a) Kit page 48 Router 19 Q3 (WARRANTS, REVENUE, DISPOSAL OF ASSOCIATE, LEASING)
REVENUE

The IFRS on revenue gives 2 modules

1. SALE OF GOODS

This revenue is recognised at the point risks and rewards are transferred.

2. SALES OF SERVICES

This revenue is recognised over the period of service and so in proportion with completion.

TV PROGRAMME

I can see that TV programme making could be interpreted as a service. But I am going to interpret this revenue stream as delivering intellectual property at a point in time.

PAYMENT

Exactly when risks and rewards transfer for the $5m basic revenue is not clear. But it is clear they must have transferred before the year end because the customer has paid. 

FINANCIAL STATEMENTS
So basic revenue of $5m should be recognised along with cost $4m and provided cost for the editing.

$400m

The above represents 4 times $100k for showing the programme. But the program has not been shown and so non of this revenue should be recognised.

Q3 b) Kit page 48 Router 19 - LEASING
REVALUATION PPE
Revaluation is optional for PPE but the policy must applied on all or nothing basis across a class.

PROPERTY

It would be usual to argue that films studios and office building are in one class called property

CONCLUSION

Therefore, I suggest that Router continue to apply the revaluation model across the whole class of property,

LEASING 

Currently leasing has two forms

· Finance lease (risk & rewards with the lessee)

· Operation lease (risk & rewards with the lessor)
LAND

But land life is infinite. Thirty years compared to infinity is miniscule. So the land should be treated as an operating lease and always should have been.
PPE

This prior adjustment is required to restate the comparatives.

CHANGED

Changing the terms of the lease means ripping up the old contract and writing a new one. So the old lease will be derecognised and the new lease will be recognised.

OLD LEASE

The old assets and liabilities will be taken off the B/S and then into P/L.

NEW LEASE

The new asset and liabilities will be brought on to the B/S at the present value (PV) of minimum lease payment. (MLP)

$10m

It appears the $10m is a payment to terminate the old lease and so this payment would follow the old lease into P/L.
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DISPOSAL of ASSOCIATE
The ownership of 25% gave us influence and an associate. The sale of 15% looses us that influence and gives us a disposal.

PROFIT

The profit on disposal is as follows

Actual sales proceeds
40

Deemed sales proceeds (@ disposal)
23

NCI
0

NA (200 x 25%)
(50)

Goodwill
5

Profit
8

SUPEREXEPTIONAL

The above would almost certainly be disclosed on the face of the P/L.

REMAINING

The remaining 10% is equity; so it would be carried at fair value. But the recognision of gains would depend on intent:

· To sell (classification FVTPL)

· To keep (classification FVTOCI) – NCA

FVTPL

I think that it is likely Router plan to sell the remaining 10%. So FVTPL would be accounted as follows:

Opening
23

Gain (I/S)
3

Closing
26
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WARRANTS

Warrants are described as “exercisable” so I guess they must be options. If the competitor exercises the competitors share ownership we go from 40% to 65%.

CONTROL

We have 60% ownership and so it looks like we have control at the year end. But control is the power to direct activities and so is defined by people behaviour and not by ownership.

CONCLUSION 1.

If it is unlikely that the warrants will be exercised then our 60% will continue and so we have control and a sub.

CONCLUSION 2

However, if it is likely that the warrants will be exercised shortly then our 60% will soon by 35% and so we would not have control and maybe an associate.

.

