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Candidate Marker Total (42 marks) 

        

 

Critically review the extracts of the draft consolidated statement of financial position and 
notes provided for apparent inaccuracies, inconsistencies, errors in application and non-
compliance with IFRS. 
 

 Limit your discussion to the issues for which there is evidence of inaccuracies, 
inconsistencies, errors in application and non-compliance with IFRS in the extracts 
provided. 

 Ignore comparative disclosures. 

 Detailed disclosure requirements or sample disclosure is not required. 

 Calculations are not required. 

  

General comment 

1. There are no note disclosures for specific material line items. For example: 

 Property, plant and equipment  

 Bond liability 

1 

1.1    Since these items are regarded as being material (given the size and nature of 
these balances), specific detailed disclosures are required in terms of IAS 16 
and IFRS 7. 

1 

2. 
 

The statement of financial position should include all general features as 
required by IAS 1, i.e. the name of the entity and the reporting date or period 
(...Drumeo Ltd for the year ended 31 December 2015). 

1 

Total  3 

 

Impairment testing 

3. The forecast period of seven years is problematic.  1 

3.1 In measuring value in use, an entity shall do cash flow projections over the 
remaining useful life of the asset / cash generating unit, which will probably not 
be seven years for all assets / cash generating units. 

1 

3.2 If the remaining useful life of the asset / cash generating unit exceeds five years, 
cash flow projections based on financial budgets or forecasts shall cover a 
maximum period of five years, unless a longer period can be justified. 

1 

3.3 
 

Management may only use cash flow projections based on budgets or forecasts 
over a period longer than five years if it is confident that these projections are 
reliable and it can demonstrate its ability, based on past experience, to forecast 
cash flows accurately over that longer period. 

1 

3.4 
 

Cash flow projections beyond five years should be extrapolated based on the 
financial budgets or forecasts for the first five years, using a steady or declining 
growth rate. If appropriate, the growth rate is zero or negative. 

1 
 
1 

4. The use of the group‟s WACC as a discount rate, is problematic.  1 

4.1 The discount rate should be a pre-tax discount rate – WACC is an after tax rate.  1 

4.2 The discount rate used should reflect the risks specific to the asset being valued 
/ should be estimated from a rate implicit in current market transactions. 

1 

5. A uniform discount rate (WACC) has been used to discount different cash 
generating units.  

1 

5.1 There are two major business lines with different risks. The discount rate 
should reflect the risks specific to the assets being valued.  

1 
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6. The discount rate has decreased from 19% to 15% which is problematic.  1 

6.1 Given that the risks of the business have been increasing and the downgrading of 
the credit rating by Moody‟s, one would expect the discount rate to increase 
unless the asset specific factors are unaffected by the overall business rating 
downgrade.  

1 

7. No impairment tests were performed in 2014 and 2015 because there were no 
indicators of impairment. This is incorrect.  

1 

7.1 An impairment test must be performed annually for goodwill.  1 

7.2 An entity must assess at the end of each reporting period whether there is any 
indication of impairment. 

1 

7.3 There are several indicators of impairment present, including credit downgrades, 
interest rate hikes, slowing demand, operating losses. 

1 

Total  17 

 

Financial instruments – accounting policy 

8. There is evidence of irrelevant / boilerplate disclosures.  1 

8.1 There is no apparent evidence of the following: 
- debt / equity instruments at fair value through other comprehensive income; 
- short-term loans; 
- bank overdraft.  

1  

8.2 There is excessive and irrelevant disclosure of the accounting basis for debt 
instruments, redundant given that there is none and that this is a manufacturing 
entity. 

1 

9. There seems to be insufficient disclosures for trade and other receivables 
specifically with regard to measurement of expected credit losses. 

1 

9.1 Trade and other receivables is a significant balance of financial assets.  1  

9.2 Customer collections have been problematic from the West African regions. 1 

Total 6 

 

Unlisted investment 

10. The classification as level 2 is incorrect. 1 

10.1 Level 2 fair value measurements rely on observable inputs. 1 

10.2 This should rather be a level 3 classification since significant adjustments are 
made to observable inputs / a PE valuation method is used to determine the fair 
value of the unlisted investment. 

1 

11. There is an issue with regard to the adequacy of the disclosure requirements in 
terms of IFRS 13.  

1 

12. It is unlikely that the fair value of the unlisted investment would be the same for 
both 2014 and 2015.  

1 

12.1 The fair value is determined using a PE-valuation which is based on audited 
earnings (earnings unlikely to remain the same for both 2014 and 2015). 

1 

13. It seems unlikely that the unlisted investment is held for trading since: 1 

  It has not recently been bought / sold (included in the financial statements for 
both 2014 and 2015). 

1 

  It is an investment in a private company / there is no active market for the 
investment. 

1 

13.1 Based on the accounting policies of the entity, it may therefore be more 
appropriate to carry this investment at fair value through other comprehensive 
income (and not at fair value through profit or loss). 

1 

  Total 10 
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Deferred tax assets and liabilities 

14. Deferred tax assets (assessed losses) are offset against deferred tax liabilities 
in the group.  

1 

14.1 Deferred tax assets and liabilities should only be offset when the entity has a 
legally enforceable right to set off current tax assets against current tax liabilities 
and the deferred tax assets and liabilities relate to the income tax levied by the 
same tax authority on the same taxable entity.  

1 

14.2 The assessed loss mostly relates to the losses in one of the subsidiaries in the 
plastics business. Therefore, it is unlikely that the deferred tax assets and deferred 
tax liabilities relate to the same taxable entity. 

1 

14.3 Since the entity has foreign operations / subsidiaries outside of South Africa, it 
is unlikely that the deferred tax assets and liabilities relate to income tax levied by 
the same tax authority. 

1 

15. The recognition of a deferred tax asset may not be appropriate.  1 

15.1 A deferred tax asset can only be recognised to the extent that it is probable that 
future taxable profits will be available against which the unused tax losses can be 
utilised. 

1 

15.2 The entity has suffered operating losses in the current and prior year and this 
may indicate that future taxable profits are not likely. 

1 

16. As one is specifically told which disclosures are provided with regard to deferred 
tax assets, it appears that there is insufficient disclosure for the deferred tax 
asset.  

1 

16.1 The deferred tax relates to tax losses, therefore one would expect to see the 
following: 

 

  Disclosure of any amount of tax losses for which no deferred tax asset has 
been recognised. 

1 

  The amount and nature of the evidence supporting the recognition of the 
deferred tax asset (since the entity has suffered a loss in the current and 
preceding period). 

1 

Total 10 

 
Loan to associate company 

17. The accounting for the loan at historical cost is incorrect.  1 

17.1 The loan should be recognised at fair value / in accordance with IFRS 9. 1 

17.2 The initial fair value of the instrument should be determined by discounting the 
future cash flows using a market related interest rate (PV of FCFs at a market 
rate) and this amount will most likely differ to the nominal amount of the loan. 

1 

17.3 However, since the loan is “payable on demand”, there is no period over which the 
future cash flows can be discounted and therefore the fair value may be equal to 
the historical cost on initial recognition and/or on subsequent measurement. 

1 

18. The classification of the loan as non-current is potentially incorrect.  1 

18.1 The loan is repayable on demand and as such the entity should assess and 
disclose its assumptions on whether it will demand payment in the foreseeable 
future and therefore this could be classified as current.  

1 

18.2 The classification of the loan as non-current in the statement of financial 
position, does not agree with the disclosure in the maturity analysis as current. 

1 

19. Related party disclosures seem to be missing. 1 

19.1 The associate is a related party and disclosure in terms of IAS 24 and IFRS 12 is 
therefore required. 

1 

Total  9 
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Financial risk disclosure 

20. Liquidity risk is not the only financial risk to which the group is exposed.  1 

20.1 The group is also exposed to: (marks only awarded if sufficient reasoning)  

  market risks  

 - currency risk (operations outside SA)  1 

 - interest rate risk (on loans)  1 

 - price risk (on unlisted investment)  1 

  credit risk (problematic customer collections) 1 

21. IFRS 7 requires a maturity analysis, but amounts included in the maturity 
analysis should be undiscounted values. 

1 

21.1 The amounts that are currently included in the maturity analysis are equal to the 
amounts in the statement of financial position and therefore it is likely that they 
have been discounted. 

1  

22. The classification of a significant balance of trade and other payables as current 
seems incorrect.  

1 

22.1 The maturity analysis reflects a significant balance of trade and other payables 
as beyond 12 months. 

1 

23. The bond liability is reflected as non-current.  1 

23.1 Given that there appears to have been a repayment of R18m during FY2015, it is 
unlikely that the full amount is non-current.  

1 

23.2 The short-term portion of the bond liability should be included as a current 
liability in the statement of financial position and a cash outflow within 12 
months, should be included in the maturity analysis. 

1 

Total  12  

 
Segment reporting 

24. The statement that there is only one segment and therefore no segment report is 
prepared, seems incorrect / It seems as if insufficient segment disclosures were 
made. 

1 

24.1 Due to Drumeo being a listed entity, it is an entity within the scope of IFRS 8 and 
therefore a segment report needs to be presented. 

1 

24.2 There appears to be more than one operating segment, i.e. the plastics and 
paper businesses, since: 

1 

  Each component operates business activities from which it earns revenues and 
incurs expenses; 

 The operating results and performance of each business line appear to be 
monitored separately by a chief operating decision maker; and 

 It is likely that discrete financial information is available for each component. 

1 

24.3 It is likely that each operating segment will meet at least one of the quantative 
thresholds: 

1 

  It is likely that the reported revenue for each segment is equal to or more than 
10% of the total revenue; or 

 It is likely that each segment‟s assets are equal to or more than 10% of total 
assets. 

1 

25. These two segments should not be aggregated and presented and as a single 
operating segment, due to apparent differences in products, production processes, 
customers and methods used to distribute products.  

1 

Total  7 
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Contingent liability 

26. The classification of the settlement as a contingent liability at the reporting 
date is possibly incorrect.  

1 

26.1 This seems to be an adjusting event after the reporting date since it provides 
evidence of a condition that existed at the reporting date, i.e. the alleged price 
collusion which already took place in the previous year / the investigation by the 
Competition Commission. 

1 
 
1 

26.2 A provision should have been recognised at the 31 December 2015 reporting 
date as: 

1C 

  There is a present obligation – the settlement agreement after year end 
confirms that Drumeo had a present obligation at the reporting date 

1P 

  As a result of a past event – the alleged price collusion which already took 
place in the previous year. 

1C 

  The amount is reliably measurable – R20 million; and 1 

  The outflow of future economic benefits is probable – a settlement agree-
ment has been reached with the Competition Commission on 31 January 2016. 

1 

Total  8 

 

Significant judgements and sources of estimation uncertainty 

27.   The statement that „there are no other areas of significant judgement, since all 
other assets and liabilities are accounted for on the historical cost or amortised cost 
basis‟ is inappropriate.  

1 

27.1 
 
 
 
 

The issue is not whether the historical cost or amortised cost basis is applied, since 
an entity is required to disclose any judgements (apart from those involving 
estimations) that management has made in the process of applying the entity‟s 
accounting policies and that have the most significant effect on the amounts 
recognised in the financial statements / An entity is required to disclose 
information about the assumptions it makes about the future, and other major 
sources of estimation uncertainty at the end of the reporting period, that have a 
significant risk of resulting in a material adjustment to the carrying amounts of 
assets and liabilities within the next financial year. 

1 

27.2 In addition, the statement is not true, since:   

  There are financial assets that are measured at fair value (e.g. investment in 
unlisted entity). 

1 

  The identification of cash generating units involves judgement / The initial 
allocation of goodwill to cash generating units requires judgement. 

1 

28.  Some key sources of estimation uncertainty seem to be missing. The following key 
sources of estimation uncertainty can be identified and should be disclosed, since 
they have a significant risk of resulting in a material adjustment to the carrying 
amount of assets or liabilities in the next financial year: 

 

28.1 The recognition of deferred tax assets for assessed losses is dependent on 
significant assumptions about future taxable profits.  

1 

28.2 Unlisted investments are carried at fair value, are material, and the fair value has 
been estimated.  

1 

28.3 Impairment of trade and other receivables / provision for expected credit 
losses requires the use of estimates, assumptions and judgement about increases 
in credit risk.  

1 

28.4 The determination of residual values, useful lives and the expected pattern of 
consumption of future economic benefits (depreciation methods) in respect of 
property, plant and equipment are based on estimates and assumptions. 

1 

28.5 The determination of net realisable value and stock obsolescence in respect of 
inventories are based on estimates and assumptions.  

1 
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29. 
 

The statement that „a material adjustment to the carrying amount of goodwill 
and tangible assets‟ may be required, is possibly inappropriate. 

1 

29.1 An impairment loss recognised for goodwill may not be reversed in a 
subsequent period and therefore a material adjustment in the form of a reversal of 
an impairment loss will not be allowed for goodwill. 

1 

29.2 The reversal of an impairment loss for assets (other than goodwill – refer above) 
is subject to a limitation in terms of IAS 36.  

1 

29.3 Since there was a decrease in the discount rate from 19% to 15%, any reversals 
that might occur due to the lower discount rate, may be limited. 

1 

Total  13 

 
 

Available 95 

Maximum 40 

Communication skills – logical argument 1 

Communication skills – clarity of expression 1 

Total for the question 42 

 
 


