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1. PREFACE
1.1. This paper has been prepared by the Institute of Chartered Accountants of Zimbabwe
(ICAZ’s) Accounting Practices Committee (APC) to contribute to the national guidance
on “Reporting considerations on change in functional and presentation currency in
Zimbabwe” to be issued by the Public Accountants and Auditors’ Board (PAAB). PAAB
has the mandate to set financial reporting standards in Zimbabwe. ICAZ has
responsibility to contribute to both local and international standard setting.
1.2. The guide is a result of ICAZ consultation with its members in both public and private
practice, legal experts, economists, bankers, and various regulators. This work is done
under ICAZ’s obligation to national contribution, standard setting and member support
activities. The guidance has also been independently reviewed by other experts and
accountancy association outside Zimbabwe.
1.3. The reporting guide is for financial statements that have been prepared in accordance with
International Financial Reporting Standards (“IFRS”), or International Financial
Reporting Standards for Small and Medium-sized Entities (“IFRS for SMEs”). Although
accounting guides do not have the authority of IFRS or IFRS for SMEs, in the event of
significant deviation from the guidance given, and should the member’s actions be
questioned, the member may be required to demonstrate that such deviation was justified.
1.4. This reporting guide is therefore not a new standard or Circular. It is a guide in application
of IFRS or IFRS for SMEs with the aim of promoting entities to consider and have
guidance on the impact of the current changes to economic environment and monetary
policy pronouncement. The application of this guidance is therefore entity specific and
expert IFRS advice may be needed in applying it. The guide is neither a
pronouncement of the legal currency for use in Zimbabwe nor a new standard or
reporting guidance set by ICAZ.
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2. REFERENCES
IFRS:
•
•
•
•
•
•
•
•

Conceptual Framework for Financial Reporting (issued in September 2010 and in March 2018)
IAS 1 Presentation of Financial Statements
IAS 2 Inventory
IAS7 Statement of Cash Flows
IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10 Events After the Reporting Date
IAS 21 Effects of Changes in Foreign Exchange Rates
IAS 29 Financial Reporting in Hyperinflationary Economies

IFRS for SMEs:
•
•
•
•
•
•
•
•
•

Section 2 Concepts and Pervasive Principles
Section 3 Financial Statement Presentation
Section 7 Statement of Cash Flows
Section 8 Notes to Financial Statements
Section 10 Accounting Policies, Estimates and Errors
Section 13 Inventories
Section 30 Foreign Currency Translation
Section 31 Hyperinflation
Section 32 Events After the Reporting Period

3. ABBREVIATIONS
For clarity the following terms shall be abbreviated as follows if not shown in the main text:
International Financial Reporting Standards (IFRS)
International Accounting Standards (IAS)
Implementation Guidance (AG)
Basis of Conclusion (BC)
Dissenting Opinions (OP)
Annual Financial Statements (AFS)
Reserve Bank of Zimbabwe (RBZ)
International Financial Reporting Standards (IFRS)
International Financial Reporting Standards for Small to Medium Entities (IFRS for
SMEs)
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4. BACKGROUND
4.1. Entities in Zimbabwe are operating in a multi-currency regime since adoption of multicurrency by the Government of Zimbabwe in 2009. The British Pound, Euro, United
States Dollar, South African Rand, Botswana Pula were adopted as the multi-currency
basket in February 2009. In January 2014 the Reserve Bank of Zimbabwe (RBZ) issued a
monetary policy statement which added the Chinese Yuan, Australian Dollar, Indian
Rupee, Japanese Yen into the basket of multi-currencies. The United States Dollar (US$)
and the South African Rand (ZAR) were the most used at the beginning, however, the
US$ got more dominance and was designated as the functional and presentation currency
by both business and monetary authorities. The US$ is not specifically adopted as the
currency of Zimbabwe, other than being a part of one of the legally allowed multicurrencies.
4.2. Zimbabwe witnessed significant monetary and exchange control policy changes between
2016 through to 2018. The challenges were as a result of the shortage of the foreign multicurrencies in Zimbabwe, especially the US$ which had been in wide use. US$ cash and
local bank foreign nostro reserves were in very limited supply. The RBZ legally introduced
the bond notes in October 2016 and encouraged the increased use of the other multicurrencies. The bond notes were printed only in $2 and $5 in limited supply and electronic
money was encouraged which happened through the Real Time Gross Settlement (RTGS)
system and mobile platforms. The currency introduced by the RBZ Act included the
foreign currencies as per the multi-currency basket and the local currency in form of bond
notes and coins and bills of exchange, promissory notes, letters of credit, etc. The bond
notes were introduced at fixed rate of 1:1 with the US$ and were both kept and transacted
in the same foreign currency bank account. In January 2018 the RBZ instructed the banks
to ring fence actual foreign currency deposits from RTGS transfer deposits.
4.3. In October 2018, the RBZ bank instructed the separation and official opening of the
Foreign Currency Account RTGS account (FCA RTGS for local electronic money
transfers) and the FCA Nostro for actual foreign currency deposits or export proceeds,
still pegged at 1:1. The money circulating in Zimbabwe is estimated at $9 billion of which
the estimated actual foreign currency is less than US$500 million. Thus, the RTGS balance
is therefore the rest of the balance. Most Zimbabwean entities are importers, hence, the
acute shortage of the foreign currency in cash and in local bank foreign nostro accounts
gave rise to an informal foreign currency market between the local bond note, RTGS bank
balance and mobile money. The FCA RTGS and the FCA Nostro bank accounts are
pegged at 1:1 but local banks cannot avail the US$ at 1:1, unless an entity has directly
deposited actual US$ cash, received export proceeds or has been allocated by the RBZ on
the foreign currency priority strategic imports list that includes fuel and medicines.
[Refer: Appendix A for detailed Fact Pattern of Zimbabwean Currency Events]
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5. SCOPE [Refer: AG 9.1-9.2 and BC 10.2-10.4 ]
5.1. This reporting guide applies to the reporting entities in Zimbabwe or those with interests
in Zimbabwean reporting entities as their foreign entities or as foreign debtors ore
receivables:
a) Who has difficult accessing foreign currency from banks at the official RBZ exchange
rate of 1:1;
b) Has no access to or is only receives a portion of its foreign currency export proceeds
from RBZ and pays for most of its expenditure in a local currency;
c) May have difficulties in realising its assets & liabilities balances at the official RBZ in
foreign currency using the 1:1 exchange rate.
5.2. Reporting entities that sold in actual US$ and had unlimited access to actual US$ at official
rate should not apply this guide.
5.3. Reporting entities that had been designated as foreign entities with a functional currency
other the US$ even though operating in Zimbabwe should not apply this guide

6. ISSUES [Refer: AG 9.3 -9.31 and BC 10.5-10.10 ]
6.1. When a reporting entity suspects that its functional currency has changed it shall
determine the new functional currency and account for the change in functional currency.
[IAS21.9-13 and 35-37/IFRS for SMES Section 30]. Consequently, this reporting guide
address the following:
•

Whether the United States Dollar (US$) is the reporting entity’s functional currency
operating in Zimbabwe?

•

When there is a change in functional currency, how should the reporting entity
account for the change in functional currency? What is the reporting entity’s date of
effective change in functional currency?

•

What presentation currency should the Zimbabwean reporting entity use for the
preparation and presentation of its financial statements?
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•

What are the exchange rate considerations that the reporting entity should make
where there is no official exchange rate market?

•

How should an entity present and disclose aspects around change in functional and
presentation currency in Zimbabwe?

•

Should the Zimbabwean entity consider whether it is operating in a hyperinflationary
environment. If so, how should the effect of hyper-inflation be reflected in the
reporting entity’s financial statements?

•

How should the foreign reporting entity with interest in a Zimbabwean reporting
entity account for its investment in the separate and group financial statements.

7. CONSENSUS
i.

Whether the United States Dollar (US$) is the reporting entity’s functional
currency operating in Zimbabwe?
a) Reassessment of Functional currency by a Zimbabwean Reporting Entity

[Refer: IAS 21 paragraphs 8& 9-10 and 13//IFRS for SMEs Section 30.2-30.4
[Refer: AG 9.3 -9.28 and BC 10.11-10.24 ]
7.1. Economic transactions and events of the reporting entity should be recorded using “the
currency of the primary economic environment in which the entity operates” (the
reporting entity’s functional currency”. Thus, financial information of the reporting
entity in Zimbabwe will be relevant and faith fully represent what it purports to present
(useful), if it is recorded in the currency of the Zimbabwean economic environment, in
which the reporting entity operates.
7.2. An entity’s functional currency reflects the underlying transactions, events and conditions
that are relevant to it. Accordingly, once determined, the functional currency is not
changed unless there is a change in those underlying transactions, events and conditions.
7.3. A reporting entity in Zimbabwe which previously used the US$ as its functional currency
shall consider whether its functional currency has changed due to the change in both
fundamental economic environment and monetary policies. In determining the new
functional currency, other than the US$, the entity shall consider the following:
•

Whether the reporting entity’s primary economic environment is Zimbabwe? The
primary economic environment in which an entity operates is normally the one in
which it primarily generates and expends cash. The reporting entity’s primary
economic environment is Zimbabwe if all or a significant portion of its sales are
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generated from Zimbabwe and all or a significant portion of costs are spent in
Zimbabwe, using the Zimbabwean currency(ies).

•

Whether the US$ still satisfies the indicators of functional currency after the
economic and monetary policy changes in Zimbabwe? An entity considers the
following factors in determining its functional currency:

•

the currency that mainly influences sales prices for goods and services (this will often
be the currency in which sales prices for its goods and services are denominated and
settled);

•

the currency of the country whose competitive forces and regulations mainly
determine the sales prices of its goods and services.

•

the currency that mainly influences labour, material and other costs of providing
goods or services (this will often be the currency in which such costs are denominated
and settled).
7.4. The above are the primary indicators and should be given highly priority in determining
the functional currency of the reporting entity.
7.5. The following factors may also provide evidence of an entity’s functional currency
(secondary factors):
•

the currency in which funds from financing activities (i.e. issuing debt and equity
instruments) are generated.
•
the currency in which receipts from operating activities are usually
retained.
7.6. The secondary factors should be regarded as additional indicators to support the
conclusion based on the primary indicators. This is because the secondary indicators are
not linked to the primary environment in which an entity operates but provide additional
supporting evidence.
b) Reassessment of Functional currency of foreign operation in Zimbabwe by
a Foreign Reporting Entity outside Zimbabwe
[Refer: IAS 21 paragraphs 9-13/IFRS for SMEs Section 30.2-30.5
[Refer: AG 9.29-9.31 and BC 10.11-10.24 ]
7.7. A foreign reporting entity with interest in a Zimbabwean reporting entity, which had a
US$ functional currency, shall perform the following in reassessing the functional
currency of its foreign operation in Zimbabwe:
•
Consider the primary and secondary indicators as above made by the Zimbabwean
foreign operation (foreign operation self-assessment);
•
Consider the additional factors in determining the functional currency of a foreign
operation, and whether its functional currency is the same as that of the reporting
9
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entity (the reporting entity, in this context, being the entity that has the foreign
operation as its subsidiary, branch, associate or joint arrangement):
•
whether the activities of the foreign operation are carried out as an extension
of the reporting entity, rather than being carried out with a significant degree of
autonomy. An example of the former is when the foreign operation only sells
goods imported from the reporting entity and remits the proceeds to it. An
example of the latter is when the operation accumulates cash and other
monetary items, incurs expenses, generates income and arranges borrowings, all
substantially in its local currency.
•

whether transactions with the reporting entity are a high or a low proportion of
the foreign operation’s activities.

•

whether cash flows from the activities of the foreign operation directly affect
the cash flows of the reporting entity and are readily available for remittance to
it.

•

whether cash flows from the activities of the foreign operation are sufficient to
service existing and normally expected debt obligations without funds being
made available by the reporting entity.

7.8. The foreign reporting entity is thus supposed to first consider the functional currency its
Zimbabwean foreign operation would regard as its functional currency. It will then
consider the additional factors arising from its relationship and the degree of autonomy
afforded the Zimbabwean reporting entity.
7.9. When the above indicators are mixed, and the functional currency is not obvious,
management uses its judgement to determine the functional currency that most faithfully
represents [Refer: Conceptual Framework paragraphs QC12–QC16] the economic
effects of the underlying transactions, events and conditions. As part of this approach,
management gives priority to the primary indicators before considering the secondary or
additional indicators, which are designed to provide additional supporting evidence to
determine an entity’s functional currency.
7.10.
The reporting entity in Zimbabwe should conclude on its functional currency and
whist the foreign reporting entity holding interest in a Zimbabwean entity shall also
conclude on the functional currency of its Zimbabwean foreign operation. The foreign
operation should further assess how the functional currency relate to its presentation
currency.
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ii.

When there is a change in functional currency, how should the reporting entity
account for the change in functional currency? What is the effective date of
change in functional currency

[Refer: IAS 21 paragraphs 35-37/IFRS for SMEs Section 30.14-30.16
[Refer: AG 9.32 -9.39 and BC 10.25-10.28 ]
Accounting for change in functional currency
7.11.If the reporting entity concludes that its functional currency as determined above is nolonger the US$ or any other that was used in the prior periods since 2009, that will result
in a change in functional currency.
At date of change
7.12.
When there is a change in an entity’s functional currency, the entity shall apply the
translation procedures applicable to the new functional currency prospectively [Refer:
paragraph 37] from the date of the change.
7.13.
The effect of a change in functional currency is accounted for prospectively. In
other words, an entity translates all items into the new functional currency using the
exchange rate at the date of the change. The resulting translated amounts for nonmonetary items are treated as their historical cost henceforth. E.g. an entity translates its
assets, liabilities and equity at the closing rate at date of change.
Foreign Transactions after date of change
[Refer: IAS 21 paragraphs 20-22/IFRS for SMEs Section 30.6-30.8
7.14.
Any transaction that happens in a currency other than the functional currency after
the date of change will be classified and accounted for as a foreign currency transaction.
A foreign currency transaction is a transaction that is denominated or requires settlement
in a foreign currency, including transactions arising when an entity:
•
buys or sells goods or services whose price is denominated in a foreign currency;
•
borrows or lends funds when the amounts payable or receivable are denominated in
a foreign currency; or
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•

otherwise acquires or disposes of assets, or incurs or settles liabilities, denominated
in a foreign currency.
7.15.
A foreign currency transaction shall be recorded, on initial recognition in the
functional currency, by applying to the foreign currency amount the spot exchange rate
between the functional currency and the foreign currency at the date of the transaction.
7.16.
The date of a transaction is the date on which the transaction first qualifies for
recognition in accordance with IFRSs. [Note: IFRIC 22 addresses the exchange rate to
use in transactions in which an entity has received or paid advance consideration in a
foreign currency] For practical reasons, a rate that approximates the actual rate at the
date of the transaction is often used (amount actually paid in the functional currency), for
example, an average rate for a week or a month might be used for all transactions in each
foreign currency occurring during the period after change in functional currency. However,
if exchange rates fluctuate significantly, the use of the average rate for a period is
inappropriate.
At current subsequent reporting dates from date of change of functional currency
[Refer: IAS 21 paragraphs 23-32/IFRS for SMEs Section 30.9-30.11
7.17.
At the end of each reporting period:
(a) foreign currency monetary items shall be translated using the closing rate;
(b) non-monetary items that are measured in terms of historical cost in a foreign currency
shall be translated using the exchange rate at the date of the transaction; and
(c) non-monetary items that are measured at fair value [Refer: IFRS 13] in a foreign
currency shall be translated using the exchange rates at the date when the fair value was
measured.
7.18.
Monetary item is a right to receive (or an obligation to deliver) a fixed or
determinable number of units of currency, e.g. foreign payables and receivables. These
shall be re-measured at the settlement date spot rate or reporting date closing rate. The
cost of non-monetary items (e.g. vehicles, buildings, etc) acquired in foreign currency shall
be measured at the spot rate on transaction date. If a reporting entity has foreign property
or investment in equity that are held at fair value, the fair value shall be measured in the
foreign currency where the item is and then be translated at the reporting date closing
rate.
7.19.
Exchange differences arising on the settlement of monetary items or on
translating monetary items at rates different from those at which they were translated
on initial recognition during the period or in previous financial statements shall be
recognised in profit or loss in the period in which they arise, unless they are supposed to
be recognised in the other comprehensive income.
7.20.
When a gain or loss on a non-monetary item is recognised in other comprehensive
income, any exchange component of that gain or loss shall be recognised in other
comprehensive income. Conversely, when a gain or loss on a non-monetary item is
12
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recognised in profit or loss, any exchange component of that gain or loss shall be
recognised in profit or loss.
Comparative financial statements [Ref: IAS 1 paragraph 38, 38C-38D]

7.21.
The comparative financial information shall be translated to the functional
currency to achieve comparability, unless the date of change in functional currency is prior
to the begging of the current period.
7.22.
Exchange differences arising from the translation of a foreign operation previously
recognised in other comprehensive income are not reclassified from equity to profit or loss
until the disposal of the foreign operation.

Determining the reporting entity’s date of effective change in functional currency?
7.23.
Where there is a change in functional currency, the reporting entity is required to
determine “the date of the change of functional currency”. The effective date of change
of functional currency is the date when the reporting entity can demonstrate that the
reporting entity was significantly using a currency other than its previous functional
currency (e.g. US$).

iii.

What presentation currency should the Zimbabwean reporting entity use for
the preparation and presentation of its financial statements?

[Refer: paragraphs 8 and paragraph 17-19 /IFRS for SMEs Section 3.23(d)
AG 9.40-9.41 and BC 10.29-10.32]
7.24.
Presentation currency is the currency in which the financial statements are
presented by the reporting entity. IAS 21 permits the presentation currency of a reporting
entity to be any currency (or currencies).
7.25.
IAS 21 also permits a stand-alone entity preparing financial statements or an entity
preparing separate financial statements in accordance with IAS 27 Separate Financial
Statements to present its financial statements in any currency (or currencies). If the entity’s
presentation currency differs from its functional currency, its results and financial position
are also translated into the presentation currency using the closing rate method.
7.26.
When the presentation currency is different from the functional currency, that fact
shall be stated, together with disclosure of the functional currency and the reason for using
a different presentation currency.
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7.27.
A reporting entity in Zimbabwe has a choice to use any presentation currency,
other than its functional currency, as long as it discloses the reason for not using its
functional currency as its presentation currency.

iv.

What are the exchange rate considerations that the reporting entity should
make where there is no official exchange rate market?
[Refer: IAS 21 paragraphs 8, 21-22,26 and 39-40/IFRS for SMEs Section 30.7-30.11
and 30.18-19
[Refer: AG 9.42- -9.45 and BC 10.33-10.39 ]

7.28.
If the reporting entity concludes that its functional currency as determined above
is no-longer the US$ or any other that was used in the prior periods since 2009, that will
result in a change in functional currency. Exchange rate is the ratio of exchange for two
currencies. The exchange rate to use as the spot rate, closing rate or average should be
determined as guided by IFRS, as follows:
Spot Rate
7.29.
Spot exchange rate is the exchange rate for immediate delivery. Spot rate is used
for measurement at transaction date (e.g. effective date of acquisition or settlement). For
practical reasons, a rate that approximates the actual rate at the date of the transaction is
often used, for example, an average rate for a week or a month might be used for all
transactions in each foreign currency occurring during that period. However, if exchange
rates fluctuate significantly, the use of the average rate for a period is inappropriate.
7.30.
Generally, the spot rate is equal to the amount actual paid or received in foreign
currency transaction assuming a perfect market. The spot rate using the actual amount
paid shall be used unless there is reason for an average rate is used or the exchange
fluctuate significantly. Thus, management must make a judgement on the appropriateness
of the spot rates used and may consider estimating an exchange rate if the inexchangeability is long-term.
Closing Rate
7.31.
Closing rate is the spot exchange rate at the end of the reporting period. Spot
exchange rate is the exchange rate for immediate delivery. The closing rate is a rate
observable on the exchange rate market that the reporting entity would access if it were
to carry-out a foreign currency transaction at the reporting date.
7.32.
When several exchange rates are available, the rate used is that at which the future
cash flows represented by the transaction or balance could have been settled if those cash
flows had occurred at the measurement date. If exchangeability between two currencies
is temporarily lacking, the rate used is the first subsequent rate at which exchanges could
be made.
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7.33.
The in-exchangeability of currency in Zimbabwe is long-term and is not provided
for by directly by IAS 21 (refer to IAS 21 para 26 and 42 E1). Where there is no specific
guidance from IFRSs, management should apply IAS 8 paragraph 10-12 in selecting an
accounting policy to estimate an exchange rate.
7.34.
A reporting entity should use an estimated exchange rate only when an exchange
rate for immediate delivery is not observable and thus the entity needs to estimate the
spot exchange rate.
Average Rate

7.35.
Income and expenses for each statement presenting profit or loss and other
comprehensive income (i.e. including comparatives) shall be translated at exchange rates
at the dates of the transactions if practicable.
7.36.
For practical reasons, a rate that approximates the exchange rates at the dates of
the transactions, [Refer: paragraph 22] for example an average rate for the period, is often
used to translate income and expense items. However, if exchange rates fluctuate
significantly, the use of the average rate for a period is inappropriate.

v.

How should an entity present and disclose aspects around change in functional
and presentation currency in Zimbabwe?

[Refer: 10.40-10.47]
General Principles
7.37.
The issue of functional currency is regarded fundamental in providing financial
information that is USEFUL to all users of financial statements. Thus, even if financial
statements are presented in a currency other than the functional currency the amounts of
items to be translated should be from an appropriate functional currency. Disclosures that
will provide additional information will also be appropriate to assist users.
7.38.
The reporting entity’s financial reports are general purpose in nurture and should
provide financial information about the reporting entity that is useful to existing and
potential investors, lenders and other creditors in making decisions relating to providing
resources to the entity. [Refer to Conceptual Framework paragraph OB2 or IFRS for
SMES Section 2 paragraph 2.2]
7.39.
Many existing and potential investors, lenders and other creditors cannot require
reporting entities to provide information directly to them and must rely on general
purpose financial reports for much of the financial information they need. Consequently,
they are the primary users to whom general purpose financial reports are directed.
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7.40.
Other parties, such as regulators and members of the public other than investors,
lenders and other creditors, may also find general purpose financial reports useful.
However, those reports are not primarily directed to these other groups.

Presentation
[Refer: IAS 1 paragraph 51/IFRS for SMEs Section 3 paragraph 3.23]
7.41.
The reporting entity shall clearly identify each financial statement and the notes. In
addition, an entity shall display the following information prominently, and repeat it when
necessary for the information presented to be understandable:
o the name of the reporting entity or other means of identification, and any change
in that information from the end of the preceding reporting period;
o whether the financial statements are of an individual entity or a group of entities;
o the date of the end of the reporting period or the period covered by the set of
financial statements or notes;
o the presentation currency, as defined in IAS 21; and
o the level of rounding used in presenting amounts in the financial statements.

Fair Presentation and Compliance with IFRSs
[Refer: IAS 1 paragraphs 15-18/IFRS for SMEs Section 3 paragraph 3.2 -3.3 and
Conceptual Framework paragraph QC4-QC.34 or IFRS for SMES Section 2
paragraph 2.4-2.12]
7.42.
The reporting entity’s financial information is useful if it is relevant and faithfully
represent what it purports to represent. The usefulness of financial information is
enhanced if it is comparable, verifiable, timely and understandable. Financial statements
shall present fairly the financial position, financial performance and cash flows of an
entity.
7.43.
Fair presentation requires the faithful representation of the effects of transactions,
other events and conditions in accordance with the definitions and recognition criteria
for assets, liabilities, income and expenses set out in the Framework. The application of
IFRSs, with additional disclosure when necessary, is presumed to result in financial
statements that achieve a fair presentation.
7.44.
An entity whose financial statements comply with IFRSs shall make an explicit and
unreserved statement of such compliance in the notes. An entity shall not describe
financial statements as complying with IFRSs unless they comply with all the requirements
of IFRSs.
7.45.
An entity cannot rectify inappropriate accounting policies either by disclosure of
the accounting policies used or by notes or explanatory material.
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7.46.
Substance over form: Financial reports represent economic phenomena in words
and numbers. To be useful, financial information must not only represent relevant
phenomena, but it must also faithfully represent the substance of the phenomena that it
purports to represent. In many circumstances, the substance of an economic
phenomenon and its legal form are the same. If they are not the same, providing
information only about the legal form would not faithfully represent the economic
phenomenon. [March 2018 Conceptual Framework paragraph 2.12].
Disclosures
7.47.
Disclosures must be provide relevant and faithful representing information for the
user to understand the impact of the monetary policy changes and the implications of the
current economic environment, completely, without bias and free from error.
a) Functional and presentation currency
The reporting entity shall disclose the currency in which the financial statements
are presented (presentation currency). When the presentation currency is
different from the functional currency, an entity shall state that fact and shall
disclose the functional currency and the reason for using a different presentation
currency.
b) Significant judgements
The reporting entity entity shall disclose, along with its significant accounting
policies or other notes, the 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.
The significant judgements made by a Zimbabwean reporting entity on assessment
of change in functional currency could include:
o Determination of functional currency
o Identification of date of change of functional currency
c) Nature and Extent of Significant Restrictions
A reporting entity should disclosure about the nature and extent of significant
restrictions on an entity’s ability to access or use assets and to settle the liabilities
of the group, or its joint ventures or associates (paragraphs 10, 13, 20 and 22 of
IFRS 12).
d) Source of Estimation Uncertainty
An entity shall 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. In
respect of those assets and liabilities, the notes shall include details of:
(a) their nature, and
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(b) their carrying amount as at the end of the reporting period.

The absence of a formal exchange rate market between the dollar and the pegging
of the US$ to RTGS rate at 1:1 is expected to result with measurement and
estimation uncertainty.
e) Change in functional currency
When an entity presents its financial statements in a currency that is different from
its functional currency, it shall describe the financial statements as complying with
IFRSs only if they comply with all the requirements of IFRSs including the
translation method. The following should be specifically disclosed in this note:
o Date of effective change in functional currency
o Prospective application of the new functional currency
o Closing exchange rate at date of change
o Impact on reclassifications
f) Impact of specific balances
Cash balances [Refer: Illustrative Examples, example A note B]
An entity shall disclose, together with a commentary by management, the amount
of significant cash and cash equivalent balances held by the entity that are not
available for use by the group.
Foreign cash balances shall be translated to the reporting entity at the closing rate
at the reporting date.
vi.

Should the Zimbabwean reporting entity consider whether it is operating in a
hyper-inflationary environment. If so, how should the effect of hyper-inflation
be reflected in the reporting entity’s financial statements?
[Refer: IAS 29 paragraph 2-3/IFRS for SMEs Section 31.2]
[Refer: AG 9.46 and BC 10.48-10.52 ]
Is the Zimbabwe operating environment hyperinflationary?

7.48.
A Zimbabwe reporting entity shall apply IAS 29 in considering whether it is
operating in a hyperinflationary environment. IAS 29 shall be applied to the financial
statements, including the consolidated financial statements, of any entity whose functional
currency is the currency of a hyperinflationary economy.
7.49.
In a hyperinflationary economy, reporting of operating results and financial
position in the local currency without restatement is not useful. Money loses purchasing
power at such a rate that comparison of amounts from transactions and other events that
have occurred at different times, even within the same accounting period, is misleading.
7.50.
IAS 29 does not establish an absolute rate at which hyperinflation is deemed to
arise. It is a matter of judgement when restatement of financial statements in accordance
with this Standard becomes necessary. Hyperinflation is indicated by characteristics of the
economic environment of a country which include, but are not limited to, the following:
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a) The general population prefers to keep its wealth in non-monetary assets or in a
relatively stable foreign currency. Amounts of local currency held are immediately
invested to maintain purchasing power;
b) The general population regards monetary amounts not in terms of the local
currency but in terms of a relatively stable foreign currency. Prices may be quoted
in that currency;
c) sales and purchases on credit take place at prices that compensate for the expected
loss of purchasing power during the credit period, even if the period is short;
d) interest rates, wages and prices are linked to a price index; and
e) the cumulative inflation rate over three years is approaching, or exceeds, 100%.

7.51.
A reporting entity shall assess the above factors and conclude whether it is
operating in a hyperinflationary environment.
7.52.
NB: It is preferable that all entities that report in the currency of the same
hyperinflationary economy apply IAS 29 from the same date. Nevertheless, this IAS 29
applies to the financial statements of any entity from the beginning of the reporting period
in which it identifies the existence of hyperinflation in the country in whose currency it
reports.
What to do if the operating environment is hyperinflationary
7.53.
If the functional currency is the currency of a hyperinflationary economy, the
entity’s financial statements are restated in accordance with IAS 29. An entity cannot
avoid restatement in accordance with IAS 29 by, for example, adopting as its
functional currency a currency other than the functional currency determined in
accordance with this IAS 21 (such as the functional currency of its parent).
7.54.
When an entity’s functional currency is the currency of a hyperinflationary
economy, the entity shall restate its financial statements in accordance with IAS 29 before
applying the translation method set out in paragraph 42, except for comparative amounts
that are translated into a currency of a non-hyperinflationary economy (see paragraph (b)
below). When the economy ceases to be hyperinflationary and the entity no longer restates
its financial statements in accordance with IAS 29, it shall use as the historical costs for
translation into the presentation currency the amounts restated to the price level at the
date the entity ceased restating its financial statements.
7.55.
The results and financial position of an entity whose functional currency is the
currency of a hyperinflationary economy shall be translated into a different presentation
currency using the following procedures:
(a) all amounts (i.e. assets, liabilities, equity items, income and expenses, including
comparatives) shall be translated at the closing rate at the date of the most recent statement
of financial position, except that;
(b) when amounts are translated into the currency of a non-hyperinflationary economy,
comparative amounts shall be those that were presented as current year amounts in the
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relevant prior year financial statements (i.e. not adjusted for subsequent changes in the
price level or subsequent changes in exchange rates).

vii.

How should a reporting entity with interest in a Zimbabwean reporting entity
account for its investment in the separate and group financial statements.
[Refer: IAS 21 para 9-13/IFRS for SMEs Section 30.2-30.5]

7.56.
There two broad types of interest in Zimbabwe by foreign reporting entities. These
include the following:
a. Equity interest in a Zimbabwean entity as a branch, subsidiary, associate, joint
venture or financial asset of the foreign reporting entity.
b. Foreign transaction interest as a creditor or lender to a Zimbabwean entity
Foreign equity interest (branch, subsidiary, associate, joint venture or financial asset)
7.57.
In this case, the reporting entity in Zimbabwe is the foreign operation and the
reporting entity is the entity with interest in a Zimbabwean reporting entity. The following
issues arises in this case:
•
The functional currency of the foreign operation in Zimbabwe could have
changed since the last reporting date, into a hyperinflationary functional
currency.
•
There is no officially observable exchange rate between the local dollar and the
other currencies for translating the results of the reporting entity’s interest in
Zimbabwe before and at the reporting date. The fixed and pegged rate could be
regarded as not fair as there is big disparity with the informal market rates,
recently increased inflation rate and that the entity cannot easily and officially
obtain the foreign currency at the official pegged rate due to the acute shortage
of foreign currency.
•
There are investment control/significant influence challenges, since most of the
funds invested in the past will not be easily repatriated due to lack of foreign
currency and prohibitive exchange regulations. Some dividend payments are
long over due for remittance due to shortage of foreign currency and failure to
be prioritised.
7.58.
In such a case the reporting entity should make the following IFRS considerations
to achieve fair presentation and compliance with IFRS:
✓ Reassess the functional currency of its foreign operation in Zimbabwe as guided
by IAS 21 (refer to issue i(b) above).
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✓ Consider whether the foreign operation is operating in a hyperinflationary
economy as indicated and perform the necessary inflationary adjustments before
translation. (refer to issue iv above)
✓ Determine the exchange rates for translation as generally guided by IAS 21. (refer
to issue i(b).
The in exchangeability of currency in Zimbabwe is long-term and not provided for
by IAS 21 (refer to para 26 and the Venezuelan case and para 42 E1). Where there
is no specific guidance from IFRSs, management should apply IAS 8 guidance to
determine a policy to estimate the exchange rate in this case.
✓ The reporting entity should reconsider whether it has significant influence, joint
control or control of its interest in Zimbabwean entity and account for the change
as per the respective IFRS.
Foreign cash balances, debtors and Receivable Assets

7.59.
Determine the exchange rates for translation as generally guided by IAS 21. [refer
to exchange AG 9.42-9.45 and BC 10.33-10.39]. Consider disclosure of limitation to
access to assets as per IFRS 12 or restrictions posed on Zimbabwean debtors or
receivables. Consider impairment in terms of respective standards e.g. IFRS 9

8. EFFECTIVE DATE
8.1. The guidance is merely a guide of how to implement IFRS on the circumstances change
in functional currency and potential hyperinflation in Zimbabwe and it’s not a separate
standard. Hence, the guidance shall be applicable immediately.

9. APPLICATION GUIDANCE
Scope [Refer: BC10.2-10.10]
9.1. A Zimbabwean reporting entity shall consider the application of this guidance if it is
affected by any of the following indicators:
• it is operating in Zimbabwe and are subject to the monetary policy measures applicable to
Zimbabwe, e.g. all its Foreign Currency Account (FCA) bank accounts balances which it
operated in Zimbabwe since February 2009 to 15 October 2018 were all transferred to
FCA Realtime Gross Settlement (RTGS) account;
• Is required to receive or pay its foreign currency amounts in US at 1:1;
• Does not need foreign currency at all or needs foreign currency but have difficulties
getting it on the formal bank market at a rate of 1:1;
• Its income and expenditures are being affected by the emerging inflationary changes
9.2. An entity domiciled outside Zimbabwe with equity interest in foreign operation which is
operating in Zimbabwe as either its branch, subsidiary, joint control, associate or financial
asset where the local entity is acted with above factors.
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Determination of Functional Currency [Refer: BC10.11-10.24]

Re-assessment of functional currency by both local and entity domiciled outside
Zimbabwe
9.3. In applying IAS 21 paragraph 9 the reporting entity should consider all key elements of
the primary and secondary indicators suggested by IAS21 paragraphs 9-11.

Assessing Primary Indicator
9.4. The reporting entity should afford more weight to the primary indicators under paragraph
9 and consider paragraph 10 as additional indicators for a Zimbabwean reporting entity
assessing its own functional currency.
Definition of currency
9.5. IFRS does not have a definition of “currency”. So, consider both general and legal (per
RBZ Act and related statutory instruments) definition of currency:
•
Generally, currency is defined as a system of money in general use in a country (e.g.
money, legal tender, medium of exchange, cash, banknotes, notes, paper money,
coins, coinage, bills, etc). (Google).
•
Legally, Section 2 of the Exchange Control Regulations, 1996 defines currency as
the coin and paper money of Zimbabwe or of a foreign currency that is designated as legal tender,
and which is customarily used and accepted as a medium of exchange in the country of issue. This
includes:
(a) Foreign Currencies – in accordance with section 44A of the Reserve Bank of
Zimbabwe Act, the Minister of Finance prescribed that the following currencies are legal tender
in Zimbabwe: (i) the United States Dollar (USD), (ii) the British Pound (GBP), (iii) the Euro (EUR), (iv) the
South African Rand (ZAR), (v) the Botswana Pula (BP), (vi) the Chinese Renminbi (RMB), (vii)
the Japanese Yen (JPY), (viii) the Australian dollar (AUD) and (ix) the Indian Rupee(INR).
(b) Bond Notes and Coins – in accordance with section 44B(4) of the Reserve Bank of Zimbabwe
Act, the Minister of Finance prescribed that bond notes and coins are legal tender in Zimbabwe.
(c) Promissory Notes (RBZ Vouchers) - in accordance with section 42B(1) of the
Reserve Bank of Zimbabwe Act, the RBZ may, with the consent of the Minister of Finance,
authorise the issue of Reserve Bank vouchers in any currency that is redeemable at the RBZ. These
vouchers may be issued if the RBZ is of the opinion that a shortage of currency of any denomination
to pay the remuneration of civil servants is imminent or is in existence and needs to be dealt with
urgently in the interests of public order or the economic interests of the state. Section 42B(2) further
provides that a Reserve Bank voucher which is tendered in accordance with any conditions subject to
which it is issued and has not expired shall be legal tender in payment within Zimbabwe.
Section 44B(3) of the Reserve Bank of Zimbabwe Act (Chapter 22;15) provides that
"The tender of payment of bond notes issued by the Reserve Bank shall be legal tender in all
transactions in Zimbabwe as if each unit of a bond note is exchangeable for one United States dollar."
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9.6. The above definitions reveal the existence of both a local and a basket of foreign
currencies and the reporting entity may be using one specific currency or a combination
currency more than the others. The reporting entity shall assess each currency that it
uses again the IAS 21 primary and secondary indicators.
9.7. The existence of local currency made of bond notes, coins and bank balances arising
from local bills of exchange, promissory notes, letters of credit and vouchers issued by
the RBZ locally is classified as local money. The RBZ has not pronounced a currency
name of this “so called/defacto” local currency. RBZ staff coined the term local dollar
referring to these
9.8. The reporting entity should note that the identification of the existence of local currency
not officially pronounced by the RBZ is significant judgement. Another significant
judgement arises from the fact that the local dollar is not identical to the US$ when
RBZ still refers the two as US$. These judgements areas would need to be disclosed to
the user if the US$ is no longer identified as a functional currency.
9.9. Each currency identified above should be used to considers the following factors in
determining its functional currency as per IAS 21:
Currency that mainly influences sales prices for goods and services (this will
often be the currency in which sales prices for its goods and services are
denominated and settled) [para 9(a)(i)]
9.10.
Assess the revenue or sells and determine which currency the reporting entity use
on determining or denominating its sales prices sold locally and internationally. Assess
the proportion of the different currencies to assess the significance.
9.11.The reporting entity should consider where it obtains inputs for its goods and services.
Locally sourced goods and services would not normally include foreign currency
denominated costs. An entity should then consider its costing model with regards to its
raw material inputs if they are imported. Consider how the principles in IAS 2 Inventory
are applied in determining the product costs before estimating the selling price. It is rare
that the foreign component cost will be exactly equal to the selling price sold locally.
IAS 2 requires that importers include the cost of acquiring foreign currency and other
normal importation costs together with local production costs when determining the
selling prices in a specific jurisdiction.
9.12.
If two entities in different countries (e.g. Zimbabwe and Botswana selling
vehicles) were sourcing their merchandise from the Japan their selling price will not be
the same even though they all pay the same Japanese Juan. The difference is caused by
the application of IAS 2 in determining the cost in Botswana and in Zimbabwe after
exchanging the Chinese Juan at different exchange rates, freight costs, other local costs
and taxes. The selling price is set in the currency of each country after building all
necessary product cost and a profit margin. The selling price can therefore not be said to
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be directly influenced by the Japanese Juan in both Botswana and Zimbabwe. The
selling price is denominated and settled in the currency of the country the goods are
normally sold.

9.13.
IAS 21 emphasises that the currency used to denominate AND to settle the
selling prices should be equally considered. So, the entity should consider how its selling
prices are denominated and eventually settled.

9.14.
Consider how the entity’s selling prices are denominated in Zimbabwe, e.g. $100
(single local prices settled in bond cash, RTGS or mobile money) or US$25 or $100
(referred to as two tier pricing). This is referred as denomination of selling prices using
either local dollar of proper US$.
9.15.
Consider how the selling price is settled, e.g. how are the selling prices of goods
eventually settled. Which currency are the customers readily using to settle the selling
price. Settlement using the using RTGS transfers, point of sale using a local debit card,
bond notes and mobile money which can only be used locally is regarded as settlement
by local $. If customers use actual US$ cash or international credit cards or telegraphic
transfer (tt) this is regarded as foreign currency settlement (US$).

9.16.
Whilst the two-tier pricing could be there the settling currency uses the selling
price denominated in the similar currency. Thus, if using a local currency to pay in two
tier pricing system, selling price denominated in a local currency of $100 will be settled
using the local $. Thus, the selling price is denominated in local $ and settled in local $.
The opposite is true that US$25 will be settled using actual US$ cash or VISA point of
sale. In terms of the new monetary act these amounts would be going to either the FCA
RTGS or FCA Nostro (US$) bank accounts.
9.17.
The currency which represent the significant amount of sales would be the
currency that mainly influences sales price. E.g. if most customers use local payment
modes or platforms the local $ would be mostly influencing the sales price.
The currency of the competitive forces and regulations that mainly determine the
sales prices of its goods and services. [para 9(a)(ii)]
9.18.
Competitive forces include (1) bargaining power of the buyers and suppliers, (2)
threat of new entrants, and (3) rivalry among existing companies.”(Read more:
http://www.businessdictionary.com/definition/competitive-forces.html) . Regulations
are defined as a rule or directive made and maintained by an authority.
9.19.
The entity assesses and identify its own competitive forces and how these affect
its selling prices. Normally, selling prices are based on the market forces in a jurisdiction
in which the entity operates including the mode of settlement chosen by the buyers. E.g.
the selling prices of vehicles imported from Japan takes into account all the cost relevant
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to sell a product in Zimbabwe or Botswana, relevant laws and regulations which may
not be the same price in other countries where the same product is also sold.

The currency that mainly influences labour, material and other costs of providing
goods or services (this will often be the currency in which such costs are
denominated and settled).
9.20.
The reporting entity should consider the currency it uses in paying its payroll
costs (if it pays a partial amount in foreign currency if should consider the significance
of the proportion in relation to the total payroll cost).
9.21.
Consider the currency used in acquiring raw materials or merchandise, expenses,
etc and consider the proportions with regards to the total costs.

9.22.
The entity needs to consider which currency it normally settles its expenses in.
E.g. suppliers may denominate their selling prices in a two-tier prices system. The entity
should asses which currency denomination it usually uses to settle. Similarly, to the seller
if the costs are settled in local dollar ($100), it means it is settling the local dollar cost
and vice versa. Thus, currency in which cost are denominated and eventually settled
should be equally assessed.

9.23.
The reporting entity should assess its functional currency from the above primary
indicators before considering the additional (secondary) indicators below.

Secondary factors
The currency in which funds from financing activities (i.e. issuing debt and
equity instruments) are generated.
9.24.
The reporting entity should consider the currency it used to raise local or foreign
debts. For loans from local lenders consider their denomination currency and how they
were delivered to the entity’s bank account.
9.25.
Local debt raised between 2009 to early 15 October 2018 which were put in a
US$ account for both local dollar and US$ has been since put in FCA RTGS. Entity
should consult with lenders on the settlement currency. Debts raised after 15 October
2018 are either raised as FCA Nostro US$ or FCA RTGS.
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The currency in which receipts from operating activities are usually retained.
9.26.
Receipts from operating activities retained by an entity are net profits kept after
all expenses are paid. Each reporting entity should assess the currency in which its
retained profit is kept, e.g. are the sales raised in another currency and expenses settled
in a different currency, such that the retained earnings are in the original currency that
the sales were made from. Consider the policy of the currencies excess cash is invested
in during the treasury activities, if any.
9.27.
The Zimbabwean reporting entity should conclude on its functional currency
after looking at most dominant currency after assessing both the primary and secondary
indicators. Where there are mixed conclusions per indicator(s) the currency concluded
under primary indicators should be considered by management as the functional
currency.
9.28.
The assessment of indicators as per IAS 21 also requires a high-level of
judgement and management should disclose it as a significant judgement as required by
IAS 1 paragraph 122.

Re-assessment by a reporting entity domiciled outside Zimbabwe with interest in
Zimbabwe
9.29.
A reporting entity domiciled outside Zimbabwe with equity interest in Zimbabwe
should assess the functional currency of its foreign operation in two steps:
• Consider the appropriateness of functional currency determined by the Zimbabwean
foreign operation first, and (self-assessment by foreign operation)
• Consider, the additional indicators as required by IAS 21 paragraph 11 (assessment by
the foreign reporting entity). The foreign reporting entity is expected to easily assess
these factors and guidance is there in IAS 21.
9.30.
The reporting entity can then conclude on the functional currency of its
Zimbabwean foreign operation, giving more emphasis should be given to the selfassessment made on primary indicator by the Zimbabwean foreign entity.
9.31.
Where the foreign operation is significant, its disclosure on the significance of
judgement made on determining functional currency must be shown by the reporting
entity.

Accounting for Change in Functional Currency and determining the date of
change [Refer: BC10.25-10.28]
9.32.
After concluding on its functional currency, the reporting entity should consider
whether there has been a change in functional currency as identified by its comparative
reports. If no change the entity has no further obligations, other than to consider
disclosure of the note on “significant judgement in determining the entity’s functional
currency by management” – refer to 2017 Sample Disclosure below.
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9.33.
If there is a change in functional currency, the reporting entity shall do the
following:
• Determine the date of change of functional currency
• Determine the closing rate to translate on the date of change between the previous
functional currency and the new functional currency
• Translate the financial statement at the date of change
9.34.
There is no specific guidance in IFRS for determining date of change of
functional currency. The change in functional currency is a process and my not have
happened in a day.

9.35.
The reporting entity should identify a date that the entity can prove that the new
functional currency was significantly in use, by considering the time:
- Could not significantly access the US$ or foreign currencies at the official exchange rate
of 1:1 from its bankers or RBZ.
- The date when most of its income and expenditure would be priced based another
currency e.g. local $. (apply data analytics on sales and expenditure data)
- Consider the dominated mode or platform of payment and the underlying currency (local
or foreign)
- Consider external analysis, as last option, like the RBZ National Payment System to
determine the currency which was largely used to denominate and settle sales and costs.
9.36.
The identification of the effective date of change of functional currency is also a
very significant judgement by management. Management should disclose the
assumptions and factors considered in arriving at the date of change in functional
currency.
9.37.
Specific guidance has been outlined for the determination of exchange rates since
the official rate is pegged at 1:1. (refer to Issue IV). Translate the financial statement at
the date of change using the closing rate.

9.38.
The procedure to account for change in functional currency are clear from IAS
21. The application of the new functional currency prospectively means that any
transaction that happens in a currency other than the functional currency is classified a
foreign currency transaction.
9.39.
A reporting entity should identify all significant foreign currency transactions and
events and apply the guidance in IAS 21 for foreign currency transaction to deal with
that. The spot rate and average rate are also needed. (refer to Issue IV) for guidance on
determination of exchange rates.

Presentation Currency [Refer: BC10.29-10.32]
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9.40.
It is normally expected that the functional currency also be the presentation
currency of a reporting entity. Where there is a difference, the reporting entity should
disclose with a good reason. An entity cannot avoid restatement in accordance with IAS
29 by, for example, adopting as its functional currency a currency other than the
functional currency determined in accordance with this IAS 21 (such as the functional
currency of its parent).
9.41.
Each reporting entity still has a choice to choose its functional for its reasons as
long as it is within IFRS Limits. Each reporting entity needs to disclose its presentation
currency as required by IAS 1 paragraph 51(d)

Exchange Rates Consideration [Refer: BC10.33-10.39]
9.42.
To achieve fair presentation, appropriate exchange rates must be used in
measuring and translating assets and liabilities. The reporting entity need to use the
exchange rates as guided by IAS 21 paragraph 22 (spot) and 26 (closing rate). Where the
exchange rate is temporarily unavailable, the reporting entity should adjust its balances if
the rate is available before authorisation of financial statements as an adjusting event
after the reporting date in terms of IAS 10 Events after the Reporting Period.
9.43.
The reporting entity should consider estimating the exchange rate where there is
long-term lack of exchangeability. A lack of exchangeability arises if an entity is unable
to exchange a currency for another currency through a legal exchange mechanism (e.g.
currency pegging). The entity should disclose the estimation of exchange rates as a
source of significant measurement uncertainty.
9.44.
IAS 21 does not have guidance on determining exchange rate where there is
long-term lack of exchangeability. The reporting entity should assess whether is affected
by the long-term lack of exchangeability, through assessment of the following indicators
of long-term lack of exchangeability:
•
•
•

•
•

•

Did the jurisdictional monetary authorities set an official exchange rate?
Is the exchange regime administered by the jurisdictional monetary authorities?
Is the entity exposed to foreign currency restrictions (entity is prevented from
buying currency) or there mechanisms that limit its ability buy (e.g. criminalising
forex trading )?
Are there any limitations on the quantity of foreign currency that an entity might
obtain using the official exchange rate?
Are there delays that the entity is facing to obtain a desired quantity of foreign
currency? Note, the existence of excessive delays might create a practical lack of
exchangeability. (e.g. entity can wait for 6 to 12 months for a telegraphic transfer
due to unavailability of foreign currency)
Are there limitations on the purpose (set foreign currency priorities) for which the
desired quantity of foreign currency can be used. For example, jurisdictional
authorities might grant access to foreign currency to import certain goods but not
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to pay dividends to foreign investors. Accordingly, the exchangeability of a currency
might depend on the intended use of the foreign currency.

9.45.
The existence of the above indicators points to a long-term in-exchangeability of
a currency. IAS 21 does not provide guidance on long-term in-exchangeability of a
currency; hence, management should consider estimating the exchange rate. The
exchange should be estimated using a model that includes the effects of inflation (e.g.
the Purchasing Power Parity (PPP) theory), as acknowledged by paragraph 17 of IAS 29.

Hyperinflation Considerations [Refer: BC10.48-10.52]
9.46.
After a reporting entity has identified its functional currency, it should assess
whether the currency is hyperinflationary as guided by IAS 29. Each entity should assess
its hyperinflationary and consider disclosure its judgement as significant if it assesses
that inflationary or non-adjustment would material affect fair presentation. Generally,
the reporting entity should assess continue to assess its hyperinflationary status on an
annual basis.

10. BASIS OF CONCLUSIONS
10.1.The basis of conclusion accompanies this reporting guide but is not part of the IFRS principles contained
herein. The Basis of Conclusion captures the thoughts and discussions that assisted the preparers of the
guide to arrive at a specific position.
Scope
10.2.
The initial paper done from 2016 had a prescriptive approach of assessing the
functional currency to be used by reporting entities in Zimbabwe. Authorities and
political stakeholders viewed the approach resulting with a pronouncement of local
currency for the country.
10.3.
Hence, the new approach of the guide is to assist each Zimbabwean reporting
entity, in compliant with IFRS or IFRS for SMEs to critically consider the IFRS
implication of the:
• changes in economic environment;
• monetary policies (e.g. introduction of the board notes, electronic money (RTGS
and mobile money), treasury bills and pegging these to the US$ at 1:1.
• Increased inflationary pressures
• Shortage of actual foreign currencies in circulation in Zimbabwe
10.4.
It was therefore resolved that the specific entity approach was appropriate as
entities are affected by the changes in different ways. Also, the entity approach assisted
in IFRS principle-based guidance for each reporting entity to continue complying with
IFRS.
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Issues

10.5.
Stakeholders had raised a variety of reporting issues which are a result of the
economic and monetary policy changes. For example, many users named the difference
in exchange rate between the so called local “defacto” currency and the US$ in the
informal market a PREMIUM. The so-called premium was different depending on
which mode of payment you are paying with. The different premiums were mostly
driven by the easiness and ability of the receiver of cash to when they want to transact
locally or internationally.
10.6.
The RBZ introduced the bond notes and coins in October 2016 and pegged it
1:1 to US$. Initially a single account was used for both foreign and local currency. Th
RBZ also issued local treasury bills, letters of credit to fund the fiscal activities and also
enforced the use of electronic money since there were no enough local bond notes and
coins and foreign currency notes and coins both in cash and bank nostro balances to
exchange for local bank balances. RBZ had not been issuing money until 2016. The
issue was therefore identified as the emergence of a local currency rather than just a
PREMIUM, even though not officially pronounced for both economic and most
political reasons.

10.7.
Separation of depositor’s bank accounts by RBZ to FCA RTGS and US$ Nostro
at 1:1 in the RBZ monetary policy of 1 October 2018. the growth of the official inflation
rate by more than 15% (informally by more than 185%) in a month (September 2018 to
October 2018) to about 21% also showed that there is a specific local currency under
hyperinflation which is not the US$. As of October 2018, the total money in circulation
was above $9 billion and the actual foreign currency component was below US$500
million. Meaning most of the money in circulation was local money which was
eventually transferred to an FCA RTGS local account. Depositor were urged to open
new accounts to deposit the actual foreign currency amounts (FCA US$ Nostro) either
from free funds, foreign export proceeds, diaspora remittances, etc. The local banks had
since been advised to ringfence actual foreign currency from local currency in the
February 2018 Monetary policy. The issue was further identified as to whether the US$
would still suffice as the FUNCTIONAL CURRENCY for many reporting entities in
Zimbabwe.
10.8.
The shortage of the foreign currency and the restriction of the monetary
exchange regulations with regards to foreign currency payments or remittances for
goods and services raised concern with foreign stakeholders. The FCA RTGS balances
held by banks on behalf of depositors became extremely difficult formally exchange for
actual foreign currency at 1:1 at to one. The authorities referred to both FCA RTGS and
FCA US$ Nostro as US$s. Most stakeholders both local and international no longer
believe that the US$ is the functional currency of most reporting entities and that
reference to US$ does achieve fair presentation.
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10.9.
Other issues where then brought about by the issue of the possible change in
functional currency. Local reporting entities that have foreign shareholders and other
foreign stakeholders also raised the issue of reporting by reporting entities domiciled
outside Zimbabwe of the interest in Zimbabwe entities.

10.10.
Note that there is no formal guarantee on position on whether FCA RTGS
balances of more than $9 billion will be paid in actual US$. The demonization of the
original ZW$ after 2008 is a case in point to note that the local money will neve be paid
in actual US$ as purported. No undertaking has also been made by international
monetary organisation like the International Monetary Fund (IMF).

Re-assessment/Determinisation of functional currency
10.11.
As discussed above, the approach of determining functional currency was
prescriptive and was viewed as pronouncement or introduction of a new currency for the
country by the accountancy profession. This is despite the fact that the determination of
the US$ as the functional currency was through a process of applying IAS 21 by
accountants in 2009 through to 2011 as Zimbabwe re-entered into IFRS compliance
through and IFRS 1 Amendment after the sever-hyperinflation period of 2007 and 2008.
The currency issue has become a political issue, making many uncomfortable to decide
on it.
10.12.
Unlike the assessment for hyper-inflation which is recommended to be for the
whole operating environment, the determination of functional currency was assessed to
be entity specific, hence, this guidance paper that embodies the entity approach and the
IFRIC structure. The aim is to prompt preparers and auditors to consider specific issues
and to provide each reporting entity IFRS guiding principles to address them. The
application guidance aims to assist entities to apply these principles in their Zimbabwe
context.

Primary indicators
10.13.
The issue of the definition of “currency” in the Zimbabwean context had to be
considered given that Zimbabwe does not a pronounced currency. The Zimbabwean
government has introduced “local money” which has now become greater than 94% to
the actual foreign currency in US$ in money supply.
10.14.
It was therefore imperative to look at the definition of currency in terms of general
definition and the legal definition. Two legal independent opinions were solicited, as well
as an economist’s view. There were varied views between the lawyers in terms of declaring
the US$ as the legal currency. This is because Zimbabwe adopted a multi-currency system,
of which the US$ is one of the multi-currencies in the basket. The reference to the US$
was more to its dominant, universal use internationally and acceptability after a severely
hyperinflated Zimbabwean dollar. All three independent opinions together with both local
and foreign stakeholders in Zimbabwe expressed that keeping the US$ as the functional
currency would grossly misstate the fair presentation of financial statements.
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10.15.
Many accepted the removal of the US and only referring to a defacto local currency
as the local dollar (represented by $). Putting a Z$ would be regarded as pronouncing a
new currency. this is in line with how the bond note are named, even they are said to be
1:1 with dollar. They are referred to as $2 and $5 and do not refer to the US$ at all. Thus,
two broad currency were identified which are the local and foreign currency. Many
stakeholders mistook the mode of payments (cash, RTGS and mobile money) as separate
currencies.
Currency which influences the selling price and in which the selling price is
denominated and settled
10.16.
Varied pricing approaches are used in Zimbabwe since the introduction of the local
dollar. Initially there was a three-tier pricing system, name bond cash price, RTGS transfer
and mobile money. Due to unavailability of actual cash in the banking system the RTGS
prices were here than the mobile and the bond cash, with bond cash the more lower selling
prices. The three-tier pricing system was mostly used by informal traders who are highly
dependent on importing their merchandise or raw-materials. Most formal shops and
business had single price system across all the modes payments. The informal traders
would struggle to get foreign currency to make foreign payments whilst the big formal
players could get the foreign currency telegraphic transfer (TT) at the official rate of 1:1
between the local currency and the actual US$ as long as an entity was ready to wait for
the TT to final be cleared when foreign currency were available.
10.17.
The RBZ operated a priority list since May 2016 and those who imported items on
that list or who were generating foreign currency export proceeds where prioritised and
TTs were approved by exchange control department of the RBZ and no longer by the
banks. The informal market was thriving, but the exchange rate difference was marginal
in the informal market. The further shortage of foreign currency worsened the situation
and the exchange rate increased. Providing the rate at 1:1 became difficult for the RBZ as
it meant subsidising private entities and the list was then only reduced to strategic items
like fuel, medicine etc. This led to the separation of the RTGS bank balances from the
actual US$ Nostro bank accounts with an instruction in the February 2018 monetary
account and an actual separation on the October 2018 monetary policy.
10.18.
So, 2018 so only two-tier pricing which is actual US$ and local dollar. From
second-half of 2017 into 2018, most products sold locally were denominated and settled
in local dollars. Foreign currency was only used for making TT for imports or other
foreign currency transactions.
10.19.
Most buyer have RTGS balances which they have accumulated over time and they
normally pay/settle for goods and services at prices that are denominated in local dollars.
They still hold to foreign currency if they have it for foreign payments. Thus, even though
the prices may two-tier (actual US$ price and local $ price) most buyers pay the local $
selling prices. Most of the formal shops has opted for a single-tier price in local $ to cover
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for the increased cost of acquiring foreign currency to pay for imports. Thus, their goods
are therefore denominated in local dollar and settled in the local dollar.

10.20.
The guidance, there emphasises that the reporting entity assess which currency the
selling prices are denominated and settled, rather than denominated only.
10.21.
There seem to be a misconception that because the foreign currency (e.g. US$)
paid for imports directly influence the selling price directly on an exchange rate basis. The
AG clarified that selling price is a result of applying IAS 2 in costing the product. The cost
of a product includes importation costs (cost of acquisition), freight costs and local costs
of value addition etc. Thus, it was concluded that the foreign currency cost of acquiring
imports does not directly affect the exchange rate. Zimbabwe’s main training partner is
South Africa, thus, the rand (ZAR) would be the currency that influences local selling
prices in that matter as they are also part of the accepted currencies.
10.22.
Most companies settle most of their costs, labour etc using the local currency and
have not benchmarked the labour cost to US$ economies since 2009.
10.23.
Generally, many entities are expected to arrive at the local $ as their functional
currency, whilst other could remain in the US$ or other functional currency.
Re-assessment of functional currency of Zimbabwean foreign operation by an
entity domiciled outside Zimbabwe.
10.24.
Since the primary indicators are the key drivers of determination of functional
currency, most focus was putting proving guidance to the Zimbabwean foreign operation
rather the IAS 21 para 11 indicators.

Change in Functional Currency and Determination of the Date of Effective
Change in Functional currency

10.25.
The thought of the IFRS implication due to change in functional currency is
dreaded by man and it is regarded as a rare event for anyone to have experience. Thus, it
was agreed to highlighted and provide AG on the matter. Key issues that came out is the
determination of exchanges rates and determination of the date of effective change in
functional currency.
10.26.
IFRS does not provide specific guidance on determining the date of change in
functional currency. It was then decided to provide specific indicators in the application
guidance in AG section. This allows each reporting entity to apply these indicators to itself
and reach a justifiable date. Many felt that this was an area of sign judgements and
recommended the entity to disclose as a “significant judgement”.
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10.27.
No guidance is provided by IFRS regarding translation of comparatives financial
statements when there is a change in functional currency. It appears IAS 21 “through
PROSPECTIVE” accounting suggest that the comparative be the statement at date of
change. If this is the case, I therefore suggest that the “date of change in functional
currency” be defined as “the first day of the begging of the currency reporting period in which the
functional currency was determined to have changed” this is a similar principle with the
“reclassification date” in IFRS 9 which refers to the “first day of the first reporting period after
reclassification”. The difference is that reclassification looks forward and the earlier looks
backwards. The sample disclosure took this approach of the definition above.
10.28.
This definition makes sense because it will allow comparability on current to prior
reporting and that the change would have happened sometime in the past before the final
trigger or indicator of change is met. The only challenge is the identification of foreign
transactions in hindsight from date of change, as this may be practically impossible in
certain circumstances where there are numerous foreign transactions. This can be
combatted by focusing on material transactions only.

Presentation Currency
10.29.
Since every reporting entity has a choice it was decided to each reporting entity to
make its decision on its presentation currency. A small group proposed ignoring the whole
debate and approach of determining the functional currency. Their suggestion was to
continue reporting in the previous currency (i.e. the US$) and only focus on two items:
- Provision of determination of an exchange rate between the local dollar and the foreign
currencies due to long interchangeability;
- consideration of IAS29 if they chose to continue reporting in the local US$
10.30.
All the issues above have been adequately covered in the guidance and the
assessment of a change in functional currency. Ignoring the functional currency discussion
is a more a political pressure not to disturb the hornet’s nest. The proposal is to re-base/
adjust the presentation currency from 1:1 rate using an estimated exchange and avoid
referring to a black-market exchange rate.
10.31.
This approach has the following flaws:
• it is prescriptive (one size fits all) and does not allow each reporting entity to re-assess its
circumstances which may not be uniform from entity to entity as required by IFRS;
• avoids the real issue of whether the US$ is still the functional currency which is causing an
exchange disparity;
• the functional currency is the one that is considered for hyperinflation. The US$ inflation
rate is less than 2%, however, the official inflation rate in Zimbabwe has been above 5.39%
and jumped to 20.85% in October 2018 from September 2018. Unfortunately, these
inflation rates do not reflect the actual prices on the ground which have at least doubled
since last year. [Refer to the Fig. 1 and Fig. 2 on Hyperinflation Considerations
below]
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The key question is, whether the US$ is the currency under hyperinflation or there is
another currency which is under hyperinflation. The massive increase is seen from October
2016 when Zimbabwe introduced the bond notes and new exchange controls and
monetary policies. The IAS 29 assessment should be performed against the
hyperinflationary currency and not the US$. The inflationary adjustments must be made
on the inflationary functional currency and then translated to the US$ if it qualifies for
hyperinflation as per IAS 29.

•

The approach is not clear which currency is being translated against the US$ and hinges
on failing IFRS compliance, especially fair presentation and substance over form principle.

10.32.
The approach is fast and would defer the debate about functional currency
temporarily. However, due to the stated flaws the functional currency assessment was
encouraged and where the reporting entity opts for a presentation currency other than its
functional currency, the disclosure required by IAS21 para 53 would be required. The
approach does not deprive a reporting entity to choose another currency as a presentation
currency. Rather, it emphasises that principle of functional currency which is not an
entity’s choice.

Exchange Rate Considerations
10.33.
The RBZ pegged the exchange rate between the local $ and US$ at 1:1 in October
2016 and it has remained like that to date. Before October 2016, Zimbabwe was largely
deflationary, and the circumstance immediately changed after that.
10.34.
The exchangeability of the actual US$ to other foreign currencies is normal and
market based. However, the US$ is used as the reference currency in Zimbabwe, thus the
local $ must be converted to US$ before finding an exchange with recognised foreign
currencies. We noted the lack of exchangeability between the local $ and the US$ due to
the following:
• the legal supply of foreign currency in Zimbabwe is made through administrated
mechanisms regulated and directed by the RBZ;
• Many Zimbabwean operations are unable to obtain foreign currency to make payments as
follows:
o If they were not on RBZ priority list (the priority list focused on essential goods
and services),
o If they are on the RBZ priority list but payments could be delayed and waiting for
transfer for long periods as payment was only based on availability of foreign
currency. Sometimes entities obtained a significantly lower amount of foreign
currency than requested; and
• Recently, the exchangeability of the local $ for any purpose is extremely limited, becoming
increasingly so during 2017 to 2018. In recent months, Zimbabwean entities have been
able to access foreign currency via the administered mechanism only in very small amounts
and only for very limited purposes, such as for fuel, medical/humanitarian purposes and
the 2016 priority list has been largely abandoned.
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•

Even after the separation of the FCA RTGS bank account for the FCA US$ Nostro bank
account and continue pegging it at 1:1 to, both RBZ and local banks can not provide US$
foreign currency using the same rate. Depositors are encouraged to bring own free cash
funds to make a TT, or use their export proceeds, etc. An existing local balance cannot be
converted to US$ unless goods and services that are classified as strategic to the county
(e.g. fuel).
10.35.
Due to the above assessment the exchangeability between the local $ and the US$
has characteristic of long-term lack of exchangeability. Since this is not covered in IAS
21 in determination of exchange rates, management are encouraged to estimate the
exchange rate. The reporting entity’s management are therefore encouraged to consider
the guidance of IAS 8 on selecting an accounting policy where there is no IFRS guidance.
10.36.
To assist management to make their judgement as permitted by IAS 8 paragraph
11(a)E5 and 12 (“Other Literature dealing with similar issue”). The Application Guidance
relied on the IFRIC Staff Paper on IAS 21 –– Foreign exchange restrictions which is in
line with IFRS and refers to similar matters in terms of the US GAAP.
10.37.
Normally, exchange rates should be available to an entity through a legal exchange
mechanism. “Immediate deliver” implies an entity must have immediate access to an
exchange mechanism. There are typically two broad categories of legal exchange
mechanisms available to an entity:
• a financial market (in the case of free/floating market exchangeability); or
• an administrated process created and directed by jurisdictional authorities –referred to as
‘administrated exchangeability’ i.e. the jurisdictional authorities buy and sell foreign
currencies and are responsible for allocating those currencies to entities and individuals in
the jurisdiction.
10.38.
Since Zimbabwe did not officially declare a currency but is operating a defacto
currency which is pegged 1:1 with the reference currency (US$) the above are legal
exchange mechanisms are not available. Any forex trade in Zimbabwe has also been
outlawed for an entity to refer to parallel market rates, which are not observable.
10.39.
Due to the above factors management have been encouraged to estimate the spot
and closing rate in order to achieve fair presentation. The official rate does not achieve
fair presentation as it has long-term lack of exchangeability and does not take the potential
hyperinflation being faced by Zimbabwe operating environment. Management should use
the estimating methodology that includes the effects of inflation like the Purchasing
Power Parity (PPP) theory.

Presentation and Disclosure
10.40.
There is a consensus that there is a local currency ($) which was legal introduced
in 2016 in Zimbabwe. Before then the US$ was effectively the functional currency but
has since disappeared and most of the transactions are now carried out using the local
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dollar (defacto currency). As demonstrated above “exchange rate considerations” there is
long-term lack of exchangeability between the US$ and the local $ even through pegged
at 1:1 as the reference currency. The local dollar effectively works for all local transactions
but has extremely limited exchangeability with the US$ and all other currencies. Thus,
many stakeholders and users have reservations on whether the reference to the US$ as
the functional and presentation currency at the official rate would achieve fair
presentation.

10.41.
Financial statements would be fundamentally misstated if they do not acknowledge
the existed of a local currency other than the US$. Thus, each reporting entity must reassess the appropriateness of the US$ as the functional currency considering the changes
to the monetary policies and economic developments in Zimbabwe since 2016. If an entity
uses the US$ its presentation currency, an explanation on how the US$ is still its functional
currency and on how the transaction denominated and settled in local currency were
translated to US$ considering the lack of exchangeability between the local $ and the US$.
Also, if the local $ has been used as the functional and presentation currency, an
explanation of how the entity arrived at the $ as its functional currency is required and the
impact of the change in functional currency. An explanation is also required for how
foreign currency transaction in US$ or other foreign currencies were translated given the
lack of exchangeability between the local $ and the US$ as the reference currency.

10.42.
Thus, fair presentation would not be achieved if the following are not clearly
articulated in the financial statements:
a. Determination of an appropriate Functional Currency:- the reporting entity’s
functional currency considering the monetary policy and economic environmental
changes. If it did not change why and how it did not change?
b. Possible Hyperinflation:- the emergence of high inflation rates would need to be
explained and their impact on the functional currency disclosed. To achieve the
currency that is inflationary should be identified first and relevant adjustments made if
the environment is assessed as hyperinflationary in terms of IAS 29. The US$ is a stable
currency and would not be expected to be causing the high inflation rates.
c. Use of fair exchange rates:- how management have been able to determine exchange
rate to translate either from US$ to local $ or vice versa considering the long-term lack
of exchangeability between the local $ and the US$ of late even though pegged at 1:1
by the RBZ. Many stakeholders are not convinced the use of the 1:1 rate would achieve
fair presentation. Thus, fair presentation would be achieved if the considerations made
management about the exchange rates are also disclosed.
d. Impact of the exchange restrictions: An entity should also disclose the implications of
the emergence of the exchange restriction to its operation and specific balances. The
implications range from business risks (e.g. going concern, failure to stock up, loss of
foreign credit lines, liquidity, etc) to misstatements on specific balances (e.g. significant
measurement uncertainty on foreign creditors and financial liabilities or foreign
currency translation reserve, etc)
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10.43.
Since, Zimbabwe did not officially name a currency, there is no clarity on what
currency for financial reporting is. Due to the complications of the discussion and the
political and legal pressure some feel the issue of functional currency should not be made.
It will politically be declaring a national currency.
10.44.
However, the guidance paper brings the issue of functional currency for the
reasons discussed above, i.e. to achieve fair presentation and report of the substance of
the economic phenomenon of the affairs by each reporting entity. There is also an
understanding that the process of determining functional currency is an entity level and
not a national currency pronouncement.
10.45.
The guide is based on IFRS principles and all guiding principles are referenced to
IFRS and IFRS for SMEs as Zimbabwe adopted IFRS and IFRS for SMEs and there is a
market need to remain IFRS compliant.
10.46.
Emphasis was given on the objective of general-purpose financial statement to the
primary users. This was as a result that most stakeholders feel bound by the demands of
the regulators. E.g. bankers would feel any disclosure in IFRS financial statements
contradicting the RBZ pronouncements, e.g. that the functional and presentation
currency is the US$ and that it is 1:1 with local $.
10.47.
The emphasis above tries to point that regulators (e.g. RBZ) are not the primary
user of an IFRS statement. Primary users are investors, lenders, creditors, depositors, etc
who are bound to lose if the information in financial statements is not relevant and
faithfully represent the affairs of the bank. The reporting entity is encouraged to keep this
as a guiding principle in preparation of its IFRS financial statements.

Hyperinflation Considerations
10.48.
Since October 2016, Zimbabwe experienced a stead increase in inflation. The
worst increases (spikes) were felt in August – November 2017 and in September to
October 2018. See below the official inflation figures and the implied 2017 inflation
figures from Prof Steve Hanke.
Fig 1. Official Inflation in 2018- RBZ
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Fig 2. Implied Inflation Rate- Steve Hanke
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10.49.
There is a big disparity between official inflation figures to the implied figures.
When assessing the existence of an inflationary environment which figures should be
used?
10.50.
Entities are encouraged to assess whether they are operating in a hyperinflationary
environment. Even though IAS 29 encourages a market approach to hyperinflation
assessment, each reporting starts the process.
10.51.
The assessment of the indicators of paragraph 3 12-14 of IAS 29 with regards to
Zimbabwe shows the following:
• Zimbabweans, with the experience of 2007-2008 severe-hyperinflation, have resorted to
put monetary assets in listed equities and properties or to keep in foreign currency like the
US$. this can be seen with the performance of the ZSE with bull runs in Aug- October
2017 and October 2018. There is a general increase in the performance and a massive bull
run every time they are monetary and pollical changes.
Fig. 3: ZSE Performance in 2017/2018

40
© Institute of Chartered Accountants of Zimbabwe (ICAZ)

ICAZ PAPER ON REPORTING CHANGE IN
FUNCTIONAL AND PRESENTATION CURRENCY
IN ZIMBABWE 2018
•

•

•
•

Zimbabwe introduced a local monetary regime in October 2016. The regime did not
pronounce a specific currency name which is pegged 1:1 with the US$. The 2019 budget
refers to the US$ as the reference currency. Some prices are denominated and settled in
US$. Some government agencies like the Zimbabwe Revenue Authority (ZIMRA) have
directed that tax payers pay forex if they charge in forex, despite that it is officially pegged
at 1:1.
The effecting of purchasing power parity has not yet generally been prevalent on providing
credit in early 2018. Market participants are favouring more cash transactions than credit.
The purchasing power parity adjustment on credit is not yet a widely practise in Zimbabwe.
There is no yet practice of linking the interest rates, wages and prices to a price index in
Zimbabwe.
The inflation rate officially declared by Zimstat increased from 5.45% in September 2018
to 20.85% October 2018, whilst Prof Steve Hanke measures the inflation at 69.9% in 2018.
However, a lot of goods and services have significantly increased in price since October
2018.

10.52.
The above analysis points to indicators of hyperinflation, however, the inflation
growth is not consistent over a period of 3 years. The inflation has been there since
October 2016; however, massive growth has been erratic since second quarter of 2017
and second quarter of 2018. The official growth as stated above has not yet surpassed the
100% mark. Whilst the implied unofficial inflation is high and are in line with the situation
on the ground the has not been a cumulative increase over three years. Entities are
therefore encouraged to continuously assess their functional currency for effects of
hyperinflation.

11. DESSENTING OPINIONS
[None officially lodged yet]

12. ILLUSTRATIVE SAMPLE DISCLOSURES
The following disclosures are sample to illustrate the nature of disclosure required for the circumstances discussed
above. [there are not necessary where the functional currency has not changed]
Notes to the Financial Statements for the Year Ended 31 December 20X8
1. Functional and Presentation Currency
These financial statements are presented in United States Dollars (US$) which is the Company’s
functional currency is the local dollar ($).
Choice of Presentation Currency [where presentation currency is different from a functional currency disclosure
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of the reason for the change is required- IAS21.53]

The entity chose to use the US$ as its presentation currency, other than its local currency because
it will faithfully present relevant information to its primary users are mostly foreign based. Or The
local currency is a defacto currency which has not been officially pronounced by the monetary
authorities. e.g.
OR
These financial statements are presented in local dollar ($) which is the Company’s functional
currency. [No need for additional disclosures as this is the normal]

OR
These financial statements are presented in United States Dollars (USD) which is the Company’s
functional currency. [not necessary as there is no change in functional currency]

2. Significant Judgements and Sources of estimation measurement uncertainty
2.1. Change in Functional Currency and Date of Change in Functional Currency
The entity/group made a significant judgement with regards to change of its functional currency
from US$ to a local currency ($). Zimbabwe adopted a multi-currency regime that includes foreign
currencies in 2009 (as per Sec 44A of the RBZ Act) and later introduced a local currency made of
bond notes, coins, bank balances (in form of RTGS and mobile money), cheques, etc in 2016 (as
per RBZ Act Sec 44B as amended by SI133 and 122A). Due to shortage of foreign currency (US$,
etc), the local currency became the most used and dominant currency towards the end of 2017
into 2018. During the year most of the primary transactions and financing in Zimbabwe has been
carried out using this local currency. This was further confirmed by both the January 2018
monetary policy in which the RBZ encouraged the banks system to separately identify bank
deposits into local RTGS and foreign currency (Nostro). In the October 2018 monetary policy,
the RBZ mandated that all current balances be allocated to an FCA RTGS account and the bank
creates an FCA Nostro/US$ account for foreign currency deposits. The FCA RTGS and FCA
Nostro has been pegged at 1:1 by the monetary policy, however, this rate is not officially available
from the banking system, unless, the entity/group has made foreign currency export proceeds.
Most of the existing bank balances of the entity/group were allocated to the FCA RTGS account.
The entity/group has therefore made the judgement that its functional currency is no-longer the
US$ (foreign currency) but a local dollar (Z$). The use of the US$ as the functional and
presentation currency would not achieve fair presentation as the amounts reflected are no-longer
easily realised as the actual US$. Thus, the entity/group functional and presentation currency is a
Zimbabwean dollar ($).
The entity/group estimated that the local currency was significantly in use by the reporting entity
by the beginning of the year, hence, the date of change of functional currency is the 1 of January
20X8.
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2.2. Hyperinflation Considerations
The entity/group has assessed the operating environment as not yet hyperinflationary. The
assessment of inflation as hyperinflation is a result of the functional currency of the entity which
is not stable. The cumulative inflation has not yet exceeded 100% over the last 3 years.
Management will continue to assess the operating environment on its hyperinflationary status.
Or
The entity/group has assessed the operating environment as hyperinflationary. The assessment
of inflation as hyperinflation is a result of the functional currency of the entity which is not stable.
The cumulative inflation has exceeded 100% over the last 3 years. Management will continue to
assess the operating environment on its hyperinflationary status.
2.3. Exchange rate and emergence of an active parallel market
The RBZ have fixed the exchange rate between the local $ and the US$1 at 1:1, therefore there is
no formal exchange rate market in which the exchange rate between the Z$ and the US$ are easily
observable. The use of the exchange rate from the parallel is therefore regraded as a significant
source of estimation. The entity applied more of the actual exchange rates used on the transactions
that an entity entered during the year. However, some foreign transactions have been made at 1:1.
The change in functional currency referred above happened because of the introduction of the
bond notes, the issue and financing of the fiscal activities using the numerous treasury bills and
promissory notes which was widely adopted as electronic money since October 2016 to date. On
introduction of the bond notes and coins the RBZ pegged the exchange rate at 1:1. This rate was
used for most of the official transactions by the banking sector.
The RBZ introduced a priority list to which foreign currency would be used or applied in making
foreign payments. The priority list was a result of the shortage of the multi-foreign currency
(mostly the once dominant US$). The priority list meant that only goods and services regarded to
be priority for the functioning of the Zimbabwe would be paid first using available meagre foreign
currency reserves. The foreign payments backlog became big and the time for the payments to
clear became longer through to the end of 2017 and became worse in 2018. The priority list has
since been relegated to a few items now called strategic requirements as per the October 2018
RBZ monetary policy.
Those suppliers of goods and services who were not on the priority list had to source their own
foreign currency from the parallel market. As the queue of the uncleared foreign payments grew
those on the priority list also started participating on the parallel market. In late 2017 to early 2018,
most foreign payments were made from an actual deposit of foreign currency.
Sensitivity analysis [only relevant if translated to a different presentation currency]
Due to the difference in exchange rates the following sensitivity analysis was performed
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2018

2017

Official
Rate

Estimated
rate

Estimated
rate

Official
Rate

Estimated
rate

Estimated
rate

US$1: Z$1

US$1:
Z$1.50

US$1:
Z$2.80

US$1: Z$1

US$1:
Z$1.20

US$1:
Z$1.50

NonCurrent
Assets
Current
Asset
Equity
NonCurrent
Liabilities
Current
Liabilities

Since the exchangeability of the US$ against the local $ is not easy in the long-term and that the
local $ is hyperinflationary. The estimated rate was estimated by economist by taking the
Purchasing Power Parity Model which effect impact of inflation. The official rate has been pegged
at 1:1 since 2016 and does not take the significant inflation increase on the local currency.
3. Change in Functional and Presentation Currency from US$ to Zimbabwe ($)
The currency or money in Zimbabwe are in two major forms, namely: foreign multi-currencies
(US$, Rand, etc. as indicated by Sec44A of the RBZ Act) and a local currency made of bond
notes, coins, bank/electronic balances (RTGS and mobile money) as per SI133 and I22A
amendment to Sec 44B of the RBZ Act. The local currency has been assessed to be the most
dominantly and widely used currency (functional currency) in Zimbabwe throughout 2018, as
compared to prior years where the actual US$ was functional currency. This, therefore results in
change in functional currency from actual US$ to a local dollar ($).
Recognition and Measurement
The functional and presentation currency of the entity/group is the Zimbabwean dollar ($). The
entity/group used the US$ as its functional and presentation currency in the prior financial
statements since 2009 to 2017 reporting dates. The $ will be used as functional and presentation
currency from 31 December 20X7 [replace date with entity prior year reporting date as the date of change in
functional currency to allow for comparative at the same basis], effective date of functional currency change.
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Comparative transactions and balances

The closing rate method was applied in translating the comparative financial statement to the Z$
as follows:
•
•

•

Assets and liabilities shall be translated at the closing rate on 31 December 2017;
Income and expenses for the profit and loss and other comprehensive income shall be
translated at the transaction date spot rate or average rate [chose the rate more practicable to your
entity/group between the two]
The exchange gains and losses, if any, arising shall be recognised as “change in functional
currency reserve” in other comprehensive income. The reserve shall be realised directly to
retained earnings as the related assets and liabilities are recovered, realised or settled,
whichever comes earlier.

Current Year transactions and balances
All transactions that were entered into by the entity in a currency other than the local currency are
therefore classified as foreign currency transactions. Foreign currency is a currency other than the
functional currency of the Z$. Foreign currency transactions shall be accounted for as per Note 4
on foreign currency transactions. [chose to put the whole note below as part of this note or refer
to Note 4]
4. Foreign Currency Transactions
4.1. Initial recognition and measurement
Foreign currency transactions were recorded, on initial recognition in the Z$, by applying to the
foreign currency amount the spot exchange rate between the functional currency and the foreign
currency at the date of the transaction. The date of a transaction is the date on which the
transaction first qualifies for recognition in accordance with IFRSs. For foreign consideration
made in advance the transaction date is the date the advance consideration is made.
4.2. Subsequent recognition and measurement
At the end of each reporting period:
(a) foreign currency monetary items shall be translated using the closing rate;
(b) non-monetary items that are measured in terms of historical cost in a foreign currency shall be
translated using the exchange rate at the date of the transaction [Refer: paragraph 22]; and
(c) non-monetary items that are measured at fair value [Refer: IFRS 13] in a foreign currency shall
be translated using the exchange rates at the date when the fair value was measured.
Exchange differences arising on the settlement of monetary items or on translating monetary items
at rates different from those at which they were translated on initial recognition during the period
or in previous financial statements shall be recognised in profit or loss in the period in which they
arise. No exchange gains or losses shall be recognised on advance consideration foreign
transactions.
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5. Cash and Cash Equivalents
A: For banks, building societies and other deposit taking institutions
Cash and Cash Equivalents/ Deposits note

Restrictions on the use of bank balances held in foreign banks
Balances with Reserve Bank of Zimbabwe and Foreign Banks are used to facilitate customer
transactions which include payments and cash withdrawals. In 2016, the Reserve Bank of
Zimbabwe, through Exchange Control Operational Guide 8 (ECOGAD8), introduced
prioritisation criteria which are to be followed when making foreign payments for customers. After
prioritisation, foreign payments are then made subject to availability of bank balances with our
foreign correspondent banks, resulting in possible delay of payment of telegraphic transfers.
However, no delay is expected in the settlement of local transactions through the RTGS system.
The RBZ through the October 2018 monetary policy statement mandated the bank to create
separate FCA RTGS account for local currency deposits and a separate FCA Nostro for balances
with RBZ and foreign banks. The FCA RTGS and the FCA Nostro have been officially pegged at
1:1. The Nostro and other foreign currency balances have been translated to the Z$ (functional
and presentation currency) at the reporting date closing rate. The rate used is the rate that the bank
will be able to get from selling its foreign currency balances as a forex dealer. The exchange gains
and loss on translation of foreign currency balances to presentation currency are recognised in
profit and loss account.
The bank will only be able to provide foreign currency to depositor who have either deposited
foreign currency directly in the FCA Nostro account or have received export proceeds which was
deposited as foreign currency. The bank will not be able to provide foreign currency by
withdrawing from the FCA RTGS account at 1:1.
Please also refer to note XX above on the determination of functional currency.

B: For corporates and other entities not covered in A above
Cash and Cash Equivalents/ Foreign Payables note
In 2016 the Reserve Bank of Zimbabwe, through Exchange Control Operational Guide 8
(ECOGAD8), introduced prioritisation criteria which are to be followed when making foreign
payments. Any foreign payments which are made from bank balances above are ranked based on
the Reserve Bank of Zimbabwe prioritisation criteria and paid subject to the banking institution
having adequate funds with its Foreign Correspondent Banks. The timing of funds flows is
therefore dependent on the approvals the company receives
46
© Institute of Chartered Accountants of Zimbabwe (ICAZ)

ICAZ PAPER ON REPORTING CHANGE IN
FUNCTIONAL AND PRESENTATION CURRENCY
IN ZIMBABWE 2018

The RBZ through the October 2018 monetary policy statement mandated banks to create separate
FCA RTGS account for local currency deposits and a separate FCA Nostro on behalf of the
entity/group. The Nostro and other foreign currency balances have been translated to the Z$
(functional and presentation currency) at the reporting date closing rate. The rate used is the rate
that the bank will be able to get from selling its foreign currency balances. The exchange gains and
loss on translation of foreign currency balances to presentation currency are recognised in profit
and loss account. The entity cannot exchange its FCA RTGS balances to access US$ through its
bank at 1:1.

6. Foreign Creditors and foreign loan balances
Foreign creditors and foreign loan balances that where received in foreign currency and signed for
as such from foreign counter-parts were recorded in the local currency (Z$) using the rate that the
entity more likely to get on the market.

13. APPENDIX
1. Fact Pattern of Zimbabwe Currency Events from 2009 to 2018
1.1. Zimbabwe witnessed significant monetary and exchange control policy changes in 2016
through to 2018. The changes were a result of continued economic challenges faced by
the country that resulted in the liquidity crisis. In response, the RBZ together with the
Ministry of Finance promulgated a series of exchange control operational guidelines and
compliance frameworks to alleviate the cash shortage and boost the economy.
2009:- Introduction of Multi-currency System
1.2. In 2009, Zimbabwe adopted the multi-currency system upon the abandonment of the
Zimbabwean dollar (ZW$). Consequently, business adopted the USD as the functional
and reporting currency after it met the considerations required by IFRS. For financial
reporting purposes (presentation of the national budget and levying of taxes etc.) the
government of Zimbabwe also adopted the United States Dollars (“USD”) as the
reference currency mentioned in statutes and other policy documents. The following
currencies are legal tender in Zimbabwe: - (i) the United States Dollar (USD), (ii) the
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British Pound (GBP), (iii) the Euro (EUR), (iv) the South African Rand (ZAR), and the
(v) the Botswana Pula (BP).

1.3. In 2014 the multicurrency basket was increased by the following currencies:- the Chinese
Renminbi (RMB), (vii) the Japanese Yen (JPY), (viii) the Australian dollar (AUD) and (ix)
the Indian Rupee(INR).
2015/16 and Introduction of Bond Notes and Coins

1.4. Summarised below, are the factors that were noted in 2016 that gave rise to indications of
a possible change in functional currency:
• Introduction of government directives to open the RTGS system to use other
currencies and the requirement for entities to adopt and embrace multi-currencies;
and
• Introduction of $200 million worth of bond notes in addition to the bond coins
initially issued.
• The bond notes and coins were supported by the gazetting of Statutory Instrument
133 of 2016 (http://www.veritaszim.net/node/1887) which prescribed that the bond
notes were legal tender and would be at par with the USD.
• Increased use of treasury bills by government in funding operations (growth in
domestic debt)
2017 Addition to Bond Notes and Coins
1.5. In 2017, there was further reduction in availability of USD cash which resulted in:
•
The RBZ notifying the country of its intention to introduce additional $300 million
worth of bond notes into the financial markets;
•
Promulgation of new legislation in the form of statutory instruments 122A
(http://www.veritaszim.net/node/2208) that defines currency to include bond notes
and coins; and
• The table below is an analysis of supply of local notes and coins, foreign notes and
coins, Balances with Foreign Banks and Balances with Central Bank from January
2011 to August 2017:

Analysis of Notes and Coins, Balances with Foreign Banks and RTGS Balances from 2009 to July
2017 (Balances with Commercial Banks-Source RBZ)
Dec 2010'
'Millions'
Local Notes and Coins
Foreign Notes and Coins
Balances with Foreign Banks
Balances with RBZ (RTGS Balances)
•

August 2017
'Millions"
0
206.3
364.3
136.2

11.80
37.90
161.20
1,882.09

% Movement
1180%
-82%
-56%
1282%

2.5 million RTGS transactions were processed for the 6 months to June 2017,
accounting for just above 70% of all transactions in the country.
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•

Between 2010 and 2015 customers could withdraw any amount of cash as they required
from bank institutions. The cash shortages resulted in the RBZ introducing a maximum
withdrawal limit of USD1 000 per day and banks went on to reduce the limits further.
Currently, customers are only able to withdraw amounts ranging from USD20-100 per
week.
• Zimbabwe now has a fast-growing parallel market for the exchange of USD cash with
RTGS balances, bond notes and mobile money. According to the June 2017 Monetary
Policy Statement, one could obtain USD cash in the parallel market at a premium of
close to 50% for both the RTGS or bond notes.
• There is also an increased migration to perceived safer assets like equities on the ZSE
and fixed property as most market participants are off-loading the depreciating local
bank balances or bond notes.
• As at 23 February 2018, the Old Mutual shares were trading at $5.20 on the Zimbabwe
Stock Exchange (ZSE) versus an average of $3.58 on both the Johannesburg Stock
Exchange (JSE) and the London Stock Exchange (LSE). The shares are fungible and
ideally should be comparable across all these markets including the Malawi and
Namibia Stock Exchange as well. The current Old Mutual share price implies a 1:1.45
exchange rate with currencies that have a readily determinable exchange rate against
the USD. Thus, the above issue points to the need to assess the whether there has been
a change in functional currency from the USD to “some local currency”.
1.6. There are also considerations for no change in functional currency:
•
Pricing by major retailers remain the same regardless of the mode of settlement.
There is, however, a need to assess the underlying cause for increases in product
prices that has been experienced in the last few months.
•
Other entities have continued to be able to access foreign currency and therefore
their product pricing has not been impacted.
•
Other businesses are able to operate in Zimbabwe without importing or exporting.
They have, however, been affected by the increases in prices that is prevalent in the
country.
•
Accessing of foreign currency is a matter of time and patience, - entities will
eventually get allocated foreign currency through the formal banking channels.
•
Absence of a local currency – should there be a change from the USD, what
alternative currency would be applied?
2018 Separation of FCA RTGS Account from FCA Nostro
1.7. In 2018, the following happens over and above the developments noted above:
•
In February 2018, RBZ instructs banks to ring fence foreign currency deposits by
foreign exchange earners
•
October 2018, banks are instructed to separate and create distinct bank accounts for
depositors, namely: RTGS FCA and Nostro FCA accounts based on the “Know
Your Client” KYC of their clients, effective 15 October. The exchange rate has
remained fixed at 1:1 and the two accounts are all still referred to as the United States
Dollar (US$) “This policy measure is expected to encourage exports, diaspora
remittances, banking of foreign currency into the Nostro FCAs and to eliminate the
49
© Institute of Chartered Accountants of Zimbabwe (ICAZ)

ICAZ PAPER ON REPORTING CHANGE IN
FUNCTIONAL AND PRESENTATION CURRENCY
IN ZIMBABWE 2018

•

•

•

•

•

•

•

•

commingling or dilution effect of RTGS balances on Nostro foreign currency
accounts. The relationship between the two categories of the FCAs shall continue to
be at parity. This is essential in order to preserve value for money for the banking
public and investors during the transition to a more market based foreign currency
allocation system that shall be implemented once the economic fundamentals are
appropriate to do so.” [2018 October Monetary Policy]
RBZ sets a $500 million Nostro Stabilisation Guarantee Facility (NSGF) with
Afreximbank, to provide Nostro FCA holders with assurance that foreign currency
shall be available when required by the account holders
Raising of credit lines for strategic requirements: RBZ set up US$500 million to cater
for importation of strategic requirements that include fuel, electricity, cooking oil,
wheat, packaging, etc. The facilities are from Gemcorp US$250 million, Afreximbank
US$150 million and Afrigrain US$100 million.
RBZ October monetary policy raised additional measures to safeguard the retention
and attraction of foreign currency, these include:
1.7..1. Foreign payment transactions (TT instructions);
1.7..2. Foreign truckers to only purchase fuel in Zimbabwe using foreign currency;
1.7..3. Purchase of gold by jewelers in foreign currency;
1.7..4. Settlement of capital gains in foreign currency when using off-shore funds;
1.7..5. Cross Border Investment and Offshore Capital Raising Initiatives;
The following measures were proposed in the October monetary policy to “mop-up
excess liquidity”:
1.7..1. Introduction of Statutory Reserve Requirement
1.7..2. Issuance of TBs through an auction system
1.7..3. Continuation of RBZ savings bonds
Growth of parallel foreign exchange market at premiums between – 150 to 600%
due to shortage of foreign currency and the increased need to source products by
market players.
During 2018, no more foreign currency cash can be accessed from the banks to make
a foreign transfer unless its directly linked to foreign proceeds received or foreign
currency direct deposit. Most importers can access money directly from the parallel
and other market to fund their imports. Only, a few critical commodities are funded
by the foreign currency allocation from RBZ retained foreign proceeds (fuel,
medicine, etc.)
Critical shortage of critical goods, e.g. fuel, medicines, and closure of retailers due to
in ability to restock due to the exponential growth of exchange differences (premium)
on the parallel market.
Increased moving from RTGS deposits and bond to safe assets, like stocks and land.
There are reports that other players not refuse of RTGS, mobile money and bond
notes and coin as it is deemed to be unstable.
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