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Dear Madam or Sir,

I am writing on behalf of the CNC to comment on tReeliminary Views on Revenue
Recognition in Contracts with Customers” Discusstaper (DP).

Revenue is one of the key indicators of the peréoroe of entities. It is therefore essential
to ensure that revenue recognition and measurepnieciples are relevant for users of
financial statements, preparers, auditors and atong.

The objective of this IASB project is to attempidievelop a single revenue recognition
principle that would be applicable to all typescohtracts and activities.

The CNC does not support the objective of thiggmto The CNC believes that a single
revenue recognition principle will never be capatfleeflecting the performance for all
activities and, as such, would not provide decigisaful information to users. As a
consequence, the CNC is also in favour of an edariusf contracts with customers on
financial instruments, insurance and leasing frbis project.

In addition, as detailed hereafter, the CNC hamgtreservations on the model proposed
by the IASB. Consequently, the CNC considers thatit ASB should not proceed with
developing an ED based on the proposed modelstithe.

Rather, the CNC believes that the IASB should etaunch:

» ashort-term project focused on improving the @xgsstandards by responding to
difficulties already identified that are encounténe accounting for multiple-
element arrangements or in distinguishing betwerdg and services through
targeted guidance. In this regard, the CNC encasréte IASB to develop further
the work already performed on these topics in tRetéking into account the
feedback obtained from respondents thereon;
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a longer-term project which should start by an épith assessment of:
= users’ needs in terms of information on revenue;

= how any model based on an asset and liability ambrevould meet those
needs and how it would meet them more appropriditay the existing
IFRS models;

= what consideration should be given to the accogrteatment of costs of
the contract by the entity and the accounting tneat of contracts by
customers;

= the costs and benefits of such a project for pepatompared to existing
IFRSs.

In this regard, the CNC is convinced that publigrmdtables with constituents should be
held by the IASB so as to ensure that the prelinyicanclusions on this stage of the new
future project on revenue recognition are sharesitéleholders before proceeding further

on.

In addition, and as mentioned above, the CNC hasvber of reservations about the
IASB’s proposed model, based on control, that gaobd a mere need of clarification:

Overall the CNC is concerned that the DP does eotahstrate how and why the
proposed model based on an asset and liabilityoapprwould provide users with
better quality information or that the quality cligting information provided
through the application of the existing principtéddAS 18 and IAS 11 is not
adequate. Please refer to our general commentppedix 1;

The CNC is concerned that the DP does not conthdemajor impacts of this
project in terms of costs for preparers and thad 8B has not conducted a
robust testing of these costs in the light of thigeeted benefits of this project.
Please refer to our general comments in Appendix 1;

The CNC does not agree with the asset and lialiigel of the DP. The CNC
does not share the view of the IASB that a conigaas rise, at the inception of
the contract, to an asset for the rights of théyetd receive consideration from the
customer and to a liability for its obligationsttansfer assets to the customer. The
CNC considers that the contract should only gise to a net asset or liability that
corresponds to the net position of the contracemtine contract has started to be
executed by either party, with revenue generatégwhen the entity performs.
Please refer to our answer to question 1;

The revenue recognition model proposed, based winatpodoes not provide
decision-useful information on the performancehaf éntity for some contracts for
specific assets for which the execution of the i@nttby the entity does not
coincide with the transfer of control of the ageethe customer. Please refer to our
answer to question 1;

More generally, the principle of control of an adsgthe customer has not been
properly worked through so that it can be appliedsistently. Please refer to our
answer to question 8;



» Although some progress may be achieved with thpgeed model, it does not
adequately respond for example to all difficuliilesespect of multiple element
transactions or of the distinction between goodbksavices. In addition, it is not
clear whether it will address all the issues resolioy the existing interpretations
of IFRS or submitted to the IFRIC. Consequentlg, @NC considers that it does
not result in any decisive improvements comparegkisting standards. Please
refer to our answers to questions 4 and 12 (comqepe3 (distinction
goods/services) and 2 (IFRIC);

* The proposed model is incomplete and as such,stéders are not in a position
to properly assess its effects. Please refer tgeneral comments in Appendix 1;

» The scope of this project should be rediscussehl stitkeholders to decide
whether it should include a reconsideration ofdbeounting treatment of the costs
related to a contract and as a consequence ofdhgimof a contract. Please refer
to our general comments in Appendix 1.

Our detailed answers to the Discussion Paper’stigmssare set out in the Appendix 1 to
this letter.

We hope you find these comments useful and wouldldmsed to provide any further
information you might require.

Yours sincerely,

A —

Jean-Francois Lepetit



Appendix 1
General comments (GC)

GC.1 - Overall the CNC is concerned that the DP deenot demonstrate how and why
the proposed model based on an asset and liabiligpproach would provide users
with better quality information or that the quality of existing information provided
through the application of the existing principlesof IAS 18 and IAS 11 is not
adequate

1. The CNC agrees with the IASB on the fact that rexeis a crucial part of an entity's
financial statements. It is therefore particulanhportant that the IASB achieves its
objective of providing users with better qualitjarmation in this project, given the
importance of this figure, not only for users blsoafor preparers, auditors and
regulators.

2. The CNC notes that the IASB does not seem to aemified any major issues
concerning the quality of information in its anadyef problems related to the existing
revenue recognition model under IFRSs.

3. In addition, the DP does not elaborate on how teegsed model would provide
better quality information. Indeed, it containsaust-benefit analysis of the value of
information that will be provided by the proposeddal as compared to that of the
existing model. Moreover, none of the following g which the CNC considers
fundamental, are addressed in the DP:

a) What is the value of the line "revenue” for usdrrancial statements? Why
is this figure important, relevant and decisionfule

b) What level of reliability, level of certainty andmfidence do users expect from
revenue?

c) Do users share the views of the IASB that the iexjshodel based on the co-
existence of IAS 11 and IAS 18 no longer providesision-useful information?
Especially knowing that the percentage of comptetieethod was considered
useful and relevant to information needs (see IA23 that states « this method
provides useful information on the extent of caatractivity and performance
during a period”)

d) If so, does the model proposed by the IASB, baseanoasset and liability
approach, meet their expectations?

4. The CNC believes that an in-depth analysis of tiiermational value of the proposed
model is necessary. This analysis should not bieqmmeed globally, but should focus
on the contracts and activities for which the po&dmeffects on present practice are
the most significant, for example, certain condtamctype contracts, intellectual
services, or activities such as software or telenamications. This analysis should
also ensure that users do not require the samemafmn as is currently available
albeit in a different form e.g. through non finaaldnformation or ratios. If this were
the case, the CNC believes that this would cadl (qntestion the relevance of the
model proposed.



5.

Such an analysis is the only way to identify whedns’ needs are and to validate that
the model proposed in the DP meets these needssaswuth the objective of better
information underlying the development of an IFR8He IASB. The CNC believes
that this analysis is essential before the progetaken forward.

GC.2 - The CNC is concerned that the DP does notmrsider the major impacts of
this project in terms of costs for preparers and tlat the IASB has not conducted a
robust testing of these costs in the light of thexpected benefits of this project

6.

Even if the IASB says that, in developing the BDwiil consider whether the
information can be provided by preparers at a measle cost, the CNC regrets the
fact that no cost-benefit analysis has been caougdt this stage of the project. The
IASB would have certainly better taken full measoféhe costs that most preparers
would have to bear with regard to the proposed mode

Indeed, the impacts of this model on informatiostesns, internal controls,
stewardship, and consistency within a group orctimaparison between entities of one
particular business sector are significant. Formgda, contracts with the same
economic substance may very well be accountedifierently in the future according
to their contractual terms with a group or withitiges in the same business.

Furthermore,

a) information systems are currently structured ardiinedrealization of certain
events that are not necessarily the same as thash will be used in the future to
determine whether a performance obligation is BatisPreparers would be forced
to make significant and costly changes to thewmrnmiation systems;

b) the identification and measurement of the variammonents of a contract
would require establishing specific and often cawprocedures. The control
environment of these transactions will necesséelyeavily impacted.

The CNC believes that the DP represents an integestarting point for identifying
components of a contract but could result in exeesomplexity and for some
contracts lead to artificial unbundling. In thigaed, the CNC encourages the IASB to
consider the relevance of additional criteria iis fhrocess such as the stand alone
value for the customer of the economic effectsamitacts. However, the CNC
considers that the DP does not result in any pesgregarding the distinction between
goods and services.

GC.3 - The proposed model is incomplete and as sydtakeholders are not in a
position to properly assess its effects

10.The CNC fully understands the time constraints thattASB may face. Nevertheless,

the CNC believes that a project of such importaste®ild not have resulted in the
publication of a DP that deals with only a partlod revenue recognition model
proposed (i.e. merely with the performance oblma).



11.Indeed, topics which are not yet discussed (refépendix C of the DP) or will not
at all be discussed are fundamental to correcgsssthe effects of such a model. The
CNC also regrets that the cross cutting issuekisforoject with other projects
(insurance, derecognition, conceptual frameworkatilities) are not discussed nor
even identified.

12. Therefore, the CNC does not believe that the stalklehs would be able to express
their views on this DP in an appropriate manner.

GC.4 - The scope of this project should be rediscsed with stakeholders to decide
whether it should include a reconsideration of theccounting treatment of the costs
related to a contract and as a consequence of theangin of a contract

13.The objective of this project is to deal only witvenue recognition. Yet the CNC
observes that the DP also incidentally discusses tile margin of a contract should
be through the question of the subsequent assessireartain contracts (ie
"alternative” Remeasurement) or through the isswehat an onerous contract is.

14.1n addition, the CNC understands that the futuogegat is aimed at replacing both IAS
18 and IAS 11. Yet, these standards do not onlyemddhe recognition of revenue.
Indeed, IAS 18 deals with the matching of costs@vénue and IAS 11 with the
allocation of revenue and costs to the periodsetetion of the contracts.

15.Hence the CNC does not consider it possible/reddena replace these two standards
by a single project that deals only with revenumgaition without appropriate
consideration of the treatment of costs.

16.The CNC believes that this issue is fundamentalstuodild be debated thoroughly
with stakeholders before the IASB decides how ke this project forward.

Question 1: Do you agree with the boards’ proptsalase a single revenue recognition
principle on changes in an entity’s contract aessebntract liability? Why or why not? If
not, how would you address the inconsistency istayg standards that arises from having
different revenue recognition principles?

Q1.1 - The CNC does not agree with the asset andbility model of the DP. The
CNC considers that the contract should only give ge to a net asset or liability that
corresponds to the net position of the contract, wdn the contract has started to be
executed by either party, with revenue generated dywwhen the entity performs

17.The CNC does not share the view of the IASB thatratract gives rise, at the
inception of the contract, to an asset for thetagl the entity to receive consideration
from the customer and to a liability for its obliigas to transfer assets to the
customer.

18.0n the contrary, the CNC considers that:

a) As far as the rights and the obligations of thetgmtithin in a contract are
equal, and neither of the parties have performgdathe promises in the
contract, the entity does not have any asset loititig



b) On the contrary when one of the parties has padrand the other has not
performed proportionally, the entity should recagran asset or a liability
measured on the basis of the contract price fon¢h®f its outstanding rights and
obligations ;

c) Only the change in the net of the outstanding sigimd obligations of the
entity resulting from its performance within thent@ct gives rise to recognition of
revenue (refer to the next comment for further itletan the concept of
performance by an entity).

19.To illustrate, for a sale of an asset to a customer

a) itis only when the entity performs that the ensibhpuld recognise an asset for
this transaction measured at the transaction prittea corresponding revenue
(assuming that the customer has not paid to thiyemy amount in cash relating
to the contract);

b) when the customer performs (for example, by pattegotality of the price of
the contract) and the entity has not yet perforntieel entity should recognise a
liability measured at the transaction price. Noeraye should be recognised at this
date as the entity has not performed any of itggabbns in the contract.

Q1.2 - The revenue recognition model proposed, baken control, does not provide

decision-useful information on the performance oflte entity for some contracts for

specific assets for which the execution of the caatt by the entity does not coincide
with the transfer of control of the asset to the cstomer

20.Defining a single principle of accounting for atirdracts aiming at providing
decision-useful information for users is conceieatnhly if it reflects the performance
of all entities and for all activities. The CNC dagot believe that such an objective is
achievable given the diversity of the activitiebus, any single principle would be
simplistic and would not appropriately depict tmditees’ performance.

21.The proposed approach considers that, in all castréhe entity performs only when
the customer takes control of the asset (goodreicgd provided by the entity.

22.However, for contracts for a specific asset (suecha@od or a service), i.e. contracts in
which the entity dedicates specific resources whannbe used only for or by the
customer, the CNC observes that the entity trassfierese resources to this specific
customer and thus performs on an ongoing basig) other words as this contract is
executed. In such contracts, the entity shoulddmsidered released from its
obligations towards the customer when executingtintract as it is on this basis that
the customer has access to the benefits of thet,aglsich is built specifically for him
and to which no other client has any access tomiples of such contracts may
include construction type contracts (for exampleafdridge or of a refinery) or
service contracts.



23.These contracts are characterized by certain fsguch as (non-exhaustive list,
indicators not necessarily cumulative):

a) the asset is built/made to customer’s specificateny. for example, the
customer specifies the main elements of the stralctlements of design of the
asset before production begins and/or specifiesms#juctural elements of the
design of the asset once production is in progress;

b) the entity is obliged to deliver the specified ass®l it is not economically
feasible or practical to use other assets to Fulfis obligation;

c) if the customer breaches the contract, the cust@mwequired either
contractually or by the operation of law to payasonable price to the entity for
the costs and / or other commitments made by ttig/ ém provide the asset.

24.Thus, for example:

a) A customer orders a vehicle from a car manufactdiee customer can choose
various options and accessories listed in the @giafl the car manufacturer. Such a
contract does not usually meet the definition obatract for a specific asset.
Indeed, the contract is a standard contract, asusgmer can only exercise his
choice within the limits of the offer made to hiirhe entity could also have
produced such a vehicle regardless of an ordenpaeen placed (for its own
stock). If the customer decides not to take dejiwdrthe vehicle, the entity will
probably not go to court to enforce the sale bes#ushould be able to find

another buyer without major difficulty.

b) A customer orders a vehicle from a car manufactouét to his specifications
with requested changes or options that are notexffin the catalog of the car
manufacturer. Such a contract would normally mieetdefinition of a contract for
a specific asset. The contract is not a standarttaxct. The entity would probably
not have produced this vehicle if it had not reedithis order from this customer.
The obligation of the entity is specific to thisstomer and to this contract. The
entity cannot satisfy its obligation with anoth@hicle, as it is precisely this
vehicle that the customer is entitled to. Moreovfehe customer decides not to
take delivery of the vehicle, it is likely that tlkatity would obtain compensation
by way of justice for the costs incurred for thegsction of this vehicle.

25.1n such a case, as indicated above, the CNC casdiaat the entity should recognize
an asset measured at the transaction price astifieexecutes this contract together
with the corresponding revenue.

26. Quite to the contrary, such revenue is not recaghia the proposed model, since the
execution of the contract by the entity does nat@de with the transfer of control of
the asset to the customer. Therefore, for sucmtxand, information on the entity's
performance provided to users will be identicahtormation provided by an entity
that performs a contract that is not specific tustomer (for example for the sale of a
standard good).

27.Consequently, the CNC is of the view that the psggomodel does not adequately
reflect the entity's performance for all contradtsus, the CNC considers that the
informational value of this model for users is appropriate.



Q1.3 - Specific comments regarding “ the inconsistey in existing standards that
arise from having different revenue recognition prnciples”

28.We would like to make a specific comment about ‘tl@nsistency in existing
standards arising from having different revenu@gedion principles”.

29.The CNC does not consider that having two prinsifite the recognition of revenue
(IAS 11 and IAS 18) is the cause of the practicfiicdlities that may be encountered
under existing IFRS for multiple-elements transadior to distinguish goods /
services.

30.The CNC is convinced that these difficulties afreen the complexity of these
transactions and that having a single principlé mot solve them. Moreover the CNC
notes that the DP fails to resolve them comple®hgn if it is based on a single
revenue recognition principle. The CNC consides&s targeted and appropriate
guidance is the only solution to address thesedlffes. Please refer to our answer to
guestions 4 (components of a contract) and 8 (distin goods/services).

Question 2: Are there any types of contracts foictvithe boards’ proposed principle
would not provide decision useful information? Blearovide examples and explain why.
What alternative principle do you think is more fusé those examples?

Q2.1 - Contracts for which the proposed principle wauld not provide useful
information

31.The CNC believes that the IASB’s proposed princgies not provide useful
information on the entity's performance for certeamtracts. Therefore, in these cases,
the proposed principle does not provide decisicftdsnformation for users. See our
answer to Q1.

Q2 .2 - Exclusions from the scope envisaged by th&SB on financial instruments
contracts, insurance contracts and leasing contrastwith customers

32.The CNC understands that through this question/AB& would also like to obtain
the views of its stakeholders/constituents on tiop@sed scope exclusion for
financial instruments contracts, insurance congracteasing contracts.

33.The objective of this IASB’s project is to attentiptdevelop a single revenue
recognition principle that would be applicable tiotypes of contracts and activities.

34.The CNC does not support the objective of thisgubjThe CNC believes that a
single revenue recognition principle will neverdapable of reflecting the
performance for all activities and, as such, wadt provide decision-useful
information to users.

35.As a consequence, the CNC is also in favour ofxatusion of contracts with
customers on financial instruments, insurance aaslithg from this project.



36.1In addition, the CNC notes that the DP does notsaige any scope exclusion for
certain types of contracts which have similar cb@nastics to contracts with
customers on financial instruments due to theiatilttly, for example take or pay
contracts for power or a commaodity , or to insuenontracts, for example product
warranties. The CNC thinks it may be useful toityahe rationale for this choice and
consider whether targeted guidance is requirec &b dith the specific nature of these
contracts.

37.Moreover, the DP seems to consider that the modglhmave provided useful
information for some financial instruments or irsure contracts but without
specifying which contracts and for what reason® TNC regrets the lack of
information in this respect as it would have endlstakeholders to better understand
the model proposed.

Q2.3 - Specific issues relating to the scope of shproject

38.The CNC has identified several specific problemsceoning the scope of this project.
The CNC urges the IASB to make the necessary iciatibns.

Future accounting treatment of certain transactiorieat should be excluded from the
scope of the project

39.The IASB should clarify which standards would apiplyhe future to certain
transactions that are now in the scope of IAS 18:

a) Revenue arising from the use by others of theyentissets yielding interest
(for example loans) for which IAS 18 refers to 189,

b) Financial services fees on financial instrumentsafoich we consider
necessary to maintain the same level of guidarene the existing guidance in IAS
18;

c) Dividends (which do not arise from contracts betvae entity and a
customer).

Clarifications relating to royalty or licensing a@ngements and more generally
contracts on rights to use intangible assets

40.The CNC requests that the IASB clarify whether fhigject applies to royalty,
licensing arrangements or rights to use intangibkets and if so, to which ones.
Indeed, the DP indicates that this project appgbesontracts relating to assets, such as
goods or services, but without specifying whethatgo applies to rights of use of
intangible assets or even of other assets.

Q2.4 - Necessity of a level of guidance similar tAS 18 and to the existing
interpretations

41.The IASB should ensure that guidance equivaletitabcontained in IAS 18 today
and in current interpretations of IAS 18 and IASi4 inaintained: for example on the
distinction between agent and principal, or as maet previously on financial
services fees, both topics addressed in the appehthS 18 or another example on
awards as addressed in IFRIC 13 (non-exhaustitjelhsaddition, this would allow
stakeholders to gain a better understanding oétfeets of the current project.



Q2.5 - Issues relating to revenue recognition resad by the existing interpretations
of IFRS or submitted to the IFRIC

42.The CNC requests the IASB to ensure that:

a) The project addresses the issues dealt with byiexiB-RIC interpretations on
revenue recognition (totally or partially) suchfasexample, IFRIC 12, IFRIC 13,
IFRIC 15, IFRIC 18 or SIC 31. It should be cleaspecified whether the current
treatments are maintained or modified, and if soy;h

b) The project provides appropriate answers to subomsgrocessed or rejected
by the IFRIC in recent years. These submissionsatethe concerns of
stakeholders about specific issues for which thieeat standards do not give clear
answers. The CNC considers that assessing whéheroposed model gives
satisfactory answers to these issues is a robstgideof its applicability and
relevance.

Question 3: Do you agree with the boards’ defimitod a contract? Why or why not?
Please provide examples of jurisdictions or circiamses in which it would be difficult to
apply that definition.

43.The CNC believes that a contract between an emitlya customer is necessary for an
entity to recognize revenue.

44.1n this regard, the CNC notes that the DP discussBsrevenue recognition under a
contract with a customer and that the IASB hasyrbtonsidered whether revenue
might or not continue to be recognized in the absai a contract between an entity
and a customer (for example, under IAS 41).

Q3.1 - The CNC considers that the IASB’s objectivehould be a single definition of a
contract under IFRS

45.Even if the DP states that the definition of a cacit with a customer is consistent
with that of IAS 32.13, the wording of these twdidions is different.
The CNC is not in favor of maintaining two defioitis of a contract in IFRS. The
CNC believes that such a situation would only reisuinconsistencies in application.
Whatever decision is ultimately made by the IASBhis regard (one or two
definitions), the CNC asks the IASB to examine étad its effects and to specify
them to stakeholders.

Q3.2 - Definition and implementation of enforceabity

46.The CNC notes that the concept of enforceabilityiclv is essential for the definition
of a contract, is not clear. A number of clarifioat are necessary for a better
understanding of this concept and thus, its cogrsistpplication:

a) Should enforceable only be interpreted as “enfdrigely law”? Indeed, IAS
32.13, which is considered consistent with therdigdin of a contract with a
customer, suggests that certain contracts mayeugssarily be enforceable by law
as a contract is defined as “having clear econ@omnsequences that the parties
have little, if any, discretion to avoidsually because the agreement is enforceable
by law [emphasis adde{f;



b) What is the relationship between the terms anditiond of a contract and its
enforceability? IAS 32.13 states that a contrast'lcéear economic
consequences.” Should we thus consider that a @aseabrder with limited
penalties in case of breach is not a contract? \(es "clear economic
consequence” mean? How should this concept beea{ipli

c) What is the role of business practice in the emabdity? in certain activities,
although theoretically possible, enforceability@ implemented because the costs
outweigh the benefits. Shouldn’t this be taken mxtoount?

Q3.3 - Firm offer versus contract

47.The CNC considers that the DP does not discussuatkdy what differentiates a firm
offer from a contract to which the DP refers tod.&ow these two concepts are
interrelated.

48.For example, the DP specifies that a firm offemas a contract but considers at the
same time that offering a discount related to arkisale as part as a contract
constitutes a performance obligation to be accalftteseparately.

Question 4: Do you think the boards’ proposed digdim of a performance obligation
would help entities to identify consistently thdiderables in (or components of) a
contract? Why or why not? If not, please providaraples of circumstances in which
applying the proposed definition would inappropgtidentify or omit deliverables in (or
components of) the contract.

Q4.1 - General comment

49.The CNC welcomes this proposal as a good startngf put does not consider it
appropriate. The CNC observes that this propodategult in an excessive number of
components for certain contracts. The CNC consitlhetsthis approach is not
sufficiently developed in order to be applicablgomactice and could lead potentially
to separate performance obligations that do noesgmt the economics of the
transactions. Indeed, the provisions of DP 4.56uftable presumption, when an asset
is used for another performance obligation — examopbpaint/painting the wall) or DP
4.60 (refer to question 5) are not sufficient fertain contracts.

50.For example, consider a subscription to the intesite of a newspaper including
some special paper editions with a discount, plgiftand a loyalty program.

51.1In such a case, the CNC is not convinced that setingethe contract on the basis of
the definition of performance obligations would yicte decision-useful information
to the users. On the contrary, the CNC considextsthinss approach might result in its
complexity outweighing its potential benefits.

52.Accordingly, the CNC strongly encourages the IASEBansider the relevance of
additional criteria for identifying components o€antract such as:

a) the stand alone value for the customer, as for pl&m IFRIC 18 when
assessing whether connecting the customer to anetsva separately identifiable
service;



b) or the economic effects of performance obligati@ssmeant by IAS 27.33
which go well beyond the provisions of DP 4.56.

53.In the latter case, the CNC observes that therentgelations between the
identification of components of a contract andd¢bmbining/segmenting of contracts.
In this regard, the CNC believes that the applidsio performance obligations of
the guidance provided by IAS 27.33 for contractthimcase of a loss of control
should be considered.

54.More generally, regarding the identification of fjoemance obligations, the CNC
faced difficulties similar to those encounteredlioy IASB board members, for
example when analyzing the nature of a right afrrebr as regards the nature of
certain sales incentives. Thus, the CNC fully agneigh DP § 5.23 that the process of
identifying performance obligations is not withaigks of errors (and not only in a
context of exit value).

55. At this stage, the CNC believes that the principlegosed in the DP are not enough
robust and the guidance provided is not sufficieninderstand what a performance
obligation really consists of. Targeted guidancesisential to result in a common
understanding and application of this notion, aasis for the identification of the
components of a contract.

Q4.2 - Definition of performance obligation

56.Regarding the definition of a performance obligatithe CNC would like the IASB to
clarify:

a) What are the assets that can be transferred tstaroar apart from goods and
services? The use of “such as” in the definitiory maggest that there may be such
other assets (please refer to our answer to Q2 @ufoquestion on the right of use
of intangible assets);

b) What is an implicit performance obligation? Shoitllde enforceable too? To
what degree? Should entities also identify the tangve obligations which might
arise from industry practice (i.e. the constructwdigations that others may have
in the industry and on which the customer may fely)

c) How to identify, recognize and measure “variablggrenance obligations for
example, when a customer may be entitled to ab@rimumber of products
without additional payment or when new implicit iglations arise during the
contract (or when any other obligation was notrtyeidentifiable at contract
inception)? Should the segmentation be made obhakis of a more likely,
probability weighted or other assessment?

d) How to distinguish options for a customer from fiaffiers?

57.1n addition, the CNC observes that during the dis@n on lessor accounting, the
application of this single concept has lead to opposite models (sale of a right of
use versus provision of a service), thus illustigatbnce again how difficult it is to
apply this concept.
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Q4.3 — Specific comment on the statutory warrantythe statutory warranty does not
meet the definition of a separate performance oblagion

58.The CNC believes that the statutory warranty — wingrosed by local law or
operation of law - has not been discussed and aedlgppropriately.

59. As opposed to additional warranty services (foe foe not), the statutory warranty
cannot be separated from the initial sale of tlsetasndeed, the entity cannot sell the
asset without it in virtue of the local law.

60.As a consequence, the statutory warranty cannatebwition, constitute a separate
performance obligation and therefore cannot rasuhe recognition of revenue. The
accounting treatment of the statutory warrantygdgoordance with IAS 37, should be
maintained.

Question 5: Do you agree that an entity shouldrs¢pahe performance obligations ir a
contract on the basis on when the entity trangferpromised assets to the customer?
Why or why not? If not, what principle would youesjific for separating performance
obligations?

61.As discussed in our answer to question 4, the CoiGiders that the segmentation
approach proposed in the DP might result in itsgexity outweighing its potential
benefits and questions the usefulness of the irdbom provided when a separate
performance obligation does not correspond to @ @o@ service that has a
standalone value for the customer or does notatefie economic effects of the
transaction. The CNC considers that the propostdeoDP to separate performance
obligations in a contract on the basis of whenehigty transfers the promised assets
to the customer is not sufficient. Consequentlg, @NC encourages the IASB to
assess whether other criteria should be takerantount in this process.

Question 6: Do you think that an entity’s obligatim accept a returned good and refund
the customer’s consideration is a performance abbg? Why or why not?

62.The CNC considers that an entity’s promise to gite\a return right to a customer is
not a performance obligation and that a right tdinre represents a failed sale.

63.1n addition, as mentioned in DP 3.41, the CNC ad&rs that when an entity has
homogeneous transactions that give it the abihitgstimate the proportion of the
goods that are likely to be returned (ie the proporof sales that are likely to fail),
the entity would recognise revenue for the proportf transactions that the entity
expects not to fail.

Question 7: Do you think that sales incentives.(digcounts on future sales, customer
loyalty points and ‘free’ goods and services) gige to performance obligations if they
are provided in a contract with a customer? Whwloy not?

64.The CNC observes that the question is extremelp.opevery large number of
transactions may correspond: awards granted inegbiom with an initial sale, outside
of an initial sale, related or not to a future safi@ product of the entity.
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65. Characterizing what differentiates a sales incenfigm a marketing cost, or even
from a discount granted at the date of the inftehsaction is complex. However, this
distinction is fundamental because these trangatio not necessarily follow the
same accounting treatment under IFRS.

66.In addition, as already indicated in our commetieteon the proposed interpretation
which became IFRIC 13, the CNC considers that wtiereaward does not represent a
product or service normally sold in the courserogatity's business it may have the
characteristics of a marketing cost and shoulddsgad under IAS 37.

67.As regards the two examples discussed in the ERCNC concludes that the gift card
and the discount are separate performance obligatio

68. Nevertheless, as discussed below in § 60, the GNGtiof the view that it should
systematically result in a separate accountingioh gerformance obligations.

Question 8: Do you agree that an entity transferasset to a customer (and satisfies a
performance obligation) when the customer contiteéspromised good or when the
customer receives the promised service? Why ormvaty If not please suggest an
alternative for determining when a promised goodesvice is transferred.

Q8.1 - General comment

69. Defining control is complex, as shown by the distss held on the framework,
consolidation or derecognition projects. Howeviee, ENC considers that defining it
and identifying its characteristics consistentlyhe various IASB projects is essential
to avoid any misinterpretation when applying it.

70.The CNC is not convinced that this principle hasrbsufficiently worked through in
the DP so that it can be understood correctly atetpreted in a consistent manner.
As a result, the CNC considers that its applicatonld probably not improve the
comparability and understandability of revenueusers, which is the overall
objective of the DP.

71.1n addition, the CNC observes that the Framewodkegt may lead to the removal of
the control principle in the definition of an assBbe topic is briefly discussed in the
DP when considering that the existing and futufend®sns of an asset are consistent.
Obviously, this discussion is not sufficiently rabuThe CNC recommends that the
IASB assess the potential effects of this changtemevenue recognition project
more thoroughly.

Q8.2 — Control of a good

72.We noted during our discussions with our constitsi¢mat defining control of a good
is complex: does it mean to take physical possessithe good? to have the legal
title of the good? to control its economic bené&fiBoes it require all these elements or
only some of them (not to say other elements)?
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73.1t is therefore essential that the IASB developsrapriate guidance on its application.
The CNC believes that the indicators illustratihg tontrol of an asset given by
IFRIC 18.15 are a good starting point . Howevegragles illustrating the application
of these indicators to complex transactions shbaldeveloped. Such complex
transactions would be, for instance: sales of gauith repurchase agreements,
construction type contracts, consignment stockslband hold agreements.
Successfully developing these examples will bebaisbtest of these indicators.

74.In regard to IFRIC 18.15, the CNC recommends th@iASB clarify the meaning of
"generally” in the statement "an entity that colstian asset cagenerally deal with
that asset as it pleases." The use of the termestgythat an entity may have control of
an asset in some cases without being able to doitmvants with it, which is, again,
another illustration of the difficulty of really derstanding what control means.

Q8.3 - Control of a service

75.The CNC observes that the IASB acknowledges thadidering a service as an asset
is not familiar to constituents as outlined in DBR3Band following: "Although a
service is not typically thought of as an asset ldbards have explained that concept
in existing literature”. In this respect, the CNQtes that the only example given to
constituents to illustrate this concept is thaa okry recent standard, namely IFRS 2.

76.1t is easy to imagine, and we have noted it in ficacthat constituents are even less
familiar with the concept of control of a servite this regard, we have not been able
to find any guidance on this topic in existing IFRS

77.The CNC considers it therefore essential that A&Bl defines clearly what the
concept of control of a service means and devdbngeted guidance and illustrative
examples to meet the concerns expressed by cargstin this area. Absent such
further work, the CNC is greatly concerned aboetphbssibility for constituents to
understand and apply this principle satisfactorily.

Q8.4 - Distinction goods / services

78.The CNC observes that when the contract relatessactions that combine services
and delivery of a good (to a greater or lesserekgr

a) such as the delivery of a good that implies thevigron of a construction
service (see the steel girders example in DP 4.39);

b) or conversely such as the provision of a servicempanied by the physical
delivery of a good (see the report recommendinggs® improvements in DP
4.35),

applying the control notion is problematic. In aduh, this topic is a further
illustration of the difficulties in distinguishingetween contracts for goods and
contracts for services.

79.The CNC also notes that the IASB has not yet sutszen defining a clear principle
in this area. The use of "typically” in the staten&ypically a good is an asset that is
transferred to a customer at a point in time, wageservice typically is a continuous
transfer of assets to a customer over a periouna’tclearly illustrates this fact.
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80.When distinguishing between goods and servicesfisudt, the DP proposes to use
indicators such as the level of customization pagment terms, the right to take over
the work in progress or in the case of a homedhbethat it is constructed on the
customer's land.

81.The CNC notes that none of these indicators is oresecisive. However, the CNC
observes that their application will be even maficdlit due to the lack of clarity on
how they interact with the concepts of control gfomd or control of an asset as well
as with each other.

82.The DP itself provides a good example of such pralctifficulties with respect to the
“customer payment terms” indicator:

a) DP 4.33 mentions "Typically, a customer would matke a non-recoverable
payment without receiving an asset in exchange”;

b) In contrast, the example 7 "non-refundable upfpayment” considers that the
customer does not receive anything in exchangesapfront payment but
without further justifying it.

83.The CNC is concerned that the approach proposédebP to distinguish between
contracts for a good or for a service will not leguany improvement over existing
IFRS practice and even that further difficultieghtiarise.

84.In addition, more specifically, the CNC recommetits the IASB undertake further
work in the area of non-refundable payments. Wenatesure that this specific issue,
which is particularly complex as noted by the IFRI@ing their work on the trailing
commissions (topic removed from the IFRIC’s agedida to its complexity), has
been given, at this stage, appropriate attentioth®yASB.

Q8.5 - Clarifications concerning service contractsvith customers

85.The CNC also urges the IASB to identify the didiive characteristics of service
contracts and thus to define precisely what a sengi.

86. This should help at a minimum:

a) in analyzing what the appropriate criteria for itigiishing between a contract
for good and for a service are,

b) in assessing whether the existing criteria useddntify whether a contract is
a service contract or a lease contract need tebsited or completed.

Q8.6 — Analysis of the control in a contract

87.ldentifying who controls the asset and when basethe terms and conditions of the
contract may be very complex. In addition, parteea contract generally seek to
protect themselves by requiring specific clausas tilave in reality limited effect as
long as the contract is executed as planned (famele, a clause requiring the transfer
of the asset to the customer in the event of baotkywof the entity or a clause of
retention of ownership in the event of nonpaymenthie customer).

88.The CNC encourages the IASB, once the principlee lh&en clarified to specify that
judgment should be applied when analyzing the temasconditions of a contract so
that only substantive terms of the contracts, astdemote clauses, are considered.
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Question 9: The boards propose that an entity sh@alognise revenue only when a
performance obligation is satisfied. Are there cacts for which that proposal would not
provide decision-useful information? If so, pleasevide examples.

89.The CNC does not support this proposal. The CNGidens that recognizing revenue
only when a performance obligation is satisfiedlescribed in the DP does not
provide decision-useful information on the entitygsformance in all circumstances.
Please refer to our answer to Q1 for further detail

Question 10In the boards’ proposed model, performance obbgatiare measured initially at
the original transaction price. Subsequently, tleasarement of a performance obligation is
updated only if it is deemed onerous.

(a) Do you agree that performance obligations shbalmeasured initially at the transaction
price? Why or why not?

(b) Do you agree that a performance obligation Ehba deemed onerous and remeasurec| to
the entity’s expected cost of satisfying the paerfance obligation if that cost exceeds the
carrying amount of the performance obligation? \WWhwhy not?

(c) Do you think that there are some performandmgations for which the proposed
measurement approach would not provide decisiofulisdormation at each financial
statement date? Why or why not? If so, what charestic of the obligations makes that
approach unsuitable? Please provide examples.

(d) Do you think that some performance obligationa revenue recognition standard should
be subject to another measurement approach? Whilgynot? If so, please provide examples
and describe the measurement approach you would use

Q10.1 - Measurement of the net liability that correponds to the net position of the
contract

90.As discussed in our answer to question 1, the Calfe\es that the entity should
recognize a liability only if its obligations undére contract are higher than those
rights under this contract (which is different fréhe proposal made by the IASB in
the DP).

91.In such a case, the CNC considers that this ltglshould be measured as the
difference between the cash received from the oust@nd the amount corresponding
to the part of the contract performed by the emtiBasured at the original transaction
price.

Example: suppose that Entity A enters into a cahisafor a specific asset with a
customer for a transaction price of 100 CU. Atriggorting date, 50% of the contract is
executed and the customer paid in advance 60 Céllidhility recognized in the
statement of financial position is measured aglifierence between the cash received
from the customer (60 CU) and the amount corresipgrno the asset transferred to the
customer measured at the original transaction p{eCU) e.g. 10 CU.
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Q10.2 - Measurement of the components of a contract

92.As discussed in our answer to question 4, the CoiGiders that the segmentation
approach proposed in the DP might result in its gexity outweighing its potential
benefits and questions the usefulness of the irdbom provided when a separate
performance obligation does not correspond to @ @o@ service that has a
standalone value for the customer or does notatefie economic effects of
performance obligations. Consequently, the CNC erages the IASB to assess
whether other criteria should be taken into accauthis process. Thus, the CNC
prefers to use the term “components of a contitaeteafter to differentiate with the
segmentation approach based on the performanagtbh proposed by the IASB.

93. Subject to this reservation, the CNC agrees tlettimponents of a contract should
be measured according to the method of allocatidheotransaction price proposed in
the DP (e.g. allocation of the transaction pricgedobon the stand alone selling value
of these components).

94.As a consequence, as discussed in our answer tas@dming that the customer has
not performed under the contract, when the engtygpms a component of the
contract, the entity would recognize an asset, aredson the basis of the relative
stand alone selling price allocated to this compbmath the corresponding revenue.

Q10.3 - Remeasurement: onerous contracts with custers and alternative

measurement approach

95. According to the DP, a performance obligation isrded onerous when an entity’s
expected cost of satisfying the performance exctesarrying amount of that
performance obligation. It is therefore obvioud #@ontract becomes onerous
because of its costs and not because of the ambuenue attached to it.

96.As discussed in our general comment GC3, the CNiSiders that issues related to
the costs of a contract should not be debated é¢ferscope of this project has been
rediscussed with stakeholders.

97.Consequently, the CNC considers that the correspgmmovisions of existing IFRSs
relating to onerous contracts should be maintaamebinot reassessed at this stage of
the project.

Question 11: The boards propose that an entityldralocate the transaction price at
contract inception to the performance obligatidriserefore, any amounts that an entity
charges customers to recover any costs of obtathengontract (eg selling costs) are
included in the initial measurement of the perfonc®obligations. The boards propose
that an entity should recognise those costs aneegeunless they qualify for recognition
as an asset in accordance with other standards.

(a) Do you agree that any amounts an entity chaagestomer to recover the costs of
obtaining the contract should be included in thigalhmeasurement of an entity’s
performance obligations? Why or why not?
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98. As discussed in our answer Q10.1, the CNC belithatsthe entity should recognize a
liability only if its obligations under the contrtaare higher than those rights under this
contract. In such a case, this liability refle¢ts bbligation to perform of the entity for
the part of the contract for which the customerdlesady performed. Thus, this
liability does not correspond to the “initial meesmment of an entity’s performance
obligations” of the DP.

Question 11 (b) In what cases would recognisindgreghorigination costs as expenses as
they are incurred not provide decision-useful infation about an entity’s financial
position and financial performance? Please progidenples and explain why.

99. Overall, the CNC supports the proposal to recogtiizecontract origination costs as
expenses as they are incurred. However, the CMGtisonvinced that this proposal
will allow for the appropriate representation offpemance for all activities, in
particular for insurance contracts (see our resptmshe DP « Insurance Contracts »,
dated November 16, 2007, question 8).

100.In addition, the CNC recommends that the IASB nitas

a) Several terms are used in this question e.g. 'obstistaining the contract,
selling costs or contract origination costs”. Wewddlike the IASB to clarify if
there are any differences in these terms and ®aulear definition of the term
that will be retained. Clarifying it will avoid thisk of having different views on
the nature of the costs considered in this promisif the DP;

b) The IFRIC has been questioned recently on the subjeaccounting for sales
costs in the context of real estate developmenthasdiecided not to take the
guestion on this agenda as it was not possibledachra conclusion on the
appropriate accounting for broad categories ofrgpind marketing expenses;

c) Question 11 states that some of the costs of abtathe contract could be
recorded as an asset according to other standardgthout specifying in which
circumstances;

101.In this regard, the CNC recommends that the IAS#cates which costs and
standards are concerned so as to ensure thatrdpiegal of the DP is correctly
understood and applied.

Question 12: Do you agree that the transactioremiould be allocated to the
performance obligations on the basis of the etisyand alone selling pas of the good
or services underlying those performance obliga®owhy or why not? If not, on what
basis would you allocate the transaction price?

102.The CNC supports this proposal. However, the CN@icters that the IASB should
clarify whether this proposal has any effect orseng IFRS particularly with regard
to the application of IFRIC 13 Customer Loyalty §wams or IFRIC 18 ' Transfers of
Assets from Customers.
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Question 13: Do you agree that if an entity dodsseth a good or a service separately it
should estimate the stand- alone selling pricéaff §good or service for purposes of
allocating the transaction price ? Why or why néf?en, if ever, should the use of
estimates be constrained?

Q13.1 - The DP does not specify whether the standbae estimated selling price
should be determined taking into account the charderistics of the customer with
whom the contract is signed

103.1t is not clear in the DP whether the stand alomeepused to allocate the transaction
price should be determined considering the chatatits of the customer with whom
the contract was signed. The example given in BP Bdicates that the price of the
product is CU 60 because "SellerCo regularly selbsluct A separately for CU 60”
without providing any additional explanation.

104.This may lead to practical difficulties. Taking te@me example, if the entity regularly
sells product A separately at a price of CU 60 tategory of customers (eg
purchasing large volumes of product A) and of CU6thers: what is the
appropriate stand alone price selling price? amaaeeprice (on which period ?), the
last prices observed (on which period), the pricgeoved on a portfolio basis?

105.The CNC recommends that the IASB provide guidaocgdarify how the stand alone
selling price should be determined so that to aroigldiffering interpretations.

Q13.2 - The requirement for entities to consider th stand alone selling price by other
entities should be rediscussed

106.The CNC notes that the question seems to suggasdf the entity does not sell the
products it should then estimate the stand alofieg@rice without having to
perform additional steps.

107.However, if the entity does not sell the produegsasately, based on DP 5.46, we
understand that the entity must search for theepi@arged by other entities for the
same goods and services sold separately beforedhtne possibility to use its own
estimates.

108.The CNC would like the IASB to reconsider the cstaefits reasons of this
requirement: is it possible in practice (and legpkrmissible) for entities to obtain
reliable and comparable data? how would an entiguthent that it has performed
this search for its auditors? What will the valdi¢he information provided be,
compared to an estimation of the stand alone gatiiite performed by the entity?

109.Therefore, the CNC invites the IASB to expose #asons for this requirement and to
reconsider the circumstances in which it shouldgygied, for example, it might be
only if this information is reasonably availabletmout undue cost and effort?
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