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Model summary 2

» Accounting for the contract with a customer

Performance obligations are satisfied when good or
service transfers to the customer

Net contract position increases — revenue is
recognised

Sum of performance obligations = transaction price

Revenue recognised at transaction price allocated
to each performance obligation at inception
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Case studies 3

Discuss:

When does transfer take place for
each?

How is transaction price allocated to
individual performance obligations
in the examples discussed?
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Recognition — performance obligation
satisfied by transfer to the customer 4

* No transfer; no revenue
» Accounting for the contract
— consider actual contract terms and legal jurisdiction

* Who owns WIP? Do the terms of contracts specifically
transfer the WIP to the customer as constructed?

— Some assets may transfer continuously if on customer’s land or
using customer’s know-how, e.g. extension to customer’s house is
the customer’s asset throughout

— Percentage of completion will only apply where the asset transfers
continuously and it reflects that pattern of transfer

— System considerations — where currently tracking cost, not
satisfaction of components
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Recognition - extended notion of ‘transfer’

* The DP considers the effect of:

— customisation
— acceptance
— payment terms

* How much guidance is needed?
* If revenue cannot be recognised:

— does it matter if costs held as inventory? — no loss
— lumpy profits where entity has a few large contracts
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Case study 1 — constructing a submarine for
a customer

© 2008 IASC Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.iasb.org .é @




Case study 2 — Accounting for an energy
plant
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Use of estimated sales price

» Estimation of bundle sales prices will significantly

change aspects of US GAAP
— EITF 00-21 and EITF 08-1 - multiple deliverables
— SOP97-2 — software (VSOE affected)
— EITF 08-9 — milestone method

— Recognition is not delayed for components lacking
observable evidence of a sales price

— Would the use of estimated selling price for some
performance obligations be suitable for all contracts?

— SOP 97-2 re software used to ‘rein-in’ sales teams?
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Case study 3 — Accounting for a software
product with post-delivery services
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Comment period ends 19 June 2009

Staff contacts:

Henry Rees (Senior project manager) hrees@iasb.org
Kenny Bement (Project Manager) kbbement@fasb.org
April Pitman (Project Manager) apitman@iasb.org

Luci Wright (Project Manager) lwright@iasb.org

Expressions of individual views by members
IASB and its staff are encouraged. The views
expressed in this presentation are those of th
presenter. Official positions of the IASB on
accounting matters are determined only after
extensive due process

and deliberation.
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