Interest cover:  

Profit from operations 
 = X times 

Finance costs 
 

Gearing:  
Non-current liabilities 

x 100% 
Total equity + Non-current liabilities 

 
  


