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Response to Specific Questions in the International Accounting Standards Board’s

Exposure Draft ED/2010/6 Revenue from Contracts with Customers

Recognition of Revenue

Question 1

Paragraphs 12 — 19 propose a principle (price interdependence) to help an entity
determine whether:

(a) to combine two or more contracts and account for them as a single contract;

(b) to segment a single contract and account for it as two or more contracts; and

(c) to account for a contract modification as a separate contract or as part of the
original contract.

Do you agree with the principle? If not, what principle would you recommend, and why,
for determining whether (a) to combine or segment contracts and (b) to account for a
contract modification as a separate contract?

We g fzﬁh agree that price interdependence should be the criteria by which contracts
are combined and that price independence should be the eriteria by which contracts are
ﬁiﬁgw”*ihd However, we believe that additional clarification 15 necessary i determmimng
when price interdependence exists. In addition, we have concerns that the requirements
of the ED will require significant judgment to implement and may result in significant
variation among reporbing entiies mﬁhmg additional clartfication.

Paragraph 13 provides mdicators that two or more o %fmﬁﬁ have interdependent pricing.

We believe that the factors presented are less indicative that mterdependent pricing
exists than that interdependent pricing mught exast {E’ﬁ{i éhg:f analysis 18 necessary, The

paragraph should be clarified accordingly,

We believe that interdependent pricing results from two or more contracts entered nfo m
contempiation of gach other (which the criteria in paragraph 13 would indicate} and thal
one of more contraci{s) has been priced at a discount that is compensated for by the
pricing on the other contract{s), This would be consistent (although inversely) with the
concept of independent pricing as described in paragraph 15, which requires that 2
discount has not been provided when selling goods or services together. We believe that
the combination of contracis {or revenue recognition purposes should cccur only when
there is obiective evidence that one or more contracts within a group is priced below Tar
value and the economic rationale for that discount can only be explained by reference 1o
the pricing on ancther contracl{s}) m the group.
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Question 2

The boards propose that an entity should identify the performance obligations to be
accounted for separately on the basis of whether the promised goods or service 1s distinct.
Paragraph 23 proposes a principle for determining when a good or service is distinct. Do
you agree with that principle? If not, what principle would you specify for identifying
separate performance obligations and why?

While we do not have z conceptual disagreement with the guidance regarding
identifyving specific pertormance «f;f@?;??*g":gs{m% we have significant concemns regardging the
practical application of this guidance to the financial services industry.

S

Currently. financial iostitutions offer retail and commercial customers a vaniely of
service options In connection with depository relationshi 1ps {such as checking, ATM
access, electronic banking, bill paviment, and related sery u: s}, In most cases, the fees
charged are dependent on he Eﬁ,aﬁ nd scope of services offered as well as the amount
of cash maintained on deposit. In some cases incremental services (e.g.. cashier checks,
forelgn ATM [ees. ele.} are not aﬁmméﬁa charged for or are charged al an amount
different from other service packages or a stand alone service fee. Incustry practice 1s o
recognize any associated fee when the fee becomes due and ;:%EL%}-”E%.%}EE': Theretore, monthiy

A

checking/current account fees are reco gnized when due from the customer an (

incremental fees, such as ATM fees, are recognized when the fransaction oCours,

Credit card services exhibit many of the same characteristics as éii%if?i”ﬁ%;'im v orelationships,
I omany instances, ar-s“é;i{%ﬂ: card services are essentially fransaction processing services
hecause the financial institution is not advancing funds o the customer when the
customer payvs s monthly charges in full, In addition o transaction processing, credit
card relationships often involve the provision of a number of other services at the {};‘si”ﬂ

of the customer {e.g., travel related. *’Ed VISOrY, concierge services, ele.)  these services

nay be priced separately al amounts below a stang zﬁéﬂa;'} NE DTICe OF provided at no
additional %ég%%‘”iﬁ. when an annual fee %;%'-:; assessed or in contempiation of earning wlerest
on those customers who ultimately do borrow funds from the Hinancial institution.

Our specific concerns are as folows:
. Revenue Recognition on Fee Based Depository/Credit Card Relationships:

While many depository services are provided only in connection with depository

-

relationships (e.g., check processing. clectronie banking, ete.). there are other
services offered within a depository relationship that are also provided separately
to customers at a stand alone price. This also applies to oredit card relationsiups.
ﬁ%ﬁ.a;:aﬁs‘*d%i‘é%ﬂ'::_ we believe that separately offered services could be viewed

distinct services under paragraph 23 of the ED and require being accounted 1or as
separate pe i%i}; mance obligations, For hnancial mstitutions provi iding deposiory

and credit card services, a requirement o allocate a transaction price among the
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various services would be mmpractical and would not provide useiul mtormation
to users of financial statements.

We also note that there exists an inconsistency between paragraph 20 of the LD
which requires an entity 1o identily performance obligations based. m part, on an
cntity's customary ?}u@l%?‘iﬁ’%% sractices. Howoever, paragt aph J3{a) mdicates that a
performance obligation s distinet {and thus reguires separate accouw mbngd it the
entity, or another entity, s¢ E%::; an wentical or %i“ﬁﬂéﬁ cood or service wg?ﬁm’aﬁﬁw

Whether another entity sells an items separately 1s not related to the report zgz;;
entity’s customary business practice and would m;;uz ¢ oan uapractical level of
due diligence to determine whether any other entity sells an item separately.

Many of the services provided in depository and credit card relationships require

the financial institution to stand ready to provide such service {(e.g.. ATM
services). The services would be ufilized at the option of the customer.

Paragraph B87(b) of the ED would require 4 ;a,,gmgéféw entity to egstimate the
likelthood that the option will be exercised in estimating the amount ol the
transaction price {o aliocate 1o that pes %’%}zmﬂmm obhigaton. ‘Given the number of
services offered by hinancial mstitufions. it would not be g@aﬁa{ﬂ aﬂ,a%% to develop
reasonable expectations of utilization of every service offered within a depository
retationship.

Nearly all depository relationships represent contractual obligations that renew
on a continuous basis and require that g fee be paid monthly fo the extent that o
fee is charged. One view on the application of the B cou 1d be that the 1 noninty
service fee s compensation for the customer’™s option on a menu of services and

that option expires monthly, Therefore, revenue would be recognized monthily
based on the fee charged.
However, paragraph BEE of the B discusses é}g}%zi}m to acqulre addibional goods

or services that provide the um{mm with 2 materal nght :ﬁe—’;d that, tvpcally,
those tvpes of ophions are {or contract %“iﬁ?‘ﬁﬁﬁ-"éfﬁ.§f€ﬁ The option to conbinue the
depository relationship (whether contractually present or based on past practice
OF SCONOMIC COMBDUISION) Cou :.§ be viewed s a material right to the customer i
the customer 18 expected to utilize more services i the future as the customar
DECOMES more %as‘s’zaizfaz with the ﬁ%é ered services, or the customer's needs change
or service offerngs ﬁz’z"*sg*%a"zzwﬁ (.o, increase m the number of ATM machines
available)., Paragraph B2S5 of the ED states that o the option provides a matenal
right, the customer in effect pays the entity in advance for future goods or
services and the entity recognizes revenue when those future goods or services
are %’E"&i"ﬁ*?@“mﬁ or when the aption expires. (This would be consistent with
Example 27 in the BED which addresses mamtenance contracts with a renewal
option.;

In regards to options, we note that the definition of performance obligations i
the ED includes both options and standing mﬁ,ﬁéﬁ to provide goods or Services,

(s
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which would typi m%i ~be done i connection with 3%1@%2@@; an option. We believe
this creates confusion as to whether the revenue associated with 1ssuing an optio
should be recogs 'aéfu‘é ratably over the period i which the entity stands ready or
when the coods or services are delivered as contemplated by paragraph BID.
Credit card relationships would tvpically volve an annual fee that would
compensate for the provisions of services across mulliple reporting pertods. 1hus,
the allocation of credit card fee revenue to performance obligabions i future
reporting periods would need fo be considered regardiess of any consideration
related to rencwal options.

Paragraph 50 of the ED requires that an entity allocate the fransaction price (o all
separate performance obligations in proportion to the stand-alone selling price ot
the cood or service underlving each of those performance obligations at contract
inception (i.e.. on a relative stand-alone sclling price basis.) Paragraph 34 of the
D requires that when an entity satisfies a performance obligation. it shall
recognize as revenue the amount of the transaction price aliocated (o (hat
performance  obligation. Allocating monthly fees across all  performance
obligations wou 1d e wwaw significant system enhancements to wentify all cross
service relation zﬁgm and track the associaied revenue, Given %E’m costs of such
cnhancements, %E‘ 5 poss! bie that at least some financial sstitutions would reduce
the menu of service options available rather than deal with the z'*sz;%iafs,%;z:figé aceouniing
burdgen,

Omnerous Performance OUblig 15

Many services provided to customers under a deposittory relationsiip are
E"}Ei}%%ﬁif d at no additional charee or at a reduced price because of the benelits (o
the financial institution of oblaimng low cost fundi g from the customer deposis,
For relationships in which the customer 1s not charged, a guestion arises as o
whether the accounting tfor the contract 1s within the scope of the BED or E AS 3T,
Provisions, Contingent Liabilitics and Contingent Asseis, VP {ammagﬁh F0of the b1
wdentifies critetia for %{:..%a;:fzzi%%f%n; vhiether a contract exisis for the purpose of
applying the revenue requirements of the ED. Those criteria zm%za{k whether the
entity can identify the terms and manner of payments for those goods or services,
It is not clear whether those oritera %;g nlyv 1o the reguirements in paragraph 54 of
the B o a*asfa;:sfwa’z%ﬂﬁ a Habhility for an onerous performance obligation or that such
an arrangement s not a conty act within the scope of the B

.i'!'r{h_

The measurement of a potentially onerous contract habdity could difter
depending on whether the provisions of the ED or TAS 37 15 apphied. Under

FD. a performance obligation is onerous if the present value of the probability-
weighted costs that 'é*mi-ﬂﬂ (i1 s;;ﬂif-ﬂ cto satisfving that performance obligation
exceeds the amount ol the iransaction gs*%afaf atlocated 1o that performance
obligation. Transaction price 18 {:éﬁﬁ'ﬁ’md the BED as the amount of consideration

that an entity receives, or expects 10 receive, from a customer m exchange for
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mm‘aaiﬁ g %ma%a% or services, excluding amounts coliecied on behall ot third
Darties if{&:}s cxample, taxes), Currentiv, TAS 37 detines an onerous contract as a
contract m which ?Eéa,, anavoidable costs iﬁ? meeting the obligations under the
contract exceed the economic benehits expected to be recoived under it Whiie
IAS 37 would take info consideration the economic benehits of the deposits 1o the
'é‘?ﬂ:{ﬁﬁéﬂﬁé mstitution, the BED would appear to resuit v such a depository
relationshin being an onerous contract based on the pricing associated with the
contract m% ch would oflen be nil) as opposed to the @Wﬁ?"%%% cconomics of the
;

relationship. Also, the definition of probability weighted costs under the B i3
different than the detfinition of unavoudable costs under TAD fﬁfﬂ?f

We support the objective ol ¢ e fing a single revenue recognition model or all contracts
with customers and believe | a‘i financial services (other than w regards o hnancial
instrumentsy should be incorporated into that model, However, based on our
ohservations discussed above, we believe that certamn changes and clarifications, as
follows. to the proposed revenue recognition model are necessary 1o make the pr a:‘}gfmw{;i

standard operational for financial services entities:

2. The defuution of distinet n parag! raph 23 should allow that a menu of similar
ot ﬂz;%;%;ﬂ“a_{:?; g’}fﬁ;}ﬂiéﬁ&: or services provided i exchange for a bundied price
represents g single performance obligation when (1) customers have the
aption to take/use or not take/use any of the goods or services; and (i1} 1t 18
not practical 1o determine either the probability of usage or the amount of
usage that wm%m e %’iﬁﬁmﬁ %z; (o ecach period within the contract ferm
mchuding any renewal options, Revenue should be allocated ratably over 'i?’
contract §}€;;-E§£“§£,; where the cost ia:ﬁ meet iE%Q‘ singie performance obligation (1.e..
menu of goods or servicesy are primarily based on a standing ready (o éjs_} 50
D4SIS,

We believe that this would be consistent with the concept ol conirol 1 that
the customer initially obiaing control upen receipl of the option over the
menu of services. For example, when a customer recoives a debit card, (hey
then control the use of ATM services and that control 1s transierred 1o
customer continuously over the term of the depository relafionship as ¢
financial institution stands ready (o service the customer, The actual
performance of many of the g:_,-;% Huations related to a depository or credit card
celationship would generally tncur Hitte mcremental cost; rather, costs are
cypically mcurred in connection with standimg ready 1o g’%a"{%‘afzgé SUCHT $81viILes,
which is done ratably over the contract period consisient with the transter of
control. Theretore, where the fee is a fixed monthly amount, revenud
recognized in a pertod would be equal to the number of months i a penod
miultiplied by the hixed monthly fee.

The concent of similar products and services would not mnclude reward
srograms offered with other financial services. as we believe that reward
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nrograms are fundamentally di §€ ent In nature than the provision of financial
services such as ATM. check cashing, ete.

b. The dehimttion of onerous contract *-:-:?E{"%%, f% he revised 1o require a comparison
of the mgfa m ¢ costs against the ecconomic benefits of the contract rather than
the price of the contract, Otherwise, con mm that have positive economic
henefits to an entity will be freated as oncrous thus crealing g mismateh
between revenues and expenses. In addition, the scope ot the BD and 1AL 37

in regards to onerous pertormance obligations should be claritied.

i

¢. The BED shoule gsim e examples applicable o depostiory and credit card
relationships that demonstrate the principles in the ED and that retlect our
concerns and mﬂﬁﬁaﬁﬂé&

Question 3

Do you think that the proposed guidance in paragraphs 25 — 31 and related application
cuidance are sufficient for determining when control of a promised good or service has
been transferred to a customer? If not, why? What additional guidance would you

propose and why?

The ED proposes a revenue recognition model whereby the g cer for recognition of
revenue is based on whether the customer has obtained contrel of the goods or services,
Paragraph 26 of the ED states that a customer has obtained control of a good or service
when the customer has the ability to divect the use of and i*afa:;@;ffw the benelit from the
cood or service. Under TFRS 18, revenue on service contracts 1s recognized based on, i
part, whether the sigge of -{,‘i{}%’i’iE}Eiﬁ%ﬁé_i,'}ﬂ_ﬂ, the costs meurred and costs 1o complete @

fransaction can be measured sehably,

in regards to service revenue. the BED moves the trigger for revenue recognifion :faa-as;fz}f
from the provider of the services to the consumer of the services. Given that revenue 1g
intended to retlect benetits '% at flow o the reporting entity, we believe that the ¢ uﬁ“mﬁé.
trigger %5 MOYe appropy ﬁj@@f hm% that proposed i the B In :;;a;%% fon, control over
services 1s a tenuous coneept that will be ditheuit 1o ;f;c;:ap%}f N practi E%{gaa g that the

customer have both the ability 1o divect the use of services g&ﬂiﬁ regeive the benehils s
narticularly  problematic. Whether a customer benelits from services shouid e

asceriainable. However, 1 many cases a customer may have httle ability o divect the
use  of services particularly  when those services are provided by expenenced

professionals with particular expertise. Consistent with our view in Question 2 that the
customer initially obtains control upon receipt of the option over the menu of services,
we behieve the a;:.a"*i‘%;azaga for revenue recognition of services should be based on whether

the provider of services can reliably measure the extent to which 1t has hulfilled it
obiigations,
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Measurement of Revenue

Question 4

The Boards propose that if the amount of consideration is variable, an entity should
recognize revenue from satisfying a performance obligation only if the transaction price
can be reasonably estimated. Paragraph 38 proposes criteria that an entity should meet to
be able to reasonably estimate the transaction price.

Do you agree that an entity should recognize revenue on the basis of an estimated
transaction price? If so, do you agree with the proposed criteria in paragraph 387 If not,
what approach do you suggest for recognizing revenue when the transaction price 1s
variable and why?

The ED proposes in paragraph 35 that the transaction price be dwiwa from {ho
nrobability-weighted amount of consideration that an entity expects to recetve from the
customer in exchange for transferring goods or services. However, in g:}ﬁz@ﬂm; iy 38 the

F 1D states that an entity shall recognize revenue from %E?é%i% g a performance obhigation
only if the trapsaction price can be reasonably estimated. W find these statemen i,}j to be

i conflict with cach other, The use of mulliple mm Py -3y %z;,ﬁ;ﬁamﬁ SCEnarios would
(o Em:ﬂ{f that a transaction price cannot be reasonably estimated unless there 15 a singie
scenario that carries a very high probability of occurrence, in which case we see no value

< % =
3

to using mzz%isgiﬁ probabdity-weighted outcom

The proposals would result in the introduction of a significant amount ol subjectivity m
revenue recognition, resu iamw %ﬂ a’s’zé:-ﬁwaﬂ;é:f@% volatiity “in revenues and PO wted income
and reduced comparability among entities. The amount of revenue reported would not be
reflective of management’s best estimate but rather an amount derived based on multiple
scenarios that have been assigned a probability that in practice will olten be arbitie Ej}
For example, estimating the probal ﬁsisé ;of a refund o a customer when recognizing
revenue 1f the cus tomer has a ajf?h (o return the product transferred or assessing (he

arobability of exercising the option for maintenance services with a renewal option
would both require s ‘zmﬂzé;;ﬁ-zm; amounis of judgment.

The current revenue recognition criteria under 1AS 18 requires that revenue bo
cecognized when, among other criteria, it is probable that the economic benelits
assoctated with the transaction will flow (o the entity and the amount of economic
henefits can be reliably measured. We believe that these two criteria resuit m the
recognition of revenue when there is a high level of confidence that some amount of
consideration has been earned and that amount can be calculated without matenal error,
This is also consistent with paragraph 4.48 of the Conceptual Framework for inanciz)
Reporting 2010 (the “Conceptual Framework™) which states: “The procedures normally

adopted in practice for recognizing income ... are gencrally directed at restricting the
recogniiion as aaam;m to those items that can be measured retiably and have g sutlicient

degree of certamty)”
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We believe that the measurement oriteria in the ED should be revised 1o be consistent
with current practice under IAS 18 — probable that revenue has been camed (i.e., bigh
lovel of confidence which we believe 15 a thresheld greater than more hikely than not)
and the amount can be reasonably estimated. This will result in reported revenue that
reflects an amount based on management’s best expectations that will frequently be
correct rather than a hypothetical outcome that will always be incorrect,

Question 5

Paragraph 43 proposes that the transaction price should reflect the customer’s credit risk
if its effects on the transaction price can be reasonably estimated. Do you agree that the
customer’s credit risk should affect how much revenue an entity recognizes when it
satisfies a performance obligation rather than whether the entity recognizes revenue? 1f

not, why?

We do not believe that credit risk is relevant (o the amount of revenue that should be
recognized, However, in some cases, {i‘-i"‘ii@ trisk 1s relevant as to whether the crifena for
revenue recognition has been met. Paragraph 10 of the BD defines when a contract exists,
which requires that the parties 1o the o ntract are comm; ied (o satisfving thewr respective
obligations. If there is significant uncertainty as to an individual customer’s ability or
witlingness to pay, revenue shouid not be aaﬁa.-a};;;z%ma:i antil which time that unceriamty s
resolved because the provision of goods and services in the face of signmificant credit risk
calls nto question Mi ner 2 contract exi sts. However, we do not behieve thal the
presence of unspecified credit risk in a group of financial assets indicates that a contract
does not exist,

The initial valuation of an ortginated fnancial mstrument (Le., recetvable) should D
independent of the revenue recognition criter aoas they are moessence two mz’%{:iﬁm
transactions — seibn ﬁf_}%;“ﬁ{.“gi% or services and lending. The principle for the treatment of
credit Tosses should be consistent regardless of whether a receivable arises as a resuit of
. sale transaction or a pure Eaﬁ:ﬂé%mg transaction. The determination of the amount of
impairment of a group of rece ‘a:’z;%zf*;é shrould be dm%’& with consistent with the accounting
for other financial instruments and, In our view, should result in the recognition of bad
debt or impairment expense rather than a reduction of revenue or interest income.

£%
J:-.-«.--.-
3
?

Question 6

Paragraph 44 and 45 propose that an entity should adjust the amount of promised
consideration to reflect the time value of money if the contract includes a material

financing component (whether explicit or implicit). Do you agree? If not, why”

We agree that a trade receivable should be recorded at g discount i1 there 15 a matenal

t £
financing component. The discount should be a reduction of revenue because implicitly

the transaction price for the contract would reflect compensation for the time value of
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money in addition to the performance obligation. We believe that there should be a

ok b
£ :

rebuttable presumption that the financing component for a receivable with an original
maturity of less than one vear is not maternal.

Question 7

Paragraph 50 proposes that an entity should allocate the transaction price to all separate
performance obligations in a contract in proportion to the stand-alone selling price
(estimated if necessary) of the good or service underlying each of those performance
obligations. Do you agree? If not, when and why would that approach not be appropriate,
and how should the transaction price be allocated in such cases?

We agree that the stand-alone selling price is an appropriate basis on which to allocate
the transaction price. The stand-alone selling price will often approximate the fair vaiue
of each performance obligation: consequently. allocation based on stand-alone selimg

ﬂ'-':. St

price is comparable to a relative fair value method which would be common 1 current
sractice. However, we suggest that the JASB should clanily whether a stand-alone
selling price would be based on standard pricing or average stand-alone selling prices

actually contracted with customers ot any other basis.

Contract Costs

Question 8

Paragraph 57 proposes that if costs incurred in fulfilling a contract do not give rise to an
asset eligible for recognition in accordance with other standards (for example, IAS 2 or

ASC Topic 330; IAS 16 or ASC Topic 360; and IAS 389 Intangible Assets or ASC
Topic 985 on software), an entity should recognize an asset only if those costs meet

specified criteria.

Do you think that the proposed requirements on accounting for the costs of fulfilling a
contract are operational and sufficient? If not, why?

We believe that the ¢riteria are operational.

Question 9

Paragraph 58 proposes the costs that relate directly to a contract for the purposes ot (a)
recognizing an asset for resources that the entity would use to satisfy performance
obligations in a contract and (b) any additional liability recognized for an onerous

performance obligation.

Do you agree with the costs specified? If not, what costs would you include or exclude
and why?
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The costs to be expensed under the gt%_a“ﬁ:f%g‘%ma? nchude costs of abnormal amounts of
wasted material. labor or other resources used to fultill the contract. These ems are
appropriately expel nsed in the context of dﬁ-a;“;a:‘,aasz’“é’ii';g tor physical inventory held lor sale,
whereby standard costs are developed for each item against which actual costs can be
compared. Capitalization of such abnormal costs would otherwise oflen resu %? i
i'iﬂf"ﬁm%{_‘%i‘}*’" that is carried above pet realizable value, However, 1n the context of services,
ve do not believe that such costs should be expensed as mcuwrred because such Costs
W @:mé d be nearly impossible to identify with any reasonable level of accuracy given that
most service contracts reiate 1o g m:g e deliverables, The criteria mn paragraph 57(¢) that
costs to be capitalized must be expecied to be recovered adequately ensures that only

sscets with realizabie value are recorded.

Disclosure

Question 10

The objective of the board’s proposed disclosure requirements is to help users of
financial statements understand the amount, timing and uncertainty of revenue and cash
flows arising from contracts with customers. Do you think the proposed disclosure
requirements will meet that objective? If not, why?

Paragraph 69 of the ED states that an entity shall disclose qualitative and guantitative
itormation &ﬁ@iﬁ (a) its contracts with customers and (b) the significant judgments, and
changes m judgmes éﬁm made in applving the IFRS 1o those contracts.  Paragraph 71
states that % the disclosures provided in accordance with this IFRS and other IFRSs do
not meet the objective i paragraph 69, an entity shall ﬁmima whatever additional
imformation is necessary fo meet that objective. We are concerned that the objective n
naragraph 69 18 so Em,ﬁaﬁ that it 18 not clear a,-%.-fE al ievel of a‘;,'éiiﬁaiﬁéf}fi%%iﬂ”i; wole meet the
criteria in paragraph 71, The disclosure reguitements in paragraphs 73 - ?%?'% s*mg“ HIE
eXICNSIVE QISCIOSUres, %%fa;f do not behigve that Eiz%:j‘ 'f;{i fittonal ambiguous requirement in
naragraph 71 is warranted.

In addition. paragraph 77 reguires extensive descriptions of performance obligations. 1o

comply with the B an e ‘é i VRE magnmﬁ to decompose each transaction mio d.aéié’ﬁmm

nerformance obligations by thewr distinet function and profit margin. It would be very
:

cumbersome and time-consuming to comptle such disclosures, gﬁd impractical o an

entity to present this kind of information at this volume in a concise and understandable
manner. Disclosing too much (or even redundant) information will not provide
meaningful information o users of financial statements. Finally, the cost of compiling
extensive disclosure may outweigh the potential benelits ggmmué from information
disclosed. We believe that the amount of information required to be disclosed should be

reconsidered by the Board.
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Question 11

The boards propose that an entity should disclose the amount of its remaining
performance obligations and the expected timing of their satisfaction for contracts with

an original duration expected to exceed one year.

Do you agree with that proposed disclosure requirement? If not, what, 1t any,
information do you think an entity should disclose about its remaining performance

obligations?

The scope of the EDY is very broad and includes long-term construction type contracts
and other service contracts. Enhanced disclosures, consistent with current practice, may
be appropriate for long term construction contracts where %ﬁf@%”ﬁ IS @ neea orecon E
revenues, contract assets, contract receivables, deferred revenue, ete. However, 10 ap p%a
the disclosure requirements to all types of service contracts ‘%’i‘%i%i 1 be onerous :;mfé 3ali
meaningful, 1 may be %m;*ﬁaaﬁ'%mﬁ for an entity fo ascertain the amount and timing of
satistying pertor nance obligations for contracts such as distribution agreements where
the sales volume and timing of sales may depend on the market environment, which 18
not unaer E‘E"af- entity’s control. Arbitrary estimates may ultimately be amaimdzé‘zm O USErS
of the Tinancial stalemen

Question 12

Do you agree that an entity should disaggregate revenue into the categories that best
depict how the amount, timing and uncertainty of revenue and cash flows are attected by

economic factors? If not, why?

The TASRB currently has on its agenda a project on financial statement presentation. We
helieve that all proposed changes 1o iha—% &gaa,,-ﬁ of the financial statements should be
addressed in the financial statement presentation project.

Question 13

Do you agree that an entity should apply the proposed requirements retrospectively (ie as
if the entity had always applied the proposed requirements to all contracts in existence

during any reporting periods presented)? If not, why?

[s there an alternative transition method that would preserve trend information about
revenue but at a lower cost? If so, please explain the alternative and why you think 1t 1s

better.

[ revenue is not recognized on a consistent basis, then comparative financial statements
are '-'-H%%ﬁ?ﬁ'iézzéiaf meaningless.  Therefore, we  generally agree that the proposed
cequirements should be applied retrospectively. However, any change to the revenue
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recognition criteria would involve a significant amount of work both in regards to scope
of activities ang systems m%"&f,c%Z-if%”i.i“iif%’%’iﬁii’%iiﬁ that would be necessary for many entities. We
recommend that the effective date of any IFRS be at least three years from the gate on
which the hinal %E{f@ﬂdmﬂ (s issued fo allow entities to process revenue unaer paraliel
systems and not be forced to reassess historical transactions. In addition, we have
concemns regarding the refroactive a.sgﬁﬁ%%ﬁm%mé to long-term coniracts, which might
require the preparer to recaleulate revenue for a number of years prior o the eatliest date
sresented in the financial statements in order to appropriately calculate revenue for the
neriods presented. The Board should consider special transition DIOVISIONS tor those
types of contracts.

Application Guidance

Question 14

The proposed application guidance is intended to assist an entity in applying the
principles in the proposed requirements. Do you think that the application guidance is
sufficient to make the proposals operational? If not, what additional guidance do you

suggest?

Fxample 13 provides a scenario ol the sale m‘ goods with delivery terms FOB shipping
noint and where the seller has a practice of covering any risk of loss during shipment
despite a lack of legal obligation to do so. The example concludes that revenue would he
recognized because the FOB shipping terms indicate that the customer has title to the
goods and therclore controis the g “}{}{,E (.0, can onward sell the goods); some revenue
"‘émuﬁ"% be recognized on the shipment of the coods and some upon delivery because the

provision of loss coverage %:*ﬂgjﬁmméifs; sh aa%éa&sﬁahﬁ serformance obligation.

This example demonstrates the ditficulty of applying a control concept to revenue

recognition. The example assumes that the passage of risk of foss necessanly transiers
title and thus control over the goods. such as the ability to onward setl %*za, coods, (Wha

if the goods have shipped under FOB shipping point terms but the customer has not ye
received the bill of lading or documents of title - can the customer onward seli the iié}i}ai%
in a practical manner?) We object to an accounting standard that m *;sw% HPOT 4
legal analysis. How and when title transfers mught ditler based on '%%*za., legal qurisdiction

and the form and manncr of the transaction. We believe that 1 the control aw.e;}zzm;_,g_ LS
sainfained that an ndicator of control should be based on whether the majority of the
cisks and rewards of ownership have passed (which are generally discernable based on
shipping terms, which would indicate risk of loss, and any other contract terms) rvather
than on whether title has been transiorred, which in some circumstances might requiue

leoal consultation.
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Question 15

The boards propose that an entity should distinguish between the following types of
product warranties:

(a) a warranty that provides a customer with coverage for latent defects in the product.
This does not give rise to a performance obligation but requires an evaluation of
whether the entity has satisfied its performance obligation to transfer the product
specified in the contract.

(b) a warranty that provides a customer with coverage for faults that arise after the
product is transferred to the customer. This gives rise to a performance obligation
In addition to the performance obligation to transfer the product specific in the
contract.

(¢) Do you agree with the proposed distinction between the types of product
warranties? Do you agree with the proposed accounting for each type of product
warranty? If not, how do you think an entity should account for product warranties

and why?
We do not object to the '%’*{;%ET}{}‘%Q“% distinction because in most cases ’z?‘hﬁ DrOVISIon of a
warranty tor {auits that anse i,;z‘éa,, .§”Ea;,, g.} roduct 18 transterred is separately priced in the
{ra w{m We believe that current practice Tor recognizing product warranty liabilities,
w?m% s typreally based on hi%%a‘% 3% experience, 15 consisient with the requirements in

the exposure dralt to estimate product veturns requiring repair or %fgj%%.éii;:ﬁ%f?a%ﬁm.q

Question 16

T'he boards propose the following if a license is not considered to be a sale of intellectual
property:

(a) 1f an entity grants a customer an exclusive license to use its intellectual property, it
has a performance obligation to permit the use of its intellectual property and it
satisfies that obligation over the term of the license; and

(b) 1t an entity grants a customer a non-exclusive license to use its intellectual property,
it has a performance obligation to transfer the license and it satisfies that obligation
when the customer is able to use and benefit from the license.

Do you agree that the pattern of revenue recognition should depend on whether the
license 1s exclusive? Do you agree with the patterns of revenue recognition proposed by
the boards? Why or why not?

We do not beleve there 18 a strong Cos ‘%at;éf;’%m;?si pasis for treating differently exclusive
versus pon-exclusive hcensing righis. While an exclusive Ezmnaﬁ requires the Hcensor 1o
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refrain from further selling the Jicense, we do not believe that the obligation to refram
from doing something (something that wouid 2‘&?3}5“@%@&”;1 a contractual violation) should be
viewed as a performance obligation. Exclusive licenses will often have limited contract
periods over which revenue could be allocated: however, non-exclusive licenses are
often sold as perpetual licenses making 1t impractical 1o allocate revenue over future
neriods. Given that we believe that no distinction should be made between exclusive and
yon-exclusive rights, revenue should be recognized upon transler of the license o the

cusiomer as (his is when the seller has met its obligations {(excluding wmmalternia
ma%mﬁ mﬁﬁ} za,;“a{% ’%?‘E_{f customer %ma sained control and has the ability to determine the

Consequential Amendments

Question 17

The boards propose that in accounting for the gain or loss on the sale of some non-
financial assets (for example, intangible assets and property, plant and equipment), an
entity should apply the recognition and measurement principles of the proposed revenue
model. Do you agree? If not, why?

I additional guidance is provided, we believe that the coriteria i the BD for revenue
recognition could be ag&;:é?’é@{é to gains or losses which are derved from sales of some
non-financial assets such as mtangibles and property, plant and equipment. there may
he issucs associated with such transactions, such as seller financing or retention of
certain risks and rewards. that make such transactions more complicated than sales n the
course of an entity’s ordinary activities. The proposed 1FRS would need to contempiate
such issues as weil a8 any cha mees that might be necessary 1o other ITFRS whiceh address
SHCH transactions.

noaddih @:m the definition of revenue in the EDL which 1s income arising in the course of
an entity’s ordinary m‘é vities, would need (o be revised as the transactions contempiated
may or may not arise in the course of an entity’s ordinary activities, This would be
consistent wi ‘ié”z the Conceptual Framework, w hich states in paragraph 4.30 that gains
represent other ttems that meet the definition of income and may. or may not, arise in the
COLFSC ei}'f the s;;f:e‘aw:éﬁaffg;;w}-—' activities of an entity; hence, gains are nol regarded as
constituting a separate element 10 the Conceptual Framework.,
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