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EXAM-2019-ADA
QUESTION 1 70 marks

Datalog Limited {'Dataleg’) is an ITC solutions and services group listed on the JSE Limited.
Datalog is the holding company in the Datalog Limited Group (‘Datalog group’) and has a
number of subsidiaries. The following information relates to the Datalog group — the financial
year of all companies within the group ends on 30 September:

Datalog Limited

Consol:dated statemnnt of financial posst[on o ‘ 2019 2018

at 30 September o ~ Notes R R
NQ;{ current s Assets ] Z0b348b2) 3427010
Goodwill _ | 518000 633 744
Properly, plantand equipment  (4) | 2116852| 2793 266
C_ufr_ep: ﬁgg.gts - e 1129436] 1117700
Trade receivables - . 655466 633300
Bank and cash _ 85570 135 000
Non-currentassefs heldforsale 680000 -
'E'ota[ assets 4444288] 4544710

_E_q}_iity and iiahiiitiesi

Shere capital o G 500 000|500 000
Retained eammgs e (2) 1652 174) 1491646

2152174 1991646
Non-controlling interest - 154 457| 248956
Tota equity S o 2306 630] 2240602
Non cﬁr;'e_rji:___kabzéfties L S | 1079124 1509513
'gfbger non-current liabilites  ~ (3) |  894504| 1324265
Deferredtax B ] 184 530 165 248
Current E:abiﬁftae—s' o ;W | 1088533 794 505
Other current kiabiiities o (5) 800 716 614 268
Bankoverdrat | 452455 05800
Taxaton paysble T T s R sy
Total equity and liabilities 4 444 287 4544710

Datalog Limited

Consolidated statement of profit orloss _201e

for the year ended 30 Sep*‘iember r2018 _F\E___Qigws" R

Revenue from coﬂtracts wnth customers 5 826 360
Operaung prout e (4).(5) 578 000
Financecosts (3) (101 250)
Profitbeforetex T 476750
Taxation - - (123 955)
Profit for the year o o 352 795
- Altributable to parem shareholders 264 596
- Attributable to non- conirolling interesis T 88199
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EXAM-2019-ADA

Notes:

(1) There have been no changes in the share capital in any of the companies in the Datalog
group.

{2) Cash flow for dividends paid to the sharsholders of Dataleg and fo the non-controiling
interests during the 2019 financial year has been correctly calculated as R171 591.

(3) Finance cosis includes interest paid on bank loans and inierest on the debeniures issued
to the former shareholders of Analyzit Limited (see below).

(< Depreciation on properiy, piant and equipment of R255 000 has been taken into account
in caleulating operaling profil,

(5) Datalog has a share based payment arrangement for its senior managers. The
arrangement required the senior managers to remain in the employment of Datalog from
1 October 2016 {0 30 September 2019. In terms of the arrangement, the senior managers
are entitled to 1 000 share appreciation rights each, thatis, fo be paid in cash the difference
between the strike price (R10 per SAR) and the market price of the shares of Datalog on
vesting date. Any liability arising from this arrangement at 30 September 2018, was
included in other current liabilities. At 30 September 2019, the senior managers still in the
employ of Datalog all exercised all of thair rights.

Date No. of No. of qualifying | Fair value of Market
guzlifying employees the SARs at price of 2
employees | expected fo he this date Datalog
employed | employed af 30 ordinary
at this date | September 2019 share
30 September 2018 | 8 7 R5.25 R14.75
30 September 2018 | 6 - - R15.00

Accourting policies:

- Property, plant and equipment is accounted for on the cost modet in terms of IAS 16
Property, plant and equipment.

- Datalog accounts for investments in subsidiariss and associaies at cost in terms of IAS 27
Separate Financial Statemenis.

- Non-controlling interests are accounted for at their share of net ideniifiable asseis on the
acquisition date.

Taxation relzted matters:

- The normal tax raie has always besn 28% and 80% of capital gains are included in taxable
income.
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EXAM-20159-ADA

Other than what is detailed below, Datalog did not purchase or selt any inierssts in any
companies during the 2019 financial year. The following summarised irial balances of cartain
subsidiaries of the Datalog group, prepared on different dates, have been provided to you.

Efficient
Summarised Trial Balances (TCloud Analyzit Processing
30 Sept 2019 10ct 2017 1 April 2012
Dr/ {Cr) Dr/{Cr) D / (Cr)
R F_:‘mw ) R
Crdinary Share capital (100 000) (480 000) (250 000)
Preference Share capital {142 000) - -
Retained earnings (245 000) {458 048) {212 460)
Preference Dividends paid {30/9/2019) 11 360 - -
Trade and other payables (18 000) {127 020) {161 820)
Deferred tax lizbility (30 000) (13072) (11429)
Land 150 000 2765980 87800
Building 300 000 317100 238300
Equipment 135140 130000 2727359
Trade receivables 16027 197 980 75000
Inventory - 50000 35000
Bank and cash 19490 56 080 48 350
Operating profit (121 620) {154 230)
Income tax expense 24 603 - 28750

ITCloud (Proprictary) Limited |

(. Daialog acquired a 75% confrolling interest in the ordinary shares of ITCloud (Propristary)
Limited ("ITC") on 1 January 2012 for R167 000, which was setiled in cash on that date,
when the retained earnings atiributable to the ordinary shareholders of ITC was R101 500.
All of the asseis and liabilities of ITC were fairly valued in the books of ITC at
1 January 2012, Datalog does not own the preference shares of ITC, which were issued
on 1 October 2005 and are correcily classified as equity instruments. Datalog has declared
and paid the preference share dividends annuzlly on 30 September each year. On
30 September 2019, Datalog sold a 22.5% interest in [TC for R120 000. Datalog retained
conirol of [TC with its remaining 52.5% interest in the ordinary shares of ITC.

[ Analyzit Limited i

2. Datalog has a controiling interest in Analyzit Limited (‘Analyzit'). Analyzit specialises in
tracking buying behaviour, customer segmentation and sales strategy enhancemenis
through prediclive analylics. Datalog recognised goodwill on acquisition of conirol of
Anatyzit but due to lower than expected performance, goodwill was impaired in the 2019
financial year (sg& point 5 below) and Datalog decidsd to restructure Analyzit's operations
(see point 6 below).
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EXAM-2015-ADA

3.

£+

Datalog had held a 25% interest in the ordinary shares of Analyzit since its incorporation
(cost R120 000). Datalog gained control of Analyzit when it acquired a further 55% interest
in its ordinary shares on 1 Ociober 2017, On 1 October 2017, Datalog considered the net
assets of Analyzit to be fairly valued in the books of Analyzit except for the following:
Land was valued at R350 000.

Building was valued at R425 000.

On 1 October 2017 the fair value of the 25% interest was R280 000. Datalog setiled the
consideration for the addilional 55% interest In Analyzit on | October 2017 as follows:

in cash of R360 000;

A further cash payment of R50 000 to be made on 30 September 2019 if an agreed upon
profit targst is met by that date. At 1 Oclober 2017, the fair value of this contingent
consideration was R26 970;

By issuing 4 500 debentures ic the former shareholders of Analyzit at their fair value of
R402 517. The debentures pay annual interest of R45 000 and will be redeemed on
30 September 2022 at R450 000. The market related rate for similar debentures at this
date was a pre-tax rate of 13%.

The fair value of the contingent consideration remained unchangsd unti
30 September 2018 when the profit target was not met and no additional payment was
made.

Although the value of the goodwill had not previously been impaired, it was impaired by
half of iis value on 30 September 2018 — the impairmeni loss has been included in group
operaiing profit.

Datalog decided to restruciure ths operations of Analyzit by consolidating the

adminisiration functions of Datalog and Analyzit. The plan to restruciure the operations of

Analyzit was announced io all invelved parties on 15 Augusi 2018 and included the

icllowing:

- Sale of Analyzit's land and building: The land and building, which originally cost
R276 880 and R528 500 when Analyzit acquired the property on 1 October 2007, met
the criteria to be classiiied as held for sale on 15 August 2019. The building is
depreciaied over a 25 year useful life to an insignificant residual value. SARS grants
capital allowances on the cost of this building. The fair value less cost 1o sell of the
land and building on 15 Augusi 2019 was R680 000 and this value remained
unchanged at 30 September 2018.

- Relocation and refraining of 5 admin employees of Analyzit (cost R45 000).

- Retrenchment of § of Analyzit's admin employees at a cost of R15 000 each. Two of
these employees agreed fo assist with the move to Datalog’s offices and accepted a
refrenchment package of R20 000 each.

The effects of this descision were correclly accounted for in the year ended
30 September 2018, any related provisions included in other current liabilities and any
refated income/expense included in cperating profit. By 30 September 2018 the land and
buildings had not yet been sold. The relocation, retraining and retrenchment packages
were ssitled during Ociober and November 2018,
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EXAM-2019-ADA

| Efficient Processing Limited ]

7.

When Datalog acguired a 60% coniroiling interest in Efficient Processing Limited (EP) 2
number of years ago, the retained earnings of EP was R120 000, the net asseis of EP
were considered to be fairly valued and Datalog recognised goodwill arising from this
business combination transaction. This goodwill has not been subseguently impaired.

2n 1 April 2018, Datalog sold its entire shareholding in EP and Datalog recorded a profi
un saie ol ils inveslment in EP (in ils separate financial statements) of R100 000.

CEOQ and the Revised Conceptual Framework

The CEO of Datalog is quite knowledgeable about financial reporting and is well aware that
the International Accounting Standards Board has issued a revised *Concepiual Framework
for Financial Reporiing” (‘the revised CF"),

He has asked you a couple of questions:

The CEO said, “We spend a ot of money on collecting data. Then we spend more money
on data analytics in order to uncover hidden patterns, market trends and customer
preferences that can help organisations make informed business decisions. | was hoping
that under the revised CF we would be able to recognise the data that we collect as an
asset. Our rinancial reporiing team tell me we still have io apply IAS 38 Intangible asseis.”

“Why can't we use the revised CF to develop a new accounting policy for data?”

The CEO said, “We have two situations that | belisve should lead to the recognition of an
assel. Everyone would agree that in both situations we have a right that has the potential
fo produce economic benefits fo our company — which is an asset. Buf our financial
reporiing fteam tell me that we can’t recognise thase assefs.

i}y The first is a court case in which we are suing a supplier for damages due o poor
guality product delivered to us. The lawyers told us that the probability of receiving
anything from this case is low buf we are hoping to receive between R100 000 and
R500 GOO.

ii) The second is a research project that we bought. We paid R60 000 for this research
project. We cant be sure that we will be able to turn this research project info a

profitable product but we are hoping for returns of between R200 000 and R400 000.”

“What does the revised CF say about the recognition of assets arising from these
two situations?”
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EXAM-2019-ADA
QUESTION 2 90 marks

Background ]
Unwaste Limited (‘Unwaste’) is the leading waste management company operating in
Southern Africa. Unwaste uses innovative and creative solutions to deal with a range of waste
problems.

1. Foreign loan receivable }

Unwaste made a loan of §100000 fo a Zimbabwean waste managemant company on
1 October 2017, The loan was denominated in US dollars. The terms of the loan agreement
reguire the Zimbabwean debior to repay the loan over 10 years in instalments of $19 925
annually on 30 September each year. Unwaste incurred costs of $1 286 on drawing up the
loan documents. Unwaste has never had an intention to seli this loan.

Until 30 Sepiember 2019, the Zimbabwean debtor made payment on due dates and due to
the excellent management of the company and positive cash flows the credit manager of
Unwaste has always considered the collectability of this loan to be good. However, at
30 September 2018, due to the worsening business operating environment in Zimbabwe, the
credit manager now expects that there is a much higher likelihood of a defauli event occurring
that will result in the Zimbabwean debtor struggling to make payments on due dates. The
terms of the loan have however not been renegotiated.

| 2. BF Landfill site

Unwaste operates a landfill site near Bloemfoniein (‘BF’). Unwaste provides various waste
removal and waste managemeant services to the Mangaung Municipality. Unwaste is required
o operate the landiili site in terms of relevant regulatory requirements. On 1 July 2018,
Unwaste received a directive from the Minister of Environmental Affairs to cease the disposal
of waste at the BF landfill site uniil such time as certain direciives pertaining o the
managemant of the landiili have been implemenied. Although Unwaste had already
voluntarity implemenied a number of these directives, it decided to put the site on a care-and-
maintenance programme uniil the reguiator grants it approval to re-open the site. At
30 Sepiember 2019, this approval had not yet been received but the directors were hopeful
that it would be received within a short period.

The BF Landiill site is a cash-generating unit (CGU) for purposes of impairment testing in
terms of |AS 36 Impairment of assets. The directors of Unwaste correctly identified the assets
that belong to the CGU, and correctly calculated the recoverable amount of the CGU, at
30 September 2018. The financial accountant started calculating the impairment loss bui fell
iil before she could complets the calculation or prepare the relevant journal entries. Her
workings are providad {o you below:

CGU impairment calculation —~ 30 September 2018: R
Recoverable amount (correctly calculated) 4 550 000
Carrying amount of assets in CGU:
- Landfill site

- Right of use assei — vehicles

- Waste processing machinery
impairment loss

..\) .\) ..Q P ]
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EXAM-2019-ADA

The following information is relevant to the landfill site and the assets, and related liabilities,
which are used in relation to the landfill site operations:

a)

The landiill site was acquired, and brought into use, on 1 October 2010 for R4.5 million
settled in cash on that daie. The landfill site has a finite useful life of 40 years ~ at the end
of 40 years the landiili site will be closed. The landfill site is depreciated on a straighi-line
basis over its useful life to an insignificant residual value. The iandfill site was revaluad,
in terms of Unwasie's accounting oolicy, on 30 September 2018, fo its fair value of
R4 milliun. The Tollowing infoirmalion was conectly calculzled al 30 September 2018:

Historical carrying amount 3 600 000

Revaluation surplus R 400000

Revalued carrying amount R4 000 000

Unwaste leases its motor vehicles in terms of a lease agreement that requires monthly
payments of R25 000 on the last day of 2ach month. The lease agreement was eniered
into on 1 February 2018 and the lease term is 60 months. Unwaste has guaranteed the
residual value of the vehicles at the end of the lease to be R350 000. Unwaste expects fo

pay R79 000 in terms of this residual value guaraniee. Unwaste paid a deposit of
R120 000 on entering info the lease on 1 February 2018 and incurred incremental costs
of obtaining the lease of R7 500. Unwaste’s incremental borrowing rate at 1 February 2018
was 12% p.a. {1% per month).

Waste processing machinery was all purchased and broughi into use on 1 Ociober 2010
at a cost of R2.5 million in cash, Machinery is depreciated on a siraight-line basis over a
usetul life of 10 years to an insignfiicant residual value. Depreciation (and wear and tear)
of machinery for the year ended 30 September 2019 (excluding the new motor detailed
below) was correctly calculaiad at R234 688.

The motor of a wasie processing machine had to be replaced unexpectedly. This moior,
which originally cost R175 000, was not recognised as a separate component of ihe
machinery at initial recognition. The new motor was ordered on 1 September 2018 from
a toreign supplier at a cost of $15 750 (shipping terms: free on board). It was shipped from
the foreign port, and the risks and rewards of ownership were transferred io Unwaste, on
15 October 2018 and arrived at the local port on 29 October 2018. The old motor was
removed and scrapped, and the new motor was fitted and installed by Unwaste and ready
for use on 15 November 2018, The new motor is expected to have a useful life of 15 600
operating hours. This motor operated for 2 600 hours during the financial year ended
30 Sepismber 2019.

Unwasie entered into a forward exchange contract ((FEC') on 1 September 2018 to

purchase $15 750 on 1 November 2018. The FEC was not designated as a hedging
instrument. The foreign supplier was setiled in full on 1 November 2018.
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3. Profit and faxation related information for the year ended 30 September 2019

The profit before taxation for the year ended 30 September 2018, after correctly accounting
for all of the matiers raised above, has been correcily calculated as R713 984.

-4

Dividends received irom a South Africa company of R66 500 ars included in profit before
tzxation.

SARS does not give any capital ellowances or normal tax deductions on the cost of the
lanaiitl site.

At 30 September 2018, there were net taxable temporary differences of R428 572
(including temporary diiferences arising from ail assets and liabilities) before taking into
accouni ihe assessed loss below.

Unwaste had an assessed loss carried forward of R500 000 at 30 September 2018.
Deferred tax was provided on this assessed loss at 30 September 2018, only in so far as
there were sufficient taxable temporary differences, as at that date it was not probable that
future taxable profit would be available against which the unused tax loss could be utilised.
During the financial year ended 30 Sepiember 2019 taxable {emporary differences, other
than any temporary differences relating to the BF Landfill site and related assets and
liabilities, increased by R350 000.

The normal tax rate has always been 28% and 80% of capital gains are included in taxable
income.

. Additionsl information

Unwaste prepares its financial statements in full conformity with [nternational Financia!
Reporiing Standards.

The landiill site is revaiued af the end of every third year in terms of the revaiuation model
in 1AS 18 Property, Plant and Eguipment.

All other items of property, plant and equipment are accounted for using the cost model in
terms of 1AS 16 Property, FPlant and Equijpment,

An appropriate pre-tax risk adjusted interest rate of 12% p.a. applies throughout.
Assume [FRS 16 Leases has zlways been in issue.

Unwaste's functional and pressntation cumrency is South African rand.

The following exchange rates may be applicable:

Rand/US Dollar exchange Spot rate Forward rate for FEC expiring
rate 1$ = R1? on 1 November 2018
15 =R17?
1 Ociober 2017 13.6912 -
1 September 2018 14.1090 14.4147
30 Sepiember 2018 15.5199 15.6880
15 Ociober 2018 14.8145 14.8787
29 Ociober 2018 15.2589 15.2696
1 November 2018 15.3962 -
30 September 2018 14.7806 -
Average raie for 12 months
- 30 September 2018 13.1011
- 30 Sepiember 2018 14.4715
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EXAM-2019-ADA

This page is provided for you to make notes on during reading time. it is NOT to be
handed in and it must therefore not form part of your final solution.
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