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Allocation of profit in unsegmented contracts
(Agenda Paper 8(v))

I ntroduction

1. At its March 2006 meeting, the IFRIC considered an issue identified when
deliberating revenue recognition and measurement relating to certain service
concession arrangements. The issue concerned whether it was appropriate, in an
unsegmented contract, to allocate different profit margins to the different
components of a contract. The IFRIC noted that this issue had ramifications
beyond service concession arrangements and asked the staff to give priority to a
separate project to anayse IAS 11 and IAS 18 to determine whether it is
appropriate, in an unsegmented contract, to allocate different profit margins to

the different components.

2. At its July meeting, the IFRIC agreed with the staff that, where a contract
provides for construction services and other services not directly related to
construction activities, it was appropriate to split the contract into construction
(to which 1AS 11 segmenting requirements would apply) and other components

(to which the IAS 18 requirements for recognising components would apply).




The consequence was that different profit margins might be recognised on the

different components.

3.  The IFRIC aso considered this issue in the context of the Customer Loyalty
Progranmes and Service Concession Arrangements projects. The IFRIC
tentatively decided not to take the item onto its agenda but deferred publishing
formal wording for this decision, pending the publication of the Draft
Interpretation on Customer Loyaty Programmes which will propose relevant
guidance on a similar issue (see paragraph 7 and BC 8 to BC 10 quoted in the
appendix of this agenda paper).

4.  This agenda paper sets out a re-drafted wording for rejection. The staff ask
IFRIC members for their comments on this wording and whether it is
appropriate to publish it following publication of the draft Interpretation

on Customer Loyalty Programmes.

Proposed wording for reection (without track changes)
[Paragraphs omitted from observer note].

Proposed wording for reection (with track changes)
[Paragraphs omitted from observer note].

APPENDI X

[Paragraphs omitted from observer note].



