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Scope

This policy sets forth the guidelines by which the Company will recognize revenue relating to its product business.

Policy

It is J. Doe Inc.’s policy that revenue will be recognized in the financial statements when the following criteria for revenue recognition have been met:

1. Persuasive evidence of an arrangement exists (e.g. a purchase order for a product that the customer is willing to accept).

2. Delivery has occurred or services have been fully rendered and the title (reference Note A) and risk of loss has been passed to the customer.

3. The sales price is fixed or determinable (e.g. no right to cancel or receive refunds for price or other concessions outside the Company standard sales terms).  

4. Collectibility of the sale is reasonably assured.  

Whereas revenue is generally recognized at the delivery date if all the criteria above have been met, if uncertainty exists about customer acceptance, revenue should not be recognized until written acceptance from the customer has been obtained or approval has been received from the Revenue Controller or the Chief Accounting Officer. 

Under certain circumstances, the Company may recognize revenue before the completion and delivery for long-term contracts using the percentage of completion contract method. Estimates of costs and revenues of such contracts are to be reviewed and updated as changes and events warrant. 
Note A) Presuming all other revenue recognition criteria have been met, the Company would not object to revenue recognition at delivery if the only rights that a seller retains with the title are those enabling recovery of the goods in the event of customer default on payment. This limited form of customer ownership may exist in some jurisdictions where, despite technically holding title, the seller is not entitled to direct the disposition of the goods, cannot rescind the transaction, cannot prohibit its customer from moving, selling, or otherwise using the goods in the ordinary course of business, and has no other rights that rest with a titleholder of property that is subject to a lien under the U.S. Uniform Commercial Code (U.C.C.) Approval from the Revenue Controller or the Chief Accounting Officer is required prior to recognizing revenue in these situations. 

Policy Guidelines

Types of Sales:  In accordance with the above revenue recognition criteria the Company’s policies for revenue recognition on the following specific types of sales are as follows:

1. FOB at point of Shipment:  Orders that are generally shipped as FOB Shipping point and as such the Company recognizes revenue when the product is shipped (i.e., title and risk of loss has passed to the customer).

2. FOB Destination Orders:  Revenue from orders that are shipped as FOB Destination orders cannot be recognized until delivery to the customer has occurred (title and risk of loss has passed to the customer). The Company’s policy is to defer revenue on all FOB destination orders until it has specific knowledge that the shipment has arrived at the customer’s location.

3. Payment Term Arrangements:  For revenue recognition purposes any revenue transactions within standard payment terms are acceptable. 

4. Partial Shipment Sales:  In order to recognize revenue on a partial order shipment, the products shipped must be fully functional in the customer environment without the need to have subsequent deliveries for related parts or products. 
5. Sales / Product Returns: The Company records a provision against revenue for future credits (e.g., returned merchandise, defective product, pricing errors) that may be issued for previously recognized revenue.

6. Sales Contracts/Purchase Orders Involving Multiple Elements include orders for products plus any combination of: professional services, extended warranties and maintenance agreements.  

The policy to recognize revenue is: 

a) revenue on any element will be recognized as long as there are no undelivered elements (e.g., services) that are essential to the functionality of the delivered element (product) and 

b) revenue will be recognized based on the separately evaluated fair value of each element based on vendor specific objective evidence (VSOE) or objective and reliable evidence of fair value if VSOE is not available. The separately identified prices in the sales contract or purchase order should not be presumed to be representative of fair value.  

VSOE is limited to a) the price charged for the deliverable when it is regularly sold on a standalone basis or b) if the element is not yet sold separately, the price established by management that will not change when the element is introduced into the market.  The use of VSOE of fair value is preferable in all circumstances in which it is available. 

Other policy points to note in multiple element arrangements are 

1) refunds – revenue will not be recognized on a delivered element if any of the undelivered elements are subject to forfeiture, refund or other concession 

2) customer acceptance clauses – will result in the deferral of revenue until such customer acceptance is obtained and 

3) discounts – if a discount is offered in the arrangement, a proportionate amount of that discount will be applied to each element based on each element’s fair value without regard to stated discounts in the contract or purchase order.  

Contacts

The Chief Accounting Officer and Corporate Revenue Controller are responsible for the issuance, revision, and maintenance of this Policy. 

Authoritative Accounting Literature

The polices above are based on the following authoritative literature and related interpretations and guidance:

1. SEC Staff Accounting Bulletin No. 104 – Revenue Recognition (supercedes SAB 101)

2. EITF 00-21: Accounting for Revenue Arrangements with Multiple Deliverables

3. Financial Accounting Standards Board Statement No. 48 – Revenue Recognition When Right of Return Exists (FASB 48)
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