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ACCOUNTING

NEWS
IDENTIFYING PERFORMANCE
OBLIGATIONS IS CRITICAL
TO REVENUE RECOGNITION
UNDER IFRS 15

IN THIS EDITION

In our April 2018 edition of Accounting News we discussed the five step model for
revenue recognition introduced by IFRS 15 Revenue from Contracts with Customers
(IFRS 15):

P8 Convertible notes – Are you accounting for
these correctly (Part 4)?

Step 1

Identify the contract(s) with the customer

Step 2

Identify the performance obligations in the contract

Step 3

Determine the transaction price

Step 4

Allocate the transaction price to the performance obligations

Step 5

Recognise revenue when a performance obligation is satisfied

In the May and June 2018 editions we examined the first step of this five step process in
greater depth. In this article, we look at the complexities of the second step in the IFRS 15
revenue recognition model.
Step two requires the entity to identify the performance obligations in the contract
with a customer. This is a critical step in the revenue recognition process because
revenue is recognised when (or in some instances as) a performance obligation is
satisfied. Failing to correctly identify performance obligations may therefore result in
the timing of revenue recognition not complying with the requirements of IFRS 15, and
revenue being recognised in the incorrect reporting period.
WHAT IS A PERFORMANCE OBLIGATION?
A contract with a customer includes promises to transfer goods or services to the
customer. If those goods or services are distinct, the promises are performance
obligations and must be accounted for separately.

P1 Identifying performance obligations is
critical to revenue recognition under IFRS
15
P3 When is a lease not a lease?
P5 More common errors when accounting for
property, plant and equipment (IAS 16 –
Part 4)

P10 IFRS Interpretations Committee issues an
agenda decision clarifying the classification
of short-term loans and credit facilities
P11 IFRS 15 impacts for technology, media and
telecommunications (TMT) companies
P11 BDO monthly webinars – please register
for 2018 webinars now
P12 New BDO resources and publications
P13 Comments sought on exposure drafts
In this edition, we delve into more detail on
specific aspects of the ‘triple threat’ new
accounting standards, this month focussing on
‘Step 2’ of the new revenue standard, IFRS 15
Revenue from Contracts with Customers, and
whether we have a lease in IFRS 16 Leases.
We also continue our series articles, common
errors when accounting for PPE (depreciation
issues), and convertible notes, this month
illustrating conversion features that would
result in failing equity classification, as well
as features that would result in meeting
equity classification.
Lastly we consider the latest agenda decision
of the IFRS Interpretations Committee
on classification of short-term loan and
credit facilities.
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Examples of goods or services that may be promised in a contract with a customer include:
XX The sale of goods produced by an entity (for example, a manufacturer selling its inventory)
XX The resale of goods purchased by an entity (for example, a retailer selling its inventory)
XX Performing a contractually agreed-upon task for a customer
XX Providing a service of standing ready to provide goods or services to a customer (such
as software updates that are provided on a when‑and‑if-available basis)
XX Providing a service of arranging for another party to transfer goods or services to a
customer (i.e. acting as an agent of another party)
XX Constructing, manufacturing or developing an asset on behalf of a customer
XX Granting licences.
WHAT ARE ‘DISTINCT’ GOODS AND SERVICES?
A good or service that is promised to a customer is ‘distinct’ if both of the following
criteria are met:
XX The customer can benefit from the good or service either on its own, or together with
other resources that are readily available to the customer, and
XX The entity’s promise to transfer the good or service to the customer is separately
identifiable from other promises in the contract.
WHEN IS THE ENTITY’S PROMISE TO TRANSFER GOODS AND SERVICES
‘SEPARATELY IDENTIFIABLE’?
In assessing whether an entity’s promises to transfer goods or services to the customer
are separately identifiable, the objective is to determine whether the nature of the
promise in the contract is to transfer each of those goods or services individually or,
instead, to transfer a combined item or items to which the promised goods or services are
inputs. This assessment is done from the perspective of the customer.
If a promised good or service is not distinct, the entity must combine that good or service
with other promised goods or services until it identifies a bundle of goods and/or services
that is distinct. Promises are not separately identifiable (i.e. they must be bundled) if
any of the following circumstances exist:
XX The seller performs a significant amount of work to integrate the good or service with
other goods or services promised in the contract
XX Goods or services provided are highly interdependent or interrelated, or
XX One or more of the goods or services provided by the seller significantly modifies
or customises, or is significantly modified or customised by, other goods or services
promised in the contract.
The following decision tree summarises the process discussed above and will assist in
determining whether goods and services promised in a contract are ‘distinct’:
CAN THE CUSTOMER BENEFIT FROM THE GOOD OR SERVICE,
WHETHER ON ITS OWN, OR WITH OTHER READILY AVAILABLE
RESOURCES?

NO
THE GOOD OR
SERVICE IS NOT
‘DISTINCT’

YES
DOES THE ENTITY PROVIDE A SIGNIFICANT SERVICE OF
INTEGRATING THE GOODS OR SERVICES?

YES

NO
DO ONE OR MORE OF THE GOODS OR SERVICES
SIGNIFICANTLY MODIFY OR CUSTOMISE, OR ARE
SIGNIFICANTLY MODIFIED OR CUSTOMISED BY, THE OTHER
GOODS OR SERVICES?

YES

NO
ARE THE GOODS OR SERVICES HIGHLY INTERDEPENDENT OR
HIGHLY INTERRELATED?
NO
GOOD OR SERVICE IS ‘DISTINCT’ =
SEPARATE PERFORMANCE OBLIGATION

YES

COMBINE THE
GOOD OR
SERVICES UNTIL
A BUNDLE OF
GOODS / SERVICES
THAT IS DISTINCT
CAN BE IDENTIFIED
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Example
Entity XYZ has contractually agreed to build a fence at the home
of a customer. From an operational perspective, there are likely
three stages to the contract:
XX Purchase the timber, nails, concrete and other required
building supplies
XX Deliver the required building supplies to the customer’s home,
and
XX Build the fence.
However, from the perspective of the customer, a completed
fence has been promised. In addition:
XX Entity XYZ performs a significant amount of work to integrate
the goods (building materials) and services (building of the
fence) provided under the contract
XX The goods (building materials) and services (building of the
fence) are highly interrelated, and
XX The service (building of the fence) provided by Entity XYZ
significantly modifies the goods (building materials) promised
in the contract.
Given the above there is only one performance obligation in the
contract and that is the provision of a completed fence.
In future editions of Accounting News, we will examine some
real life situations in which the identification of performance
obligations can be difficult.
CONCLUDING THOUGHTS
The concept of performance obligations is new, but it is central to
ensuring that the timing of revenue recognition is correct. For that
reason, it is important that finance teams become familiar with
the concept and correctly identify the performance obligations
within their company’s contracts with its customers. This will
require the finance team to have a much greater understanding of
the particular terms and conditions of contracts with customers
than has been required in the past.

WHEN IS A LEASE NOT
A LEASE?
In our April 2018 edition of Accounting News, we noted that IFRS
16 Leases (IFRS 16), which comes into effect for financial reporting
periods beginning on or after 1 January 2019, will fundamentally
change the manner in which lessees account for leases,
particularly bringing all operating leases on balance sheet.
However, only ‘leases’ as defined in IFRS 16 will be impacted,
and this article addresses one of the common difficulties faced
in relation to accounting for leases under IFRS 16, which is
determining whether a lease exists.
IFRS 16 requires an entity, at the inception of a contract, to assess
whether the contract is, or contains, a lease.
DETERMINING WHETHER A LEASE EXISTS
Under IFRS 16, a contract is, or contains, a lease if it conveys the
right to control the use of an identified asset for a period of
time in exchange for consideration.
Therefore, in determining whether a lease exists under IFRS 16, we
need to consider:
XX Whether there is an identified asset; and
XX Whether the contract conveys the right to control the use of
the identified asset.
IDENTIFIED ASSET
An asset is typically identified by being explicitly specified in a
contract, but can also be identified by being implicitly specified at
the time that the asset is made available for use.
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Portion of assets
Where an agreement gives an entity a right to use a capacity
portion of an asset rather than a whole asset, it is an identified
asset if it is physically distinct (for example, a floor of a building).
If it is not physically distinct (for example, a capacity portion of a
fibre optic cable) it is not an identified asset unless it represents
substantially all of the capacity of the asset, and thereby provides
the entity with the right to obtain substantially all of the
economic benefits from using the asset.

Generally, an entity has the right to direct the use of the identified
asset if it has the right to direct how and for what purpose the
asset is used throughout the period of use. However, there may
be instances where judgement is required to determine whether
the customer or supplier directs the use, including where decisions
about the use of the asset are pre-determined.
The decision tree below from IFRS 16, paragraph 31 illustrates
how to determine if a contract is, or contains, a lease:

No identified asset if supplier has substantive substitution rights
Even if an asset is specified, an entity does not have the right to
use the identified asset if the supplier has the substantive right
to substitute the asset throughout the period of use. A supplier’s
right to substitute an asset is substantive only if both of the
following conditions exist:
XX The supplier has the practical ability to substitute alternative
assets throughout the period of use, and
XX The supplier would benefit economically from exercising its right
to substitute the asset.

Question 1 - Is there an identified asset?
YES
Question 2 - Does the customer have
the right to obtain substantially all of the
economic benefits from use of the asset
throughout the period of use?

There are minimal costs to the airport operator associated with
changing the space for the currency exchange service, as it only
needs a kiosk with a desk and an internet wireless connection.
Although the amount of space the currency exchange service uses
is specified in the contract, there is no identified asset because
the airport operator has a substantive right to substitute the asset
throughout the period of use, i.e.:
XX It has the practical ability to change the space used by the
currency exchange service, and
XX It would benefit economically from substituting the space.
As there is no identified asset, the contract does not contain a
lease.
RIGHT TO CONTROL THE USE OF THE IDENTIFIED ASSET
A contract conveys the right to control the use of an identified
asset throughout the period of use if the entity has both of the
following:
XX The right to obtain substantially all of the economic
benefits from using the identified asset, and
XX The right to direct the use of the identified asset.
If the entity has the right to control the use of the identified
asset for only a portion of the term of the contract, the contract
contains a lease for that portion of the term.

NO

YES

Example:
A currency exchange service enters into a contract with an airport
to use a space in the airport. The contract states:
XX The amount of space to be leased (square metres)
XX That the space may be located at any one of several
international boarding areas within the airport
XX That the airport operator has the right to change the location
of the space at any time during the period of use.

NO

CUSTOMER

Question 3 - Does the customer, the
supplier or neither party have the right to
direct how and for what purpose the asset
is used throughout the period of use?

SUPPLIER

NEITHER

YES

Question 4 - Does the customer have
the right to operate the asset throughout
the period of use, without the supplier
having the right to change those operating
instructions?
NO
Question 5 - Did the customer design the
asset in a way that predetermines how and
for what purpose the asset will be used
throughout the period of use?
YES
The contract contains a lease

NO
The
contract
does not
contain a
lease

Concluding thoughts
It is possible that some contracts that are currently accounted
for as leases will not meet the requirements to be accounted for
as leases under IFRS 16. As companies prepare for their adoption
of IFRS 16, finance teams will need to obtain copies of all lease
contracts that will be in effect at the date of IFRS 16 adoption
and determine whether those leases will be within the scope of
IFRS 16. As many entities enter into substantial numbers of lease
arrangements, this is likely to be a complex and time consuming
task. For that reason, it is important that companies commence
the process as soon as possible.
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MORE COMMON ERRORS WHEN
ACCOUNTING FOR PROPERTY,
PLANT AND EQUIPMENT
(IAS 16 – PART 4)
IAS 16 Property, Plant and Equipment is a relatively simple standard to read and apply, yet
it is a standard where preparers can easily make errors which affect amounts recognised
as property, plant and equipment (PPE) in the statement of financial position.
Over the last few months, we have explored common errors relating to:
XX The scope of IAS 16 (March Accounting News)
XX Measurement at cost or revalued amounts (April Accounting News), and
XX Calculating depreciation, specifically errors made when determining useful lives and
residual values (May Accounting News).
In this last article in our IAS 16 series we explore more common errors preparers could
make when calculating depreciation
ERROR 1 – COMPONENT ASSETS WITH DIFFERENT USEFUL LIVES
Expensive items of PPE sometimes include components of high value that need to be
replaced more often than the main asset. For example, an aircraft body may have a
longer useful life than the engines and the seats.
IAS 16, paragraph 43 requires that these complex assets be componentised. Parts of the
asset with a significant cost relative to the total cost of the asset are to be separated and
depreciated separately if they have a different useful life to the main asset.
Each part of an item of property, plant and equipment with a cost that is significant in
relation to the total cost of the item shall be depreciated separately.
IAS 16, paragraph 43
Example
Flying Doctors purchases a helicopter for $400,000, which includes the:
XX Engine ($50,000 if purchased separately on acquisition date)
XX Seats ($10,000 if purchased separately on acquisition date)
XX Bespoke medical treatment equipment ($75,000 if purchased separately on
acquisition date).
Flying Doctors considers the useful life of the helicopter to be 20 years, but the engine
and seats will need to be replaced after 10 years and the medical equipment after 5 years.
A common error occurs if Flying Doctor depreciates the $400,000 cost of the helicopter
over 20 years, or $20,000 a year. Paragraph 43 tells us to split the cost down into
significant component parts with different useful lives, and to depreciate each one
separately.
In this scenario, if they have different useful lives, the engine and the bespoke medical
equipment should be treated as separate significant components to the helicopter body
(seats probably not) and depreciation is calculated as follows:
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$

USEFUL
LIFE

ANNUAL
DEPRECIATION

Engine

50,000

10

5,000

Medical equipment

75,000

5

15,000

Rest

275,000

20

13,750

Total

400,000

COMPONENT

Depreciation – no
components
Understatement of
depreciation

33,750
(20,000)
13,750

You can see from the above example that failing to separately
identify components would result in the depreciation charge being
understated by 40%.

ERROR 3 – FAILING TO DEPRECIATE PPE BECAUSE THE
ITEM’S FAIR VALUE IS INCREASING
Except for most types of land with unlimited useful lives, other
PPE items are always depreciated, regardless of whether the ‘cost’
or ‘revaluation’ model is applied. This is because they are assumed
to have a finite life, and the economic benefits embodied in the
asset are assumed to be ‘used up’ over the life of the asset (useful
life). The only time we do not depreciate an asset is if its ‘residual
value’ is equal to, or greater than its carrying amount.
No depreciation if:
Residual value

This premise applies, even if the ‘fair value’ of the asset may be
going up.

Error 1
Failing to separately identify significant components of assets
and depreciate them using specific useful lives.
ERROR 2 – ALLOCATION OF DEPRECIATION
The basic principle in IAS 16 is that depreciation is an expense to
be recognised in profit or loss. However, in some cases, it should
form part of the cost of another asset which has been produced as
a result of using the depreciable asset. For example, depreciation
of machinery used to manufacture a widget will be capitalised as
a conversion cost under IAS 2 Inventories, and if used to produce
an intangible asset, will be included as part of the cost under IAS
38 Intangible Assets.
The depreciation charge for each period shall be recognised
in profit or loss unless it is included in the carrying amount of
another asset.
IAS 16, paragraph 48
Errors can be made in one of two ways with this IAS 16, paragraph
48 requirement. Be careful not to allocate excessive amounts of
depreciation expense to the cost of assets, and also remember
that some portion of depreciation expense is to be allocated to
the cost of manufactured inventories or internally generated
intangible assets.
Error 2
Failing to include depreciation expense as part of the cost of
inventories (IAS 2) and intangible assets (IAS 38), or including
too much depreciation.

Carrying amount

>

WHAT IS IT?

Fair
value

Price that would be received from selling an asset in
an orderly transaction between market participants
(i.e. applies to asset in its current condition)

Residual
value

Estimated amount that an entity would currently
obtain from disposing the asset (after deducting
estimated selling costs), if the asset were already of
the age and in the condition expected at the end of
its useful life.

You can see from the descriptions in the above table that:
XX ‘Fair value’ refers to the price you could obtain today if you sell
the asset in its current condition, whereas
XX ‘Residual value’ is the amount you could the sell the asset for
today if it were already of the age and condition when you
expect to sell it.
Example
The Luxury Car Company rents out luxury and vintage cars on a
short‑term basis (e.g. for weddings and other functions). At 30
June 2018 it owned the following vehicles:
CAR

PURCHASE CARRYING YEARS FAIR
PRICE ($) AMOUNT HELD VALUE
($)
($)

RESIDUAL
VALUE ($)

1962 Jaguar 11,000
E TYPE
series 1

10,000

30

120,000 120,000

1965 Jaguar 15,000
E TYPE
series 1

12,000

25

99,000

1967 Jaguar 30,000
E TYPE
series 1

30,000

22

150,000 150,000

2017 Rolls
Royce
Phantom

740,000

682,000

1

685,000 450,000

2016 Rolls
Royce
Ghost

690,000

666,000

2

675,000 400,000

99,000
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In all cases, the fair value is greater than the carrying amount, so
you may be tempted to argue that no depreciation is required.
However, as noted above, ‘fair value’ is the amount we would
receive if we sell these cars in their current condition, but ‘residual
value’ is the amount we would receive if we sold these assets
and they were already of the age and condition when we intend
to sell.
No depreciation is required for the E TYPE Jaguars because the
residual values for all three exceed the carrying amount. This is
due to the increasing residual values for vintage cars. However,
even though the fair values for the two Rolls Royce models
exceeds the carrying amount, the residual value is expected to be
less than carrying amount if Luxury Car Company intends to hold
them for a number of years, and so depreciation is required over
the expected useful life.
Error 3
Incorrectly assuming that no depreciation is required where fair
value exceeds carrying amount.
ERROR 4 – START DEPRECIATING PPE ITEMS TOO LATE
The ‘depreciable amount’ of PPE must be allocated on a
systematic basis over its ‘useful life’ (IAS 16, paragraph 50).
Useful life is:
(a) The period over which an asset is expected to be available
for use by an entity, or
(b)The number of production or similar units expected to be
obtained from the asset by an entity.
IAS 16, definition of ‘useful life’
A common error is to start depreciating the asset after is
becomes available for use, i.e. after it is in the location
and condition necessary for it to be capable of operating in
the manner intended by management. This means that if an
asset is available for use, but management chooses to delay
deploying the asset, it still needs to be depreciated from the
date it was in the location and condition necessary to operate as
management intended.
Error 4
Depreciation on PPE items deferred until the asset is fully
operational, i.e. after it is ‘available for use’.

ERROR 5 – STOPPING DEPRECIATION TOO EARLY
As noted in Error 4 above, it is acceptable to depreciate PPE either
during the period that the asset is expected to be ‘available for
use’ by the entity (i.e. time-based method) , or by referring to
the number of production units expected to be obtained (i.e.
usage method).
Preparers are sometimes unaware of the requirements to continue
depreciating PPE, even when the asset becomes idle or is retired
from active use. This could result in an understatement of the
depreciation charge, and an overstatement of profits, particularly
where the depreciation method chosen is time-based. If a usage
method of depreciation is applied, it is possible to have a lower, or
NIL depreciation charge during the period when a machine is idle,
or not operating at full capacity.
Depreciation of an asset begins when it is available for use, i.e.
when it is in the location and condition necessary for it to be
capable of operating in the manner intended by management.
Depreciation of an asset ceases at the earlier of the date that the
asset is classified as held for sale (or included in a disposal group
that is classified as held for sale) in accordance with AASB 5 and
the date that the asset is derecognised. Therefore, depreciation
does not cease when the asset becomes idle or is retired from
active use unless the asset is fully depreciated. However, under
usage methods of depreciation the depreciation charge can be
zero while there is no production.
IAS 16, paragraph 54
Note: Where assets become idle, this is an impairment
indicator in IAS 36, paragraph 12(f), and an impairment test
is required.
Error 5
Cease depreciating PPE items when asset becomes idle or
retired from active use.
ERROR 6 – SOME TYPES OF LAND DO NEED TO BE
DEPRECIATED
Land is generally considered to have an unlimited useful life, and
is therefore not depreciated. However, for some types of land,
such as quarries and sites used for landfill, the economic benefits
will be consumed over a finite period. Failing to depreciate
these land types could overstate profits during the asset’s
life, and understate profits in the period in which the land is
eventually impaired.
Error 6
Not depreciating land with a finite life.
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CONVERTIBLE NOTES ARE YOU ACCOUNTING
FOR THESE CORRECTLY
(PART 4)?
In the current economic climate, we continue to see different types of
convertible note arrangements, typically entered into by companies
needing to offer attractive returns in order to obtain funds from lenders
and investors.
Over the past few months we have been looking at some practical
aspects regarding accounting for convertible notes, including an overview
of the requirements in Accounting news, March 2018, a detailed example
of a convertible note classified as a compound financial instrument in
Accounting News, April 2018, and a detailed example of a convertible
note with an embedded derivative liability in Accounting News,
May 2018.
As noted in these previous articles, in order for a conversion feature
to be classified as ‘equity’, the ‘fixed for fixed’ test in IAS 32 Financial
Instruments: Presentation must be met, i.e. at initial recognition, the
conversion feature gives the holder of the convertible note the right to
convert into a fixed number of equity securities of the issuer. This month
we look at common scenarios encountered in practice where:
XX The conversion features fail ‘equity’ classification, and
XX The conversion features would meet the requirements for
‘equity’ classification.

SCENARIOS WHERE THE CONVERSION FEATURE FAILS
EQUITY CLASSIFICATION
‘Ratchet’ feature
A ‘ratchet’ feature is an anti-dilution provision that adjusts the
conversion ratio if there are subsequent new issues of shares.

Example
Entity C issues a convertible note with a face value of $1,000, maturing
three years from its date of issue.
The note pays a 10% annual coupon and, unless converted into shares,
will be repaid in cash on maturity.
The holder has an option, exercisable at any point during the life of
the note, to convert the note into the issuer’s shares, at $1 per share.
However, if shares are issued for less than $1 during the outstanding term
of the note, then the conversion price is reset to the new share issue
price. The purpose of such a clause is to protect the note holder from
dilution in the value of its conversion option at $1 per share.
When accounting for this type of the note, the existence of the ‘ratchet’
feature has modified the potential number of shares to be issued to a
variable number and therefore as a whole, the conversion feature has
violated the ‘fixed-for-fixed’ criterion for equity classification and instead
contains two embedded derivative features, being:
1. $1 conversion option, and
2. The ratchet feature.
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These two features are accounted for as a single instrument because the exercise of one of them
automatically results in the lapse of the other.

Convertible note denominated in a foreign currency
It is common for international companies to raise funds via convertible notes issued in a currency
other than their functional currency. Although the issue and repayment amount in foreign currency
may be fixed, when converted back to the entity’s functional currency it results in a variable amount
of cash (that is, a variable carrying amount for the financial liability that arises from changes in
exchange rates), and hence failure of the ‘fixed-for-fixed’ criteria for equity classification.
The conversion feature is therefore a derivative liability, with the value of the conversion feature
dependent on foreign exchange rates. This means that the foreign exchange feature is an embedded
derivative that must be accounted for separately under IFRS 9 Financial Instruments/IAS 39
Financial Instruments: Recognition and Measurement.

Variable conversion price limited to ‘cap’ and/or a ‘floor’
Some convertible notes contain provisions that limit the variability of the conversion price within a
certain range. These provisions can set an upper/lower limit to the conversion price (cap/floor), or it
can set both an upper and a lower limit to the conversion price (often refer to as a collar).
These notes have a potential to convert at either a variable or a fixed number of shares dependent
on the share price, and this violates the fixed-for-fixed criterion for equity classification. The options
embedded in these conversion features are accounted for as embedded derivative liabilities.

SCENARIOS WHERE THE CONVERSION FEATURE STILL MEETS THE EQUITY
CLASSIFICATION
Some conversion terms initially appear to have breached the ‘fixed‑for‑fixed’ criterion. However, in
practice equity classification may still apply.

‘Loyalty bonus’ issues
In addition to granting the holder the option to convert the principal amount into a fixed number of
shares, some conversion features:
XX Grant the holder the option to receive a fixed coupon payment in cash, or to convert the
‘accrued’ interest into additional shares at a fixed rate of exchange, or
XX Grant the holder a set number of additional shares at on each anniversary date of the note being
issued.
There is a debate as to whether these terms fail the ‘fixed-for-fixed’ criterion, since the number
of shares to be converted is variable dependent on the passage of time. In practice, the usual
treatment for these terms is to assume that the ‘fixed-for-fixed’ criterion is met because the
number of shares is predetermined at the outset, and the only variable is the passage of time.
The additional shares issued at each anniversary date are considered as a series of predetermined
fixed issues.
In contrast, an arrangement in which the coupon payment was at a variable rate would fail
equity classification. This is because the arrangement contains an additional variable feature (the
variable interest rate) which means that the number of shares to be issued in future will vary in
response to changes in benchmark interest rates.

Adjustments from a stock split or bonus issue
The terms of a convertible note may include an anti-dilution protective clause for the note
holder that adjusts the conversion ratio in the event of a flotation, a stock split or for the payment
of dividends to existing shareholders. Prima facie, the inclusion of such clause would violate the
‘fixed‑for–fixed’ principle because it would result in a variable number of shares being issued.
However, a widely held view in practice is that such variability does not necessarily result in a
violation of the ‘fixed‑for‑fixed’ criteria provided the following conditions are met:
XX The instrument would otherwise meet the ‘fixed-for-fixed’ requirement, and
XX The anti-dilution clause was added only to maintain the relative rights of the shareholders and
note holders, and its effect is that those relative rights remain exactly the same immediately
before and immediately after the event that gives rise to the anti‑dilution adjustment.
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IFRS INTERPRETATIONS
COMMITTEE ISSUES
AN AGENDA DECISION
CLARIFYING THE
CLASSIFICATION OF
SHORT-TERM LOANS
AND CREDIT FACILITIES
The IFRS Interpretations Committee (Committee) issued an agenda
decision at its June 2018 meeting clarifying how short-term loans and
credit facilities should be classified.

WHO IS THE IFRS INTERPRETATIONS COMMITTEE?
The IFRS Interpretations Committee (Committee) is the interpretative
body of the International Accounting Standards Board (IASB). Its role
is to provide guidance on financial reporting issues which have
not specifically been addressed in IFRS, or where unsatisfactory or
conflicting interpretations either have developed, or appear likely
to develop.

WHAT ARE AGENDA DECISIONS?
Where an issue is not added to its agenda, the Committee publishes
agenda decisions. These do not represent authoritative guidance,
however, they set out the Committee’s rationale for not taking an
issue onto its agenda. In practice, it is expected that entities reporting
in accordance with IFRS will take account of and follow the agenda
decisions and this is the approach which is followed by securities
regulators worldwide.

FACT PATTERN
The fact pattern submitted to the Committee sought to clarify what
types of borrowings an entity could include as part of ‘cash and cash
equivalents’ in the statement of cash flows if:

XX The entity had short-term loans and credit facilities that have short

contractual notice periods (e.g. 14 days)
XX The entity uses the sort-term arrangements for cash

management, and
XX The balance of the short-term arrangements does not often fluctuate
from being negative to positive.

COMMITTEE OBSERVATIONS
In making its agenda decision, the Committee observed that:
XX Bank borrowings are generally considered to be ‘financing activities’
and are only included as part of ‘cash and cash equivalents’ in
particular circumstances as described in IAS 7, paragraph 8, i.e. the
banking arrangement is an overdraft, it is repayable on demand, and
forms an integral part of an entity’s cash management
XX Cash management means that ‘cash and cash equivalents’ are
managed for the purpose of meeting short-term commitments,
and not for investment or other purposes (this is based on facts and
circumstances), and
XX If the balance on the relevant accounts do not fluctuate from being
negative to positive, this indicates that the arrangement is not
an integral part of the entity’s cash management (i.e. it is a form
of financing).

AGENDA DECISION
For the particular fact pattern submitted, the Committee concluded
that the short-term arrangements do not form part of ‘cash and cash
equivalents’ because:
XX They are not repayable on demand, and
XX The balance does not fluctuate from being negative to positive,
indicating that it is rather a form of financing.
The Committee also concluded that the principles and requirements in
IFRS standards provide an adequate basis for entities to assess whether
short-term arrangements such as those described in the fact pattern form
part of cash and cash equivalents.
The Committee also noted the disclosure requirements in IAS 7,
paragraphs 45 and 46 to disclose the components of cash and cash
equivalents, present a reconciliation of these amounts to the statement
of financial position, and disclose the policy for determining the
composition of cash and cash equivalents.
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IFRS 15 IMPACTS FOR
TECHNOLOGY, MEDIA AND
TELECOMMUNICATIONS (TMT)
COMPANIES
Entities in the technology, media and telecommunications (TMT) industries include a wide variety
of companies that provide a large range of goods and services to customers. The new revenue
standard, IFRS 15 Revenue from Contracts with Customers, applicable for annual periods beginning
on or after 1 January 2018, is likely to result in changes in the timing of revenue recognition for
many TMT entities, particularly where multiple services are provided to customers.
Our series of articles below on what IFRS 15 will mean for the TMT industries addresses some of the
common impacts we expect to see when the new standard is first adopted:
IFRS 15 for the TMT industries – Overview
IFRS 15 for the TMT industries – Timing of revenue recognition
IFRS 15 for the TMT industries – Timing of revenue recognition - Licences
IFRS 15 for the TMT industries – Contracts that contain multiple goods or services
IFRS 15 for the TMT industries – Contracts that have variable consideration
IFRS 15 for the TMT industries – Contract Modifications
IFRS 15 for the TMT industries – Contracts with a right of return
IFRS 15 for the TMT industries – Tender costs
IFRS 15 for the TMT industries – Long-term contracts
IFRS 15 for the TMT industries – Principal vs. agents.

BDO MONTHLY WEBINARS –
PLEASE REGISTER FOR 2018
WEBINARS NOW
Are you interested in an easy way to stay up to date with financial reporting and accounting
standards which impact your business?
We invite you to register for our 2018 BDO Financial Reporting and Accounting standards live
webinar series (11am to 12pm Sydney AEDT or AEST).
2018 webinars are as follows:
DATE

TOPIC

25 July 2018

IFRS 9 – Risk Assessment

22 August 2018

IFRS 9 – Problem Areas

19 September 2018

Transition to IFRS 16

24 October 2018

IFRS 16 – Risk Assessment

21 November 2018

Accounting Standards Update: Getting Ready for
31 December 2018

12 December 2018

IFRS 16 – Problem Areas
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NEW BDO RESOURCES
AND PUBLICATIONS
AUSTRALIAN RESOURCES

Please register for the remaining webinars in 2018.

BDO GLOBAL RESOURCES
The IFRS section of our BDO Global website includes a range of
publications on IFRS issues such as:

The IFRS Advisory section of our website includes training materials
on IFRS and other financial reporting issues including the following
webinars (one hour video recorded presentations presented live on a
monthly basis).
Recent webinars include:
MONTH

TOPIC

June 2018

Transition to IFRS 9

May 2018

Accounting Standards Update – Getting Ready for
June 2018

April 2018

IFRS 15 – Problem Areas

March 2018

IFRS 15 – Risk Assessment

February 2018

Transition to IFRS 15

January 2018

Triple Threat Accounting Standards – The Wait
is Over

December 2017

The New AASB 9 Financial Instruments –
Hedging Requirements

November 2017

Financial Reporting Update – Getting Ready for
31 December 2017

October 2017

The New AASB 16 – Recognition and Measurement

September 2017 The New AASB 16 – Identifying a Lease and
Determining the Lease term
August 2017

The New AASB 15 – Determining and Allocating the
Transaction price to the Performance Obligations

July 2017

The New AASB 15 – Identifying the Contract and the
Separate Performance Obligations in the Contract

June 2017

Overview of the New IFRS 15 Revenue from
Contracts with Customers

May 2017

Financial Reporting Update – Getting ready for
30 June 2017

April 2017

The new AASB 9 Financial Instruments – Impairment
requirements

March 2017

The New AASB 9 Financial Instruments –
Classification and Measurement Requirements

March 2017

The New AASB 1058 Income of Not-for-Profit
Entities

February 2017

Overview of the New AASB 16 Leases

IFRS AT A GLANCE
‘One page’ and short summaries of all IFRS standards.

NEED TO KNOWS
Updates on major IASB projects and highlights practical implications of
forthcoming changes to accounting standards.

IFRS IN PRACTICE
Practical information about the application of key aspects of IFRS,
including industry specific guidance.
Our most recent IFRS in Practice include Applying IFRS 9 to Related
Company Loans and an update of previous versions on IFRS 9 Financial
Instruments (issued May 2018), IFRS 15 Revenue from Contracts with
Customers (issued Feb 2018) and IFRS 16 Leases (issued Feb 2018).

COMMENT LETTERS ON IFRS STANDARD SETTING
Includes BDO comments on various projects of international standard
setters, including Exposure Drafts and other Discussion Papers, when it is
considered that the issue is significant to the BDO network and its clients.
Our most recent comment letters relate to IASB ED 2017/6
Definition of Material and IASB ED 2017/5 Accounting Policies and
Accounting Estimates.
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COMMENTS SOUGHT ON
EXPOSURE DRAFTS

FOR MORE INFORMATION
ADELAIDE

At BDO, we provide comments locally to the Australian Accounting Standards Board (AASB)
and internationally to the International Accounting Standards Board (IASB). We welcome any
client comments on exposure drafts that are currently available for comment. If you would like
to provide any comments please contact Aletta Boshoff at aletta.boshoff@bdo.com.au.
DOCUMENT
ITC 39 Applying
the IASB’s Revised
Conceptual Framework
and Solving the
Reporting Entity
and Special Purpose
Financial Statement
Problems

PROPOSALS
Proposes to resolve two
problems:
1. The ‘reporting entity’
definition clash between
SAC 1 Definition of the
Reporting Entity, and
the revised Conceptual
Framework for Financial
Reporting, and
2. Special purpose financial
reporting in Australia.

COMMENTS DUE
TO AASB BY

COMMENTS
DUE TO IASB
BY

Phase 1:
9 August 2018
Phase 2:
9 November 2018

N/A
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