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Question 1 100 marks 
 
Ignore value-added tax (VAT). 
 
Platinum Manufacturing Ltd (‘Platinum’) is a large manufacturing concern with operations 
throughout South Africa. The company listed on the Johannesburg Stock Exchange on 
1 January 2005. Platinum has a 31 December reporting date. 
 
Platinum’s 2013 financial year 
 
Platinum experienced significant operational and financial difficulties during the 2013 
financial year (‘FY2013’). This was as a result of prolonged strike actions instituted by trade 
unions, increased operational costs due to the continuous weakening of the rand against 
major international currencies and unrealistic demands for pay increases by factory workers. 
The company is also experiencing a general decline in the demand for its products and 
downward pressure on sales prices. These trends were evident throughout the South African 
manufacturing industry and were exacerbated by a lower than expected gross domestic 
product growth rate.  
 
At a board meeting during the second half of FY2013 the board made a number of important 
decisions. In a radio interview, the chief financial officer of Platinum, Mr Jonas Nkhosana, 
said:  
 

‘The decisions resulting from our board meeting, severe as they may be, were made to 
save the company from bankruptcy in the long term. Platinum will have to tighten its 
financial belt in order to ensure the financial survival of the company.’  

 
This statement caused unease among the trade unions about the job security of their 
members at Platinum. 
 
Overview of decisions made by the board of directors 
 
The following information relates to Platinum’s turnaround plan formulated by the board: 
 

Staffing of the Eastern Cape, Northern Cape and Limpopo divisions 

 
The board identified that the Eastern Cape, Northern Cape and Limpopo divisions are 
currently overstaffed and decided to retrench 50% of the factory workers across these 
divisions. The board is aware that any such retrenchments must be undertaken in terms of 
the specifications contained in trade union agreements to which Platinum is a party. 
 
These three divisions have existing contracts with customers that come to an end by no later 
than 30 June 2014. The staff members who will be retrenched (the ‘affected employees’) will 
be offered the opportunity to stay in the employ of Platinum until this date, as their expertise 
is required in delivering on these contracts. Affected employees who decide to stay until 
30 June 2014 will receive a lump sum payment of R50 000 per employee at that date, 
whereas affected employees who elect to leave before 30 June 2014, will receive a lump 
sum payment of R20 000 per employee as a retrenchment package. Platinum expects that 
20% of the affected employees will leave before 30 June 2014. 
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The following is an analysis of the workforce (before retrenchment) of Platinum in these 
divisions: 
 

 Eastern Cape  
division 

Northern Cape 
division 

Limpopo  
Division 

Total number of full-time factory 
workers 

 
90 

 
120 

 
150 

 
Management visited these divisions during November 2013 to present details of the 
retrenchment plan to the factory workers. Individual affected employees had not yet been 
identified, as a formal process of consultation would be conducted by the human resources 
department of Platinum during January 2014. 
 
The trade union representative was satisfied that the specifications of the trade union 
agreements were honoured in the retrenchment plan. 
 

Restructuring of the Mpumalanga division 

 
After reviewing the financial information of the Mpumalanga division of Platinum, the board 
of directors decided to restructure this division with effect from 1 November 2013. None of 
the employees of this division will be retrenched during the restructuring. 
 
Platinum decided to reduce production at the Mpumalanga manufacturing plant. Platinum 
constructed the manufacturing plant in 2008 and entered into an agreement with Eskom to 
construct a power station on the plant premises. The power station was constructed to 
satisfy the electricity requirements of the plant. The power station construction was 
completed on 1 January 2009 and the related ten-year electricity supply agreement became 
effective from that date. In terms of the agreement, Platinum neither gained significant 
exposure to the risks and rewards associated with ownership of the power station nor did it 
receive legal title to the power station at any time.  
 
The agreement further stated that Platinum would pay R2,00 per kilowatt hour (kWh) for the 
electricity generated by the power station, subject to a minimum use requirement of 
100 000 kWh per month. The manufacturing plant consistently used approximately 
120 000 kWh per month since 2009.  
 
Platinum would have to pay a once-off amount of R3 200 000 to Eskom in the event of 
unilateral cancellation of this agreement prior to the end of its term. 
 
As a result of the reduced production, Platinum expected to use 70 000 kWh per month from 
1 November 2013 for the remainder of the term of the electricity supply agreement with 
Eskom. In terms of the agreement Platinum is not entitled to resell any of the electricity 
generated by the power station on its premises. 
 
Platinum’s current cost of borrowing is 7% per annum. 
 

Disposal of the Free State division 

 
The board identified its Free State division as the worst performing division in the company. 
Several attempts over the past few years to turn around this division have been 
unsuccessful. The board therefore decided to dispose of the division and initiated an active 
programme to locate a buyer. All the requirements for classification as a discontinued 
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operation and disposal group held for sale in terms of IFRS 5, Non-Current Assets Held for 
Sale and Discontinued Operations, were satisfied on 30 September 2013. 
 
The following is a summary of the assets and liabilities of the Free State division, prepared 
from its management accounts as at 30 September 2013, before the division was classified 
as a disposal group held for sale: 
 

Assets and liabilities of the Free State division as at 30 September 2013 

 Notes R 

Assets   

Property, plant and equipment 1 9 945 887 

Investment property 2 4 855 900 

Financial assets 3 1 150 526 

Inventory  4 7 449 500 

Trade receivables  5 7 400 200 

   

Liabilities   

Provision for environmental rehabilitation 6 501 866 

Deferred tax 7 545 245 

Bank overdraft  3 869 700 

   

 
Notes  
 
1 The following is a schedule of property, plant and equipment at 30 September 2013: 
 

 
 
 

 
Notes Carrying 

amount 

Tax base 
(on a 
usage 
basis) 

  R R 

Land, at historic cost  2 495 000 0 

Administrative buildings, at re-valued  
   amounts 

 
1.1 

 
1 850 000 

 
0 

Factory buildings, on cost model  1.2 2 493 087 2 640 000 

Manufacturing equipment, on cost model  1.3 3 107 800 2 400 000 

Total  9 945 887 5 040 000 

 
The land was acquired on 1 January 2006.  
 
1.1 Administrative buildings were erected at a cost price of R1 200 000. These 

buildings are depreciated on the straight-line basis over a period of 20 years. 
The buildings became available for use on 1 July 2006 although Platinum only 
physically moved into the buildings on 1 September 2006. No tax allowances are 
available in respect of these buildings. 

 
1.2 Factory buildings were erected at a cost price of R4 400 000, which excludes the 

present value of the provision for environmental rehabilitation (see note 6). 
These buildings are depreciated on the straight-line basis over a period of 15 
years. The factory buildings only became available for use on 1 October 2006 
and were occupied from that date. 

 
1.3 Manufacturing equipment had an original cost price of R5 200 000. The 

equipment is depreciated on the straight-line basis over a period of five years.  
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2 Investment property consists of land held in an industrial suburb of Bloemfontein. The 

land was acquired for R2 million on 1 January 2007. 
 

3 Financial assets consist of an investment in debentures. The debentures were 
acquired on 1 January 2011 at a market yield of 9% per annum. The debentures bear 
coupon interest at 5% per annum, and will be redeemed by the issuer at a premium of 
20% on the face value of R1 million on 31 December 2015. Platinum incurred directly 
attributable transaction costs of R50 000 on obtaining these debentures. The coupon 
is paid annually in arrears on 31 December. Platinum has determined that the 
amortised cost model is the appropriate measurement model to subsequently measure 
the investment in debentures in its annual financial statements in terms of IFRS 9, 
Financial Instruments. 

 
The accountant at the Free State division received notice on 30 September 2013 that 
the issuer of the debentures would not be able to honour the remaining coupon 
payments on their scheduled dates because of cash flow constraints.  
 
The issuer of the debentures proposed the following amendments: 

 The redemption date of the debentures would be postponed to 
30 September 2018; 

 Coupon interest payments would be forfeited until 30 September 2016 at which 
date payments would resume; 

 Debenture holders would be compensated by increasing the coupon interest rate 
to 8% per annum for the annual coupon payments from 30 September 2016; and 

 As from 30 September 2016 coupon interest payments would take place 
annually on 30 September. 

 
The Free State division agreed to these revised terms but the accountant has not yet 
processed any journal entries or performed any calculations to account for the revision 
of the terms.  
 

4 Inventory is measured at net realisable value as at 30 September 2013. The South 
African Revenue Service (SARS) has accepted the write-off of inventory to net 
realisable value for taxation purposes. 

 
5 An allowance of R1 500 000 for doubtful debts has been recognised against the trade 

receivables as at 30 September 2013. SARS grants 25% of the allowance for doubtful 
debts as a deduction for tax purposes. 

 
6 The Free State division assumed the full obligation for restoring the environment to its 

original condition at the end of the useful life of the factory buildings at the time they 
were erected. The new owner of the Free State division would be required to assume 
this liability.  

 
At initial recognition of the factory buildings, the estimated future cost to restore the 
environment was R1 million. The appropriate discount rate used to calculate the 
present value of the obligation was 9% per annum. The estimate of cash flows and the 
discount rate remained unchanged until 30 September 2013.  
 
The accountant has properly accounted for the provision for environmental 
rehabilitation since its initial recognition. However, she has not considered the impact 
of the following revised estimates, as determined on 30 September 2013, on the 
measurement of the provision for environmental rehabilitation: 
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Estimated future cost of restoring the environment  
   to its original condition 

 
R1 200 000  

Appropriate discount rate to calculate the  
   present value of the obligation 

 
8,5% per annum 

 
7 The accountant supplied you with the following correct deferred tax calculation as at 

30 September 2013, before the classification of the Free State division as a disposal 
group held for sale: 

 

Deferred tax calculation as at 30 September 2013 

Asset/liability Notes 
Carrying 
amount 

Tax base 
Temporary 
difference 

Deferred tax 
liability  / 
(asset) 

  R R R R 

Land  2 495 000 2 495 000 – – 

Administrative  
   buildings 

  
1 850 000 

 
765 000 

 
1 085 000 

 
303 800 

Factory buildings  2 493 087 2 640 000 (146 913) (41 135) 

Historic cost  2 346 667 2 640 000 – – 

Environmental 
rehabilitation cost 
capitalised  

  
 

146 420 

 
 

0 

 
 

– 

 
 

–  

Manufacturing 
   equipment 

  
3 107 800 

 
2 400 000 

 
707 800 

 
198 184 

Investment property  4 855 900 2 953 871 1 902 029 532 568 

Debentures  7.1 1 150 526 1 124 275  26 251 7 350 

Inventory  7 449 500 7 449 500 – – 

Trade receivables  7 400 200 8 525 200 (1 125 000) (315 000) 

Provision for environ- 
   mental rehabilitation  

 
 

 
(501 866) 

 
– 

 
(501 866) 

 
(140 522) 

Bank overdraft  (3 869 700) (3 869 700) – – 

Deferred tax  
   balance at  
  30 September 2013 

     
    

545 245 

      

 
 
7.1 The carrying amount does not reflect the revised terms proposed by the issuer of 

debentures (see note 3). 
 

Information about the impairment of the Free State division 
 
The Free State division forms a cash-generating unit in terms of IAS 36, Impairment of 
Assets. The accountant at the Free State division obtained the following information in 
preparation for the impairment testing to be performed as at 30 September 2013 in 
accordance with Platinum’s accounting policy.  
 
The accountant has indicated that the average offer for the division (if sold in its entirety and 
taking cognisance of the obligation to restore the environment to its original condition at the 
end of the useful life of the factory buildings) is R21 million. The costs of disposal of the 
cash-generating unit are estimated at R750 000. The value in use, excluding the settlement 
of the provision for environmental rehabilitation, amounts to R20 600 000. The value in use 
was calculated using a discount rate of 8% per annum. 
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Additional information relating to Platinum 

 

 Platinum tests disposal groups for impairment in terms of IAS 36 before applying 
IFRS 5 when deciding to dispose of non-current assets or disposal groups. 

 

 Platinum carries administrative buildings in accordance with the revaluation model in 
terms of IAS 16, Property, Plant and Equipment. All other items of property, plant and 
equipment are carried at historical cost less accumulated depreciation and 
accumulated impairment losses (i.e. the cost model).  

 

 Investment property is subsequently measured at fair value in terms of IAS 40, 
Investment Property. 

 

 Platinum has elected to transfer the revaluation surplus to retained earnings as the 
asset is used by the entity in accordance with IAS 16.  


