
ITC January 2016 1  © SAICA 2016 
Paper 2 Question 1 

QUESTION 1 42 marks 
 
 
Drumeo Ltd (‘Drumeo’), including its subsidiaries and associates, operates as a 
manufacturer of paper and plastic packaging, supplying its products to the South African 
market as well as to various other countries on the African continent. Drumeo’s paper 
business is one of the largest paper recyclers in Africa, with recycled paper being converted 
into high-quality industrial container and carton board. The plastics business manufactures a 
range of plastic packaging products for the food, beverage, personal care and 
pharmaceutical markets, primarily in South Africa.  
 
The group is currently preparing the consolidated financial statements for the year ended 
31 December 2015. The financial director learnt of your technical expertise and approached 
you for advice on specific matters relating to the financial statements. He provided you with 
key information about Drumeo and extracts of the draft consolidated financial statements 
and notes. 
 
The following key information pertains to Drumeo: 
 

 The Drumeo group prepares its financial statements in accordance with International 
Financial Reporting Standards (IFRS). 

 Drumeo is listed on the Johannesburg Stock Exchange. 

 The performance of the plastics business has been disappointing in the 2014 and 
2015 financial years (‘FY2014 and FY2015’), partly because of strike action in the 
sector, credit downgrades during the period, interest rate hikes and slowing demand 
as more environmentally friendly and cost effective alternatives are being sought by 
consumers.  

 The strong economic growth in some central and west African countries, including 
Ghana and Nigeria, helped Drumeo record a profit for FY2015 in the paper business. 
Cash collections from customers are, however, problematic in these countries.  

 Overall Drumeo recorded a net loss before taxation of R3 million in FY2015 (FY2014: 
net loss before taxation of R200 000).  

 One of the subsidiaries of Drumeo has an assessed tax loss that arose during 
FY2015.   

 Goodwill relates to both the plastics and paper businesses.  

 During FY2015 Moody’s Investor Service downgraded the credit rating of Drumeo.  

 Drumeo has early adopted IFRS 9 Financial Instruments. 
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The following extracts of the draft consolidated financial statements and notes for the year 
ended 31 December 2015 have been provided: 
 

DRAFT CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

 
Note 

2015 2014 

R million R million 

ASSETS    

Non-current assets    

Property, plant and equipment  374 365 

Goodwill 3* 155 155 

Investment in associate 4* 58 39 

Loan to associate  12 25 25 

Unlisted investment 5 41 41 

Deferred taxation assets 6 52 – 

Total non-current assets  705 625 

    

Current assets    

Inventories 7* 126 33 

Trade and other receivables 8* 261 192 

Cash and cash equivalents 9* 281 210 

Total current assets  668 435 

TOTAL ASSETS  1 373 1 060 

    

EQUITY AND LIABILITIES    

Equity    

Stated capital  10* 2 2 

Retained earnings  201 205 

Foreign currency translation reserve  76 75 

Bond equity  286 286 

Non-controlling interests  96 67 

Total equity  661 635 

    

Non-current liabilities    

Bond liability  64 82 

Deferred taxation liabilities 6 – 38 

Total non-current liabilities  64 120 
    

Current liabilities    

Trade and other payables 14* 648 305 

Total current liabilities  648 305 

Total liabilities  712 425 

TOTAL EQUITY AND LIABILITIES  1 373 1 060 

    

*  These notes have been prepared but have been omitted from the extracts provided 
below and therefore can be accepted as being correct.  
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EXTRACT FROM THE NOTES TO THE DRAFT CONSOLIDATED FINANCIAL 
STATEMENTS 
 
1 Accounting policies 
 
1.1 Significant judgements and sources of estimation uncertainty 
 
In preparing the financial statements, management is required to make estimates and 
assumptions that affect the amounts represented in the financial statements and related 
disclosures. Use of available information and the application of judgement are inherent in the 
formation of estimates. Actual results in the future could differ from these estimates and 
these differences may be material to the financial statements. Management has concluded 
that the sources of estimation uncertainty for which significant judgements are required 
relate to impairment testing. There are no other areas of significant judgement, since all 
other assets and liabilities are accounted for on the historical cost or amortised cost basis.  

 
Impairment testing 
 

 The recoverable amounts of cash-generating units and individual assets are 
determined based on the higher of value in use and fair value less cost to sell. These 
calculations require the use of estimates and assumptions. It is reasonably possible 
that the assumptions may change, which may then have an impact on our estimates 
and may in turn require a material adjustment to the carrying amount of goodwill and 
tangible assets. 

 In calculating the recoverable amounts of cash-generating units and individual assets, 
the group projects cash flows for a period of seven years, discounted at the group’s 
weighted average cost of capital of 15% (FY2014: 19%).  

 Management anticipated losses in the plastics business in prior years and recorded 
impairment losses in prior years. No impairment tests were performed during FY2014 
and FY2015 as there were no indicators of impairment evident during those years. 
Accordingly, no impairment losses have been recognised for FY2014 or FY2015. 

 
1.5 Financial instruments 
 
Classification – financial assets 
 
The group classifies financial assets into the following categories: 

 Financial assets at fair value through profit or loss 

 Financial assets at amortised cost 

 Debt instruments at fair value through other comprehensive income 

 Equity instruments at fair value through other comprehensive income.   
 
The group classifies financial assets depending on the group’s business model for managing 
its financial instruments and the contractual cash flow characteristics of the instrument. A 
financial asset is classified at amortised cost only if both the following criteria are met:  

 The objective of the group’s business model is to hold the asset to collect the 
contractual cash flows; and  

 The contractual terms give rise on specified dates to cash flows that are solely 
payments of principal and interest on the principal outstanding.  

 
If the group holds the asset in a business model with an intention to both hold the asset to 
collect the contractual cash flows and sell the asset, and the payments comprise solely 
payments of principal and interest (i.e. debt instruments), the financial instrument is 
classified as fair value through other comprehensive income. If either one of the two criteria 
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above is not met, the financial instrument is classified as fair value through profit or loss. All 
equity investments are measured at fair value. Equity investments that are held for trading 
are measured at fair value through profit or loss. For all other equity investments, the group 
makes an irrevocable election at initial recognition to recognise changes in fair value through 
other comprehensive income rather than profit or loss. 
 
Classification – financial liabilities 
 
Financial liabilities comprise bonds, loans from associates, short-term loans and bank 
overdrafts. All financial liabilities are measured at amortised cost. 
 
5 Unlisted investment 
 
The unlisted investment is a share investment held in a private company. This investment is 
measured at fair value through profit or loss. No shares were bought or sold during the year. 
There were no fair value adjustments during the year as the fair value was the same as that 
determined at 31 December 2014. The fair value of R41 million was determined by a 
qualified share valuer as follows: 

 

6  Deferred tax assets and liabilities  
 
Deferred tax assets and liabilities are offset when the group intends to settle its tax assets 
and liabilities on a net basis. The deferred tax asset at year end represents unused tax 
losses. 
 

The following additional disclosures have been included in the draft consolidated financial 
statements, but have been omitted from these extracts. These are the only other disclosures 
relating to deferred tax: 

 Major components of tax expense/income (IAS 12.79 – 12.80). 

 Tax rate reconciliation (IAS 12.81(c)). 

 Analysis of deferred tax balances at year end and reconciliation of the opening and 
closing deferred tax balances (IAS 12.81(a) and (g)). 

 

12 Loan to associate 
 
The loan of R25 million was provided three years ago to Mondeo (Pty) Ltd (‘Mondeo’). The 
loan bears no interest and is repayable on demand. In view of the zero interest on the loan, 
the loan to Mondeo is accounted for at historical cost. 
 

15 Financial risk disclosure  
 
The only financial risk to which the group is exposed is liquidity risk. The group manages this 
risk by managing the maturities of its assets and liabilities to ensure there are no significant 
timing mismatches.  

 Carrying 
amount at 
31/12/2015 

Fair value 
hierarchy 

level 
Valuation technique(s) and key input(s) 

Unlisted 
investment 
                      

R41 000 000 2 PE method – the fair value of the investment was 
estimated using the company’s audited earnings 
figures, making significant adjustments for non-
recurring items. An observable PE of a similar 
listed company was used as the multiple, with 
significant adjustments for risk specific to the 
unlisted investment.   
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A maturity analysis of all financial assets and liabilities is provided below: 
 
 

Financial assets and liabilities: 
Maturities as at 
31 December 2015 

Up to 
one 

month 

One to 
three 

months 

Four to 
twelve 

months 

More 
than 12 
months 

Total 

R million R million R million R million R million 

Assets      

Loan to associate 25 – – – 25 

Unlisted investment – – – 41 41 

Trade and other receivables 203 21 37 – 261 

Cash and cash equivalents 281 – – – 281 

Liabilities       

Bond liability – – – 64 64 

Trade and other payables 103 134 83 328 648 

 
16 Segment reporting 
 
The group considers the business to have only one segment, namely the ‘packaging 
segment’, and therefore does not prepare a segment report. 
 
17 Contingent liability – events after the reporting period 
 
On 15 January 2016 the Competition Commission concluded an on-going investigation 
regarding alleged price collusion in the paper and plastics packaging segment. Several large 
role players had been cited for allegedly forming cartels to control prices in the industry. 
Drumeo reached a settlement and agreed to pay the Competition Commission an amount of 
R20 million on 31 January 2016.  
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INITIAL TEST OF COMPETENCE, JANUARY 2016 

PROFESSIONAL PAPER 2 
 

 
 

QUESTION 1 – REQUIRED   

Marks 

Sub-
total 

Total 

Critically review the extracts of the draft consolidated statement of financial 
position and notes provided for apparent inaccuracies, inconsistencies, 
errors in application and non-compliance with IFRS.  
 

 Limit your discussion to the issues for which there is evidence of 
inaccuracies, inconsistencies, errors in application and non-
compliance with IFRS  in the extracts provided. 

 Ignore comparative disclosures. 

 Detailed disclosure requirements or sample disclosure are not 
required. 

 Calculations are not required. 
 
Communication skills − logical argument; clarity of expression 

 
 

40 
 
 
 
 
 
 
 
 
 

2 

 
 
 
 
 
 
 
 
 
 
 
 

42 

Total   42 

 


