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Expected Overall Level of Impact to Industry Accounting:  
Significant 

Wording to be Included in the Revenue Recognition Guide: 

 
Background 
 
1. Power and Utility (P&U) entities enter into long-term contracts for the delivery of electricity and other commodities to a 

customer.   
 

2. Some types of sales contracts are not impacted by price or volume variability but do have different fixed pricing 
conventions that warrant consideration under FASB ASC 606. Examples of these types of contracts include the 
following: 

 
a. Constant fixed price (i.e. the price per unit is identical for all units) for a fixed quantity (typically referred to a strip 

contract). 
b. Stated, but changing, prices per unit for a fixed quantity. For example, the price per unit may step up over time for 

a variety of reasons, such as to reflect expected costs to produce or an expectation of increased market pricing 
over time. Alternatively, the prices may be different to reflect seasonal or time of day pricing (peak vs. off-peak). 

 
Identifying Performance Obligations 
 
3. FinREC believes that long-term power sale contracts, that do not include additional goods or services other than power, 

generally should be accounted for as a single performance obligation satisfied over time1 as the criteria in FASB ASC 
606-10-25-14(b) and 606-10-25-15 to be considered a series of distinct goods that have the same pattern of transfer 
to the customer would be met.  For example, the delivery of units of power that are simultaneously received and 
consumed by the customer would satisfy the criteria in 606-10-25-27(a) to be accounted for as a performance 

                                                           
1 This general presumption assumes that no other performance obligations (e.g. the obligation to deliver 

renewable energy credits) are included as part of the contract.  The Task Force is addressing bundled sale 
arrangements in a separate implementation issue. 
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obligation satisfied over time and the same method would be used to measure the entity’s progress towards complete 
satisfaction of the performance obligation to transfer each distinct unit of power in the series to the customer.   
 

Determining the Transaction Price  
 
4. FASB ASC 606-10-32-2 and 32-3 state, 
 

An entity shall consider the terms of the contract and its customary business practices to determine the transaction 
price. The transaction price is the amount of consideration to which an entity expects to be entitled in exchange 
for transferring promised goods or services to a customer, excluding amounts collected on behalf of third parties 
(for example, some sales taxes). The consideration promised in a contract with a customer may include fixed 
amounts, variable amounts, or both. 

 
The nature, timing, and amount of consideration promised by a customer affect the estimate of the transaction 
price.  When determining the transaction price, an entity shall consider the effects of all of the following:  

a. Variable consideration  
b. Constraining estimates of variable consideration 
c. The existence of a significant financing component 
d. Noncash consideration  
e. Consideration payable to a customer.  

 
Constant fixed price (strip price) for a fixed quantity 
 
5. In a fixed (constant) price, fixed quantity contract the total contract price is known and determined based on the total 

fixed power volume to be delivered over the contract period and the price per unit delivered. In these situations, FinREC 
believes a P&U entity may determine that an output method (e.g. kwh delivered) would appropriately depict the entity’s 
progress towards complete satisfaction of the performance obligation, for a constant fixed price contract, which would 
generally result in a recognition pattern that reflects proportional performance of the seller at the fixed price per unit.  
For example, assuming power is delivered ratably (equal volumes each reporting period) over the term of the contract 
this would result in a ratable revenue recognition pattern.  
 

6. FASB ASC 606-10-55-18 states that, “As a practical expedient, if an entity has a right to consideration from a customer 
in an amount that corresponds directly with the value to the customer of the entity’s performance completed to date 
(for example, a service contract in which an entity bills a fixed amount for each hour of service provided), the entity 
may recognize revenue in the amount to which the entity has a right to invoice”. 

 
7. P&U entities may also consider if the practical expedient in FASB ASC 606-10-55-18 would be applicable for its sales 

contracts by assessing whether their right to consideration corresponds directly with the value to the customer of the 
entity’s performance completed to date.    

 
Stated, but changing, prices for a fixed quantity 
 
8. Additional considerations are likely needed when pricing is pre-determined at contract inception but the price per unit 

varies over the contract term. This could be the case where pricing changes each period based on a predetermined 
rate or formula, as would be the case in step price contracts, or where other price escalation provisions are present. 
This could also be the case where the price differs by time of day (peak vs. off-peak) or season of delivery.  

 
9. FinREC believes a contract with stated, but changing, prices for a fixed quantity delivered does not contain variable 

consideration because the transaction price for the contract is known at inception and does not change2. If the contract 
meets the series guidance in FASB ASC 606-10-25-14(b) and 25-15, FinREC believes the total transaction price 
should be recognized as revenue over time by measuring progress toward complete satisfaction of the performance 
obligation.  Accordingly, similar to a constant price contract, FinREC believes a P&U entity may determine that an 
output method (e.g. kwh delivered) would appropriately depict the entity’s progress towards complete satisfaction of 
the performance obligation, for a contract with stated but changing prices for a fixed quantity delivered, which would 
result in a recognition pattern that reflects proportional performance of the seller at the fixed price per unit.  For example, 
assuming power is delivered ratably (equal volumes each reporting period) over the term of the contract this would 
result in a ratable revenue recognition pattern.  

 

                                                           
2 This section of the paper is addressing contracts where the quantities subject to different prices are predefined.  

If total quantity is established but the timing of the deliveries is uncertain and could be subject to different 
prices depending on the delivery dates, the contract would contain elements of variable consideration.   
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10. Additionally, in some circumstances FinREC believes it may also be appropriate to use input methods for measuring 
progress towards complete satisfaction of a performance obligation for a contract with stated but changing prices for 
a fixed quantity delivered.  

 
11. It is important for the P&U entity to understand what is giving rise to the pricing convention. For example, the escalations 

may be intended to reflect the expected market price of power in the future periods which a customer would expect to 
pay, in which case the P&U entity could consider whether the practical expedient in FASB ASC 606-10-55-18 can be 
applied.  

 
12. The practical expedient in FASB ASC 606-10-55-18 may be applied when the entity’s right to consideration 

corresponds directly to the value provided to the customer and may be applicable depending on the price convention 
(e.g. may be applicable to a step price arrangement under a presumption that the value delivered increases as the 
expected market price of the commodity increases).  There must be a reasonable basis to assert that the entity’s right 
to consideration corresponds directly to the value provided to the customer. For example, in many such arrangements 
the step pricing is correlated to the slope of the forward curve applicable to the delivery period and therefore will 
generally be viewed as pricing that corresponds to the value provided to the customer.   
 

 
13. FinREC believes that P&U entities should consider if the practical expedient in FASB ASC 606-10-55-18 would be 

applicable for a contract with stated but changing prices for a fixed quantity delivered. If the practical expedient is met, 
it would be appropriate for a seller to elect to recognize revenue at the contract rate applicable to each discrete delivery 
within the contract.  FinREC believes it is appropriate that this could lead to different revenue patterns for two contracts 
that require similar performance on the part of the seller (delivery of the same products/services in equal volumes over 
the same timeframe) depending on the entity’s election.  Refer to paragraph 15 for consistency considerations 
regarding methods used to measure progress toward completion of performance obligations.    

 
 
14. If the P&U entity determines that the price escalations are caused by known or anticipated changes in the cost of 

delivering the commodity, the P&U entity may determine it is more appropriate to use an input method (e.g. costs 
incurred to date relative to total costs expected to be incurred to satisfy the performance obligation) to determine its 
progress towards complete satisfaction of the performance obligation. The P&U entity would need to carefully consider 
if such measurement of progress is consistent with the objective of measuring progress towards completion in FASB 
ASC 606-10-25-31, which is to depict an entity’s performance in transferring control of goods or services promised to 
a customer (that is, the satisfaction of an entity’s performance obligation).   

 
15. The P&U entity should also consider the requirement in FASB ASC 606-10-25-32 to apply the selected method for 

measuring progress consistently for a particular performance obligation and also across contracts that have 
performance obligations with similar characteristics.   

 
Applying the practical expedient in FASB ASC 606-10-55-18 
 
16. As discussed at the July 13, 2015 FASB-IASB Joint Transition Resource Group for Revenue Recognition (TRG) 

meeting3, paragraphs 39 and 40 of TRG Agenda Ref. 44: July 2015 Meeting – Summary of Issues Discussed and Next 
Steps, further explain application of the practical expedient in ASC 606-10-55-18 : 
 

TRG members agreed with the staff’s analysis on both issues. On Issue 1, TRG members thought the staff’s 
clarification that paragraph BC163 should not be used to interpret paragraph 606-10-25-18 [B16] provided 
clarification. While those two paragraphs both use the phrase value to the customer, the phrase is used in different 
contexts.  The phrase in paragraph 606-10-55-18 is about determining whether or not the practical expedient can 
be applied.  The phrase in paragraph BC163 is about measuring progress toward satisfying the performance 
obligation and thus has to do with how much or what proportion of the goods or services (quantities) have been 
delivered (but not the price). 
 
TRG members also agreed that an entity is not precluded from applying the practical expedient in situations in 
which the price per unit changes during the duration of the contract. The staff and TRG members noted that 
application of the practical expedient in those situations involves an analysis of the facts and circumstances of the 
arrangement. The objective of the analysis is to determine whether the amount invoiced for goods or services 
reasonably represents the value to the customer of the entity’s performance completed to date. For example, a 
contract to purchase electricity at prices that change each year based on the forward market price of electricity 

                                                           
3 See TRG Agenda Ref. 40: Practical Expedient for Measuring Progress toward Complete Satisfaction of a 

Performance Obligation 
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would qualify for the practical expedient if the rates per unit reflect the value of the provision of those units to the 
customer. The TRG memo included some other illustrative examples. 
 

 
17. FinREC believes that market prices or standalone selling prices might reflect value to the customer and may be, but 

are not required to be, assessed in order to demonstrate that the amount invoiced reflects value to the customer.  
Rather, the phrase “value to the customer” is intended to indicate that judgment is required to assess whether the 
practical expedient can be applied.  Market or standalone selling prices, or another means, could be used to 
demonstrate that the amount invoiced to the customer corresponds directly to the value to the customer of the entity’s 
performance to date4. 
 

18. P&U entities should consider the guidance in FASB ASC 606-10-10-3 which requires consistent application, including 
the use of any practical expedients, to contracts with similar characteristics and in similar circumstances. Consistent 
with FASB ASC 606-10-50-18, if material an entity should disclose the method it is using to recognize revenue for 
these contracts, which could include output methods, input methods or the as invoiced practical expedient.   

 
Are price changes indicative of a significant financing component?  
 
19. In accordance with FASB ASC 606-10-32-15, P&U entities should consider if price changes are indicative of a 

significant financing component.  The financing component may be explicitly identified in the contract or may be implied 
by the contractual payment terms of the contract. 
 

20. FASB ASC 606-10-32-15 states,  
 

In determining the transaction price, an entity shall adjust the promised amount of consideration for the effects of 
the time value of money if the timing of payments agreed to by the parties to the contract (either explicitly or 
implicitly) provides the customer or the entity with a significant benefit of financing the transfer of goods or services 
to the customer.  In those circumstances, the contract contains a significant financing component.  A significant 
financing component may exist regardless of whether the promise of financing is explicitly stated in the contract or 
implied by the payment terms agreed to by the parties of the contract. 
 

21. In instances where price changes are not directly attributable to changes in value of the commodity (or otherwise 
directly correlated to the P&U entity’s satisfaction of the performance obligation), the P&U entity should determine what 
economic, commercial or customer-specific factors that gave rise to the pricing convention.  In some instances, the 
P&U entity may determine that the pricing convention gives rise to a financing component. This could be the case in 
situations where the pricing convention is due to a customer accommodation resulting in payment terms that are 
structured to match customer cash flow requirements (where such cash flow is impacted by factors other than the 
value of the commodity to the customer).  For example, consider an arrangement that features pricing that steps down 
over time despite the fact that the forward curve for the underlying product is upward sloping over the term of the 
contract.  In such situations, a financing may be present.   
 

22. An entity should also determine at what level significance is required to be assessed.  BC234 of FASB ASU 2014-09 
states,  
 

The Boards clarified that an entity should only consider the significance of a financing component at a contract 
level rather than consider whether the financing is material at a portfolio level.  The Boards decided that it would 
have been unduly burdensome to require an entity to account for a financing component if the effects of the 
financing component were not material to the individual contract, but the combined effects for a portfolio of similar 
contracts were material to the entity as a whole. 

   
23. Based on FASB ASC 606-10-32-15 and BC234 of FASB ASU 2014-09 the assessment of whether the financing 

component is significant would be made at the contract level, and does not need to be made at the business level, 
portfolio level, segment level, or entity level, nor would any assessment be required at the performance obligation level. 
Only in situations where the financing component is significant in relation to the contract, would the transaction price 
be adjusted.  

 
24. The assessment of what constitutes significant requires judgment. BC234 of FASB ASU 2014-09 states, that for many 

contracts an entity will not need to adjust the promised amount of customer consideration because the effects of the 
financing component will not materially change the amount of revenue that should be recognized in relation to a 
contract with a customer.   

                                                           
4 See paragraph 17 of TRG Agenda Ref. 40: Practical Expedient for Measuring Progress toward Complete 

Satisfaction of a Performance Obligation 
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25. The assessment of what constitutes significant will be based upon individual facts and circumstances for each entity.   

If an entity concludes the financing component is not significant, the entity does not need to apply the provisions of 
FASB ASC 606-10-32-15 through 32-30 and adjust the consideration promised in determining the transaction price.   
 

 

 

 

 
Comments should be received by November 1, 2017, and sent by electronic mail to Kim 

Kushmerick at kim.kushmerick@aicpa-cima.com, or you can send them by mail to Kim Kushmerick, 
Accounting Standards, AICPA, 1211 Avenue of the Americas, NY 10036. 
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