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QUESTION 1  (20 MARKS) 
 
 
The following extract is prepared from the abridged Statement of Comprehensive Income of Barbor Limited 
for the reporting period ended 31 December 2015: 
 
 2015 2014 
 R R 
   
Profit before taxation  1 750 000  1 288 000 
Taxation  (758 125)  (636 990) 

Profit for the year  991 875  651 010 
Other comprehensive income   

- Gain on revaluation of property                     -            85 000 
- Loss on fair value adjustment of financial instrument           (20 000)  

Total comprehensive income         971 875          736 010 

 
The company’s capital structure at 31 December was as follows: 
 
 2015 2014 
 R R 
   
Ordinary shares of R1 each  5 250 000  3 500 000 
10% cumulative preference shares of R1 each  1 500 000  1 500 000 
12% non-cumulative, redeemable preference shares of R1 each          850 000                    - 
 
On 31 August 2015 Barbor Limited had a rights issue of two ordinary shares for every four ordinary shares 
held, at 50 cents per share, for cash that was fully subscribed (i.e. all shareholders exercised their rights). 
The fair value of the ordinary shares was R1.40 per share at this stage.  
 
There have been no other share transactions during the 2015 or 2014 financial years. 
 
No ordinary or preference dividends were declared for the year ended 31 December 2015 or  
31 December 2014. 
 
 
REQUIRED: 
 
Present and disclose earnings per share (EPS) in the financial statements of Barbor Limited for the year 
ended 31 December 2015. (20) 
 
Note: 

 Show all calculations clearly as marks are awarded for these. 
 Comparative disclosures are required. 
 EPS should be presented in cents, showing two decimal places. 
 Round all workings to two decimal places. 
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QUESTION 2           (35 MARKS) 
 
You are presented with the following information for Rainbow Limited for the year ended 30 September 2016: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

RAINBOW LIMITED:  

EXTRACT FROM THE STATEMENT OF FINANCIAL POSITION AS AT 30 
SEPTEMBER 2016 

 

 NOTE 2016 2015 

ASSETS  R R 
Non-current assets    
Land 2  2 550 000   3 300 000  
Equipment  2  512 000   410 000  

   Equipment at cost   880 000   720 000  
   Accumulated depreciation: Equipment   -368 000   -310 000  

Vehicles 2  588 000   -  

   Vehicles at cost   660 000   -  
   Accumulated depreciation: Vehicles   -72 000   -  

Plant 2 ?  -  

   Plant at cost  ? - 
   Accumulated depreciation: Plant  ? - 

Intangible assets 3 - - 
Financial assets at fair value 4  600 000   500 000  
    
Current assets    
Inventory   320 700   242 300  
Receivables 5  255 450   274 200  
Prepaid expenses   67 210   52 690  
Receivable – SARS   -   26 100  
Bank   222 000   154 916  
    

TOTAL ASSETS  XXX 4 960 206 

    
EQUITY AND LIABILITIES    
    
EQUITY    
Ordinary share capital 6  800 000   2 300 000  
Preference share capital 6  725 000  - 
Retained earnings 1  1 167 194   200 755  
    
LIABILITIES    
Non-current liabilities    
Long-term loan 2, 7  1 700 000   700 000  
Debentures 8  1 250 086   1 261 951  
    
Current liabilities    
Payables   296 350  342 500 
Short-term portion of long-term loan   400 000  100 000 
Current tax payable – SARS   42 130  - 
Shareholders for dividends   90 000  55 000 
    

TOTAL EQUITY AND LIABILITIES  6 470 760 4 960 206 



-4- 
 
QUESTION 2 (CONTINUED) 
 
ADDITIONAL INFORMATION: 
 

1. The following amounts were extracted from the Statement of Profit or Loss and Other Comprehensive 
Income for the reporting period ended 30 September 2016 and you may assume that it has been 
correctly calculated and correctly includes adjustments based on all of the additional information 
provided: 

 
2.  Property, plant and equipment: 

 
During the current reporting period, the following transactions relating to non-current assets and 
liabilities occurred: 

 

 A piece of land was sold for R930 000.  No further sales or purchases of land were made.   

 No equipment was sold during the reporting period. 

 During the current reporting period Rainbow Limited obtained an additional long-term loan of R1 
800 000.  
A portion of the loan was used to purchase plant with a cost price of R1 500 000 on 
31 March 2016. The profit for the period correctly includes the depreciation on the plant.  

At the acquisition date the useful life of this plant was considered to be 5 years, with a residual 
value of R40 000.  At 30 September 2016 the residual value was revised at R54 000 and the 
remaining useful life at that date was again estimated at 5 years. 

 

3. Intangible assets: Development costs 
 

On 1 November 2015, Rainbow Limited’s IT department commenced the development of a new 
company website, with the necessary approval from management. According to their feasibility 
studies, this website would give them a competitive edge in the industry. The website would be so 
technologically advanced that it would be able to scan the face of the end-users immediately when 
they visit the website on their computers and pull-up all of the user’s personal information, such as 
age, contact number, location from social media apps. A group of customers who visited the website 
laid complaints against the company as they felt that it was an invasion to their privacy. The website 
had to be discontinued and was fully impaired. The capitalised development costs, prior to 
impairment, had a carrying amount of R216 000. This transaction was processed and recorded 
correctly in the accounting records. 

 
4. Financial assets 

 

 Financial assets comprise shares in various companies listed on the Johannesburg Securities 
Exchange (JSE). Rainbow Limited classifies all of these financial assets as financial assets held at 
fair value through profit or loss.   

 Financial assets (Investment in shares), with a carrying amount of R250 000, was sold at a profit of 
R74 900 during the current reporting period. 

 Net gains on fair value adjustments recognised through profit or loss in the reporting amounted to 
was R120 000. 

 The remainder of the movement in the balance resulted from the acquisition of new shares. 

Revenue  3 500 000 

Dividend income  37 500 

Finance cost 381 300 

Income tax expense  322 800 

Dividends -  ordinary  160 000 

  -  preference  15 000 

Profit for the period  1 141 439 
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5. Receivables 
 
 Receivables are presented on the Statement of Financial Position net of the allowance for expected 

losses (provision for doubtful debts) of R17 670 in 2016 (2015: R18 140). 
 
6. Share capital 
 
      During the current reporting period, the following shares transactions occurred: 

 A share buy-back of 600 000 ordinary shares at their book value. At the beginning of the 2016 
reporting period the company had a total of 920 000 shares in issue. 

 Issue of 500 000 non-redeemable preference shares at R1,50 per share. Share issue expenses 
of R25 000 were paid.  

 

7. Borrowings 
 
 All finance charges incurred on borrowings have been paid during the reporting period. 
 
8. Debentures 
 

The debentures consist of 12 000 debentures of R100 each, These debentures were issued by 
Rainbow Limited at their fair value of R106 each on 1 October 2014. The debentures are all repayable 
on 30 September 2019 at their nominal value. Interest is payable on 1 October each year. The 
debentures are measured at amortised cost using the effective interest method.  Applying this 
method, the interest expense for the current reporting period is R228 135.  This amount is included in 
finance cost. 

 
Rainbow Limited discloses all dividends received and paid as cash from operating activities. 
 
REQUIRED: 
 
Prepare the Statement of Cash Flows for Rainbow Limited, according to the indirect method, for the 
reporting period ended 30 September 2016 in order to comply with International Financial Reporting 
Standards (IFRS).            (35) 
 
Show all calculations as marks are awarded for these. 
Comparatives are not required. 
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QUESTION 3           (50 MARKS) 
 
P Ltd owns 75% of the Class A shares and 40% of the Class B 20% shares of S (Pty) Ltd.   
 
The Class B 20% shares have the following preferential rights: 

 their dividend payment has priority over that of the Class A shareholders;  

 the dividends are cumulative and are payable on 30 September each year; and 

 shareholders will receive a proportionate share of the net assets available for distribution upon 
liquidation of the acquiree. 

 
The following are the condensed statements of profit or loss and other comprehensive income and the 
statements of changes in equity of P Ltd and its subsidiary S (Pty) Ltd for the reporting period ended 30 
September 2016: 
  

EXTRACT FROM THE STATEMENTS OF PROFIT OR LOSS  
AND OTHER COMPREHENSIVE INCOME  

FOR THE YEAR ENDED 30 SEPTEMBER 2016 

 P Ltd S (Pty) Ltd 

Revenue 2 970 000 2 455 000 
Cost of sales (1 610 000) (1 480 000) 

Gross profit 1 360 000 975 000 
Other income 530 000 355 250 
Gain on disposal of plant - 48 750 
Operating expenses (1 065 000) (955 000) 

Profit before tax 825 000 424 000 
Income tax expense (225 000) (114 000) 

PROFIT FOR THE YEAR 600 000 310 000 

Other comprehensive income   
Mark-to-market reserve (fair value gain on investment) 12 500 15 000 

Other comprehensive income for the year 12 500 15 000 

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 612 500 325 000 

   

 

EXTRACT FROM THE STATEMENTS OF CHANGES IN EQUITY  
FOR THE YEAR ENDED 30 SEPTEMBER 2016 

 Mark-to-market  
reserve 

Retained earnings 

 P Ltd S (Pty) Ltd P Ltd S (Pty) Ltd 

Balance at 1 October 2015 37 500 30 000 275 000 220 000 
Changes in equity for 2016     
Total comprehensive income  

for the year: 
    

Profit for the year  
- 

- 600 000 325 000 

Other comprehensive income 12 500 15 000 - - 
Dividend – Class A:  Final: 2015 
 Interim: 2016 
 Class B: 20% Preference 

- 
- 
- 

- 
- 
- 

(100 000) 
(75 000) 

- 

(60 000) 
(80 000) 
(50 000) 

Balance at 30 September 2016 50 000 45 000      700 000 355 000 
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QUESTION 3 (CONTINUED) 
 
ADDITIONAL INFORMATION: 
 
1. P Ltd acquired its 75% interest in S Ltd at the fair value of the identifiable assets acquired and 

liabilities assumed on 1 October 2013. P Ltd obtained control over S (Pty) Ltd from 1 October 2013 
in terms of IFRS 10 Consolidated Financial Statements 
 
The equity of S (Pty) Ltd consisted of the following at the acquisition date: 
    R 

 Class A share capital (10 000 shares) 600 000 
 Class B 20% share capital (10 000 shares) 250 000 
 Retained earnings 100 000 
 Mark-to-market reserve 20 000 

 
As part of the valuation of the acquired assets, P Ltd came to the conclusion that an item of plant 
(original cost R450 000, carrying amount R270 000) was worth R390 000.  P Ltd estimated the 
remaining useful life to be 4 years.  S (Pty) Ltd did not recognise this revaluation in their individual 
records. On 1 April 2016 S (Pty) Ltd sold this plant for R150 000. 
 
At 30 September 2016 the fair value of the investment in Class A shares (in the records of P Ltd) 
amounted to R680 000. The mark to market reserve in the separate records of P Ltd relates only to 
the investment in Class A shares of S (Pty) Ltd 
 

2. P Ltd obtained its 40% interest in the Class B 20% share capital on 1 October 2014 at R100 000.  
There were no arrear dividends at that date.   

 
The fair value of the investment in the Class B 20% shares of S (Pty) Ltd (in the records of P Ltd) has 
remained unchanged since acquisition and no amount was recognised in the mark-to-market reserve 
in relation to this investment. 

 
The dividend for the 2015 reporting period had however not been paid in time, and was paid on 30 
September 2016 together with the current reporting period’s dividend.  The shareholders have not 
assumed any voting rights as a result of the arrear dividends. 

 
3. The share capital of P Ltd, which had remained unchanged since the company’s incorporation is as 

follows: 
    R 

 Class A share capital (100 000 shares) 5 000 000 
  

P Ltd elected to measure any non-controlling interests in the acquiree at their proportionate share of 
the acquiree’s identifiable net assets.  

 
4. P Ltd sells inventories to S (Pty) Ltd at a mark-up of 50% on cost price.  During the 2016 reporting 

period total inventories sold to S (Pty) Ltd amounted to R575 000 (2015: R450 000). Inventory 
purchased from P Ltd, still owned by S (Pty) at 30 September 2016 was R180 000 (2015: R120 000; 
2014: R130 000). 

 
At the end of the current reporting period, S (Pty) Ltd wrote its inventories that were purchased from P 
Ltd down by R25 000  due to a slowing demand for the products. 

 
5. P Ltd rents premises to S (Pty) Ltd for a monthly rental of R16 000.  The rental income is included in 

the “Revenue” of P Ltd. 
 
6. Both companies present dividends received on investments in equity instruments in “other income”. 
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QUESTION 3 (CONTINUED) 
 
REQUIRED: 
 
 
3.1 Prepare the pro-forma journal entries to account for any fair value adjustments on 

acquisition as well as for all intragroup transactions for the year ended 30 September 2016 
for the P Ltd group 
Please note: 

 Indicate clearly which entity’s figures are affected by the transactions, as well as which 
component of the financial statements are affected by the transaction. 

 Brief journal narrations are required. 

 Show all calculations as principle marks are based on them 
 

(20) 

3.2 Prepare the consolidated statement of profit or loss and other comprehensive income and 
the consolidated statement of changes in equity for the year ended 30 September 2016 for 
the P Ltd Group to comply with IFRS. 
Please note:  

 The analyses must be done as they will be used to check your calculations. 

 No worksheet is required.  

 The total column is not required. 

 Show all calculations clearly as principle marks are based on them 
 

(30) 

 (50) 
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QUESTION 4           (45 MARKS) 
 
Rose Limited (hereafter “Rose”) is one of the largest manufacturers and distributors of luxury furniture in 
South Africa. Rose imports most of its inventory (a variety of raw materials and finished goods) from 
suppliers in Italy and Japan, but has recently been entangled in a legal battle with its major Italian supplier, 
Lile International (hereafter “Lile”). 
 
The following information is relevant for the year ended 31 December 2016: 
 
1. On 1 November 2016, Rose ordered all the raw materials for the manufacturing of its famous dining 

room sets from a supplier in Japan. The total purchase price for the order was ¥982 000, which is 

only payable on 27 July 2017. The supplier did, however, grant Rose a 5% trade discount. The 

materials were shipped free-on-board (FOB) on  

12 November 2016 and arrived at the Durban harbour on 21 November 2016. Customs duties and 

freight charges amounted to R4 750, and were paid immediately. All of the raw material was still on 

hand at 31 December 2016 and had not yet been used in the production process. 

 
2. Rose owns a number of buildings across the country. A building in Vereeniging, which was purchased 

on 1 March 2014 for an amount of R12 000 000, was originally estimated to have a total useful life of 

20 years with no residual value. At 31 December 2016, the directors re-estimated the total useful life 

of the building to be 30 years, but confirmed that the residual value would remain at R’nil’. The new 

useful life is a more accurate reflection of the economic benefits that will be available from the use of 

the asset. 

 
3. Rose cancelled a large order of luxury couches to the value of R5 600 000 that was placed with their 

Italian supplier, Lile. The order was cancelled before it was shipped, but Lile was already busy with 

the manufacturing of these couches. The lawyers of Rose are of the opinion that the entity will 

probably have to pay penalties as stated in the contract with Lile, although the amount cannot be 

reliably estimated at this stage.  

 
4. Before the dispute between Rose and Lile referred to in (4) above, the entity had purchased total 

inventory to the value of R2 580 000 from Lile. Of this inventory, only R1 350 000 was still on hand at 

year end.  

 
5. Mr Trieg, a major customer of Rose, instituted a claim against the entity in March 2016 as one of the 

chairs that were sold to him broke as he sat on it, resulting in a hip injury. Mr Trieg instituted a claim 

against the entity for his medical costs and personal discomfort for an amount of R1 900 000. After 

consultation with its legal advisors, the directors of Rose are of the opinion that the success of the 

lawsuit is probable and that an obligation for 70% of the amount exists. This estimate remained intact 

at year end. 

 

6. Rose urgently needed funds for the purchase of a building in order to expand their operations. The 

entity therefore borrowed an amount of ¥7 000 000 on 1 October 2016 from a bank in Japan. The 

loan is repayable on 30 September 2021. The loan bears simple interest at a rate of 7% per annum 

which is payable annually on 30 September.  
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QUESTION 4 (CONTINUED) 

 
 
7. The classes of revenue earned were as follows in the current year: 

 Dining room sets  R17 000 000 

 Bedroom suites  R  8 000 000 

 Luxury couches   R12 000 000 

 Other sales  R  5 000 000 

 
8. On 2 February 2017 there was a major fire at the Gold Reef manufacturing building due to an 

employee protest action. The total value of the damage was estimated at R10 000 000.  

 
9. The applicable exchange rates were as follows: 

  Spot rate 
  R to ¥1 
 15 June 2016 0.74 
 1 August 2016 0.77 
 17 September 2016 0.80 
 25 September 2016 0.78 
 1 October 2016 0.75 
 7 October 2016 0.76 
 1 November 2016 0.79 
 12 November 2016 0.82 
 21 November 2016 0.84 
 31 December 2016 0.88 
 Average rate between 1 October – 31 December 2016 0.80 
 
10. The functional currency of Rose is the South African Rand. 

 
11. You may ignore VAT. 

 
12. The financial statements of Rose were finalised and signed by the directors on 1 April 2017. 

 
 
 
REQUIRED: 
 
Prepare all the relevant notes to the annual financial statements of Rose Limited for the reporting period 
ended 31 December 2016 resulting from the information provided to you. (45) 
 
Please note: 
● Comparative amounts are not required. 
● Accounting policy notes are not required. 
● Round all answers to the nearest Rand. 
● Show all your calculations as marks are rewarded for these. 

 


