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2018 ACCOUNTING POLICIES continued

Revenue continued

Critical accounting estimates and assumptions

Significant judgements are made by management when concluding whether the Group is transacting
as an agent or a principal. The assessment is performed for each separate revenue stream in the
Group. The assessment requires an analysis of key indicators, specifically whether the Group:

* carries any inventory risk;

¢ has the primary responsibility for providing the goods or services to the customer;
+ has the latitude to establish pricing; and

® pbears the customer’s credit risk.

These indicators are used to determine whether the Group has exposure to the significant risks and
rewards associated with the sale of goods or rendering of services. For example, any sale relating to
inventory that is held by the Group, not on consignment, is a strong indicator that the Group is acting

as a principal.

Where the Group acts in its capacity as principal for the sale of goods or the rendering of services, as
it does in the sale of physical prepaid airtime and the sale of handsets, revenue is recognised as the
fair value of the consideration receivable net of discounts and taxes. Where the Group acts in its
capacity as an agent, as it does in the sale of electricity and PINless airtime, the amount of revenue
recorded is the fair value of commission received or receivable.

Financial instruments and financial risks
Financial instruments carried on the statement of financial position include:

Financial assets

¢ | oans receivable

+ Trade and other receivables
¢ Cash and cash equivalents

¢ Financial assets at fair value through profit or loss

¢ Starter pack assets
* Bonds

Financial liabilities
¢ Borrowings
¢ Trade and other payables

¢ Contingent purchase consideration

+ Put option liability
¢ | iquidity support

The Group recognises a financial asset or a financial liability on its statement of financial position
when, and only when, the Group becomes a party to the contractual provisions of the instrument.

Financial instruments are recognised initially at fair value plus, for instruments not at fair value through
profit or loss, any directly attributable transaction costs.

Subsequent recognition is dependent on how financial instruments are classified on initial recognition.
IAS 39 has several categories but the Group only has financial instruments classified as loans and
receivables, fair value through profit or loss and financial liabilities at amortised cost. Financial assets
are only derecognised when the criteria for derecognition in IAS 39 are achieved.

Category

Measurement

Loans and receivables

e Loans receivable

* Trade and other receivables
« Starter pack assets

* Cash and cash equivalents

Fair value through profit or loss
* Put option liability
* Bonds and liquidity support

Financial liabilities

* Borrowings

* Trade and other payables

* Put option liability

« Contingent purchase consideration

Amortised cost using the effective interest method with interest
recognised in interest income, less any impairment losses which
are recognised as part of credit impairment charges. Directly
attributable transaction costs and fees received are capitalised
and amortised through interest income as part of the effective
interest rate.

Fair value, with gains or losses recognised in profit or loss.

Amortised cost using the effective interest method with interest
recognised in interest expense. Directly attributable transaction
costs and fees received are capitalised and amortised through
interest expense as part of the effective interest rate.
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2018 ACCOUNTING POLICIES continued

Financial instruments and financial risks continued

Impairment of financial assets

A financial asset is impaired if objective evidence indicates that a loss event has occurred after initial
recognition which has a negative effect on the estimated future cash flows of the financial asset that
can be estimated reliably. The Group assesses at each reporting date whether there is objective
evidence that a financial asset which is carried at amortised cost is impaired.

When a receivable is not recoverable, it is written off against the provision. Subsequent recoveries of
amounts are credited to the income statement.

Financial risks

In the course of its business, the Group is exposed to a number of financial risks: credit risk, liquidity
risk and market risk (including foreign currency, interest rate and other price risks). This note presents
the Group’s objectives, policies and processes for managing its financial risk and capital.

Risk management is monitored and managed by key personnel of each entity in the Group on a daily
basis based on their specific operational requirements.

Credit risk

Credit risk arises because a counterparty may fail to meet its obligations to the Group. The Group is
exposed to credit risk on financial assets mainly in respect of trade receivables, loan receivables, cash
and cash equivalents and financial assets at fair value through profit or loss.

Trade receivables

Trade receivables consist primarily of invoiced amounts from normal trading activities. The Group has
a diversified customer base and policies are in place to ensure sales are made to customers with an
appropriate credit history and payment history. Individual credit limits are set for each customer and
the utilisation of these credit limits is monitored regularly. Customers cannot exceed their set credit
limit, without specific senior management approval. Such approval is assessed and granted on a
case-by-case basis. Management regularly reviews the debtors age analysis and follows up on long-
outstanding debtors. Where necessary, a provision for impairment is made. A portion of the Group’s
customer base is made up of major retailers and wholesalers with the balance of the customer base
being widely dispersed.

Starter packs

The risk of starter pack receivables is assessed as low due to the fact that annuity income through
activation and ongoing revenue is utilised in the settlement of the receivable balances. These
receivables are recoverable within a period which may exceed 12 months.

Loans receivable

Loans are only granted to holders with an appropriate credit history, taking into account the holder’s
financial position and past experience. Unsecured loans are advanced to parties with which the Group
has a relationship in that they have dealt with them over numerous years, with no history of
impairments in the past. All potential loans are assessed by relevant management in terms of the
Board of Directors’ delegation of authority, and need to be approved by them before they can be
advanced. Authorised management ensures that it has a thorough understanding of the
counterparty’s financial position, their going concern capability and ability to repay the loan, before
loans are advanced to counterparties. In certain cases, the Group has access to ongoing revenues
which are payable to the counterparties and this reduces the credit risk of the borrower to the Group.
Liquidity risk

Liquidity risk arises when a company encounters difficulties in meeting commitments associated with
liabilities and other payment obligations. The Group’s objective is to maintain prudent liquidity risk
management by maintaining sufficient cash and marketable securities, the availability of funding
through an adequate amount of committed credit facilities and the ability to close out market
positions. Due to the dynamic nature of the underlying businesses, the Group aims to maintain
flexibility in funding by keeping committed credit lines available. Cash flow forecasting is performed
in the operating entities of the Group to ensure sufficient cash to meet operational needs while
maintaining sufficient headroom to ensure that borrowing limits (where applicable) are not breached.
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2018 ACCOUNTING POLICIES continued

Financial instruments and financial risks continued

Financial assets

(a) Loans receivable

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. These assets are included in current assets, except for maturities

greater than 12 months after the statement of financial position date, which are classified as non-
current assets.

(b) Trade and other receivables

Trade receivables are amounts due from customers for goods sold or services performed in the
ordinary course of business. If collection is expected in the normal operating cycle of the business,
they are classified as current assets. If not, they are presented as non-current assets.

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest rate method, less provision for impairment. A provision for impairment of
trade receivables is established when there is objective evidence that the Group will not be able to
collect all amounts due according to the original terms of receivables. The amount of the provision is
the difference between the asset’s carrying amount and the present value of estimated future cash
flows, discounted at the original effective interest rate. The amount of the provision is recognised in
the income statement.

(c) Cash and cash equivalents
Cash and cash equivalents include cash on hand and deposits held on call with banks.

Financial liabilities

Financial liabilities and equity instruments issued by the Group are classified according to the
substance of the contractual arrangements entered into and the definitions of a financial liability and
an equity instrument. An equity instrument is any contract that evidences a residual interest in the
assets of the Group after deducting all of its liabilities. Refer to accounting policies on borrowings and
trade and other payables for financial liabilities (which exclude employee-related liabilities and VAT),
and share capital for equity instruments issued by the Group.

(a) Trade and other payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Trade payables are classified as current liabilities if payment is due
within the normal operating cycle of the business. If not, they are presented as non-current liabilities.

Fair value estimation

Fair value measurement hierarchy:

Level 1. Fair value based on quoted prices (unadjusted) in active markets for identical assets or
liabilities;

Level 2: Fair value based on inputs other than quoted prices included within level 1 that are observable
for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived from
prices); or

Level 3: Fair value based on inputs for the asset or liability that are not based on observable market
data (that is, observable inputs).

Put option liability

Put option liabilities represent contracts that impose an obligation on the Group to purchase the
shares of a subsidiary for cash or another financial asset. Put option liabilities are initially raised from
the transaction with non-controlling interest reserve in equity at the present value of the expected
redemption amount payable. Subsequent revisions to the expected redemption amount payable as
well as the unwinding of the discount related to the measurement of the present value of the put
option liability, are recognised in the income statement.

Where a put option liability expires unexercised or is cancelled, the carrying value of the financial
liability is released to the transaction with non-controlling interest reserve in equity. The Group
recognises the non-controlling interest over which a put option exists at acquisition date. Put option
liabilities are presented within trade and other payables in the Group statement of financial position.
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(b) Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred, when the relevant
contracts are entered into. Borrowings are subsequently stated at amortised cost; any difference
between the proceeds (net of transaction costs) and the redemption value is recognised in the income
statement over the period of the borrowings using the effective interest rate method.

Financial liabilities are derecognised when the obligation specified in the contract is discharged,
cancelled or expired.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liability for at least 12 months after year-end.

Market risk

Market risk is the risk that changes in market prices (interest rate and currency risk) will affect the
Group’s income or the value of its holding of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while
optimising the return.

Cash flow and fair value interest rate risk
The Group’s cash flow interest rate risk arises from loans receivable, cash and cash equivalents, and
borrowings carrying interest at variable rates.

As part of the process of managing the Group’s exposure to interest rate risk, interest rate
characteristics of new borrowings and the refinancing of existing borrowings are positioned according
to expected movements in interest rates.

Foreign currency risk

The Group is exposed to foreign currency risk from transactions and translations. Transaction
exposure arises because affiliated companies undertake transactions in currencies other than their
functional currency. Translation exposure arises where affiliated companies have a functional currency
other than the rand.

The Group manages its exposure to foreign currency risk by ensuring that the net foreign currency
exposure remains within acceptable levels. Hedging instruments may be used in certain instances to
reduce risks arising from foreign currency fluctuations.

IFRS 7 - Sensitivity analysis

The Group has used a sensitivity analysis technigue that measures the estimated change to the
income statement of either an instantaneous increase or decrease of 1% (100 basis points) in market
interest rates or a 10% strengthening or weakening of the rand against all other currencies, from the
rates applicable at 31 May 2018, for each class of financial instrument with all other variables remaining
constant. This analysis is for illustrative purposes only, as in practice market rates rarely change in
isolation.

Interest rate sensitivity

The interest rate sensitivity analysis is based on the following assumptions:

¢ Changes in market interest rates affect the interest income or expense of variable interest financial
instruments; and

¢ Changes in market interest rates only affect interest income or expense in relation to financial
instruments with fixed interest rates if these are recognised at fair value.

Capital risk

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a
going concern in order to provide returns for shareholders and benefits for other stakeholders and
to maintain an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust this capital structure, the Company may issue new shares, adjust the
amount of dividends paid to shareholders, return capital to shareholders or sell assets to reduce debt.
The Group defines capital as capital and reserves and non-current borrowings. The Group is not
subject to externally imposed capital requirements.

There were no changes to the Group’s approach to capital management during the year.
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