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QUESTION 3    90 marks 

 
Woodlands Ltd (‘Woodlands’) is a company listed on the JSE Securities Exchange. The 
company operates in three segments, namely manufacturing, eco-tourism and 
transportation. In addition to its own activities, the company holds investments in various 
local and foreign subsidiaries. The financial reporting framework that the Woodlands Group 
uses is International Financial Reporting Standards (IFRS). The group adopted IFRS 3 (revised 
2008), Business combinations, and IAS 27 (revised 2008), Consolidated and separate financial 
statements, in its separate and consolidated financial statements for the year ended 
31 December 2008. All companies in the group have a 31 December year end. Investments 
in subsidiaries are measured at cost in the separate financial statements of Woodlands. 

The group elected to present a separate statement of comprehensive income in terms of 
paragraph 84 of IAS 1 (revised 2008), Presentation of financial statements, which it adopted 
in its financial statements for the year ended 31 December 2008. It is the policy of the group 
to disclose the amount of income tax relating to each component of other comprehensive 
income on the face of the statement of comprehensive income. 

The financial manager of Woodlands prepared draft consolidated financial statements for the 
group which reflect a provisional profit after tax of R2 500 000 for the year ended 
31 December 2008. The consolidated retained earnings of Woodlands was R3 500 000 on 
1 January 2008.  

The following information relates to the draft consolidated financial statements of the group:  
• Item 1 has been included appropriately in the determination of the provisional profit after 

tax of R2 500 000, except that the information in item 2 has not been taken into account; 
• The effects, if any, of the decision to sell the manufacturing operation in item 2 have not 

been accounted for in the draft consolidated financial statements referred to above; and 
• Items 3 and 4 have not been consolidated in the draft consolidated financial statements 

referred to above. 
 
1 Property, plant and equipment of Woodlands 

The financial manager of Woodlands presented you with the following schedule relating to 
the property, plant and equipment of the company. The transactions have been correctly 
accounted for in the draft consolidated financial statements of Woodlands. However, the 
manufacturing segment was accounted for without taking information in item 2 (disposal of 
the manufacturing operation of Woodlands) into account. 
 

 Manufacturing Eco-tourism Trans-
portation 

 Land Build-
ings* Plant Land Build-

ings* Vehicles 

 R R R R R R 
Cost  500 000    800 000   250 000 950 000   730 000 900 000 
Accumulated 
depreciation 

 
– 

 
   (120 000) 

 
  (100 000) 

 
– 

 
  (219 000) 

 
(300 000) 

Carrying amount: 
1 January 2008 

 
500 000 

 
   680 000 

 
 150 000 

 
950 000 

 
  511 000 

 
600 000 

Revaluation – 1 120 000 – – 1 022 000 – 
Depreciation for 12 
months 

 
– 

 
   (120 000) 

 
   (25 000) 

 
– 

 
  (219 000) 

 
(150 000) 

Carrying amount: 
31 December 2008 

 
500 000 

 
1 680 000 

 
125 000 

 
950 000 

 
1 314 000 

 
450 000 

* These buildings qualify for tax allowances. 
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The buildings were acquired on 1 January 2005. The company revalued its land and 
buildings to market value for the first time on 1 January 2008. At the date of the revaluation 
the company had the intention to recover the carrying amount of the buildings through use. It 
is the policy of Woodlands and the group to eliminate any accumulated depreciation at the 
date of the revaluation against the gross carrying amount of the asset. The revaluation 
surplus is transferred to retained earnings when the asset is used or disposed of.  
 
2 Disposal of the manufacturing operation of Woodlands 
  
On 25 November 2008 the board of directors of Woodlands formally approved a plan to 
dispose of the manufacturing operation in a single transaction at its fair value. It is unlikely 
that any changes would be made to this plan. An active programme was launched on 
1 December 2008 to locate a buyer. It is anticipated that the sale will be complete by 
31 March 2009. As noted previously, the financial manager has not processed any 
transactions in the draft consolidated financial statements relating to the directors’ decision 
to sell the manufacturing operation.  
 
The following table contains information regarding the assets that will be sold in this 
transaction: 
 
 Fair value 
 25/11/2008 1/12/2008 31/12/2008 
 R R R 
Land 220 000 230 000 225 000 
Buildings (tax base = R700 000) 1 500 000 1 500 000 1 500 000 
Plant 80 000 50 000 30 000 
Inventory 98 000 130 000 135 000 
Derivative financial instruments 60 000 90 000 95 000 
 1 958 000 2 000 000 1 985 000 
    

 
The cost of inventory on hand at each of the abovementioned dates was as follows: 
 
 R 
25 November 2008   90 000 
1 December 2008 110 000 
31 December 2008 123 000 

 
In view of the intention to dispose of the assets, the remaining useful lives of the buildings 
and plant were considered to be three months on 31 December 2008, while the residual 
values were re-estimated at fair values. 
 
The fair value less cost to sell of the manufacturing operation in a single transaction was as 
follows: 
 
 R 
25 November 2008  2 000 000 
1 December 2008  2 030 000 
31 December 2008   2 035 000 
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The manufacturing operation leases its head office building in terms of an operating lease at 
a monthly lease payment of R23 000. On 31 December 2008 there were still 35 months left 
in terms of this lease agreement. Woodlands has no other use for this building. One of the 
conditions of the agreement is that the building may not be sub-let. The agreement may be 
terminated before the end of the lease period by paying an early termination penalty. This 
will be calculated as 80% of the present value of the remaining lease payments, discounted 
at 10% per annum. The financial manager recognised R276 000 (R23 000 x 12 months) as 
an expense for the year ended 31 December 2008. The payments in terms of the lease 
agreement (including the penalty) are tax deductible. Until the manufacturing operation has 
been disposed of, the net cash flow of the manufacturing operation, after taking into account 
the lease payments, is expected to be positive. 
 
3 Gamelands Ltd 
 
Woodlands purchased an 80% controlling interest in Gamelands Ltd (‘Gamelands’) on 
1 March 2008 for R430 000 (paid in cash on that date). Woodlands elected to measure the 
non-controlling interest at its fair value of R128 000. The Registered Auditors of Gamelands 
performed no external audit for the period ended 31 March 2008. 
 
The following table shows the carrying amount of the equity of Gamelands on various dates: 
 
 1 March 2008 31 December 2008 
 R R 
Share capital  100 000   100 000 
Retained earnings  250 000   380 000 
Revaluation surplus on buildings*   180 000   300 000 
   530 000   780 000 

* Gamelands revalued its buildings on 1 January 2008. An additional revaluation was 
performed on 31 December 2008 to ensure that the carrying amount did not differ materially 
from fair value at the reporting date. Gamelands does not transfer revaluation surpluses to 
retained earnings in its individual financial statements. Depreciation for the year is not based 
on the most recent revaluation. Gamelands is entitled to tax allowances in respect of its 
buildings. 
 
Gamelands did not declare any dividends for the year ended 31 December 2008. 
 
Adjustments resulting from the following information are not reflected in the equity of 
Gamelands: 
 
• The fair value of the buildings of Gamelands was R800 000 on 1 March 2008, which 

was R40 000 higher than its carrying amount at that date. The buildings have no 
residual value. On 1 March 2008 the remaining useful life of the buildings was 20 
years. 

• Gamelands leases machinery under an operating lease agreement in terms of which 
Gamelands pays a monthly lease instalment of R38 000. On 1 March 2008 market 
rates for similar leases were R41 000 per month. At that date there were 15 months 
left in terms of the agreement. A fair nominal discount rate is 10% per annum 
compounded monthly. 

• Gamelands leases certain equipment to a farmer in terms of an operating lease 
agreement. The equipment is leased at a monthly rate of R25 000, while a market 
related rate on 1 March 2008 was R29 000 per month. At that date there were 18 
months remaining on the lease agreement. The fair value of the equipment on 
1 March 2008 was R230 000, which includes a reduction for the off-market component 
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of R66 600 relating to the remaining term of the lease to the farmer. The carrying 
amount of this equipment was R170 000 on 1 March 2008, while the remaining useful 
life was four years. 

• No other adjustments are required at the date of acquisition. 
 
Woodlands purchases certain inventory from Gamelands in terms of an agreement which 
was concluded on 1 January 2006. The contract expires on 30 June 2009. Currently, the 
price of the inventory in terms of the agreement is lower than the market price at which 
Woodlands could purchase the inventory from another supplier. The fair value of the contract 
on 1 March 2008 was R180 000, which includes an off-market component of R25 000. 
 
On 31 December 2008 the management of Gamelands announced a detailed formal plan to 
the employees of Gamelands regarding their future at the company. This plan has not yet 
been accounted for by Gamelands. 
 

Extract from the formal plan Actual events 

On 28 February 2009 employees over the 
age of 65 will be retrenched at a 
retrenchment package of R25 000 each. 

Twenty employees were retrenched. 

A voluntary package of R18 000 each is 
being offered to the 40 employees between 
the ages of 60 and 65. Employees that elect 
not to accept the voluntary package will be 
transferred to the other operations of the 
group. These employees have until 15 January 
2009 to decide whether they want to accept 
the offer or not. 

By 15 January 2009 70% of the employees 
to whom a voluntary offer was made had 
decided to end their employment with the 
company.  

 

 
As noted previously, Gamelands has not been consolidated in the draft consolidated 
financial statements of Woodlands. 
 
4 Rockwood Ltd 
 
Woodlands acquired its 60% controlling interest in Rockwood on 1 January 2008 for 
R272 880. Woodlands elected to measure the non-controlling interest at its proportionate 
share of the fair value of the net identifiable assets at the acquisition date. All the assets and 
liabilities of Rockwood were fairly valued at the acquisition date, except for land which was 
undervalued by R20 000. On 1 August 2008 Rockwood issued 50 000 additional shares at 
R2,50 per share. Woodlands purchased 20 000 of these shares, while the remaining shares 
were taken up by the non-controlling shareholders.  
 
The carrying amount of the equity of Rockwood was as follows on various dates: 
 
  31/12/2007 1/8/2008 31/12/2008 
  R R R 
Share capital (R1 shares)  150 000 200 000 200 000 
Share premium  –   75 000   75 000 
Retained earnings  280 000 335 000 390 000 
  430 000 610 000 665 000 

 
Rockwood did not declare any dividends for the year ended 31 December 2008. 
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As noted previously, Rockwood has not been consolidated in the draft consolidated financial 
statements of Woodlands. 

 
REQUIRED 
 
  Marks 

(a) Calculate the goodwill or bargain purchase gain arising on the acquisition 
of Gamelands Ltd on 1 March 2008.  

 
14 

(b) List the audit procedures that you would perform to audit the accuracy and 
valuation of the amounts recognised in respect of the acquisition of 
Gamelands Ltd in the consolidated annual financial statements of the 
Woodlands Group at the date of acquisition. 

 

 

10 

(c) Prepare the consolidated statement of comprehensive income, starting 
with the profit after tax, of the Woodlands Group for the year ended 
31 December 2008. Comparative amounts and notes are not required. 

 
 

49 

(d) Prepare the following columns of the consolidated statement of changes in 
equity of the Woodlands Group for the year ended 31 December 2008 as 
far as the given information allows it: 
(i) Revaluation surplus; and 
(ii) Non-controlling interest. 

Comparative amounts and notes are not required. 

 
 
 
 

5 
7 

Presentation marks: Arrangement and layout, clarity of explanation, logical 
argument and language usage. 
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PV interest factors for a R1 monthly annuity discounted at an annual nominal interest 
rate compounded monthly (i) for n periods 
�

Nominal annual interest rate, compounded 
monthly Period 

(months) 
5,00% 10,00% 15,00% 20,00% 

1 0,996 0,992 0,988 0,984 
2 1,988 1,975 1,963 1,951 
3 2,975 2,951 2,927 2,903 
4 3,959 3,918 3,878 3,839 
5 4,938 4,877 4,818 4,759 
6 5,913 5,829 5,746 5,665 
7 6,885 6,772 6,663 6,556 
8 7,852 7,708 7,568 7,432 
9 8,815 8,636 8,462 8,294 
10 9,775 9,557 9,346 9,141 
11 10,730 10,469 10,218 9,975 
12 11,681 11,375 11,079 10,795 
13 12,629 12,272 11,930 11,602 
14 13,572 13,163 12,771 12,395 
15 14,512 14,046 13,601 13,176 
16 15,447 14,921 14,420 13,943 
17 16,379 15,790 15,230 14,698 
18 17,307 16,651 16,030 15,441 
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