
IFRS 15 – Revenue from 
contracts with customers 
 



The new rules on revenue recognition have the potential to trigger 

changes across your business. 

 

Systems Impact: billings ≠ revenue 

Most systems are set up to draw 

revenue numbers directly from the 

billing system. Under the new 

standard, information form the 

contract that lie behind the billings 

will need to be analysed in order to 

determine the separable elements of 

the contract and the revenue to be 

recognised from those elements. 

Interfaces between customer 

relationship management, sales and 

distribution, and the general ledger 

may be impacted and previously 

automated process may now require 

intervention. 

? 
Tax: The timing of cash tax 

payments could be affected, for 

example, you recognise revenue 

sooner than in the past. 

Investor relations: Stakeholders may 

want to understand how revenue 

recognition has changed and affect 

company’s financial picture.  

 

Companies also need to be more 

transparent and deeper in disclosing 

revenue recognition policy and 

arrangements. Contracts: You may need to restructure customer 

agreements and re-negotiate debt covenants or earn-out 

arrangements to maintain the original intent.  

Controls and processes: The standard requires you to 

make more estimates, judgements, and disclosures, 

calling for new controls and processes. 

IFRS 15 



STEP 1 Identify the 
contract with the customer  

Five-step Model Framework 

• Paragraph 9 lists the criteria which must all be met to qualify as a contract with a customer 

• Entities will need to consider whether the contract should be combined with other contracts for 

accounting purposes 



Five-step Model Framework (cont’d) 

• An entity will typically identify all the distinct goods or services, or contract deliverables, which have 

been promised. They may be implicitly or explicitly promised in a contract – these are “performance 

obligations” 

• A good or service promised is distinct, if the good or service is capable of being distinct and the promise 

to transfer the good or service is distinct within the context of the contract. 

STEP 2 Identify the 
performance obligations in 
the contract 



Five-step Model Framework (cont’d) 

• IFRS 15 typically bases revenue on the amount to which an entity expects to be entitled rather than 

the amount that it expects ultimately to collect (includes both fixed and variable consideration) 

• Variable consideration will only be included in the transaction price to the extent that an entity 

expects it to be “highly probable” that the resolution of the associated uncertainty would not result in a 

significant revenue reversal (the “constraint”)  

STEP 3 Determine the 
transaction price  

5 



Five-step Model Framework (cont’d) 

• After determining the transaction price at Step 3, Step 4 specifies how that transaction price is 

allocated between the different performance obligations identified in Step 2.  

• Previously, IFRSs included very little in the way of requirements on this topic, whereas IFRS 15 is 

reasonably prescriptive.  

STEP 4 Allocate the 
transaction price to the 
performance obligations 



Five-step Model Framework (cont’d) 

• The final step is to determine, for each performance obligation, when revenue should be recognised.  

This may be over time or at a point in time.  

• Paragraph 35 outlines the criteria, of which one must be met, for revenue to be recognised over time. 

STEP 5 Recognise revenue 
when (or as) each 
performance obligation is 
satisfied 



Step 1: Identifying the contract 

 

A legally enforceable contract (incl. oral or implied) must meet all of the following requirements: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

A contract is outside the scope if: 

  

Commercial substance. 

Contracts are approved and the 

parties are committed to perform. 

Each party’s rights can be 

identified. 

Payment terms can be identified. 

The contract is wholly unperformed 

 

Each party can unilaterally terminate the 

contract without compensation 

 

It is probable that the entity will 

collect the consideration to which 

it will be entitled. 

AND 



Identify all (incl. implicit) promised goods/services in the contract 

Step 2: Identifying performance obligations 

Is the good/service distinct? 

Can the customer benefit 

from the good or service 

on its own or together 

with other readily 

available resources? 

Is the good or service 

separately identifiable 

from other promises in 

the contract? 

Account for as a separate 

performance obligation 

Combine two or more 

promised goods or 

services 

YES NO 

CAPABLE OF BEING 

DISTINCT 

DISTINCT IN 

CONTEXT OF 

CONTRACT 

AND 



Transaction 
price 

    

  

    

  

The transaction price 

would not be reduced for 

the effects of customer 

credit risk. 

Excluding credit risk 

Variable consideration 
Consideration amount to which an entity 

expects to be entitled in exchange for 

transferring promised goods or services to a 

customer. 

Definition 

The amount is fixed and not 

contingent on the outcome of 

future events.  

Fixed consideration 

• Consideration in a form other than 

cash 

• Shall be measured at FV 

Non-cash consideration 

Significant benefit of financing 

• Estimated and 

potentially constrained 

• e.g., discounts, rebates, 

refunds, etc. 

Step 3: Determining the transaction price 

What is the transaction price?  What does it include?  

Consideration payable  

to customers 

• If identified, leads to adjustment 

in transaction price.  

• Practical expedient available.  

Reduces transaction 

price unless payment is 

made for a distinct 

good/service. 



Determine 
standalone selling 

price 

•Estimate the price if unobservable 

•Acceptable methods：                                                                              

Adjusted market assessment approach                                                        
Expected cost plus a margin approach                                                          
Residual approach  

Allocate the 
transaction price 

•Allocate the transaction price to each performance obligation on a relative 
stand-alone selling price basis. 

•Allocate discounts proportionally to all performance obligations unless 
certain criteria are met. 

•Allocate variable consideration and changes in transaction price to all 
performance obligations unless two criteria are both met. 

•Do not reallocate changes in standalone selling price after inception. 

Step 4: Allocating the transaction price 

Only  allowed  in limited 
circumstances 

Maximize 

the use of 

observable 

inputs and 

apply 

consistently 



Step 5: Recognizing revenue 

The seller’s performance 

creates or enhances an 

asset controlled by the 

customer.  

Performance satisfied over time = Revenue recognized over 

time 

The seller does not create 

an asset that has an 

alternative use to the 

seller and the seller has 

the right to be paid for 

performance to date. 

OR 

Revenue recognized at a point in time  

The customer 

simultaneously receives 

and consumes the benefit 

of the seller’s performance 

as the seller performs. 

IF NOT  

OR 



Step 5: Recognizing Revenue 

Indicators that control transfers include: 

Present right to payment 

Legal title of goods and services 

Transferred physical possession 

Significant risks and rewards of ownership 

The customer has accepted the asset 

Revenue recognized at a point in time  



Identify the 
contract with a 
customer 

Identify the 
performance 
obligations in the 
contract 

Determine the 
transaction price 

Allocate the 
transaction price 
to performance 
obligations 

Recognise 
revenue when 
each performance 
obligation is 
satisfied 

 Collectability 

 

 
Healthcare 

Technology 

 

Unbundling of 

contracts 

 

Telecom 

Software 

Automotive 

Uncertain 

revenue or 

contingent 

revenue 

Life Science 

Consumer & 

Industrial 

Products 

Allocation of 

total revenue to 

the unbundled 

parts 

 

Telecom 

 

Recognition of 

revenue at a 

point in time or 

over time 

Contract 

Manufacturer 

Real estate 

Key impact on revenue recognition 



Cost of contract  

Other considerations 

Costs to obtain a contract 

• Capitalise costs of obtaining a contract if they are incremental and expected  
to be recovered (e.g., sales commissions) 

• Practical expedient: A recognised asset with an amortisation period of less than a year can be 
expensed as incurred. 

Costs to fulfill a contract 

• Costs of fulfilling a contract (other than those costs subject to other standards) would be 
capitalised only when they: 

o Are directly related to the contract 

o Generate or enhance resources that will be used to satisfy obligations, and 

o Are expected to be recovered 

• Costs that relate to satisfied performance obligations (or partially satisfied performance 
obligations) must be expensed when incurred. 

Impairment  

• Recognise immediately if costs are deemed not recoverable* 

 

 

*Under IFRS 15, impairment losses cannot be reversed 

Capitalised costs  

are amortised on 

a systematic basis 

consistent with 

the transfer of 

the related goods 

or services 

Capitalised costs  

are amortised on a 

systematic basis 

consistent with the 

transfer of the 

related goods or 

services 



Other considerations (cont’d) 

 

• Entities must determine whether they are a principal or agent for each specified good or service.  

• If an entity has control of a specified good or service before it is transferred to the customer, the 

entity is presumed to be the principal. 

Recognise revenue in gross amount Recognise revenue in net amount 

Principal 

• Nature of promise is to provide goods or services 

itself. 

• Control of the promised good or service prior to 

transfer to customer should not simply be 

momentary legal title prior to transfer. 

• Indicators of being a principal: 

– The entity has inventory risk 

– The entity has discretion in establishing the 

prices 

– The entity is responsible for fulfilling the 

contract 

Agent  

• Nature of promise is to arrange for the other 

party to provide the goods or services. 

• Does not control promised good or service 

before it is transferred to customer.  

Principal vs. agent 



Other provisions  

Contract 
modifications  

Licensing 

Warranties 



Contract modifications 

Account for the modification as a 

separate contract. 

YES 

Are all of the remaining goods and 

services distinct? 

Account for these in a manner consistent 

with the objectives discussed above 

(combination of prospective and 

retrospective).  

NO 

Account for the modification as the 
termination of the original contract 
and the creation of a new contract 

(prospective impact). 

Account for the modification as part of the original 
contract by assessing its impact on the measure of 

progress through the contract and adjusting 
cumulative revenue if necessary  

(retrospective impact).  

NO 

NO 

YES 

Are any of  

the remaining goods and 

services distinct? 

YES 

Has the modification been approved? Do not account for the modification 

until it is approved 

NO 

YES 

Does the modification  

add distinct goods / services, and  

does the increase in price reflect their 

standalone selling price? 

 



Warranties 

Does the customer have an 

option to purchase the 

warranty separately? 

Account for it as a separate 

performance obligation 

NO 

Does the warranty provide 

a service in addition to 

assurance of compliance 

with laws and regs? 

YES 
The service element of the 

warranty should be accounted 
for as a separate performance 

obligation. 

Account for as a cost accrual in 

accordance with IAS 37. 

YES 

NO 

Revenue allocated to warranty 

is recognized over warranty 

period. 

Note: If entity is unable to 

account for the service element 

separately from assurance 

element = Account as a Single 

Performance Obligation. 



Disclosure not required for interim reporting 

  
Disclosures 

Disaggregation of 

revenue 

Information about 

contract balances 

Contract costs 

Information about 

performance 

obligations 

Description of 

significant 

judgments 

Policy decisions – 

time value of money 

& costs to obtain a 

contract 

Transaction price, 

allocation methods 

and assumptions 

Remaining 

performance 

obligations 

Disclosures about contracts with  

customers 

Disclosures about significant judgments 

and estimates 

Other required disclosures 

Interim 

disclosures 



  

Examples of revenue disaggregation 

Type of good 

or service 

Geographical 

region 

Market or type 

of customer 

Sales channel 

Timing of 

transfer of 

good/service 

Contract 

duration 

Type of 

contract 

Disclosures (cont’d) 



Transition methods 

 

 

 

 

 

1 January 2018 
Initial application year 

2018 
Current year 

2017 
Prior year 1 

New Contracts IFRS 15 

Existing Contracts IFRS 15 + Cumulative catch up Existing IFRS  

Completed Contracts Existing IFRS 

1 January 2018 
Initial application year 

2018 
Current year 

2017 
Prior year 1 

2017 
Opening B/S 

New Contracts IFRS 15 

Existing Contracts IFRS 15 IFRS 15 IFRS 15 

Cumulative catch-up 

Cumulative catch-up 

Additional disclosures are required:  

1. The amount by which each financial statement line item is affected in the current year as a result of applying the 

revenue standard (as compared to the previous revenue guidance) 

2. A qualitative explanation of the significant changes between the reported results under the revenue standard and 

the previous revenue guidance 

Modified method 

Full retrospective method – Practical expedients available 

UPDATE  
Practical expedient 

for contract 

modifications  

(IASB) 



Q & A 


