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Notice to Recipients of This Exposure Draft of a Proposed Accounting
Standards Update

The Board invites comments on all matters in this Exposure Draft until July 2,
2016. Interested parties may submit comments in one of three ways:

e Using the electronic feedback form available on the FASB website at
Exposure Documents Open for Comment

e Emailing comments to director@fasb.org, File Reference No. 2016-240

e Sending a letter to “Technical Director, File Reference No. 2016-240,
FASB, and 401 Merritt 7, PO Box 5116, Norwalk, CT 06856-5116.”

All comments received are part of the FASB’s public file and are available at
www.fasb.org.

The FASB Accounting Standards Codification® is the source of authoritative
generally accepted accounting principles (GAAP) recognized by the FASB to be
applied by nongovernmental entities. An Accounting Standards Update is not
authoritative; rather, it is a document that communicates how the Accounting
Standards Codification is being amended. It also provides other information to
help a user of GAAP understand how and why GAAP is changing and when the
changes will be effective. A copy of this Exposure Draft is available at

www.fasb.org.

Copyright © 2016 by Financial Accounting Foundation. All rights reserved.
Permission is granted to make copies of this work provided that such copies
are for personal or intraorganizational use only and are not sold or
disseminated and provided further that each copy bears the following credit
line: “Copyright © 2016 by Financial Accounting Foundation. All rights
reserved. Used by permission.”
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Summary and Questions for Respondents

Why Is the FASB Issuing This Proposed Accounting
Standards Update (Update) and What Are the Main
Provisions?

On May 28, 2014, the FASB and the International Accounting Standards Board
(IASB) issued a converged standard on recognition of revenue from contracts
with customers. The FASB guidance was issued as Accounting Standards
Update No. 2014-09, Revenue from Contracts with Customers (Topic 606). In
addition to the new revenue Topics and Subtopics, the Board made
approximately 800 consequential amendments to the Accounting Standards
Codification.

The Board has an ongoing project on its agenda about Technical Corrections
and Improvements to clarify the FASB Accounting Standards Codification® or to
correct unintended application of guidance. Those items generally are not
expected to have a significant effect on current accounting practice or create a
significant administrative cost for most entities. The amendments in this
proposed Update are of a similar nature to the items typically addressed in the
Technical Corrections and Improvements project. However, the Board decided to
issue a separate proposed Update for technical corrections and improvements to
Topic 606 and other Topics amended by Update 2014-09 to increase
stakeholders’ awareness of the proposals and to expedite improvements to
Update 2014-09.

The amendments in this proposed Update include items brought to the Board’s
attention through a variety of sources, including:

1. The Codification’s online feedback mechanism

2. Submissions to the FASB-IASB Transition Resource Group for Revenue
Recognition (TRG)

3. Stakeholders’ technical inquiries.

The amendments in this proposed Update affect narrow aspects of the guidance
issued in Update 2014-09 as described in the table below.



Area for Correction or Improvement

Summary of Proposed
Amendments

Issue 1: Preproduction Costs
Related to Long-Term Supply
Arrangements

New cost guidance within Subtopic
340-40, Other Assets and Deferred
Costs—Contracts with Customers, was
issued as part of Update 2014-09.
Stakeholders have indicated that it is
not clear what contracts are within the
scope of the new guidance versus the
scope of existing guidance in Subtopic
340-10, Other Assets and Deferred
Costs—Overall.

The amendments in this proposed
Update would supersede the
guidance on preproduction costs
related to long-term supply
arrangements in Subtopic 340-10.
As a consequence, if the costs
previously within the scope of
Subtopic 340-10 relate to a
contract with a customer, an entity
would apply the guidance in
Subtopic 340-40 upon the
adoption of Update 2014-09.

Issue 2: Contract Costs—Impairment
Testing

Subtopic 340-40 includes impairment
guidance for costs capitalized in
accordance with the recognition
provisions of that Subtopic.
Stakeholders have raised some
questions about the impairment testing
of those capitalized costs.

The amendments in this proposed
Update would clarify that when
performing impairment testing an
entity should (a) consider
expected contract renewals and
extensions and (b) include both
the amount of consideration it
already has received but has not
recognized as revenue and the
amount the entity expects to
receive in the future.

Issue 3: Contract Costs—Interaction
of Impairment Testing with Guidance
in Other Topics

Some stakeholders have raised
questions about the interaction of the
impairment testing in Subtopic 340-40
with guidance in other Topics.

The amendments in this proposed
Update would clarify that
impairment testing first should be
performed on assets outside the
scope of Topic 340 (such as Topic
330, Inventory), then assets within
the scope of Topic 340, then asset




Area for Correction or Improvement

Summary of Proposed
Amendments

groups and reporting units within
the scope of Topic 360, Property,
Plant, and Equipment, and Topic
350, Intangibles—Goodwill and
Other.

Issue 4: Provisions for Losses on
Construction-Type and Production-
Type Contracts

When issuing Update 2014-09, the
Board decided to exclude specific
guidance in Topic 606 for onerous
contracts. However, the Board decided
to retain the guidance on the provision
for loss contracts in Subtopic 605-35,
Revenue Recognition—Construction-
Type and Production-Type Contracts.
In the consequential amendments of
Update 2014-09, the testing level was
changed to the performance obligation
level (from the segment level).
Stakeholders have indicated that this
amendment, in some circumstances,
may require an entity to perform the
loss assessment at a lower level than
current practice despite the Board’s
decision not to change practice in this
area.

The amendments in this proposed
Update would require that the
provision for losses be determined
at least at the contract level.
However, the proposed
amendments would allow an entity
to determine the provision for
losses at the performance
obligation level as an accounting
policy election.

Issue 5: Scope of Topic 606

In Topic 606, a scope exception exists
for insurance contracts within the scope
of Topic 944, Financial Services—
Insurance. The Board’s intention was to
exclude from Topic 606 all contracts
that are within the scope of Topic 944,
not only insurance contracts (for
example, investment contracts that do
not subject an insurance entity to
insurance risk).

The amendment in this proposed
Update would remove the term
insurance from the scope
exception to clarify that all
contracts within the scope of Topic
944 are excluded from the scope
of Topic 606.




Area for Correction or Improvement

Summary of Proposed
Amendments

Issue 6: Disclosure of Remaining
Performance Obligations

Topic 606 requires an entity to disclose
information about its remaining
performance obligations, including the
aggregate amount of the transaction
price allocated to performance
obligations that are unsatisfied (or
partially unsatisfied) as of the end of
the reporting period. Topic 606 also
includes practical expedients to that
disclosure for contracts with an original
duration of one year or less and
performance obligations in which
revenue is recognized in accordance
with paragraph 606-10-55-18.
Stakeholders have requested that the
Board consider whether specific
practical expedients could be added to
the guidance for contracts in which an
entity does not need to estimate
variable consideration in order to
recognize revenue.

The amendments in this proposed
Update would provide practical
expedients to the disclosure
requirement for remaining
performance obligations for
specific situations in which an
entity need not estimate variable
consideration in order to recognize
revenue.

The amendments in this proposed
Update also would expand the
information disclosed when an
entity applies one of the practical
expedients.

Issue 7: Contract Modifications
Example

Example 7 in Topic 606 illustrates the
application of the guidance on contract
modifications. Some stakeholders have
perceived some minor inconsistencies
with the contract modifications
guidance in Topic 606.

The amendments in this proposed
Update would improve the
alignment of Example 7 and the
principles in Topic 606.

Issue 8: Fixed-Odds Wagering
Contracts in the Casino Industry

Subtopic 924-605, Entertainment—
Casinos—Revenue Recognition,
currently includes explicit guidance that
identifies fixed-odds wagering as
gaming revenue. That industry-specific

The amendments in this proposed
Update would (a) create a new
Subtopic 924-815,
Entertainment—Casinos—
Derivatives and Hedging, which




Area for Correction or Improvement

Summary of Proposed
Amendments

guidance was superseded by Update
2014-09, along with nearly all existing
industry-specific revenue guidance in
GAAP. Therefore, some stakeholders
have questioned whether fixed-odds
wagering contracts are within the scope
of Topic 606 or, rather, whether they
should be accounted for as derivatives
within the scope of Topic 815,
Derivatives and Hedging.

would include a scope exception
from derivatives guidance for
fixed-odds wagering contracts and
(b) include a scope exception
within Topic 815, Derivatives and
Hedging, for fixed odds wagering
contracts issued by casino
entities.

Issue 9: Cost Capitalization for
Advisors to Private and Public
Funds

A consequential amendment included
in Update 2014-09 relocated cost
guidance from Subtopic 946-605,
Financial Services—Investment
Companies—Revenue Recognition, to
Subtopic 946-720, Financial Services—
Investment Companies—Other
Expenses. This amendment was
intended to move the guidance only
and was not intended to change
practice. However, the consequential
amendment that was made in Update
2014-09 could result in inconsistent
accounting for offering costs among
advisors to public and private funds.

The amendments in this proposed
Update would align the cost-
capitalization guidance for
advisors to both public funds and
private funds in Topic 946.

When Would the Amendments Be Effective?

The amendments in this proposed Update would affect the guidance in Update
2014-09, which is not yet effective. The effective date and transition requirements
for the proposed amendments would be the same as the effective date and
transition requirements for Topic 606 (and any other Topic amended by Update
2014-09). Accounting Standards Update No. 2015-14, Revenue from Contracts
with Customers (Topic 606): Deferral of the Effective Date, defers the effective

date of Update 2014-09 by one year.




Questions for Respondents

The Board invites individuals and organizations to comment on all matters in this
proposed Update, particularly on the issues and questions below. Comments are
requested from those who agree with the proposed guidance as well as from
those who do not agree. Comments are most helpful if they identify and clearly
explain the issue or question to which they relate. Those who disagree with the
proposed guidance are asked to describe their suggested alternatives, supported
by specific reasoning.

Question 1: The proposed amendments to Subtopic 340-10, Other Assets and
Deferred Costs—Overall, would supersede the guidance on accounting for pre-
production costs related to long-term supply arrangements. Consequently, an
entity would apply the guidance in Subtopic 340-40, Other Assets and Deferred
Costs—Contracts with Customers, if the costs relate to a contract with a
customer. Do the proposed amendments resolve the scope issue? If not, please
explain why and suggest alternatives. (Issue 1)

Question 2: The proposed amendments are intended to improve the clarity of
the impairment testing requirements in Subtopic 340-40. Would the proposed
amendments improve the clarity of these requirements? If not, please explain
why and suggest alternatives. (Issue 2 and Issue 3)

Question 3: The proposed amendments would provide an accounting policy
election about the level at which the provision for loss contracts is determined.
Would the proposed amendments improve the operability of applying the
guidance on the provision for loss contracts in Topic 605, Revenue Recognition?
If not, please explain why and suggest alternatives. (Issue 4)

Question 4: The proposed amendments are intended to improve the clarity of
the scope of Topic 606 for contracts within the scope of Topic 944, Financial
Services—Insurance, and fixed-odds wagering contracts for an entity within the
scope of Topic 924, Entertainment—Casinos. Would the proposed amendments
improve the clarity of the scope guidance? If not, please explain why and suggest
alternatives. (Issue 5 and Issue 8)

Question 5: The proposed amendments would provide an additional practical
expedient to the disclosure of remaining performance obligations in specific
situations in which an entity need not estimate variable consideration to
recognize revenue. Would the addition of this practical expedient diminish the
usefulness of the disclosure information? If yes, please explain why. Would the
proposed amendments reduce the cost and complexity of applying Topic 6067 If
not, why? Are there other situations in which an entity would be required to
estimate variable consideration for disclosure but not for purposes of recognizing
revenue? (Issue 6)

Question 6: The proposed amendments to the disclosure requirement in
paragraph 606-10-50-15 are intended to expand the information disclosed when



an entity applies one or more of the practical expedients in paragraphs 606-10-
50-14 through 50-14A. Do you agree with the proposed amendments? If not,
what information should an entity be required to disclose about its remaining
performance obligations when one or more of the practical expedients are
applied? (Issue 6)

Question 7: While not proposed in this Exposure Draft, should an entity that
applies one or more of the practical expedients to the disclosure of remaining
performance obligations be required to disclose the amounts of variable and
fixed consideration recognized in current-period revenue for contracts to which
the entity applies one or more of the practical expedients? What would be the
costs associated with including that disclosure? Would that disclosure provide
useful information? Also, should an entity that applies one or more of the
practical expedients be required to disclose information (for example, remaining
contract duration) about each major customer as that term is used in Topic 280,
Segment Reporting (that is, customers with revenue equal to or greater than 10
percent of total revenue)? (Issue 6)

Question 8: The proposed amendments to Example 7 in Topic 606 are intended
to improve the alignment of the analysis in the example and the guidance in
paragraph 606-10-25-12. Do the proposed amendments align the example with
the guidance in paragraph 606-10-25-12? If not, please explain why and suggest
alternatives. (Issue 7)

Question 9: The proposed amendments are intended to align the cost
capitalization guidance for the capitalization of direct incremental costs for
investment companies within the scope of Topic 946, Financial Services—
Investment Companies, for advisors to public and private funds. Do the proposed
amendments align the accounting for advisors to both public funds and private
funds? If not, please explain why and suggest alternatives. (Issue 9)






Amendments to the
FASB Accounting Standards Codification®

Summary of Proposed Amendments to the Accounting
Standards Codification

1. The following table provides a summary of the proposed amendments to
the Codification.

Areas for Improvement Related Paragraphs

Issue 1: Preproduction costs related to long-term 3-8
supply arrangements

Issue 2: Contract costs—impairment testing 9and 10

Issue 3: Contract costs—interaction of impairment 11 and 12
testing with guidance in other Topics

Issue 4: Provisions for losses on construction-type 13 and 14
and production-type contracts

Issue 5: Scope of Topic 606 15 and 16
Issue 6: Disclosure of remaining performance 17 and 18
obligations

Issue 7: Contract modifications example 19 and 20

Issue 8: Fixed-odds wagering in the casino industry | 21-24

Issue 9: Cost capitalization for private and public 25-26
funds

Introduction

2.  The Accounting Standards Codification is amended as described in
paragraphs 3-27. In some cases, to put the change in context, not only are the



amended paragraphs shown but also the preceding and following paragraphs.
Terms from the Master Glossary are in bold type. Added text is underlined, and
deleted text is struck-out.

Issue 1: Preproduction Costs Related to Long-Term Supply
Arrangements

3. The following amendments would supersede the guidance on preproduction
costs on long-term supply arrangements in Subtopic 340-10. As a consequence,
if the costs previously within the scope of Subtopic 340-10 relate to a contract
with a customer, an entity would apply the guidance in Subtopic 340-40 upon the
adoption of Update 2014-09.

Amendments to Subtopic 340-10

4. Amend paragraph 340-10-05-2 and supersede paragraph 340-10-05-6 and
its related heading, with a link to transition paragraph 606-10-65-1, as follows:

Other Assets and Deferred Costs—Overall

Overview and Background

340-10-05-2 The Overall Subtopic addresses the accounting and reporting for
certain deferred costs and prepaid expenses. The guidance in this Subtopic is

limited to a discussion of the nature of prepaid expenses-and-preproduction-costs
related-to-long-term-supply-arrangements. The specific guidance for many other

costs that have been deferred is included in various other financial, broad, and
industry Topics. References to certain, but not all, of the guidance in other Topics
are included in this Subtopic.
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5. Supersede paragraphs 340-10-25-1 through 25-4 and their related heading

and 340-10-55-2 through 55-5 and their related headings, with a link to transition
paragraph 606-10-65-1, as follows:

Recognition

11



Implementation Guidance and lllustrations
> lHlustrations

E le1: Entitv.A Reiml S I Maxi
Amount

340- 10-55 2 Paraqraph superseded bv Accountlnq Standards Update No. 2016-

340- 10 55-4 Paraqraph superseded bv Accountlnq Standards Update No. 2016-
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