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for the sale of a good for CU150. The customer prepays and the good will be
provided to the customer on 10 July.

transfer the contract liability to a market participant. This is because Retailer
incurs expenses in obtaining the contract, ie all of the (direct and indirect)

these activities if it transferred its contractual obligations. And the market

of the contractual obligations.

Suppose Retailer enters into an enforceable contract with a customer on 30 June

All things being equal Retailer would expect to pay less than CU150 at 30 June to

expenses associated with its selling activities (sales commission, staff wages, rent
of retail facilities, etc). Retailer implicitly charges the customer for a// of these
activities. In other words, the customer pays for more than just the good itself.
Therefore Retailer would expect to be compensated by the market participant for

participant would be prepared to compensate Retailer because it would not need
to incur those costs itself: the customer is in place, it would only need to fulfil all

ZRER 4
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Suppose Engineering Co enters into a contract to deliver and install a machine.
The customer prepays the contract price of CU1,000. Immediately after contract
inception the exit price of the contract liability is CU900 and hence revenue of
CU100 is recognised.

Suppose that after transferring the machine to the customer, the exit price of
Engineering Co’s contract liability decreases to CU200, representing the amount a
market participant would charge to install the machine. The decrease in the
contract liability of CU700 (ie CU900 — CU200) is recognised as revenue.

AP5B, at 10.

o EFERFICHEOEEATIONTVAWERIE, EEORRICLY, £
WEENMEINT 5, EHEFTIEMNERBICHSESMELI I LBhbND
MEAIEINY 2D 5,

Suppose that in the above example payment is due on completion of the
installation of the machine. The exit price of the contract asset on inception is
CU100 and hence revenue of CU100 is recognised.

Suppose that after transferring the machine to the customer, the exit price of
Engineering Co’s contract asset increases to CU800, representing the amount a
market participant would pay for the customer’s promise of CU1,000 less the
amount it would charge to install the machine of CU200. The increase in the
contract asset of CU700 (ie CU800 — CU100) is recognised as revenue.

o UINZRIF, BERICEHEINEFEY —ERORBEFICHITIMEZERTH
DIZH B,

AP5B, at 11.
et —EXDRBICLSHVEZHOZEL
o HMEY-—ERORHUTEAVERICLZZNEE X REZNEBEORE
HOAMEDOZEIE, WEOHNBTHRET %,
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Suppose Retailer enters into a contract with a customer to provide a widget in
three months time for which the customer prepays in full CU100. Suppose that the
initial measurement of the contract liability is CU90 and hence revenue of CU10
(ie CU100 — CU90) is recognised.

Suppose that after one month there is an increase in the price of widgets and that
as a result, a market participant would now require CU9S5 to assume Retailer’s
obligation to provide a widget. Retailer increases the contract liability to CU95
and recognises the resulting loss of CUS in profit or loss outside of revenue.

When Retailer satisfies its obligation by providing the widget to the customer, it
extinguishes its contract liability. The resulting decrease in the contract liability of
CU95 is recognised as revenue. This revenue reflects the value of the good being
provided to the customer at the date that it is provided.

Note that in this example because the amount of revenue was derived from the
decrease in the exit price of the contract liability, the total amount of revenue
recognised over the duration of the contract was CU105 (ie CU10 + CU9S),
which is greater than the payment actually received from the customer.

AP5B, at 11-12.

o HHEE  THEBEMBREZECRRTIAEICKEK. WL DEIR
BAHBH. T TIEEbHAEL,
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Suppose Oil Co enters a fixed-price contract on 1 January with a customer to
deliver 1000 gallons of oil in four equal instalments starting on 31 March.
Suppose the customer pays in full in advance and Oil Co recognises a contract
liability of CU3,000. Oil Co purchased all of the oil required to fulfil this contract
on 1 January and measures its oil inventory at cost.

On 1 March 2007, the price of oil increases by 10%. Suppose that this increase in
the price of oil results in the exit price of the contract liability increasing to
CU3,300 and therefore that Oil Co recognises a contract loss of CU300. If Oil Co
does not reflect any corresponding increase in the carrying amount of its oil
inventory, then profit or loss depicts Oil Co as if it was economically identical to
an entity that had not obtained any oil to fulfil the contract. In other words, it
depicts Oil Co as if it was fully exposed in its contract to changes in market prices
of oil.

AP5B, at 12.
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Homebuilder is developing an estate of 10 houses. On 31 March 2007, it enters
into a contract with a customer for the sale of House 2 of the development for the
fixed price of CU250,000. At the time the contract is entered into, Homebuilder
has not commenced work on House 2 (ie the house is sold to the customer ‘off
plan’).

On entering into the contract the customer pays Homebuilder a non-refundable
deposit of CU25,000. The remaining amount of the consideration (CU225,000) is
due when the Homebuilder transfers the completed house to the customer.
Assume that this occurs on 31 January 2008. Assume that the exit price of the
obligations on 31 March is CU240,000 and the initial measurement of the contract
liability is CU15,000 (ie remaining rights of CU225,000 — remaining obligation of
CU240,000).

Following the principles in paragraphs 29—41, revenue of CU10,000 is recognised
on 31 March (ie cash obtained of CU25,000 less contract liability incurred of
CU15,000) and revenue of CU240,000 recognised on 31 January 2008.

Between 31 March 2007 and 31 January 2008, Homebuilder recognises its costs
in building House 2 as an item of inventory. House 2 is derecognised and an
expense is recognised on 31 March 2008. Homebuilder’s margin attributable to
building House 2 is therefore not reported in profit or loss until 31 January 2008
when revenue and the building expenses are recognised in profit or loss.

AP5B, at 13.
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Continuing with the Homebuilder example in paragraph 45.

Suppose that Homebuilder incurs costs of CU175,000 in building House 2 and
that the exit price of House 2 on completion is CU240,000. Applying paragraph
48, Homebuilder would recognise production income of CU65,000 (ie
CU240,000 — CU175,000) over the period 31 March 2007 to 31 January 2008.
And the carrying amount of House 2 immediately before the contract liability is
satisfied would be CU240,000.

When Homebuilder satisfies its obligation and recognises revenue of CU240,000
on 31 January 2008, it also derecognises House 2 and recognises a corresponding
expense of CU240,000. Therefore no margin is reported on 31 January 2008
because the margin attributable to building House 2 was recognised as production
income over the construction period.

AP5B, at 14.
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