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QUESTION 2 40 marks 
 
Ignore Value-Added Tax (VAT). 
 
Qualtail Movers (Pty) Ltd (‘Qualtail’), a company incorporated in South Africa, was founded 
on 1 July 2012 when Movers & Shakers Ltd (‘Movers & Shakers’) approached Hummingbird 
Ltd (‘Hummingbird’) to co-invest in a new furniture removal business. Movers & Shakers is a 
national haulage company and Hummingbird is a general retailer that uses a quality-based 
strategy to differentiate itself from competitors. The new business allowed Movers & Shakers 
to combine its expertise in the haulage industry with Hummingbird’s existing customer base 
and reputation for quality. 
 
Key terms of the Qualtail shareholders’ agreement 
 
On 1 July 2012 Movers & Shakers contributed R8 million in cash to Qualtail for an 80% 
shareholding and Hummingbird contributed R2 million in cash for a 20% shareholding  
 
The following are the key terms of the shareholders’ agreement signed on 1 July 2012 
between Hummingbird and Movers & Shakers with regard to their investment in Qualtail: 
 
1 Movers & Shakers is responsible for the day-to-day operational and administrative 

matters of Qualtail.  
2 Movers & Shakers must provide Hummingbird with quarterly management reports with 

regard to Qualtail. 
3 Any strategic decisions require the unanimous agreement of both parties. Any 

decisions relating to the ‘relevant activities’ of Qualtail, as defined in IFRS 10 
Consolidated Financial Statements, are considered to be strategic decisions. 

4 In the event of negligence or fraud on the part of Movers & Shakers, Hummingbird will 
assume sole control of the assets and operations of Qualtail. 

 
Qualtail has been correctly classified and accounted for by Hummingbird and Movers & 
Shakers as a joint venture in accordance with IFRS 11 Joint Arrangements. 
 
Fraud complaint and investigation by Hummingbird 
 
On 10 October 2013 the Hummingbird customer services department investigated a 
complaint from a client who had been blacklisted for unpaid debt to Qualtail, despite having 
been issued with a receipt for the full amount. Because a management conference was 
being held at the time, only a junior employee in the finance department of Movers & 
Shakers could be reached. This employee confirmed that the debt of the customer had been 
written off as irrecoverable in the accounting records of Qualtail. Further investigations 
revealed that Movers & Shakers had been systematically underreporting cash receipts from 
Qualtail’s debtors and had written off the differences as irrecoverable. 
 
As a result, Hummingbird invoked its right to assume sole control of Qualtail on 
1 November 2013 in terms of the shareholders’ agreement. On that date –  

 the high court upheld Hummingbird’s right to assume sole control and ordered Movers 
& Shakers to repay the stolen monies to Qualtail;  

 The fair value of Hummingbird’s interest in Qualtail was R2 500 000; and  

 Hummingbird appointed forensic experts to conduct a detailed analysis in order to 
quantify the extent of the fraud committed by Movers & Shakers since the inception of 
Qualtail. 
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Forensic investigation results 
 
The investigation by forensic experts was completed on 10 June 2014 and concluded that – 

 Movers & Shakers had defrauded Qualtail of cash receipts amounting to R530 000 
during the year ended 30 June 2013 and a further R445 000 from 1 July 2013 to 
31 October 2013; and 

 the amounts that had been written off as ‘irrecoverable’ had been credited to the 
allowance for credit losses account, with the resulting debit entry recognised as bad 
debts written off. 

 
Movers & Shakers complied with the court order of 1 November 2013 and repaid the cash 
amounts stolen to Qualtail on 15 June 2014. 
 
Buy-out of Movers & Shakers by Hummingbird 
 
On 30 June 2014 Hummingbird argued before the court that the company’s relationship with 
Movers & Shakers had been irreparably damaged by the events. It further argued that it 
should be awarded the right to force Movers & Shakers to sell its interest in Qualtail to 
Hummingbird. The high court agreed and granted Hummingbird the right to purchase the 
Qualtail shares held by Movers & Shakers for R9 200 000.  
 
In view of the negative publicity arising from the court case, Movers & Shakers decided to 
accept the court’s decision rather than to appeal. On 30 June 2014, Hummingbird purchased 
Movers & Shakers’s interest in Qualtail in terms of the court order and the related cash was 
paid to Movers & Shakers on the same day. 
 
Trial balances and additional information 
 
The following are the trial balances of Qualtail. These trial balances (and the information 
contained below) were prepared before any adjustments resulting from the findings from the 
above forensic investigation had been accounted for: 
 

 
Twelve 

months ended 
30 June 2013 

Four months 
ended 

31 October 
2013* 

 R R 

Property, plant and equipment 7 500 000  6 850 000  

Trade receivables 2 800 000 3 300 000  

Allowance for credit losses (560 000) (1 010 000) 

Bank 2 498 700  3 393 900  

Share capital (10 000 000) (10 000 000) 

Retained earnings – beginning of the period –   (740 000) 

Total liabilities (1 498 700) (1 203 900) 

Profit after tax for the period (740 000) (590 000) 

Total  0 0 

   

 
* Unless otherwise stated, assume that these amounts approximate fair value where 

applicable. 
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The profit after tax of Qualtail for the period from 1 November 2013 to 30 June 2014 was 
R990 000, before reflecting any of the information set out below: 
 
1 Trade receivables 
 

 1 November 
2013 

30 June 
2014 

Fair value of trade receivables  R2 205 000 R5 525 000 

 
The trade receivables at 1 November 2013 exclude any claims by Qualtail against Movers & 
Shakers to repay stolen monies. 90% of the net outstanding trade receivables balance 
(excluding any claims by Qualtail against Movers & Shakers to repay stolen monies) per the 
trial balance on 1 November 2013 had been collected by 30 June 2014.   

 
2 Lease commitment 

 
Qualtail signed an operating lease agreement with an independent third party on 
1 July 2012. In terms of this agreement Qualtail is entitled to the use of three warehouses 
with related office space for a five-year period. Rental of R65 000 is payable monthly in 
arrears, starting on 31 July 2012. There is no escalation clause.  
 
As a result of changes in the market for warehouse space, the market-related rental has 
changed as follows since 1 July 2012: 
 

Market-related rental per month R 

30 June 2013 68 000 

31 October 2013 75 000 

30 June 2014 75 000 

 
3  Legal contingency 
 
During the year ended 30 June 2013 a client sued Qualtail for R100 000, claiming that her 
furniture had been damaged due to negligence. The client was not aware that the truck 
transporting this furniture had been involved in an accident en route to the delivery. The law 
suit was still in progress at 30 June 2014.  
 
The following information about the law suit was compiled by the company’s expert legal 
advisors: 

 

Date 
Fair value 
of claim 

Likelihood of success 

 R  

30 June 2013 20 000 Remote 

31 October 2013 25 000 Not probable, but no longer remote 

30 June 2014 25 000 Not probable, but no longer remote 

 
A successful claim by the client will lead to a tax deduction for Qualtail for the amount paid. 
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4 Fair value of Movers & Shakers’s interest in Qualtail  
 

The fair value of Movers & Shakers’s interest in Qualtail was determined by an independent 
valuer to be as follows: 

 

 R 

30 June 2013 6 600 000 

31 October 2013 8 750 000 

30 June 2014 9 200 000 

 
5 Tax information 
 
As a result of the fraud committed by Movers & Shakers, the South African Revenue Service 
(SARS) has reopened the 2013 tax return of Qualtail for the overstatement of the bad debts 
written off, but has agreed to waive interest and penalties. 

 
The correction of the amount owing to SARS in respect of the overstatement of bad debts 
has not been included in the trial balances at 30 June 2013 and 31 October 2013. 

 
6 Accounting policies 

 
Hummingbird measures investments in subsidiaries, associates and joint ventures at cost in 
its separate financial statements. 

 
At acquisition date, Hummingbird elected to measure the non-controlling interest in Qualtail 
at its fair value in terms of IFRS 3 Business Combinations. 
 
7 Other information 
 
An appropriate pre-tax discount rate is 8,00% per annum, compounded monthly, while an 
appropriate after-tax discount rate is 5,76% per annum, compounded monthly. 
 


