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Part (a)  Discuss and conclude whether the following entities should 

consolidate Roadstarters in its consolidated financial statements 
for the period 1 October 2015 to 30 September 2016: 
• Azimuth 
• Truck Supply.  

 
Consider partial periods within this financial year, if appropriate. 

Marks 

General  

The accounting for Roadstarters by either Azimuth or Truck Supply is dependent 
on the relationship that exists between these two parties. IFRS 10 applies to 
investor-investee relationships and requires an investor that controls an investee 
to consolidate the investee and present consolidated financial statements. 

 
 
 
1 

Azimuth and Truck Supply need to assess whether they should consolidate 
Roadstarters as they are owners of instruments which may confer control over 
Roadstarters: 

 Azimuth is the beneficial owner of 1 000 Class A ordinary shares in 
Roadstarters and 

 Truck Supply is the beneficial owner of the R50 million loan exposure granted 
to Roadstarters. 

 
 
 

½  
 

½  

IFRS 10 provides one comprehensive control definition (single control model) 
and states that there are three elements that should all be present for control to 
exist. These elements are as follows:  

 Power over the investee; 

 Exposure, or rights, to variable returns from its involvement with the investee; 
and 

 The ability to use its power over the investee to affect the amount of the 
investor’s returns. 

 
 
 
 
 
 
1 
 

Sometimes assessing control is straightforward. In other cases the assessment 
will be more complex and require multiple factors to be considered in 
conjunction with the careful application of professional judgement to those 
factors.  

 
 
1 

Roadstarters could also be seen as a structured entity as defined as it appears 
to have been designed so that voting rights are not the dominant factor in 
deciding who controls the entity. 

1 

Accordingly, when assessing control of an investee, an investor shall also 
consider the purpose and design of the investee in order to identify the 
relevant activities, how decisions about the relevant activities are made, who has 
the current ability to direct those activities and who receives returns from those 
activities. 

 
 
 
 
1 

Power over the investee  

An investor has power over an investee when the investor has existing rights 
that give it the current ability to direct the relevant activities. 

1 

Relevant activities are those activities that significantly affect the investee’s 
returns. It is necessary to identify what the relevant activities of Roadstarters are. 

1 

The primary purpose of Roadstarters is to facilitate the improvement of Azimuth’s 
B-BBEE credentials by allowing Azimuth to sub-contract transportation services 
to the owner-drivers.  

 
 
1 

In order to achieve this purpose Roadstarters was incorporated with the ability to 
conduct the following relevant activities: 

 Arranging financing to fund the purchase of operating assets in order to 
facilitate transportation services (i.e. 100 trucks) to Azimuth. 

 Acquisition of operating assets to be used by the owner-drivers.  

 Management of the service level agreement (SLA) between Azimuth and 

 
 
 

½ 
½ 
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Roadstarters. 

 Insurance for and maintenance of the operating assets. 

½ 
½ 

If two or more investors each have existing rights that give them the unilateral 
ability to direct different relevant activities, the investor that has the current ability 
to direct the activities that most significantly affect the returns of the investee has 
power over the investee. 

1 

Arguments in favour of Azimuth  

Azimuth is able to subcontract between 1-2% of its work to Roadstarters. This 
means that Azimuth can cause the revenue of Roadstarters to fluctuate 
significantly (to the extent that it could either "double" the revenue by 
subcontracting 2% or half it by subcontracting only 1%). This also results in 
Azimuth having the ability to decide the "type" of revenue contracts that 
Roadstarters will enter into by only subcontracting certain contracts to 
Roadstarters. 

 
1 
 
 
 

 

Azimuth has the right to select the insurance and maintenance companies with 
which Roadstarters should contract; this is arguably two of the largest expenses 
of Roadstarters. 

1 

It therefore appears that, from the most relevant activities of Roadstarters, the 
only activities that the managing director in fact has power over is the arranging of 
financing for, and acquisition of, the trucks. However, from the information it 
seems as though financing has already been arranged by Azimuth and 
Roadstarters, and this financing agreement stipulates the exact make and model 
of trucks to be acquired, leaving the managing director with little freedom 
regarding these activities.  

1 

An investor that holds protective rights cannot have power or prevent another 
party from having power over an investee. The following held by Truck Supply 
could be argued as protective rights: 

 The ability of Truck Supply to remove the managing director in the event 
of default is a protective right in substance, as it acts essentially similar to a 
loan covenant to protect the credit supplier’s economic interests in the event 
of default. 

 The legal title of the 100 trucks has been ceded to Truck Supply as 
security until the loan has been repaid. This can also be considered to be a 
protective right. 

1 
 
 
1 
 
 
 
1 
 

Arguments in favour of Truck Supply  

Per the Memorandum of Incorporation, the Managing Director of Roadstarters 
(Mr Abed Tshabalala) can make all decisions relating to the operations of 
the company (including those relating to the activities described above), except 
for the selection of insurance and maintenance companies that should be used by 
Roadstarters which resides with Azimuth (the Class A shareholders). 

 
 
 
1 

The design of Roadstarters therefore confers the decision-making rights over 
the relevant activities to the managing director. 

 
1 

The rights held by the Class A shareholders in respect of insurance and 
maintenance service providers is not seen as key in comparison to the other 
relevant activities and appears to be less significant than the other rights in order 
to ensure that the operating assets of Roadstarters are properly maintained. 

 
 
 
1 

In terms of the lending arrangement between Truck Supply and Roadstarters, if at 
any stage Roadstarters defaults on its obligations under the loan agreement, the 
right becomes substantive, and Truck Supply is entitled to remove and appoint a 
new managing director for Roadstarters, until such default event has been 
resolved. This provides Truck Supply with significant decision-making rights 
over the majority of relevant activities in the event of default. 

 
 
 
 
 
1 

Exposure to variable returns  

Both Azimuth and Truck Supply are exposed to variable returns of Roadstarters:  
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 Azimuth, as a Class A shareholder, can earn dividends on its investment; 
these dividends are variable as they are determined based on Roadstarters’s 
after-tax profits. 

 Also the ability for Azimuth to earn revenue from certain key contracts (i.e. 
Ke Nako) is dependent on B-BBEE ratings and therefore the existence of 
Roadstaters. 

 Azimuth receives a share of profits from Roadstarters (profits are shared 
between class A and B shares in the ratio of 10:1). 

 Truck Supply is exposed to variable returns as repayment of loan capital and 
interest is dependent on the performance and credit risk changes relating to 
Roadstarters. 

 
 
1 
 
 
1 
 
1 
 
1 

Ability to use power to affect variable returns  

Azimuth and Truck Supply will only be able to affect their variable returns should 
they be able to exercise power over Roadstarters. 

 
1 

Control by Azimuth  

Based on the power that Azimuth has over the revenue and expenses of 
Roadstarters (and the influence this revenue and expenses will have on the 
returns of Roadstarters), compared to the impact that the financing arrangement 
would have on the returns of Roadstarters, it is reasonable to conclude that 
Azimuth has the ability to direct the activities that most significantly affect 
the returns of Roadstarters. 

1 

This is the case even though it does not have majority of the voting rights 
(Class A shares), it possesses less than 10% of the total voting rights – 1000/11 
000. 

 
1 

The dispersion of other shareholders (Class B shareholders) and the very 
small shareholding of Azimuth is not sufficient to conclude that it has de facto 
control over Roadstarters. 

 
 
1 

However, it can still be argued that all three elements of control have been met, 
and Azimuth should consolidate Roadstarters in its financial statements for 
the period 1 October 2015 to 30 September 2016 (under this argument, Azimuth 
would consolidate Roadstarters and Truck Supply would not) (or Azimuth should 
consolidate Roadstarters only during period of non-default). 

 
 

1C 

Control by Truck Supply  

The ability of Truck Supply to have the power to direct the relevant activities of 
Roadstarters and affect its variable return is dependent on the status of the 
lending arrangement. The right to appoint the managing director in the event of 
default is a protective right held by Truck Supply to ensure repayment of the loan 
by guarding against mismanagement of Roadstarters. In the event of default this 
right becomes substantive until such time that the default is remedied. 
Accordingly, all three elements of control will be met only when the lending 
arrangement with Truck Supply is in default. 

 
 
 
 
 
 
1 

While Roadstarters remain in default, Truck Supply has the ability to direct the 
activities of the business to ensure profitability and non-default is achieved. 

1 

Truck Supply should consolidate Roadstarters in their financial statements for 
the period when the lending arrangement was in default (under this argument, 
Truck Supply would consolidate Roadstarters and Azimuth would not). 

 
 

1C 

Available 34 

Maximum 15 

Communication skills – logical argument 1 

Communication skills – clarity of expression 1 

Total for part (a) 17 
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Part (b)  Discuss whether the loan provided by Truck Supply to 
Roadstarters should be classified as a financial asset measured 
at amortised cost in the financial statements of Truck Supply. 

Marks 

A financial asset shall be measured at amortised cost if both of the following 
conditions are met (IFRS 9.4.1.2): 
(a) The financial asset is held within a business model whose objective is to 

hold financial assets in order to collect contractual cash flows; and 
(b) The contractual terms of the financial asset give rise on specified dates to 

cash flows that are solely payments of principal and interest on the 
principal amount outstanding. 

1 

Truck Supply holds the loan in the same portfolio as its other vehicle loans, which 
it holds in order to collect the cash flows associated with the assets. It can thus be 
concluded that the loan is held within a business model whose objective is to 
hold the financial asset in order to collect contractual cash flows. 

1 

The fact that Truck Supply occasionally sells financial assets to meet short-
term liquidity needs in this portfolio could imply that sales are infrequent and 
therefore is not contradictory to the overall objective of the business model (IFRS 
B4.1.4, Example 1). 

1 

The principal amount will be repaid on 30 September 2020. There is no 
evidence to suggest that the loan was not provided at fair value (and given the 
fact that the loan represents financing to a third party, Roadstarters, it is unlikely 
that this did not originate at fair value). 

1 

The coupon payable constitutes interest as defined, as the formula used to 
determine this coupon amount incorporates all the elements of interest as defined 
by IFRS 9: 

 Using CPI as a base to the rate means that the interest rate remains a ‘real’ 
interest rate, not a nominal one, but does not indicate that this amount is not 
interest as defined (IFRS 9.B4.1.13 Instrument A). 

 The rates used as the credit risk spread reflect the risk taken on by Truck 
Supply in lending the funds; the spread changes as the credit risk of 
Roadstarters changes (as indicated by the solvency ratio). 

 Margin earned by Truck Supply is the profit realised by them in the ordinary 
course of its business of lending funds, and thus is part of interest as defined. 

 
 
 
1 
 
 
1 
 
 
1 

Furthermore, there is no information suggesting that the loan has been 
designated as at fair value to reduce an accounting mismatch. 

1 

Thus the loan should be measured at amortised cost in the financial 
statements of Truck Supply. 

1C 

Available 9 

Maximum 6 

Total for part (b) 6 

 
 

Part (c) Discuss the appropriate accounting treatment of the SLA with 
Roadstarters in the separate financial statements of Azimuth for 
FY2016. 

 Specifically address any accounting considerations related 
to the trucks used by Roadstarters; 

 Do not discuss the presentation or disclosure of the SLA; 
and 

 Do not provide calculations. 

Marks 

IFRIC 4 application 
Determining whether an arrangement is, or contains, a lease shall be based on 
the substance of the arrangement and requires an assessment of whether - 
(a) fulfilment of the arrangement is dependent on the use of a specific asset, 

1 
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and 
(b) the arrangement conveys a right to use the asset (IFRIC 4.6). 

Although the SLA does not explicitly identify the use of specific trucks to fulfil the 
agreement, it is clear that Roadstarters only controls these specific trucks 
with which they can fulfil their obligations, and furthermore does not have 
the financial means to acquire additional trucks which could be used instead 
– accordingly, these assets have been implicitly specified and criterion (a) has 
been met (IFRIC 4.8). 

 
 
1 
 
1 

The SLA prohibits Roadstarters from using the trucks for any purposes other 
than rendering services to Azimuth. Azimuth thus has the right to control the 
physical access to the underlying asset (the trucks). 

1 

Furthermore, Azimuth can obtain more than an insignificant amount of the output 
of the trucks – it receives the majority of the benefits associated with using 
the trucks in that they are being used to service contracts with Azimuth’s 
customers. 

1 

Therefore, per IFRIC 4.9(b), the SLA conveys to Azimuth the right to control the 
use of the trucks, and thus the SLA contains a lease per IFRIC 4. 

1 

IAS 17 application 
Having identified that the SLA is a lease agreement, it is necessary to classify 
the lease as either a finance lease or an operating lease. A lease is classified 
as a finance lease if it transfers substantially all the risks and rewards incidental 
to ownership. A lease is classified as an operating lease if it does not transfer 
substantially all the risks and rewards incidental to ownership (IAS 17.8). 

1 

The SLA is for six years, and the economic life of the trucks is seven years; 
accordingly, the lease term is for the major part of the economic life of the 
asset.  

1 

This factor would indicate that the lease should be classified as a finance 
lease (IAS 17.10(c)). 

1 

Accordingly, Azimuth should recognise the trucks as an asset, along with an 
associated finance lease liability, at inception of the lease, being the date that 
the SLA was entered into between Azimuth and Roadstarters. 

1 

The finance lease asset and liability should initially be measured at the lower 
of the fair value of the trucks and the present value of the minimum lease 
payments (IAS 17.20).  

1 

Minimum lease payments are the payments over the lease term that the 
lessee is or can be required to make, excluding contingent rent, costs for 
services and taxes to be paid by and reimbursed to the lessor, together with, for 
a lessee, any amounts guaranteed by the lessee or by a party related to the 
lessee (IAS 17.4). 

1 

Contingent rent is that portion of the lease payments that is not fixed in amount 
but is based on the future amount of a factor that changes other than with the 
passage of time. 

1 

It may appear that the payments made by Azimuth to Roadstarters are 
contingent rentals as they vary based on the amount of work allocated by 
Azimuth to Roadstarters. 

1 

However, the SLA binds Azimuth to make certain minimum payments (as a 
minimum of 1% of its regional revenues must be allocated to each owner-
driver entity in a particular region, and 90% of the price received on a work 
order must be paid to Roadstarters). 

1 

Therefore, based on an estimate of minimum levels of Azimuth’s regional 
revenues, it is possible to determine a fixed, guaranteed portion of payments 
that constitutes minimum lease payments. 

1 

The minimum lease payments must be discounted at an incremental borrowing 
rate. 

1 
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The trucks recognised by Azimuth must be depreciated over the shorter of 
the lease term and useful life of these assets (IAS 17.27). 

1 

Interest expense must be recognised on the finance lease liability at the effective 
interest rate and the finance lease liability will be reduced by the minimum lease 
payment determined as discussed above. 

1 

It could also be argued: 
As the 1% is contingent on its regional revenues and the 90% is contingent on 
the value of the work received which will only be known in the future, it can be 
argued that all payments are contingent payments and therefore are not 
minimum lease payments. 

 
1 

In this case, Azimuth would not recognise a finance lease asset and liability 
at commencement date (and no corresponding depreciation and interest 
expense).  

1 

The additional portion of payments made by Azimuth to Roadstarters not 
incorporated in the minimum lease payments shall be recognised as an 
expense in the period in which they are incurred (IAS 17.25). 

1 

Available 22 

Maximum 12 

Communication skills – clarity of expression 1 

Total for part (c) 13 

 
 
 
Part (d)  Prepare the journal entries required to account for the office 

building in the consolidated financial records of Azimuth for 
FY2016. 

Marks  

  Dr. Cr.  

  R  R   

01/10/15 Buildings: Accumulated depreciation (FP) 1 500 000  1P 

  Retained earnings (equity)  1 500 000  

 Correction of error in not applying residual 
value to determine depreciable amount 

   

 Cost: R10 000 000 
Residual value: R3 000 000 
Correct depreciable amount: R7 000 000 
Useful life: 40 years 
Years elapsed to date: 20 years 
Correct carrying amount: 
R7 000 000 x (40 – 20) / 40 + R3 000 000 
= R6 500 000 
OR correct accumulated depreciation: 
R7 000 000 x (40 – 20) = 3 500 000 
 
Recognised carrying amount: R5 000 000 
Or recognised accumulated depreciation: 
R5 000 000 
Adjustment required: R1 500 000 

   
 
 
 
 
 
 

1 
 
 
 
 
 
 

1P 

01/04/16 Depreciation (P&L) 87 500  1P 

  Buildings: Accumulated depreciation 
(FP) 

 87 500  

 Depreciation on full building to date of 
transfer 

   

 Carrying amount: R6 500 000 
Depreciable amount: R3 500 000 
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(6 500 000 – 3 000 000) 
Remaining useful life: 20 years 
Months elapsed: 6/12 
Depreciation:  
R3 500 000 * 1 / 20 * 6 / 12 = R87 500 

 
 
 
 

1 

01/04/16 Buildings: Accumulated depreciation 
(FP) 

1 435 000  1P 

      Buildings: Cost (FP)  4 000 000  

 Buildings: Revalued amount (FP) 8 200 000   

  Revaluation gain (OCI)  5 635 000 1P 

 Revaluation of portion of property to fair 
value immediately before transfer 

   

 Investment property portion: 2 / 5 
Fair value: R20 500 000 
Carrying amount: R6 412 500 
Fair value of IP portion: 2 / 5 * R20 500 
000 = R8 200 000 
Carrying amount of IP portion: 2 / 5 * 
(R6 500 000 – R87 500) = R2 565 000 
Revaluation = R8 200 000 – R2 565 000 = 
R5 635 000 

   
 
 
 

1 
 

1P 
 
 

01/04/16 Investment property (FP) 8 200 000  1 

  Buildings: Revalued amount (FP)  8 200 000  

 Transfer of portion of building to 
investment property 

   

30/09/16 Depreciation (P&L) 52 500  1P 

  Buildings: Accumulated depreciation 
(FP) 

 52 500  

 Depreciation on remaining portion of 
building to year end (87 500 (Jnl 2) / 5 * 3 
= R52 500) 

   
 

1 

30/09/16 Investment property (FP) 100 000  1P 

  Fair value adjustment (P&L)  100 000  

 Fair value adjustment on component of 
building classified as investment property 

   

 Fair value at year end: R20 750 000 
Fair value of IP portion: 2 / 5 * R20 750 
000 = R8 300 000 
Previous fair value: R8 200 000 
Fair value adjustment = R100 000 

   
 
 
 

1 

Available  14 

Maximum  13 

Communication skills – presentation 1 

Total for part (d) 14 

 


