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Review conclusion

To the Shareholders of First Mutual Properties Limited
We have reviewed the accompanying inflation adjusted interim condensed consolidat ed financial information of First
Mutual Propert ies Limited and its subsidiaries (“ the Group” ) , as set out on pages 8 to 22, which comprise t he
inflation adjust ed Interim Condensed Consolidat ed St atement of Financial Posit ion as at 30 June 2020 and t he
related inflation adjust ed Interim Condensed Consolidat ed Stat ement of Comprehensive Income, t he inflation
adjust ed Interim Condensed Stat ement of Changes in Equit y and the inflation adjusted Interim Condensed Statement
of Cash Flows for the six-mont h period then ended and explanatory not es.
Management is responsible for the preparation and presentation of this inflation adjusted Interim Condensed
Consolidated Financial Information in accordance wit h the Int ernal Financial Reporting Standards. Our responsibilit y
is to express a review conclusion on t his Interim Condensed Consolidated financial informat ion based on our review.
Scope of review

We conducted our review in accordance with Internat ional Standard on Review Engagements 2410 , “ Review of
Interim Financial Information Performed by the Independent Auditor of the Entity” . A review of int erim financial
information consists of making inquiries, primarily of persons responsible for financial and account ing mat t ers, and
applying analytical and other review procedures. A review is subst antially less in scope than an audit conduct ed in
accordance wit h International Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant mat ters that might be identified in an audit. Accordingly, we do not express
an audit opinion.
Basis for adverse review conclusion
Non-compliance with International Financial Reporting Standards IAS 21- The Effects of Changes in Foreign
Exchange Rates: in the prior period and inappropriate application of IAS 8 – Accounting Policies, Changes in
Accounting Estimates and Errors

As explained in note 4 t o the inflation adjusted Condensed Consolidat ed Interim Financial Stat ements, the Group
changed it s funct ional currency from t he United States Dollars (US$ ) to Zimbabwe Dollars (ZWL) on 23 February
2019 in or der to comply with St at utory Instrument 33 of 2019 issued on t he same date. We however believe that
t he change in currency occurred prior to t hat date. The inflat ion adjusted condensed consolidated interim f inancial
information is present ed in ZWL.
Zimbabwe witnessed significant monetary and exchange cont rol policy changes in 2016 and increasingly through to
2019. The Reserve Bank of Zimbabwe (RBZ) together with the Minist ry of Finance and Economic Development
promulgated a series of exchange cont rol operat ional guidelines and compliance frameworks during this period.
Specifically, there was a requirement for banks to separate out FCA RTGS Account s from the FCA Nostro US$
Account s during October 2018. Although the rate was legally pegged at 1:1, multiple pricing pract ices and other
t ransactions observed and reported publicly indicated exchange rat es ot her than 1:1 bet ween RTGS and t he US$
amounts. In February 2019 there was a Monet ary Policy statement which introduced the RTGS Dollar (RTGS$) and
t he interbank foreign exchange market . Furthermore, Statutor y Instrument 142 of 2019 specified that for all
domestic t ransact ions, the Zimbabwe Dollar or ZWL (which comprises RTGS$, Bond not es and Bond Coins) was t he
sole legal tender effective 24 June 2019.
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These event s triggered the need for the Group to assess whet her there was a change in functional currency (from
US$ to RTGS$/ ZWL) and to determine an appropriate spot rate as required by IAS 21. We believe that events in the
market and subsequent promulgation of t he RTGS$ and ZWL as formal currencies support s that t here was a change
in functional currency from US$ to ZWL on 1 October 2018, and that transact ions in the market indicated a different
rat e bet ween the t wo currencies despite t he legal 1:1 RTGS$/ ZWL: US$ exchange rate nor the interbank rate
t hereafter. Management however applied the 22 nd of February 2019 as t he date of change in functional currency
and continued to use exchange rat es which were not compliant with IAS21, consequently resulting in non-compliance
with IAS29 as well. The predecessor auditor therefore issued an adverse opinion in 31 December 2019.
Management has not restated the opening balances t o resolve these mat ters which resulted in the adverse audit
report in the prior period in accor dance with IAS 8 – Accounting Polices, Changes in Accounting Estimates and Errors,
further, some of the mat ters are cont inuing as discussed below. In addition, there was a consequent ial impact of the
application of IAS 29 in the prior period. Had the correct base numbers and star t date been used the outcome would
have been materially different . Consequently:

·

All corresponding numbers remain misstated on the consolidated inflat ion adjusted Statement of Profit or
Loss and other Comprehensive Income, consolidated inflation adjusted Statement of Financial Position, the
consolidated inflation adjusted St atement of Changes in Equity, and t he consolidated inflation adjusted
Stat ement of Cash Flows; this also impact s comparabilit y of t he current year’s figures.

·

As opening balances enter into the determinat ion of cash flows and performance, our current year opinion
is modified in respect of the impact of this mat ter on the consolidated inflation adjusted St atement of Cash
Flows, t he Statement of Profit or Loss and Ot her Comprehensive Income and the Statement of Changes in
Equity.

Furthermore, not withstanding that IAS 29 - Financial Report ing in Hyperinflationary Economies has been applied
from 1 Jan 2018 to 30 June 2020 it is not ed that it s applicat ion was based on inappropriate numbers as a result of
t he non-compliance wit h IAS 21 / IAS 8 as described above.
In addition to the impact on the corresponding numbers, current year performance and cash flows the mat ter
continues t o impact the balances on the Statement of Financial Position as some of these st ill comprise of amount s
from opening balances.
Whilst this mat ter might not affect all accounts in the Statement of Financial Position, t he specific account s and the
port ions affect ed by this mat ter have not been ident ified / quant ified here. This is due to the further mat ters requiring
modification (which have been discussed below) and which result in virtually all amount s being incorrectly st ated.
Exchange rates used (Non-compliance with IAS 21)

As outlined in Not e 4 t o the interim consolidated inflation adjusted f inancial st at ement s, for t he half year ended 30
June 2020, the Group t ranslated foreign denominat ed t ransact ions and balances using t he int erbank rate up to 23
June and t he auct ion rat e t hereafter. In view of the cont inued distort ions in the foreign exchange market during t he
year, the Group could not est ablish spot exchange rates that meet the requirements of IAS 21.
Had exchange rates cont emplated by IAS 21 been available on the market , vir tually all balances and amount s on t he
inflation adjusted financial statements would have been affect ed in a material manner except for Inventory and Share
Capital. However, owing to the lack of market wide information on spot rates available to the Group and the other
mat ters discussed above it is not possible t o quant ify t he impact of t his on t he Group’s inflat ion adjusted financials
for the period under consideration.
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Valuation of investment properties

The Group’s invest ment propert ies are carried at ZWL7 195 722 336 (2019: ZWL 3 647 165 170) as at 30 June
2020. These properties were valued in USD$ using historical US$ denominated input s and conver ted t o ZWL at t he
interbank rat e both in prior year and at t he auct ion rate as at 30 June 2020. We believe that applying a conversion
rat e to a USD valuation t o calculate ZWL propert y values may not be an accurat e reflect ion of market dynamics, as
risks associated with currency trading do not always reflect t he risks associated with proper t y t rading. Owing to the
nat ure of t he matt er, we are unable to quantif y the possible impact .
There is therefore a disagreement with management on the conversion of t he USD$ valuation into ZWL$ valuation.
The prior year audit report was also modified due to this mat t er.
Consequential impact of the above matters on IAS 29 accounting

Furthermore, notwit hstanding that IAS 29 - Financial Reporting in Hyperinflationary Economies has been applied
from 1 Jan 2018 to 30 June 2020, it is not ed t hat it s application was based on prior and current periods’ financial
information which has been misstat ed as a result of mat t ers described above. Had the correct base numbers and
st art date been used, virtually all elements of the financial st atements would have been mat erially different .
The effects of t he above departures from IFRS are mat erial and pervasive to the interim condensed and separate
consolidated financial informat ion.
Other Matter

The Consolidated inflation adjusted financial st atement s of t he prior period ended 31 December 2019 were audited
by Pricewat erhouseCoopers Chartered Accountant s Zimbabwe and an adverse opinion was expressed on 06 July
2020. The basis of the adverse opinion was that financial st at ements had not been prepared in conformit y with IFRS,
in that the requirements of IAS 21 and IAS 29 had not been complied with. Furthermore, t he audit report was
modified due to the limitations arising in t he valuat ion of invest ment proper ty due to the applicat ion of significant
unobservable inputs.
Adverse review conclusion

In view of the mat ters described in the preceding paragraphs, the inflation-adjusted interim condensed consolidated
financial information is not prepared, in all material respect s, in accordance with International Financial Reporting
Standards.
The engagement par tner on t he review audit resulting in this review conclusion report on the interim condensed
consolidated financial informat ion is Constance Chakona (PAAB Pract icing Cer tificate Number 0431).

Ernst & Young
Chartered Accountant s (Zimbabwe)
Regist ered Public Audit
Harare
29 September 2020
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