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Responses to Questions

These subcontracting arrangements should still be assessed from the per-
spective of agency relationships (i.e., the subcontractor acting effectively as
an agent). The principal/agent considerations noted in Appendix B of IFRS 15
should be considered. Appendix B, specifically notes:

An entity that is a principal in a contract may satisfy a performance obliga-
tion by itself or it may engage another party (for example, a subcontractor)
to satisfy some or all of a performance obligation on its behalf. When an entity
that is a principal satisfies a performance oblfigation, the entity recognizes rev-
enue in the gross amount of consideration to which it expects to be entitled in
exchange for those goods or services transferred.

Therefore, as long as the entity remains a principal,”® engaging another party
to transfer some goods or services, does not change the identification of per-
formance obligations.

Step 3—Determine the Transaction Price

6. Variable Consideration
What is meant by variable consideration?
Variable consideration encompasses any amount that is variable under a con-
tract, including, for example, performance bonuses, penalties, discounts, rebates,
price concessions, incentives and the customer’'s right to return products.

Variable consideration is considered to be a component of the transaction

price. It is part of the consideration to which an entity expects to be entitled in
exchange for transferring promised goods or services and therefore should be
estimated and included in the transaction price for revenue recognition purposes.

When the consideration receivable is variable, the entity must estimate the
amount of the consideration using either the expected value (i.e., a probability-
weighted amount) or the most likely amount, depending on which method
better predicts the amount of consideration.

Some or all of the estimated amount of variable consideration is included in the
transaction price but only to the extent that it is highly probable a significant
reversal in the amount of cumulative revenue recognized will not occur when the
uncertainty associated with the variable consideration is subsequently resolved.

13 Note=Not all sub-contractor relationships will result in the entity remaining the principal. An assessment of the
specific facts and circumstances surrounding the particular relationships and terrms will always be reguired.
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If the consideration promised in a contract has an element of variability, whether
it be explicitly stated in the contract or customers have a valid expectation (e.g.,
inferred from customary business practices) the entity will accept an amount
lower than that stated in the contract, or there is an intention to offer a price
concession to a customer, then the contract is considered to include “variable
consideration” for the purposes of appiying IFRS 15.

EXAMPLE: VOLUME DISCOUNT

On January 1, 20XX, an entity (with a December 31 year end) enters into a
contract with a customer for the sale of a product for total consideration
of $100/unit for a one-year period. If the customer purchases more than
75 units of this product, the total consideration will be $80/unit retrospec-
tively applied (i.e., all purchases will be at $80/unit). Initially, the entity does
not believe the customer will purchase more than 75 units. However, on
May 20, 20XX, the entity infers from the customer’s purchasing pattern that
the customer will in fact meet this target. Assume that the purchase pattern
is as follows:

January 10 units
February 15 units
March 15 units
May 20 12 units

Because the total contract consideration of $100/unit includes a fixed com-
ponent (i.e.. $80/unit) and a variable component (i.e.,, $20/unit), the variable
component must be assessed to determine the estimated value and whether
this amount should be constrained. Consider the following:

«  Contract Inception
Based on past history (that has predictive value) with this particular
product and the customer, the entity does not believe the customer will
meet the target required for the consideration to drop to $80/unit. The
entity believes instead there is a high probability a significant revenue
reversal will not occur because the target expected purchases will not
exceed 75 units and therefore the entity expects to be entitled to con-
sideration of $100/unit rather than $80/unit. The entity records the total
consideration amount of $100/unit.




Responses to Questions

EXAMPLE: VOLUME DISCOUNT

«  March 31, 20XX
If the conclusions reached at inception remain appropriate, revenue for
the period ending March 31, 20XX will be recognized using the $100/unit
price.

. May 20, 20XX
The entity now estimates that because of increased purchases the cus-
tomer will likely exceed the targeted 75 units. It is now highly probable
a significant revenue reversal will occur, Therefore revenue will have o
be retrospectively adjusted to the $80/unit price. This adjustment will
be recorded in the current period, meaning May 20XX (i.e., in Q2).

Time Period Amount of Revenue to Be Recognized
January —March $4,000 = {10+15+15 units) x $100/unit

May 20 $160 = (10+15+15 units) x ($80/unit-$100/unit)™
+ (12 units) x $80/unit

Consideration Payable to a Customer
Anocther factor that must be considered when determining the transaction
price is “consideration payable to a customer”,

Consideration payable to a customer may constitute a payment for distinct
goods or services, or payment of a discount or refund. Some common exam-
ples include coupons, vouchers, signing bonuses, slotting and listing fees, etc,
This type of consideration must be accounted for as a reduction of the trans-
action price (and therefore revenue), unless it is related to a distinct good or
service received from the customer, in which case there is no reduction of the
transaction price and the transaction would be treated as a regular purchase
similar to any other external third-party purchase. Additionally, if this amount
is variable when determining the transaction price, the variable consideration
constraint must be assessed.

14 Change in transaction price for the reduction of revenue
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