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IFRS 15  Revenue from Contracts with Customers 

 

DEFINITIONS   
 

contract 
An agreement between two or more parties that creates enforceable rights and 
obligations. 

contract 
asset 

An entity’s right to consideration in exchange for goods or services that the entity 
has transferred to a customer when that right is conditioned on something other 
than the passage of time (for example, the entity’s future performance). 

contract 
liability 

An entity’s obligation to transfer goods or services to a customer for which the 
entity has received consideration (or the amount is due) from the customer. 

customer 
A party that has contracted with an entity to obtain goods or services that are an 
output of the entity’s ordinary activities in exchange for consideration. 

income 
Increases in economic benefits during the accounting period in the form of inflows 
or enhancements of assets or decreases of liabilities that result in an increase in 
equity, other than those relating to contributions from equity participants. 

performance 
obligation 

A promise in a contract with a customer to transfer to the customer either: 
(a) good or service (or a bundle of goods or services) that is distinct; or 
(b) a series of distinct goods or services that are substantially the same and that 

have the same pattern of transfer to the customer. 

Revenue Income arising in the course of an entity’s ordinary activities. 

stand-alone 
selling price 

The price at which an entity would sell a promised good or service separately to a 
customer. 

transaction 
price 

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. 
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FIVE STEP RECOGNITION APPROACH    
 

The core principle of IFRS 15 is that an entity recognises revenue to depict the transfer of 
promised goods or services to customers in an amount that reflects the consideration to which the 
entity expects to be entitled in exchange for those goods or services. An entity recognises 
revenue in accordance with that core principle by applying the following steps: 

1 Identify the contract(s) with a customer 
The entity would normally treat each contract separately but in certain situation contracts may 
be combined. The key factor is “price interdependence”. 

2 Identify the performance obligations (PO) in the contract 
Each PO is accounted for separately only if the promised goods or services are distinct. A 
good or service is considered ‘distinct’ it is, or could be, sold separately because it has distinct 
function for customer and is separately identifiable from other promises in the contract. 

3 Determine the transaction price (TP) 
The TP is the amount of consideration in a contract to which an entity expects to be entitled in 
exchange for transferring promised goods or services to a customer. The TP can be a fixed 
amount of customer consideration, but it may sometimes include variable consideration or 
consideration in a form other than cash. The TP is also adjusted for the effects of the time 
value of money if the contract includes a significant financing component and for any 
consideration payable to the customer. If the consideration is variable, an entity estimates the 
amount of consideration to which it will be entitled in exchange for the promised goods or 
services. The estimated amount of variable consideration will be included in the TP only to the 
extent that it is highly probable that a significant reversal in the amount of cumulative revenue 
recognised will not occur when the uncertainty associated with the variable consideration is 
subsequently resolved. 

4 Allocate the TP to the PO in the contract 
An entity typically allocates the TP to each PO on the basis of the relative stand-alone selling 
prices of each distinct good or service promised in the contract. If a stand-alone selling price 
is not observable, an entity estimates it. Sometimes, the TP includes a discount or a variable 
amount of consideration that relates entirely to a part of the contract. 

5 Recognise revenue when (or as) the entity satisfies a PO 
An entity recognises revenue when (or as) it satisfies a PO by transferring a promised good or 
service to a customer (which is when the customer obtains control of that good or service). 
The amount of revenue recognised is the amount allocated to the satisfied PO. A PO may be 
satisfied at a point in time (typically for promises to transfer goods to a customer) or over time 
(typically for promises to transfer services to a customer). 
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STEP 1: IDENTIFY THE CONTRACT(S) WITH A CUSTOMER   
 

Criteria 

An entity shall account for a contract with a customer under IFRS 15 only 
when all of the following criteria are met: 
(a) the parties to the contract have approved the (binding) contract;  
(b) the entity can identify each party’s rights regarding the goods or services 

to be transferred; 
(c) the entity can identify the payment terms for the goods or services to be 

transferred; 
(d) the contract has commercial substance; and 
(e) it is probable that the entity will collect the consideration considering only 

the customer’s ability and intention to pay that amount of consideration 
when it is due.  

Reassessment 
of criteria 

If a contract with a customer meets the criteria above at contractinception, an 
entity shall not reassess those criteria unless there is an indication of a 
significant change in facts and circumstances.  
 
For example, if a customer’s ability to pay the consideration deteriorates 
significantly, an entity would reassess whether it is probable that the entity will 
collect the consideration to which the entity will be entitled in exchange for the 
remaining goods or services that will be transferred to the customer. 

Consideration 
received in 
advance 

When a contract with a customer does not meet the above criteria and an 
entity receives consideration from the customer, the entity shall recognise the 
consideration received as revenue only when either of the following events 
has occurred: 
(a) the entity has no remaining obligations to transfer goods or services to 

the customer and all, or substantially all, of the consideration promised 
by the customer has been received by the entity and is non-refundable; 
or 

(b) the contract has been terminated and the consideration received from 
the customer is non-refundable. 

 
An entity shall recognise the consideration received from a customer as a 
liability until one of the above-mentioned events occurs or until the recognition 
criteria are subsequently met. 

Combination of 
contracts 

An entity shall combine two or more contracts entered into at or near the same 
time with the same customer (or related parties of the customer) and account 
for the contracts as a single contract if one or more of the following criteria are 
met: 
(a) the contracts are negotiated as a package with a single commercial 

objective; 
(b) the amount of consideration to be paid in one contract depends on the 

price or performance of the other contract; or 
(c) the goods or services promised in the contracts (or some goods or 

services promised in each of the contracts) are a single PO. 
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CONTRACT MODIFICATIONS 
A contract modification is a change in the scope or price (or both) of a contract that is approved by 
the parties to the contract. 

Modification is separate contract NOT a separate contract 

An entity shall account for a contract 
modification as a separate contract if 
both of the following conditions are 
present: 
(a) the scope of the contract 

increases because of the 
addition of promised goods or 
services that are distinct; and 

(b) the price of the contract 
increases by an amount of 
consideration that reflects the 
entity’s stand-alone selling prices 
of the additional promised goods 
or services and any appropriate 
adjustments to that price to 
reflect the circumstances of the 
particular contract. 

 
Accounting treatment 
Original contract is recognised as it is, 
and modification is recognised as a 
separate contract. 

OTHERWISE 
 
Accounting treatment 
For the remaining goods or services that are distinct  
An entity shall account for the contract modification as if 
it were a termination of the existing contract and the 
creation of a new contract. 
 
The amount of consideration to be allocated to the 
remaining POs is equal to unearned revenue under 
previous arrangment + additional revenue from 
modification 
 
For the remaining goods or services that are NOT 
distinct  
The effectthat the contract modification has on the TP, 
and on the entity’s measure of progress towards 
complete satisfaction of the PO, is recognised as an 
adjustment to revenue  (either as an increase in or a 
reduction of revenue) at the date of the contract 
modification (ie the adjustment to revenue is made on a 
cumulative catch-up basis). 
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STEP 2: IDENTIFY PERFORMANCE OBLIGATIONS (PO)   

 

At contract inception, an entity shall assess the goods or services promised in a contract with a 
customer and shall identify as a PO each promise to transfer to the customer either: 

a good or service (or a bundle of goods or 
services) that is distinct. 

a series of distinct goods or services that are 
substantially the same and that have the same 
pattern of transfer to the customer. 

A good or service that is promised to a 
customer is distinct if both of the following 
criteria are met: 
(a) the customer can benefit from the 

good or service either on its own or 
together with other resources that are 
readily available to the customer; and 

(b) the entity’s promise to transfer the 
good or service to the customer is 
separately identifiable from other 
promises in the contract. 

A series of distinct goods or services has the same 
pattern of transfer to the customer if both of the 
following criteria are met: 
(a) each distinct good or service in the series 

that the entity promises to transfer to the 
customer would be a “PO satisfied over 
time”; and 

(b) the same method would be used to 
measure the entity’s progress towards 
complete satisfaction of the PO. 

If a promised good or service is not distinct, an entity shall combine that good or service with 
other promised goods or services until it identifies a bundle of goods or services that is distinct. 
In some cases, that would result in the entity accounting for all the goods or services promised 
in a contract as a single PO. 

Promises in contracts with customers include explicit and implied promises.  
 
POs do not include activities that an entity must undertake to fulfil a contract unless those 
activities transfer a good or service to a customer. For example, a services provider may need to 
perform various administrative tasks to set up a contract. 
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STEP 3: DETERMINING THE TRANSACTION PRICE   

 

Requirement 

An entity shall consider the terms of the contract and its customary business 
practices to determine the TP. The TP 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. 

Factors to be 
considered 

The nature, timing and amount of consideration promised by a customer affect 
the estimate of the TP. When determining the TP, 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 in the contract; 
(d) non-cash consideration; and 
(e) consideration payable to a customer. 

 

VARIABLE CONSIDERATION 
An amount of consideration can vary because of discounts, rebates, refunds, credits, price 
concessions, incentives, performance bonuses, penalties or other similar items. 
The promised consideration can also vary if an entity’s entitlement to the consideration is 
contingent on the occurrence or non-occurrence of a future event. For example, an amount of 
consideration would be variable if either a product was sold with a right of return. 

Estimation 
methods 

An entity shall estimate an amount of variable consideration by using either of the 
following methods, depending on which method the entity expects to better 
predict the amount of consideration to which it will be entitled: 
(a) the expected value 
(b) the most likely amount 

Consistency 
An entity shall apply one method consistently throughout the contract when 
estimating the effect of an uncertainty on an amount of variable consideration to 
which the entity will be entitled. 

Refund 
liabilities 

A refund liability is measured at the amount of consideration received (or 
receivable) for which the entity does not expect to be entitled (ie amounts not 
included in the TP). 

 

CONSTRAINING ESTIMATES OF VARIABLE CONSIDERATION 
An entity shall include in the TP some or all of an amount of variable consideration estimated as 
above only to the extent that it is highly probable that a significant reversal in the amount of 
cumulative revenue recognised will not occur when the uncertainty associated with the variable 
consideration is subsequently resolved. 

Factors 
affecting 
revenue reversal 

Factors that could increase the likelihood or the magnitude of a revenue 
reversal 
include, but are not limited to, any of the following: 
(a) the amount of consideration is highly susceptible to factors outside the 

entity’s influence. Those factors may include volatility in a market, the 
judgement or actions of third parties, weather conditions and a high risk 
of obsolescence of the promised good or service. 

(b) the uncertainty about the amount of consideration is not expected to be 
resolved for a long period of time. 

(c) the entity’s experience (or other evidence) with similar types of 
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contracts is limited, or that experience (or other evidence) has limited 
predictive value. 

(d) the entity has a practice of either offering a broad range of price 
concessions or changing the payment terms and conditions of similar 
contracts in similar circumstances. 

(e) the contract has a large number and broad range of possible 
consideration amounts. 

Reassessment 

At the end of each reporting period, an entity shall update the estimated TP 
(including updating its assessment of whether an estimate of variable 
consideration is constrained) to represent faithfully the circumstances present 
at the end of the reporting period and the changes in circumstances during the 
reporting period. 

 

THE EXISTENCE OF 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 to the 
contract. 

Factors to be 
considered 

An entity shall consider all relevant facts and circumstances in assessing 
whether a contract contains a financing component and whether that financing 
component is significant to the contract, including both of the following: 
(a) the difference, if any, between the amount of promised consideration and 

the cash selling price of the promised goods or services; and 
(b) the combined effect of both of the following: 

(i) the expected length of time between when the entity transfers the 
promised goods or services to the customer and when the customer 
pays for those goods or services; and 

(ii) the prevailing interest rates in the relevant market. 

No significant 
financing 
component 

A contract with a customer would not have a significant financing component if 
any of the following factors exist: 
(a) the customer paid for the goods or services in advance and the timing of 

the transfer of those goods or services is at the discretion of the customer. 
(b) a substantial amount of the consideration promised by the customer is 

variable and the amount or timing of that consideration varies on the basis 
of the occurrence or non-occurrence of a future event that is not 
substantially within the control of the customer or the entity (for example, 
if the consideration is a sales-based royalty). 

(c) the difference between the promised consideration and the cash selling 
price of the good or service arises for reasons other than the provision of 
finance.  

Less than one 
year 

As a practical expedient, an entity need not adjust the promised amount of 
consideration for the effects of a significant financing component if the entity 
expects, at contract inception, that the period between when the entity transfers 
a promised good or service to a customer and when the customer pays for that 
good or service will be one year or less. 

 
  



IFRS 15  Summary Notes 

Page 8 of 21 (kashifadeel.com) 
 

NON-CASH CONSIDERATION 

An entity shall measure the non-cash consideration (or promise of non-cash consideration) at fair 
value i.e. fair value of consideration received. 
 
If an entity cannot reasonably estimate the fair value of the non-cash consideration, the entity shall 
measure the consideration indirectly by reference to the stand-alone selling price of the goods or 
services promised to the customer (or class of customer) in exchange for the consideration. i.e. 
fair value of goods or services promised. 

 

CONSIDERATION PAYABLE TO A CUSTOMER 

Consideration payable to a customer also includes credit or other items (for example, a coupon or 
voucher) that can be applied against amounts owed to the entity (or to other parties that purchase 
the entity’s goods or services from the customer).  
 
An entity shall account for consideration payable to a customer as a reduction of the TP and, 
therefore, of revenue. 
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STEP 4: ALLOCATING THE TRANSACTION PRICE   

 

The objective when allocating the TP is for an entity to allocate the TP to each PO (or distinct good 
or service) in an amount that depicts the amount of consideration to which the entity expects to be 
entitled in exchange for transferring the promised goods or services to the customer. 

Allocation 
based on 
stand-alone 
selling prices 

The stand-alone selling price is the price at which an entity would sell a 
promised good or service separately to a customer. 
 
Suitable methods for estimating the stand-alone selling price of a good or 
service include, but are not limited to, the following: 
(a) Adjusted market assessment approach 
(b) Expected cost plus a margin approach 
(c) Residual approach 
 
A combination of methods may need to be used to estimate the stand-alone 
selling prices of the goods or services promised in the contract 

Allocation of a 
discount 

Except when an entity has observable evidence that the entire discount relates 
to only one or more, but not all, POs in a contract, the entity shall allocate a 
discount proportionately to all POs in the contract. 

Allocation of 
variable 
consideration 

Variable consideration that is promised in a contract may be attributable to the 
entire contract or to a specific part of the contract 

Change in TP 
An entity shall allocate to the POs in the contract any subsequent changes in 
the TP on the same basis as at contract inception. 
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STEP 5: SATISFACTION OF PERFORMANCE OBLIGATIONS   

 

An entity shall recognise revenue when (or as) the entity satisfies a PO by transferring a promised 
good or service (ie an asset) to a customer. An asset is transferred when (or as) the customer 
obtains control of that asset. 

Satisfaction over time Satisfaction at a point of time 

An entity transfers control of a good or service 
over time and, therefore, satisfies a PO and 
recognises revenue over time, if one of the 
following criteria is met: 
(a) the customer simultaneously receives and 

consumes the benefits provided by the 
entity’s performance as the entity 
performs; 

(b) the entity’s performance creates or 
enhances an asset (for example, work in 
progress) that the customer controls as 
the asset is created or enhanced; or 

(c) the entity’s performance does not create 
an asset with an alternative use to the 
entity and the entity has an enforceable 
right to payment for performance 
completed to date. 

To determine the point in time at which a 
customer obtains control of a promised asset 
and the entity satisfies a PO, the entity shall 
consider the requirements for control. In 
addition, an entity shall consider indicators of 
the transfer of control, which include, but are 
not limited to, the following: 
(a) The entity has a present right to 

payment for the asset. 
(b) The customer has legal title to the asset. 
(c) The entity has transferred physical 

possession of the asset. 
(d) The customer has the significant risks 

and rewards of ownership of the asset. 
(e) The customer has accepted the asset. 
 

 

MEASURING THE PROGRESS TOWARDS COMPLETE SATISFACTION 

Consistency 
An entity shall apply a single method of measuring progress for each PO 
satisfied over time and the entity shall apply that method consistently to similar 
POs and in similar circumstances. 

Year end 
At the end of each reporting period, an entity shall remeasure its progress 
towards complete satisfaction of a PO satisfied over time and any adjustment is 
considered change in accounting estimate. 

Methods 

Appropriate methods of measuring progress include output methods and input 
methods. Output methods focus on value to the customer and include methods 
such as surveys of performance completed to date, appraisals of results 
achieved, milestones reached, time elapsed and units produced or units 
delivered. Input methods recognise revenue on the basis of the entity’s efforts 
or inputs to the satisfaction of a PO (for example, resources consumed, labour 
hours expended, costs incurred, time elapsed or machine hours used) relative to 
the total expected inputs to the satisfaction of that PO. 
 
When applying a method for measuring progress, an entity shall exclude from 
the measure of progress any goods or services for which the entity does not 
transfer control to a customer. 

Reasonable 
measures of 
progress 

In some circumstances (for example, in the early stages of a contract), an entity 
may not be able to reasonably measure the outcome of a PO, but the entity 
expects to recover the costs incurred in satisfying the PO. In those 
circumstances, the entity shall recognise revenue only to the extent of the 
costs incurred until such time that it can reasonably measure the outcome of 
the PO. 
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CONTRACT COSTS   

 

Incremental 
costs 

An entity shall recognise as an asset the incremental costs of obtaining a 
contract with a customer if the entity expects to recover those costs. 
 
The incremental costs of obtaining a contract are those costs that an entity 
incurs to obtain a contract with a customer that it would not have incurred if the 
contract had not been obtained (for example, a sales commission). 

Non-
incremental 
costs 

Costs to obtain a contract that would have been incurred regardless of whether 
the contract was obtained shall be recognised as an expense when incurred, 
unless those costs are explicitly chargeable to the customer regardless of 
whether the contract is obtained. 

Less than one 
year life 

As a practical expedient, an entity may recognise the incremental costs of 
obtaining a contract as an expense when incurred if the amortisation period of 
the asset that the entity otherwise would have recognised is one year or less. 

Cost to fulfill a 
contract 

If the costs incurred in fulfilling a contract with a customer are not within the 
scope of another Standard (for example, IAS 2, IAS 16, or IAS 38), an entity 
shall recognise an asset from the costs incurred to fulfil a contract only if those 
costs meet all of the following criteria: 
(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 to be 
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 generate or enhance resources of the entity that will be used in 
satisfying (or in continuing to satisfy) POs in the future; and 

(c) the costs are expected to be recovered. 

Amortisation 
An asset recognised for contract costs shall be amortised on a systematic 
basis that is consistent with the transfer to the customer of the goods or 
services to which the asset relates. 

Impairment 

An entity shall recognise an impairment loss in profit or loss to the extent that the 
carrying amount of an asset recognised exceeds: 
(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 recognised as expenses. 
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EXAMPLE: IAS 18 vs IFRS 15 

Qfone is local mobile operator. Qfone is offering the following post-paid package (12 month plan) 
to its customers: 

(a) A free handset of Qfone model S650 at inception of contract 
(b) Quarterly fixed charges $800 payable in arrears for upto 4,000 minutes talktime and 20,000 

SMS. 
 
Qfone sells the same handset for $1,200 (the handset costs Qfone $1,000) and the same 
quarterly post-paid packages without handset for $700 per month. 
 
Q fone bought a handset and sold one package on 1 January 2015. The year end is June 30. 
Ignore the price of sim kit, and assume that customer does not use minutes and SMS in excess of 
plan limit. 
 
Required: 
How the above would be journalized under IAS 18 and IFRS 15? 
 

ANSWER 

 
IAS 18 – Journal Entries 

Date Particulars Dr. $ Cr. $ 

01.01.15 Inventory 1,000  
  Bank  1,000 
 (purchase of handset)   

01.01.15    
    
 (on delivery of handset no entry is passed as revenue is 

0) 
  

01.01.15 COS (PL) 1,000  
  Inventory  1,000 
 (on delivery of handset it is charged as expense)   

31.03.15 Bank 800  
  Revenue – Network services  800 
 (Quarterly charges of network services)   

30.06.15 Bank 800  
  Revenue – Network services  800 
 (Quarterly charges of network services)   

30.09.15 Bank 800  
  Revenue – Network services  800 
 (Quarterly charges of network services)   

31.12.15 Bank 800  
  Revenue – Network services  800 
 (Quarterly charges of network services)   

 
SPL (extracts) IAS 18 2015 2016 
 $ $ 
Revenue – sale of handset 0  
Revenue – sale of network services 1,600 1,600 
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IFRS 15 – Technique applied 

1 Identify the contract(s) with a customer 
There is only one contract with customer.  

2 Identify the performance obligations (PO) in the contract 
There are two PO in the contract: (a) delivery of handset (b) provision of network services 

3 Determine the transaction price (TP) 
The TP is $800 x 4 quarters = $3,200 

4 Allocate the TP to the PO in the contract 
Stand alone selling price of handset $1,200 
Stand alone selling price of network services $700 x 4 quarters = $2,800 
Total of stand alone prices $1,200 + $2,800 = $4,000 
 
Relative selling price of handset $3,200 x 1,200 / 4,000 = $960 
Relative selling price of network services $3,200 x 2,800 / 4,000 = $2,240 or $560 per quarter 

5 Recognise revenue when (or as) the entity satisfies a PO 
Revenue from hand set shall be recognised at the point of time the hand set is delivered. 
Revenue from network services shall be recognised over the year as the services progress. 

 
IFRS 15 – Journal entries 

Date Particulars Dr. $ Cr. $ 

01.01.15 Inventory 1,000  
  Bank  1,000 
 (purchase of handset)   

01.01.15 Receivable 960  
  Revenue – Handset  960 
 (on delivery of handset)   

01.01.15 COS (PL) 1,000  
  Inventory  1,000 
 (on delivery of handset it is charged as expense)   

31.03.15 Bank 800  
  Receivable  240 
  Revenue – Network services  560 
 (Quarterly charges of network services)   

30.06.15 Bank 800  
  Receivable  240 
  Revenue – Network services  560 
 (Quarterly charges of network services)   

30.09.15 Bank 800  
  Receivable  240 
  Revenue – Network services  560 
 (Quarterly charges of network services)   

31.12.15 Bank 800  
  Receivable  240 
  Revenue – Network services  560 
 (Quarterly charges of network services)   

 
SPL (extracts) IFRS 15 2015 2016 
 $ $ 
Revenue – sale of handset 960  
Revenue – sale of network services 1,120 1,120 
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QUESTION – 1: CONTRACT MODIFICATIONS 

On 1 January 2015, SL promises to sell 120 products to CL for $12,000 ($100 per product). The 
products are to be transferred equally on January 31 and February 28. CL paid $12,000 on 
inception of contract. 
 
The 60 products were delivered on January 31. 
 
On February 15, the contract is modified to require the delivery of an additional 30 products  to CL 
on March 10. CL paid additional amount on modification date i.e. Feb 15, 2015.  
 
Situation 1 
The price of the contract modification for the additional 30 products is an additional $2,850 or $95 
per product. The pricing for the additional products reflects the stand-alone selling price of the 
products and the additional products are distinct from the original products. 
 
Situation 2 
The parties initially agree on a price of $80 per product. However, the customer discovers that the 
initial 60 products transferred to the customer contained minor defects that were unique to those 
delivered products. The entity promises a partial credit of $15 per product to compensate the 
customer for the poor quality of those products. The entity and the customer agree to incorporate 
the credit of $900 ($15 credit × 60 products) into the price that the entity charges for the additional 
30 products.  
 
Required: 
Pass Journal entries. 
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ANSWER – 1  

Situation 1  
This is separate contract that does not affect accounting for existing contract. 

Date Particulars Dr. $ Cr. $ 

01.01.15 Bank 12,000  
  Advance (Unearned revenue)  12,000 
 (cash received from customer)   

31.01.15 Advance (Unearned revenue) 6,000  
  Revenue  6,000 
 (on delivery of first 60 items)   

15.02.15 Bank 2,850  
  Advance (Unearned revenue)  2,850 
 (cash received from customer for additional items)   

28.02.15 Advance (Unearned revenue) 6,000  
  Revenue  6,000 
 (on delivery of next 60 items)   

10.03.15 Advance (Unearned revenue) 2,850  
  Revenue  2,850 
 (on delivery of additional 30 items)   

 
Situation 2  
It is termination of original contract and creation of new one. 

Date Particulars Dr. $ Cr. $ 

01.01.15 Bank 12,000  
  Advance (Unearned revenue)  12,000 
 (cash received from customer)   

31.01.15 Advance (Unearned revenue) 6,000  
  Revenue  6,000 
 (on delivery of first 60 items)   

15.02.15 Bank 1,500  
 Revenue (reversed) 900  
  Advance (Unearned revenue)  2,400 
 (cash received from customer for additional items)   

28.02.15 Advance (Unearned revenue) 5,600  
  Revenue  5,600 
 (on delivery of next 60 items)(6000 + 2400)/90 items x 60   

10.03.15 Advance (Unearned revenue) 2,800  
  Revenue  2,800 
 (on delivery of 30 items) (6000 + 2400)/90 items x 30   
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QUESTION – 2: DISTINCT GOODS OR SERVICES 

Case A 
An entity, a software developer, enters into a contract with a customer to transfer a software 
licence, perform an installation service and provide unspecified software updates and technical 
support (online and telephone) for a two-year period. The entity sells the licence, installation 
service and technical support separately. The installation service includes changing the web 
screen for each type of user (for example, marketing, inventory management and information 
technology). The installation service is routinely performed by other entities and does not 
significantly modify the software. The software remains functional without the updates and the 
technical support. 
 
The entity observes that the software is delivered before the other goods and services and 
remains functional without the updates and the technical support. Thus, the entity concludes that 
the customer can benefit from each of the goods and services either on their own or together with 
the other goods and services that are readily available. 
 
The entity also considers and determines that the promise to transfer each good and service to the 
customer is separately identifiable from each of the other promises.  In particular, the entity 
observes that the installation service does not significantly modify or customise the software itself 
and, as such, the software and the installation service are separate outputs promised by the entity 
instead of inputs used to produce a combined output. 
 
Case B 
The promised goods and services are the same as in Case A, except that the contract specifies 
that, as part of the installation service, the software is to be substantially customised to add 
significant new functionality to enable the software to interface with other customised software 
applications used by the customer. The customised installation service can be provided by other 
entities. 
 
The entity is using the licence and the customised installation service as inputs to produce the 
combined output (ie a functional and integrated software system) specified in the contract. In 
addition, the software is significantly modified and customised by the service. Although the 
customised installation service can be provided by other entities, the entity determines that within 
the context of the contract, the promise to transfer the licence is not separately identifiable from 
the customized installation service.  
 
The entity concludes that the software updates and technical support are distinct from the other 
promises in the contract. This is because the customer can benefit from the updates and technical 
support either on their own or together with the other goods and services that are readily available 
and because the promise to transfer the software updates and the technical support to the 
customer are separately identifiable from each of the other promises. 
 
Required: 
Identify performance obligations. 
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ANSWER – 2  

CASE A—Distinct goods or services 
On the basis of this assessment, the entity identifies four performance obligations in the contract 
for the following goods or services: 
(a) the software licence; 
(b) an installation service; 
(c) software updates; and 
(d) technical support. 
 
Case B—Significant customisation 
The software licence and the customised installation service are not distinct. On the basis of this 
assessment, the entity identifies three performance obligations in the contract for the following 
goods or services: 
(a) customised installation service (that includes the software licence); 
(b) software updates; and 
(c) technical support. 
 
 
  



IFRS 15  Summary Notes 

Page 18 of 21 (kashifadeel.com) 
 

QUESTION – 3: ASSESSMENT OF SATISFACTION TIME 

An entity is developing a multi-unit residential complex. A customer enters into a binding sales 
contract with the entity for a specified unit that is under construction. Each unit has a similar floor 
plan and is of a similar size, but other attributes of the units are different (for example, the location 
of the unit within the complex). 
 
Case A—Entity does not have an enforceable right to payment for performance completed 
to date 
The customer pays a deposit upon entering into the contract and the deposit is refundable only if 
the entity fails to complete construction of the unit in accordance with the contract. The remainder 
of the contract price is payable on completion of the contract when the customer obtains physical 
possession of the unit. If the customer defaults on the contract before completion of the unit, the 
entity only has the right to retain the deposit. 
 
Case B—Entity has an enforceable right to payment for performance completed to date 
The customer pays a non-refundable deposit upon entering into the contract and will make 
progress payments during construction of the unit. The contract has substantive terms that 
preclude the entity from being able to direct the unit to another customer. In addition, the customer 
does not have the right to terminate the contract unless the entity fails to perform as promised. If 
the customer defaults on its obligations by failing to make the promised progress payments as and 
when they are due, the entity would have a right to all of the consideration promised in the contract 
if it completes the construction of the unit. The courts have previously upheld similar rights that 
entitle developers to require the customer to perform, subject to the entity meeting its obligations 
under the contract. 
 
Case C—Entity has an enforceable right to payment for performance completed to date 
The same facts as in Case B apply to Case C, except that in the event of a default by the 
customer, either the entity can require the customer to perform as required under the contract or 
the entity can cancel the contract in exchange for the asset under construction and an entitlement 
to a penalty of a proportion of the contract price. 
 
Required:  
Discuss your assessment whether the performance obligation is satisfied over at a point in time or 
over time. 
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ANSWER – 3  

Case A—Entity does not have an enforceable right to payment for performance completed 
to date 
Because the entity does not have a right to payment for work completed to date, the entity’s 
performance obligation is not a performance obligation satisfied over time. Instead, the entity 
accounts for the sale of the unit as a performance obligation satisfied at a point in time. 
 
Case B—Entity has an enforceable right to payment for performance completed to date  
The entity determines that the asset (unit) created by the entity’s performance does not have an 
alternative use to the entity because the contract precludes the entity from transferring the 
specified unit to another customer. The entity also has a right to payment for performance 
completed to date. This is because if the customer were to default on its obligations, the entity 
would have an enforceable right to all of the consideration promised under the contract if it 
continues to perform as promised. 
 
Therefore, the terms of the contract and the practices in the legal jurisdiction indicate that there is 
a right to payment for performance completed to date. The entity has a performance obligation 
that it satisfies over time.  
 
In the construction of a multi-unit residential complex, the entity may have many contracts with 
individual customers for the construction of individual units within the complex. The entity would 
account for each contract separately.  
 
Case C—Entity has an enforceable right to payment for performance completed to date 
Notwithstanding that the entity could cancel the contract (in which case the customer’s obligation 
to the entity would be limited to transferring control of the partially completed asset to the entity 
and paying the penalty prescribed), the entity has a right to payment for performance completed to 
date because the entity could also choose to enforce its rights to full payment under the contract. 
 
The fact that the entity may choose to cancel the contract in the event the customer defaults on its 
obligations would not affect that assessment. 
 
Therefore, the terms of the contract and the practices in the legal jurisdiction indicate that there is 
a right to payment for performance completed to date. The entity has a performance obligation 
that it satisfies over time.  
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QUESTION – 4: ESTIMATING VARIABLE CONSIDERATION 

An entity enters into a contract with a customer to build a customised asset. The promise to 
transfer the asset is a performance obligation that is satisfied over time. The promised 
consideration is $2.5 million, but that amount will be reduced or increased depending on the timing 
of completion of the asset. 
 
Specifically, for each day after 31 March 20X7 that the asset is incomplete, the promised 
consideration is reduced by $10,000. For each day before 31 March 20X7 that the asset is 
complete, the promised consideration increases by $10,000. 
 
In addition, upon completion of the asset, a third party will inspect the asset and assign a rating 
based on metrics that are defined in the contract. If the asset receives a specified rating, the entity 
will be entitled to an incentive bonus of $150,000. 
 
Required: 
(a) Which method of estimation should be used for each component of variable consideration. 
(b) Calculate the transaction price if entity estimates 60% chances that there will be delay of 

two days (40% chance that it will build on due date) and 70% chances that specified rating 
shall be received. 

(c) Calculate the transaction price if entity estimates 35% chances to build 5 days before due 
date, 40% chances to build on due date and 25% chances that delay of two days will be 
made. There is 45% chance that specified rating shall be received. 
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ANSWER – 4 

Part (a) 
The entity decides to use the expected value method to estimate the variable consideration 
associated with the daily penalty or incentive (ie $2.5 million, plus or minus $10,000 per day). This 
is because it is the method that the entity expects to better predict the amount of consideration to 
which it will be entitled. 

 
The entity decides to use the most likely amount to estimate the variable consideration associated 
with the incentive bonus. This is because there are only two possible outcomes ($150,000 or $0) 
and it is the method that the entity expects to better predict the amount of consideration to which it 
will be entitled. 
 
Part (b)  $ 
2,500,000 x 40%  1,000,000 
(2,500,000 - 20,000) x 60%  1,488,000 
   
150,000   150,000 

  2,638,000 

 
Part (c)  $ 
2,500,000 x 40%  1,000,000 
(2,500,000 + 50,000) x 35%  892,500 
(2,500,000 - 20,000) x 25%  620,000 
   
150,000   0 

  2,512,500 

 
 
 
 
 

 
Dated: 25 June 2017 


