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Dear Board Members,

Exposure Draft ED/2011/6 — Revenue from Contracts with Cuetners

Deloitte Touche Tohmatsu Limited (DTTL) is pleased to oespto ED/2011/6Revenue from
Contracts with Custome(&he exposure draft’ or ‘the current ED’).

We welcome the decision by the boards of the IASB and &&BFo re-expose the revenue
proposals. In our view, the current ED is a significargriomement and the boards have addressed
a number of the issues about which we were concerneesrect of the initial exposure draft
(ED/2010/6). Nevertheless, we continue to disagree with sbiee proposals in the current ED.
In addition, certain aspects would benefit from furtharifitation to ensure that the final
Standard will be of benefit to both users and prepafdisamcial statements.

Our main comments, which are discussed in more detallenAppendix to this letter, are as
follows.

* The requirements in respect of onerous contracts andusneeoformance obligations are
confusing, inconsistent and unhelpful to users of the finesigtements. In our view, the
boards should not proceed with the proposals in the ¢iEi2ninstead, they should issue
a converged revenue Standard that does not deal with pir@/siising from onerous
contracts or onerous performance obligations. Although cgawee in this area is
important, the accounting for such provisions shoulddsesidered in a separate project,
based on the principles set out in IAS 37, with the curféRSland US GAAP
requirements continuing to apply in the meantime.

» The drafting of paragraph 35 should be improved to focubenrderlying principles and
to improve clarity.

» The guidance on variable consideration should be refinaddiol unintended
consequences, as explained in our response to Question & thelemiidance is refined,
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it is possible that an entity expecting to receivealde consideration may be required in
the early stages of a contract to recognise profits teaia yet reasonably assured, and
then to reverse them in the later stages, even wheretegprdcomes have not changed.
Also, an entity supplying goods or services in exchange ¥atuable income stream may
be required to report a loss even though the fair valtleadincome stream is in excess of
the associated costs.

* Any changes to the disclosure requirements for interinmdilaéreports should be
considered as part of work on a disclosure framewoiknahas consequential
amendments from a revenue Standard.

* More consideration is required before extending the proposedatgition and
measurement requirements to transfers of other nonefadaassets.

* The guidance on when not to separate performance obliggparagraph 29) will not
work well in its current rule-based form. It shouldredrafted to set out an underlying
principle and associated indicators.

» The restriction in paragraph 85 relating to sales-basglties should be re-expressed as a
general principle relating to the recognition of contingentmegeaather than an exception
to the measurement requirements.

* Further guidance is required in relation to transféistangible items, such as rights of
use for intellectual property, and when control of sueim# is obtained by a customer.

» Historically, there have been various aspects of revenwehich, because of their
complexity, the boards have found it necessary to igsemfie guidance. The boards
should look critically at the existing literature and sidler whether the underlying issues
addressed are still of sufficient significance as aorant additional application guidance
or illustrative examples.

In addition, we believe more guidance is needed on how to ssddhhe significant practical

guestions that will arise for some entities when seetorgpply the guidance in the current ED,
particularly in circumstances, such as in the telecomratiaits industry, in which an entity’s

revenue is generated from a large portfolio of smallrects. In the Appendix to this letter, we
describe an approach that we believe would be appropmiateh circumstances.

Our detailed responses to the questions in the invittdbi@omment, and our other observations,
are included in the Appendix to this letter.

If you have any questions concerning our comments, pleasectdf@ronica Poole in London at
+44 (0)20 7007 0884 or Robert Uhl in the United States at +1 203 761-3152

Yours sincerely,

Veronica Poole
Global Managing Director
IFRS Technical



Appendix
Question 1

Paragraphs 35 and 36 specify when an entity transfers control of a goon/imesaver time and,
hence, when an entity satisfies a performance obligation and recogensssie over time. Do you
agree with that proposal? If not, what alternative do you recommeraktermining when a good
or service is transferred over time and why?

We welcome the proposals in this draft, which provide gredarity over when revenue should be
recognised over time, and we are broadly supportive of the yimdethinking that the boards
have developed. However, we suggest that the currenindrafiuld be improved.

In particular, paragraph 35 appears, at present, to be arenoftprinciples and absolute rules. It
would be better to set out the principles more cleanplaining how they relate to the underlying
control concept, and to keep them separate from any chastcseor indicators that should be
considered when seeking to apply them. This would also delatify that the criteria currently
described in paragraph 35 are not mutually exclusive, whighba source of confusion in the
existing drafting.

In our view, paragraph 35 should explicitly identify twongiples (which are not mutually
exclusive) that demonstrate the customer obtains controlioweréither of which can be satisfied
for revenue to be recognised over time.

* The customer receives the benefits of the entity’'s pedfoce as the entity performs. This
may be because an asset controlled by the customer tieccoeaenhanced [35(a)], or
because the customer receives and consumes benefit astyhpesfarms [35(b)(i)]. If,
without the benefit of any asset controlled by the sedleother entity would not need to
substantially re-perform the work completed to dats, temonstrates that the customer
has received benefit over time [35(b)(ii)].

* The customer, rather than the seller, has the alwlitjrect the use of and obtain
substantially all of the remaining benefits arising fromdéker’s performance to date
(echoing the words used in paragraph 32). In circumstamedsich it is not clear whether
the customer receives benefit over time (see above), the ifiofj@aracteristics will
typically be both necessary and sufficient for this ggle to be met: (i) the seller’s
performance does not create an asset with alternativie tise seller, and (ii) the customer
cannot avoid paying for the seller’s performance to datd]@b)]. But it is possible that
alternative compelling evidence may demonstrate that theiplerhas been satisfied even
in the absence of one of these characteristics.

Related to the point above, we do not see any need for tladtémpative use’ restriction to apply
in paragraphs 35(b)(i) and (b)(ii).

The drafting in paragraph 35(b)(iii) in relation to custop@yment should be improved as we are
aware that it is being interpreted in different waypspérticular, there seems to be confusion over
whether stage payments are required and whether thedwals be a need for explicit
contractual terms setting amounts of compensation payatile event of customer termination.

In our view, the appropriate characteristic is that trstamer cannot avoid paying at least an
amount that is commensurate with the seller’s perfoceném date. Accordingly, there is no
requirement for stage payments and it is only necessapntder any termination payments if
the customer is permitted to terminate the contract.

Our further comments on paragraphs 35 and 36 are set ouhl#is response.



Question 2

Paragraphs 68 and 69 state that an entity would apply IFRS 9 (or IAStB8,ehtity has not yet
adopted IFRS 9) or ASC Topic 310 to account for amounts of promised coneitlératithe
entity assesses to be uncollectible because of a customer’srigledithe corresponding amounts
in profit or loss would be presented as a separate line item adjaxcém tevenue line item. Do
you agree with those proposals? If not, what alternative do you recommeandaunt for the
effects of a customer’s credit risk and why?

Overall, we agree with the proposals in the current Baweduce revenue for the effects of a
customer’s credit risk. This will enable users of tharicial statements to understand clearly the
level of bad debts that an entity experiences and how thigsdb its reported revenue.

We note that for many entities the amounts that wbaldeflected in the separate line item will
not be material and, accordingly, it will not be necessapresent them as a separate line item
adjacent to the revenue line item. But where the amouat®aterial, we agree that separate
presentation is important.

However, we encourage the boards to provide further guidancevothese proposals should be
applied when an entity is recognising a contract asset ithidne a receivable within the scope of
IFRS 9 (or IAS 39) or ASC Topic 310. In our view, the fisahtence of paragraph 68, which
states only that an entity “shall similarly accoumt the effects of a customer’s credit risk on a
contract asset” is not sufficiently specific, particylarhen dealing with issues such as variable
consideration (which may or may not be reasonably assuregjuld be helpful to include an
example illustrating how the requirements should be appliadnore complex scenario and
addressing the following issues:

» how credit risk should be assessed on initial recognitiorcohract asset measured not at
fair value but resulting from an allocation of the contmate to completed or partially
completed performance obligations;

* how subsequent adjustments to the credit risk of a comtsaet should be measured and
presented in profit or loss; and

» whether this treatment is affected by the subsequentunezasnt of a receivable from the
customer at amortised cost or at fair value throughtpofoss.

It would be helpful for the final Standard to commexplicitly on the presentation of impairment
losses relating to contracts for which there is a siganiti financing component. Paragraph BC175
notes that the presentation would be consistent withrémentation of impairment losses for other
types of financial assets within the scope of thenioral instruments standards, but we are not
aware of any constraints that would prevent such impairfosses being presented adjacent to
revenue. Accordingly, our understanding is that an entitylavoe permitted, but not required, to
present those impairment losses adjacent to reventi® game place as impairment losses
relating to transactions without a significant financioghponent.

Finally, we note that the boards are deliberating ticeuwnting for impairment of financial assets
separately from the revenue project, which may ultimdtaiye consequences for this part of the
current ED’s proposals. Future decisions may affect bothirtiieg and the amount of adjustments
to be presented in the proposed separate line item. Warageahe boards to keep the potential
consequences for revenue recognition in mind when furthetagpé@vg the impairment proposals,
and to seek constituents’ views if and when necessary.



Question 3

Paragraph 81 states that if the amount of consideration to which an eiititye entitled is
variable, the cumulative amount of revenue the entity recognises telaatiel not exceed the
amount to which the entity is reasonably assured to be entitled. Apiemgasonably assured to
be entitled to the amount allocated to satisfied performance obligations dné entity has
experience with similar performance obligations and that experiengeedictive of the amount of
consideration to which the entity will be entitled. Paragraph 82 ilsticators of when an entity’s
experience may not be predictive of the amount of consideration to tivhiehtity will be entitled
in exchange for satisfying those performance obligations. Do you agtethesproposed
constraint on the amount of revenue that an entity would recognise fdresbpisrformance
obligations? If not, what alternative constraint do you recommend and why?

We broadly support the proposals in the current ED relainigis area but there are two problems
which we envisage and would suggest that the boards address.

The first issue relates to the profile of revenue andtpesfognition when variable consideration
is likely but not reasonably assured. In the situation irchvln entity enters into a contract to
provide a service, for which it receives a fixed fee billtalso receive a contingent fee if certain
conditions are met, this may result in the entity recaggisevenue at a faster rate over the initial
stages of the contract and at a slower rate (or eveat adl} over the latter part of the contract. In
some circumstances, this may result in an entity resogniosses in the latter part of the contract
even though the contract is profitable overall.

To illustrate, suppose that an entity agrees to provggace in exchange for a fixed fee of
CU1,200 and a possible contingent bonus of CU800 (which is corsiderly to be received, but
will not be reasonably assured until the end of the contrBleg) entity estimates that the costs to
complete the contract will be CU1,000. Under current GAARtieswould typically apply a
percentage of completion approach using only the fixed fee wiean 55% of the work is
complete, revenue of CU660 will have been recognised. This gi\gensible’ profile of revenue
(and profit) over all of the work performed. However, untierriew ED, if the entity estimates the
transaction price using the most likely amount, then it agpthat percentage of completion would
be based on the likely outcome of CU2,000 — so when 55% of theisvooknplete, revenue of
CU1,100 and a profit of CU550 (which is in excess of theitpitwdt is reasonably assured on the
contract) will have been recognised. After the entity performed 60% of the work, the
‘reasonably assured’ cap on revenue will apply and thiy evitl recognise further costs, but no
corresponding revenue. If the additional bonus of CU800 dodsenome reasonably assured until
the end of the contract, the entity will have recognisedwevef CU1,200 (and profit of CU600)
over the first 60% of the contract, and revenue of nil (assids of CU400) for most of the
remainder of the contract. (Although the numbers woulditberent if the entity estimated the
transaction price using a weighted average amount, thewsadedying issue would arise. For
example, if the entity judged that there was a 75% probabflireceiving the CU800 bonus, the
transaction price would instead be estimated as CU1T8@0entity would recognise revenue of
CU1,200 (and profit of CU533) over the first 67% of the contiaud, revenue of nil (and losses of
CU333) for most of the remainder of the contract.)

This is not a helpful depiction of the underlying economicgjqudarly for an entity that has a
small number of large and independent contracts ofyfheswhich cut across reporting dates. We
would recommend that the boards consider how the proposals Dt could be modified to give
an answer that better reflects the economics of theisiuat

One approach might be to require an entity to devise @t @an appropriate basis for recognising
revenue, subject to the constraint that the amounesvehue recognised should not exceed the
amounts that would be determined in accordance hétldtaft Standard, with the method adopted
being disclosed and explained in the financial statemafiesnatively, a second way of



eliminating this anomaly would be to impose a furthgr @a revenue so as to limit the cumulative
profit recognition to the amount that is reasonably assumgtle example above, this would mean
that the cumulative profit would not be able to excee@@ until the contingent payment of
CUB800 became reasonably assured. Using the ‘most likelyhagstj this would result in revenue
of CU400 (and profits of CU200) being recognised over the first 20eatontract and,
thereafter, revenue being recognised only to the extensts daring the period (i.e. retaining a
cumulative profit of CU200) until such time that the entionsiders that the contingent amount is
reasonably assured. (Similarly, using the weighted avestigeag¢e, this would result in revenue
of CU450 (and profits of CU200) being recognised over the first 25eatontract and,
thereafter, revenue being recognised only to the extensts daring the period.)

The second issue arises where an entity transfers-Binamcial asset for an amount of cash that is
less than its carrying amount plus a right to further ansof@ng. royalties) based on usage (which
are not reasonably assured, but which are expected noelzeass of the difference between the
cash and the carrying amount). If the fair value ofcthesideration as a whole (including the fair
value of the additional income stream) is believed tmlexcess of the previous carrying amount,
it seems inappropriate to recognise a loss on the initiabskd of the asset merely because the
additional income stream is not reasonably assured. Agaiencourage the boards to consider
how the proposals in the ED could be modified to give awanthat better reflects the economics
of the situation.

A possible solution might be to adopt an accounting treatsn@iiar to the ‘intangible asset’
model used in IFRIC 12, whereby an intangible asset @grésed in respect of the valuable
conditional right to receive an additional income streditind idea of a ‘reasonably assured’ cap
on profits was also adopted, as discussed above, thewtfeltt be for the entity to recognise
revenue equal to previous carrying amount on the initipbdesl of the asset, thus reflecting a nil
profit margin. This would avoid the practical difficels of trying to place a fair value on such an
additional income stream while still recognising that, imyneases, the entity will expect to
recover the costs incurred (as discussed in paragraph 48).

We note that such an approach would be relevant faityogirrangements, but it may also have
wider implications. In particular, it might help in adsisang an apparent issue that may otherwise
arise for some telecommunications entities (‘telcog)nely the mismatch between accounting for
contracts acquired directly and indirectly. To illustratgppose that a telco is prepared to pay
CUS0 to sign up a new customer — either by paying a CU50 subsaaiptioer party (who will
supply the handset, perhaps at an equivalent discount)givihg the customer a CU50 discount
on a handset to be provided directly. The problem istllgsccounting and profit is different in
each case.
» For the contract acquired indirectly, CU50 is capitalsed amortised. Subsequent
revenue for calls and other services does not need tqusteat
» For the contract acquired directly, no amounts apéaigsed and instead some of the
subsequent revenues are reallocated to the handseleddssto three potential
differences:
0 a possible day one loss on the handset (even after remitpsamme call revenue);
o different (reduced) ongoing revenue from calls; and
0 no subsequent amortisation of initial costs (because mereapitalised).

It is hard to see that it is meaningful to have a daylassefor direct contracts when no such loss
arises for indirect contracts. Although it is true tiet éntity is in a slightly different economic
position for contracts acquired directly and indirecthgeaese for the latter it has no responsibility
for the handset, this difference is relatively minorhia tontext of the overall contract economics.
(Moreover, for direct contracts, the amount of the alag loss will potentially be affected,
arbitrarily, by the value of the handset supplied. If atiredestand-alone selling price basis is used,
differently priced handsets will produce a different lagstion of revenues and, hence, a different



day one loss — even where the same discount is given.)iAgphe logic of the ‘intangible asset’
model detailed in IFRIC 12 would seem to produce an out¢bates more consistent and more
helpful to users.

» On day one, the entity would recognise revenue equal to#tef the handset (e.qg.
CU200). If the amount of cash receivable for the handdetier (e.g. CU150), the
difference (i.e. the CU50 discount) would be capitalsedn intangible.

» Thereatfter, the intangible would be amortised in #raesway as the costs of acquiring the
contract under the indirect sale.

» There would be no reallocation of subsequent revenugedisBussed later, such
reallocation would be a major practical issue for malop$e and arguably would also
impair comparability for analysts and other users.

Irrespective of the above suggestion, we believe it will bessacg to consider the interaction
between the new revenue Standard and IFRIC 12. The c&edbes not scope out revenue
transactions that would also be within the scope of GFR2, and we note that there are no
proposals to amend the intangible asset model used for seovicession arrangements.
Accordingly, we assume that the approach currently reduny IFRIC 12 is considered to be
consistent with the model in the current ED. Consequeh#ypears possible that the approach
currently required by IFRIC 12 can, and sometimes shbeldpplied more widely. We believe
the final Standard should include specific discussiohisftopic, including the circumstances in
which it is or is not appropriate to recognise revenue andtangible asset. When an entity
supplies goods or services in respect of an assetrldectual property or a service concession
asset) in exchange for a valuable right to related variabbme that is not yet reasonably assured
or for which the customer has not yet had an obligatvegte and any fixed cash element would
not be sufficient to cover the cost of the goods or servigaslied, we believe use of the
intangible model may be appropriate. Conversely, it would nappeopriate to use the model
merely because an item is sold at a loss as pargeheral promotional campaign or because
changing prices have made the goods or services providedafyastage of the contract
unprofitable.

Finally, we note that one consequence of applying the intangibtlel is that, as in IFRIC 12,
revenue is ‘recognised twice’ — i.e. the total revenaeegnised are in excess of the cash inflows.
This is accepted as the appropriate outcome under IFRIG@dI&e&believe the logic is equally
applicable here. However, an alternative approach, which vemhigve the same profit profile
and still address most of the issues highlighted abovedvmilo defer costs as an intangible
asset, and this solution would be equally acceptable ©leatly, it is important that consistent
principles are adopted in IFRIC 12 and in the finah8&ad, so this might require further
amendments to IFRIC 12.

Question 4

For a performance obligation that an entity satisfies over time apdats at contract inception to
satisfy over a period of time greater than one year, paragraph 8&gstaiethe entity should
recognise a liability and a corresponding expense if the performance obfigatonerous. Do you
agree with the proposed scope of the onerous test? If not, what alteraetipe do you
recommend and why?

We disagree with the proposals in the current ED. Weiregtgongly of the view, as expressed in
our response to ED/2010/6, that liabilities should not be resedtior onerous performance
obligations per se but instead should be recognised foractsthat are onerous — a method that
currently works under IAS 37 and is familiar to both preysaamd users. Retaining that approach
will not ‘add complexity’ as suggested in paragraph BC20&uinstead preserve the status quo
for IFRS reporters. For the reasons set out below, Wievbehat the proposals in the current ED
will result in accounting treatments that are confusingonsistent and unhelpful to users of the



financial statements. In our view, the boards shootdoroceed with the proposals in the current
ED. Instead, they should issue a converged revenue Stizthdadoes not deal with provisions
arising from onerous contracts or onerous performancgatioins. The accounting for such
provisions is part of a broader issue and should be coeditdea separate project, based on the
principles set out in IAS 37, and in the meantime shaerthin within the scope of IAS 37 (and
equivalent US standards), rather than being includdédnathe parameters of the final revenue
Standard.

The rationale for our disagreement is set out below.

Firstly, we disagree with the statement in paragraph B@2izassessment at the contract level
would be ‘arbitrary’. Paragraph BC207 suggests that difteaccounting would result depending
on whether an entity entered into one contract or two.evyew
» if the entity entered into those two contracts at #mestime, it seems likely that they
would be combined in accordance with paragraph 17; whereas
» if not, an entity that has entered into a loss-makmgract, in the hope that a profitable
contract may follow later, is in an entirely differgmsition from an entity that has entered
into a contract that is profitable overall. There is najrarbitrary about this difference. In
the first scenario, the entity may well make a losghé second, it will not.

We would instead argue that it will often be arbitrergpply the onerous test at the performance
obligation level. Typically, entities negotiate and a&gpeicing for contracts, not performance
obligations. The current ED mandates a methodology foraditagrevenue to performance
obligations that will sometimes result in an allocatioat differs, arbitrarily, from the underlying
economics of the contract. Also, since paragraph 30 alloxfsrpence obligations to be
combined if the pattern of delivery is the same, a perfoce@bligation that would otherwise
have been onerous will result in reduced or no provisidrhds the same pattern of delivery as
another that is profitable.

Moreover, the different approaches proposed by the curremirebe revenue is recognised over
time or at a point in time, and depending on the lengthaaintract, appear not just arbitrary but
confusing. As explained below, it seems to us that this essacly complex approach greatly
increases the risk of unintentional non-compliance and iy likeesult in confusion for both
preparers and users.

For IFRS reporters, the current ED proposes that thedswasion of whether provisions are
required for onerous contracts will be scoped out of IA&I8Yinstead onerous performance
obligations will be within the scope of the new revenwn&rd where revenue is spread over a
period of time. However, based on paragraph BC210, it appedarsotitracts for the sale of goods
(where performance obligations are satisfied at at jpoithme) will, indirectly, be scoped back into
IAS 37 due to them relating to the sale of inventories lwhie within the scope of IAS 2 and, as
such, the scope of IAS 37. This will result in entitiegking provisions for onerous contracts for
the sale of goods. We note that this results in an imstens basis for measurement between
performance obligations satisfied over time (onerousafgdied at the performance obligation
level) and performance obligations satisfied at a poititne (onerous test applied at the contract
level). We do not see a convincing rationale for thited#ihce. (Moreover, it is unhelpful to make
the link to IAS 2 only in the Basis for Conclusions andindhe draft Standard itself.)

When revenue is expected at inception to be recognisedimesand over a period of more than
one year, the current ED proposes that provisions shouktbgnised for any onerous
performance obligations. Conversely, when revenue isipaitsd to be recognised over time but
over a period of less than one year, an entity would npebeitted to provide for any elements of
the contract that are onerous, even if the contract is amenerall. We note that this results in an
inconsistent basis for measurement depending only on the leinitie expected to be required to



satisfy a performance obligation over time. Again, weolosee a convincing rationale for this
difference. It is likely that both preparers and usefisb&iconfused by this. Indeed, we suspect
most users would assume that an entity would have profededcontract that has become loss-
making, even if that loss is expected to crystalligeay within the next financial year; under the
current ED’s proposals, such users may mistakenly belaeh entity’s financial position is
better than is really the case.

Finally, it is not helpful to users or preparers to gplise requirements across different Standards
(for IFRS reporters, the proposed new revenue Standdrth® 37 via IAS 2). There is much less
potential for confusion and error if the requirememesset out clearly in one place. We strongly
believe that entities should make provisions based on thetegdess from a contract as a whole,
as is currently the case under IFRSs, and that thiscsheupplied consistently to all contracts
rather than having differing treatments depending on theherighe contract and the pattern of
revenue recognition.

Question 5

The boards propose to amend IAS 34 and ASC Topic 270 to specify tbeudeschbout revenue
and contracts with customers that an entity should include in itanmferancial reports. The
disclosures that would be required (if material) are:
* The disaggregation of revenue (paragraphs 114 and 115)
» A tabular reconciliation of the movements in the aggregate balance ohcbassets and
contract liabilities for the current reporting period (paragraph 117)
* An analysis of the entity’s remaining performance obligations (paragraphs 119-121)
* Information on onerous performance obligations and a tabular reconciliatidine
movements in the corresponding onerous liability for the current tiegoperiod
(paragraphs 122 and 123)
» A tabular reconciliation of the movements of the assets recognsadhe costs to obtain
or fulfil a contract with a customer (paragraph 128).

Do you agree that an entity should be required to provide each of thokesdres in its interim
financial reports? In your response, please comment on whether those rdpdesures
achieve an appropriate balance between the benefits to users of Hatimgformation and the
costs to entities to prepare and audit that information. If you ttiiakthe proposed disclosures do
not appropriately balance those benefits and costs, please identifsthesdres that an entity
should be required to include in its interim financial reports.

We do not agree with the proposals in the ED to spedifiydatory disclosures in respect of
revenue in interim financial reports. It is inapprof®itor the revenue Standard to amend IAS 34
and ASC 270 in such a way as to require disclosuresrgnabain line with the principles

currently set out in those Standards. Any change to theipies for disclosure in IAS 34 and

ASC 270 should be considered as a separate project ang, sthge, insufficient thought has been
given to the purpose of disclosures in interim financial mspo

In our response to the Agenda Consultation we stated thabmsider the development of a
Disclosure Framework to be both critical and urgentiewduld be appropriate to consider
whether revenue disclosures should be incorporated il8BHras part of this wider project. This
is consistent with the overall thrust of responses t@tdenda Consultation, as discussed at the
IASB’s board meeting in January 2012.



Question 6

For the transfer of a non-financial asset that is not an output of aty’srdrdinary activities (for
example, property, plant and equipment within the scope of IAS 16 or IABABC Topic 360),
the boards propose amending other standards to require that an entity apply
(a) the proposed requirements on control to determine when to derectiymiasset, and
(b) the proposed measurement requirements to determine the amount of igas tor
recognise upon derecognition of the asset.
Do you agree that an entity should apply the proposed control and measuremergments to
account for the transfer of non-financial assets that are not an output ottiriseordinary
activities? If not, what alternative do you recommend and why?

We disagree with these proposals. In our view, moreideraion is required before extending the
derecognition and measurement requirements. The discu$sios topic in the Basis for
Conclusions is thin. It makes clear why, for US GAAP regre, a change is appropriate but does
not consider alternative solutions or discuss why the prommetions are best.

For US GAAP reporters, we are unsure why the FASB’pgged amendments to the codification
in ASC 605-40-25-1A and 605-40-40-1 (which would be the guidancehise types of
transactions would follow) limit the references to teeised ED’s paragraphs on transferring
control at a point in time and determining the transagiraze (without reference to the guidance
on constraining the amount of revenue recognised to the atimeuhmount that is reasonably
assured in accordance with paragraph 81 of the revisigd®Rer aspects of the proposed
Standard might also be helpful when accounting for afean§a non-financial asset in terms of
timing of derecognition and measurement of the gain or(édgs contract existence criteria) and
should be considered by the boards within the amendmethis ¢odification.

For IFRS reporters, as discussed below, the proposaldncettie measurement requirements
would apparently result in two quite different modelsgeapplied overall:
* gains on disposals of financial assets and certhir @issets would be recognised on a fair
value basis;
* gains on disposals of other non-financial assets woutddmgnised on a ‘reasonably
assured’ basis, as described in the current ED.

This could produce some anomalous results. For exampdeomn entity that is selling a
portfolio of investment properties, for proceeds that malude a contingent element. If the
portfolio is regarded as a business, the gain on dispdsegfiect the fair value of that contingent
element in accordance with IFRS 9 (or IAS 39); if tlog contingent element would not be
recognised until it is reasonably assured.

Moreover, when an entity has adopted the fair value nfodék investment properties, it may
seem odd to move away from a fair value model when acoguiai their disposal — particularly

if the contingent element of proceeds is closely relaield value of the property. For example,
land held as investment property may have a fair valuegehacts its existing use, together with
an uplift relating to the possibility of obtaining permissiona more profitable alternative use. If
that property is sold for proceeds that include diogant element relating to obtaining permission
for alternative use, it seems counterintuitive to inclide element while the property is held, but
to exclude it on disposal.

Accordingly, although we see merits in both a fair vahgzlel and a ‘reasonably assured’ model,

we recommend the boards give more thought as to whichris appropriate for each particular
scenario.
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A similar issue arises for derecognition. For IFRS repsrthe extension of the derecognition
requirements would result in two different models beipliad overall:

» derecognition of financial assets within the scope of IBR& IAS 39) would be based on
the model used for financial instruments, which combineseqn of control and risks
and rewards; and

» derecognition of non-financial assets would be on the basisiloled in the current ED.

It is not clear to us which model would apply to disposhfgancial assets, such as investments
in subsidiaries and associates, which are scoped tiR& 9 (and IAS 39). More generally, we
recommend again that the boards give more thought as th wioidel is more appropriate for
each type of asset that might be affected.

We note that Appendix D proposes amendments to IASs 16, 38andespect of disposals of
non-financial assets that are not an output of an entitylinary activities. We would welcome
clarification of whether the proposals would extend toroshieh assets; for example, would they
apply to the sale of tax assets such as tax losses?

Finally, we refer you to our response to Question 3 alawbihe issue that arises where an asset
is sold for cash consideration of less than its carryaige, together with an anticipated incoming
royalty stream that is not reasonably assured. Blatiwill also arise for some disposals of non-
financial assets that are not an output of an entitylghary activities.
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Other major points and matters for which we disagree wit the ED’s proposals
Constraining the cumulative amount of revenue recognised (paragraph 85)

We agree with the outcome that paragraph 85 achieves, twithdhe logic presented for this
treatment. We believe that the constraint imposed shmilde based on an inability to estimate
future outcomes but, rather, on a customer not yet being cadrtotfuture payments.
Accordingly, to deal better with the various scenaiiiad tan arise, we suggest paragraph 85
should be rewritten to state a general principle thagresrevenue will arise only to the extent that
a customer chooses to use an item, it should not be recogmlethe customer has an obligating
event such that it can no longer avoid a liability foradditional consideration. Although royalties
from licensing intellectual property are often basedhencustomer choosing to make sales (as
discussed in paragraph 85), other scenarios are possitieas a royalty based on manufacturing
activity. Moreover, some sales-based payments from custanemnot related to intellectual
property: for example, the customer of an advertising agencymmaéig incremental payments to
the agency based on additional sales that result from thetiaohgeservices provided. As

currently drafted, paragraph 85 would not seem to asldhese scenarios, even though they are
very similar.

As the principle that we outline above relates to recognitioev@nue, rather than measurement,
we suggest that it would be better dealt with in #atien dealing with recognition (i.e. paragraphs
31 to 48).

Disclosures (paragraphs 109 to 130)

We welcome the use of judgement to assess the level dfidetes various disclosures required.
We would further suggest that the final Standard maleas that judgement may be applied to
determine whether or not a particular disclosure is redut all as for some entities certain
disclosures will not provide meaningful information (et teconciliation in paragraph 117 may
be of limited relevance for most retailers).

We recommend that the final Standard clarifies whetbeiracts that were wholly performed
within the reporting period, and therefore do not form phathe opening or closing statement of
financial position, should be included in the reconctiatiequired by paragraph 117. Example 19
appears to suggest that this would be the case. Werzeroed that, for some entities, this
reconciliation may be overly burdensome to produce and magswt in the provision of
information that is genuinely useful.

As noted in our response to the previous exposure draétpwet support the forward-looking
disclosures proposed by paragraph 119 of the ED. We do nevdéhe disclosures required by
this paragraph provide meaningful information as they dprmtide a complete picture of future
revenues. We continue to believe that such disclosutdd be encouraged in the management
commentary, but should not be required in IFRS or US BAiAancial statements.

Finally, we reiterate the position expressed in our regptmthe IASB’s recent agenda
consultation that we consider the development of a Digkddsramework to be both critical and
urgent. We anticipate that the revenue Standard wiihaéised before completion of work on the
framework. If so, the boards should in due coursesiteivie disclosure requirements in light of the
framework.

Licensing and rights to use (paragraph B34)
We believe further clarification is required in respagbaragraph B34, which states that control of

rights to use intellectual property cannot be transfdveddre the beginning of the period during
which the customer can use and benefit from the licenseénpyo particular, without
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additional explanations or guidance, it is unclear telsther this statement is consistent with the
performance obligation model, and this will have implarag for how that model is understood
and applied.

* Some would argue that this statement is correct.gPaph 31 states that a performance
obligation is satisfied by transferring a promised gaoseovice and, further, that “an asset
is transferred when (or as) the customer obtains caofttbht asset”. Thus, in their view,
the focus is not on whether the seller has any furtharitaesito perform; the focus is on
whether the customer has obtained control of the assetadt#ét the customer is not
yet contractually permitted to use the licensed propeggns that the performance
obligation has not yet been satisfied.

» Others would argue that, at least in some circumstatisestatement need not be correct.
In their view, a performance obligation is satisfiedtlgh the seller’'s performance, and
not merely through the passage of time. Thus, it is negessfocus on the legal
mechanism by which the associated rights are trandfefreey believe it is sometimes
possible for an entity to transfer irrevocably the righintellectual property and have no
remaining performance obligations, even though the licesmoeat be used by the
customer until a specified date in the future.

In our view, the ED does not include sufficient guidancexéde clear which of these
interpretations is correct. We note that the example givéme end of paragraph B34 does not
assist, because it does not illustrate the statementim#tesentence that precedes it. In that
example, there is clearly an outstanding performance tibiigdecause the access code has not
yet been supplied.

In order to address these uncertainties, we recommefbaénds provide guidance on how to
apply the performance obligation and control concepts indheext of intangible items, such as
intellectual property. We encourage the boards to considieasitthe following three scenarios:

» atransfer of software for which an access code hagebhditeen supplied (and, hence, not
all performance obligations have been satisfied);

» atransfer of an intangible (for example, a motion pictwi#) an associated contractual
restriction on timing of use. The customer would physidadyapable of using the
intangible prior to the permitted date, but would bbreach of contract if it did so; and

» atransfer of a licence originally issued by a tipiadty (for example, a taxi licence), for
which the licence period has not yet commenced.

When considering these issues, we believe it may be haypfohsider the following factors.
* Who has imposed the restriction on use of the item? Wasshétion imposed by the
seller or another party?
* Should the restriction on use be considered as sometlpagase from the item itself, or
as an inherent part of the item?

To illustrate why these factors may be important, aersan emissions trading scheme. Entities
may buy and sell certificates that, ultimately, can lezlumly to settle emissions liabilities on a
specified future date. If a buyer cannot be said to havteat@f such a certificate until it can be
used then, arguably, control can only pass on that spktitiere date. But this does not seem to
reflect the reality of emissions trading — because tlséiticBon on use appears to be an inherent
part of the certificates being sold. It is a restriciibposed by the government or other body
sponsoring the scheme, not one party selling certificatasdiher.

The issue discussed above may also have implicationxéoniite 26.
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Limiting separate performance obligations (paragraph 29)

We agree that it is appropriate to limit the circumes&s in which it is necessary to identify
separate performance obligations. However, for the reasbosit below, we suggest that the
boards refine the approach taken in paragraph 29. We arerseddhat the drafting currently
proposed is too rules-based and may sometimes resulpjromiate outcomes. We would favour
an approach based on a principle and associated indicedther than a set of rules.

If paragraph 29 continues to be drafted as a set of thkr® is a danger that preparers will focus
too much on the interpretation of particular words in theg@ph and too little on the underlying
objective. It seems to us that the underlying objectiyegaohgraph 29 is that performance
obligations should not be accounted for separately wbete o would not properly depict the
nature of the combined item(s) for which the customer basacted. In some cases, the
combination of performance obligations into a single @mttchanges the overall nature of what is
being supplied, and to account as though the customer had geaaach of the performance
obligations separately would fail to reflect the ovesalbstance.

If the current approach is retained, we believe clatificawill be required of how the word
‘significant’ should be interpreted in paragraph 29. isténded to be a low threshold (anything
that is not insignificant) or a higher threshold? Examdpétates that, in a particular scenario, an
entity is providing a significant service of integrating goadd services and that software is
significantly customised, but does not explain the basis ortwvthese views have been reached.
We would not wish the example to become a yardstickhagahich entities then judge their own
scenarios, but without further guidance the thresholdadett by paragraph 29 would be unclear
and likely to result in diversity of interpretation.

In addition, it is not clear to us whether paragraph 29@pjsopriately drafted, as we have not
identified any situations where paragraph 29(a) would ‘wronggy¢h performance obligations
that paragraph 29(b) would then exclude. Paragraph BC79 suitjggstwithout paragraph 29(b),
there is “a risk that all contracts that include anyetgpintegration service might be deemed to be
a single performance obligation even if the risk thatdhtity assumes in integrating the promised
goods or services is negligible (for example, a simple laitat of standard equipment)”.
However, it seems unlikely that a simple installation Maualify as “a significant service of
integrating” in paragraph 29(a). Moreover, it is possibée setting 29(b) as a rule may have the
opposite outcome from what is intended in some casegxganple, we believe the boards had
some construction contracts in mind when drafting paragrapyeR;may be argued that bricks
are not “significantly modified or customised” as paraafonstruction contract and, therefore, that
the criteria in paragraph 29 are not met.

Given the inherently subjective nature of the thresholds tmh&idered when applying paragraph
29, and the difficulty of drafting rules that will acheappropriate outcomes in a wide variety of
circumstances, we suggest the boards instead set auidbdying principle, together with
indicators of when it may become applicable.

Contract assets and receivables (paragraph 106)

More clarity is required in respect of when balancessathin the scope of the draft Standard
(contract assets) and when in the scope of IFRS IA&B9) (receivables). In particular, an entity
may have fully performed its obligations and, as a tesdy have an unconditional right to
consideration, but that consideration may be variable angehotasonably assured. Such a right
would seem to be a receivable based on paragraph 106(h) thait case, it would be recognised
initially at fair value in accordance with IFRS 9 (8S 39) — which would apparently conflict
with the draft Standard’s requirements for varialoiesideration.
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A similar question of scope arises for contracts ithailve provisional pricing. For example, an
entity may deliver goods on a particular date, but the pnang be determined at a subsequent date
(e.g. by reference to a subsequent market price).utdgeem sensible to treat this truing-up of
price as a change in estimate. However, it appears thiaalduece recognised on the date of
delivery is an unconditional right to cash and, thereforecaivable rather than a contract asset.
This would apparently mean that subsequent changes sureegent would be within the scope of
IFRS 9 (or IAS 39), rather than the draft Standard.

We encourage the boards to reconsider the guidance on cassats and receivables to ensure
that balances more appropriately treated as contsaetsaare not instead classified as receivables.

Contract modifications (paragraph 20)

With one exception, we support the proposed approach to comwddtcations. The exception is
the requirement in paragraph 20, which states that whesmtienodification to the contract is a
change in transaction price, this should be accountagtimspectively (by reference to
paragraphs 77 — 80). We would agree with this where thanigmmayoods or services are not
distinct and are part of a single performance obligahahis partially satisfied at the date of
modification. But where the remaining goods or servicesiatiact, this creates a ‘bright line’
difference with other contract modifications: e.g. ifwadl as a change in transaction price, the
entity supplies one extra good or service, however smallthigesult in the contract
modification being accounted for prospectively from the ddétmodification (by reference to the
guidance in paragraph 22). We believe it would be appregoapply a consistent treatment to all
contract modifications in accordance with the guidaet®st in paragraph 22, including where
the only modification to the contract is a change in traiaptice.

Input methods (paragraph 46)

We question whether this guidance is appropriate. It isScaigié only in very limited
circumstances and results in revenue recognition on & thasiappears to conflict with the idea
that the goods are not a separate performance obligétteen such goods do not represent a
separate performance obligation, we believe it is idséggoropriate to account for the single
performance obligation (goods plus services) using a meaftire extent to which the associated
services have been performed.

Allocating the transaction price to separate performance obligations (papag/5)

Paragraph 75 restricts the ability to allocate a discentirely to one (or some) separate
performance obligation(s), so that it is only availabtee entityregularly sells each good or
service (or each bundle of goods or services). We suggeshithest unnecessarily restrictive, and
that the focus should instead be on the quality of evidimatesupports the stand-alone selling
prices. Paragraph 81 envisages that the experience of othiesenay be relevant when assessing
whether variable amounts are reasonably assured. lnesurevidence based on the experience of
other parties could also be sufficient to justify tHeation of a discount entirely to one (or some)
separate performance obligations under paragraph 75.

Example 9 (paragraph IE8)

We disagree with the methodology used and with the answanedtin this example. We believe
that paragraph 71, which requires the transaction pribe &dlocated on a relative stand-alone
selling price basis, must require that allocation tddree after making any necessary adjustments
for the time value of money. Paragraph 58 states cléatyin determining the transaction price,
the promised amount of consideration must be adjusted totrisftettime value of money where
there is a significant financing component — i.e. the &retien price is the price aftsuch
adjustments.

15



To illustrate why this matters, suppose that an entityays sells an item for CU100. A customer
wishes to purchase one unit of the item now, and another ipeamis time, but wishes to pay for
both immediately. The entity calculates that the éftét¢he time value of money where an amount
is paid one year in advance is to reduce the amount pdyabhé. Accordingly, the customer

pays CU195 for the two items.

The ‘correct’ allocation here is CU100 to each of themg@nd CUS of interest expense. But the
methodology illustrated in Example 9 will allocate CU97.5 tofits¢ item and then unwind a
discount of CU5.1, resulting in CU102.6 being allocated to¢hersl item. This is clearly a
distortion of the underlying economics.

Although the application of a relative stand-alone sellingepbasis is more complex where it is
necessary to split out a financing component, in our viéswio more complex than many
impairment calculations. We suggest that the boards mddsyekample to illustrate an
appropriate methodology. It would also be helpful for thed®éo provide additional examples to
clarify when and how the time value of money concept shouppked, especially in more
complex contracts.

Example 17 (paragraph IE16)

For IFRS reporters, it would be helpful to clarify theeraction of the draft Standard and IFRS 9
(or IAS 39) in a scenario in which the contract requihescustomer to pay before any goods or
services have been provided. We find Example 17 confusingsingdpard. In the draft Standard,
paragraph 105 and Example 17 both seem to assume that alkzenthin the scope of IFRS 9
(or IAS 39) can arise before the seller has deliveredjanys or services. However, it is not clear
how this interacts with paragraph AG21 of IAS 32, which says:

“A contract that involves the receipt or delivery of physa&sdets does not give rise to a financial
asset of one party and a financial liability of the oterty unless any corresponding payment is
deferred past the date on which the physical assetsaasgerred.”

If it is not possible for a seller to recognise a firiahasset before it has supplied goods or
services, then Example 17 appears incorrect — there shouldslseawnting entries on 31 January.
The first entry should arise on receipt of cash.

Conversely, if it is possible for a seller to recognid@ancial asset before it has supplied goods or
services, why is the receivable in Example 17 not recognisddB1 January? The right to
consideration seems to exist from 1 January, when the cbigmentered into, in that it is not
conditional on the seller supplying goods or services.

Time value of money (paragraph 59)

We do not understand why paragraph 59(b) refers to prompt caslemaiymaccordance with
typical credit terms in the industry and jurisdiction’. Samilers almost invariably provide
interest free credit for extended periods (sometimes thareone year), but the fact that this is
‘typical’ does not in itself alter whether there is afigsing component. We believe that the
appropriate comparison is simply with prompt cash paymeaspective of typical credit terms.

Appendix C
In paragraph C3(a), we believe the expedient is draftedaoowly. We encourage the boards to

allow the expedient for all contracts completed beforalttie of initial application, irrespective of
whether they began and ended within the same accountimogl peri
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Requests for additional guidance
Appendix B and illustrative examples

Given the very wide range of scenarios that can arige¥enue recognition, it is important to
find the right balance in producing the final Standard.sfgport the boards’ approach that the
body of the revenue Standard sets out only the core prigcipith more detailed application
guidance being included in Appendix B.

Historically, there have been various aspects of revenwehich, because of their complexity, the
boards have found it necessary to issue specific guid8onoee of these are dealt with in

Appendix B, but others are not (e.g. customer loyalty progres, advertising barter transactions,
slotting fees and co-operative advertising, to namegjdetv). We encourage the boards to look
critically at that existing literature and to considdrether the underlying issues addressed are still
of sufficient significance as to warrant additional aggdiion guidance. For example, we believe
there is useful and important guidance in IFRICs 13 arntidifs not currently reflected in
Appendix B.

Where the boards judge that there is no need to set otibadtprinciples on topics for which
guidance currently exists, we encourage them insteaahder including examples illustrating
how the final Standard’s principles would be applied fohsituations.

Portfolio approach (paragraph 6)

It would be helpful to preparers of financial statemdtsere was additional guidance provided,
perhaps in the form of an illustrative example, as to leoapply the portfolio approach.

We believe there will be significant practical questifinissome entities when seeking to apply the
guidance in the current ED, particularly for entitieslsas those in the telecommunications
industry (‘telcos’) with a large portfolio of relatigebmall revenue contracts. Although an
illustrative example would not mandate a particular methoddtmggny entity, it would help to
clarify the types of assumption that could legitimateymade when implementing the final
Standard, and this would be beneficial.

Therefore, we suggest that the boards at least conditrating how a telco might implement the
final Standard. We set out below some initial thoughts lo@t\such an example might include, in
part drawing on other matters discussed in this respdhsee should be a clear statement that use
of the proposed methodology would not be mandatory, so altergproaches would not be
precluded.

The example would assume that a customer is buying a bofralleandset, plus line rental and
minimum amounts of calls and texts, for a specified cohpariod, with payment being made
over that period and (possibly) some upfront payment as wellcditieact may set a price for any
additional calls and texts over the minimum and a prie¢nath line rental can be renewed at the
end of the contract period.

The example would illustrate one possible methodology, wdockists of the following steps.

» Determine whether it is appropriate to regard the conimenforceable in respect of any
future payments — i.e. could the customer just walk awayowitmaking the future
payments? (Please also see the discussion of ‘reasonsigaisariable consideration
earlier in this response.) For the rest of this illugimtit is assumed that the contract is
enforceable —the consequences if it is not are set eutthdése bullet points.
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* Calculate the total minimum contract price, i.e. theritminimum payments plus any
upfront amount.

* Apply a residual approach to determine what part ofdta minimum contract price if
any — the appropriate allocation might be nil — should be asktgrtee handset. (Two
possible methodologies are suggested below, but others mighph®/edinstead. This
would be a matter of judgement in any specific scenario.

o If thereis an equivalent ‘SIM only’ contract availabbecustomers (i.e. a package
that is equivalent except that the handset is excluttealyjifference in price
between the two contracts may be indicative of the residutthe handset.

o Alternatively, if the prices set for any additional saihd texts and any renewal of
line rental appear to be realistic stand-alone prices, tiggyt lve used to calculate
the value within the package of calls, texts and lineatemihen if the total
minimum contract price is less than the value caledl&r calls, texts and line
rental, no amount would be allocated to the handsst.discount on the normal
price of calls, texts and line rental would be alloddtethe calls, texts and line
rental and recognised over the contract period. Converséhg ibtal minimum
contract price exceeds the value calculated for,dak$s and line rental, the
excess would be allocated to the handset.)

» If the residual allocated to the handset results irofit pn the handset, no further
adjustment is required.

» If the residual allocated to the handset results osa dn the handset, recognise additional
revenue equal to the loss and capitalise as an intan(ilhis entry is based on the logic
set out in our response to Question 3 above, and assumt®ethandset was deliberately
sold at a loss to acquire the customer — see also therfaliscussion below.)

» Treat the intangible in the same way as a cost of acguarcontract, i.e. amortise it over
an appropriate period determined using judgement, as proposieel tyrrent ED.

* Thereafter, recognise revenue for calls, texts anddingl over time, as supplied.

If at the first step the contract is judged not to bereable, then the same process would be
applied but it will be simpler. The total minimum contrpdte will consist only of the amounts
paid upfront (if any). The difference between this and tisé afothe handset would be capitalised
as a cost of obtaining a contract / customer relationghigreafter, any cash received will relate to
the calls, texts and line rental and be recognised as such

One potentially important aspect of this approach isdba that there is not a single stand-alone
price for an item such as a call or a text — the appitegoigce can depend on the type of customer
and the type of contract. There are many examples ahtpractice — for example, a customer
buying goods in large quantities often pays a lower unit primet it is worth spelling out.

We believe the methodology proposed above is a reasonable applafatie ED’s principles in
the context of a large portfolio of contracts. We note ithabuld have a number of benefits.

* It would go some way to address the issue describaat iresponse to Question 3 of the
lack of comparability for direct and indirect sales.

* In particular, it would avoid the distortion that wolherwise arise for revenues associated
with ongoing calls, texts and line rental. Thus, it wquigserve an important key
performance indicator for analysts and other users.

» If the amount of intangible capitalised is broadly siamirom user to user (which might
often be the case), it might enable a portfolio approatie tapplied to subsequent
accounting for the intangibles (i.e. amortisation an@adggnition) by looking at overall
churn.

As noted in our response to Question 3 above, one conseai¢heantangible model described

above is that, as in IFRIC 12, revenue is ‘recognisecetwic.e. the total revenues recognised are
in excess of the cash inflows. An alternative approatich would achieve the same profit profile
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and still address most of the issues highlighted abovedvmiio defer costs as an intangible
asset, and this solution would be equally acceptable to us.

Definition of customer (paragraph 10)

We suggest that it would be helpful to discuss here the soénavhich goods are purchased from
a supplier (with or without an explicit right of returmjcasome of them are subsequently
transferred back to the supplier for a refund. In sudupistances, we do not believe that the
supplier would be a customer for the purposes of the curigng¢\Een though the definition might
sometimes appear to be met. For example, if a distriblibevsaa retailer to return goods, even
though there was no pre-agreed right of return, those goadd appear to be an output of the
retailer’s ordinary activities and the distributor wilMeecontracted to obtain them — so the
distributor may appear to meet the definition of a custarhthe retailer.

Further clarification would also be helpful in relatianthe scope exclusion for collaborators or
partners. For example, in the pharmaceutical industtiieisievelopment of a drug by an entity for
another in exchange for milestone payments plus royaltiesteact with a customer or a
collaborative type of contract? Paragraph 10 seems to imgiyhe distinction is based on sharing
‘the risks and benefits of developing a product to be marketeeleas we might instead have
expected the distinction to be based on control. It wbeltkéss confusing for users if the final
Standard makes clear whether another Standard applietfataocative arrangements (e.g. for
IFRS reporters, presumably IFRS 11 applies where thepaiscpntrol and, for US GAAP
reporters, ASC 808 or 810 could apply) or whether there is nzaplg Standard (which might be
the case if some arrangements are scoped out on thebsisised risks even though joint control
is not present).

Contract modifications (paragraph 22)

It would be helpful for paragraph 22(a) to address teaao in which where there is unsettled
variable consideration that relates to goods or sergiceady supplied. Notwithstanding the final
sentence of paragraph 22(a), we believe this should salldzated to the original goods or
services and not to the goods or services supplied aftdatéef the contract modification.

Where a contract modification would be accounted for undegpgph 22(c), we assume that the
entity would be required to use judgement to determinetb@iocate consideration between the
items in (a) and in (b). It might be helpful for the Stard to clarify that judgement is required in
such circumstances.

Identifying performance obligations — standing ready (paragraph 26)

We are concerned that, without further explanation and camstitaé inclusion of ‘standing ready
to provide goods and services’ within the list of possible pretngoods and services in paragraph
26 may be confusing and result in companies recognising rew@ap@opriately. For example,
where a customer contracts to purchase a specified quaingjoods under a ‘take or pay’
contract, there is a sense in which the seller isidstg ready’ to provide those goods, but we do
not believe that it would be appropriate to allocate amgmue to that activity. In our view, the
circumstances in which it is appropriate to recognisemexéor ‘standing ready’ relate primarily
to scenarios (such as membership of a health club) irhviticextent to which a customer
demands goods or services (e.g. by choosing to use thedagitiies not, in itself, affect the
amount of remaining goods or services to which the custrentitled. We recommend that the
boards give additional thought to this matter and includbéuiguidance in the final Standard.

19



Identifying separate performance obligations (paragraphs 28 and 29)

To what extent would an entity be required to seéirmation on what other products are
available to the customer? We would assume that an shotyd be able to rely on its own
knowledge of the market without doing further research, but catidin of this in the final
Standard would be helpful.

Would the interpretation of 28(b) be affected by whethectistomer is contractually restricted
from buying from other entities (e.g. if it has an agrean@ buy only from this entity)? Again,
we would welcome clarification.

If paragraph 29(b) is required, it would be helpful toityawhether it is all of the goods or
services which need to be significantly modified, or agghe of them. We assume the intention is
the latter. For example, it seems that a contraabrietcuct a building is intended by the boards to
be a single performance obligation under paragraph 29, ibuguestionable whether the bricks
used in such a contract are themselves “significantly meoklibs part of the construction process.

We suggest that it may be more appropriate to use the'sfted’ instead of ‘regularly’ in
paragraph 28(a). Sales can occur frequently without beindpregust as sales can occur regularly
but infrequently. The same comment applies to paragraph 75(a)

Identifying performance obligations — practical expedient (paragraph 30)

In some cases, the practical expedient offered in paphd@0 might be available for items that
would need to be separated for other purposes, e.g. digel&hould the practical expedient be
limited to exclude such cases? If not, what approachldtve taken for disclosure purposes?

Where an entity has taken advantage of the practicatleqgeoffered in paragraph 30, at a later
date it may discover that the two performance obligatioriact have a different revenue
recognition profile. It would be helpful to clarify that, such circumstances, the two performance
obligations should be accounted for separately antietexttent practicable, the allocation of
revenue to each individual performance obligation shbaldssessed on the basis that would have
been used at the outset of the contract.

Transfer of control over time (paragraphs 35 and 36)

We would welcome additional illustrative examples with encomplex fact patterns of how to
apply the principles and indicators in practice. In particuiavould be beneficial to include an
example clarifying how the principle in paragraph 35(b)(igwd be applied in the case of a
single non-refundable deposit without further stage payments.

In some cases, the ‘no alternative use’ criterion maypdteonly part way through the entity’s
performance. For example, work in progress may be capéblkeng supplied to an alternative
customer during the earlier stages of construction, but mayneecustomer-specific during the
later stages. It would be helpful to illustrate how tocamt for such scenarios, which might
involve moving from the ‘point in time’ model to the ‘over timebdel. We assume the entity
would recognise an asset of work in progress and no rewdming the earlier stages, but would
derecognise the asset and recognise corresponding revenubkeoimmealternative use’ criterion is
met and, thereafter, recognise the remaining revenue tmsngver time’ model.

There may be some uncertainty over how paragraph 35(bh@ild be applied when both a land
element and a construction service are provided and theyptcensidered to be separate
performance obligations. If 35% of the construction agtikds taken place, is the requirement
that the customer is obliged to pay approximately 35% ofotiad contract value, or just 35% of
the value of the construction service (i.e. excluding anguat for the land element)?
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The third sentence in paragraph 36 focuses on whethereamaditeasset could be supplied_to this
customer. But the logic of paragraph 35 is such that thehestd be whether thasset could be
supplied to an alternativaistomer.

In paragraph 35(b)(iii), it would be more helpful to sthtet ‘the entity has a right to payment for
performance completed to date and it expects to thiilcontractdr the relevant part of the
contract) as promised’. This will be important in situationsese a contract may include several
stages but will stop if a certain stage is deemed unssitdee.g. some research and development
activities performed for customers.

It would be helpful to clarify how the requirement set ioytaragraph 35(b)(iii) is affected by the
entity’s ability and intention to enforce the customeb$gation to pay. We believe it is necessary
that the entity could enforce the customer’s obligaffigrwished, but we do not believe that it is
necessary that it would intend to do so. The factalssiler might sometimes decide to waive
amounts that would otherwise be due from a customer ginotlalter the profile of revenue
recognition.

Sales taxes (paragraph 50)

Paragraph 50 rightly excludes sales taxes from revenuthebdtaft Standard does not offer any
guidance on how to determine whether something is or is saiea tax. This is an issue under
existing GAAP, so further guidance would be helpful.

Time value of money (paragraphs 61 and 62)

The final sentence of paragraph 61 states that, aftaracbiriception, the discount rate should not
be updated for changes in circumstances or interest Batehere a contract is modified, might
this result in a need to update the discount rate?

It would be helpful to clarify the requirement in paiggn 62 to present the effects of financing
separately from revenue in the statement of comprehensivmé Under IAS 18, interest income
is another class of revenue and, although an anadyssgjuired in the notes to the financial
statements, there is nothing in IAS 18 or IAS 1 to preitdreing shown as part of revenue.
Further, FASB Concepts Statement No. 6 states thairdéshs, such as interest, that are the
result of an entity's major on-going operations represargnue (e.g. a subsidiary whose major
activity is the financing of products of the parent)t the intent of the boards to change this
position?

Non cash consideration (paragraphs 63 and 64)

In some cases, the fair value of non-cash consideraagrchrange materially between the date on
which the contract is entered into and the date on whigkdnsideration is received. Accordingly,
paragraph 63 should be expanded to include guidance on the gperdpte at which to measure
the fair value of non-cash consideration.

Paragraph 64 appears to be a summary of the current requisesh&RIC 18. Due to the number
of issues that currently arise in applying this guidaasenentioned earlier, we would recommend
including more of the material from IFRIC 18 in Appendiaid/or the illustrative examples,
particularly the guidance on when connection fees correspaseptrate performance obligations.
Collectibility (paragraph 69)

This paragraph clearly envisages situations in whichdit@djustment may need to be recognised
at the time that revenue is recognised in the finana#sients. However, paragraph BC171 in
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the basis of conclusions indicates that ‘an entity wogpdtally not recognise a loss on initial
recognition’. This aspect of the proposed Standard mayprifesing for users. We recommend
that some guidance is added to illustrate the (presyriabled) circumstances in which a credit
adjustment would be required at the time that reveminecognised.

For example, for US GAAP reporters we do not believgai the intention of the boards to change
the accounting result for a health care entity’s paservice revenue in the scope of ASC 954 as
amended by ASU 2011-07. Specifically, we do not believe the baatehded to prevent these
entities from recording revenue and an estimated loss doedit risk adjustment upon performing
certain patient services. However, as currently draftete may be inconsistent application of the
requirements for when a contract exists in accordatitbethne guidance in paragraph 14 for the
health care entities affected by ASU 2011-07.

Constraining revenue — reasonably assured (paragraph 81)

It would be helpful to provide more guidance on how widely gragh 81 and the ‘reasonably
assured’ constraint would be applied. Paragraph B5 inditiad¢ the reference to consideration
that is ‘variable’ apparently also encompasses fixeduatsahat may or may not become revenue
under a sale with a right of return. Are there other cistances in which the concept might
apply? For example, in some industries it is very commoa &#ller to allow a customer to
renegotiate a contract when it is only part-performeeéffect, echoing the words from paragraph
BC34(b), the parties may not be committed to perform tlespeactive obligations for all parts of
the contract (particularly the later stages). Might asomably assured’ constraint also be
applicable in such circumstances?

Onerous provisions (paragraph 87)

In our response to Question 4, we explain why we disagtéegwaviding for onerous

performance obligations per se. However, if the boatdsrthe approach proposed in the current
ED, we suggest that further clarity is requireddlation to paragraph 87(b). If the entity could
walk away from the contract as a whole without paying compiensas that sufficient to meet the
criteria? Or is the entity required to assume thamgiks away from the onerous obligation but
meets all the others?

Principal versus agent considerations (paragraph B18)

We believe that the first indicator included in parag@apB8 (primary responsibility for fulfilment)
is a particularly strong indicator, and we would favoatisg this in the final Standard.

Non-refundable upfront fees — examples (paragraphs B29 to B32)

The previous ED included an example (example 7) illustratiegpplication of the guidance on
non-refundable upfront fees in two scenarios. This exarapietireproduced in the illustrative
examples accompanying the current ED. We believe that the exarapluseful and we
encourage the boards to reinstate it.

Customers’ unexercised rights (paragraphs B25 to B28)

At present, IFRIC 13 includes useful guidance on how tbwiigia breakage in the context of

customer loyalty schemes, including illustrations. As tioaed earlier, it would be helpful for that
guidance also to be reflected in the final Standard.
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Repurchase agreements (paragraphs B38 to B48)

The discussion in these paragraphs deals with unconditightd and obligations, but not with
conditional rights and obligations. In circumstances irctvisiontrol of an item is judged to have
passed to a customer, but there are conditional rights igatbhs for the entity to repurchase that
item, it is unclear whether the entity should analogisbéanaterial on sales with a right of return
or adopt some other accounting. For example, an entityractisg an office building for sale to a
customer as an investment property may grant a condipomallowing the customer to sell the
property back to the entity if pre-agreed tenancy / oaqutipkevels are not reached.

It would also be helpful to address the accounting whengmatalls are included in the same
arrangement but are exercisable in consecutive accountioggeather than simultaneously, and
the accounting for puts and calls that are at faiesaimarket value.

A put option (paragraph B45)

It would be helpful to provide more detail or an examplehas paragraphs B2 to B9 do not fully
explain what to do where the amount repaid is less tieoriginal selling price. Also, it would be
helpful to explain whether and how the time value of moneyldhmureflected, as it seems likely
that any refund liability should often be recorded at iesent value.

Customer acceptance (paragraphs B55 to B58)

There may be some perceived overlap between a scenavcim a customer has a right of return
and a scenario in which there is an explicit custoroeeatance clause. We suggest further
guidance is included to help users determine when it ippate to apply the guidance on sales
with a right of return (for which revenue will often tErognised on transfer to a customer) and
when it is appropriate to apply the guidance on customer acaeEp(for which revenue will
generally be recognised later).

Appendix C

In paragraph C3(b), it is not clear what is meant by déiee the contract was completed'. Is it the
date on which all performance obligations were satistige date on which all variable
consideration was determined, or the date from which neytréy had any remaining obligations?
Paragraph C3(b) appears to assume that variable considevdlioa a finalised amount at the
date the contract was completed, but there may be ciranoest where consideration is still
variable even though all performance obligations have lmesfied. We suggest that measuring
variable consideration at the amounts that actuallyeanmuld be a more practical approach to
transition in this area.

Appendix D

It would be helpful for IFRS 3 and ASC 805 to include sguiglance on how to deal with
contract assets and contract liabilities that are asdjim a business combination. For example,
suppose that a customer of the acquiree has, prior bufieess combination, contracted to buy
goods for a price of CU100 (the market price at that timd)paid in advance in full. By the time
of the business combination, the market price of those goodhaaged to CU101. Should the
contract liability be measured at CU100 or CU101?

Other revenue questions that arise in the context of bgstoesbinations, and for which further
guidance would be appropriate, include:
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» whether the identification of separate performance obdigatiincluding potential options,
should continue to be as determined at inception of the conbraupdated at the time of
the business combination;

* whether the allocation of the transaction price should coatio be as determined at
inception of the contract, or updated at the time of thenbss combination; and

* whether contingent amounts relating to performed (oryppetformed) obligations should
be measured at fair value or in accordance with thtbodelogy set out in the draft
standard (i.e. should the reasonably assured constraapplied)?

Example 20 (paragraph IE18)

In paragraph IE18, the entity has chosen to use the ikelgtdmount rather than the weighted
average amount in its estimate of the variable congidera&iven that there is a high volume of
sales, it might have been expected that the weightedgaamount would have been more
predictive of the amount to which the entity will be datit We suggest that either the example is
modified or an explanation is added of why the entity beligvesnost likely amount is more
predictive. Also, it appears that in this example the tilcally amount is being determined on a
portfolio basis, rather than for each individual contrBat. paragraph 55(b) appears to indicate
that, where the most likely amount is used, it is thetrilkely amount for the individual contract —
which in this case is CU100. If this is an example of dpglyhe draft Standard to a portfolio of
contracts, as described in paragraph 6, it would bdutétpmake that clear as it is otherwise
confusing.

Example 22 (paragraph IE20)
In Example 22 (paragraph IE20), the amount deferred istedféxy the entity’s intention to offer a

seasonal discount. It would be helpful to clarify whethe accounting would subsequently be
amended if the entity changes its plans and no longer dfiedigcount.
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Editorial comments
Contract modifications (paragraph 22)

To avoid any confusion, it might be helpful to state tfata good or service to be distinct, it is
not necessary that it has previously been identifiexisseparate performance obligation. For
example, the remaining 5 months of a 12 month telephone hted pentract would typically be
distinct, even though the line rental was previously idetifis a single performance obligation
satisfied over time.

Identifying performance obligations (paragraph 25)

We suggest that paragraph 25 should be redrafted, as a@ramagpable of misinterpretation. There
are some activities, which might be regarded as ‘setijtes’ by some users, that should
nevertheless be considered separate performance oblig&imrexample, in some cases data
transfer may be necessary as part of setting up an ocitspeontract, and the customer may have
a choice over whether to use the outsourcer or another supplibat transfer. In that case, the
transfer of data should be regarded as a separaterpanice obligation. The same comment
applies to Example 15. Some of the potential confusion heesdrécause the first sentence of
paragraph 25 refers to activities that an entity must usddetd ‘fulfil’ a contract, but the example
given is of administrative tasks to set up a contracts@ ell often relate not to fulfilment of a
contract (i.e. delivery of promised goods or services) bherab administration of a contract. It
would be clearer first to distinguish between fultnt activities and other activities; the latter can
never be performance obligations, whereas the former ¢dubenly if the entity transfers a good
or service to the customer as the activities occur.

Performance obligations satisfied at a point in time (paragraph 37)

We suggest that sub-clauses (a) and (c) should be quabifsa ‘often indicates’, as in sub-clause
(b). For example, in (a), customers may be contractualyined to pay in advance for goods or
services they have not yet received.

Measurement of revenue (paragraph 49)

Where paragraph 49 refers to the amount that is ‘reagoasflired’, it would be helpful to
include an explicit cross-reference to paragraph 81.

Determining the transaction price (paragraph 51)

We recommend that the boards clarify the drafting ofgarsigraph. There is a tension between
the requirement to assume that the contract will noti®wed and paragraphs B20 to B24, which
rightly require deferral of revenue for valuable renegyions.

Variable consideration (paragraph 55)

We recommend that sub-clause (a) is amended to specify dpglies where an entity has a large
number of contracts ‘with similar characteristizg independent outcomes'.

Where an entity has a large number of contracts, whaeemes are independent, the expected
value may represent a good prediction of the aggregatedeoason to which the entity will be
entitled — because different contracts may have diffengitiomes. But where outcomes are not
independent, this is not the case. For example, if aty éats many contracts but either they will
all achieve a performance bonus or none of them will, the aggregasideration to which the
entity is exposed is still binary. In that case, ritiest likely amount may be a better prediction of
the aggregate consideration to which the entity will ligled.
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Non cash consideration (paragraph 63)

We suggest that it would be helpful to state that thenast of stand-alone selling price referred to
in the final sentence of paragraph 63 should take acobamy discounts and other adjustments
that would be usual for this customer or class of customer

Consideration payable to a customer (paragraphs 65 and 67)

We suggest that paragraph 65 should also allow for thentsteunces, albeit rare, in which a
customer pays in advance for a good or service and the jeagis interest to the customer in cash
on the amounts advanced. In our view, it would be apptefoarecognise these payments as an
interest expense rather than a reduction in revermreexample, if a customer pays CU100 in
advance, and the seller pays interest in cash atletmate on that prepayment (say, CU15 in
total), we believe the seller should ultimately recogresenue of CU100 and interest expense of
CU15. At present, it seems paragraph 65 could be intedpastmstead requiring the seller to
recognise revenue of CU85 and no interest expense.

In sub-clause (b) of paragraph 67 we would suggest thatdiding should bethe entity pays or
becomes obliged to pay...to more accurately reflect what we believe to bentent of the
boards. Such an obligation could arise without the emtétiking a ‘promise’ as such.

Collectibility (paragraph 69)

It would be better for paragraph 69 to refer to “an impant loss” rather than “an impairment”.
Where a receivable is measured at fair value througit prdbss, we assume that paragraph 69 is
not intended to require any changes in fair value to ésgoited adjacent to the revenue line item.
But such a receivable may have suffered ‘impairment’, évengh no ‘impairment loss’ will have
been recognised.

We assume when paragraph 82 of IAS 1 refers to revenuayld weean the gross amount without
any adjustment for the adjacent line item. It would Hpfbkto make this clear so as to avoid any
possible confusion.

Allocating the transaction price to separate performance obligations (paphg 73, 75 and 76)

Paragraph 73(c) states that an entity may use a resigpadach when the stand-alone selling
price is highly variable or uncertain. To avoid confusibmauld be helpful to make clear that this
is still a choice, and that the proposed Standard motesiandate the use of a residual approach.

In order to avoid confusion, we suggest the drafting of paragiajhamended to refer only to
“some” separate performance obligations and not “one (oeoBExample 11 illustrates a
scenario in which a discount is allocated entirelgame performance obligations but, given the
requirement in paragraph 71, we cannot envisage a scenautiicim the discount could be
allocated entirely to just one performance obligatibsuth a scenario is possible, without
departing from the requirements of paragraph 71, it wouldaddie helpful to include an
illustration. We do not believe it would be appropriate to de€pam the requirements of
paragraph 71.

We would suggest referring to distinct go@agl services in paragraph 76 (i.e. in the plural) as

there may be circumstances in which, for example, adpayment relates to two performance
obligations within a contract but not the third.
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Costs to fulfil a contract (paragraph 93)

We suggest that the boards reconsider the drafting of ppha@84c) in relation to partially

satisfied performance obligations. If costs relatedok already done (past performance), they
should be expensed, but if they relate to future worki(@performance) they should not be
expensed. Both scenarios can arise but, as draftegatagraph seems to require such costs to be
expensed in both cases (whereas the guidance in bragkehs focuses only on past
performance).

Incremental costs of obtaining a contract (paragraphs 95 and 96)

To minimise any potential for confusion, it would begfel for paragraph 96 to spell out that an
entity is not permitted to capitalise costs merelyalse they would not have been incurred had it
not chosen to bid for a contract.

Amortisation (paragraph 98)

It might be helpful to use a term other than ‘amortisatiomescribe the process by which these
costs are recognised as an expense, as it has strongatmmsadf expense being recognised over
a period of time. Where the costs that have been dapidalelate to a good (or a combination of
goods and services) it is presumably appropriate for theeatarlating to that good to be fully
expensed at a point in time and not over a period of time.

Presentation (paragraphs 104, 105 and 106)

The exposure draft clearly envisages that a receivalbkngeto a contract should be accounted for
in accordance with IFRS 9 (or IAS 39) or ASC 310 but remailent with regards to payables. We
suggest that the guidance is expanded to state that wbeseaer pays in advance but is entitled
to cancel and demand repayment, the associated liabititydsvithin the scope of IFRS 9 (or IAS
39) or ASC 310.

The last sentence of paragraph 105 appears not to beqgoipdete. A contract liability may
reflect not only amounts received but also amounts propectgnised as financial assets (as
made clear in the first sentence).

Disclosures (paragraph 114)

The current drafting of paragraph 114 does not make cleahevhibis particular disclosure
should be made gross or net of adjustments for customedst ask.

Significant judgements in the application of the standard (paragraph 124)

We suggest that the disclosures of significant judgenstatisid also cover the scenario in which
an entity is amortising the costs of obtaining a cohtwaer a period longer than that contract (i.e.
taking hoped-for future contracts into account).

Appendix A

It would be helpful to clarify that, in respect of @n definitions, there may be different answers
for different classes of customer. For example, in theeatiED, the definition implies that there is

only one stand-alone selling price for a particular gocgkorice, but in fact there may be a
different price for different classes of customer.
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Sales with a right of return (paragraph B7)

The drafting of the penultimate sentence appears ambigi®iassume it is intended to mean
that corresponding changes should be made for the proporiiemaf expected to be returned, but
it could be read as saying that the asset is reneghbyrthe same amount as the liability.

Customer options for additional goods or services (paragraph B21)

We suggest that the drafting of paragraph B21 should bededes the reference to the contract
containing more than one performance obligation is corduesma superfluous. If a customer buys
a single item from a supermarket, he or she will still giycqualify for loyalty points (if there is

a scheme). But some may read this sentence as indpplzcause (before considering the
loyalty points) the contract does not have more than arfierpgnce obligation.

To avoid any possible confusion, it would be helpful teifyldhat if, at contract inception, the
customer was judged not to receive a material right toigcgdditional goods or services then,
when the option is exercised, this is treated as acoetvact and not combined with the initial
contract.

Finally, we recommend paragraph B22 is amended to stajéaha customer loyalty programme,
the materiality of a right to obtain additional goods ovisess may need to be assessed in the
context of a series of transactions rather than jushsiga single transaction. Although the
customer loyalty points granted in a single transactiopmoabe material, the entity’s obligations
under the programme may become material when other tremsaate also taken into account.

Customers’ unexercised rights (paragraph B26)

We would recommend that the drafting of this paragraptet@nsidered in line with our earlier
comments on paragraph 26(d) of the exposure draft. Use dftasep'stand ready’ here may
cause some entities to recognise revenue for ‘standidyg’yead we doubt that would be
appropriate.

Licensing and rights to use (paragraph B36)

Paragraph B36 deals with the scenario in which a liceneet distinct, and explains that the
associated revenue should be recognised over time. Ta possible misunderstanding, it would
be helpful to specify that the converse is not necessaréy where a licence is distinct, revenue
will not necessarily be recognised at the outset (seepalscomments on paragraph 85).

A forward or a call option (paragraphs B40 and B41)

We assume that the guidance given in paragraph B41 is idtémdealify how the words are used
in paragraph B40 but it might be safer to draft paragrajthiB a way that makes it less easy for
readers to miss the effect of paragraph B41. For exampbgnagph B40 could refer to ‘the
original selling price of the asset (after adjustingtfer time value of moneyy)'.

Also, the adjustment required by paragraph B41 is notcpéatly clear, and further explanation
would be helpful. (The same comments apply to paragraphsrigiB4¥.)

lllustrative examples

The statement in paragraph IE1 that the examples aneegnal part of the IFRS appears to
contradict the statement prior to this that the exangdesmpany, but are not part of, the IFRS.
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Example 13 (paragraph IE12)

We find the second paragraph of Example 13 confusing. There appéarsnly one performance
obligation here, which is to provide asset management serviberefore, paragraphs 28 to 30 do
not appear to be relevant. The final sentence staesthie services have the same pattern of
transfer to the customer” but this would only be meaningfhkere was more than one service.

Example 14 (paragraph IE13)

Although not specifically stated, the example in paragt&fB implies that CU10 is paid pro rata
for each year (or part of a year) that the policyae in force, including the year of cancellation.
We suggest that this fact pattern is made explicit, mayt not be the norm. As currently drafted,
readers may assume that no payment would be made in thef yeacellation and therefore not
understand how the estimate of revenue has been calculated.

Example 18 (paragraph IE16)

Example 18 states that payment for Product X is ‘continggain delivery of Product Y. In our
view, it would be more appropriate to use the word ‘condifioifhe word ‘contingent’ has
connotations of being outside the control of the vendor, whichtighe case in this example.
Example 22 (paragraph IE20)

In order to support the seasonal discount, we recommereckaimeple states explicitly that it is
consistent with practice in prior years.
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