Contractual arrangement

On 1 January 2020 Diamond entered into a contract with Garnet plc (“Garnet”) which provided Diamond with the use of ten transporters for a period of 5 years. Under the terms of the contract Diamond is required to make annual payments.

The transporters carry the Diamond branding with the Diamond company logo and colours and are fitted out to Diamond specifications. As such the transporters are used exclusively by Diamond.

The terms of the contract allow for Garnet to substitute transporters during the term of the contract and provide that Garnet must replace any transporters which break down or require repair. There are significant costs involved for Garnet in branding and fitting out the transporters to Diamond specifications.

The contract contains some restrictions on the type of cargo which can be transported, specifically anything which may be classified as hazardous materials. Apart from those restrictions, Diamond determines the itinerary and routes and the cargo which is transported.

Diamond incurred legal and other costs in finalising the contract with Garnet. These together with the first annual payment have been charged to profit and loss.

Required:


Advise the directors of Diamond whether their accounting treatment
of the contractual arrangement with Garnet in the year ended 31st
December 2020 is in accordance with International Financial
Reporting Standards and explain the relevant factors behind your
advice.

