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Dear Mr Upton 

Tentative agenda decisions: IFRS 11 application issues 

We appreciate the opportunity to comment on the IFRS Interpretations Committee’s tentative 
agenda decisions issued in the IFRIC Update November 2014: 

• IFRS 11 Joint Arrangements—Classification of joint arrangements: application of ‘other 
facts and circumstances’ to specific fact patterns; and 

• IFRS 11 Joint Arrangements—Accounting by the joint operator: recognition of revenue by a 
joint operator. 

We have consulted with, and this letter represents the views of, the KPMG network. 

We have concerns that the wording in these tentative agenda decisions could be interpreted in a 
manner not consistent with the current requirements under IFRS 11. 

Application of ‘other facts and circumstances’ to specific fact patterns – output sold at 
market price 

In addressing the potential classification of a joint arrangement as a joint operation, the tentative 
agenda decision notes that the parties would need to consider whether the cash flows provided by 
the parties to the arrangement through the purchase of the output at market price would be 
sufficient to enable the arrangement to settle its liabilities on a continuous basis. 

This may imply that an assessment is required of how likely it is that the cash flows from the 
purchase of output by the joint arrangement parties will be sufficient to repay the existing and 
future liabilities. It is not clear that this is the intention of the IFRS Interpretations Committee.  

An assessment of sufficiency is not part of the current requirements under IFRS 11, which are 
about exclusivity. IFRS 11.B32 indicates that the ‘other facts and circumstances’ test should 
consider whether the parties are substantially the only source of cash flow contributing to the 
continuity of the operations of the arrangement. Therefore, we believe that classification of the 
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arrangement as a joint operation is not precluded even if the cash flow from the purchase of the 
output can potentially generate insufficient cash flows to cover the arrangement’s liabilities – the 
parties can either voluntarily advance more funding to the arrangement or the operations will not 
continue – i.e. it is not a case of dual sources of cash contributing to the continuity of the 
operations (the parties and other sources). 

Application of ‘other facts and circumstances’ to specific fact patterns – financing from a 
third party 

We agree with the agenda decision that the repayment of third party financing does not preclude 
classification as a joint operation.  

However, the tentative decision appears narrowly drafted to refer only to repayment, whereas the 
issue, as shared earlier in the draft and in the Staff Paper, is third party finance more generally. 
We believe that the decision should address that broader circumstance, i.e. including when the 
arrangement has the facility to draw down such finance, and note that the Staff Paper was 
accepting of this (March 2014, agenda reference 5A, paragraphs 51 and 52). 

Accounting by the joint operator – recognition of revenue by a joint operator 

The tentative agenda decision indicates that a joint operator should not recognise revenue from 
the sale of output by the joint operation to the parties of the arrangement. We agree with this 
conclusion in most circumstances. 

However, when the purchase of output is not proportionate and at market price, we believe that it 
is appropriate for the party taking proportionally less output to recognise the rest of its ownership 
share as a sale to the other party to the arrangement. This is because in that case, that party is in 
substance selling some of its output to the other party of the arrangement, which is considered a 
third party to the selling party. 

The tentative agenda decision is not clear on this respect, and we are concerned that some may 
read the decision as setting out a blanket rule that would be applicable in any circumstance. 

Please contact Mark Vaessen or Mike Metcalf +44 (0)20 7694 8871 if you wish to discuss any of 
the issues raised in this letter. 

Yours sincerely 
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