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Part (a) Discuss, with supporting calculations, the appropriate accounting 
recognition and measurement of the decisions taken regarding the 
staffing of the Eastern Cape, Northern Cape and Limpopo divisions 
in the financial statements of Platinum for the financial reporting 
period ended 31 December 2013. Ignore tax. 

Marks 

Identification  

A liability is a present obligation of the entity arising from past events, the 
settlement of which is expected to result in an outflow from the entity of resources 
embodying economic benefits.  

 
1 

Short term employee benefits are employee benefits (other than termination 
benefits) that are expected to be settled wholly before 12 months after the end of 
the annual reporting period in which the employees render the related service.  

 
½ 

Termination benefits are employee benefits provided in exchange for the 
termination of an employee’s employment as a result of either an entity’s decision 
to terminate an employee’s employment before the normal retirement date, or an 
employee’s decision to accept an offer of benefits in exchange for the termination 
of employment.  

 
 

½ 

Classification  

The lump sum payment meets the definition of termination benefits since in this 
case the payments are made as a result of Platinum’s decision to terminate the 
affected employees employment contracts before their retirement date, and since it 
is a payment made as a result of an employee’s decision to accept an offer of 
benefits in exchange for termination of employment. 

 
 

1 

Further, it could be argued that a portion of the lump sum payments (R30 000) 
relates to payments settled within 12 months in exchange for services rendered 
and therefore meets the definition of short term benefits.  

 
1 

Alternatively, it could be argued that the lump sum payments are payments relating 
to a restructuring. The classification issue would thus be to determine if the 
requirements for a restructuring provision are met.  

 
1 

Recognition  

In terms of IAS 19.165, an entity shall recognise a liability and expense for 
termination benefits at the earlier of the following dates: 
(a)  When the entity can no longer withdraw the offer of those benefits; and 
(b)  When the entity recognises costs for a restructuring that is within the scope of 

IAS 37 and it involves the payment of termination benefits. 

 

 

1 

 A present obligation – a obligation has been created (or entity can no 
longer withdraw) due to the fact that a detailed formal plan existed by year 
end which detailed:  

 
1 

 IAS 19.167(a) indicates that an entity can no longer withdraw an offer 
when actions required to complete the plan indicate that it is unlikely 
that significant changes to the plan will be made. Because the trade 
union representatives were satisfied that the specifications of the 
trade union agreements were honoured by the retrenchment plan, it 
is unlikely that significant changes will be made to the plan. 

 
 
 

1 

 the business areas and principal locations affected (Eastern Cape, 
Northern Cape and Limpopo divisions) 

 
1  

 The function and approximate number of employees who will be 
compensated for terminating their services – the information indicates 
that 50% of the factory workers contracts will be terminated 

1  
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 That expenditures will be undertaken – namely the lump sum 
payment to each employee who is affected  

1  

 When the plan will be implemented – it has been communicated that 
the plan will be completed by 30 June 2014 

1  

 In addition, the entity has raised a valid expectation in those affected in 
that it announced the main features to the employees affected 
during November 2013 when visits were made to the affected divisions. 
Due to a past ‘obligating’ event – the past event appears to have 
been satisfied in November 2013 when the plan was communicated. 

 
 

1 

 Alternatively, it could be argued that there is only a ‘past obligating event’ for 
the amount of the lump sum payment that would be received regardless of the 
choice made by the employee (R20 000), and that the ‘obligating event’ for 
the additional R30 000 will be the employee rendering services in the 
future. 

 
 

1 

 Which would lead to a probable outflow of future economic benefits – due to the 
communication of the plan to retrench 50% of the staff, it is more likely than 
not that an outflow in the form of retrench packages will take place. 

 
 

1 

 The amount can be measured reliably – there is sufficient information to 
determine the measurement due to the facts available, namely, the amount of 
the lump sum payment to 50% of the employees, including the reliable 
estimate that 20% of the affected employees will not stay until 30 June 2014. 

 
 
 

1 

From the above, it can be concluded that the entity should recognise a 
liability/provision for termination benefits/short term benefits/provision for 
restructuring at the respective dates as explained above; 
 
and a corresponding expense for lump sum payments to be made for which the 
definition and recognition criteria have been satisfied. 

 
 

1C 
 

1 

The expense would be recognised in profit/loss as an employee benefit cost as it 
does not relate to the cost of another asset. 

 
1 

Measurement  

As all the lump sum payments are expected to be settled wholly before 12 months 
after the end of the annual reporting period in which the benefit is recognised the 
benefits payable should be the undiscounted amount of the lump sum payment. 

 
 

1 

The following benefits should therefore be measured at initial recognition on 
30 November 2013 (relevant to the 2013 financial year): 

 Eastern Cape division:  
90 employees x 50% retrenched x R20 000orR50 000= R900 000 

 Northern Cape division:  
120 employees x 50% retrenched x R20 000orR50 000 = R1 200 000 

 Limpopo division:  
150 employees x 50% retrenched x R20 000orR50 000 = R1 500 000 

 Total: R3 600 000 

 
 
 
 
 
 
 
 

1C 

For arguments that the R30 000 is a short term benefit, this amount will be 
expensed over the seven months from 1 December 2013 to 30 June 2014 as 
the services are rendered by the employees. This is also in line with the 
requirements of accounting for short-term employee benefits, in terms of IAS 19. 

 
 
 

1 

As such, at 31 December 2013, the reporting date of Platinum, an additional 
liability of R617 143 (Calculation 1) will be recognised in respect of the short-term 
employee benefits and a corresponding expense representing the 1 month of 
service received. 

 
 

1 

Calculation 1 
Eastern Cape division: 90 x 50% (retrenched) x 80% (staying on) x R30 000 x 1/7 = 
R154 286 
Northern Cape division: 120 x 50% x 80% x R30 000 x 1/7 = R205 714 

 
 
 

1C 
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Limpopo division: 150 x 50% x 80% x R30 000 x 1/7 = R257 143 
Total = R617 143 

Available 24 

Maximum 16 

Communication skills – logical argument 1 

Total for part (a) 17 

 
AWARDED 

 

 

Part (b) Discuss, with supporting calculations, the appropriate recognition 
and measurement of the reduced electricity usage of the 
Mpumalanga division after the restructuring for Platinum on 31 
October 2013. Ignore tax. 

Marks 

Step 1: It must first be determined whether the arrangement for the use of the 
power station contains a lease.  

1 

The arrangement is currently dependant on the use of a specific asset, namely 
the power station that has been constructed on the premises of the 
Mpumalanga manufacturing plant.  

1 

In addition, it appears that the arrangement conveys the right to use of that 
power station, since Platinum receives more than an insignificant amount of 
the output of the power station, since the power station has been constructed 
to satisfy the electricity requirements of the Mpumalanga plant.  

 
 

1P 

It appears that the arrangement contains a lease. However, since Platinum has 
neither gained significant exposure to risks and rewards associated with 
ownership, not received legal title, the lease would be classified as an operating 
lease, with the implication being that the contract does not result in the recognition 
of any assets or liabilities initially.  

 
 

1 

Step 2: Determine whether the lease agreement is an onerous contract - An 
onerous contract is a contract in which the unavoidable costs of meeting the 
obligations under the contract exceed the economic benefits expected to be 
received under it. 

 
1 

Platinum pays Eskom for 100 000 kWh per month but is only expected to utilise 
70 000 kWh during the remainder of the contract term with Eskom. As Platinum 
cannot resell the unutilised 30 000 kWh, it is possible that the contract is onerous. 
It is however possible that the economic benefits to be received from the use of the 
70 000 kwh of electricity nevertheless still exceed the unavoidable costs of the 
100 000 kwh paid for, in which case contract would not be considered onerous. 

 
 
 

1P 
 

Step 3: The least net cost of exiting the contract should be measured on 31 
October 2013 as a provision for an onerous contract in terms of IAS 37. 
The least net cost is the lower of the cost of fulfilling it and any compensation or 
penalties arising from failure to fulfil it. 

 
1 
 

1 

Onerous portion of contract: 30 000 kWh x R2 = R60 000 per month for the 
remaining 62 months (1 November 2013 to 31 December 2018) 

 
1 

Step 4: Determine the present value of the onerous portion of the lease 
agreement 
Pmt = R60 000 
I/Yr = 7% 
N = 62 months 
P/Yr = 12 (monthly instalments) 
FV = 0 
Thus: PV = R3 114 033 

 
 
 

1 
1 

 
 

1C 

Step 5: Consider the least net cost of exiting the contract 
Lower of net cost of fulfilling the agreement (R3 114 033) 
And  
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Cost of cancellation of the agreement (R3 200 000) 
Therefore the amount of R3 114 033 will be recognised as a provision on 
31 October 2013  

1 
 

1C 

If the contract results in the transfer of risks and rewards of the power 
station (for example if the lease agreement was classified as a finance lease), 
the unfavourable nature of the electricity supply contract would constitute an 
indicator of impairment, and the recognised asset would need to be tested for 
impairment. 

1 

Available  15 

Maximum 10 

Communication skills – logical argument 1 

Total for part (b) 11 

 
AWARDED 

 

 

Part (c)(i) Prepare the journal entries that should be processed on 30 
September 2013 by the Free State division of Platinum to account 
for the revised  terms proposed by the issuer of the debentures. 
Ignore tax. 

Mark 

Step 1: Determine original effective interest rate on investment in debentures 
FV = 1 200 000 (being 20% premium on face value of R1 million) 
Pmt = R50 000 (being 5% coupon interest on nominal value of R1 million) 
N = 5 years 
I/Yr = 9% (being the market yield) 
Thus: PV = (R974 400) (i.e. fair value of investment in debentures at initial 
recognition) 
Add transaction costs of R50 000 to PV 
New  PV = (R1 024 400) 
Determine new effective interest rate = 7,8137% 

 
 
 

1 
 

1  
 
 

1P 
 

1P 

Step 2: Determine PV of future cash flows on 1 October 2013, using revised 
cash flows but original effective rate 
01 Oct 2013: 0 
30 Sep 2014: 0 
30 Sep 2015: 0 
30 Sep 2016: 80 000 (being 8% interest on nominal value of R1 million) 
30 Sep 2017: 80 000 
30 Sep 2018: 1 280 000 (1 200 000 + 80 000) 
OR PV of 80 000 x 3 + FV of 1 200 000 back to 1 October 2015 
      AND THEN PV of 30 September 2015 to 1 October 2013 
 
I/Y = 7,8137  (original effective rate) 
NPV = 1 001 745 
 

 
 
 

1 
 

1 
 
 
 
 
 

1P 
1C 

Step 3: Journalise impairment loss on investment in debentures through P/L  
30 September 2013 
Impairment loss (P/L) 

 
148 781 

 
 

 
1C 

 Investment in debentures (F/P)  148 781  

Recognition of impairment loss on investment in 
debentures 
(R1 150 526 previous carrying amount – R1 001 745 new 
present value of investment) 

   
 
 

Available 9 

Maximum 9 
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Total for part (c)(i) 9 

 
AWARDED 

 

 

Part (c)(ii) Prepare the journal entries that should be processed on 30 
September 2013 by the Free State division of Platinum to account 
for the revised estimates in respect of the provision for  
environmental rehabilitation. Ignore tax. 

Marks 

Step 1: Determine new present value of provision for environmental 
rehabilitation using new estimates 
FV = (R1 200 000) (instead of R1 million previously used) 
Pmt = 0 
I/Yr = 8,5% (instead of 9% previously used) 
N = 8 (i.e. 15 years less 7 years passed since 2006) 
P/Yr = 1 
Thus: PV = (R624 803) 

 
 

1 
 

1 
1 

Step 2: Provide journal entry to account for revised estimates in terms of 
IFRIC 1 

 

30 September 2013 
Factory buildings (SoFP) 

 
122 937 

 
 

1C 
 

 Provision for environmental rehabilitation (F/P)  122 937  

Increase in provision for environmental rehabilitation due 
to changes in estimates (624 803 - 501 866) 

   

Available 4 

Maximum 4 

Total for part (c)(ii) 4 

 
AWARDED 

 

 

Part (c)(iii) Prepare the journal entries that should be processed on 30 
September 2013 by the Free State division of Platinum to account 
for the effects of the possible impairment of the Free State division 
on this date. Ignore tax. 

Marks 

Step 1: Determine recoverable amount of cash-generating unit, being the 

higher of -  

 fair value less costs of disposal = R20 250 000 (being R21m less R750 000); 
and 

 value in use = R19 975 197 (being R20,6m less revised provision for 
environmental rehabilitation of R624 803 (per part (c)(ii)) 

 Result: The fair value less costs of disposal of R20 250 000 is selected 

 
 
1 
 

1C 
 

1P 

Step 2: Determine the correct carrying amount of the cash-generating unit  

Item Carrying amount Adjustment Revised CA  

Property, plant and 
equipment 

9 945 887 122 937 10 068 824 1C 

Investment 
property 

4 855 900 - 
 

4 855 900  

Financial assets 1 150 526 (148 781) 1 001 745 1C 

Inventory  7 449 500 - 7 449 500  

Trade receivables  7 400 200 - 7 400 200  

Provision for 
environmental 

(501 866) (122 937) (624 803) 1C 
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rehabilitation 

Deferred tax (545 245) 545 245 0  

Bank overdraft (3 869 700) - (3 869 700)  

Total CA   26 281 666 1C 

Step 3: Calculate the impairment loss for the cash-generating unit 
= R26 281 666 – R20 250 000 
= R6 031 666 

 
 

1C 

Step 4: Assign the impairment loss to the assets in the cash-generating unit  

  R  

Investment property Scoped out of IAS 36 0 Neg 
mark 
-1 
-1 

Financial assets Scoped out of IAS 36 0 

Inventory  Scoped out of IAS 36 0 

Trade receivables  Scoped out of IAS 36 0 

Land 2 495 000/10 068 824 x R6 031 666 1 494 614 1C 

Administrative buildings 1 850 000/10 068 824 x R6 031 666 1 108 231 1C 

Factory buildings 2 616 024/10 068 824 x R6 031 666 1 567 113 1C 

Manufacturing equipment 3 107 800/10 068 824 x R6 031 666 1 861 708 1C 

Total  6 031 666  

Step 5: Calculate the existing revaluation surpluses on items of PP&E  

 R  

Administrative buildings: Revalued carrying amount 1 850 000  

Less: Historic carrying amount (R1,2m x (240-87)/240 months) (765 000) 1P 

Gross revaluation 1 085 000 1C 

Step 6: Process journal entry to recognise impairment losses on revalued and 
non-revalued assets 

 

30 September 2013 
Revaluation surplus (OCI) 

 
1 085 000 

  
1C 

Impairment loss (P/L)  4 946 666  1C 

 Accumulated impairment – Land (F/P)  1 494 614 1C 

 Accumulated impairment – Administrative buildings 
 (F/P) 

 1 108 231 1C 

 Accumulated impairment – Factory buildings (F/P)  1 567 113 1C 

 Accumulated impairment – Manufacturing 
 equipment (F/P) 

 1 861 708 1C 

Recognition of impairment loss    

Or argument that the admin building carrying amount approximates its fair value and 
should not share in the impairment loss 

2 

Available 20 

Maximum 18 

Communication skills – presentation 1 

Total for part (c)(iii) 19 

 
AWARDED 
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Part (d) Calculate the closing deferred tax balance of the Free State division of 
Platinum as at 30 September 2013. 

Marks 

ALTERNATIVE 1:  

Platinum – Free State division 
Deferred tax calculation as at 30 September 2013 – recalculated 

 
 

 
 
Asset/liability 

Carrying 
amount 

Tax base 
Temporary 
difference 

 

Deferred 
tax 

liability 
/(asset) 

 

 R R R  R  

Land (C1,  
C2)  

1 000 386 
 

 
1 995 799 
2 495 000 

 
(995 413) 
1 494 614 

 
28% 

66.6% x 28% 

(278 716) 1C 
1P 

Administrative 
buildings (C3, 
C4) 

741 769  
1 046 950 
1 200 000 

 
(305 182) 

458 211 

 
28% 

66.6% x 28% 

(85 451) 1C 
1P 

Factory 
buildings (C5, 
C6) 

1 048 911  
2 108 576 
2 640 000 

 
(1 059 665) 

1 591 089 

 
28% 

66.6% x 28% 

(296 706) 1C 
1P 

Manufacturing 
equipment 
(C7) 

1 246 092  
2 400 000 

 
(1 153 908) 

 
28% 

(323 094) 1C 
1P 

Investment 
property 

4 855 900  
2 953 871 
2 000 000 

 
1 902 029 
2 855 900 

 
28% 

66.6% x 28% 

532 568 1 
1P 

Debentures 
(C8) 

1 001 745 
 

 
1 124 275 

 
(122 530) 

 
28% 

(34 308) 1C 
1P 

Inventory 7 449 500 7 449 500 - 28% - 1 

Trade 
receivables 

7 400 200 
 

 
8 525 200 

 
(1 125 000) 

 
28% 

(315 000) 1C 
1P 

Provision for 
environmental 
rehabilitation 

(624 803)  
- 

 
(624 803) 

 
28% 

(174 945) 1C 
1P 

Bank overdraft  (3 869 700) (3 869 700) - 28% - 1 

Deferred tax balance at 30 September 2013  (975 652) 1C 

Calculations   
C1: R2 495 000 – R1 494 614 (impairment (part (ciii)) = R1 000 386  

C2: R2 495 000 – R499 201 (R2 495 000 – R1 000 386 = R1 494 614 x 0,334 = Non-taxable 
capital loss) = R1 995 799 
ALT to Calculate TD = 1 000 386 (Proceed) – 2 495 000 (Base cost) = 1 494 614 (capital 
loss) x 66.6% = 995 413 (taxable/deductible capital loss)    

 

C3: R1 850 000 – R1 108 231 (impairment (part (ciii)) = R 741 769  

C4: R1 200 000 – R153 049 (R1 200 000 – R741 769 = R458 231 x 0,334 = Non-taxable 
capital loss) = R1 046 950 
ALT to Calculate TD = 741 769 (Proceed) – 1 200 000 (Base cost) = 458 231 (capital loss) x 
66.6% = 305 182 (taxable/deductible capital loss) 

 

C5: R2 493 087 + 122 937 (provision (part (cii)) – R1 567 113 (impairment (part (ciii)) = R1 
048 911 

 

C6: R2 640 000 (unclaimed wear and tear) – R531 424 (R2 640 000 – R1 048 911 = R1 591 
089 x 0,334 = Non-taxable capital loss) = R2 108 576 
ALT to Calculate TD = 1 048 911 (Proceed) – 2 640 000 (Base cost) = 1 591 089 (capital 
loss) x 66.6% = 1 059 665 (taxable/deductible capital loss) 
(No scrapping allowances are available for factory buildings per the income taxation act.) 

 

C7: R3 107 800 – R1 861 708 (impairment (part (ciii)) = R1 246 092  
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C8: Per part (ci). SARS does not grant the impairment loss as a deduction for tax purposes. 
For tax purposes the carrying amount of the investment (i.e. the tax base) is kept constant 
and the yield to maturity is amended, which is the opposite from financial accounting. 

 

Discussing whether Platinum would generate sufficient future taxable capital gains 
to utilise the capital losses and to justify creating the deferred taxation asset. 

 
1 

Available  20 

Maximum  19 

Communication skills – layout and structure 1 

Total for part (d) 20 

 
AWARDED 

 

 

ALTERNATIVE 2:  

Platinum – Free State division 
Deferred tax calculation as at 30 September 2013 – recalculated 

 
 

 Deferred tax 
liability /(asset) 

 

Deferred tax – as given in the question 545 245  1 

Capitalisation of change in rehabilitation provision (122 937 x 
28%) 

34 422  1C 

Land: impairment (1 494 614     x  
      66.6% x 28%) 

(278 716) 1C + 
1P 

Admin buildings: impairment (1 108 231  
       x 28%)  

(310 305) 1C + 
1P 

Admin buildings: change of intention 
Before: (741 769 (CA) – 765 000 (TB)) x 28% (use) = 6 505A 
After: (741 769 (Proceed) – 1 200 000 (Base cost) x 66.6% x 
28% (sale)) = 85 451A 
Change of intention = 85 451A – 6 505A = 78 946A 

 
 
 
 

(78 946) 

 
1P 
1P 

Factory buildings: impairment (1 567 113  
       x 28%) 

(438 792) 1C + 
1P 

Factory buildings: change of intention 
Before: (1 048 911  (CA) – 2 640 000 (TB)) x 28% (use) = 
445 505A 
After: (1 048 911 (Proceed) – 2 640 000 (Base cost) x 66.6% x 
28% (sale)) = 296 706A 
Change of intention = 445 505A – 296 706A = 148 799L 

 
 
 
 
 

148 799  

 
1P 

 
1P 

 
 

Manufacturing equipment: impairment (1 861 708 
         x 28%) 

(521 278) 1C + 
1P 

Debentures: Impairment (148 781  
      x 28%) 

(41 658) 1C + 
1P 

Provision for rehabilitation provision (122 937  
        x 28%) 

(34 422) 1C + 
1P 

Deferred tax balance at 30 September 2013  (975 652) 1C 

Discussing whether Platinum would generate sufficient future taxable capital gains 
to utilise the capital losses and to justify creating the deferred taxation asset. 

1 

Available  20 

Maximum  19 

Communication skills – layout and structure 1 

Total for part (d) 20 

 
AWARDED 

 

 


