Earnings Approach (ASPE):
· Revenues for the sale of goods are recognized when the following criteria are met
· Risks and rewards of ownership are transferred to the buyer
· Seller has no continuing involvement in, nor effective control over the sold goods
· Costs and revenues can be reliably measured
· Collectability is probable
Asset-Liability Approach (IFRS):
· The approach is based on an assumption
· Revenues come from contracts with customers
· The approach accounts for revenues based on changes in assets or liabilities arising from contracts with customers
· The approach requires to analyzes contracts with customers
· No existence of contracts means no revenues
Steps to Asset-Liability Approach:
· Identify the contract with Customers
· Contract
· An agreement between two or more parties that creates enforceable rights or obligations
· Can be written, oral, or implied
· Criteria for a valid contract
· The contract has commercial substance
· Expected that future cash flows of a business will change as a result of the transaction
· The parties have approved the contract
· Identification of the rights of the parties is established
· Payment terms are identified
· It is probable that the company will collect the consideration to which it will be entitled
· Sometimes things are used as collateral for financing, this is recorded as a contract liability
· Cash			100,000
· Contract Liability	100,000
· Interest Expense 	10,000
· Contract Liability	10,000
· Interest Expense	11,000
· Contract Liability	11,000
· Contract Liability	121,000
· Cash			121,000
· Repurchase Agreements
· If a company enters into a repurchase agreement, it will allow them to transfer an asset to the customer but have  an obligation or right to repurchase the asset at a later date
· Raises the question: Did the company actually sell the asset
· If an amount for repurchase is greater than or equal to selling, the agreement is a financing transaction
· Identify the separate performance obligations in the contract
· Performance obligation:  A promise to provide a product or service to customers
· Promise may be explicit, implicit or possibly based on customary business practice
· To determine whether a performance obligation exists, the company must provide a distinct product or service
· Distinct: Sold separately and not independent
· Non-refundable Upfront fees:
· Companies sometimes receive payments from customers before
· Delivering a product
· Performing a service
· Generally, relate to the initiation, activation, or setup of a good or service to be provided or performed in the future
· In most cases, the upfront payment is non-refundable
· These are bundled with other services performed after the upfront fee in one single revenue account
· Warranties
· Types of warranties
· Assurance Type Warranty: Warranties that the product meets agreed-upon specification in the contract at the time the product is sold
· This type of warranty is included in the sales price of a company’s product
· Service Type Warranty: Warranties that provide an additional service beyond the assurance type warranty - a separate performance obligation
· This type of warranty is not included in the sales price of a company’s product
· It is documented under service revenue
· Record Warranties as:
· Warranty Expense		XXX
· Warranty Liability		XXX
· Determine the transaction price
· Transaction price is the amount of consideration that a company expects to receive from a customer in exchange for transferring goods or services
· Transaction price is usually stated within the contract
· Must consider the following situations
· Variable consideration: Price depends on future events
· Rebates, volume discounts, credits, performance bonuses
· Companies estimate amount of revenues to recognize
· Expected value: Probability weighted amount in a range of possible consideration amounts
· Appropriate if the company has many similar contracts
· Most Likely amount: Single most likely amount in a range of possible consideration outcomes
· Appropriate with two possible outcomes
· Record as
· Cash			XXX
· Sales Revenue		XXX
· Refund Liability		XXX
· COGS			XXX
· Est Inventory Return	XXX
· Inventory		XXX
· Refund Liability		XXX
· Accounts Payable	XXX
· Returned Inventory	XXX
· Est Inventory Return	XXX
· Right of Return:
· Right of return is granted for products for various reasons
· When returns occur
· Full or partial refund
· Give credit against amounts owed by customers
· Exchange another product to customers
· If there is an expectation that items may be returned, an estimate must be made and accounted for the initial transaction
· A company allocated variable consideration only if it is reasonably assured that it will be entitled that amount
· Have experience with similar contracts and are able to estimate the revenue
· Highly probable that there will not be a significant reversal of previously recognized revenues
· If these cannot be satisfied, we cannot estimate final selling price
· Defer revenue recognition until the point at which these conditions can be guaranteed
· Time value of money
· Credit Sale: Consider the time value of money if the contract involved a significant financing provided to a customer
· Sales Revenue
· Interest Revenue
· Record Revenue at fair value
· Record COGS at cost on books
· Record amounts of interest on an accrual basis
· Noncash consideration
· Sale of service or goods and receiving a noncash consideration in payment
· Companies generally recognize revenue on the basis of the fair value of what is received
· Consideration paid or payable to the customer
· Coupons, Vouchers, Loyalty Points
· In general these elements reduce the consideration received and thus the revenue to be recognized
· Compute the standalone value of the total consideration
· Attribute standalone to ratio of relative fair value
· Component/Standalone Total Value
· Use the ratios to attribute the transaction price
· Allocate the transaction price to the separate performance obligations
· The best measure of fair value is what the company could sell the good or service for on a standalone basis
· If the standalone selling price is not available, estimated the standalone selling price using one of the following methods:
· Adjusted market assessment -> the market price (Using competitors’ price)
· Expected cost plus a margin (Usually estimated at 20%)
· Residual approach: The total price subtracts the observable selling price of each item being sold
· With each method, create a ratio to the standalone amount and allocate the real price based on the ratio
· Cash			XXX
· Accounts Receivable	XXX
· Sales Revenue		XXX
· Unearned Revenue	XXX
· Cost of Goods Sold	XXX
· Inventory		XXX
· Cash			XXX
· Unearned Revenue	XXX
· Accounts Receivable	XXX
· Service Revenue	XXX
· Recognize revenue when each performance obligation is satisfied
· A company satisfies its performance obligation when the customers obtain control of the goods or service
· Indicators of Control:
· The company has a right to payment for the asset
· The company has transferred legal title
· The company has transferred physical possession of the asset
· The company has transferred significant risks and rewards of ownership
· The customer has accepted the asset
· Control can happen
· At a point of time
· Over a period of time
