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for fi nancial instruments, 235
foreign currency translations, 177–8
human resource issues, 390, 429–31
investments, 9, 90–3

in associates, 10
in joint ventures, 17
revision questions, 19–20
simple investments, 9–10
in subsidiaries, 11–17

joint ventures, 87
policies, 39–40, 323
ratios, 322–39
scandals, 419, 420, 468

Accounting period:
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future developments, 151–2
IFRS, 14
intra-group reconstructions, 152–6

Business Review, 422–3
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environmental accounting, 426
provision, 427–8
structure analysis, 330–1
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Cash-fl ow statements:

analysis, 336–8
groups, 108–18
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CCA see Current cost accounting (CCA)
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Changes in equity statement see Statement of 

changes in equity (SOCIE)
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Changing price levels environment, 293
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revision questions, 311–12

Classifi cation:
accounting systems, 425
creative accounting, 390–3
fi nancial instruments, 237
legal systems, 466

Climate change levies, 426
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joint ventures, 205–7
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Conditions and accounting policies, 253
Confi dence boosting, shareholders, 392
Consideration, fair value, 137
Consignment stock, 225–6
Consolidated accounts, 199–202
Consolidated fi nancial statements, 12
Consolidated income statement:

accounting policy changes, 39–40
adjustments, 68–9
basic principles, 61–3
comprehensive income and changes in 

equity, 59–69
fair value, 68–9
intra-group trading, 65–8
investments in preference shares/loans, 

63–5
revision questions, 71–4

Consolidated statement of cash fl ows, 107
for groups, 108–18
IAS 7, 107–8
revision questions, 119–24

Consolidated statement of fi nancial position, 
25–43



559FINANCIAL MANAGEMENT

IN
D

EX
accounting policy, 39–40
applying principles of consolidation, 25
bargain purchases, 29
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consolidated fi nancial statements 
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control, principle of, 25
date of acquisition:

fair value adjustment, 40–2
goodwill, 28

IFRS 3 Business Combinations, 14
negative goodwill, 29

group companies assets:
unrealised profi ts on, 35–9

intra-group balances, elimination of, 32–4
loans and preference shares, 34

intra-group trading:
in non-current assets, 38–9

non-controlling interests, 29
accounting for, 30–2

Consolidation:
cash-fl ow statements, 107
equity method, 85–6
foreign operations, 180
proportionate, 87

Contingencies, 393–4
Contingent consideration, 15
Contingent liabilities, 17, 138, 393, 427, 464
Contingent settlement, 240
Control, principle of, 11–12
Convertible securities, 239–40
The Corporate Report, 429
Corporate Responsibility Index, 435–6, 437–8
Corporate social responsibility, 420–1
Corporate spin, 436–7
Cost of sales adjustment (COSA), 299–300
Cost reduction, 86
CPP see Current purchasing power (CPP) 

accounting
Creative accounting, 390–3

accountants’ methods, 390–2
motivation, 392–3
taxation avoidance, 392

Credit risk, 253
Creditors, 320
Culture, 440
Currency risk, 253
Current cost accounting (CCA), 299–303
Current purchasing power (CPP) accounting, 

303–6
Current service cost, 270
Customers, 321

D
Data source identifi cation, 322
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fair value adjustment, 40–2
Date of acquisition, sub-subsidiaries, 202–3
Debentures, 263
Debt:

characteristics, 238
perpetual, 238–9
redeemable, 393

Defi ned benefi t plans, 270, 271–4
Defi ned contribution plans, 270, 271
Demands for more information, 421
Depreciation:

adjustment, 300
backlog depreciation, 297

Derecognition, 223–4
Derivatives, 247
Diluted earnings per share, 362–5
Diluted earnings per share ratio, 362
Diluted potential ordinary shares, 364–5
Disclosure:

earnings per share, 365
non-fi nancial, 388
social issues, 430

Disposals, accounting for:
controlling interest, 145–50
full and partial disposals, 145–50
interim dividends, 150–1

Dividend in specie, 155
Dividends, 108

disposals, 150–1
interim, 150–1
related ratios, 332
special, 361–2
in specie, 155
subsidiaries, 136

E
Earn-out arrangements, 394
Earnings before interest, tax, depreciation and 

amortisation (EBITDA), 324
Earnings management see Creative 
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Earnings per share (EPS), 357

arriving at share number, 359
basics, 359–62
diluted, 362–5
disclosure, 365
revision questions, 367–9

EBITDA (earnings before interest, tax, 
depreciation and amortisation), 324
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share-based payments, 277–9

Employees, 321
Environment of price changes, 291–308
Environment Programme, United Nations, 
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Environmental accounting:

additional costs, 426–7
aspects, 426–9
contingent liabilities, 428
disclosures, 428–9
entity accounting impacts, 426–8
fi nancial reporting, 426
information, 426–8
measurement, 426–8
non-fi nancial reporting, 428–9
provisions, 427–8
taxation, 426

Equipment and plant, 16
Equity, 238
Equity accounted investments, 110
Equity accounting, 82–5
Equity instrument, defi nition of, 236
Equity method of consolidation, 81
Equity statements see Statement of changes in 

equity (SOCIE)
Equity-settled share-based payment 

transactions, 277
European Union harmonization, 467
The examination:

format, 486–7
paper structure, 486–7
planning, 485
preparation, 485–8
revision questions, 489–517
revision techniques, 485
tips, 486, 487–188

Exclusions:
liabilities, 391–2

Existing traditions, 291
Exit values, 298
Exposure drafts, 431, 461, 475
External reporting, 419

environmental accounting, 426–9
Global Reporting Initiative (GRI), 432–3

human resource issues, 429–31
increasing, 421–5
readings, 435–47
revision questions, 449–53
social accounting and reporting, 425–6

F
F2 candidates, advice and guidance for, 4–6
F2 Financial Management, 3–6

advice and guidance for F2 candidates, 4–6
International Financial Reporting Standard, 4

Factoring receivables, 226–7
Fair value, 68–9, 253

acquisition accounting, 14–17, 136–41
adjustments, 138–41
assets, 137
associates and joint ventures, 93
of consideration, 137
consolidated income statement, 68
contingent liabilities, 17
general principles, 15
hedges, 250–1
intangible assets, 137
intangible assets, 16
inventories, 16
investment, 137
liabilities, 16, 137, 138
listed investments, 16
property, plant and equipment, 16, 137
provisions for restructuring, 17
through profi t or loss, 242

Financial Accounting Standards Board (FASB), 
468, 469, 474

Financial assets, 224, 241, 242, 244
Financial instruments:

accounting standards, 235–6
contingent settlement, 240–1
convertible, 362–3
defi nitions, 236
derivatives, 247
dividends, 136
hedging, 249–52
IAS 32 fi nancial instruments, 236–41
IAS 39 recognition and measurement, 

241–9
derivatives, 247–9
fi nancial assets, subsequent measurement, 

244
fi nancial liabilities, 245–6
impairment, 246–7
initial measurement, 243–4
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Financial obligations:

analysis, 393
contingencies, 393–4
special problems, 393–4

Financial position ratios, 333–6
Financial reporting:

environmental accounting, 426
hyperinfl ationary economies, 308
infl uences on, 426
information limitations, 385
international issues, 465–70
international standard-setting:

International Accounting Standards 
Committee (IASC), 466–7

price changes environment, 291
regulatory systems, 387
revision questions, 477–8

Financial statements, analysis:
capital structures, 330–1
cash fl ow statements, 336–8
common size analysis, 380–1
comparability, 385–7
earnings per Share, 4
horizontal analysis, 378–9
interpretation, 319–22
liquidity ratio, 327–30
objectives, 319
performance ratio, 322–7
revision questions, 341–5
segment analysis, 381

IFRS 8 operating segments, 382–4
valuation ratios and analysis for investor, 

331–6
verifi cation, 387
vertical analysis, 379–80

Financial statements, interpretation of:
common size analysis, 380–1
creative accounting, 390–3
fi nancial obligations, 393–4
fi nancial reporting information, limitations 

of, 385–8
horizontal analysis, 378–9
ratio analysis, 388–9
revision questions, 395–403
segment analysis, 381–4

IFRS 8 operating segments, 382–4
verifi cation, 387
vertical analysis, 379–80

Fisher, Liz, 435
Foreign currency transactions:

foreign operations, translating, 180–5
hedging, 185
IAS 21, 177–9
revision questions, 187–90
single transaction in, 179–80

Foreign operation, 178
consolidation, 180, 186
defi nition, 178
goodwill, 180–4
statements of change in equity, 189
translating, 180

Foreign subsidiaries, 115–18
Format and style:

the examination, 485–8
Forward contracts, 248
‘Fresh start’ accounting, 152
Friedman, Milton, 421
Full disposal, 145
Full market price issue, 359
Functional currency, 178
Funding plans, 270
Future developments, IAS, 423
Future developments, IASB, 151–2

G
GAAP see US GAAP
Gains/losses:

actuarial, 286
personal, 392

Gearing:
adjustment, 300
manipulation, 391
ratios calculation, 331

General public, 321
Global Reporting Initiative (GRI), 

432–3
Goodwill:

amortisation, 324
cash-fl ow statements, 336–8
complex group structures, 199–207
foreign operations, 180–5
IFRS 3 Business Combinations, 14
IFRS 3 transitional provisions, 14
mixed groups, 203–4
negative goodwill, 29
on acquisition, 14, 83

Government, 321
GRI see Global Reporting Initiative (GRI)
Gross profi t margin, 323
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revision questions, 157–64

Groups:
cash-fl ow statements, 336–8
complex structures, 199–207
consolidated income statement, 59
defi nition, 199
equity-accounted investments, 110
foreign subsidiaries, 115–17
intra-group issues, 152–6
investments:

acquired during year, 110–12
disposed of during year, 112–15
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new parents, 124
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profi ts, 35
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Harmonisation, 466, 473
Hedged item, 185, 249
Hedging, 249–52

cash fl ow hedges, 251
designation, 252
effectiveness, 249
exposure drafts, 250
fair value hedges, 250–1
instruments, defi nition, 185
relationships, 249–50

Held-to-maturity investments, 242, 244
Highest-ranked elements, intellectual capital, 444
Historical cost accounting defects, 291–3
Horizontal analysis, 378–9
Human capital management, 431, 446
Human resource issues, 429–31
Hybrid instruments, 240–1
Hyperinfl ationary economies, 291, 308
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481, 532
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Instruments:Recognition and 
Measurement, 220
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IAS 31 in joint ventures, 86

accounting for, 87
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IASs see International Accounting Standards 
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Valuing Human Capital
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IFRS 2 share-based payment, 275–6
IFRS 3 Business Combinations, 14, 136–7, 
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IFRS 5 Disposals of Non-current Assets 

Held for Sale and Discontinued 
Operations, 385

IFRS 5 Non-current Assets Held for Sale and 
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IFRS 7 fi nancial instruments, disclosure, 
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IFRS 8 Operating Segments, 323, 
469, 470
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Impairment, 246–7
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defi nition, 221, 294
measurement, 294–6

Income statements, presentation of, 60
Infl ation, 292
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demands for more, 421
environmental accounting, 426
limitation, 385–8
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and Wales (ICAEW), Valuing Human 
Capital, 447

Intangible assets, 16, 137
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221, 292, 293, 385, 388, 
420, 431

objectives, 467
International Accounting Standards 
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IFRS 3 Business Combinations, 14
IFRS 5 Disposals of Non-current Assets 
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Operations, 13, 385, 469, 481

International Organisation of Securities 
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accounting ratios, 319–39
concepts, 319
fi nancial statements, 319–20
redeemable debt, 393
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dividends/interest, 63–4
loans and preference share, 34
reconstructions, 152–6
trading, 38–9, 65–8, 85–6, 90
see also Groups

Inventory fair value, 16, 137
Inventory turnover, 325
Investments:

accounting for, 9–10
acquired during the year, 110–12
in associates, 10
debentures, 257
disposed during the year, 112–15
equity-accounted, 110
fair value, 16, 137
groups, 110
held-to-maturity, 242
indirect, 205–7
joint ventures, 17
listed, 16, 137
partial disposals, 145
preference shares/loans, 63–5
shares, 63
in subsidiaries, 11–17
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analysis for, 331–6
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Joint ventures, 87, 147, 205–7
Jointly controlled assets, 87
Jointly controlled entities, 87

accounting for, 87–9
Jointly controlled operations, 87

L
Landfi ll taxes, 426
Language differences, 436
Legal requirement, Operating and Financial 

Review, 422
Lenders, 320
Leverage ratio see Gearing, ratios calculation
Liabilities:

classifi cation, 241–3
defi nition, 223
derecognition, 223–4
exclusion, 391–2
fair value, 137
recognition, 223

Limitations:
accounting ratio analysis, 388–9
fi nancial reporting information, 385–8
ratio analysis, 388–9

Liquidity ratios, 327–30
Liquidity risk, 253
Listed investments, 16, 137
Loan asset transfers, 227
Loans and receivables, 242
Loans, consolidated income statement, 63–5
Long-term debt, 331
Losses see Gains/losses; Statement of changes in 

equity (SOCIE)

M
Maintenance of fi nancial capital, 295
Maintenance of physical capital, 295
Market expectation managing, 392
Market risk, 253
Measurement:

balance sheet gearing, 331
capital, 294–6
capital structures, 330–1
environmental accounting, 426

fi nancial instruments, 241
initial measurement, 243–4

income, 294–6
intellectual assets, 438
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subsequent, 244

Mixed groups, 203–4
Monetary assets and liabilities, 16, 137
Monetary working capital adjustment 

(MWCA), 300
Money fi nancial capital maintenance, 295
Motivation, creative accounting, 392–3
MWCA see Monetary working capital 

adjustment (MWCA)
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National law confl icts, 239
Negative goodwill, 29
Net current replacement cost, 296–7
Net profi t:

defi nitions, 358
shareholders, 358

Net profi t margin, 324
New parents, groups, 154
New York Times Magazine, 421
Non-controlling interests, 108, 200, 

202, 203
accounting for, 30–2
cash-fl ow statements, 108–9
consolidated balance sheet, 29–30
complex groups, 199
foreign operations, 180–5
partial disposals, 145
piecemeal acquisitions, 141–4
subsidiaries, 108

Non-equity shares, 358
Non-fi nancial:

disclosures, 428–9
environmental reporting, 430
information provision, 388

Non-redeemable preference shares, 239
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revision questions, 449–53
solutions, 455–61

OFR see Operating and Financial Review 
(OFR)

Operating and Financial Review (ORF), 422, 
455–6

advantages/drawbacks, 424
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principles, 423–4
reliability, 389
summary, 433

Operating profi t margin, 323–4
Options, 248

defi nitions, 238, 248
shares, 238

Ordinary shares, 358, 361
Outfl ows, cash statements, 108

P
Parent, 11–12, 26
Partial disposal, 145
Past service cost, 271
Payables days, 328
Pension plans, 60, 281, 499
People see Human capital management; 

Human resource issues
Performance:

capital structures, 330–1
ratios, 322–7

Perpetual debt, 238–9
Personal gains, 392
Piecemeal acquisitions, 141–4

interest, controlling, 144
stake increases, 142

Plan assets, 270
Plant and equipment, 16, 137
Policy changes, consolidated income statement, 

59
Post-employment benefi ts, 270

defi ned benefi t plans, 270, 271–4
defi ned contribution plans, 270, 271

Post-Examination Guides (PEGs), 4
Potential investors/lenders, 320
Preference shares, 239

loans, 63–5
Present value of a defi ned benefi t obligation, 

270
Presentation currency, 178–9
Presentation:

balance sheets, 34
currency, 178–9

Price changes environment, 291–308
Price risk, 253
Price/earnings (P/E) ratio, 331–2
Probability, defi nition, 393

Profi t and loss:
measurement, 279–80
see also Consolidated income statement

Profi t margins, 323
Profi tability ratios, 322–4
Profi ts:

convertible fi nancial instruments, 362–3
unrealised on assets bought from groups, 35

Property, plant and equipment, 16, 137
Proportionate consolidation, 81, 87
Provision:

capital, 294
environmental issues, 321
non-fi nancial information, 388

R
Ratio analysis:

calculation, 333–6
calculation method, 388–9
limitations, 388–9
reliability, 389
use, 331, 338–9
valuation, 331

Real fi nancial capital maintenance, 295
‘Real terms’ system, 306–7
Realisable (exit) values, 298–9
Receivables days, 328
Receivables factoring, 226–7
Redeemable debt interpretation, 393
Redeemable preference shares, 239
Regulatory systems, 387
Reliability:

Operating and Financial Review, 422
ratio analysis, 389

Relief value, 299
Reorganisation:

business, 151–6
intra-group reconstructions, 152–6
transfers, 152–4

Replacement cost accounting, 291, 296–8
Reporting:

human resource issues, 429
Operating and Financial Review, 422
see also Financial reporting

Reports:
examination questions, 320
see also Annual reports

Retirement see Pension plans
Return on assets (ROAs), 326
Return on capital employed (ROCE), 292, 

320, 326
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Risk management policies, 253
ROAs see Return on assets (ROAs)
Robustness, existing traditions, 444
ROCE see Return on capital employed (ROCE)
‘Rule-book’ approach, 468

S
Sale and repurchase agreements, 224
Scandals, 420
Securities, 239–40
Securities and Exchange Commission (SEC), 

466, 468, 473, 475
Segment analysis, 381–4
Segment reporting:

asset turnover, 325
disclosure, 365
disclosure, 430
profi t margins, 323
return on assets, 326

Share, 237
Share-based payments:

measurement, 277–9
recognition, 277
types, 277

Shareholders:
combinations, 156
confi dence boosting, 392
net profi t, 362
transfers, 444

Shares, 63
consolidated income statement, 59–69
diluted potential ordinary, 364
exchange, 360
options, 363
subsidiaries, 108, 199
warrants, 363
weighted average number, 358

Short-term liquidity, 327
SIC see Standing Interpretations Committee 

(SIC)

Signifi cant infl uence, 10, 82
Simple investments, 9–10
Single foreign currency transaction, 179
Skandia approach, 441–2
Smoothing, artifi cial, 391
Social accounting concepts, 425–6
Social responsibility, 420–1
South American accounting systems, 292
Special dividends, 361
Special purpose entities (SPEs), 227
SPEs see Special purpose entities (SPEs)
Stake increases, subsidiaries, 142
Standards:

IAS 7 headings, 107–8
recent developments, 467
US GAAP differences, 468–70
see also International Accounting Standards 

(IASs); International Accounting 
Standards Board (IASB); International 
Financial Reporting Standards (IFRSs)

Standing Interpretations Committee (SIC), 
227

Statement of changes in equity (SOCIE), 59, 
60–1

accounting period, 59
complex group structures, 199
foreign operations, 180–5
partial disposals, 145

Stocks:
fair value, 40, 68, 93, 136, 137

Structure:
the examination paper, 486–7

Subsidiaries, 32
acquisitions, 142–4
cash-fl ow statements, 115–18
dividends, 136
foreign, 115, 177, 179, 180
goodwill calculation, 184
investments in, 11–17
non-controlling interest, 108–10
share transfers, 155–6
stake increases, 141, 142
see also Sub-subsidiaries

Substance over form:
assets and liabilities, recognition and 

derecognition of, 223–4
cases, 224–7
principles, 219–21
revenue recognition, 221–3
revision questions, 229–30
solutions, 231–2
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Sub-subsidiaries:
acquisitions, 134, 136, 144
date of acquisition, 136, 202–3

Suppliers, 320

T
Taxation:

avoidance, 392
creative accounting, 392
environmental accounting, 426

Terms, conditions and accounting policies, 253
The Corporate Report, 429
The corridor, 273
Timeliness, 385
Tips:

revision techniques, 485
the examination, 486, 487–188

Trade investments, 150
full and partial disposals, 145

Transaction timing, 390–1
Transfers:

business reorganisations, 151
shareholding in subsidiary, 152

Transition, human capital management, 431, 
446

Turnover:
assets, 325
inventory, 325

U
United Nations, 432
Unrealised profi ts:

on group companies assets, 35–9
on intra-group trading, 85–6

US GAAP, 468–9, 470
User identifi cation, 320–1

V
Valuation:

ratios, 331–6
Value based approach:

verifi cation, 387
vertical analysis, 379–80

Valuing Human Capital, 447

W
Wall, Tony, 443
Warrants, 363

and options, 238
Websites, 322, 434
Weighted average number, 358
‘Well-offness’, 294
Women’s Pay and Development Review, 446
Working capital cycle, 327–30
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Zero coupon bonds, 240


