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April9,2019

IFRS Foundation
7 Westferry Circus
Canary Wharf
London EI4 4IID
United Kingdom

Comments on the Exposure DraftnDn}lS/2 "Onerous Contracts- Cost of
Fulfilling a Contract'f , Proposed Amendments to IAS 37

Dear Colleagues,

The Saudi Organization for Certified Public Accountants (SOCPA) appreciates
the continued efforts of the International Accounting Standards Board and
welcomes the opportunity to comment on the Exposure Draft EDl20l8l2
"Onerous Contracts- Cost of Fulfilling a Contract", Proposed Amendments to
IAS 37.

Attached are our comments on the questions regarding the ED.

Please feel free to contact Dr. Abdulrahman .Lkazeen(razeena@socpa.org.sa) for
any clarification or further information.

Sincerely,

O-Q:r
Dr. Ahmad Almeghames
Secretary General
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SOCPA Comment letier- Onerous Contracts- Cost of Fulfil l ing a Contract

Question 1

The Board proposes to specify in paragraph 68 of IAS 37 that the cost of ful f i l l ing
a contract comprises the costs that relate direct ly to the contract (rather than
only the incremental costs of the contract).  The reasons for the Board's
dec is ions are expla ined in  paragraphs BC16-BC28.

Do you agree that  paragraph 68 of  IAS 37 should spec i fy  that  the cost  o f  fu l f i l l ing
a contract comprises the costs that relate direct ly to the contract? l f  not,  why
not ,  and what  a l ternat ive do you propose?

SOCPA answer to Questionl:

I t  seems that  the or ig ina l  text  o f  para 68 of  IAS 37 was wr i t ten main ly  in  the
context of contract to receive goods or services (example in the Standard is a
purchase order) .  Therefore,  the measurement  o f  the unavoidable costs  under  a
contract is straightforward, i .e.,  the least net cost of exit ing from the contract,
which is  the lower  o f  the cost  o f  fu l f i l l ing i t  (e .g .  the cons iderat ion for  buy ing
some inventor ies)  and any compensat ion or  penal t ies  ar is ing f rom fa i lure to
fulf i l  i t .

Therefore, we suggest to have a new paragraph dedicated to clar i fying one
element  in  measur ing the "unavoidable cost"  when ident i fy ing onerous cont ract
to provide goods or services, instead of modifying para 68. This is supported by
the under ly ing reason behind the amendment ,  i .e .  absence of  gu idance about
the cost  o f  fu l f i l l ing a cont ract  when ent i ty  is  prov id ing goods or  serv ices in  order
to  determine whether  such cont ract  is  onerous.  We propose two a l ternat ives to
implement  our  suggest ion above:

The firs alternative:

The suggested paragraph can be read as fol lows:

68A In determining whether a contract to provide goods or services to a
customer is onerous, the cost of ful f i l l ing the contract includes al l
costs incurred that usually give rise to an asset recognized within the
scope of another Standard (for example, IAS 2 lnventories and IFRS
L5, Revenue from Contracts with Customersl.
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Our suggest ion wi l l  fu l f i l  the ob ject ive of  the amendment  whi le  mainta in ing
st rong l ink  among d i f ferent  s tandards,  which in  turn reduces the magni tude of
a long-standing problem of  "cross cut t ing issues"  in  the IFRS.

The second alternative:

The suggested paragraph can be read as fol lows:

68A In determining whether a contract to provide goods or services to a
customer is onerous, the cost of ful f i l l ing the contract includes al l
costs incurred in fulfi l l ing the contract whether they are directly
attributable, or directly related, to the goods or services promised in
the contract (i.e. incremental cost) or allocated on a systematic basis
to such goods or services.

We suggest  us ing "a l l  costs  incurred in  fu l f i l l ing the cont ract  whether  they are
direct ly attr ibutable, or direct ly related, to the goods or services promised in the
contract or al located on a systematic basis to such goods or services" instead of
us ing "cost  d i rect ly  re la ted to  the cont ract " .  Th is  wi l l  be in  l ine wi th  the bas is  o f
capi ta l izat ion s ta ted in  IAS 2,  which compr ises both d i rect ly  a t t r ibutab le,  d i rect ly
related cost and cost of conversion. l t  might also be appropriate to reconsider
th is  terminology in  IFRS 15.  l t  is  wor th  emphasiz ing that  the meaning of  "d i rect ly
re la ted"  in  IAS 2 is  not the same as in  IFRS 15.

Question 2

The Board proposes to add paragraphs 684-688, which would l ist  costs that do,
and do not, relate direct ly to a contract.

Do you have any comments on the i tems l is ted?

Are there other  examples that  you th ink the Board should cons ider  adding to
those paragraphs? l f  so,  p lease prov ide those examples.

SOCPA answer to Question2:

As a consequence of the f i rst al ternative we suggested in our answer to
Quest ion l ,  there would be no need for  the new paragraphs 58A and 688 in  the
Exposure Draft .

However, and as a consequence of the second alternative we suggested in our
answer  to  Quest ion l - ,  we propose the fo l lowing amendments to  the new
Paragraphs 684 and 688:
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Change the number  of  paragraph 684 to  be 688,  and change the f i rs t
sentence as fol lows:
688 Examples of costs that relate direet ly are incurred in ful f i l l ing te-a

contract to provide goods or services include:

Amend sub para (c)  as fo l lows:
(c) svstematic al locat ions of other costs that relate direet ly te are incurred

in fu l f i l l ine the cont ract  ( for  example f ixed and var iab le
overheads that  are incurred in  fu l f i l l ing the cont ract  such as costs  o f
cont ract  management  and superv is ion;  insurance;  and deprec ia t ion of
tools, equipment and r ight-of-use assets used in ful f i l l ing the contract);

Inc lude more re levant  examples to  sub para (e)  to  be read as fo l lows:
(e) other costs incurred only because an enti ty entered into the contract

(for example, payments to subcontractors and costs of designing
products for specif ic customers).

Change the number  of  paragraph 688 to  be 6BC and amend the text  as
fol lows:
688 General and administrative costs de are not relatedj+eetl+l allocated

to a contract unless they are expl ici t ly chargeable to the counterparty
under  the cont ract .

Question 3

Do you have any other  comments on the proposed amendments?

SOCPA answer to Question3:

No.

1 .

2.

3.

4.


