Objectives of the outreach event

e European input to the
IASB

— Assist with finalisation of
standards

— Ensure that final standards
are suitable for use in
Europe

« Main questions

— Major concerns about EDs
solved?

— Any new major concerns?
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Revenue from Contracts with

= Customers




- Main concerns to ED

!"

Inappropriate
disaggregation of a
contract in some cases

Revenue not always
recognised at the right
time

Costly (without
additional benefits)
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Inappropriate disaggregation

Numerous Arbitrary
separate

performance JEAibE
obligations figures




Inappropriate disaggregation

What did the ED say on separate performance obligations?

Does the entity, or another entity, sell an

: : e YES
identical or;rgg?;tglc;%d or service ﬁ N(a)cr;zi(qu:o
separately
Does the good or service have a distinct for goods
flinction? ﬁ or services
YES transferred
at the

Does the good or service have a distinct profit

margin? YE - same time
% Separate

NO
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Inappropriate disaggregation

What has been done on separate performance obligations?

Is an integration service included for a bundle of goods RE=S;

or services? ﬁ
NO
==Y Not separate
YES

- YE
Regularly sold separately by the entity? %

Can be used on its own or with resources readily YES

available? —
Not separate BEFRAG
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Different pattern of transfer?
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Revenue not recognised at the right time:

What did the ED say?

* Principle: Recognise revenue when goods or services are
transferred to a customer

* Recognise revenue when the customer obtains control of
the promised good or service

* Ability to direct the use of, and receive the benefit from,
the good or service

* Indicators:
— Unconditional obligation to pay
— Customer has legal title
— Customer has physical possession
— Customer-specific design or function




Revenue not recognised at the right time

concerns

1. Less percentage-of-completion (PoC)
accounting (construction industry)

2. Does not work for services (transportation
sector and other service providers)

3. Will result in revenue being recognised that
IS contingent on future performance
(telecommunications industry)

4. Wil result in early recognition of royalties
(pharmaceutical industry)
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'Less PoC accounting' and 'services'. What

has been done?

Apply percentage-of-completion (PoC) accounting

WIP is controlled by the customer -
Asset with alternative use is created % No PoC

Customer receives beneflt as tasks are performed ﬁ PoC

No re- performance needed -

Right to payment even if the customer cancels for =)

convenience — PoC



Transportation services

“Another entity would
not need to re-perform
the task(s) performed
to date If that other
entity were to fulfil the g
remaining obligation to
the customer”
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'Less PoC accounting’ and ’services’:

Concerns resolved?

IAS 11 / IAS 18 / IERIC Tentative decisions:

15 ’7 e work on asset
controlled by the

° TranSfer COntrOI and " Customer; or
significant risks and e no alternative use
rewards or ownership and:
as construction — benefits as tasks
progresses are performed;

- specitymaior /1 //”_ = e colgedon
structural elements __ —right to payment

* Rendering of services even If the

customer cancels.
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'Less PoC’ accounting and ’services’

Concerns solved / new major concerns?

Do the tentative decisions work for service
providers?

Do the tentative decisions result in PoC
accounting being applied in the right cases?
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Non-contingent revenue

Monthl
(— Y

payment

Telecommunications

company Customer

m—) —)
2 years

subscription
Status: nothing has been done (yet) — the IASB has
Identified the issues and will consider them later.
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Royalties

Righ to use patent for 10 years

Sales to third

Entity Customer ﬁ parties
Uses patent to
i — produce his/her

goods
Payment = factor * sales to third parties
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Only recognise allocated revenue that is reasonably assured.

Not reasonably assured if the customer could avoid paying an
additional amount of consideration without breaching the contract
(e.g. a sales-based royalty).
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Revenue not recognised at the right time

Other main concerns related to the ED’s
requirement on when to recognise revenue and
the re-deliberations?




Costly/complex

concerns

1. Two-step approach (and considering what other entities
do) when identifying separate performance obligations

2. Accounting for numerous performance obligations
(construction industry) and modifications of these
(telecommunications industry)

Accounting for time value of money

Credit risk as part of revenue

Allocating transaction price (software developers)
Use of weighted-average amounts

Disclosure requirements
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Two-step approach: what did the ED say?

Step 1 Consider price interdependence

Consider what other entities sell and
whether distinct function and profit margins

Step 2
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Two-step approach: what has been done?

+

Only one step
(segmentiation step has

been incorporated into
the allocation step)

"Integration service
shortcut”

Other entities not
considered

Distinct profit margin
not considered

Consider what the
customer can do
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Time value of money

 Proposal inthe ED

— The amount of promised consideration reflects the
time value of money, if it is material

e Re-deliberations

— Financing component only if the effects of the time
value of money (not the differences in timing) are
significant:

« significant timing difference;

« significant explicit or implict interest rate; or

« substantially different price if the customer paid at the
time of the transfer.

— Not required to assess Iif credit < one year
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Credit risk

 Proposal inthe ED

— Revenue measured at probability-weighted
consideration expected to be received

— Once a receivable, changes in credit risk do not
affect revenue (income or expense)
 Re-deliberations

— Credit risk does not affect measurement of the
transaction price

— No collectability threshold for revenue recognition

— Separate line item adjacent to the revenue line for
expected impairment losses
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Allocation of transaction price

 Proposal inthe ED
— Allocation in proportion to the stand-alone selling
price
 Re-deliberations

— Residual techniques could be applied in estimating
stand-alone selling prices for goods or services
where the price is highly variable
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Weighted-average amount

 Proposal inthe ED

— The transaction price should be the probability-
weighted amount of consideration that an entity
expects to receive from the customer

e Re-deliberations

— If the probabllity-weighted amount will not reflect
the amount of consideration an entity expects to
receive, most likely amount should be used
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Disclosures

Status: nothing has been done yet — the IASB
will consider disclosures later.
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Other major costs or complexities?

Are there other major costs or complexities to
consider?
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Other major concerns?

Are there other major concerns to consider?
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