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OVERVIEW

In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from
Contracts with Customers (Topic 606). Topic 606 establishes the principles to report useful
information to users of financial statements about the nature, timing, and uncertainty of revenue
from contracts with customers.

The Update:

e Removes inconsistencies and weaknesses in existing revenue requirements
e Provides a more robust framework for addressing revenue issues

e Improves comparability of revenue recognition practices across entities, industries,
jurisdictions, and capital markets

e Provides users of financial statements with more useful information through improved
disclosure requirements

o Simplifies the preparation of financial statements by reducing the number of
requirements to which organizations must refer.

The FASB announced the formation of the Transition Resource Group for Revenue Recognition
(TRG) in June 2014. The purpose of the TRG was to:

e Solicit, analyze, and discuss stakeholder issues arising from implementation of the new
guidance

¢ Inform the FASB and the IASB about those implementation issues, which will help the
Boards determine what, if any, action will be needed to address those issues

e Provide a forum for stakeholders to learn about the new guidance from others involved
with implementation.

During the meetings, the TRG members shared their views on the issues. The TRG did not
issue any authoritative guidance. The FASB Accounting Standards Codification® is the source
of authoritative generally accepted accounting principles (GAAP) recognized by the FASB to be
applied to nongovernmental entities.

The FASB issued the following Accounting Standards Updates to clarify the application of Topic
606 for several issues discussed by the TRG:

e On December 21, 2016, the Board issued Accounting Standards Update No. 2016-20,
Technical Corrections and Improvements to Topic 606, Revenue from Contracts with
Customers.



e On May 9, 2016, the Board issued Accounting Standards Update No. 2016-12, Revenue
from Contracts with Customers (Topic 606): Narrow-Scope Improvements and Practical
Expedients.

e On April 14, 2016, the Board issued Accounting Standards Update No. 2016-10,
Revenue from Contracts with Customers (Topic 606): Identifying Performance
Ovligations and Licensing.

e On March 17, 2016, the Board issued Accounting Standards Update No. 2016-
08, Revenue from Contracts with Customers (Topic 606): Principal versus Agent
Considerations (Reporting Revenue Gross versus Net).

TRG meetings were held jointly with the IASB in 2014 and 2015. TRG meetings in 2016 were
held by the FASB.

Compilation Process

The Q&As included in this document have been compiled from publicly available TRG

memos and other educational resources that had previously been made available during the
implementation of Topic 606. The staff’s full analyses for the issues described in this document,
along with educational resources discussed by the Private Company Council (PCC) and for the
franchising industry, can be found on the FASB website. However, for ease of use and as part of
the Board’s continuing commitment to educate stakeholders, the staff has developed this Q&A
document that compiles questions and responses into a single format and location.

The staff’s objective in compiling this Q&A is to improve the ease of navigating the educational
resources and is not intended to issue any new implementation guidance. Accordingly, the
staff compiled this Q&A using excerpts from memos previously issued. In cases in which the
same issue was discussed in multiple previously issued memos, the staff consolidated those
discussions into a single Q&A. Additionally, the Q&As herein reflect a compilation of both the
staff previously issued memos on the issues as well as the summary of the TRG discussions.
Issues for which the Board undertook standard-setting efforts are excluded from this Q&A
document because the Codification contains the ultimate resolution of those issues and,
accordingly, some TRG memos may not still be relevant.

For contextual purposes, this Q&A focuses only on the guidance in the Codification. It does not
address other regulatory, rules, or compliance requirements that entities may need to consider
when preparing and issuing financial statements.

This Q&A document includes 81 questions. Each question includes the corresponding section
references within the Codification and are categorized by subject matter. While some questions
may relate to multiple sections within Topic 606, they have been included only once within this
document.
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SCOPE

Question 1: Are the rights and obligations of a credit card issuing bank’s
contract with the credit cardholder within the scope of Topic 606?

Reference(s): Sections 606-10-15 and 310-20-15

A card issuing bank can have various income streams from a cardholder. Those revenue
streams related to interest income, credit card balance consolidation and balance transfer fees,
late (delinquency) fees, returned check fees (on customer’s credit card payment), cash advance
fee, foreign currency fees, rush/expedited card fees, over-limit fee, and overdraft protection fees
are all within the scope of Topic 310, Receivables, and, therefore, are not included in the scope
of Topic 606, Revenue from Contracts with Customers, (per the scope exception in paragraph
606-10-15-2). Those income streams have specific guidance in Topic 310, for example, interest
income is addressed in paragraph 310-10-25-9 and delinquency fees (which includes late fees
and returned check fees) are addressed in paragraph 310-10-25-13. Many of the other fees are
considered to be loan origination fees as addressed in Section 310-20-20.

However, questions have arisen as to whether other credit card fees (such as periodic or annual
fees) are within the scope of Topic 310 or within the scope of Topic 606. The question arises
because some services might be provided in conjunction with the lending arrangement and the
receipt of the credit card fee. For example, the card issuing bank may provide certain ancillary
services, such as concierge services or airport lounge access. This had led some stakeholders
to question whether those services should be included within the scope of Topic 606.

In order to answer this question, one must first assess whether the fees are within the scope

of Topic 310. If the fees are within the scope of Topic 310, then the guidance in that Topic
would apply. Subtopic 310-20, Nonrefundable Fees and Other Costs, includes guidance on the
recognition and the balance sheet classification of nonrefundable fees and costs associated
with lending activities. If the fees are not within the scope of Topic 310, then an entity would
need to assess the contract under Topic 606. The staff is aware that some stakeholders are
referring to paragraph 606-10-15-4 in trying to determine the answer to this question. However,
the staff notes that the guidance in that paragraph would apply at the point an entity determines
that a contract includes goods or services within the scope of both Topic 606 and another Topic.
That is, once that determination is made, the guidance in paragraph 606-10-15-4 provides a
hierarchy on how to apply separation and allocation guidance. Therefore, if a determination is
made that all goods or services in a contract are outside of the scope of Topic 606 then the
guidance in that paragraph would not be applicable.

Additionally, the basis for conclusions of FASB Statement No. 91, Accounting for Nonrefundable
Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of
Leases, describes that the Board concluded that a loan commitment might be either integral to
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lending or a separate customer service depending on the nature of the commitment. The Board
concluded that to the extent a fee is to compensate the entity for a service provided during the
commitment period, the separate components of a commitment fee cannot be identified and
measured reliably enough to allow for separate accounting recognition for each component part.
The staff notes that the basis for conclusions is non-authoritative; however, this description in
the basis provides context around the language in paragraph 310-20-25-15 that “credit card fees
generally cover many services to cardholders.”

The staff thinks that this question arises, in part, because the scope guidance in Topic 310
relates to a “fee” while the scope guidance in Topic 606 relates to “goods and services.”
However, if the fee is within the scope of Topic 310, then the staff thinks that the services being
performed in exchange for that fee also would be within the scope of Topic 310.

In the staff’s view, credit card fees are within the scope of Topic 310 based upon the guidance in
Topic 310 and the basis for conclusions of Statement 91 explains what the Board considered to
be “credit card fees.” Consequently, credit card fees are not within the scope of Topic 606.

As part of the staff’s research on this implementation question, the staff discussed the
accounting for credit card fees under current GAAP with stakeholders. The staff’s outreach
included many credit cards issuing banks and some of the large accounting firms that have
significant experience auditing those institutions. All the stakeholders included in the staff’s
outreach stated that all credit card fees are presently accounted for within the scope of Topic
310 (specifically Subtopic 310-20), rather than the guidance in Topic 605, Revenue Recognition.
The staff notes that the Update for Topic 606 did not include consequential amendments to
Topic 310 to change the scope of that topic related to credit card fees. Consequently, in the
staff’s view, the conclusion under existing and new revenue recognition guidance should be the
same.

The staff thinks it is important to note that a credit card issuing bank should not assume that
all of its types of arrangements are excluded from the scope of Topic 606 solely because
credit card fees are excluded from the scope of Topic 606. The entity should evaluate its other
types of arrangements and reach a conclusion about the applicable GAAP for those other
types of arrangements. For example, an entity that issues credit cards might also offer asset
management services to clients for a fee. Those asset management services likely would be
within the scope of Topic 606. Paragraph 606-10-15-1 states that the guidance in Topic 606
applies to all entities. That is, there are no entities or industries that are excluded from Topic
606. Rather, paragraph 606-10-15-2 provides a list of contracts/transactions that are within
the scope of other Topics. Therefore, it would not be appropriate for an entity to conclude that
it is excluded from the scope of Topic 606 solely because of its industry (such as, a financial
institution or an insurance company).

The staff also thinks it is important to note that if any entity (bank or otherwise) enters into an
arrangement that is labelled a credit card lending arrangement, but the overall nature of the
arrangement is not a credit card lending arrangement, then the entity should not presume that
the arrangement is entirely within the scope of Topic 310 and outside the scope of Topic 606.
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As an example, to illustrate the staff’s point, assume an entity enters into an arrangement that
is labelled a credit card lending arrangement and that involves the entity providing a credit
card to the customer and the entity also transferring control of an automobile to the customer.
In exchange, the customer pays a fee to the entity. Although the arrangement includes a

credit card lending component, the overall nature of the arrangement is not simply a credit
card lending arrangement. The transfer of control of an automobile is a key element of the
arrangement. Consequently, the entity cannot assume that the entire arrangement is within the
scope of Topic 310.

Question 2: Are cardholder rewards programs subject to Topic 606?
Reference(s): Section 606-10-15

The 2011 Exposure Draft (ED), Revenue Recognition (Topic 605): Revenue from Contracts
with Customers, included an example of a customer loyalty program that was within the scope
of Topic 606 and provided a material right to the customer resulting in a separate performance
obligation for the loyalty points (Example 22 in 2011 ED). In response to the 2011 ED, some
preparers in the financial services industry requested clarification about the application of

the proposal to credit card rewards programs. Specifically, those respondents were uncertain
whether the Board intended the revenue model to be applied to credit card rewards models.

The Board deliberated whether to provide explicit guidance on this issue (in situations in which
the rewards program is deemed not to be within the scope of another topic, such as Topic 310).
The Board decided that entities should follow the guidance in the model to determine instances
when customer loyalty rewards programs are or are not performance obligations and did not
specify whether credit card rewards programs are in or out of the scope of Topic 606. This
decision is outlined in the basis for conclusions of Accounting Standards Update No. 2014-09,
Revenue from Contracts with Customers (Topic 606), specifically, paragraph BC388.

It is important to note that Example 52 in Topic 606 (paragraph 606-10-55-353) does not
address the scope question being asked. Rather, it addresses the accounting for a contract
already deemed to be within the scope of Topic 606. The staff notes that there are differences
between the credit card arrangements and the fact pattern included in Example 52. Additionally,
the example is addressing a specific fact pattern rather than illustrating the general accounting
for all reward programs.

The staff highlights that there are several items to consider in answering this question. Because
the outcomes would be facts and circumstances specific, there is no single answer as to
whether credit card rewards programs broadly are included in or excluded from the scope of
Topic 606. Rather, the staff has outlined parts of Topic 606 that entities should consider when
concluding in their specific scenarios.

The scope section of Topic 606 provides guidance on how to account for contracts when the
contract includes both a financial instrument component and another component included
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within the scope of Topic 606. For example, if an entity concludes that the entire arrangement
consideration is within the scope of Topic 310 (that is, because the recognition of the credit
card fees related to the rewards program are within the scope of that Topic) then the rewards
program would not be within the scope of Topic 606. However, if the entity were to conclude the
contract included a component within the scope of Topic 606, the following are some items an
entity should consider when determining the appropriate accounting for the reward program.

(a) Step 1 of the revenue model requires an entity to identify the customer in the contract.
The entity would need to determine who its customer(s) is (are) in the arrangement (for
example, the entity’s customer may be the merchant paying interchange fees, rather than
the cardholder, or both).

(b) Step 1 of the revenue model provides guidance about when to combine two or more
contracts with the same customer and account for them as a single contract. If the
contracts are not with the same customer (for example, where there is a contract with the
cardholder and a separate contract with the merchant, which are not related parties), the
entity would not need to combine the contracts.

(c) Step 2 of the revenue model provides guidance for identifying performance obligations
(including material rights). If an entity concluded that a contract is within the scope of
Topic 606 and that the cardholder is a customer, then the entity would assess whether
goods and services provided under the rewards program are distinct goods or services.
It is important to note that just because the cardholder is determined to be a customer,
does not mean it is the card issuer’s only customer (that is, the card issuer may conclude
that its customers are the cardholders and the merchants).

Question 3: Are incentive-based capital allocations, such as carried
interest, within the scope of Topic 606?

Reference(s): Section 606-10-15

Some entities, particularly asset managers, receive incentive-based performance fees via an
allocation of capital from an investment fund under management (that is, through a “carried
interest”). The fees are provided to compensate the asset manager for its services and
performance in managing the fund. Many stakeholders think there are two aspects to those
incentive-based fee arrangements: (a) compensation for asset management services and (b)
financial exposure to the fund’s performance. Stakeholders have raised questions about whether
those arrangements are within the scope of Topic 606 or, instead, are within the scope of other
GAAP, such as Topic 323, Investments—Equity Method and Joint Ventures, which is listed as a
scope exception in paragraph 606-10-15-2(c)(3).

The staff’s view is that incentive-based capital allocations are within the scope of Topic 606. The
staff’s view primarily is based on the following considerations:
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(a) Example 25 in Topic 606 illustrates the Board’s intention about how the new revenue
model would be applied to an asset manager services contract that includes a
performance-based incentive fee. While the example does not state that the form of
the incentive fee is a capital allocation or cash (or some other asset), the staff does not
think that the arrangement is within or outside of the scope of Topic 606 depending on
whether the fee is payable by cash or via carried interest.

(b) Carried interest is designed to compensate an asset manager for the services it
performs in managing and investing in the fund. The view that incentive-based capital
allocations are within the scope of Topic 606 is consistent with previous Board decisions
about these arrangements and results in a consistent treatment within the asset
management industry and relative to service contracts in other industries.

(c) In Accounting Standards Update No. 2015-02, Consolidation (Topic 810): Amendments
to the Consolidation Analysis, the Board excluded performance-based fees from the
analysis in determining the primary beneficiary of a VIE if (i) the compensation was
commensurate with the services provided and (ii) the service agreement included
only terms, conditions, or amounts that are customarily present in arrangements for
similar services negotiated at arm’s length. The basis for that decision was that service
arrangements that meet these two previously mentioned criteria are inherently different
from other types of variable interests because that type of compensation does not
subject the reporting entity to risk of loss. The risks associated with performance-based
fees are only the opportunity costs of the nonreceipt of fees and not the actual exposure
to losses. The staff’'s understanding is that during the deliberations of Update No. 2015-
02, the Board’s intent was that carried interest arrangements represent decision-maker
fees for services and not an ownership interest.

In the staff’s view, the services provided for incentive-based capital allocations, such as

carried interest, are similar to services provided for separately managed accounts or non-

U.S. corporations in which incentive-based performance fees are received in cash. The staff’s
understanding is that the legal form of asset management contracts can vary significantly.
Some stakeholders have informed the staff that there is a risk that if incentive-based capital
allocations are outside of the scope of Topic 606 (because they are ownership interests and
should be accounted for under other GAAP), it could result in an entity structuring its investment
management arrangements (that is, by having compensation be paid via an equity interest) to
circumvent the revenue model in Topic 606. Consequently, some stakeholders assert that some
management contracts that are economically similar would be accounted for differently.

Many TRG members agreed that the arrangements are within the scope of Topic 606. A few
TRG members stated that they can understand a view that carried interest could be considered
an equity arrangement, because it is, in form, an interest in the entity. Some TRG members
stated that if the arrangements are considered equity interests outside the scope of Topic 606,
then questions could arise in practice about the effect of such a conclusion on the analysis of
whether the asset managers should consolidate the funds. In addition, each of the seven FASB
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Board members stated during the meeting that they believe that carried interests are within the
scope of Topic 606.

The SEC staff observer at the TRG meeting indicated that he anticipates the SEC staff would
accept an application of Topic 606 for those arrangements. However, the observer noted that
there may be a basis for following an ownership model. If an entity were to apply an ownership
model, then the SEC staff would expect the full application of the ownership model, including
an analysis of the consolidation model under Topic 810, the equity method of accounting under
Topic 323, or other relevant guidance.

Question 4: Is servicing and sub-servicing income within the scope of Topic
6067

Reference(s): Sections 606-10-15, 860-50-15, 606-10-32, and 606-10-25

Some financial institutions originate loans (primarily mortgage loans) and subsequently sell
them to third parties (for example, government-sponsored entities that securitize large quantities
of similar loan assets). When a financial institution sells the loan to a third party, it sometimes
retains the right to service the financial asset. Additionally, entities may acquire or assume the
rights to service financial assets.

The entity that services a loan (servicer) performs various services, such as communication
with the borrower and collection of interest, principal, and escrow payments. The level of service
provided by the servicer depends on the type of loan and contractually specified terms. In
exchange for servicing the loan, the servicer receives a contractually specified servicing fee.
The servicer also could be compensated for their servicing activities through late fees as well

as interest income earned on cash received and held before being remitted to another party
(sometimes referred to as float).

In addition, a servicer might engage another entity (sub-servicer) to perform certain servicing
tasks based on a contractual agreement. Unless otherwise noted, references to servicing
income contemplate both servicing and sub-servicing income.

Paragraph 606-10-15-2(c) contains a scope exception for financial instruments and other
contractual rights or obligations within the scope of Topic 860, Transfers and Servicing. Subtopic
860-50 requires that an intangible asset or liability be initially recognized, at fair value, when the
expected future servicing cash flows (that is, the benefits of servicing) are in excess of the going
market rate for those services (defined as adequate compensation in Topic 860). If the servicing
fees over the life of the servicing contract are expected to provide the servicer with more than
adequate compensation, then the servicer recognizes an asset; if it is expected to be less than
adequate compensation, then the servicer recognizes a liability. These assets or liabilities must
be either remeasured at fair value each period or amortized over the course of the servicing
contract. If an entity uses the amortization method, it must assess servicing assets or servicing
liabilities for impairment or increased obligation at each reporting date. Total expected cash
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flows (which reflect expectations of collectibility) from the servicing fee are a key input into the
measurement of the asset or liability.

Regardless of whether a servicing asset or liability exists (or is measured at zero because the
servicing income is equal to adequate compensation), the servicer is entitled to the contractually
specified servicing fee each period. The staff’s understanding is that under current practice,
servicers generally record servicing income as it is received. In some situations, servicers
consider the principles for revenue recognition in SEC Staff Accounting Bulletin (SAB) Topic

13, Revenue Recognition. For example, an entity may consider whether amounts are fixed or
determinable and collectibility is reasonably assured before recognizing revenue.

While Topic 860 includes detailed guidance on the initial recognition and subsequent
measurement of servicing assets and liabilities, it does not include explicit guidance describing
the revenue recognition of contractually specified servicing fees. However, based on the
guidance in Topic 860 that requires a fair value estimate (or evaluation of impairment) at each
reporting date, some stakeholders noted that the subsequent measurement guidance in Topic
860 provides implicit guidance on how to account for the servicing cash flows; that is, they view
the remeasurement of the asset/liability and the collection of servicing fees (which gives rise to
recording of the servicing income) as being closely linked. In a typical servicing arrangement,
the servicer generally receives and records servicing fees as income each period. During each
period, an amortization or remeasurement entry is made for the mortgage servicing right (MSR)
asset/liability, which contemplates the receipt (or nonreceipt) of the servicing income for that
period. The servicing income, including expectations of future servicing cash flows, are inputs
for the measurement of the MSR asset/liability. The net result on the income statement is that
the servicer records the contractual cash received in each period as income, offset by the
amortization or remeasurement of the MSR asset/liability. Topic 860 describes the subsequent
measurement of the MSR asset/liability.

In the staff’s view, servicing arrangements that are within the scope of Topic 860 (which
should not change as a result of Topic 606) are not within the scope of Topic 606. The staff
acknowledges the different views about what those servicing cash flows represent (revenue
versus realization of an intangible asset/liability) and thinks there is merit to the assertion
that Topic 860 provides guidance on how to reflect the servicing cash flows via subsequent
measurement of the MSR asset/liability. In reaching its view, the staff placed weight on the
following factors:

(@) Topic 860 is included within the scope exceptions of Topic 606 in paragraph 606-10-15-
2. The guidance in Topic 860 is an accounting model (including disclosure requirements)
that evolved over the course of previous standard setting that requires servicing
arrangements to be recognized on the balance sheet akin to a financial asset and allows
for an entity to measure the MSR asset/liability at fair value each reporting period.

(b) Topic 860 includes disclosure requirements for servicing arrangements, including the
total servicing fees received and a disaggregation of the different components. Topic
860 also includes disclosures relating to assumptions used to calculate fair value, which
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would incorporate all servicing cash flows, including the inputs related to adequate
compensation.

(c) Recognition outcomes under Topic 606 (if the services are considered a series in
accordance with paragraph 606-10-25-15 and the variable consideration meets the
criteria in paragraph 606-10-32-40 to be allocated to each increment of service (for
example, a month)) likely would be similar to the way in which practice applies Topic 860.

(d) Applying Topic 606 to servicing arrangements could lead to practice questions (and
potentially amendments to Topic 860), specifically with regards to the notion that
expected cash flows currently factor into the measurement of the MSR asset/liability
rather than the recognized revenue amounts. Those would be two different bases (actual
cash flows and revenue per Topic 606) upon which the same cash flow stream in the
same contract is recognized/measured.

However, in the staff’'s view, it would not be concerning if an entity that applies Topic 860 refers
to the accounting framework described in Topic 606 to assist with recognition conclusions for
servicing income or to provide the disclosures required by Topic 606 to the extent they are
applicable and incremental to the disclosure requirements of Topic 860.

The staff also considered other fact patterns raised by stakeholders in the context of this
scoping question:

(a) Residual fees or income related to servicing (for example, nonsufficient funds charges
and modification fees). The staff believes that the scoping framework described above
also would apply to those fees because they are all considered benefits of servicing and,
therefore, are incorporated into the measurement of the MSR asset/liability.

(b) Income earned in situations in which a servicing asset is not obtained, or a service
liability is not incurred under Topic 860. The scope of Topic 860 includes transactions
in which servicing assets are obtained and servicing liabilities are incurred, including
transactions in which loans are transferred with servicing retained by the transferor. If a
servicing arrangement is not within the scope of Topic 860, the staff thinks it is clear on
the basis of the scoping guidance in paragraph 606-10-15-2 that all servicing (or sub-
servicing) income would be within the scope of Topic 606. The staff thinks that even if
the amounts of servicing income are determined at the reporting date to be at adequate
compensation (and, therefore, no servicing asset or servicing liability is recorded), an
entity would need to still consider the various requirements in Topic 860; therefore, these
arrangements would be outside the scope of Topic 606.

(c) Servicing asset/liability subsequent measurement at fair value versus amortized cost.
Under either method, the periodic reductions in the MSR asset/liability in accordance
with the subsequent measurement guidance in Topic 860 reflect only the difference
between the actual fees and adequate compensation; therefore, the staff thinks that the
servicer’s election regarding how to remeasure the MSR asset/liability does not affect
the scoping considerations described above.
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(d) Hedging. The staff notes that some entities utilize hedging strategies to offset the income
statement volatility of the MSR asset/liability remeasurement, but the staff thinks this is
irrelevant to the scoping analysis for the servicing income.

(e) Borrower non-payment and servicing advances. When borrowers do not make payments
on a loan, stakeholders have expressed that servicing income may not be recorded yet
in relation to that particular loan, and the lack of payment is reflected in the measurement
of the MSR asset/liability. Meanwhile, servicing agreements may require the servicer
to make payments (advances) to the loan owner or investors, during any period when
the borrower does not make payments. Servicers often are entitled to recover those
advances either from the borrower, loan owner or investor, or other third parties. The
staff thinks that the existence of these arrangements does not affect the scoping analysis
described above; however, entities may need to use judgment to consider whether
revenue recognition of the servicing income is appropriate when the promised servicing
inflows are not received from the borrower.

Question 5: Are deposit-related fees within the scope of Topic 606?
Reference(s): Section 606-10-15

When a customer deposits money with a depository institution (bank), the bank recognizes
a liability that typically would be accounted for under Topic 405, Liabilities, because the bank
generally has an obligation to deliver cash to the customer upon demand.

As part of the depository agreement, the financial institution generally is obligated to provide
the customer with access to the deposited funds, serve as a custodian of the funds, and when
applicable, pay interest on the deposits. Customers can access deposited funds through a
variety of mechanisms and customers sometimes have to pay a fee (for example, customers
might pay fees for use of an ATM or a cashier’s check). Financial institutions sometimes charge
customers fees that are not specifically related to the customer accessing its funds, such as
account maintenance or dormancy fees.

The amount of deposit fees assessed varies based on many factors, such as the type of
customer and account, the quantity of transactions, and the size of the deposit balance.
Financial institutions charge, and in some circumstances do not charge, fees to earn additional
revenue and influence certain customer behavior. An example is a bank that does not charge a
monthly service fee, or does not charge for certain transactions, for customers that have a high
deposit balance. Deposit fees can be considered either transactional in nature (such as ATM
fees, wire transfers, foreign exchange, and stop payment orders) or non-transactional (such as
account maintenance and dormancy fees).

Questions have arisen about whether services arising from depository arrangements and the
related fees are within the scope of Topic 606 or if they are excluded from the scope of Topic
606 and are, instead, within the scope of another Topic, such as Topic 405.
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The staff’s view is that deposit fees are within the scope of Topic 606. The scope exception in
paragraph 606-10-15-2 only relates to the deposit liability (that is, Topic 405 only addresses the
accounting for the deposits that the customer gives to the financial institution, not the related
fees). In the staff’s view, the lack of guidance for deposit fees in Topic 405 (or other areas of
GAAP) means that Topic 606 is the only applicable guidance to apply. This view aligns with
the Board’s intent described in paragraph BC61 in Accounting Standards Update No. 2014-09,
Revenue from Contracts with Customers (Topic 606), that contractual rights or obligations that
fall under other Topics, where specific guidance exists in those topics, would not be within the
scope of Topic 606. The staff understands that under current GAAP, in the absence of specific
detailed application guidance in Topic 405, some financial institutions apply the principles
within the SEC’s SAB Topic 13, Revenue Recognition, codified as paragraph 605-10-S99-1, for
guidance on how to account for the deposit-related fees. In addition, the staff understands that
those fees commonly are presented as revenue (that is, non-interest income).

Implementation Considerations

Some stakeholders asserted that application of Topic 606 for deposit-related fees likely would
not lead to significantly different recognition and measurement outcomes when compared with
current practice. Considering the straightforward nature of the arrangements, this assertion
intuitively seems reasonable to the staff (although the staff, of course, is not familiar with how
every entity accounts for the fees today).

However, some stakeholders have raised concerns that some in practice might think that (a)
significant changes could result from applying Topic 606 and/or (b) financial institutions might
need to engage in significant implementation efforts to adopt Topic 606 for deposit fees.

To try to be helpful to stakeholders and potentially reduce the implementation effort, the staff has
included below some considerations related to applying Topic 606 to deposit fees.

Contract term and optional purchases

An entity applies Topic 606 to the contract term. The contract term can have a significant
effect on the application of Topic 606 because it affects the identification of promised goods or
services, the transaction price, and the allocation of the transaction price (among other things).

The staff understands that customers generally have the right to cancel their depository
arrangements (and retrieve their deposited funds) at any time without penalties compensating
the other party. As a result, the contract term would be a day-to-day (or minute-to-minute)
contract in which the termination clause is akin to a renewal right, and each day (or minute)
represents a renewal of the contract. The staff understands that some arrangements provide
both parties with a unilateral right to terminate without compensating the other party. If the
contract term is determined to be daily, then the recognition outcomes likely would be similar
regardless of the number of performance obligations identified.
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Consider the following examples:
Example 1

An entity enters into a depository contract with a customer under which the entity con-
tinues to provide services until the contract is terminated. Each party can immediately
terminate the contract without compensating the other party for the termination (that
is, there is no termination penalty). In month 1, the customer executes an outgoing
wire transfer and the entity charges a fee of $10. In month 2, the customer uses an
ATM of another financial institution and the entity charges the customer $3.

The duration of the depository contract does not extend beyond the services already
provided. This is because either party can cancel the contract without compensating
the other party. The relationship is, in effect, a day-to-day contract.

Because the contract does not extend beyond the services performed, the entity
would recognize revenue for the wire transfer fees in month 1 (for example, at the end
of month 1 there is no future contract under which to allocate consideration) and the
ATM fees in month 2.

Example 2

Assume the same facts as Example 1 and the following additional facts. The entity
charges the customer a monthly account maintenance fee of $5 unless the customer
meets one of the agreed upon criteria (for example, the customer receives a direct
deposit at least once a month or the customer maintains a minimum average daily
balance). On occasion, a customer will raise a customer service issue, and the entity
has a past practice of agreeing to rebate some or all of the $5 fee. Based on the en-
tity’s historical experience, about 3% of maintenance fees are refunded to customers.

The staff thinks the following is a reasonable application of Topic 606 to this fact pat-
tern:

With respect to the monthly fee, the entity would recognize revenue of $5 each
month if it is entitled to the fee because the customer did not meet one of the
agreed-upon criteria. Because the contract term does not extend beyond the ser-
vices already provided (either party can immediately terminate the contract with-
out compensating the other party), the entity would not need to make estimates
about future monthly fees from a customer (that is, project whether the customer
will meet one of the criteria). Instead, the entity would recognize revenue for the
maintenance fee if the customer does not meet one of the criteria and it would
not recognize revenue for the maintenance fee if the customer meets one of the
criteria. The entity would consider whether it should reduce the transaction price
for refunds given to customers who raise a customer service issue. Based on the
entity’s historical experience, it reduces the total maintenance fee revenue (trans-
action price) by 3% per month (if the item is material).
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With respect to the fee of $10 for executing an outgoing wire transfer and $3 for using
the ATM of another financial institution, the entity would account for those fees the
same as Example 1. The entity would recognize revenue for the wire transfer fees
and ATM fees when the services are performed.

The staff thinks limiting the amounts recognized as revenue to the amounts under the current
contract is consistent with paragraph BC186 in Update No. 2014-09.

Transaction price

Some stakeholders asked the staff about applying Topic 606 to deposit account fee structures
whereby some customers pay fees and other customers pay no fees (or pay reduced fees). In
those situations, some stakeholders questioned how to determine the transaction price when the
amount of expected cash consideration (zero) is not equal to the price an entity charges other
customers. Some stakeholders questioned whether the application of Topic 606 would lead to a
financial statement gross up by recognizing revenue with an equal offset to interest expense.

For “premier” customers for which no fees are charged, the staff thinks an entity should consider
the guidance for determining the transaction price (Step 3 of the new revenue guidance),

which is the amount of consideration to which an entity expects to be entitled in exchange

for transferring promised goods or services to a customer. In these situations, the only
consideration received by the entity is the customer’s deposit, which can be used for lending or
other purposes; however, the deposit itself is outside the scope of Topic 606.

The staff’s understanding is that these arrangements do not include an enforceable right
whereby an entity is entitled to fees from premier customers. While some might view the
customer providing the bank with a deposit as similar to a loan that might require an adjustment
to the transaction price as a significant financing component under Topic 606, the staff thinks
those stakeholders should consider the short-term nature of the contract, which likely would
indicate that the financing component is not significant because there is not a long period of time
between payment and transfer of the services. Furthermore, entities could avail themselves of
the practical expedient for contracts under one year.

Consistent with current practice, the staff thinks there are no fees within the scope of Topic 606
if no fees are charged because the entity is not entitled to fees (in the form of cash or noncash
consideration). Consider the following example. During the first day of the month, the premier
customer could access its funds many times and pay no fees (despite other customers paying
fees to access funds in a similar manner). Immediately thereafter the premier customer could
terminate the contract and the entity is entitled to no consideration from the premier customer
for all of the access that occurs on the first day of the month.

In addition, the staff understand this gross-up approach is not applied in practice today, and
Topic 606 did not change the accounting for interest on deposit liabilities.
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Disclosures

The staff also considered the implications related to the disclosure requirements in Topic 606.
Some of the staff’s thoughts about the application of some of the disclosure requirements

in Topic 606 are below. However, an entity will need to evaluate the applicability of all of the
disclosure requirements in Topic 606 to its specific contracts and facts and circumstances (for
example, consider whether deposit fee revenue is material in considering the appropriate level
of disclosure).

If a depository arrangement is considered a day-to-day contract with ongoing renewals and
optional purchases, then the duration of the contract does not extend beyond the services
performed. Because of the short duration, several of the disclosures in Topic 606 would not
apply. For example, contract balances and remaining performance obligations related to the
depository arrangements might not exist, so the disclosures in paragraphs 606-10-50-8 through
50-11, and paragraphs 606-10-50-13 through 50-16 might not apply. Additionally, because an
entity generally would not need to make many judgments that would significantly affect the
amount and timing of deposit fee revenue, there might not be much to disclose about judgments
(paragraphs 606-10-50-17 through 50-20).

However, it is possible that other disclosure requirements might be more likely to be applicable
on the basis of the specific contracts and the facts and circumstances (for example, whether
deposit fee revenue is material in considering the appropriate level of disclosure). Two examples
include, but are not limited to, the following:

(a) Disaggregation of revenue (paragraphs 606-10-50-5 through 50-7) into categories
that depict how the nature, amount, timing, and uncertainty of revenue and cash flows
are affected by economic factors, as well as sufficient information to enable users to
understand the relationship between the disclosure of disaggregated revenue and
revenue information that is disclosed for each reportable segment, if an entity applies
Topic 280 on segment reporting

(b) Information about an entity’s performance obligations (paragraph 606-10-50-12),
including the nature of services and when the entity typically satisfies its performance
obligations (for example, as services are rendered or upon completion of service).

This brief discussion on disclosure was meant to highlight that because of the straightforward
nature of revenue recognition for deposit fees, the staff thinks that some of the disclosure
requirements in Topic 606 would not be applicable. However, each entity will need to make an
assessment for itself based on its specific contracts and facts and circumstances.
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Question 6: Are contributions included within the scope of Topic 606?

Reference(s): Section 606-10-15

Topic 606 applies to contracts with customers. The term customer is defined as a party that has
contracted with an entity to obtain goods or services that are an output of the entity’s ordinary
activities in exchange for consideration. A contribution is, by definition, a nonreciprocal transfer.
A contribution is not given in exchange for goods or services that are an output of the entity’s
ordinary activities. Therefore, the FASB staff interpretation is that a contribution is not within the
scope of Topic 606.

Furthermore, paragraph BC28 of Accounting Standards Update No. 2014-09, Revenue from
Contracts with Customers (Topic 606), explains that revenue from transactions or events that do
not arise from a contract with a customer is not within the scope of Topic 606, and, therefore,
those transactions or events will continue to be recognized in accordance with other Topics. The
paragraph lists donations and contributions as examples of nonexchange transactions not within
the scope of Topic 606.

In conjunction with the issuance of Topic 606, many conforming amendments were made to

the Cadification, including amendments to Subtopic 958-605, Not-for-Profit-Entities—Revenue
Recognition (renamed Not-for-Profit-Entities—Revenue Recognition—Contributions). Paragraph
497 of the conforming amendments (which describes amendments to Subtopic 958-605) states:

The following amendments reflect the removal of industry-specific guidance on reve-
nue recognition. However, a portion of Subtopic 958-605 has been retained to provide
guidance for revenue not within the scope of Topic 606, that is, guidance on contribu-
tions.

It is important to note that a not-for-profit entity might enter into transactions other than
contributions, such as exchange transactions. A not-for-profit entity should evaluate whether
transactions that are not contributions are within the scope of Topic 606. Some staff highlighted
that a not-for-profit organization may have arrangements in which amounts received could relate
to both a contribution and a good or a service. In those cases, an entity would need to evaluate
the facts and circumstances to determine the nature of the arrangement.

In determining whether a transaction is within the scope of the revenue model, the FASB staff
thinks it might be helpful for entities to evaluate whether the 5-step model practically could

be applied to the transaction. For example, if an entity cannot identify promised goods or
services to the customer in Step 2 of the model or cannot determine if (or when) control of
those promised goods or services transfers in Step 5 of the model, then those facts might be
indications that the transaction is not an exchange transaction with a customer.
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STEP 1—IDENTIFY THE CONTRACT

Question 7: How should termination clauses be evaluated in determining
the duration of a contract (that is, the contractual period)?

Reference(s): Sections 606-10-25 and 606-10-32

Some stakeholders have asked whether the contractual period should be restricted to reflect
the expected termination date if each party to the contract has a unilateral enforceable right
to terminate the contract. Below are some considerations about how stakeholders think that
termination clauses should be considered.

In determining the contractual period in which the parties have present enforceable rights and
obligations, paragraph 606-10-25-3 does not explicitly explain how termination penalties should
be considered. However, some stakeholders have asserted that the guidance in paragraphs
606-10-25-3 through 25-4, together with the explanation in BC50 of Accounting Standards
Update No. 2014-09, Revenue from Contracts with Customers (Topic 606), suggests that a
contract exists if each party to the contract has the unilateral enforceable right to terminate

a wholly unperformed contract only by compensating the other party. Accordingly, those
stakeholders think that a contract continues to exist during the specified contractual period even
if each party to the contract has the unilateral enforceable right to terminate the contract at any
time during the specified contractual period by compensating the other party. This is because
enforceable rights and obligations exist throughout the contractual period, evidenced by the fact
that compensation would be required to terminate the contract. In other words, on termination,
parties to the contract waive those enforceable rights and avoid their obligations by paying
compensation.

Some stakeholders also point to paragraph 606-10-32-4 that, in the context of determining
the transaction price, states that the entity should assume the contract will not be cancelled.
However, paragraph BC186 of Update 2014-09 clarifies that paragraph 606-10-32-4 applies in
the context of having already identified the contract with the customer.

It should be noted that the guidance in paragraphs 606-10-25-3 through 25-4 refers to whether
the termination requires compensating the other party. Some stakeholders have shared a
narrow interpretation of this guidance, asserting that the guidance refers only to termination
penalties. Other stakeholders take a broader view that compensating the other party is any
amount related to something other than payments due as a result of goods delivered or services
transferred up to the termination date and, therefore, that it is not restricted only to payments
explicitly characterized as termination penalties.

Considering the guidance outlined above, some stakeholders think that an entity could reach the
following conclusions:
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(a) If a contract can be terminated by each party at any time without compensating the other
party for the termination (that is, other than paying amounts due as a result of goods or
services transferred up to the termination date), the duration of the contract does not
extend beyond the goods or services already transferred. This is the case whether the
contract has a specified contract period or not. Some stakeholders think this scenario
is the intent behind the discussion in paragraph BC391 of Update 2014-09 because the
right to cancel the contract is no different than a right to renew the contract. Whether it is
a right to cancel the contract or a right to renew the contract, a party to the contract must
elect to do, or not do, something (to renew the contract or not to cancel the contract).

Example 1

An entity enters into a service contract with a customer under which the entity contin-
ues to provide services until the contract is terminated. Each party can terminate the

contract without compensating the other party for the termination (that is, there is no

termination penalty).

The duration of the contract does not extend beyond the services already provided.

(b) If each party can terminate the contract without compensating the other party and the
termination right can be exercised only after a specified minimum period, the duration of
the contract is up to the point at which the contract can be terminated.

Example 2

An entity enters into a contract with a customer to supply services for two years. Each
party can terminate the contract at any time after fifteen months from the start of the
contract without compensating the other party for the termination.

The duration of the contract is fifteen months.

(c) In Examples 1 and 2, any right to consideration at the point at which the contract is
terminated would be unconditional (that is, a receivable). In other words, the right to
consideration would not be conditional upon any future performance. If a contract can be
terminated by either party by compensating the other party, the duration of the contract is
either the specified contractual period or the period up to the point at which the contract
can be terminated without compensating the other party.

Example 3

An entity enters into a contract with a customer to provide services for two years.
Either party can terminate the contract by compensating the other party.

The duration of the contract is the specified contractual period of two years.
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Example 4

An entity enters into a contract with a customer to supply services for five years. The
entity earns a fixed fee each quarter and, if specified performance metrics are met,
the entity will be entitled to a performance bonus at the end of the five-year service
period (which will be paid at that time). Either party can terminate the contract at any
time after two years; however, if the contract is terminated, the customer must pay a
fee equivalent to the performance bonus it would otherwise only pay at the end of the
contract.

The duration of the contract is five years. If the contract is terminated, the customer
must make a payment that it would otherwise not have to make until the end of the
contract term and the payment is based on conditions that might have changed over
the full term of the contract. This indicates that at contract inception enforceable rights
and obligations exist beyond the first two years.

(d) If the entity has a past practice of not enforcing the collection of a termination penalty
to which it is contractually entitled, some stakeholders have asked whether the past
practice affects the assessment of the contract term.

Example 5

An entity enters into a contract to provide services for 24 months. Either party can ter-
minate the contract by compensating the other party. The entity has a past practice of
allowing customers to terminate the contract at the end of 12 months without enforc-
ing collection of the termination penalty.

In this case, whether the contractual period is 24 months or 12 months depends on
whether the past practice is considered by law (which may vary by jurisdiction) to
restrict the parties’ enforceable rights and obligations. The entity’s past practice of
allowing customers to terminate the contract at the end of month 12 without enforc-
ing collection of the termination penalty affects the contract term in this example only
if that practice changes the parties’ legally enforceable rights and obligations. If that
past practice does not change the parties’ legally enforceable rights and obligations,
then the contract term is the stated term of 24 months.

Stakeholders note that when an entity concludes that the contractual term is less than the stated
term because of a termination clause, the following are some of the possible consequences:

(@) In contracts containing multiple performance obligations, allocation of the transaction
price may be significantly affected for a contract with a specified term of two years that is
determined to be of one-year duration (because of a termination clause) compared with
the two-year duration (if the termination clause were not considered).

(b) The termination penalty, if any, would be considered part of the transaction price.
The termination penalty may be variable, in which case the guidance on variable
consideration, including the constraint, would be applied.
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(c) The periods covered by the termination provisions would be assessed in the same
manner as renewal options (that is, whether the renewal options provide the customer a
material right).

Most TRG members agreed that the conclusions reached above were consistent with the
standard and agreed with the respective views for each of those examples regarding the
determination of contract duration. Some TRG members highlighted the need to consider
additional factors in the assessment, such as whether the termination payment is substantive.

Question 8: How do customer termination rights and penalties affect the
identification of a contract duration?

Reference(s): Section 606-10-25

This question relates to how to evaluate the contract term when only the customer has the right
to cancel without cause the contract and how termination penalties effect that analysis. See
Question 7 about when both parties have a right to terminate.

The staff does not view a customer only right to terminate differently from a contract where
both the customer and entity could terminate the contract. Furthermore, the staff does not think
that an entity should have different results (even if many times the results would be similar) by
calling the penalty (or forgoing a discount) a material right versus concluding there is a longer
contractual term. The staff thinks that paragraph BC391 of Accounting Standards Update

No. 2014-09, Revenue from Contracts with Customers (Topic 606), clarifies that customer
cancellation rights can be similar to a renewal option. The staff thinks that this would typically
be the case when there are no contractual 