Basis for Conclusions on AASB 2022-3

This Basis for Conclusions accompanies, but is not part of, AASB 15. The Basis for Conclusions was originally
published with AASB 2022-3 Amendments to Australian Accounting Standards — Illustrative Examples for Not-for-
Profit Entities accompanying AASB 15.

Introduction

BClI

This Basis for Conclusions summarises the Australian Accounting Standards Board’s considerations in
reaching the conclusions in this Standard. It sets out the reasons why the Board developed the Standard, the
approach taken to developing the Standard and the bases for the key decisions made. In making decisions,
individual Board members gave greater weight to some factors than to others.

Reasons for issuing this Standard

BC2

BC3

BC4

BCS

BC6

The Board considered comments from stakeholders in the not-for-profit sector following the implementation
of AASB 15 Revenue from Contracts with Customers and AASB 1058 Income of Not-for-Profit Entities.
Some stakeholders were concerned that the analysis and accounting treatment set out in the cash scholarship
endowment example in Illustrative Example 3A accompanying AASB 1058 potentially was unclear and may
lead to diversity in the recognition of financial liabilities.

Stakeholders also noted concerns about the diversity of practice in accounting for upfront fees received by
not-for-profit entities recognised as revenue within the scope of AASB 15.

The Board noted feedback from not-for-profit private sector stakeholders that, despite having the accounting
policy choice to initially measure right-of-use assets arising under concessionary leases at cost under
AASB 16 Leases as amended by AASB 2018-8 Amendments to Australian Accounting Standards — Right-of-
Use Assets of Not-for-Profit Entities, uncertainty exists whether fair value information needs to be obtained
for such right-of-use assets. (For ease of reference in this Basis for Conclusions, ‘concessionary leases’ refers
to leases that have significantly below-market terms and conditions principally to enable the entity to further
its objectives.)

To address the feedback received, the Board proposed amendments to the illustrative examples in AASB 15
and AASB 1058. The Board also proposed to retain the accounting policy choice to initially measure right-
of-use assets arising under concessionary leases at cost on an ongoing basis, to provide certainty to not-for-
profit private sector lessees.

The Board decided to proceed with some of the proposed amendments, as set out in this Standard. This Basis
for Conclusions sets out the due process followed and the Board’s conclusions in determining the amendments
to be included in the Standard.

Issue of ED 318 Illustrative Examples for Income of Not-for-Profit Entities
and Right-of-Use Assets arising under Concessionary Leases

BC7

BC38

BC9

BC10

The Board’s proposals with respect to the amendments finalised in this Standard were exposed for public
comment in January 2022 through Exposure Draft ED 318 Illustrative Examples for Income of Not-for-Profit
Entities and Right-of-Use Assets arising under Concessionary Leases.

The significant issues considered by the Board in developing ED 318 are addressed in the following sections.

Income of not-for-profit entities

In developing ED 318, the Board considered comments from stakeholders that Illustrative Example 3A in
AASB 1058 may lead to diversity in the recognition of financial liabilities as it does not explain adequately
whether recognition of a financial liability is required for any funding received by an entity that is
subsequently directed to other recipients and income recognised for the portion retained.

The Board also noted concerns about the diversity of practice in accounting for upfront fees received by not-
for-profit entities. Where the not-for-profit entity recognised revenue within the scope of AASB 15 and a
non-refundable upfront payment is charged to the customer, AASB 15 paragraphs 22—-30, B48-B51 and F20—
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BC12

BC13
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F27 require an entity to assess whether the upfront fees relate to the transfer of a promised good or service. If
the upfront fees do relate to a transfer of goods or services, revenue is recognised over the time the service or
goods are provided rather than on receipt of the funds.

Stakeholders raised this issue from the perspective of diversity in practice, where some entities are deferring
revenue (and recognising a contract liability in accordance with AASB 15) and other entities are continuing
to recognise revenue on receipt of fees which, prima facie, look very similar. Stakeholders also indicated that
the principle of deferral is confusing to boards, management committees, members and other users as the
amounts received are not refundable. Stakeholders requested further guidance to clarify the principle and why
a contract liability is recognised when the funds will never be repaid.

The Board considered the stakeholder comments and assessed the feedback with reference to the AASB Not-
for-Profit Entity Standard-Setting Framework. Whilst the original conclusions in Illustrative Example 3A in
AASB 1058 are appropriate, the Board proposed amending the example to clarify the conclusion further and
adding an additional example to illustrate a contrasting scenario. The Board also proposed adding an
additional illustrative example to AASB 15 (Example 7A) to address the issues that stakeholders raised
regarding upfront fees received that are in the scope of AASB 15. The Board did not propose amendments to
AASB 15 and AASB 1058 in regard to other comments received from stakeholders and decided to consider
that feedback in the forthcoming post-implementation review of AASB 1058 and guidance for not-for-profit
entities in AASB 15. The Board also decided to provide further educational material to assist with the
application of these Standards.

Initial measurement of right-of-use assets arising under
concessionary leases

When the Board issued AASB 2018-8 Amendments to Australian Accounting Standards — Right-of-Use Assets
of Not-for-Profit Entities, it intended to reassess the accounting policy choice in AASB 16 Leases paragraphs
Aus25.1-Aus25.2 for the initial measurement of right-of-use assets arising under concessionary leases at cost
or fair value when it had finalised two other projects (as noted in paragraph BC10 to AASB 2018-8, which
accompanies versions of AASB 16 that incorporate those amendments). The two projects were the Not-for-
Profit Private Sector Financial Reporting Framework project and the project to provide further guidance to
assist not-for-profit entities in measuring the fair value of right-of-use assets.

Not-for-profit private sector lessees

The Board noted feedback from not-for-profit private sector stakeholders that, despite having the accounting
policy choice to initially measure right-of-use assets arising under concessionary leases at cost, uncertainty
exists whether fair value information needs to be obtained for such right-of-use assets. This uncertainty exists
because it is unclear whether the Board would be likely to require retrospective application of the initial fair
value requirement if it decides in the future to remove the accounting policy choice to initially measure such
right-of-use assets at cost. Stakeholders commented that if retrospective application was required, the
collection of fair value information for historical concessionary leases, particularly those leases that have been
in place for a significant period, would be costly and time consuming. At its November 2021 meeting, the
Board discussed the initial measurement requirements for concessionary right-of-use assets with a view to
providing certainty to not-for-profit private sector lessees.

The Board acknowledged that, conceptually, requiring right-of use assets arising under concessionary leases
to be initially measured at fair value is consistent with the accounting treatment applied to other assets
acquired on below-market terms and conditions and better reflects the value of the right-of-use asset obtained
by the lessee in its financial position and financial performance. However, the Board considered that the costs
required to obtain the fair value of such right-of-use assets would outweigh the benefits for not-for-profit
private sector entities. This is because:

(a) many not-for-profit private sector entities may not have the knowledge and experience in applying
the principles of AASB 13 Fair Value Measurement because they generally do not measure non-
financial assets at fair value. The cost and effort required to understand and apply AASB 13
requirements for the one-off purpose of initially recognising a right-of-use asset under a
concessionary lease might be considered unjustified,;

(b) some stakeholders have commented that the disclosures required by AASB 16, including the
requirements in AASB 16 paragraphs Aus59.1—Aus59.2, appear to provide sufficient information
to users of financial statements about concessionary leases for them to understand the effects of the
leases on the financial position, financial performance and cash flows of the entity, in the absence
of fair value information; and
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(c) some stakeholders have commented that recognising income resulting from initially measuring
such right-of-use assets at fair value, and the subsequent amortisation of the right-of-use assets,
might not meet the information needs of users of financial statements. This might particularly be
the case when a user is more interested in the entity’s expenses that need to be funded rather than
the value of an asset consumed during the financial period that would not need to be funded.

Therefore, having regard to the AASB Not-for-Profit Entity Standard-Setting Framework, the Board decided
to propose retaining the accounting policy choice in AASB 16 paragraphs Aus25.1-Aus25.2 on an ongoing
basis (ie with no plan to reconsider the accounting policy choice) for not-for-profit private sector lessees to
elect to initially measure a class of concessionary right-of-use assets at cost or fair value.

Not-for-profit public sector lessees

Regarding not-for-profit public sector lessees, the Board considered that a decision about the initial
measurement of right-of-use assets arising under concessionary leases should be deferred until additional
guidance on how to measure the fair value of such right-of-use assets is discussed.

The Board decided to consider outcomes of the concessionary leases part of the IPSASB’s current Leases
project and the Board’s Exposure Draft proposing modifications to AASB 13 for not-for-profit public sector
entities before reconsidering the application of fair value for concessionary leases in the not-for-profit public
sector.

The Board noted concerns raised by public sector stakeholders regarding the difficulty of measuring the fair
value of historical concessionary leases. However, the Board decided not to propose grandfathering
concessionary leases currently in place from a possible future fair value requirement at this time but to
consider grandfathering if in the future it considers removing the accounting policy choice to initially measure
right-of-use assets arising under concessionary leases at cost.

Finalisation of the ED 318 proposals

BC20

BC21

BC22

BC23

BC24

The Board received nine formal comment letters in response to ED 318. Following the consultation period,
and after considering the comments received, the Board decided to proceed with issuing this Standard, with
some changes from the proposals in ED 318.

Income of not-for-profit entities

The feedback received indicated that, whilst respondents to ED 318 did not raise concerns with the illustrated
application of the recognition and measurement requirements in the proposed amendments to the illustrative
examples in AASB 15, some of the respondents suggested that the proposed Illustrative Example 7A is too
generic and recommended that any changes be dealt with as part of the forthcoming post-implementation
review of the guidance for not-for-profit entities in AASB 15. The Board considered this feedback and noted
that the example is intended to assist not-for-profit entities with limited resources in the application of
AASB 15 requirements. The Board therefore decided to add the proposed Illustrative Example 7A to
AASB 15, incorporating some editorial improvements suggested by the respondents.

Most respondents to ED 318 did not support the proposed amendment to AASB 1058 Illustrative Example 3,
noting their concerns with the potential impact of the illustrated scenario and accounting analysis on current
practice. A majority of the respondents indicated the amendments were not desirable at this time and
recommended considering any amendments as part of the forthcoming post-implementation review of
AASB 1058. After considering the feedback from stakeholders, the Board decided to retain Illustrative
Example 3 in AASB 1058 without any amendment and to consider any changes as part of the post-
implementation review.

Initial measurement of right-of-use assets arising under
concessionary leases

Almost all respondents agreed with the Board’s decision to retain the accounting policy choice in AASB 16
paragraphs Aus25.1-Aus25.2 on an ongoing basis for not-for-profit private sector lessees to elect to initially
measure a class of right-of-use assets arising under concessionary leases at cost or at fair value.

The Board noted that some feedback received disagreed with the decision to consider outcomes of the
concessionary leases part of the IPSASB’s current Leases project and the Board’s proposals in Exposure Draft
ED 320 Fair Value Measurement of Non-Financial Assets of Not-for-Profit Public Sector Entities before
reconsidering the application of fair value for concessionary leases in the not-for-profit public sector. The
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Board acknowledged stakeholders’ concerns regarding the difficulty of measuring the fair value of historical
concessionary leases when developing the ED 318 proposals. The Board concluded that it is still appropriate
to defer a decision about the initial measurement of right-of-use assets arising under concessionary leases for
not-for-profit public sector lessees until additional guidance on how to measure the fair value of such right-
of-use assets is discussed.

Accordingly, after considering the feedback to ED 318, the Board decided to proceed with the proposals in
ED 318 to retain the accounting policy choice on an ongoing basis for not-for-profit private sector lessees and
to defer consideration of the accounting policy choice for not-for-profit public sector lessees until the Board
decides on any additional guidance for measuring the fair value of right-of-use assets under concessionary
leases. This decision would be made after considering the outcomes of the concessionary leases part of the
IPSASB’s current Leases project and the Board’s ED 320.

Effective date

BC26

The Board confirmed that the amendments would be effective for annual periods beginning on or after 1 July
2022, with earlier application permitted, as proposed in ED 318.

AASB 15-compiled 100 BASIS FOR CONCLUSIONS



	Obtaining copies of Accounting Standards
	Other enquiries
	Contents
	Comparison with IFRS 15
	Accounting Standard AASB 15
	Objective
	Meeting the objective

	Scope
	Recognition exemptions (paragraphs G22–G27)

	Recognition
	Identifying the contract
	Combination of contracts
	Contract modifications
	Identifying performance obligations
	Promises in contracts with customers
	Distinct goods or services

	Satisfaction of performance obligations
	Performance obligations satisfied over time
	Performance obligations satisfied at a point in time
	Measuring progress towards complete satisfaction of a performance obligation
	Methods for measuring progress
	Reasonable measures of progress



	Measurement
	Determining the transaction price
	Variable consideration
	Refund liabilities
	Constraining estimates of variable consideration
	Reassessment of variable consideration

	The existence of a significant financing component in the contract
	Non-cash consideration
	Consideration payable to a customer

	Allocating the transaction price to performance obligations
	Allocation based on stand-alone selling prices
	Allocation of a discount
	Allocation of variable consideration

	Changes in the transaction price

	Contract costs
	Incremental costs of obtaining a contract
	Costs to fulfil a contract
	Amortisation and impairment

	Presentation
	Disclosure
	Contracts with customers
	Disaggregation of revenue
	Contract balances
	Performance obligations
	Transaction price allocated to the remaining performance obligations

	Significant judgements in the application of this Standard
	Determining the timing of satisfaction of performance obligations
	Determining the transaction price and the amounts allocated to performance obligations

	Assets recognised from the costs to obtain or fulfil a contract with a customer
	Practical expedients

	Commencement of the legislative instrument
	Aus129.1 [Repealed]
	Appendix A Defined terms
	Appendix A.1 Australian defined terms

	Appendix B Application guidance
	Performance obligations satisfied over time
	Simultaneous receipt and consumption of the benefits of the entity’s performance (paragraph 35(a))
	Customer controls the asset as it is created or enhanced (paragraph 35(b))
	Entity’s performance does not create an asset with an alternative use (paragraph 35(c))
	Right to payment for performance completed to date (paragraph 35(c))

	Methods for measuring progress towards complete satisfaction of a performance obligation
	Output methods
	Input methods

	Sale with a right of return
	Warranties
	Principal versus agent considerations
	Customer options for additional goods and services
	Customers’ unexercised rights
	Non-refundable upfront fees (and some related costs)
	Licensing
	Determining the nature of the entity’s promise
	Sales-based or usage-based royalties

	Repurchase agreements
	A forward or a call option
	A put option

	Consignment arrangements
	Bill-and-hold arrangements
	Customer acceptance
	Disclosure of disaggregated revenue

	Appendix C Effective date and transition
	Effective date
	Transition
	References to AASB 9

	Withdrawal of other Standards
	Appendix E Australian simplified disclosures for Tier 2 entities
	AusE1 Paragraphs 110–129 and B87–B89 do not apply to entities preparing general purpose financial statements that apply AASB 1060 General Purpose Financial Statements – Simplified Disclosures for For-Profit and Not-for-Profit Tier 2 Entities.
	Appendix F Australian implementation guidance for not-for-profit entities
	Introduction
	Identifying whether a contract with a customer exists
	Customer
	Contract
	Enforceable agreement
	Commercial substance

	Identifying whether a performance obligation exists
	Allocating the transaction price to performance obligations
	Appendix G  Australian implementation guidance for not-for-profit public sector licensors
	Overview – Accounting framework for licences issued by not-for-profit public sector licensors
	Introduction
	Distinguishing a licence from a tax
	Non-contractual licences arising from statutory requirements
	Types of licences issued by not-for-profit public sector licensors
	IP licences
	Non-IP licences

	Identifying performance obligations
	Identifying the customer
	Identifying the goods or services
	Licences distinct from other goods and services

	Recognition exemption: low-value licences (paragraphs Aus8.1–Aus8.3)
	Recognition exemption: short-term licences (paragraphs Aus8.1–Aus8.5)
	Australian illustrative examples for not-for-profit entities
	Identifying performance obligations (paragraphs F20–F27)
	Allocating the transaction price to performance obligations (paragraphs F28–F32)
	Accounting for upfront fees (paragraphs F5–F27)

	Australian illustrative examples for not-for-profit public sector licensors
	Satisfaction of performance obligations (paragraphs 31–38)

	Compilation details Accounting Standard AASB 15 Revenue from Contracts with Customers (as amended)
	Table of Standards
	Table of amendments to Standard
	Table of amendments to guidance

	Deleted IFRS 15 text
	Basis for Conclusions on AASB 2016-8
	Introduction
	The need for change
	Amendments to AASB 9
	Non-contractual receivables arising from statutory requirements
	Amendments to AASB 15
	Terminology
	Customer
	Contract
	Enforceable agreements
	Identifying performance obligations
	Sufficiently specific requirements

	Allocating the transaction price to performance obligations
	Materiality

	Disclosures
	Effective date
	Illustrative examples
	Comparison with International Public Sector Accounting Standards


	Basis for Conclusions on AASB 2018-4
	Introduction
	Reasons for issuing this Standard
	Issue of ED 283 Amendments to Australian Accounting Standards – Australian Implementation Guidance for Not-for-Profit Public Sector Licensors
	Scope
	Features of licences
	AASB 1058 Income of Not-For-Profit Entities: distinguishing a licence from a tax
	Other Australian Accounting Standards
	The IPSASB
	ABS GFS Manual
	Other resources
	Terminology

	Application of Australian Accounting Standards
	AASB 16 Leases
	AASB 1059 Service Concession Arrangements: Grantors
	AASB 1058 Income of Not-for-Profit Entities
	AASB 15 Revenue from Contracts with Customers
	The scope of ‘contract’
	The scope of ‘goods and services’
	The scope of ‘ordinary activities’
	The Board’s conclusion on AASB 15

	Allocating a transaction between licences and taxes
	Accounting for revenue from licences in accordance with AASB 15 – alternatives considered
	What are the types of public sector licences?
	Applying specific guidance for IP licences in AASB 15 to various examples of licences
	Example: fibre-optic cable
	Example: abalone/fish

	Options for amending AASB 15 to account for revenue from licences

	Accounting for revenue from licences under AASB 15 – the chosen option
	Recognition exemptions for low-value and short-term licences
	Short-term licences
	Low-value licences
	Application to arrangements that are both short-term and low-value
	Low-value licences that have a high volume of transactions
	Application to NFP public sector IP licences

	Applying the principles of AASB 15 to non-IP licences
	Identifying performance obligations
	Identifying the customer
	Identifying what is a good or service

	Satisfaction of performance obligations
	Providing a rule to recognise revenue over time
	Variable consideration
	Effective date and transition
	GAAP/GFS convergence

	Basis for Conclusions on AASB 2022-3
	Introduction
	Reasons for issuing this Standard
	Issue of ED 318 Illustrative Examples for Income of Not-for-Profit Entities and Right-of-Use Assets arising under Concessionary Leases
	Income of not-for-profit entities
	Initial measurement of right-of-use assets arising under concessionary leases
	Not-for-profit private sector lessees
	Not-for-profit public sector lessees

	Finalisation of the ED 318 proposals
	Income of not-for-profit entities
	Initial measurement of right-of-use assets arising under concessionary leases
	Effective date


