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QUESTION 1 – IFRS 15 (ICAP CAF5 S17) 
 

(a) Define the term ‘performance obligation’ and state the criteria which should be met if goods 
or services promised to a customer are to be considered as distinct.   (04) 

 
(b) ECL has entered into a contract with Kashif Builders for construction of a residential project, 

including supply of construction material, architectural services, engineering and site 
clearance. ECL and its competitors provide such services separately also.  (03) 

 
(c) eSolutions Limited, a software developer, entered into a two year contract with a customer 

to provide software license including future software updates and post implementation 
support services. The software license would remain functional even if the updates and 
post implementation support services are discontinued.    (03) 

 
Required: 
In view of the requirements of IFRS 15 ‘Revenue from Contracts with Customers’, discuss whether 
(for (b) and (c) above) goods and services provided in each of the above contracts represent a 
single performance obligation. 
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ANSWER 1 – IFRS 15 (ICAP CAF5 S17) 
 
Part (a) Performance obligation  
Performance obligation is 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  
 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 is distinct if both of the following criteria are met:  
 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  
 the entity’s promise to transfer the good or service is separately identifiable from other 

promises in the contract.  
 
Part (b)   
The different services being performed under the contract are separately identifiable but the 
customer cannot benefit from a services separately from the other.  
 
Based on this, ECL should account for services in the contract as a single performance obligation.  
 
Part (c) 
Transfer of software license, software updates and support services are distinct. However, the 
software license is delivered before the other services and remains functional without updates and 
technical support. Further, the customer can benefit from each of the services either on their own 
or together with other services that are readily available. Thus, the entity’s promise to transfer the 
good or service is separately identifiable from other promises in the contract.  
 
Based on the above, the contract should not be accounted for as a single performance obligation.  

 
 


