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Meet FAT 
Further-Afield Telecom   

FAT is a rapidly expanding global communications 
company providing fixed and mobile services to  
consumer, enterprise and wholesale customers.   

FAT has been busy this year investing €4 billion!  Mr. 
Networker (CFO) is eager to understand the 
accounting implications of the: 

• recent acquisition of a 4G licence; 

• purchase of the right to broadcast the TV show 
"Everyone's Got Talent” for three years; 

• acquisition of Easybuy.com; and 

• purchase of an IRU on routes to FAT’s Asia 
markets. 
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To buy:  
FAT’s investment story 



PwC 

Question time: acquisition of a 4G licence 

FATconnect (FC), FAT’s mobile business, has acquired 700 MHz 
spectrum for €550m.  FC has an existing 2G/3G business.  The licence 
terms are as follows:    

• the spectrum can be used immediately (2013) for 12 years (to 2025) 

• €150m was due and paid in 2013 and four annual installments  of 
€100m p.a. are due from 2014 through 2017 

• the licence is non-cancellable unless there is a breach by FC 

• the spectrum can be traded with other operators 

 

 

How much should FC initially record for the licence in 2013? 
1) €150m – amount paid when the licence was awarded? 
2) €550m – total amount payable for the licence? 
3) €465m  - total amount payable  after discounting the annual instalments?  
4) I am not sure? 
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Question time: Everyone’s Got Talent #1 

• FATmedia (FM), FAT’s broadcast and TV business, recently 
acquired the rights to broadcast the live shows for Everyone’s Got 
Talent over three years for a total consideration of €250m 

• FM paid an advance of  €100m and will pay €50m p.a. at the 
beginning of each of the live show seasons 

• The production company DoRayMe (DRM)  is obliged under the 
contract to develop the concept, identify and manage the talent 
and produce the live shows for broadcast each year 

How much should FM initially record for the content? 
1) €100m – amount paid when the content rights were awarded? 
2) €250m – total amount payable over time? 
3) Record the amounts as they become payable to DRM? 
4) €220m, the total amount payable after discounting to present value? 
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Question time: Everyone’s Got Talent #2 

• FM also acquired rights to the back catalogue of Everyone’s Got 
Talent.  The archives cover Series 1-6. 

• FM pays €15m per annum and has the unlimited and non cancellable 
right to broadcast Series 1-6 for the next 5 years.  

How much should FM initially record for the archive content? 
1) €75m up-front as an asset? 
2) €15m per annum reflecting the right for each of the 5 years? 
3) €70m up-front as an asset (after taking into account the discounting 

impact)? 
4) Other? 
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PwC 

Question time: Everyone’s Got Talent #3 

• How should FM classify the content rights? 

How should FM classify the €100m paid? 
1) Intangible asset? 
2) Inventory? 
3) Prepayment? 
4) It depends? 
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PwC 

Acquisition of Easybuy.com 

• FATline, FAT’s fixed line business, has acquired an internet 
auction site – Easybuy.com  

• The auction site has a presence in Italy where there are no other 
such sites and a well established sales team in Glasgow. 

• The site has been growing rapidly and has contracts with a 
number of key internet site customers including eBay. 

  

What types of intangible assets might arise as part of the 
purchase price allocation? 
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FATline is purchasing Easybuy.com 
What intangibles should it record? 
 

BOLD = commonly found 
intangible assets  

(source: PwC) 

Contract-based 
  
• Licensing, royalty agreements 
• Service or supply contracts 
• Construction permits 
• Employee contracts 

Customer-related 
 
• Customer lists 
• Contractual relationships 
• Non-contractual relationships 
• Order/production backlog 

Marketing-related 
 
• Trademarks and tradenames 
• Trade dress 
• Internet domain names 
• Non-compete agreements 

Technology-based 
 
• Technology  
• Trade secrets 
• Databases  

Artistic related 
 
• Musical works 
• Video and audiovisual material 
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PwC 

Acquisition of Easybuy.com 

FATline has identified and valued the following intangible assets 
as part of the purchase price allocation under IFRS 3R: 

• Goodwill  

• The protected domain name 

•  A contracted relationship with eBay 

•  The brand name 
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FAT’s investment story 

€’millions Consumer Enterprise Wholesale Total Group 

4G licence 465 - - 465 

EGT content 175 - - 175 

Goodwill - 345 - 345 

Other  

intangibles 
 

- 
 

365 
 

- 
 

365 

CAPEX (1) - - 2,650 2,650 

Total 640 710 2,650 4,000 

FAT Group has invested €4 billion during the year. A summary 
by segment is set out below: 
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(1) The network is managed by Wholesale and cannot be allocated in a meaningful way to the other 
segments.  Hence all of the CAPEX is reported in Wholesale. 



Two years later..... 



PwC 

Two years on... economic downturn 

Times have been lean for FAT.  The economic downturn has 
continued and competitive behaviour around pricing has 
impacted margins significantly.  FAT has not been able to 
meet its forecasts this year.  FAT has compared its 
performance against budget across its business and 
concluded it has a triggering event for impairment.  

FATconnect is testing its 4G licence for recoverability. 

 

Which cash flows should FATconnect include when assessing the 
recoverability of its 4G licence? 
1) 4G generated cash flows only? 
2) Combination of 2G, 3G and 4G cash flows generated? 
3) FAT’s consolidated cash flows? 
4)  Any of the options above? 
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Two years on... economic downturn 

The FAT Group manages its global network through its Wholesale 
division.  The network is treated as a single asset and management 
cannot meaningfully allocate the asset base to individual segments 
outside of Wholesale.  It is possible to identify network assets which are 
located in a particular country or recorded in a specific legal entity.   

 

 Which CGU should FAT allocate the network to? 
1) Allocate based on the revenue to the three reportable segments – 

Consumer, Enterprise and Wholesale? 
2) The Wholesale segment? 
3) Based on legal structure? 
4) Treat the consolidated FAT group as a single CGU for the purposes of 

testing the network carrying value? 
5) It depends? 
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What to do with CAPEX? 

FAT uses its Board approved budget to determine the cash flows  to include in 
the impairment model, based upon value in use (VIU).  The budget included a 
capital expenditure budget of €1 billion and the expected revenue and margin 
from these investments.  Included are: 

• €300m for the extension of the mobile network into the north of Brazil 

• €100m for health and safety requirements related to the network data 
centres 

• €600m for success based capex – linked with the connection of customers to 
the existing networks. 

 

 
Should FAT include the CAPEX cash flows in the VIU calculation? 
1) Yes? 
2) Only the data centre capex and associated cash flows? 
3) Data centre and success based capex and associated cash flows? 
4) I do not know! 
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PwC 

Question time 

When using a Value-in-Use approach, which of the following 
areas have you found complicated during impairment 
reviews? 
 

1) Forecasting cash flows? 

2) Identifying the Cash Generating Units? 

3) Allocation of common costs and assets across the business? 

4) Separating enhancement capex from maintenance capex and the 
associated cash flows? 

5) Terminal value growth rate? 

6) Discount rate? 

7) Other? 
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To lease: 
 the Leasing Exposure Draft 



PwC 

Where it all began… 

 18 

June 2013 Global Communications GAAP Summit 



PwC 

Headlines for lessees 

• Right to control the use of an identified asset for a 
period of time Definition of a lease 

• All leases will be recorded on the balance sheet at 
inception 

Classification of 
leases 

• Income statement profile will depend on whether 
you have a Type A or Type B lease 

Expense recognition 
(Type A and Type B ) 

• Optional extension periods included if there is 
“substantial economic incentive” to extend Lease term 

• Only include variable lease payments if they are 
linked to an index or in substance fixed payments Initial measurement 

(variable lease payments) 
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PwC 

Mr Networker’s initial concerns.. 

• Will this impact my capacity arrangements, 
especially that IRU to Asia? Definition of a lease 

• How does this impact on FAT’s leverage ratios 
and our debt covenants? 

Classification of 
leases 

• I wonder what this is all about? Expense recognition 
(Type A and Type B ) 

• Interesting. For how long have we actually been 
leasing the same access lines and sites? Lease term 

• I need to look at our retail footprint! Initial measurement 
(variable lease payments) 
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PwC 

New lease proposals 
Definition of a lease 

A lease is a contract that conveys the right to use 
an identifiable asset (the underlying asset) for a 

period of time in exchange for consideration. 

Identifiable asset 

Explicit or implicit but depends on whether 
supplier has substantive right to substitute 

the asset.           

 

A physically distinct portion of an asset can 
be an identifiable asset. A capacity portion 

not physically distinct cannot  unless 
customer obtains substantially all the 

benefit 

Right of use of the asset  

Throughout the term of the contract the 
customer has the ability to direct the use 

and derive benefit from use of the 
identifiable asset 
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PwC 

Question time: FATinternational’s IRU #1 

• FATinternational (FI), part of FAT’s Wholesale division, enters into a 15-
year IRU over 3 specified and physically distinct dark fibres within a larger 
cable connecting South Africa to Hong Kong and Tokyo.  

• FI controls the use of the fibre pairs and is responsible for connecting the 
electronics to light the fibre. If the fibres are damaged, FI bears any loss of 
business and pays SLIM telecom (the supplier) for repairs and 
maintenance. 

Is this a lease under the new Lease ED? 

1) Yes 
2) No 
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Contractual 
Relationship 

Identifiable 
Asset? 

Right to 
Use? 

Y
e

s
 

 Y
e

s
  

Contract 

 
Customer has the ability to direct their use 
• Customer determines how, when and for 

what purpose the dark fibres are used 
 

Customer has the ability to derive the 
benefits from use of the dark fibres 
• Available for Customer’s use throughout the 

15-year term of the contract;  
• Cannot be used by any other party. 
 

 
 

 

 Y
e

s
 

Identifiable assets 
• 3 identifiable optic fibres 
• Explicitly mentioned in the contract 
• Physically distinct from other fibres 

 

Question time: FATinternational’s IRU #1 
Applying the definition of a lease in practice 
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PwC 

Question time: FATinternational’s IRU #2 
 

• FI enters a 15-year contract for the right to use a 3xSTM-4s of capacity 
(defined wavelengths) within a specified cable  connecting South Africa to 
Hong Kong and Tokyo.  

• The STM-4s are the equivalent to FI having the use of the full capacity of 3 
fibre strands within the cable (the cable contains 96 fibres with similar 
capacity).  

• SLIM (the seller) connects its electronic equipment and lights the fibre and 
makes decisions about the transmission of data (i.e. controls the 
transmission of traffic on the entire cable).  

Is this a lease under the new Lease ED? 

1) Yes 
2) No 
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Contractual 
Relationship 

Identifiable 
Asset? 

Right to 
Use? 

Y
e

s
 

N
o

 

Contract 

 Customer has the ability to direct their use 
 

 
Customer has the ability to derive the 
benefits from use of the lit fibres 
• Available for Customer’s use throughout the 

15-year term of the contract;  
• Cannot be used by any other party. 
 

 
 

 

 Y
e

s
 

Identifiable assets 
• The cable is the specified asset 
• There are 96 fibre strands in a cable 
• Customer receives capacity equivalent to 3 fibre 

optic strands  
• Capacity can be anywhere on the cable 
  

 
 

Question time: FATinternational’s IRU #2 
Applying the definition of a lease in practice 
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PwC 

Definition of a lease: other considerations 

1) The accounting for IRUs and capacity arrangements has been varied within 
the industry.  The current definition of an ‘identified asset’ appears to be 
narrower than IFRIC 4 and so it is possible that arrangements that 
previously were treated as capital arrangements will be classified as service 
(capacity arrangements under the new definition). 

2) Other telecom assets being discussed are mobile base stations.  It is common 
in many territories that these are shared and operators earn a site rental 
income from this.  Whether or not part of a base station meets the definition 
of an “identified asset” under the proposals has yet to be fully assessed. 

3) You may also want to think about co-location arrangements and other 
agreement to share assets. 
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PwC 

Question time: FATconnect’s cell sites 

• FATconnect has 5,000 cell sites which it leases from a variety of landlords in 
Italy.   

• The lease term is normally for 6 years at which point FC and the landlord agree to 
exercise the right to extend the lease for a further 6 years. 

• FC has been in business approximately 25 years and in that time it has extended 
99.9% of its cell site leases on expiry. 

• If FC did not extend the lease, it would have to find new sites and reconfigure the 
cluster of cells to enable continuity of service to its mobile customers.   

June 2013 Global Communications GAAP Summit 
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How should FC assess the lease term on its cell sites? 
1) Based on the stated contractual period of 6 years only? 
2) Based on FC’s assessment of the expected period it will retain the site 

within its network? 
3) Based on the contractual term of FC’s 4G licence to 2025 (12 years) 
4) It depends? 

 
 
 



PwC 

New lease proposals 
Significant economic incentives 

At lease commencement date 

• Consider all factors including: 

1) Contract based 

2) Asset based 

3) Market based 

4) Entity based 

During lease 

• Reassess if change in relevant 
factors 

• Not just market factors 

June 2013 Global Communications GAAP Summit 
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Is there a ‘significant economic incentive’ to exercise an extension 
option? 

 
 
 

 



PwC 

New lease proposals 
Classification of leases 

Classify a lease as either a Type A lease or a Type B 
lease. Type A and Type B will depend on the 

consumption of the asset  

“Consumption Principle” 

Type A 

Lessee is expected to consume more than 
an insignificant portion of the economic 

benefits embedded in the underlying asset 
over the lease term. 

 

Type B 

Lessee is not expected to consume more 
than an insignificant portion of the 
economic benefits embedded in the 

underlying asset over the lease term. 
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Equipment Property Rebut the presumption if criteria are met 



PwC 

New lease proposals 
Where is the “boundary line” between Type A and Type B 

What is property?  

ED defines “property” as: land or building 
or part of a building or both 

IFRS IC considered if telecommunication 
towers could be classified as property: 
outcome was to explore looking at the 

nature of business activity – therefore still 
no definition 

Why is it 
important? 

Income 
statement 

recognition 
pattern 
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PwC 

New lease proposals 
Where is the “boundary line” between Type A and Type B 

Rebuttable presumption  - Property 
• Lease term major part of economic life of underlying asset or 

• Present value of fixed lease payments substantially all fair value of underlying asset 

0% Equipment presumption 
rebutted 

100% 

                                                                       Type A – Equipment   

Type B – Property   

Type B – Equipment   

Property presumption 
rebutted 

Type A – Property   

Rebuttable presumption - Equipment  
• Lease term is an insignificant portion of economic life of underlying asset or 

• Present value of fixed lease payments is an insignificant part fair value of underlying asset 
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Question time:  FC’s leased lines and base stations 
Type A or Type B 

Assumptions:  

• Fair value of identifiable assets = €1,000  

• Lease term = 3 years 

• Annual rent = €231 

• Incremental borrowing rate =  7,7% 

• Present value of lease payments = €600    

Equipment (leased lines) Property (base station?) 

Assumptions:  

• Fair value of identifiable assets = €1,000  

• Lease term = 3 years 

• Annual rent = €231 

• Incremental borrowing rate =  7,7% 

• Present value of lease payments = €600   

What is the classification of the above leases? 

1) Both Type A 
2) Both Type B 
3) Equipment (leased lines) Type A and Property  (base station) Type B 
4) Property  (base station) Type A and Equipment (leased lines) Type B 
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PwC 

New lease proposals 
Lessee: classification of leases (Solution) 

Assumptions:  

• Fair value of identifiable assets = €1,000  

• Lease term = 3 years 

• Annual rent = €231 

• Incremental borrowing rate =  7,7% 

• Present value of lease payments = €600    

Type A (Equipment) Type B (Property) 

Assumptions:  

• Fair value of identifiable assets = €1,000  

• Lease term = 3 years 

• Annual rent = €231 

• Incremental borrowing rate =  7,7% 

• Present value of lease payments = €600   

Balance Sheet Yr 0 Yr 1 Yr 2 Yr 3 

ROU asset    600      400      200         -    

Lease liability   (600)   (414)   (215)        -    

Income Statement 

Amortisation     200      200     200  

Financing expense       45        32       16  

Total Lease Expense     245      232     216  

Balance Sheet Yr 0 Yr 1 Yr 2 Yr 3 

ROU asset 600 414 215        -    

Lease liability (600) (414) (215)        -    

Income Statement 

Operating expenses 231 231 231 

Financing expenses - - - 
Total Lease 
Expense    231    231    231 
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New lease proposals 
How does the change impact KPIs for lessees? 

 
• Increase in EBITDA and EBIT  
• Redefine EBITDA to EBITDAR? 

EBITDA 

EBIT 

 
• Increased capex 
• Define capex to exclude “leased 

assets”? 
Capex  

• Redefine asset measures 
• Asset turnover 
• Net asset value by share 
• Changes to adjusted EPS 

Return on 
asset 

measures 

Consistency ? 
Comparability ? 
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New lease proposals 
How does the change impact KPIs for lessees? 

• Gearing 
• Net cash to debt 
• Interest cover 
• Current ratio  

Solvency and 
liquidity 

ratios 

 
• Depends on type of lease 
• Depends on tax in country  

Net income 

 
• Defining what is opex and 

how opex should be analysed 
• Potentially increased 

 

Opex 

Operating 
cash flows 

Consistency ? 
Comparability ? 
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New lease proposals 
Recap 

Determining if the 
contract is a lease or 

capacity contract 

Understanding the 
boundary 

- Insignificant 

- Substantial /Major          

Determining what is 
property – 

telecommunication 
tower? 

Lease term – is there 
a significant 

economic incentive 
to renew the lease? 

System changes or 
obtaining a system to 

implement 

Data gathering and 
implementation 
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PwC 

Coffee break 

Global Communications GAAP Summit 
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• 15:15 – 15:45 – outside by the swimming pool 

• Back in Sala Visconti (plenary) at 15:45 



Thank you 

This publication has been prepared for general guidance on matters of interest only, and does 

not constitute professional advice. You should not act upon the information contained in this 

publication without obtaining specific professional advice. No representation or warranty 

(express or implied) is given as to the accuracy or completeness of the information contained 

in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its 

members, employees and agents do not accept or assume any liability, responsibility or duty of 

care for any consequences of you or anyone else acting, or refraining to act, in reliance on the 

information contained in this publication or for any decision based on it.  

© 2013 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to 

PricewaterhouseCoopers LLP (a limited liability partnership in the United Kingdom) which is a 

member firm of PricewaterhouseCoopers International Limited, each member firm of which is a 

separate legal entity. 


