Revision Kit Q15. Q3 Post balance sheet events (Held for sale, Investment property, SBP, Acquisition with shares). Reporting 12 Dec 20x5
a) Ryder sells Krup with loss $9m without intention to sell, NA $20m & goodwill $12m, Krup made loss $2m in Nov 20x5
DISCONTINUED
An operation is discontinued if it is closed or sold during the financial year or held for sale at the year end.

HELD FOR SALE

An operation is held for sale if it fulfils all the following criteria:
Sell – clear attempt to sell

Available – available for sale

Locate – locating purchaser

Expected – expected within 12 months

CONCLUSION

But Rider’s intent at the year end is to keep Krup. So the Krup is a continuing subsidiary and is consolidated as normal.

EVENT AFTER REPORTING PERIOD (EARP)

The scenario tells us that nothing happened after the year end to cause the falling value of Krup. The subsidiary must have been impaired during the current year. (Adjusting EARP)
IMPAIRMENT

There fore we must adjust for impairment.


Before
impairment
After




Goodwill
12m
(9)m
3m

Net assets
20m
(0)m
20m

CGU(sub)
32m
(9)
23m

LOSS

Next year losses of $2m would be recognised next year because IFRS prohibits provisions on operating losses.
d) Ryder acq X with intend a sale for a loan of $20m on Nov 20x4. X was repaired on Nov 20x5 and sold $27m on Dec 20x9. X depreciation 5%, nothing was charged. YE OCT 20x5
INITIAL TRANSACTION

The partial swap of a receivable for property is a barter transaction and should be recorded at fair value. If $20m is a fair value then this is fine.

HELD FOR SALE

The property is held for sale if it fulfils all the following criteria:

Sell – clear attempt to sell

Available – available for sale

Locate – locating purchaser

Expected – expected within 12 months

CONCLUSION

But the property is still under repair at the current year end and so not genuinely available for sale. So, the asset must go back to non current assets.
INVESTMENT PROPERTY

The property appears to fulfil the investment property criteria:

Investment – intent to sell eventually

Complete - finished

Empty – unoccupied by the group

ACCOUNTING

So on that basis the following would be recorded:

Opening
20m

Gain

7m

Closing

27m

EVENT AFTER REPORTING PERIOD (EARP)

The above closing fair value uses an adjusting EARP because the property was sold for $27m after the year end. 

e) SARs (10m) were granted on Nov 20x3 & paid to employees on 1Dec 200x5. The rights vested on 31 Oct 20x5. Liability rec 20x4 and was not changed in Oct 20x5
FV per share: Oct 20x4-$6; Oct 20x5-$8; Dec 20x5-$9. YE Oct 20x5
SHARE BASED PAYMENTS (SBP)

The share based payments obligation is measured as follows:

SBP                                   NUMBER OF RIGHTS  
    FAIR
TIMING 

OBLIGATION
   EXPECTED TO VEST 
  VALUE           RATIO
FAIR VALUE

Fair value depends on the type of deal that you make with the employees:

Contract

Settlement

Fair value

OPTIONS

IN EQUITY

GRANT         (appears in equity)

SARS


CASH


CURRENT    (appears in obligation)

MOVEMENT

So the SARs obligation moves as follows during the year

Opening

(10)(1/2)(6) = 30

Operating cost


          50
Closing


(10)(2/2)(8) = 80
FINANCIAL STATEMENTS

So the balance of $80m will go to current obligation because the outflow is expected soon and the cost of $50m will go into operating cost.

EVENT AFTER REPORTING PERIOD (EARP)

We owed employees $80m at the year end. The fact that we paid $90m 6 weeks later does not change this. 
So maybe, the extra $10m would be disclosed as a non adjusting EARP.

b) Ryder acquired Metalic on 21Jan 20x4 for 2m ordinary shares of $1m + further 300,000 shares if profit of Metalic exceeded $6m for ey 31 Oct 20x5. The average profit of metallic for a year was $7m and the shares were issued on 12Nov 20x5. RYDER INCLUDED AN ESTIMATE OF $7M TO THE COST OF ACQ. FV of shares $10m per share. FV of shares as at 12 Nov 20x5 $11m. YE Oct 20x5

ACQUISITION

The organisation requires the measurement as follows:

FV of consideration
x

FV of NCI

x

FV of Net assets
(x)
Goodwill

XX

FAIR VALUE

In this context FV means fair value based on what was known at acquisition. This means that Ryder should value the above based on what was known on 21 Jan 20x4 and not upon what actually happened later.
CONTINGENT CONSIDERATION (300,000 SHARES)

This idea applies to 300,000 shares. Contingent shares depend upon the profit threshold.

FLOW

Using the following it did seem likely on 21 Jan 20x4 that 300,000 shares would flow:

Average profit ($7m)    >   Threshold profit ($6)

So the inclusion of the 300,000 shares does seem reasonable.

SHARE PRICE

The share price used for all 300,000 shares above was the price of $10 on 21 Jan 20x4. This too seems reasonable as that price would be the most up to date value at acquisition.
CONCLUSION
It seems they did reasonable assumptions regarding contingent consideration

CONSIDERATION

So the consideration was reasonably valued as follows:

FV consideration = (2m)($10) + (0.3m)($10) = $23m

EVENT AFTER REPORTING PERIOD (EARP)

The share issue related to the above occurred on 12 Nov 20x5 just after the year end. Of course the share capital would not be adjusted for this issue but I suggest the share issue should be disclosed (non adjusting EARP).
