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Issue #5-1 – Scope Issues  

Expected Overall Level of Impact to Industry Accounting:  
Moderate 

Wording to be Included in the Revenue Recognition Guide: 

Background 

1. FASB ASC 606-10-15-2 states: 

An entity shall apply the guidance in this Topic to all contracts with customers, except the following:  
a. Lease contracts within the scope of Topic 840, Leases.  
b. Contracts within the scope of Topic 944, Financial Services—Insurance.  
c. Financial instruments and other contractual rights or obligations within the scope of the following Topics:  

1. Topic 310, Receivables  
2. Topic 320, Investments—Debt and Equity Securities  
3. Topic 323, Investments—Equity Method and Joint Ventures  
4. Topic 325, Investments—Other  
5. Topic 405, Liabilities  
6. Topic 470, Debt  
7. Topic 815, Derivatives and Hedging  
8. Topic 825, Financial Instruments  
9. Topic 860, Transfers and Servicing.  

d. Guarantees (other than product or service warranties) within the scope of Topic 460, Guarantees.  

e. Nonmonetary exchanges between entities in the same line of business to facilitate sales to customers 
or potential customers. For example, this Topic would not apply to a contract between two oil companies 
that agree to an exchange of oil to fulfill demand from their customers in different specified locations on a 
timely basis. Topic 845 on nonmonetary transactions may apply to nonmonetary exchanges that are not 
within the scope of this Topic 

2. FASB ASC 606-10-15-4 states:  
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A contract with a customer may be partially within the scope of this Topic and partially within the scope of other 
Topics listed in paragraph 606-10-15-2. 
a. If the other Topics specify how to separate and/or initially measure one or more parts of the contract, then an 

entity shall first apply the separation and/or measurement guidance in those Topics. An entity shall exclude 
from the transaction price the amount of the part (or parts) of the contract that are initially measured in 
accordance with other Topics and shall apply paragraphs 606-10-32-28 through 32-41 to allocate the amount 
of the transaction price that remains (if any) to each performance obligation within the scope of this Topic and 
to any other parts of the contract identified by paragraph 606-10-15-4(b). 

b. If the other Topics do not specify how to separate and/or initially measure one or more parts of the contract, 
then the entity shall apply the guidance in this Topic to separate and/or initially measure the part (or parts) of 
the contract. 

Application to Credit Card Annual Fees  

3. Some entities charge periodic fees for a customer’s ability to use a credit card for a period of time.  The FASB Transition 
Resource Group for Revenue Recognition (TRG) discussed these periodic card fees, considering whether they are 
within the scope of FASB ASC 310 and thus outside the scope of FASB ASC 606.  Paragraph 20 of FASB/IASB TRG 
Agenda Ref. 44: July 2015 Meeting – Summary of Issues Discussed and Next Steps, states:  

TRG members agreed with the staff view that credit card fees are within the scope of Topic 310, 
Receivables.   

4. Paragraph 21 of FASB IASB TRG Agenda Ref. 44, states:  
 

A TRG observer noted that the staff view in paragraph 16 of the TRG paper is important. That paragraph 
explains the staff’s view 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. 

Deposit Related Fees 

5. Entities may charge fees related to a customer deposit account.  Deposit-related fees may be based on a customer’s 
account balance and/or activity (e.g. wire transfer fees, account maintenance fees). 

 
6. The TRG discussed deposit-related fees considering whether such fees are within the scope of FASB ASC 606 or 

whether other topics, including FASB ASC 405, address their recognition.  Paragraph 20 of FASB/IASB TRG Agenda 
Ref. 55: April 2016 Meeting – Summary of Issues Discussed and Next Steps, states the following : 

…TRG members agreed with the staff view that deposit-related fees are within the scope of Topic 606... 
Stakeholders had raised this question because they were unclear about whether those fees would be 
excluded from Topic 606 due to the scope exception in paragraph 606-10-15-2(c)(5). That subparagraph 
states that Topic 405, Liabilities, is excluded from the scope of Topic 606. However, the staff notes that 
Topic 405 only addresses the accounting for the deposit liability and does not have an accounting 
framework for recognizing revenue from deposit-related transactions. Accordingly, TRG members agreed 
that the fees are within the scope of Topic 606.  
 

7. Paragraphs 36 through 54 of FASB/IASB TRG Agenda Ref. No. 52: Scoping Considerations for Financial Institutions, 
provides considerations related to applying FASB ASC 606 to deposit fees. 

 
Servicing and Sub-servicing Income  
 
8. Some financial institutions originate 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 or sub-service (“servicing”) financial assets.  

 
9. The entity that services a loan (servicer) performs various services, such as collecting amounts contractually due 

(principal, interest, and escrow) as well as remitting payments such as escrowed taxes and insurance or amounts. 
Additionally, servicing financial assets may include tracking delinquent borrowers, pursuing collection from delinquent 
borrowers and initiating foreclosure proceedings to obtain title to and liquidate any collateral to minimize losses on 
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significantly delinquent financial assets. Entities that service financial assets may have to remit payments to guarantors, 
trustees, municipalities, and other service providers (such as sub-servicers or insurance providers) in addition to other 
responsibilities. Ultimately, the level of services provided by the servicer or sub-servicer (“servicer”) depends on the 
type of loan and contractually specified terms. 

 
10. In exchange for servicing the loan, the servicer receives a contractually specified servicing fee. The servicing fees are 

commonly a percentage of the unpaid principal balance of the loans that are collected over the life of the loans as 
payments are received, but also may include certain ancillary fees (late fees, modification fees, etc.), as well as interest 
income earned on cash received and held prior to remittance to another party (float) or other fees in the case of sub-
servicing. 

 
11. The TRG discussed the question of whether servicing and sub-servicing income (“servicing income”) is within the 

scope of FASB ASC 860 and thus outside the scope of FASB ASC 606.  Paragraphs 18 and 19 of FASB/IASB TRG 
Agenda Ref. 55, state:  

 
On Question 1, TRG members generally agreed with the staff view that fees related to arrangements that 
are within the scope of Topic 860, Transfers and Servicing, are not within the scope of Topic 606. 
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. Subtopic 860-50 requires that an intangible asset or liability 
be recognized and initially measured at fair value when the expected future servicing cash flows (that is, 
the benefits of servicing) are in excess of, or below, the going market rate for those services (defined as 
adequate compensation in Topic 860). 
 
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 subsequent measurement guidance in Topic 
860 that requires either (a) fair value measurement, which reflects the remaining expected cash flows or 
(b) amortization of the servicing asset or liability in proportion to, and over the period of, estimated net 
servicing income or loss (with an evaluation of impairment of the asset/liability at each reporting date), the 
staff view is that the subsequent measurement guidance in Topic 860 provides implicit guidance on 
accounting for the servicing cash flows. That is, the subsequent measurement of the asset/liability and the 
servicing fees cash flows are inextricably linked. 

 
12. Given the TRG’s conclusion that FASB ASC 860 provides sufficient revenue recognition guidance, servicing and 

sub-servicing arrangements within the scope of FASB ASC 860 are not within the scope of FASB ASC 606.   The 
TRG did not provide guidance on what types of servicing or sub-servicing fee arrangements are within the scope 
of FASB ASC 860. 
 

 
 

 

 

 
 

Comments should be received by October 2, 2017, and sent by electronic mail to Jason Brodmerkel 
at Jason.Brodmerkel@aicpa-cima.com, or you can send them by mail to Jason Brodmerkel, 
Accounting Standards, AICPA, 1455 Pennsylvania Ave., NW, Washington, DC 20004-1081. 
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