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Candidate Marker (f) (g) (h) Total 

   
10 8 19 37 

   

  

Part (f) Explain how the Harambee inventory fraud should be accounted for in the separate 
financial statements of Harambee and in the consolidated financial statements of 
Hotline for FY2016.  

 
 

Events after the reporting period are those events, favourable and unfavourable, that occur between 
the end of the reporting period and the date when the financial statements are authorised for issue. 
Two types of events can be identified: 
(a) Those that provide evidence of conditions that existed at the end of the reporting period 

(adjusting events after the reporting period); and 
(b) Those that are indicative of conditions that arose after the reporting period (non-adjusting events 

after the reporting period). 

 
 
1 

Both the Harambee and Hotline group financial statements have been reviewed by the respective 
Board of Directors, but is yet to authorise them for issue. The receipt by Harambee of information 
relating to the inventory fraud from the Tanzanian Judicial Committee on 15 January 2017 and 
publication thereof in the media accordingly constitute an event after the reporting period. 

 
 
 
1 

As at 31 December 2016 Harambee was involved in a dispute in respect of legal ownership of raw 
material as at the end of the reporting period. The verdict by the Tanzanian Judicial Committee 
confirmed Harambee’s ownership in respect of the raw material at the end of the reporting period 
and it therefore constitutes an adjusting event. 

 
 
1 

Harambee – separate financial statements 

At 31 December 2016, Harambee had not recognised any asset in respect of the inventory fraud 
and because of uncertainty, impaired the entire prepayment made to the supplier.  

 
1 

A contingent asset is a possible asset as a result of a past event which existence will only be 
confirmed by occurrence or non-occurrence of one/more uncertain future events not wholly within the 
control of the enterprise.  

 If it is virtually certain that Harambee will obtain future economic benefits, an asset can be 
recognised.  

 If it is probable, then a contingent asset needs to be disclosed 

 
1 

Due to Harambee ordering inventory and having made a prepayment, together with the fraud that 
occurred, at 31 December 2016, Harambee has a possible asset (i.e. a chance of obtaining the 
inventory/repayment of amount paid). The existence of the asset will only be confirmed by the 
ruling by the Judicial Committee.  

 
1 

At best there is a 25% chance of getting the inventory. The scenario states that there is low 
probability. As it is not virtually certain, no asset can be recognised.  
If probable, then a contingent asset will need to be disclosed. If not probable, no contingent asset 
will be disclosed. There should however be some disclosure regarding the asset write-down. 

 
1 
1 

Due to the adjusting event after the reporting period, Harambee must recognise an asset 
(inventory/prepayment) (i.e. a reversal of the inventory/prepayment impairment loss recognised on 
30 April 2016) in its FY2016 separate financial statements.  
Harambee should measure amount of KES800 million in its FY2016 separate financial statements.   

 
1 
 
1 

Hotline – consolidated financial statements 

In order to determine the degree of influence Hotline holds over Harambee, we consider the following: 

 If an investor holds, directly or indirectly, through subsidiaries or joint ventures, 20% or more of the 
voting power of the investee, it is presumed that the investor does have significant influence unless 
it can be clearly demonstrated that this is not the case.  
Hotline holds 2 million of the 5 million shares of Harambee. This results in 40% of the voting power 
and it can be presumed that Hotline has significant influence over Harambee, i.e. Harambee is 
Hotline’s associate. 

 
 
 
 
 
1 

Hotline would have included the potential contingency payment at acquisition (1 May 2016) at the fair 
value (contingent consideration – IFRS3.39). This contingent payment would have been 
remeasured to fair value at 31 December 2016. Disclosure of the contingent payment would be 
required. 

 
1 
1 
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In the group financial statements, the additional information received, would also constitute a 
measurement period adjustment/adjusting event after the reporting period. The ruling by the 
Judicial Committee in fact provides additional information about facts and circumstances that 
existed at acquisition date (1 May 2016), as there was already uncertainty at this date whether the 
inventory/prepayment would be recovered and the fraud already occurred. The ruling thus gives more 
information about conditions already existing at this date. 

 
1 
 
1 

An investment in an associate must be accounted for in accordance with the equity method in the 
consolidated financial statements, except when one of the exceptions apply (which is not the case).  
Accordingly, the Hotline group must recognise an increase in its investment in associates and 
recognise a liability in respect of the purchase consideration to be paid equal to KES320 million 
(40% x KES800 million) as at 31 December 2016.  
This amount should be: 

 discounted to present value (payment likely to be 15 Jan 2017, acquisition date was 1 May 2016);  

 translated at the spot rate at 1 May 2016. The change in spot rate at year-end for the investment in 
associate would affect the FCTR. The change in spot rate for the liability would be accounted for 
through P/L. 

1 
 
1 
 
1 
 
1 
 
1 
 

Hotline must not equity account for the impairment reversal gain recognised by Harambee as this 
does not relate to post-acquisition gains or losses. It only provides more information about facts and 
circumstances that existed at 1 May 2016. 

 
1 

 Available  21  Maximum 9  

Communication skills – appropriate style 1 

Total for part (f)  

 
 

Part (g) Critically discuss whether Hotline would be able to apply hedge accounting in its 
consolidated financial statements, if Hotline entered into an FEC to hedge its 
potential dividend to be received from Harambee. 

a 
 

Hotline would be able to apply hedge accounting in respect of managing their foreign currency risk if 
the hedging relationship consists of eligible hedging instruments and eligible hedged items. 

 
1 

The ZAR–KES FECs that will be used by Hotline in managing its foreign currency risk exposure 
constitute non-written option derivative financial instruments measured at fair value and are therefore 
eligible hedging instruments. 

 
 
1 

It is assumed that Hotline, being a non-financial institution, would transact these FEC derivatives with 
a party external to the Hotline group. 

 
1B 

A hedged item can be a recognised asset or liability, an unrecognised firm commitment, a forecast 
transaction or a net investment in a foreign operation, provided that – 
(a)    the hedged item can be reliably measured; 
(b) the transaction is highly probable, if a forecast transaction; and 
(c) could ultimately affect profit or loss. 

 
 
 
 
1 

The expected dividend to be declared by Harambee can be measured reliably given that its dividend 
policy has been consistently applied for the past nine years. 

1 

The expected dividend to be declared by Harambee does not constitute a recognised asset or 
liability up to and including 31 December 2016 and therefore constitutes a forecast transaction up to 
and including declaration on 31 December 2016 and a recognised transaction thereafter. In order for 
a forecast transaction to qualify as a hedged item it must be highly probable. 

1 
 
1 

The expected dividend to be declared by Harambee can be argued as being highly probable given that 
the dividend policy has been consistently applied for the past nine years and there is no 
indication that the profitability of Harambee has been significantly impacted during the current 
financial year that would hamper dividend declaration per this policy. 
Or 
Highly probable indicates a very low probability of non-occurrence of the forecast transaction (in 
practice assumed to be 90% probable); accordingly the forecast dividend cannot be considered 
highly probable as dividends are solely at management discretion irrespective of the dividend 
policy and will only be considered to be highly probable on declaration. 

 
 
 
1 

The expected dividend does not give rise to an exposure that will be recognised in profit or loss in  
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the consolidated financial statements of Hotline as the dividend is eliminated when equity 
accounting is applied in the consolidated financial statements. Accordingly, the expected dividends 
cannot qualify as a hedged item as it will not impact consolidated profit or loss. 

1 

After declaration on 31 December 2016, Hotline would have a recognised foreign currency 
dividend receivable which exposes the Hotline group to foreign currency risk and therefore constitutes 
a qualifying hedged item. 

 
 
1 

Hotline would therefore only be able to apply hedge accounting in respect of the currency risk 
subsequent to dividend declaration, i.e. between the period of 31 December 2016 and settlement 
on 31 January 2017. 

 
 

1C 

Available 11 Maximum 7   

Communication skills – logical argument 1 

Total for part (g)  

 
 

Part (h) Present the relevant extracts of the consolidated statement of financial position of 
Hotline relating to Harambee as at 31 December 2016.  

 
 

 

Hotline Ltd  

Consolidated statement of financial position  

Non-current assets ZAR  

Investment in associates (from calculation) 463 795 956 1P 

Current assets   

Dividend receivable from associates  
(310 000 000/8,32 x 40%) 14 903 846 1 

Equity   

Share capital (400 000 000/7.85) 50 955 414 1 

Retained earnings: 

 40% since acquisition R/E of Harambee (from calc) 
(R29 796 954 – R14 903 846 + 2 030 457) = R16 923 565 

 Movement on the deferred pmt  
(R26 962 401 – R24 711 128) = (R2 251 273)  

 Movement on the contingent consideration  
(R40 764 331 – R38 461 538) = R2 302 793 

16 975 085 
 
 
 
 
 
 

Max 
2C 

 
 
 

Investment equity reserve    2 284 264 1 

Foreign currency translation reserve    (22 950 420)  1C 

Non-current liabilities   

Purchase price payable (FV = 300 million, rate 22%, P/Y = 12, n = 16, 

PV = 224 327 180 / 8.32) 26 962 401 
 

1C 

Current liabilities   

Other payables: Contingent payment 
(320 000 000 / 8.32)      38 461 538  1P 
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Calculation: KES  FX ZAR  

At acquisition equity     

Total equity 2 500 000 000 7.85 318 471 338  

Inventory adjustment 800 000 000 7.85 101 910 828 1 

Intangible asset FV adjustment 
(800 – 1 220) 

(420 000 000) 7.85 (53 503 185) 1 

Total equity at acquisition 2 880 000 000    

Hotline’s 40% interest in Harambee 1 152 000 000  146 751 592 1P 

 
Consideration 

    

Immediate cash 300 000 000  7.85 38 216 561  
1 Shares @ FV 400 000 000  7.85 50 955 414 

Deferred cash 
(FV = 300 million, rate 22%, P/Y = 12, n = 24,  

PV = 193 982 351) 

  
 

193 982 351  

7.85 24 711 128 1P 
 
1 

Contingent payment (800 million x 40%) 
*If discounted, add 1P mark 

320 000 000  7.85 40 764 331 1 
1P 

Total consideration 1 213 982 351    

Goodwill (included in consideration) 61 982 351   1P 

     

Investment in associate     

Consideration including goodwill 1 213 982 351 7.85 154 647 433 1 

Net investment loan 2 500 000 000  7,99 312 891 114  1 

Retained earnings:     

* Profit for the year 
   ((2,309 - 2,032 + 310) x 40%) 

 
234 800 000 

  
7,88 

 
29 796 954 

 
2 

* Dividends Declared (310 x 40%) (124 000 000) 8,32 (14 903 846) 1 

* Amortisation of intangibles 
  ((800 -1220)/7 x 8/12 (or 8/84) x 40%) 

  
16 000 000  

 
7,88  

 
2 030 457  

 
1 

Investment equity reserve 
((263 - 218) x 40%) 

 
18 000 000  

 
7,88  

 
2 284 264 

 
 

FCTR                                 (22 950 420)   

Investment In associate 3 858 782 351 8,32  463 795 956  

Available 24 Maximum 19 

 


