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For ease of reference, this paper reproduces comment letters received on the tentative
agenda decision published by the IFRS Interpretations Committee in September 2018
on ‘Liabilities in relation to a joint operator’s interest in a joint operation’.

The IFRS Interpretations Committee is the interpretative body of the International Accounting Standards Board (Board). The Board is the independent
standard-setting body of the IFRS Foundation, a not-for-profit corporation promoting the adoption of IFRS Standards. For more information, visit
www.ifrs.org.

Page 1 of 1

Deloitte Touche Tohmatsu Limited
Hill House
1 Little New Street
London
EC4A 3TR

21 November 2018

Phone: +44 (0)20 7936 3000
Fax: +44 (0)20 7583 0112
www.deloitte.com/about
Direct phone: +44 20 7007 0884
vepoole@deloitte.co.uk

Sue Lloyd
Chair
IFRS Interpretations Committee
Columbus Building
7 Westferry Circus
Canary Wharf
London
United Kingdom
E14 4HD

Dear Ms Lloyd
Tentative agenda decision – IFRS 11 Joint Arrangements: Liabilities in relation to a joint
operator’s interest in a joint operation
Deloitte Touche Tohmatsu Limited is pleased to respond to the IFRS Interpretations Committee’s publication
in the September IFRIC Update of the tentative decision not to take onto the Committee’s agenda the
request for clarification on the recognition by a joint operator of liabilities to which it has the primary
responsibility.
We agree with the IFRS Interpretations Committee’s decision not to add this item onto its agenda for the
reasons set out in the tentative agenda decision. However, we believe that additional clarity could be added
by specifying that:
•

in the circumstances described in the tentative agenda decision, the lead operator has primary
responsibility for the lease liability; and

•

the Committee did not opine on the accounting for any contractual arrangements which may exist
between joint operators in respect of a leased asset.

If you have any questions concerning our comments, please contact Veronica Poole in London at +44 (0) 20
7007 0884.
Yours sincerely

Veronica Poole
Global IFRS Leader

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its network of member firms, and their
related entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide services
to clients. Please see www.deloitte.com/about for a more detailed description of DTTL and its member firms.
Deloitte Touche Tohmatsu Limited is a private company limited by guarantee incorporated in England & Wales under company number 07271800, and its registered
office is Hill House, 1 Little New Street, London, EC4a, 3TR, United Kingdom.
© 2018 . For information, contact Deloitte Touche Tohmatsu Limited.

pwc
Ms Sue Lloyd
Chair
IfRS Interpretations Committee
Columbus Building
7 Westferry Circus
London
E14 4HD

12 October 2018

Dear Sue,
Tentative agenda decision IFRS ii Joint Arrangements: Liabilities in relation to a
joint operator’s interest in ajoint operation
—

We are commenting On the above tentative agenda decision, published in the September 2018 edition
of IFRIC Update on behalf of PncewatcrhouseCoopers. following consultation with members of the
PnccwaterhottseCoopers network of firms, this response summarises the views of member firms who
commented on the agenda decision. “PricewaterhouseCoopers” refers to tile network of member firms
of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal
entity.

We agree with the Committee’s decision to address only the accounting liv the lead operator for its
obligation to the lessor. We agree that the lead operator simotmici recognise its own liabilities including
the ol)ligations for which it has pnmnary responsibility. There is sufficient guidance in the IFRS
standards to arrive at this conclusion and we therefore agree with the Committee’s decision not to add
this issue onto its agenda.
If von have any questions in relation to this letter please do not hesitate to contact Henry Daulwney,
PwC Head of Reporting and Chief Accounting (+447841569635) or Jessica Taurae (+447740166459).

Yours sincerely,

PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP, 1 Embankment Place, London, W(2N 6RH
1: +44 (o) 20 7583 5000, F: +44 (o) 20 7212 4652, www.pwc.co.uk
PricewsterhouseCoopers LLP isa limited liability partnership registered in England with registered number 0C303525. The registered office of PricewaterhouseCoopers
LLP is 1 Embankment Place, London WC2N 6RH.PricewaterhouseCoopers LLP is authorised and regulated by the Financial Conduct Authority for designated investment
business and by the Solicitors Regulation Authority for regulated legal activities.

KPMG IFRG Limited
15 Canada Square
London E14 5GL
United Kingdom

Ms Sue Lloyd
International Accounting Standards Board
Columbus Building
7 Westferry Circus
London
E14 4HD

Tel +44 (0) 20 7694 8871
brian.odonovan@kpmgifrg.com
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Dear Ms Lloyd
Tentative agenda decision: Liabilities in relation to a joint operator’s interest
in a joint operation (IFRS 11 Joint Arrangements)
We appreciate the opportunity to comment on the IFRS Interpretations Committee’s
(the Committee) tentative agenda decision Liabilities in relation to a joint operator’s
interest in a joint operation (IFRS 11 Joint Arrangements) (IFRIC Update September
2018). We have consulted with, and this letter represents the views of, the KPMG
network.
The agenda item relates to the recognition of lease liabilities when an underlying asset
is operated jointly as part of an unincorporated joint operation’s activities. We are
concerned that, when considered together with the Committee’s agenda paper and
discussion, the tentative agenda decision could be read to require a lead operator to
recognise the entire lease liability, even in cases when it is not the customer in the
contract with the asset owner and does not obtain control of the right to use the
underlying asset. We are concerned that such a treatment:
 is not consistent with the guidance on identifying a lease in IFRS 16 and
represents an exception to the general principle that a customer in a contract that
contains a lease recognises a right-of-use asset and lease liability;
 creates confusion as to the circumstances in which the other members of the joint
arrangement recognise a share of the right-of-use asset and lease liability;
 is an inappropriate application of paragraphs 20 and B18 of IFRS 11; and
 has wider consequences for the application of joint operation accounting and the
creation of structuring opportunities.
For these reasons, we do not believe the Committee should finalise the draft agenda
decision in its current form.

KPMG IFRG Limited, a UK company limited by guarantee, is a member of
KPMG International Cooperative (“KPMG International”), a Swiss entity.

Registered in England No 5253019
Registered office: 15 Canada Square, London, E14 5GL

KPMG IFRG Limited
Tentative agenda decision: Liabilities in relation to a joint operator’s interest in a joint
operation (IFRS 11 Joint Arrangements)
20 November 2018

Application of IFRS 16
We are concerned that the Committee’s agenda paper is not consistent with the
guidance on identifying a lease in IFRS 16 and represents an exception to the general
principle that a customer in a contract that contains a lease recognises a right-of-use
asset and lease liability
The Committee’s agenda paper asserts as part of the “fact pattern” [sic] that “The lead
operator enters into a lease” [emphasis added]. The subsequent analysis focuses on
the application of other IFRSs assuming that the lead operator has primary
responsibility for a liability. In our view, this is a fatal flaw in the agenda paper, as the
analysis thereby bypasses the central interpretive issues – whether the contract with
the asset owner creates a liability and, if so, for whom.
We believe that in order to address these issues, it is first necessary to apply the
guidance in IFRS 16 on lease definition to the contract with the asset owner. That
guidance includes IFRS 16.B11, which states that in certain circumstances the “joint
arrangement is the customer in the contract” and the assessment of whether the
arrangement contains a lease depends on “whether the joint arrangement has the
right to control the use of an identified asset…” [emphasis added].
It is therefore necessary to determine whether the lead operator or the joint
arrangement is the customer – as this determines whether the lead operator or the joint
arrangement is the candidate lessee, and therefore whether the lead operator or the
joint arrangement recognises the right-of-use asset and lease liability. This follows from
the definition of a lessee – i.e. the party “that obtains the right to use an underlying
asset” (IFRS 16.App A). If the lead operator is a lessee in the contract with the asset
owner, it is then necessary to consider whether there is a sub-lease from the lead
operator to the joint arrangement – see below.
Further, IFRS 16 explains that the joint arrangement can be a customer, regardless of
who signed the contract. Indeed, IFRS 16.BC126 specifically envisages that this may
be the case when the joint arrangement is unincorporated and only one party signs the
contract with the asset owner: “The contract might be signed by the joint arrangement
itself if the joint arrangement has its own legal identity, or it might be signed by one or
more of the parties to the joint arrangement on behalf of the joint arrangement. In such
cases, …” [emphasis added].
We are aware that assessing whether the lead operator has signed “on behalf of” the
joint arrangement can be a matter of significant judgement, and a variety of fact
patterns arise in practice. In order to promote a consistent approach to recognition of
lease liabilities in such cases, we have published our own detailed guidance on how to
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make this assessment1. We are disappointed that the Committee has not yet discussed
this central issue.
In contrast, the Committee agenda paper argues that if the lead operator is a “sole
signatory”, then it may be required to account for a lease even when it does not obtain
the right to use an underlying asset. The suggestion that a paying agent rather than the
party identified by IFRS 16 as the lessee may be required to account for the lease
would open untold structuring opportunities. As a long-term supporter of the recognition
of assets and liabilities arising from lease contracts, we reject such a significant
exception to the core principle of IFRS 16.
Accounting at the joint operator level
We are concerned that the Committee’s agenda paper and discussion has created
confusion as to the circumstances in which the other members of the joint arrangement
recognise a share of the right-of-use asset and lease liability.
Prior to the Committee’s deliberations, it appeared that if the joint arrangement
obtained the right to control the underlying asset in the agreement with the asset
owner, then each party to the joint arrangement would account for its share of the rightof-use asset and lease liability. Conversely, if the lead operator obtained the right to
use the underlying asset in the agreement with the asset owner, then it was necessary
to assess whether there was a sub-lease from the lead operator to the joint
arrangement.
However, the Committee’s deliberations raise questions over the first scenario. The
staff paper relies on the joint operation obtaining (collective) control of the right to use
the underlying asset in order to conclude there is a lease from the asset owner to lead
operator. This calls into question whether there can be a sub-lease from the lead
operator to the joint arrangement. Put simply, if the lead operator does not obtain
control of the right to use the underlying asset, then it cannot convey control of the right
to use the underlying asset to the joint arrangement.
This is not our view – but it is a view we have heard with increasing frequency since the
last Committee meeting.
Our understanding has always been that the Board’s intention with IFRS 16.B11 was to
require the parties to a joint arrangement to recognise their share of lease assets and
liabilities when the parties obtain the right to jointly control the use of an underlying
asset. We continue to support that intention and our published guidance requires that

1

“Joint arrangements in the oil and gas industry: Identifying the customer in a contract for the
use of assets” – available at KPMG.com/ifrs16
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accounting. However, we fear that the Committee’s deliberations risk frustrating that
intention.
We appreciate that the Committee would be reluctant to expand the scope of its
deliberations to consider further the accounting by the other parties to the joint
arrangement. Such scope creep is not necessary under our analysis. However, in our
view, it is an unfortunate necessity under the analysis set out in the Committee’s
agenda paper.
Application of IFRS 11
Following from the above we have concerns as to what such an outcome would have
for the application of IFRS 11. According to paragraph 20 of IFRS 11, a joint operator
recognises its share of assets that are held jointly and liabilities that are incurred jointly.
B18 also explains that assets and liabilities are recognised on the basis of the
contractual arrangement. This is reinforced by BC38 which makes it clear that the
contractual arrangement is the basis for recognition and measurement, and that this
requirement would override ownership levels.
We read the tentative agenda decision as contrary to the requirements of IFRS 11 as it
reads the lease contract in isolation and ignores the existence of a contractual
arrangement that the parties have agreed. Consequently, the lead operator would
recognise assets and liabilities more than required under IFRS 11 whilst the other
parties would not recognise any lease accounting.
The existence of a ‘sublease’ has been raised but this should be separately assessed
according to the contractual arrangements.
Wider implications to joint operation accounting
Under IFRS 11 the consequence of entering a joint arrangement contract is that other
contracts should not be read in isolation but under the umbrella of the arrangement.
The provisions of IFRS 11 do not distinguish between types of assets or liabilities but
apply to all equally.
Based upon the analysis above we have further concern because the tentative agenda
decision would have wider consequences for the application of joint operation
accounting beyond the lease accounting. It suggests that one party who signs a
contract for a joint operation should recognise the entire assets and liabilities, ignoring
agreements between the parties. Operators other than a signatory of a contract would
under-recognise assets and liabilities. Consequently, all the parties to the joint
operation would not recognise their share of assets and liabilities from joint operations
in their financial statements. This creates potential for structuring opportunities.
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Clarity of intended message
It will be clear from the foregoing that we have serious concerns about the message
that the Committee is intending to convey here. As a final observation on the tentative
agenda decision, we are concerned that that message is not clear. The text as written
is open to broad interpretation and would not reduce diversity.
Next steps
For the reasons above, we believe that the Committee should not finalise the tentative
agenda decision in its current form. We believe the central issue in the fact patterns
that prompted the submission to the Committee is how to assess whether the lead
operator has signed “on behalf of” the joint arrangement. This is a complex and
judgemental issue on which we have published detailed guidance in order to promote
consistency of approach. We strongly encourage the Committee to focus its
discussions on this central issue in order to avoid the unintended consequences and
structuring opportunities that in our view would arise if the agenda decision is finalised
in its current form.
Conversely, if the Committee believes that there is a public policy imperative for the
lead operator to account for a lease liability as a consequence of signing a contract with
a third party irrespective of whether the lead operator obtains control of the right to use
an underlying asset, then the Committee should recommend to the IASB that the
following IFRSs be amended to require this:
 B11 of IFRS 16 should state a joint arrangement is considered when identifying a
lease, but accounting is based on who signs the contract.
 B17 and B18 of IFRS 11 should clarify the meaning of “incurred jointly” to consider
the contracts with third parties only.
 IFRS 11 should also clarify the meaning of “held jointly” to consider how assets are
recognised when assets are transferred between the joint operators, without third
party involvement.
Depending on timing, such amendments could be Annual Improvements, a narrow
scope standard-setting project, or considered more holistically as part of the overdue
post-implementation review of IFRS 11.
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We hope you find this letter helpful. Please contact Brian O’Donovan or Peter Carlson
at +44 (0) 20 7694 8871 if you wish to discuss any of the issues raised.
Yours sincerely

KPMG IFRG Limited
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Ernst & Young LLP Tel: + 44 20 7951 2000
1 More London Place Fax: + 44 20 7951 1345
London
ey.com
SE1 2AF

International Financial Reporting Standards Interpretations
Committee
Columbus Building
7 Westferry Circus
Canary Wharf
London
E14 4HD

21 November 2018

Dear IFRS Interpretations Committee member
Tentative agenda decision - Liabilities in Relation to a Joint Operator’s Interest in a Joint
Operation (IFRS 11 Joint Arrangements) – Agenda Paper 3 (IFRIC Update September
2018)
Ernst & Young Global Limited, the central coordinating entity of the global EY organisation,
welcomes the opportunity to offer its views on the above tentative agenda decision of the
IFRS Interpretations Committee (the Committee) published in the September 2018 IFRIC
Update.
The Committee received a request about the recognition of liabilities by a joint operator in
relation to its interest in a joint operation (as defined in IFRS 11). The request asked about
the recognition of liabilities by the lead operator.
We agree with the Committee’s observation that the lease liabilities a joint operator
recognises include those for which it has primary responsibility. However, as explained
below, we observe that this only addresses part of the overall accounting for the transaction
by a lead operator and the other joint operators in a joint operation which may need further
analysis.
The agenda paper illustrates the journal entries from the perspectives of both the lead
operator and the other joint operators of a joint operating agreement (JOA) when the
lead operator enters into (and is primarily obligated for) a contract with a supplier and also
subleases the same asset to the joint operation. The tentative agenda decision addresses
only the recognition of the lease liability by the lead operator. In addition, as many JOAs
do not convey the right to use an identified asset to the joint operation and, hence, do not
create subleases, the rights and obligations of the lead operator and the other joint operators
in a joint operation in these situations will often be different from the illustration in the
agenda paper. Thus, the accounting treatment will be subject to further evaluation.
It is also observed that the tentative agenda decision may impact entities in other industries
such as construction and engineering, as well as those with other arrangements such as
employee benefits and pensions, which may have additional accounting questions.

The UK firm Ernst & Young LLP is a limited liability partnership registered in England and Wales with registered number OC300001 and is a member firm of Ernst & Young Global Limited.
A list of members’ names is available for inspection at 1 More London Place, London SE1 2AF, the firm’s principal place of business and registered office. Ernst & Young LLP is a multidisciplinary practice and is authorised and regulated by the Institute of Chartered Accountants in England and Wales, the Solicitors Regulation Authority and other regulators. Further details
can be found at http://www.ey.com/UK/en/Home/Legal.

2

Considering the wider potential impact of the issues beyond the remit of the request, which
is limited to the question of whether the lead operator recognises the entire lease liability
or only its share of that liability, we therefore recommend the Committee to request the
International Accounting Standards Board to add the Post-implementation Review of IFRS 11
to its agenda, perform outreach on the use of joint operations that are not structured
through a separate vehicle and assess if IFRS 11 is operating as intended in order to
adequately address the ramifications of the tentative agenda decision.
We support the Committee’s decision not to take this issue onto its agenda and agree with
the tentative agenda decision, as worded in the September 2018 IFRIC Update. However, we
ask the Committee to articulate in its agenda decision as to when a contract is considered
to have been entered into “on behalf of a joint arrangement”, in accordance with paragraph
B11 of IFRS 16 Leases (emphasis added), such that the joint operation is the customer in
the lease contract. While we believe this evaluation should focus on the enforceable rights
and obligations of each party to the contract that provide the right to use an underlying
asset, the standard may not be clear as to when a contract is entered into on behalf of a joint
arrangement. For example, some stakeholders are of the view that applying the principalagent guidance in IFRS 15 Revenue from Contracts with Customers is also acceptable.
Further clarification would help an entity determine which party has the primary
responsibility over any of the lease liability.
Should you wish to discuss the contents of this letter with us, please contact Leo van der Tas
at the above address or on +44 [0]20 7951 3152.
Yours faithfully

Mrs Sue Lloyd
IFRS Interpretations Committee
Columbus Building,
7 Westferry Circus, Canary Wharf
London E14 4HD
United Kingdom
Paris, November 23, 2018

Tentative Agenda Decisions – IFRIC Update September 2018

Dear Sue,

MAZARS is pleased to comment on the various IFRS Interpretations Committee tentative
agenda decisions published in the September 2018 IFRIC Update.
We have gathered all our comments as appendices to this letter, which can be read separately
and are meant to be self-explanatory.
We note that the Tentative Agenda Decisions are sometimes based on a strict reading of
existing IFRSs without considering the relevance of the financial information resulting from
the decision. In our opinion, this is especially the case for the step acquisition issue (IAS 27,
see Appendix 4) and the cash flow hedge relationship (IFRS 9 and IAS 39, see Appendix 6). We
consider it key to question the relevance of the accounting consequences of an Agenda
Decision before finalizing it, to avoid some counterintuitive accounting and to enhance at the
same time the credibility of the work undertaken by the Interpretations Committee.
Should you have any questions regarding our comments on the various tentative agenda
decisions, please do not hesitate to contact Michel Barbet-Massin (+33 1 49 97 62 27) or
Edouard Fossat (+33 1 49 97 65 92).

Yours faithfully

Michel Barbet-Massin

Edouard Fossat

Financial Reporting Advisory
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Appendix 2
Liabilities in relation to a joint operator’s interest in a joint operation
(IFRS 11 Joint Arrangements) — Agenda Paper 3
We agree with the tentative conclusion reached by the Committee that a joint operator
recognises both the liabilities it incurs in relation to its interest in a joint operation and its
share of any liabilities incurred jointly with other parties to the joint arrangement.
We also agree with the Committee’s decision to only deal with the liability issue: we believe
that the situation described, on the asset side, is not different from a fact pattern where the
joint operator brings to the joint operation an owned asset, of which 100% of the rights and
obligations are retained by the joint operator. Addressing the accounting treatment of such
assets may lead to wider discussions on the IFRS 11 accounting model that would probably
not be resolved on a timely basis.
Nevertheless, we believe that the description of the fact pattern should make clear that the
lease contract is not entered into by the joint operator on behalf of the joint operation, as
described in IFRS 16.B11. Otherwise, the right of use arising from the lease contract would be
that of the joint operation, and the conclusion on the lease liability borne by the joint operator
might be different.
In addition, we understand that many issuers did not anticipate the outcome of such lease
contracts in relation to their joint operations while conducting their IFRS 16 project, and that
the agenda decision might be difficult to implement in the first financial statements with
IFRS 16.
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Royal Dutch Shell plc
Carel van Bylandtlaan 30
2596 HR The Hague
The Netherlands

Ms Sue Lloyd
Chair
IFRS Interpretations Committee
Columbus Building
7 Westferry Circus
Canary Wharf
London E14 4HD
United Kingdom

Internet http://www.shell.com

November 14, 2018
Tentative agenda decision - Liabilities in relation to a joint operator’s interest in a joint operation
(IFRS 11 Joint Arrangements)
Dear Ms Lloyd,
Royal Dutch Shell plc is writing to comment on the IFRS Interpretations Committee’s (the ‘Committee’)
tentative agenda decision Liabilities in relation to a joint operator’s interest in a joint operation - IFRS 11 Joint
Arrangements (‘tentative agenda decision’). We appreciate the opportunity provided by the Committee to
comment on this tentative agenda decision.
Question for respondents
The question put to the Committee concerns the recognition of liabilities by the (lead) operator, where
the (lead) operator, in a joint operation, enters into a lease as sole signatory of an asset that will be
operated on behalf of the partners in the joint operation. Such recognition can be either the recognition
of the full lease liability by the (lead) operator or recognition of its share.
In its tentative agenda decision, the Committee observed that the liabilities a joint operator recognises
include those for which it has primary responsibility. While the meaning of the term ‘primary
responsibility’ is unclear and therefore open to interpretation, our understanding of the tentative agenda
decision is that the (lead) operator should identify and recognise the full liabilities where the (lead)
operator is the sole signatory to the lease even if the (lead) operator signs the lease on behalf of the other
partners in the joint operation in accordance with the joint operating agreement.
Response
We have serious concerns about the Committee’s tentative agenda decision as we believe that the
fundamental issue to be considered is how accounting for joint operations is applied under IFRS 11 Joint
Arrangements (‘IFRS 11’). We do not believe this is solely an IFRS 16 matter, and an interpretation in
connection with IFRS 16 Leases (‘IFRS 16’) should not trigger a change in the accounting for joint
operations. The potential implications are much wider and therefore, in our view, it would not be
appropriate for the Committee to attempt to answer this narrow question without a more fundamental
review of joint operation accounting.
The tentative agenda decision will have an impact on the established and widely applied industry practices
in relation to accounting for joint operations on a net basis and have a broader impact on the accounting
for assets and liabilities by all partners in joint operations.

We would therefore urge the Committee not to finalise this agenda decision and to defer the matter to a
more fundamental review of IFRS 11 with further input from the sector.
The more detailed considerations that lead us to this conclusion are set out in the attachment.
We appreciate your consideration of the concerns raised in this letter. If you have any questions or
would like additional information on the recommendations and comments that we have provided, please
contact us directly.
Yours sincerely,

/s/ Martin J. ten Brink
Executive Vice President Controller

Attachment

Clarification of terms used
The tentative agenda decision refers to the ‘lead operator’ and ‘joint operator’. In Oil & Gas joint
operations the partners together share control through a joint operating agreement. The partner
responsible for the day-to-day management is usually referred to as the ‘operator’.

Further analysis
IFRS 16
Focusing on leases entered into by the operator first, it is necessary to refer to the relevant standard
dealing with leases, IFRS 16 Leases (‘IFRS 16’). First, we look at paragraph 9, which states the following
under the heading ‘Identifying a lease’:
At inception of a contract, an entity shall assess whether the contract is, or contains, a lease. A contract is, or contains, a
lease if the contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration.
Paragraphs B9–B31 set out guidance on the assessment of whether a contract is, or contains, a lease.
The right to control the use of an asset is further clarified in IFRS 16.B9:
To assess whether a contract conveys the right to control the use of an identified asset (see paragraphs B13–B20) for a period
of time, an entity shall assess whether, throughout the period of use, the customer has both of the following:
a)

the right to obtain substantially all of the economic benefits from use of the identified asset; and

b)

the right to direct the use of the identified asset.

This means that a contract entered into by an operator on behalf of a joint operation, by definition,
cannot be a lease as the asset would be under joint control. The fact that the operator is signatory to the
contract is not relevant; what is relevant is ‘the right to control’.
This reality is, in fact, acknowledged both in the standard’s Application Guidance and Basis for
Conclusions. IFRS 16.B11 of the Application Guidance states:
A contract to receive goods or services may be entered into by a joint arrangement, or on behalf of a joint arrangement, as
defined in IFRS 11 Joint Arrangements. In this case, the joint arrangement is considered to be the customer in the contract.
Accordingly, in assessing whether such a contract contains a lease, an entity shall assess whether the joint arrangement has
the right to control the use of an identified asset throughout the period of use.
This is further explained in IFRS 16 paragraph BC126 of the Basis for Conclusions, which states:
Assessing whether a contract contains a lease when the customer is a joint arrangement
When two or more parties form a joint arrangement of which they have joint control as defined in IFRS 11 Joint
Arrangements, those parties can decide to lease assets to be used in the joint arrangement’s operations. The joint
arrangement might be a joint venture or a joint operation. The contract might be signed by the joint arrangement itself if the
joint arrangement has its own legal identity, or it might be signed by one or more of the parties to the joint arrangement on
behalf of the joint arrangement. In these cases, the IASB decided to clarify that an entity should consider the joint

arrangement to be the customer when assessing whether the contract contains a lease applying paragraphs 9–11 of IFRS 16,
i.e., the parties to the joint arrangement should not each be considered to be a customer. Accordingly, if the parties to the
joint arrangement collectively have the right to control the use of an identified asset throughout the period of use through their
joint control of the arrangement, the contract contains a lease. In that scenario, it would be inappropriate to conclude that a
contract does not contain a lease on the grounds that each of the parties to the joint arrangement either obtains only a portion
of the economic benefits from use of the underlying asset or does not unilaterally direct the use of the underlying asset.
The above indicates that the IASB found it necessary to insert this clarification in IFRS 16 by virtue of
the fact that a contract entered into by an operator cannot, under IFRS 16’s own principle of control,
contain a lease.
Instead, the combination of the IFRS 16 paragraph 9 control model, IFRS 16.B11 and IFRS 16.BC126
means that the owner of the asset is the lessor and the joint operation is the lessee, irrespective of the
joint operation’s legal form.
Accounting for 100% of the right of use asset and lease liability by an operator of the joint operation that
signed a lease in its own name on behalf of the joint operation, would be inconsistent with the provisions
of IFRS 16, as discussed in the above. Lease contracts signed by the operator in its own name, especially
for the more significant ones, are subject to the joint operation’s Management Committee or any other
overarching Committee that exercise control and oversight over the operator. The approval provides the
operator with the mandate to lease a specific asset on behalf of the joint operation. Secondly, under the
joint operations governance structure, the partners are required to approve the work programme and
budgets of the joint operation.
Conceptual framework
We believe that in assessing whether an item meets the definition of an asset, liability or equity,
consideration needs to be given to its underlying substance and economic reality and not merely its legal
form. This is in line with the IASB’s Conceptual Framework (issued March 2018) BC3.26, which states
that:
Substance over form is not considered a separate component of faithful representation because it would be redundant.
Faithful representation means that financial information represents the substance of an economic phenomenon rather than
merely representing its legal form. Representing a legal form that differs from the economic substance of the underlying
economic phenomenon could not result in a faithful representation.
Where a lease is entered into on behalf of a joint operation, the joint operation, as the customer, has the
rights to the economic benefits of the asset. Assuming that the manner and purpose for which the leased
asset is used would require the majority consent of the partners, then ‘the substance’ of this ‘economic
phenomenon’ would be that the joint operation is the lessee, not the operator and that, from an
accounting perspective, the gross lease liability and right of use asset under the contract are attributable to
the joint operation and not the operator – even if the operator is the sole signatory to the lease.
Principal versus agent
In our view, what this means is that the operator is acting as an agent for the joint operation. It should
be noted that under the law of agency, the principal versus agent relationship can both be contractual and
non-contractual, where the authority of the agent can be either express or implied. From this follows
that in law a principal versus agent relationship can exist without there being a formal agency contract in

place. The statement in IFRS 16.B11 that ‘the joint arrangement is considered to be the customer in the
contract’ can only be made, and the conclusion in IFRS 16.BC126 that ‘the IASB decided to clarify that
an entity should consider the joint arrangement to be the customer when assessing whether the contract
contains a lease’ can only be reached, on the basis that the operator is acting as an agent for the joint
operation in entering into the lease. This argument is strengthened by IFRS 16 paragraph B11’s reference
to a contract being entered into ‘on behalf of a joint arrangement’, i.e., through the operator acting as an
agent for the joint operation.
From this follows that each party to the joint operation will recognise in relation to its interest in a joint
operation its share of the right of use asset and the lease obligation.
This analysis is supported, by analogy, by the principles of principal versus agent guidance set out in
IFRS 10 Consolidated Financial Statements (‘IFRS10’). Paragraph B58 of IFRS 10 states:
When an investor with decision-making rights (a decision maker) assesses whether it controls an investee, it shall determine
whether it is a principal or an agent. An investor shall also determine whether another entity with decision-making rights is
acting as an agent for the investor. An agent is a party primarily engaged to act on behalf and for the benefit of another
party or parties (the principal(s)) and therefore does not control the investee when it exercises its decision-making authority
(see paragraphs 17 and 18). Thus, sometimes a principal's power may be held and exercisable by an agent, but on behalf of
the principal. A decision maker is not an agent simply because other parties can benefit from the decisions that it makes.
It has already been established that the operator does not control the use of the asset, as IFRS 16
stipulates that the joint operation is the customer. It seems clear that, by analogy, the operator is acting
as an agent for the joint operator.
IFRS 11
The issue is not new, and companies in the Oil & Gas industry are currently accounting for assets and
liabilities that are under joint control on a net basis by consolidating their share to these assets and
liabilities. For example, decommissioning obligations in jurisdictions where the operator is liable under
legislation and existing financial leases. For decommissioning obligations, based on the joint operation’s
work programme and budget approval by all parties to the joint operation, the operator receives the
mandate to enter into decommission contracts on behalf of the joint operation. Currently, it is custom
that each joint operator recognises the decommissioning asset and liability at its share based on the
interpretation of paragraph 20(a)(b) of IFRS 11 Joint Arrangements (‘IFRS 11’). When the
decommissioning commences the operator will have to pay for the whole decommissioning work
performed and the other partners will settle their share of the decommissioning obligation through the
operator.
In certain jurisdictions the government requires that each joint operation submits a plan to the
government in which it sets out in detail what the decommissioning plan looks like. This plan needs to
be signed by all parties to the joint operation. However, the operator will enter into the contracts in its
own name as it has the mandate from the other partners to commit to these contracts on behalf of the
joint operation.
The current decommissioning obligations are recognised on a net basis, meaning that each partner
recognises its share of the obligation, an agenda decision regarding an interpretation of IFRS 16 should in
our view not trigger a fundamental change in accounting.

Finally, paragraph BC43 of IFRS 11 sets out the IASB Board’s objective when developing IFRS 11:
The Board believes that the accounting for joint arrangements should faithfully reflect the rights and obligations that the
parties have in respect of the assets and liabilities relating to the arrangement. In that respect, the Board observes that the
activities that are the subject of different joint arrangements might be operationally very similar, but that the contractual terms
agreed by the parties to these joint arrangements might confer on the parties very different rights to the assets, and obligations
for the liabilities, relating to such activities. Consequently, the Board believes that the economic substance of the arrangements
does not depend exclusively on whether the activities undertaken through joint arrangements are closely related to the activities
undertaken by the parties on their own, or on whether the parties are closely involved in the operations of the arrangements.
Instead, the economic substance of the arrangements depends on the rights and obligations assumed by the parties when
carrying out such activities. It is those rights and obligations that the accounting for joint arrangements should reflect.
Our view is that the governance in place and decision-making process of the joint operation establishes
the rights and obligations of the joint operators and, therefore, leads to the joint operation having the right
to use an asset and incurring the related liabilities, similar as concluded above. As a result, the joint
operation should account for those assets and liabilities and the joint operators should report their
proportionate share of the assets and liabilities of the joint operation in line with arrangements made
between parties based on the joint operating agreement.
Recommendations
As high-lighted at the beginning of this letter, the real issue is how joint operation accounting is applied
under IFRS 11. For this reason, we would welcome a Post-Implementation Review (‘PIR’) of IFRS 11 as
expected in accordance with the IFRS Foundation’s Due Process Handbook that requires the IASB to
conduct a PIR of each new standard. The Handbook states in 6.52 that:
The IASB is required to conduct a PIR of each new Standard or major amendment. A PIR normally begins after the new
requirements have been applied internationally for two years, which is generally about 30 to 36 months after the effective date.
IFRS 11 has been applied by IFRS reporters since January 1, 2013 (in the European Union since 2014).
We understand that the PIR for IFRS 11 is currently on the list of future PIRs that includes PIRs for IFRS
5, 10 and 12 as well.
If the Committee believes that there should be a change in the status quo, such change should be made as
part of a full review of IFRS 11. For this reason, we would like to urge that this PIR takes place sooner
rather than later, where this issue can be addressed more holistically and its interaction with IFRS 16. We
hereby offer our assistance in an IFRS 11 PIR to provide our views and that of the sector as this topic is
highly significant to our company and the Oil & Gas industry.
Additional observation
Some might argue that gross accounting is required as this would be consistent with the financial asset /
financial liability off-setting principles in IAS 32 Financial Instruments: Presentation. Whilst, this assumes
that the operator would be off-setting a receivable against the lease obligation, the argument cannot apply
since, as explained above, there is no receivable under the current tentative agenda decision. Net
accounting arises through the mechanics of joint arrangement accounting with the operator accounting for
its share of the liabilities incurred jointly with other parties to the joint arrangement, again bearing in mind
that the joint operator is the customer from an accounting perspective (under IFRS 16) and that the
operator is acting as an agent for the joint operation (by analogy under IFRS 10).

Jayne Hodgson
Chief Accounting Officer & Head of Group Control

BP p.l.c.
1 St. James’s Square
London
SW1Y 4PD

19 November 2018
Ms S. Lloyd
IFRS Interpretations Committee
7 Westferry Circus,
Canary Wharf,
London E14 4HD

Dear Ms Lloyd,

Direct 020 3401 4041
jayne.hodgson@uk.bp.com
www.bp.com

IFRS Interpretations Committee tentative agenda decisions on IFRS 11 Joint Arrangements
– September 2018
We welcome the opportunity to comment on the tentative agenda decision made by the
IFRS Interpretations Committee at its September meeting in relation to IFRS 11 Joint
Arrangements. Whilst we do not frequently comment on the agenda decisions of the
committee, we do, in this instance, wish to comment as the issue is highly significant to
the oil and gas industry.
In summary, we disagree with the conclusion reached by the committee as we do not
believe it reflects the economic substance of these arrangements. In our opinion, the
committee’s tentative agenda decision will result in an accounting outcome that is likely to
be difficult for users of the accounts to understand and may, as a consequence, lead to the
use of new or amended alternative performance measures in order to adequately explain
the economic substance of these arrangements. In particular, the presentation of key
metrics such as net debt and gearing will be significantly affected and the resulting
presentation of cash flows will adversely affect the ease with which communication can be
made to investors of how entities balance their sources and uses of cash.
In our opinion, the committee’s tentative agenda decision:
•

does not reflect that a joint operation could be a reporting entity;

•

is based on legal form rather than the economic substance of the arrangements;

•

is based on an inconsistent and counterintuitive application of IFRS 16 B11 as a
result of which an operator would report a lease liability without having control of a
right-of-use asset; and

•

does not reflect that the operator could not enter into a lease ‘on behalf of’ a joint
operation without the unanimous consent of the parties to the joint operation.

We believe that the economic substance of the fact pattern described by the submission
can, in certain specific circumstances, be the same as if either the joint operators had all
signed a lease agreement or if a joint operation structured through a separate vehicle had
signed a lease agreement in its own name.
We also believe that this is a complex issue for which guidance in IFRS 11 and IFRS 16 is
not currently sufficiently clear. We believe the lack of clarity and diverse views on this
matter mean that the question submitted should not be resolved through a decision to not
add the matter to the committee’s standard-setting agenda, rather we believe it should be
addressed through amendments to IFRS 11 and IFRS 16.
We note that the Board has identified this matter as one for its consideration when it
undertakes the post-implementation review of IFRS 11. We question whether in making
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an agenda decision on this submission, the outcome of the Board’s consideration of the
matter is being pre-judged.
Furthermore, in our view, the question submitted is narrow in scope and the committee’s
response to it does not provide full clarity on the appropriate accounting in these
arrangements. We believe that a number of consequential questions remain unanswered
but we have restricted our comments to those that relate directly to the tentative agenda
decision published by the committee. Whilst we have concerns about parts of the analysis
presented in the staff paper that were not addressed by the committee, in particular the
existence of a sub-lease, we have not addressed those concerns in our response. We
believe that this lack of clarity is likely to lead to diversity in practice upon implementation
of IFRS 16.
Our detailed comments are set out in the appendix to this letter. If you wish to discuss any
of the comments in this letter, we would be happy to do so.
Yours sincerely,
/s/ Jayne Hodgson
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Appendix
Terminology
We note the use of the term ‘lead operator’ in the committee’s agenda decision and the
related staff paper. We believe the use of the word ‘lead’ could be misleading as it could
be inferred to denote a greater level of control over decisions than is appropriate. We
believe ‘the operator’ is a more appropriate term as the entity performing this role acts
according to the decisions made by the joint operators (as defined by IFRS 11) as they
exercise their joint control over the joint arrangement. In our response below, therefore,
we have used the term ‘operator’ rather than ‘lead operator’.
Analysis

(a) IFRS 11 and the reporting entity
IFRS 11 requires the partners to account for their share of the assets and liabilities of a joint
operation. There is no specific guidance, however, on joint operation accounting relating to
unincorporated entities in IFRS 11 and it is not clear whether the standard considers a
‘reporting entity’ to exist in such arrangements. In our view, even if a joint operation is not
an incorporated body, this does not preclude it from being a reporting entity. The
conceptual framework confirms that a reporting entity need not be a legal entity. It follows
that a joint operation can be a reporting entity and prepare its own balance sheet. In our
view, this means that an unincorporated joint operation could incur liabilities, for which the
joint operators would then account for their share. IFRS 11 provides no guidance,
however, on what is meant by ‘liabilities incurred jointly’. It could be inferred into the
committee’s tentative agenda decision that it is impossible for an unincorporated joint
operation to ever have liabilities of its own and, therefore, impossible for a joint operator to
ever report a share of liabilities incurred by the joint operation. If this is the case then this
should be made clear by amending IFRS 11. Such a conclusion would, however, in our
view:
(a) be counter to the statement in the conceptual framework that a reporting entity
need not be a legal entity; and
(b) represent a significant difference, based on legal form rather than economic
substance, from the accounting that would be required if a joint operation
structured through a separate vehicle entered into a contract.
We also believe that clear guidance is needed in IFRS 11 on how the operator, acting at the
direction of an unincorporated joint operation, should report transactions that it enters into
on behalf of the joint operation.

(b) Interaction of IFRS 11 and IFRS 16
We agree with the conclusions in paragraphs 21 and 22 of the staff paper considered by
the committee at its September 2018 meeting. We do not, however, agree with the
accounting outcome described by the tentative agenda decision with regards to the fact
pattern described in the submission and do not believe that such an outcome reflects the
economic substance of these arrangements, rather it is conclusion based on legal form.
We support the view that the economic substance of the arrangements can only be
established by consideration of both the lease contract and the joint operating agreement
together. We believe, therefore, that the economic substance of the fact pattern described
by the submission can, in certain specific circumstances (see our alternative proposal
below), be the same as if either the joint operators had all signed a lease agreement or if a
joint operation structured through a separate vehicle had signed a lease agreement in its
own name.
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Paragraph BC43 of IFRS 11 explains the board’s objective in developing IFRS 11, that the
accounting for joint arrangements should faithfully reflect the rights and obligations that the
parties have in respect of the assets and liabilities relating to the arrangement. Our view is
that the decision-making process of the joint operation establishes the rights and
obligations of the joint operators and, therefore, leads to the joint operation having the right
to use an asset and incurring the related liabilities. As a result the joint operation should
account for those assets and liabilities and the joint operators should report their shares.
We think it is inconsistent and counterintuitive to conclude that a lease can be entered into
on behalf of a joint arrangement, and that the joint arrangement is the customer in such
cases, for the purposes of identifying a lease (as described by IFRS 16 B11), but that the
lease is not then accounted for as having been entered into by that joint arrangement,
rather it is accounted for as having been entered into by the operator.
Having concluded a joint arrangement is the customer in a lease, our view is that an entity
should then apply the rest of IFRS 16 in a way that is consistent with that conclusion. We
do not believe that paragraph BC126 explicitly supports a conclusion that interpretation of
paragraph B11 should be restricted only to the identification of a lease, rather it only
clarifies that the joint arrangement can be the customer. In our view, if the intent of IFRS
16 B11 was that a joint arrangement can be a customer in a lease but would not account
for that lease as such then this should be clarified in the standard as it is a fundamental
concept that has not been adequately explained.
If the lease is entered into on behalf of the joint arrangement, the joint arrangement has the
rights to the economic benefits of the asset. If how and for what purpose such assets are
used would require the unanimous consent of the joint operators then we believe that the
joint arrangement is the lessee, not the operator. As a result of the decision-making
processes of the joint arrangement, the joint operators have the right to control the use of
the asset throughout the period of use as described by IFRS 16 BC126 even if the operator
is the sole signatory to the lease. The operator does not have the right to control the use
and, therefore, cannot be the lessee – it must act according to the unanimous consent
decisions of the joint operators.
The lease liability is also incurred jointly by all joint operators as the joint arrangement is the
customer and, therefore, the lessee – the joint operators incur their share of the lease
liability consciously through the decision-making mechanisms of the joint arrangement.
The application of IFRS 11, therefore, in our view, would result in each joint operator
recognising its share of this liability incurred jointly (otherwise expressed as being incurred
by the joint operation ‘reporting entity’) in accordance with IFRS 11 para 20(b), rather than
the operator considering the liability to be its own. In effect, the operator is acting as an
agent for the joint operation.
The operator could not enter into significant lease contracts on behalf of a joint
arrangement, such as for drilling rigs and floating production, storage and offloading
facilities, which would be part of the relevant activities of the joint arrangement, without
being directed to do so by the joint operators. The impact on the operator of bringing lease
liabilities for such assets, which may be leased for the life of an oil or gas field and are
clearly dedicated to that joint arrangement, onto its balance sheet could be highly
significant and not reflective of the substance of the arrangements.

(c) Primary responsibility
We note that the conclusion reached by the committee is based on a concept of primary
responsibility for the obligation and that this phrase is key to the tentative agenda decision.
This would appear to us to be a legal form-based concept. We note the term’s use in IFRS
9 in relation to derecognition of financial liabilities and the use of ‘primarily responsible’ in
IFRS 15 in relation to agency arrangements but do not believe this to be a defined or
adequately explained term in IFRS and so have concerns that its use will leave the
committee’s agenda decision open to interpretation.
4

(d) Alternative approach proposed
In our view, when an operator enters into a lease on behalf of a joint operation, that lease
should be accounted for by the joint operation and the joint operators should account for
their share of the assets and liabilities of the joint operation. We believe that an operator
enters into a lease on behalf of a joint operation if the joint operators are required to
unanimously agree on the asset to be leased, the key terms of the lease agreement and
any subsequent significant changes in how and for what purposes the asset is used.
Due process
We note that the Board has identified this matter as one for its consideration when it
undertakes the post-implementation review of IFRS 11. We question whether in making
an agenda decision on this submission, the outcome of the Board’s consideration of the
matter is being pre-judged. This, together with our view that there is a significant lack of
clarity in IFRS 11 and IFRS 16 and the clearly divergent opinions that have been expressed
on this topic, even within the IFRS Interpretations Committee, make us question whether a
decision not to add this to the committee’s standard-setting agenda is the appropriate
method of addressing the question submitted. In our view, the tentative agenda decision
should not be finalised, rather a more holistic review of joint operation accounting should
be undertaken as part of the post-implementation review of IFRS 11.
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Mrs Sue Lloyd
IFRS Interpretations Committee Chair
7 Westferry Circus, Canary Wharf
London, UK, E14 4HD
United Kingdom

Paris, November 20, 2018

Dear Mrs Lloyd,

Re: September 2018 Committee’s proposed agenda decisions- IFRS 11 Joint Operations

We welcome the opportunity to comment on the above-referenced proposed agenda decision.
Why we are commenting
As a capital intensive industry, telecom operators deploy some of their wireline or wireless infrastructure in
cooperation with their competitors under various contractual arrangements. The sector being a key
economic infrastructure, such sharing arrangements are usually subject to rule-making by sector
/competition regulatory bodies that affects the contractual arrangements.
Shared infrastructure covers both wireless and wireline operations:
- e.g. sharing of passive elements like mobile site and pylons ( up to sharing more active equipment),
- e.g. sharing of optical fibers (backhaul, transport or distribution network).
The sharing of infrastructure may take the form of open commercial offers or may involve a framework
agreement that organizes the joint control over assets or activities; in that case, a usual organization is that
each joint operator takes responsibility of a geographic area ensuring reciprocity and equality of
contributions.
In some cases, the sharing of the infrastructure under a JOA has been introduced years after the
deployment of the infrastructure and its historical contracts, and the design of the joint arrangement must
address the interaction between those historical contracts and the newly created rights and obligations; in
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other cases, when created at the time of deployment, the sharing of the infrastructure under a JOA is very
often built on a complex characterization of the rights and obligations to adapt the legal categories to the
regulation’s requirements.
Those arrangements typically require an IFRS 11 and IFRS 16 analysis and of their interplay:
- In terms of IFRS 11, unless specifically required by regulation, those arrangements take the form of
joint operations rather than joint ventures because the parties are not interested in having control of
net assets and more prosaically the latter structuration requires more administrative and contractual
steps to transfer assets and contracts or because the regulator imposes a lead operator.
- In terms of IFRS 16, among the often debated questions are determining the existence of identified
assets in the arrangement and the “unit of account”.
- But the key issue we have been facing is the interplay of IFRS 11 and 16: we are not surprised by
the question asked to the Interpretation Committee as we had flagged it as soon as we started our
implementation of IFRS 16. Alas, the Board elected not to address the suggested topic A16 made
during the 2015 Agenda Consultation process and none of the large audit firms were able to provide
us with a clear guidance until now. Therefore, we had to develop an accounting policy based on the
economics of the joint arrangement, i.e. a global assessment of the combined rights and obligations
of the JOA, the particular contracts, the ancillary agreements, the guarantee, indemnity or surety
clauses.

Why the timing of a definitive agenda decision is untimely
First of all, we do not understand why the decision made in April 2016 by the Board to use the forthcoming
PIR review of IFRS 11 to investigate the complexities arising from IFRS 11 (including “the interaction
between the expected lease standard and joint operation accounting”) has not been retained.
More importantly, the implementation of IFRS 16 has been for the industry a significant challenge not only
by the volume of leases and the significance of the IT, training, process and internal control deployment, but
also by the very short timeline for the implementation.
The proposed decision affects a number of joint operations with a very significant number of leases: it will
require the reassessment of the interplay of the lease contracts with the JOA. We expect it will require a
complex analysis of the lease and joint arrangement to identify which lease is a joint arrangement lease or
one of the joint operator; then when the presence of a head-lease is concluded, a further analysis of how to
account for the ‘sublease’ will be needed (ref also to next section about the classification of the sublease).
Those analyses will have to be transcribed into the systems and audited. Finally, the budget and internal
targets as well as our guidance to investors will need to be updated. Other dimensions that need
consideration are covenants, regulatory accounting, pricing tests under competition regulation, etc.
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Therefore, we do not believe that a definitive agenda decision has any chance of being implementable for
the January 1, 2019 effective date and most likely not for the first interim financial information to be
published in Q1 2019.
Also, we note that until the contemplated IAS 8 amendment regarding agenda decisions acknowledging that
an immediate application is finalized by the IASB and endorsed by the European Union, preparers will be
exposed to the potential consequences of a strict reading of the application date of agenda decisions.

Why an amendment should be considered rather than an agenda decision
Although we understand the reasoning developed by the staff for IFRS 16.B11 (and BC 126) and IFRS
16.20(b) (and BC43), we note that it is the (mis)understanding of this guidance that led not to consider the
applicability of IFRS 9 derecognition rules to lease liabilities scoped in per IFRS 9.2.1 (b) (ii). We believe the
past discussions we had with audit firms demonstrates that the common reading of these paragraphs
remained obscure until now. This supports the idea that as a minimum a clarification would be more
appropriate.
In addition, the tentative agenda decision that has been published emphasizes that the request asked about
the recognition of the liabilities by the lead operator. As a consequence it does not include any guidance
about the right of use discussed in §25-35 of the AP3. In those paragraphs, the staff assumes that the
sublease would be classified as a finance lease enabling derecognition of a portion of the head-lease ROU
in favor of a Net Investment in sublease. If that assumption is not met, the right to the payment of the
sublease by the other joint operator is not recognized at inception (operating lease accounting).
We have two concerns with this:
First, we note that the guidance in IFRS16 about the sublease classification by an intermediate lessor is
extremely limited beyond the fact that the classification is made by reference to the head-lease rather than
the underlying asset (B58): the finance lease classification in illustrative examples 20 (IE8) assumes the
sublease is for the full surface of the head-lease and the remaining head-lease term. How this alignment of
term or the applicability of the other criteria (IFRS 16.61-66) is established is not developed: what is the
equivalent of transferring substantially all the risks and rewards incidental to ownership of an underlying
asset that is a lease? We believe the determination is likely to be extremely complex or judgmental as the
perfect match considered by the standard or the AP will be more representative of pass-through leases.
Secondly, when applied to a sharing of leases, the representation faithfulness and usefulness of an
operating sublease classification would also be questionable. As contributions of infrastructure are
frequently reciprocal or even equal, the agenda decision could lead to presenting 150% of lease liabilities
(100% of joint operator A lease and 50% of joint operator B sublease to joint operator A) and 150% of lease
assets (id, when the sublease cannot be characterized as a finance lease of the headlease). Furthermore,
this accounting outcome may discourage infrastructure sharing between joint operators in favor of third
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party intermediation structures when allowed by regulation, or increase its costs by moving to joint venture
type arrangements. Either way, better capital allocation may not be achieved. Finally, a question may arise
as to whether operating lease revenue and expense related to the subleases should be recognized if one
would consider a similar reasoning to IFRS 15.5 (d) or 6 or 9 (d).
We therefore believe that the original scope of the question should be extended (to the asset side) and
further outreach is needed.

If you would like to discuss our comments further, please do not hesitate to contact us at
nicolas.depaillerets@orange.com and mariececile.lajoie@orange.com .
Yours sincerely,

/s/ Nicolas de Paillerets

/s/ Marie-Cécile Lajoie

Nicolas de Paillerets
Orange
Director of Accounting Principles

Marie-Cécile Lajoie
Orange
Director of IFRS projects

Orange is a European communication services provider that is reporting in accordance with IFRS as
adopted by the E.U. and is listed on EuroNext and NYSE.
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The Chairman of the IFRS IC
Columbus Building, 7
Westferry Circus
Canary Wharf
London E14 4HD.

21 November 2018

Dear Ms Lloyd,

Re : Tentative agenda decision “IFRS 11 : Liabilities in relation to a Joint operator’s interest
in a joint operation”
We welcome the opportunity to comment on the above tentative agenda decision published
in September 2018, since we have two main concerns relating to this tentative decision.
The first concern relates to the timetable:
We do not think that it is appropriate to publish an agenda decision that would certainly affect
significantly the accounting for some lease contracts, only few weeks before the effective
transition date of IFRS 16.
Actually, even though the Committee has decided not to specify how the “primary lessee” will
have to account subsequently for its rights to recover some of the lease costs, we understand
that the mechanism to be used would be that of a sublease. Sublease mechanisms are quite
complex to implement in the context of IFRS 16 restatements and require specific parameters
that have not necessarily been anticipated by the entities concerned by the joint operation
(JO) lease contracts. The proposed accounting treatment will therefore be quite disruptive
and has not been planned for.
Our second concern is that we believe that the tentative decision fails to depict appropriately
the substance and the reality of the whole transaction by focusing only on one aspect.
The analysis provided in the staff paper and reflected in the tentative agenda decision does
not properly reflect the way the operations are conducted in practice and therefore does not
reflect the legal substance of the various arrangements that are involved. The tentative
agenda decision focuses only on one part of the arrangements, that is, the lease contract. It
fails to address the fact that the key substance and the combined legal effect of the

arrangements (the lease contract and the joint operating agreement) result in the lead
operator entering into an agreement on behalf of the joint operation.
In such a context, contracts entered into with the lessor go much further than a mere recourse
clause against other joint operators in the event of non-payment by the lead operator.
Contracts generally specify not only the lead lessor but also other participants, i.e. joint
operators other than the lead operator, since the latter is entitled to assign the contract to
any participant without requiring the consent of the service provider (the lessor in this case).
Lessors are aware that the lead operator enters into the contact because it operates on behalf
of the members of the JO and lessors are also aware that operatorship might be transferred
to any other participant. There would be no contract with the lessor if there was no JO.
We therefore believe that in these circumstances, the other members of the JO should be
considered also as primary obligors and not merely as sureties.
In previous discussions about joint operations (July 2014 agenda paper 2B), the committee
concluded that a guarantee contract could affect the rights and obligations of all parties to a
joint operation. We therefore consider that the Committee cannot today deny that it is the
substance of all the elements of the arrangement taken as a whole that should be accounted
for. We believe that the Committee should not disregard the cases where the joint
arrangement impacts the rights and obligations of each operator with external contracts.
We are also troubled by the absence of any discussion about the subsequent accounting for
the ROU in the tentative agenda decision. We believe that the Committee should analyse the
whole accounting treatment with a consistent assessment of the effect of the joint
arrangement on both liabilities and the assets of all operators.
We therefore recommend that the committee
1/ Defer the publication of the agenda decision and undertake a more holistic analysis that
may lead to an amendment of the current standard.
2/ Otherwise, be much less radical in its conclusions and if published, an agenda decision
should only conclude that the accounting treatment should be established in a case-by-case
assessment based on all specific facts and circumstances.
If you require any clarification or information, please do not hesitate to contact us.
Yours sincerely,
ACTEO

AFEP

MEDEF

Patrice MARTEAU
Chairman

François SOULMAGNON
Director General

Agnès LEPINAY
Director of economic
and financial affairs

Canadian Accounting Standards Board
277 Wellington Street West,
Toronto, ON Canada M5V 3H2
T. 416 977.3222 F. 416 204.3412
www.frascanada.ca

November 21, 2018

(By e-mail to ifric@ifrs.org)

IFRS Interpretations Committee
Columbus Building
7 Westferry Circus
Canary Wharf
London E14 4HD
United Kingdom

Dear Sirs,
Re: Tentative agenda decision on IFRS 11 Joint Arrangements – Liabilities in relation to a joint
operator’s interest in a joint operation
This letter is the response of the staff of the Canadian Accounting Standards Board (AcSB) to the IFRS
Interpretations Committee’s tentative agenda decision on liabilities in relation to a joint operator’s interest
in a joint operation. This tentative agenda decision was published in the September 2018 IFRIC® Update.
In formulating the views expressed in this letter, we discussed the tentative agenda decision with
members of the AcSB’s IFRS® Discussion Group.1 The Group consists of members with a range of
backgrounds and experience, including preparers, users and auditors of financial statements prepared in
accordance with IFRS Standards.
We agree with the Committee’s decision not to add this item to its agenda for the reasons set out in the
tentative agenda decision. Based on the limited facts included in the submitter’s request, addressing only
the accounting by the lead operator for its obligations to the lessor is appropriate. We agree that the
liabilities a joint operator recognizes include those for which it has primary responsibility.
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The Group discussed this tentative agenda decision at its October 16, 2018 meeting as part of the topic, “IFRS 11 and
IFRS 16: Identifying the Customer in a Lease Contract for the Use of Assets by a Joint Arrangement.”
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We understand that the terms and conditions in joint arrangements can differ and therefore, could affect
the accounting outcome. As such, we suggest that the agenda decision acknowledge this point as part of
explaining how the terms and conditions could affect a joint operator’s identification of the liabilities it
incurs, and those it incurs jointly with other parties to the joint arrangement.
We would be pleased to elaborate on our comments in more detail if you require. If so, please contact me
at +1 416 204-3476 (e-mail lcheng@acsbcanada.ca), or, alternatively, Davina Tam, Principal, Accounting
Standards at +1 416 204-3514 (e-mail dtam@acsbcanada.ca).
Yours truly,

Lester Cheng, CPA, CA
Director, Canadian Accounting Standards Board
lcheng@acsbcanada.ca
+1 416 204‐3476
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Organismo Italiano di Contabilità – OIC
(The Italian Standard Setter)
Italy, 00187 Roma, Via Poli 29
Tel. +39 06 6976681 fax +39 06 69766830
E-mail: presidenza@fondazioneoic.it
IFRS Interpretations Committee
Columbus Building
7 Westferry Circus
Canary Wharf
London E14 4HD
United Kingdom
ifric@ifrs.org
23 November 2018
Re: IFRS Interpretations Committee tentative agenda decisions published in the
September 2018 IFRIC Update
Dear Ms Lloyd,
We are pleased to have the opportunity to provide our comments on the IFRS
Interpretations Committee (“the Committee”) tentative agenda decisions included in the
September 2018 IFRIC Update.
Our comments refer to the following tentative agenda decisions:
•

Assessment of promised goods or services (IFRS 15 – Revenue from Contracts with
Customers);

•

Liabilities in relation to a joint operator’s interest in a joint operation (IFRS 11 – Joint
Arrangements);

•

Investment in a subsidiary accounted for at cost: step acquisition (IAS 27 - Separate
Financial Statements);

•

Deposits relating to taxes other than income tax (IAS 37 – Provisions, Contingent
Liabilities and Contingent Assets);

•

Load following swap (IFRS 9/IAS 39 Financial Instruments).
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[...]

Liabilities in relation to a joint operator’s interest in a joint operation
We note that paragraph B11 of IFRS 16 states that (emphasis added): “contract to receive
goods or services may be entered into by a joint arrangement, or on behalf of a joint
arrangement, as defined in IFRS 11 Joint Arrangements. In this case, the joint
arrangement is considered to be the customer in the contract. Accordingly, in assessing
whether such a contract contains a lease, an entity shall assess whether the joint
arrangement has the right to control the use of an identified asset throughout the period of
use ”.
This paragraph is not mentioned in the tentative agenda decision. In our view, this
paragraph is important, because it seems to say that if a joint operator signs a lease contract
on behalf of a joint arrangement, then the joint operation (and not the lead operator) is the
customer of the contract. Thus, according to this paragraph, the lead operator should
recognise only its share of any liabilities incurred by the joint operation.
We understand that many companies in the extractive industry are interpreting paragraph
B11 of IFRS 16 in this way. Consequently, we do not agree with the Committee’s conclusion
that the requirements in existing IFRS Standards provide an adequate basis for the lead
operator to identify and recognise its liabilities in relation to its interest in a joint operation.
[...]

Should you need any further information, please do not hesitate to contact us.
Yours sincerely,
Angelo Casò
(Chairman)
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Global Financial Reporting Collective
incorporating the Pacioli Initiative
globalfrcollective@gmail.com

17 November 2018
IFRS Interpretations Committee
IFRS Foundation
Columbus Building
7 Westferry Circus
Canary Wharf
London
E14 4HD
United Kingdom

The Global Financial Reporting Collective is pleased to offer its comments on the Tentative
Agenda Decision— Liabilities in relation to a joint operator’s interest in a joint operation.
We agree with the conclusion reached in the Tentative Agenda Decision. The parties that sign
a lease are the parties with whom the lessor has a contractual relationship. The signatories might
well have a claim from other operators through a joint agreement but that is their receivable.
The staff paper states that “(a)lthough the question relates to the application of IFRS 11, it is
very much linked to the application of IFRS 16 Leases.” In fact, there are over 20 references to
IAFRS 16 in the staff paper discussed in September. There are no references to that Standard in
the Tentative Agenda Decision. We think a final Agenda Decision needs to refer to IFRS 16 and
state that IFRS 16.B11 does not relieve the signatories of their primary obligations, as the paper
explains. Without that explanation the Agenda Decision lacks the substance and clarity we need
to understand why IFRS 16.B11 does not establish a joint obligation.
As it stands you use the general requirements in IFRS 11.20(b) to justify the recognition of the
gross liability. IFRS 11.21 says we need to account for those liabilities “in accordance with other
IFRSs applicable to the particular … liabilities ...” We can understand why someone would look
to IFRS 16.B11 if they follow IFRS 11.21. We also understand why IFRS 16.B11 does not create
a joint liability but the Tentative Agenda Decision gives no hint of that thought process. We think
it is fundamental to the Agenda Decision.
The Agenda Decision does not cover the accounting by the other joint operators, or how the
primary operator accounts for the amounts receivable from those other operators. We agree that
this need not be part of the Agenda Decision. It was not one of the questions that the Committee
was asked to answer. However, there is a bigger issue here.
The staff paper does discuss how the other operators should account for this, characterising it
as a sub-lease. When we listened to the recording of the meeting we heard several Committee
members state that they had concerns about that analysis. However, they were not allowed to
explain or discuss those concerns. This leaves us with a staff paper as a public document over
which there seem to be some doubts about the analysis. We do not know what the Committee
members were concerned about, although at least one said that they didn’t think it was a sublease.
We are sure that the staff did this additional analysis with the best of intentions. Having done
the analysis it needs to be discussed or withdrawn. The latter is not really practical. It is particularly
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worrying if it is not discussed yet it is obvious that some Committee members have concerns
about it.
We use staff papers to help students develop analytical skills. Listening to the Committee
discussions is also important. We now have doubts about some of the analysis in Paper 3 from
the September meeting. We also worry that joint operators will pick up this staff paper having no
idea that Committee members have expressed concerns about the analysis. The paper will have
far more visibility than the meeting recording and IFRIC Update makes no reference to the fact
that some members were concerned about the parts of the paper that were not discussed. The
only published reference we could find is in the IAS Plus summary of the meeting. That summary
states that “Several members said they had questions or concerns about the sub-lease parts of the
paper. These were not discussed in the meeting.”
We are not sure what you can do about this now. We support finalising the decision, subject
to discussing FRS 16 in the decision. We are not sure that discussing the accounting by the other
parties now is particularly helpful. However, if Committee members have concerns about the
analysis in Paper 3 it would be helpful if IFRIC Update acknowledged that. It would at least warn
people that the Committee has not discussed it and that people should not rely on that part of the
paper.
Thank you for considering our comments.

Global
Financial
Reporting
Collective

Global Financial Reporting Collective
20 November 2018
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