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TIME: 3 hours (plus 15 minutes reading time)
MARKS: 150
PAGES: 11 pages (Including analysis work sheet)
INSTRUCTIONS:

1. Answer all the questions.

2. Start each question on a new page.

3. Show all workings clearly — marks are allocated to workings.
4

. Only answers in ink will be marked (including workings). Pages where pencil or
tippex were used will not qualify for remarking.

5. Only silent, non-programmable calculators are aliowed.

6. Students that contravene the rules in the General Prospectus of the University
of Fort Hare will be disciplined in accordance with said rules.

Question | Topics covered Marks | Minutes
1 Leases 25 30
2 Business combinations and consolidations 56 67
3 Cash flow statements, forex and financial 69 83
instruments
TOTAL 150 180
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Question 1 25 MARKS

On 1 January 2015, Oriana Limited (hereafter 'Oriana’) entered into a lease agreement with
Kayla (Pty) Limited (hereafter ‘Kayla') for the lease of 4 manufacturing machines. A non-
refundable deposit of R55 000 in order to secure the lease was paid by Oriana. Kayla made
the underlying assets available for use by the lessee on 1 January 2015, Initial direct costs of
R10 500 were incurred by Oriana and initial direct costs of R30 650 were incurred by Kayla.
These initial direct costs were all paid in cash on 1 January 2015:

Additionai terms of the lease agreement at commencement date

Annual instalments in arrears for all | R187 500
machines

Lease term 4 years
Present value R550 000
Lessee’s incremental borrowing rate 15%( yearly)
Implicit interest rate (compounded annually) | 13,67333%

Ownership of the underlying assets will not transfer to the lessee at the end of the lease term
and the lease contract does not contain any purchase option.

Additional information

1. Oriana's year end is 31 December. Assume an income tax expense for the 2018
financial year of R103 455.

2. Oriana accounts for right-of-use assets according to the cost model. Oriana needed to
make some installations on the 4 Machines leased and installations were only
completed on 1 March 2015. Useful life of the underlying assets is 5 years.

3. The lease agreement transaction has not yet been accounted for and the Profit before
tax is R733 146
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QUESTION 1 - REQUIRED

Marks

Sub-

total Total

A | Wrlte a detalled lease agreement Memorandum to the: Financial
Manager of Oriana, for 2018 financial period.

The memo should contain the following:

a) ldentified lease commencement date and support your
answer with one reason.

b) Calculate the Right of use asset amount at initial
recognition and depreciation expense for the year
ended 31 December 2018

c) Prepare the journal entries in the accounting records of
Oriana Limited to account for the lease_for the year ended
31 December 2018 (narrations are required)

d) Prepare the statement of profit and loss extract based
on information given for Oriana Limited for the year ended
31 December 2018

Hintl Use financial calculator or amortisation table fo calculate
interest.

23

10

Presentation mark — layout and neatness

Total

25
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QUESTION 2

56 MARKS

Fine-food Limited (hereafter ‘Fine-food’) is a company listed on the JSE. Fine-food
manufactures and distribute a wide range of products in the foodservice industry. On 1
January 2018 Fine-food Limited acquired an 80% controlling interest in Express Limited
(hereafter ‘Express’) when it acquired the shares for R30 000 000 and paizl for it in cash.
Express manufactures high quality specialty foods for the restaurant trade and is also listed in
the JSE under foodservice industry - specialising in catering. Both companies’ financial
periods end on 31 December:

The statement of financial position of Express as at 1 January 2018 was as follows:

Non-current assets

Property plant and equipment (PPE) 60 000 000
60 000 000

Current assets

Inventories 10 000 000

Trade receivables 10 000 000

Cash and cash equivalents 10 000 000
30000000

Total assets 90 0G0 000

Equity and Liabilities

Share capital 2 000000

Retained earnings 30 000 000
32 000 000

Non-current liabilities

Long term loan 40 000 000
40 000 000

Current liabilities

Trade payables 18 000 000
18 000 000

Total equity and liabilities 90 000 000
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The statement of profit or loss and other comprehensive income for the financial
reporting period ended 31 December 2018 for Fine~food and Express were as follows:

Xpress
R

Revenue 11 292000000 102 000 000
Cost of sales 2 1 {150 000 000) { 40 000 000)
Gross profit 142 000 000 62 000 000
Other income 3 8 000 000 6 600 000
Other expenses 3 (38000000) (15 000 000)
Profit before tax 112 000 000 53 000 000
Tax expense (6 000 000) (3 000 000)
Profit for the year 106 000 000 50 000 000

1. Fine-food sold raw stock of food to Express during the 2018 financial year amounting
to R10 000 000. Express will use the stock in the process of manufacturing high quality
specialty food. The cost of Inventory sold fo Express by Fine-food was R7 000 000.

2. At year end Express had R2 000 000 of Inventory on hand that was purchased from
Fine-food.

3. Included in other expenses of Express are the following payments to Fine-food during
the current financial reporting period:

e Administration costs of R4 000 000 and
» |ease expenses of R2 000 000 which relates to a short term leases
entered into during the year.

These amounts are included in other income of Fine-food.

4. The group elected to measure non-controlling interest (NCI) at their proportionate
share of the acquiree’s identifiable net assets in terms of IFRS 3 Business
combinations.
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Statement of financial position for both Fine-food and Express as at 31 December2018:

Non-current assets
Property plant and equipment 140 000 000 ; 90 000 000
nvestment in Express Lid 30 000 000
t70 000 000 90 000000
Current assets
Inventories 20000000 20000000
Trade receivables 20000000 10000000
Cash and cash equivalents 90 000 00O | 10 000000
130000 000 ; 40 000000
Total assets 300 000 000 | 130 000 000
Equity and Liabilities
Share capital 4 000 000 2 000000
Retained earnings 180 000 000 | 70000000
184 000000 . 72000000
Non-current liabilities
Long term loan 80 000 000 | 40 000 000
80 000 000 | 40 000000
Current liabilities
Trade payables 36 000000 ¢ 18 000000
36 600000 418 000000
Total equity and liabilities 300 000 000 ; 130 000 000

Statement of changes in equity for the reporting ended 31 December 2018 for both
Fine-food Ltd and Express Lid:

R R R R

Balance at 1 January 4 000 000 2000000 100000000 30 000 000
2018

Total comprehensive 0 0] 106000000 50 000 000
income for the year

Dividends 0 0] (26 000000)| (10000 000)
Balance 31 December 4 000 000 2000000 180000000 70 000 000
2018
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QUESTION 2 -REQUIRED Total
Marks
A Prepare Fine-food Group consolidated statement of profit or foss and other 18
comprehensive income for the year ended 31 December 2018.
B Prepare Fine-food Group consolidated statement of changes in equity for 9
the year period ended 31 December 2018.
C Prepare consolidated statement of financial position for Fine-food Group as 12
at 31 December 2018.
D Prepare pro-forma journal eniries to consclidate Express Limited into the 14
financial statements of Fine -food Group for the year ended 31 December
2018.
Note:
- Show all you workings marks are allocated to workings
- Round all amounts fo the nearest R1
Presentation marks — presentation and logical workings 3
Total 56
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QUESTION 3 | 69 MARKS

Galaxy-bikes (Proprietary) Limited (hereafter "Galaxy”) is a start-up company located in Elfin
Glen, Nahoon Valley, East London, South Africa. The company offers delivery services on
behalf of fast food companies in the East London area. Below is an extract from the trial
balance of Galaxy as at 31 December 2018:

Debit/f
R R

Land 5 250 000 150 000
Buildings 425 000 240 000
Vehicles and equipment 1,2,3,4 700 000 446 500
Accumulated depreciation for buildings, vehicles | 1,2,3,4 (200 000) (100 000}
and equipment

Investment in financial assets 6 150 000 130 000
Trade receivables 7 882 500 255000
Allowance for credit losses 7 (7 500) (5 000)
Inventories 55000 75 000
Share capital (500) (500)
Retained earnings (31 December) 10 {485 000) (120 000)
Long term loan 8 (1 090 00Q) (100 000)
Accrued interest 8 {30 000) 0
Trade payables (114 500) (40 000)
Short term loan (310 000) (699 500)
Tax payable 9 (150 000) (125 000)
Shareholders for dividends 10 (100 000) (125 000)
Foreign creditor 3 ? 0

Revenue irom: credit sales 7 750 000
Net expenses for the year 1to 8 | (307 000)
Profit before tax 443 000

1. On 31 December 2018, Galaxy sold one motor bicycle that cost R60 000 for R50 000 and
the accumulated depreciation for this motor bicycle at this date was R20 000.

2. Galaxy also acquired a motor bicycle for R100 000 and traded in the old motor bicycle that
had a cost of R60 000 and accumulated depreciation of R35 000 at a loss of R10 000 and
the balance was paid for in cash.
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3. Another motor bicycle was acquired from oversees on 1 January 2018 for £1 000, the spot
rate on 1 January 2018 was £1/R17. The terms of the shipment were free on board (FOB).
The'motor bicycle was loaded onio the ship on 5 January 2018 and arrived in South African
on 1 April 2018, further on the date of arrival it was immediately available for use. The spot
rate on 5 January 2018, 1 April 2018 and 31 December 2018 were £1/R16.5, £1/R198.5
and £1/17.5 respectively. Foreign exchange losses of R1 000 (non-cash) for the year were
included in the expenses amount of R307 000. Purchase price was paid on 31 January
2019 and the spot rate at setflement date was £1/15.5. The useful lifé for this motor bicycle
is 4 years.

4. Impairment loss for the year amounted to R20 000.

5. It is the company’s policy to carry land at revaluation model. Land is not depreciated:
however, it was revalued by R20 000 during the year. The junior accountant of Galaxy
included this amount under profit and loss section in the statement of comprehensive
income.

6. Investment in financial assets relates to debentures acquired five years ago. Interest
accrued during the year using the effective interest method amounted to R30 000.

7. Credit losses (bad debts written off) for the year amounted to R5 000.

8. More funds were raised during the current year to finance operating activities. The
Financial Accountant of Galaxy processed the following journal entry to account:

Dr Finance costs (P/L) 100 000

Cr Bank (FP) (70 000)
Cr Accrued interest (FP) (30 000)
Recognition of finance incurred for the year.

9. Tax expense for the year amounted to R28 000.

10. Dividends of R50 000 were declared during the current year.
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QUESTION 3 -REQUIRED Total
Marks
A | Prepare the following extracts of the statement of cash flow of Galaxy- 60
bikes (Proprietary) Limited for the reporting period ended 31 December
2018:
o Cash from operating activities using the direct method,
e Cash from investing activities, and
o Cash from financing activities.
Show workings.
Round to the nearest rand
B Use the information provided in point 3 only. 9
Provide relevant journal enfries for Galaxy-bikes (Proprietary) Limited to
record these iransactions/events for the reporting period ended 31
December 2018 and 2019
Note:
- Show all you workings marks are allocated to workings
- Round all amounts to the nearest R1
- Narrations are not required
- Tax journals and closing journals not required
Total 69
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