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SESSION 3 QUESTION 1	(100 MARKS)

BuyMore Group (Pty) Ltd (BuyMore) is a private retail group with their head office located in Cape Town. BuyMore mainly specialises in the retail businesses of selling food and furniture through its wholly-owned subsidiaries – BuyMore Food and BuyMore Furniture. 

BuyMore was founded by Felicity More, a visionary who has a reputation of “pushing the envelope”. The first BuyMore store opened in 1999 when Felicity purchased the Millennium Trading Store (Established 1900) in Claremont, Cape Town. Felicity’s brothers, Sebastian and Oscar assisted her with the purchase and the three siblings agreed on a 50%/25%/25% shareholding with Felicity holding the 50%. They renovated the building and totally rejuvenated the supermarket, which they then named BuyMore. The three sibilings are all executive directors of the BuyMore Group, with Felicity fulfilling the role of CEO and Chairman. Two other non-executive directors serve on the board, one is a significant supplier in the retail industry and other the wife of Sebastian, who is an expert in the IT industry and runs a very successful IT consulting firm. All decisions are taken by the board and they do not have any committees to support them in the execution of their duties.

In 2003, Sebastian and Oscar joined the business full-time and the siblings began an expansion programme, opening further stores in Sea Point and Wynberg. The new stores followed Felicity’s formula to the letter and, in due course, over the period from 2003 to 2010 more supermarkets were opened with the company expanding to other regions beyond the Western Cape.

In 2008, the company purchased a chain of three furniture stores in Cape Town from the liquidators of that company and BuyMore Furniture came into being.

The furniture stores were rebranded and the BuyMore ethos was introduced. The stores sell furniture and appliances. By 2010, the company had expanded to many more stores around the country. The year-end for all entities in the BuyMore Group is 30 September.

Subsidiaries

All subsidiaries are wholly-owned by BuyMore Group (Pty) Ltd.

1. 	BuyMore Food (Pty) Ltd
BuyMore Food prides itself on achieving a competitive edge by offering competitive prices, value and a complete one-stop shopping experience. BuyMore Food’s mission is to become the shopping destination of choice for customers. BuyMore Food operates 76 retail branches in all major centres in South Africa. BuyMore Food uses an in-house developed point-of-sale and accounting software, called BMS, to record sales at all retail branches, as well as to prepare monthly management accounts for decision-making purposes.

2. 	BuyMore Furniture (Pty) Ltd
BuyMore Furniture strives to provide customers with complete home and appliance solutions through quality products at affordable prices. BuyMore Furniture operates 57 retail furniture stores in South Africa. During the current financial year, BuyMore Furniture switched over to the BMS point-of-sale and accounting software. BuyMore Furniture previously used Pastel, an off-the-shelf accounting software package. The board decided to change their accounting software to BMS for group reporting purposes to make the format of all financial information received from the two subsidiaries consistent as well as to provide BuyMore Furniture with the detailed insights and analytics available as part of the BMS software. 

Review of operations

BuyMore is an innovative retailer ideally positioned to take full advantage of the potential increase in living standards in South Africa. Despite the pandemic, the impact of load shedding and difficult consumer conditions in South Africa, the Group continues to achieve value creation and sustainable growth. 
The Food and Furniture segments continued to perform well during the current year. Whilst increases in turnover were marginal, both were able to achieve increases in operating profits through improved margins and containment of operating costs. The Food segment was the outstanding achiever in the Group. Given the greater impact of the pandemic on the furniture sector, the Furniture segment did well to achieve profit growth of 20%. Revenue is a key performance indicator for the entity and the directors’ bonuses are linked, in part, to how well the company performs and increases revenue year on year.

Introduction of online shopping

Background
BuyMore Food implemented an online shopping experience in their food stores during the third and fourth quarter of the 2021 financial year. This was achieved by the development of a smartphone application (‘app’) whereby customers can order items to be delivered to their homes within 60 minutes. The app was developed during the first quarter of 2021 financial year and was piloted and tested during the second quarter. BuyMore Food capitalised the costs to create the app as an asset and assessed the app to be an internally generated asset in terms of IAS 38. BrainWave (Pty) Ltd was the company used to develop the app and identified the following stages in their presentation to BuyMore Foods:

· Brainstorm
	What is the best way to bring your idea of a mobile delivery app to life? Creative thinking introduces a host of solutions and possibilities which are then refined until the best option is solidified.
· User journey
	Putting ourselves into the shoes of the future user of the BuyMore Foods app, we go through all the steps involved in using the app to ensure that our user experience is on target, and the flow is optimal for the task at hand.
· Wireframe and design
	Ensuring that navigation is smooth and effortless for the user, the styling is sleek and smart, and the look and feel of the app is perfectly in-line with your BuyMore Foods brand.
· Development
	Based on your app requirements, we establish the best code language and architecture to use, then build a robust system with all the necessary features and seamless usability.
· Test and code review
	Diligent and extensive Beta testing takes place to ensure that the app works on all devices, across multiple browsers, and is bug-free before it is launched.
· Deploy
	We go through all the required steps to submit your app to both Android and IOS stores, including supplying suitable text descriptions and screenshots.

BrainWave (Pty) Ltd invoiced BuyMore Foods 70% at the end of the first quarter, 25% at the end of the second quarter and 5% at the end of the third quarter.

Orders are directed to the customer’s closest store, where after these stores will then prepare and deliver the ordered items. Customer payment can be made via credit or debit card through the smartphone application or by choosing the cash-on-delivery option, where the customer will need to provide the driver with the invoice amount in cash. 

Delivery of orders are handled by drivers who are employed by BuyMore Food. The drivers are paid a basic base salary as well as a commission per order that they deliver successfully. The drivers’ basic base salary is determined on a sliding scale based on the following key performance indicators:
· Number of deliveries performed within the 60-minute delivery time-frame (i.e. on-time deliveries);
· Customer satisfaction ratings (completed on the app after each delivery where customers can rate their interaction with the delivery driver);
· Number of deliveries performed on average per month compared to other drivers; and
· Number of years of employment by BuyMore Food.

The app fully integrated with the BMS point-of-sale and accounting software on a real-time basis in order to ensure the accuracy of stock availability at the various retail outlets. 

The app is hosted on a server situated at BuyMore Food’s head office in Cape Town. BuyMore Food makes use of firewalls to prevent unauthorised access to the app’s back-end[footnoteRef:1] and its server. The firewalls are updated regularly by BuyMore Food’s IT department.  [1:  The back-end of the app stores and organises the data and ensures that everything on the client-side (the front-end of the app) actually works. The back-end communicates with the front-end by sending and receiving information to be displayed on the app.] 


It is BuyMore Food’s policy that all employee profiles and passwords to access the back-end of the app should comply with BuyMore Food’s data protection policy. These profiles determine their access levels and authorisation limits.  The policy includes password composition, password validity timeframes, password automatic system changes and secrecy of passwords.   

Registering a profile on the app
A customer has to register a profile in order to purchase BuyMore Food products online by completing the following details in the fields provided:
· First name and surname 
· Email address (with a retype of the email address to confirm it) 
· Password (with a retype of the password to confirm it)
· Cell phone number

After completing the required fields, a customer has to accept the BuyMore Food terms and conditions by selecting the ‘I agree’ option. All the required fields, including the acceptance of the BuyMore Food terms and conditions, are mandatory for the successful registration of a customer’s profile. Once a customer has successfully registered a profile, the app automatically sends a registration confirmation email to the customer as well as a notification to the customer’s cell phone number.

Shopping
Once a customer’s profile has been registered, the customer can start to shop online. All categories of products are displayed on the BuyMore Food app. Customers can also search for specific products. Customers are able to filter categories of products by price and popularity. Each product has a short description, its price, and reviews by other customers who have already purchased the product.

Once a customer has identified a product, he/she would like to purchase, the customer selects the ‘add to cart’ option, which results in the product being added to a virtual shopping cart. The customer can add more than one product to the virtual shopping cart. 

Checkout
On completion of his/her shopping on the BuyMore Food app, the customer selects the ‘checkout’ option. This will direct the customer to the virtual checkout screen, which contains a summary of all the products selected by the customer. At this stage the customer is able to delete a product or change the quantity selected.

The app automatically calculates the sale price of each product on the virtual checkout screen by multiplying the number of product items selected with the price per the product price masterfile stored on the BuyMore Food server. Each product is identified by a unique number. The app also calculates the VAT at 15% on the sales transaction automatically. A customer then has to enter a delivery address by completing the required fields. The next step is to choose the payment method using a drop-down menu. Options available are: credit card, debit card and cash-on-delivery. Should the customer choose the credit or debt card option, the following details need to be completed via a secure third-party website which interfaces with the customer’s bank, in the following fields:

	Payment details

	Account holder name and surname
	(name and surname here)

	Credit card number
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CVV
	
	
	
	(three-digit code on the back of the credit card)

	Expiry date
	M
	M
	Y
	Y
	



Payment – Credit or Debit card
Once the payment details have been completed and submitted, the customer is directed to his/her bank’s secure online banking page, where the customer enters his/her secret bank card personal identification number (PIN). If a payment is successful, the app emails an invoice to the customer and automatically sends a dispatch note to the applicable retail store manager (see to the ‘Dispatch of sales’ section below). 

In the event that the payment is unsuccessful, a message to this effect is displayed to the customer. The system then reverts to the checkout screen to re-initiate the process.

The app automatically generates an exception report for instances where a customer invoice was issued without a corresponding dispatch note. 

Payment – Cash-on-delivery
Once this payment option has been selected, a summary screen will be shown to the customer on which they need to once again confirm their order as well as the total order amount. Once the customer accepts the order, the app emails an invoice to the customer and automatically sends a dispatch note to the applicable retail store manager (see to the ‘Dispatch of sales’ section below). 

Dispatch of sales
The app identifies the closest retail store from which the delivery is to take place, based on the delivery address field completed by a customer. The retail store manager logs onto the app with a unique username and password and assigns the dispatch note to the first available dispatch clerk. At the same time, a delivery driver is automatically notified of the pending delivery via the app. Each dispatch clerk and delivery driver have mobile dispatch devices to which the app sends the dispatch note, which notifies them of the order and details of the products that are to be selected for delivery. The mobile dispatch devices can only be accessed via a unique username and password. Dispatch devices are kept in a locked safe overnight. 

The dispatch clerk selects the products (indicated on the mobile dispatch device) and takes them to a holding area for collection where the dispatch note is printed and attached to the ordered products. The holding area is a secured area to which relevant persons can only gain access by means of fingerprint identification. A dispatch controller checks the goods against the dispatch note, seals the order in a box, if it is correct, and electronically marks it as being ready for collection. Each order is packed in a single box.

The delivery drivers collect the completed box for their allocated order from the retail store holding area. They electronically sign the dispatch note on their mobile device as evidence of receipt of the sealed box relating to such dispatch note. If the goods do not match the dispatch note, the delivery driver marks the dispatch note on the mobile dispatch device as ‘not matched’ and the dispatch note is returned electronically to the dispatch clerk. A message on the dispatch clerk’s mobile dispatch device will also indicate that the dispatch was ‘not matched’. The dispatch clerk then investigates and finds the correct goods, if possible. 

If a dispatch note remains unmatched to goods for more than 10 minutes, the app automatically notifies the relevant retail store manager in order to ensure on-time delivery. The system does not allow partial orders to be collected and delivered. Should an item not be available (i.e. not in stock), the customer will be refunded to the extent of undelivered items within 2 business days after the delivery has been completed.

The app then processes the sales transaction in BuyMore Food’s accounts receivable sub-ledger. This is done by multiplying the number of product items purchased by a customer by the sales price. At the same time the inventory sub-ledger is updated to reflect the sale of inventory based on the cost price per the product price masterfile. The cost price is calculated on a first-in-first-out basis.

New acquisition: Super Shops

The board of BuyMore acquired 100% of the share capital of Super Shops (Pty) Ltd during August 2021. Super Shops is a private retail group comprising of three supermarkets located in Fourways, Krugersdorp and Midrand respectively. Super Shops is well-known for their cheap prices and friendly service since their incorporation in 1988. Previously, the company was family owned. BuyMore acquired all the share capital from the family who decided to exit the retail industry.

The main reasons Super Shops was identified as a potential target are as follows:
· It will assist BuyMore with their geographical footprint;
· Super Shops does not sell furniture – an easy product line for BuyMore to add to Super Shops supermarkets. BuyMore estimates that they could earn an additional revenue of roughly R700 000 annually in this regard;
· Acquiring an established business leads to instant profitability; and
· BuyMore would be able to reduce costs due to synergistic benefits.

The CFO of Super Shops provided BuyMore’s board with the following valuation, which was used to assess the investment in Super Shops (reflected at cost) for impairment in the standalone financial statements of BuyMore at year-end. The CFO of Super Shops informed the BuyMore board that they are able to rely on the valuation as it was performed by Thandi Matlala, a well-respected valuator that works for a reputable company of valuation experts (EasyValuations.com).

[image: ]

Auditors

KDE Auditors Inc. (‘KDE’) is a medium-sized audit firm that was incorporated in 2010. KDE has been appointed as the registered auditors of the BuyMore Group as well as all of the subsidiaries in the group on 5 October 2021. Cynthia Odero CA(SA) RA(SA) has been assigned as the partner in charge of the 2021 audit of the BuyMore Group and all of the subsidiaries and was appointed by Felicity.

During the audit ‘kick-off’ meeting on 17 October 2021, Cynthia made it clear that BuyMore is a very important client of the firm as the audit fee would boost the turnover of KDE significantly and there is also the possibility of additional services being provided to BuyMore. She stated that in her opinion this could result in further significant increases in turnover, such that BuyMore would be one of the top five clients of KDE. 

KDE is currently understaffed due to budget cuts, therefore all the audit team members were reassigned from other audit clients to focus on the audit of BuyMore. They were all, however, informed that they would have to find the time to perform this audit while still completing outstanding work on other clients and despite many of them already working overtime. Recently, there were some instances where audit team members were under such extreme work pressure that when tasked to audit a sample of items, they completed the workpaper as having actually audited these items without having done any work. Cynthia is of the opinion that it is sometimes necessary to find shortcuts to ensure all audit work is completed on time and asked the audit team to find creative ways to be more efficient.

Cynthia also noted the following during the kick-off meeting:
· The accounting staff of BuyMore are all competent and experienced CA(SA)’s. Therefore, the audit team should not spend more hours than those budgeted. Each audit team member who did not work longer than the budgeted hours would be guaranteed a good performance rating and consequently a good annual performance bonus. 
· She stated that she believed that the accounting staff of BuyMore were the best she had come across and could be trusted, which meant that the audit team did not need to ask too many questions.
· KDE needs to finalise and sign off on the audit as quickly as possible as the audited financials are required to obtain additional funding from investors through the issuance of the debentures in order to fund the brand update of retail stores acquired from Super Shops. 
· Cynthia said that Felicity, her best friend since they met at pre-school when they were three years old, mentioned that if they meet this tight audit deadline, each audit member could choose furniture to furnish a room in their house (either a bedroom, lounge or dining room fully) and only pay for delivery costs to thank them for their hard work.
· She asked the team to start all audit work and said that she expects to sign-off the planning phase of the audit at the end of the week, barring the outstanding engagement letter that the client still needs to sign.
· She is under a great deal of work pressure and would have limited time to review all of the audit workpapers herself and monitor the audit team closely. However, she expressed confidence in the capabilities of her staff.
· The audit team includes team members who have some knowledge, skill and experience of the e-commerce retail industry. She mentioned to the team that if they have any questions they were welcome to contact a friend of hers who works at Takealot.com and can share details of the transactions they are auditing to gain a better understanding of the appropriate accounting treatment during the audit of the new online retail app.
· Cynthia also announced a new remuneration policy for KDE, in terms of which audit team members would receive a bonus if they identified viable additional services that the firm could render to audit clients.
· It is unclear as to why the previous auditors have resigned and Cynthia also instructed the team not to ask the client about it.
· Cynthia also instructed the team not to contact the previous auditors, as she believes that KDE produces high quality audits and don’t need the input of other audit firms.
· KDE is planning to use a combined audit approach and plans to place extensive reliance on controls implemented by management over the BMS point-of-sale and accounting software as well as the app.

	Bacteria



BuyMore Foods produces a range of delicious, ready-made frozen meals that are well-priced and are branded as a BuyMore Foods brand and sold in all their stores. These meals are very popular and the popularity increased during lockdown and continues to do so. During the second week of October, a batch of BuyMore Food ready-made frozen foods was found to contain bacteria that caused food poisoning. More than 500 customers countrywide, have confirmed that they suffered from food poisoning after eating these meals. BuyMore has consulted with their legal team since management expect customers affected by the food poisoning to claim for damages as most people affected were booked off work for an average of seven days. Management is also concerned that these events might result in reflecting negatively on the company and can affect the BuyMore Food’s going concern in the long-run.
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FCF Valuation as at 1 October

Income statement method 2022 2023

Operating profit 61,392                   136,755                

Maintenance of assets (depreciation adjusted for inflation) (14,361)                  (15,223)                

Movement in provisions (500)                       (100)                      

Taxes paid (19,798)                  (37,985)                

Inventories 2,737                     4,366                    

Trade receivables 335                         356                       

Trade payables 5,912 6,268

Capex (20,150)                  (22,379)                

FCF 15,567                   72,058                  

Terminal cash flows (Growth of 10% into perpetuity) 1,321,072            

Total FCF 15,567                   1,393,130            

Equity value @WACC of 16% 1,048,743
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