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The objective of the draft IFRS is
to establish the principles that an
entity shall apply to report useful
information to users of financial
statements about the amount,
timing and uncertainty of revenue
and cash flows arising from a
contract with a customer.

(ED/2011/6, paragraph 8)
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Background

Project added to the IASB agenda in 2002 as part of IASB and FASB work
programme towards convergence

[ Dec 2008 ] [June 2009] [June 2010] [ Oct 2010 ] [ Nov 2011 ] [ H2 2012 ]

DP DP ED/2010/6 ED Revised Final
issued comment issued comment ED/2011/6 Standard
period Period published expected

closed closed
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Core principle|of revenue proposals

Recognise revenu

 on transfer of goods or services to customer

z
at an amount that reflects the amount of consideration to which

the entity expect:
services

Steps to apply the core principle:

1. ldentify 2. |dentify
the contract(s) the separate
with the performance

customer obligations

3. Determine
the transaction
price

4. Allocate
the transaction
price

to be entitled in exchange for those goods or

5. Recognise
revenue when a
performance
obligation is
satisfied
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1. Identify 2. |dentify 3. Determine 4. Allocate 5. Recognise

the contract(s) the separate the transaction g the transaction revenue when a

with the performance price price performance

customer obligations obligation is
satisfied

Key proposal: identify contractual rights and obligations

« contracts combined if they meet certain criteria

e contract modifications

aining performance obligations



Step 1: Identifk( the contract with the customer
(cont.)

Key changes from ED/2010/6

* indicators on combining contracts elevated to be criteria

 eliminated the proposal on contract segmentation (now
incorporated intg Step 4)

» proposals on comtract modifications revised
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1. ldentify

the contract(s)
with the
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2. |dentify
the separate
performance
obligations

3. Determine
the transaction
price

4. Allocate
the transaction
price

5. Recognise
revenue when a
performance
obligation is
satisfied
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Step 2: Identifk( separate performance obligations
(cont.)

Key changes from ED/2010/6

» deleted “enforceable” from definition of performance
obligation

 clarified proposals for identifying separate performance
obligations
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Step 3: Determine the transaction price

1. ldentify 2. |dentify 3. Determine 4. Allocate 5. Recognise

the contract(s) the separate the transaction the transaction revenue when a
price performance

obligation is
satisfied

with the performance price
customer obligations

Key proposal: co sideration expected to be entitled to

* transaction price — amount of consideration expected in
exchange for goods or services

ration - expected value or most likely

ansaction price if “reasonably




Step 3: Determine the transaction price (cont.)

Key changes from ED/2010/6

* modified the definition of transaction price = the amount to
which the entity “expects to be entitled” rather than
“expected amount to be received”

« credit losses no/longer included in the transaction price
« time value of money only considered if > 1 year

ariable consideration

sted value or most likely amount
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1. ldentify 2. |dentify 3. Determine 4. Allocate 5. Recognise
the contract(s) the separate the transaction g the transaction revenue when a
with the performance price price performance

customer obligations obligation is
satisfied

ation with high variability in price



Step 4: Allocat

Key changes from

* residual technig

e added guidance
transaction price

e the transaction price

ED/2010/6

ue permitted

\v

on allocation of discounts and changes in
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Step 5: Recog

Key proposal: tra

1. Identify

the contract(s)
with the
customer

perfo

recognise reve
by transferring

OCCUrs

2. |dentify
the separate

obligations

ise revenue

5. Recognise
revenue when a
performance
obligation is
satisfied

4. Allocate
the transaction
price

3. Determine
the transaction

rmance price

sfer of goods or services

ue when performance obligation is satisfied
good or service to the customer

hen customer obtains control

gntinuous (satisfied over time)




Step 5: Recog

Performance obli

An entity satisfies a pe
at least one of the follo

» the entity’s perform
that the customer

+ the entity’s perform
the entity, and at le

 the customerr

ise revenue

ations satisfied over time
ormance obligation and recognises revenue over time if
ing criteria is met:

ce creates or enhances an asset (for example, WIP)
ntrols as the asset is created or enhanced...

ce does not create an asset with an alternative use to
t one of the following criteria is met:

ceives a benefit as the entity performs.
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Step 5: Recognise revenue

Key changes from ED/2010/6

* “risks and rewards of ownership” added as an indicator of
control passing

« “performance gbligations satisfied over time” criteria added

* “reasonably assured” criterion added
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Example 1*

A telecommunications company sells a mobile phone and unlimited calls to
Customer A on a 12 month contract. The phone is free and the network
service is $40 per month.

The same company sells the same mobile phone to Customer B

for $300 and the network service is $15 per month.

The total minimum payable under both contracts is $480

Likely current accounting Applying the new proposals

N/ )
Revenue from: Revenue from:
Customer A: $40 per month Customer A and Customer B:
Customer B: $300 up front $300 up front

$15 per month \_ $15 per month )
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Example 2

* An entity enters|into a contract with a customer to construct a
warehouse faciljty for $100 million over 2 years. The expected
cost of fulfilling the contract is $80 million.

« The contract involves the design and construction of the
warehouse faciljty. It is therefore concluded that the contract
involves highly interrelated goods and services.

« Constructing the warehouse requires a significant service of
integrating the goods and services in the form of project

ager ent services.

tomised to the customer’s requirements.
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Example 2 (cont.)

Scenario 1

* The entity measures revenue on the basis of costs incurred
(input method).

« Atthe end of yej:r 1 the entity has incurred $20 million of costs
relative to the tatal $80 million of expected costs.

« Therefore, the entity estimates that the performance obligation
is 25% complete and recognises revenue of $25 million
*25%).

e entity continues to recognise revenue on the
hrelative to total expected costs.
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Example 2 (cont.)

Scenario 2

* The entity measures revenue on the basis of value to the
customer (output method).

« At the end of year 1 the entity has incurred $20 million of costs
relative to the tatal $80 million of expected costs.

* The value to theg customer of the work performed to date is
estimated to be!$30 million.

0

grefore, the entity estimates that the performance obligation
%.combleie and recognises revenue of $30 million
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Disclosure

 Extensive disclc

sure requirements, including:

reconciliation of contract balances
 reconciliation of onerous performance obligations

« determining|the transaction price and allocating it to
performance obligations

 reconciliation of assets arising from the costs incurred to
obtain or fulfil a contract with a customer




e Australian Government

Transition

Retrospective a

Transition relief:

for contracts
reporting pe

to allow the
consideratio
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plication

that begin and end in the same comparative
riod

se of hindsight in estimating uncertain

not to requir

the onerous test in comparative periods

equire disclosure of the maturity analysis of

Qligations for comparative periods
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Preliminary iséues identified by AASB staff

Transfer of control over time

* right to payment for goods or performance to date should be a
necessary condjtion to recognise revenue

« “reperformance’| criterion either redundant or inconsistent with
the principle

Multi-unit multi level real estate sales

« unclear how to interpret the term ‘alternative use’

in diversity in practice as different accounting
‘ i8e depending on whether an asset has an




Preliminary issues identified by AASB staff
(cont.)

Input v output methods

* input methods provide a constant margin over time
» output methods|provide a variable margin

« unclear which method is preferred in the ED
Scope / Interaction with IFRS 9/ 1AS 39

geasurement of refund liabilities

alue (“deposit floor”)

ets are scoped out of



Preliminary isiues identified by AASB staff
(cont.)

Variable consider

» disagree with cl
Reasonably assu
* inconsistent witt

* higher threshold

MELOUS

test

ation

J0ice = expected value or most likely amount

p—

red

1 the Conceptual Framework

than ‘probable’

gne year exception
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Preliminary isiues identified by AASB staff
(cont.)
Contrarevenue
« disagree with revenue recognised at a net amount
Time value of money

« disagree with using significance and the ‘one year’ practical
expedient

Disclosure

N
il

iIrements appear to be excessive
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draft project plan
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AASB staff draft project plan

Based on the publication date of the IASB’s ED, below is a draft project
plan for AASB staff.

Nov 2011 Dec 2011 Jan 2011 Feb 2012 Mar 2012

[ 13 Nov ] [ Mid Nov ] [ 9 Feb ] [ 13 Mar ]
IASB ED AASB ED AASB ED IASB ED
Issued Expected to [ ) comment [ "\ comment

20 day be issued AASB staff period _ Period
: at least targeted outreach expected | AASB meeting closes

to Australian to close 15-16 Feb
constituents
\_

J

Slide 29



Discussion

30
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