
  aicpa.org/FRC  

   September 1, 2017 

Financial Reporting Center –  
Revenue Recognition 

Working Draft:  
Asset Management  
Revenue Recognition 
Implementation Issue 

    
 
 
 
 
 

Issue # 10-4: Costs of Managing Investment Companies 

Expected Overall Level of Impact to Industry Accounting:  
Moderate 

Wording to be Included in the Revenue Recognition Guide: 

Background 

1. Asset managers incur various costs related to sponsoring and managing investment companies. Costs may be 
incurred to establish the investment company, raise capital from potential investors, or pay for costs incurred in the 
ordinary course of performing services for the customer pursuant to an investment management agreement (“IMA”). 
Costs involved in these activities may include, but are not limited to, structuring and underwriting expenses to form a 
new investment company, commissions paid to third-party broker-dealers (upfront, on-going, or back-end 
commissions) to market and issue shares to prospective investors, placement fees paid to third-parties to raise 
capital, and out-of-pocket expenses, such as commissions and brokerage fees, due diligence travel expenses 
(airfare, hotel, and meals), legal and other professional fees incurred in the performance of services, and filing and 
regulatory fees. The accounting treatment for these costs may be subject to the cost guidance in FASB ASC 340-40 
if they pertain to a contract with a customer within the scope of FASB ASC 606. 

2. Applicability and evaluation of the guidance in FASB ASC 340-40 for a given cost may differ depending on whether 
the asset manager identifies the investment company or the investor as its customer in the contract. Industry 
considerations relevant to determining the customer and identifying the contract are discussed in detail within Issue 
#10-1:“Who is the Customer”, and Issue #10-8: “Identifying the Contract”. 

 
Accounting for Costs Related to Contracts with Customers 

3. FASB ASC 340-40 provides the accounting treatment for incremental costs of obtaining a contract within the scope 
of FASB ASC 606 and accounting for costs of fulfilling a contract with a customer that are not within the scope of 
another Topic. Incremental costs of obtaining a contract with a customer are those that would not have been incurred 
if the contract had not been obtained. Costs to fulfill a contract are those that relate directly to an existing contract or 
a specified anticipated contract. If certain conditions are met for either type of cost, the costs incurred would need to 
be capitalized, amortized and periodically tested for impairment. Each cost incurred in relation to a contract with a 
customer within the scope of Topic 606 would need to be evaluated separately under the guidance in FASB ASC 
340-40 based on who the asset manager has identified as its customer in the contract. 
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Incremental Costs of Obtaining a Contract 

4. The guidance in FASB ASC 340-40-25-1 through 25-3 explains that costs of obtaining a contract should be 
recognized as an asset if they are incremental and expected to be recovered: 

a. Incremental costs of obtaining a contract with a customer are those costs that the entity would not have 
incurred if the contract with the customer had not been obtained (that is, payment is contingent upon 
obtaining the contract with the customer). This depends primarily on who is the customer.  

b. For costs to be considered 'recoverable', the asset manager must expect that the future consideration to 
which it is entitled under the contract will be sufficient to recover those costs in their entirety. 

Costs incurred prior to and for the purpose of forming the investment company 

5. In establishing an investment company, an asset manager may incur costs prior to the inception of the investment 
company (“pre-launch costs”), also referred to as organization and offering costs. Such costs may include fees paid 
to third-parties for structuring and underwriting of the investment company. In these instances, in exchange for 
payment, the third-parties will provide advice regarding the design and organization of the investment company, as 
well as services related to the sale and distribution of investment company shares. The asset manager may be 
required to pay for certain expenses incurred by the third-party service provider regardless of whether the investment 
company launches. These expenses may include legal fees, accounting fees, costs and expenses related to the 
transfer and delivery of the shares to the underwriters, the cost of printing or producing agreements, filing fees, all 
fees and expenses in connection with the preparation and filing of registration statements, the cost of printing 
certificates representing the shares, the costs and charges of any transfer agent, registrar or depository, costs and 
expenses related to investor presentations on “road shows” undertaken in connection with the marketing of the 
offering of the shares.  

6. Upon incurring the aforementioned organization and offering costs, the asset manager generally does not have a 
contract with a customer under FASB ASC 606 since it cannot have a contract with a customer when the investment 
company does not yet exist (when the investment company is the customer). If the investor is the customer, these 
costs are not incremental costs to obtain a contract because these costs would have been incurred even if the 
contract with the customer had not been obtained. Therefore, FinREC believes that organization and offering costs 
are not incremental costs of obtaining a contract with a customer and should be evaluated to determine whether the 
amounts are within the scope of other authoritative guidance or should be analyzed under the guidance for costs to 
fulfill an anticipated contract with a customer (regardless of whether the customer is the investment company or the 
investor). For a discussion of the accounting treatment of these costs, refer to paragraphs 15-20. 

Costs incurred after establishment of the investment company  

7. Other typical costs incurred by an asset manager that may be subject to evaluation under the guidance for 
incremental costs of obtaining a contract include:  

a. Sales commissions paid to the asset manager’s wholesalers (employees) and/or to third-party broker-
dealers after the launch of the investment company  

b. Placement fees paid to a placement agent for each investor identified by the placement agent that invests in 
the investment company. 

c. Asset allocator fees (also referred to as platform fees).  

8. Distributors, including in-house broker-dealers of asset managers, often pay sales commissions to external 
distributors or their sales representatives (their employees) for distribution and sales of securities on their behalf. 
Sales commissions may be discretionary or non-discretionary in nature. Discretionary sales commissions are 
subjective in nature and generally are not directly attributable to obtaining a specific contract. Non-discretionary sales 
commissions are objective in nature (that is, they are not subject to or influenced by someone’s discretion or 
judgment), and are paid in accordance with explicit terms in a written or oral contract, or are implicitly understood to 
be payable based on customary business practices (that is, the entity is committed). The accounting for sales 
commissions differs depending on whether the customer is the investment company or the investor. When the 
investor is the customer, emphasis is placed on the importance of sales commissions being non-discretionary in 
nature because discretionary sales commissions would not constitute ‘incremental’ costs.  
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9. Placement fees relate to the sale of securities of private investment companies. Placement agents are typically 
compensated upon successful placement of the investment company shares or units with investors that the 
placement agent introduces to the investment company.  

10. Asset allocator fees are fees paid to third-party platform providers that allow for an asset manager’s investment 
companies to be listed on the asset allocator’s business-to-business platform to facilitate the promotion and sale in 
the secondary market of the shares or units issued by investment companies by and among distribution partners. 
Payment of platform fees entitles the asset manager access to the asset allocator’s investor base, thereby allowing 
the asset manager to reach a broader group of investors. Generally, platform fees are incurred regardless of how 
many investors invest in the asset manager’s investment companies through this platform. 

11. FinREC believes that the determination of who is the customer (the investment company or the investor) drives the 
assessment of whether sales commissions and placement fees are incremental costs to obtain a contract. 
Comparatively, asset allocator fees generally would not be incremental costs to obtain a contract because they are 
incurred regardless of whether the contract with the customer is obtained.  

12. If the investment company is the customer, FinREC believes that the following costs are not related to obtaining the 
contract with the investment company and therefore would not be considered incremental costs of obtaining a 
contract: 

a. Sales commissions (discretionary or non-discretionary) paid to the asset manager’s wholesalers 
(employees) 

b. Sales commissions (discretionary or non-discretionary) paid to third-party broker-dealers 

c. Placement fees 

d. Asset allocator fees. 

These costs should be assessed to determine whether the guidance on costs to fulfill a contract in FASB ASC 340-
40-25-5 applies.   

13. If the investor is the customer, FinREC believes that in accordance with FASB ASC 340-40-25-1 and 25-2, the 
following costs should be capitalized as incremental costs of obtaining a contract if the entity expects to recover the 
costs:  

a. Non-discretionary sales commissions paid to the asset manager’s wholesalers (employees) 

b. Non-discretionary sales commissions paid to third-party broker-dealers 

c. Placement fees. 

14. The following table summarizes FinREC’s views on certain common costs incurred by asset managers: 

Costs Incurred 
Customer 

Investment company Investor 

Sales commissions paid to the 
asset manager’s wholesalers 
(employees) 

Not an incremental cost to 
obtain a contract as these costs 
are not related to obtaining the 
contract with the investment 
company. Assess the costs 
under the guidance for costs to 
fulfill a contract. See Costs to 
Fulfill a Contract with a 
Customer assessment below. 

Capitalize non-discretionary 
sales commissions as an 
incremental cost of obtaining a 
contract if expected to be 
recovered.  

Sales commissions paid to third-
party broker-dealers 

Not an incremental cost to 
obtain a contract as these costs 
are not related to obtaining the 
contract with the investment 
company. Assess the costs 
under the guidance for costs to 
fulfill a contract. See Costs to 

Capitalize non-discretionary 
sales commissions as an 
incremental cost of obtaining a 
contract if expected to be 
recovered.  
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Fulfill a Contract with a 
Customer assessment below. 

Placement fees 

Not an incremental cost to 
obtain a contract as these costs 
are not related to obtaining the 
contract with the investment 
company. Assess the costs 
under the guidance for costs to 
fulfill a contract. See Costs to 
Fulfill a Contract with a 
Customer assessment below. 

Capitalize as an incremental 
cost of obtaining a contract if 
expected to be recovered. 

Asset allocator fees 

Not an incremental cost to 
obtain a contract as these costs 
are not related to obtaining the 
contract with the investment 
company. Assess the costs 
under the guidance for costs to 
fulfill a contract. See Costs to 
Fulfill a Contract with a 
Customer assessment below. 

Not an incremental cost to 
obtain a contract as these costs 
are paid regardless of whether 
investors invest in the asset 
manager’s sponsored 
investment company. Assess 
the costs under the guidance for 
costs to fulfill a contract. See 
Costs to Fulfill a Contract with a 
Customer assessment below. 

 

Costs to Fulfill a Contract with a Customer 

15. The guidance in FASB ASC 340-40 provides the accounting treatment for costs incurred to fulfill a contract with a 
customer that are not within the scope of other authoritative literature.   

16. FASB ASC 340-40-25-5 states that costs to fulfill a contract that are not addressed under other authoritative 
literature should be recognized as an asset if all of the following criteria are met: 

a. The costs relate directly to a contract or to an anticipated contract that the entity can specifically identify (for 
example, costs relating to services provided under renewal of an existing contract or costs of designing an asset 
to be transferred under a specific contract that has not yet been approved).  

b. The costs will generate or enhance resources of the entity that will be used in satisfying (or in continuing to 
satisfy) performance obligations in the future.  

c. The costs are expected to be recovered. 

17. FASB ASC 340-40-25-8 states that an entity shall recognize the following costs as expenses when incurred: 

a. General and administrative costs (unless those costs are explicitly chargeable to the customer under the 
contract). 

b. Costs of wasted materials, labor, or other resources to fulfill the contract that were not reflected in the price of the 
contract. 

c. Costs that relate to satisfied performance obligations (or partially satisfied performance obligations) in the 
contract (that is, costs that relate to past performance). 

d. Costs for which the entity cannot distinguish whether the costs relate to unsatisfied performance obligations or to 
satisfied performance obligations (or partially satisfied performance obligations). 

Costs that do not qualify as costs to obtain a contract 

18. For all costs that do not qualify as incremental costs of obtaining a contract with a customer, an entity should first 
determine if they are included in the scope of other authoritative literature. Those costs that are not in the scope of 
other authoritative literature but are incurred for a specific contract would be recognized as an asset if they meet all 
of the capitalization criteria for costs to fulfill a contract with a customer, in FASB ASC 340-40-25-5 (see paragraph 
16). 
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19. Pre-launch costs described in paragraph 5 pertain to the formation of a fund and typically are costs incurred in the 
performance of start-up activities, as defined in FASB ASC 720-15-20, Other Expenses, Start-Up Costs. According to 
this guidance, start-up activities are those one-time activities related to, among other things, introducing a new 
product or service or commencing some new operation. Start-up activities also include activities related to organizing 
a new entity (commonly referred to as organization costs). 

20. FinREC believes that costs to launch a new investment vehicle are within the scope of FASB ASC 720-15 and 
therefore, outside the scope of FASB ASC 340-40. FASB ASC 720-15-25-1 requires start-up costs, including 
organization costs, to be expensed as incurred. 

21. Similarly, when the investment company is the customer, for sales commissions paid to third-party sub-distributors 
and employees, consideration should be given to the applicability of FASB ASC 946-720-25-4, which provides 
guidance on the accounting for distribution costs for investment companies with no front-end fees. If FASB ASC 946-
720-25-4 applies, then incremental direct costs, such as sales commissions, would be deferred and amortized. If 
FASB ASC 946-720-25-4 does not apply, the guidance on costs to fulfill a contract in FASB ASC 340-40-25-5 would 
be applied to determine whether the sales commissions paid qualify for capitalization. For a similar analysis of 
deferred distribution commission expenses, refer to the discussion in the AM issue 10-7 “Deferred Distribution 
Commission Expenses (“back-end load funds”). 

22. Out-of-pocket expenses may or may not arise in connection with the satisfaction of the asset manager’s performance 
obligation to provide asset management services to the investment company. Customary out-of-pocket expenses 
incurred in connection with fulfilling the asset manager’s performance obligation to provide asset management 
services may include, but are not limited to, commissions and brokerage fees, due diligence-related travel expenses 
(airfare, hotel, and meals), legal fees and other professional services fees, and filing and regulatory fees. 
Comparatively, the asset manager may incur out-of-pocket expenses that do not pertain to the performance of 
promised services in the contract with the customer. 

23. Out-of-pocket expenses that are incurred by the asset manager in satisfying its performance obligation to provide 
asset management services should be assessed as costs to fulfill a contract. Out-of-pocket expenses that are not 
incurred by the asset manager in satisfying its performance obligation to provide asset management services do not 
qualify as costs to fulfill a contract because these expenses do not meet the criteria in FASB ASC 340-40-25-5(a). 

24. FinREC believes that most costs incurred by asset managers after a contract with a customer exists, and that are not 
within scope of other Topics, will generally fail to meet all three criteria for capitalization as a cost to fulfill a contract – 
regardless of whether the investment company or the investor is the customer. In particular, FinREC believes that 
the requirement for capitalization of costs to fulfill a contract in FASB ASC 340-40-25-5(b) will be challenging to meet 
for typical asset management contracts with customers. This is because, given the nature of services provided by an 
asset manager, an asset manager may not be able to distinguish whether such costs relate to past, current or future 
performance obligations, in which case the asset manager would be required to expense these costs as incurred in 
accordance with FASB ASC 340-40-25-8(c) for costs that relate to past performance obligation or FASB ASC 340-
40-25-8(d) for costs that relate to partially satisfied performance obligation (see paragraph 17).   

Amortization and Impairment  

25. FASB ASC 340-40-35-1 states that costs capitalized under FASB ASC 340-40 shall be amortized on a systematic 
basis that is consistent with the transfer to the customer of the goods or services to which the asset relates.   

26. An asset manager will need to utilize judgment when determining a systematic basis for amortization. A systematic 
basis will generally include determining the expected period of benefit of the asset, which may be measured using 
average customer life, term of the investment company (if definite-lived), or another basis which is consistent with the 
transfer of the investment management services provided. The basis will likely be different depending on whether the 
investment company or the investor is the customer, because the different customers have different average “lives”. 
Contracts with investment companies may have contractually-stated terms while contracts with investors may not 
have definite lives, and, accordingly, an asset manager would assess the appropriate expected contractual lives. 

27. As a practical expedient, FASB ASC 606-40-25-4 notes that an entity may expense incremental costs to obtain a 
contract as incurred if the amortization period of the asset that the entity otherwise would have recognized is one 
year or less. 

28. FASB ASC 340-40-35-3 states that an entity shall recognize an impairment loss in profit or loss to the extent that the 
carrying amount of an asset recognized as an incremental cost to obtain a contract or a cost to fulfill a contract 
exceeds: 
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a. The remaining amount of consideration that the entity expects to receive in exchange for the goods or 
services to which the asset relates, less 

b. The costs that relate directly to providing those goods or services and that have not been recognized as 
expenses. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 
 

Comments should be received by November 1, 2017, and sent by electronic mail to Irina Portnoy at 
Irina.Portnoy@aicpa-cima.com, or you can send them by mail to Irina Portnoy, Accounting Standards, 

AICPA, 1211 Avenue of the Americas, NY 10036. 
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