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Apply one single, principle-based revenue recognition model
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* Example - sale of a product

* A vendor enters into a contract with a customer to sell 200 units of a product
for CU 16,000 (CU 80 per unit).

* These are to be supplied evenly to the customer over a four month period (50
units per month) and control over each unit passes to the customer on
delivery.

* After 150 units have been delivered, the contract is modified to require the

delivery of an additional 50 units.

3nan audivizn 11729/2047 18
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* At the point at which the contract is modified, the stand-alone selling price of one unit
of the product has declined to CU 75.

i * In accordance with the requirements of IFRS 15, the additional units to be
delivered are distinct.

* (Consequently, the subsequent accounting will depend on whether the sales price for the
i additional units reflects the stand-alone selling price at the date of contract modification
} (CU 75).
f
|
i
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® Scenario A — the price of each of the additional units is CU 75

* The selling price of the additional units is the stand-alone price at the date of
contract modification.

® Consequently, the additional units are accounted for as being sold under a new
| and separate contract from the units to be delivered under the terms of the original
contract.

® The vendor recognises revenue of CU 80 per unit for the remaining 50 units
specified in the original contract,

® and CU 75 per unit for the 50 units that are added as a result of the contract
modification

3na duddiznn 117292017 20
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* Scenario B — Scenario B — the price of each of the additional units is
CU 65, including a CU 10 discount for poor service

* When the contract modification for the additional 50 units was being negotiated, the
vendor agreed to a price reduction of CU 10 for each of the additional units, to

compensate the customer for poor service.

* Some of the first 50 units that had been delivered were faulty and the vendor had been

slow in rectifying the position.

Fn duddizm 1172972017 21
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* Scenario B — Scenario B — the price of each of the additional units is

CU 65, including a CU 10 discount for poor service

* At the point of contract modification, the vendor recognises the CU 10 per

unit discount as an immediate reduction in revenue of CU 500.

Fne auddism 11/29/2017 22
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® Scenario B — Scenario B — the price of each of the additional units is CU 635,
including a CU 10 discount for poor service

* The selling price of the additional units is therefore the stand-alone selling price (CU
75) at the date of contract modification.

* Consequently, the additional units are accounted for as being sold under a new
and separate contract from the units to be delivered under the terms of the original
contract.

* This means that, as in scenario A, the vendor recognises revenue of CU 80 per
unit for the remaining 50 units specified in the original contract, and CU 75 per
unit for the 50 units that are added as a result of the contract modification.

imat duddszm 1172972017 23
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* Scenario C — the price of each of the additional units is CU 60

* The selling price of the additional units is not the stand-alone price at the date of

contract modification.

* Consequently,the original contract is considered to be terminated at the point of contract
modification.

* The remaining units to be sold that were covered by the original contract, together with
the additional units from the contract modification, are accounted for as being sold under

a new contract. The amount of revenue recognised for each of the units is a weighted
average price of CU 70 . This is calculated as ((50* CU 80) + (50* CU 60)) / 100

3nan duddizm 11/29/2017 24
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®* Example - determining whether goods or services are distinct

* A building contractor (the vendor) enters into a contract to build a new office block for a
customer. The vendor is responsible for the entire project, including procuring the construction
materials, project management and associated services. The project involves site clearance,
foundations, construction, piping and wiring, equipment installation and finishing.

* Although the goods or services to be supplied are capable of being distinct (because the
customer could, for example, benefit from them on their own by using, consuming or selling
the goods or services, and could purchase them from other suppliers), they are not distinct in
the context of the vendor’s contract with its customer.

® This is because the vendor provides a significant service of integrating all of the inputs into the
combined output (the new office block) which it has contracted to deliver to its customer.
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® Variable consideration — expected value method

* On 1 January 20X4, a vendor enters into a contract with a customer to build an item of
specialised equipment, for delivery on 31 March 20X4. The amount of consideration
specified in the contract is CU 2 million, but that amount will be increased or decreased
by CU 10,000 for each day that the actual delivery date is either before or after 31
March 20X4.

* In determining the transaction price, the vendor considers the approach that will better
predict the amount of consideration that it will ultimately be entitled to, and determines
that the expected value method is the appropriate approach. This is because there is a
range of possible outcomes

3man dudidszn 11/29/2017 31
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® Variable consideration — most likely amount A vendor enters into a contract with a
customer to construct a building for CU 1 million. The terms of the contract include
a penalty of CU 100,000 if the building has not been completed by a specified date.

* In determining the transaction price, the vendor considers the approach that will
better predict the amount of consideration that it will ultimately be entitled to, and
determines that the most likely amount method is the appropriate approach. This is
because there are only two possible outcomes; either the penalty will be applied or it
will not.

® The estimated amount of variable consideration is updated at each reporting date to
reflect the position at that date, and any changes in circumstances since the last
reporting date

Inen duddszan 11/29/2017 32
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* Entity A develops websites for customers. The contracts include similar terms

and conditions and contain a fixed fee, plus variable consideration for a

performance bonus related to the timing of Entity A completing the website.

* Based on Entity A’s historical experience, the bonus amounts and associated

probabilities for achieving each bonus are as follows:

Imen dudidszn

1172972017 33

¢§' =y o
S0 UUNUN U

Bonus amount

Probability amount

0 15%
CU 50 40%
CU 100 45%
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® Under the expected value method, Entity A estimates variable consideration of
CU65,000 [(0 x 15%) + (50,000 x 40%) + (100,000 x 45%)].

* Entity A must then consider the effect of applying the constraint on variable

consideration.

Imat dudivszm 11/29/2017 35
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® On 1 January 20X4, a vendor sells 1,000 identical goods to a distributor, which
sells them to its own customers. The vendor’s selling price is CU 100 per unit, and
payment is due from the distributor to the vendor when the distributor sells each of
the goods to its own customers. Typically, those onward sales take place 90 days
after the goods have been obtained by the distributor. Control of the goods transfers
to the distributor on 1 January 20X4. The vendor expects that it will subsequently
grant a price concession (a discount), in order that the distributor can offer its own

customers a discount and increase sales volumes.

* Consequently, the consideration in the contract is variable

Inen duddazn 1172972017 36
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® Scenario 1 - the vendor’s estimate of variable consideration is not constrained The vendor
has substantial past experience of selling the goods and, historically, has granted a subsequent
price concession of approximately 20% of the original sales price.

® Current market conditions indicate that a similar reduction in price will be applied to the
contract entered into on 1 January 20X4. The vendor considers the approach which will better
predict the amount of consideration to which it will be entitled, and concludes that the
expected value method should be used.

* Under this method, the estimated transaction price is CU 80,000 (CU 80 x 1,000 units). In
addition, the vendor considers the requirements for constraining the estimate of variable
consideration. This is in order to determine whether the transaction price can be the estimated
amount of CU 80,000.

Inmen auddizm 11/29/2017 37
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* In addition, despite there being some uncertainty (because the vendor will only
receive payment when the distributor sells the goods to its own customers), this

will be resolved in a relatively short time period.

* Consequently, the vendor recognises revenue of CU 80,000 on 1 January
20X4, the date on which control of the goods passes to the distributor

Iman auddszn 11/29/2017 38
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® Scenario 2 - the vendor’s estimate of variable consideration is constrained
Although the vendor has experience of selling similar goods, these goods (including
the goods being sold in this transaction) have a high risk of obsolescence and the
ultimate pricing is very volatile. Historically, the vendor has offered subsequent price
concessions of 20-60% from the sales price for similar goods, and current market
information indicates that a range of 15-50% might apply to the current transaction.

* The vendor considers the approach which will better predict the amount of
consideration to which it will be entitled, and concludes that the expected value
method should be used. Under this method, it is estimated that a 40% price
concession will apply, meaning that the estimated transaction price is CU 60,000
(CU 60 x 1,000 units)
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* Although historic information shows that price concessions of 20-60% have been
given in the past, current market information indicates that a price concession of 15-
50% will be needed for the current transaction.

* The vendor has carried out an analysis of past prices and can demonstrate that they
were consistent with the current market information that was available at that time.

® Consequently, it is concluded that it is highly probable that a significant reversal in
the cumulative amount of revenue recognised will not occur if a transaction price of
CU 50,000 is used.

* Consequently, the vendor recognises revenue of CU 50,000 on 1 January 20X4,
and reassesses its estimates of the transaction price at each subsequent reporting date
until the uncertainty has been resolved.
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* A vendor (a construction company) enters into a contract with a customer to
supply a new building. Control over the completed building will pass to the
customer in two years time (the vendor’s performance obligation will be
satisfied at a point in time).

* The contract contains two payment options.

* Either the customer can pay CU 5 million in two years time when it obtains control of
the building, or

* the customer can pay CU 4 million on inception of the contract.

* The customer decides to pay CU 4 million on inception.

Fna auddszan 1172972017 41
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* The vendor concludes that because of the significant period of time between the
date of payment by the customer and the transfer of the asset (the completed
building) to the customer, together with the effect of prevailing market rates of

interest, that there is a significant financing component.

* However, because the vendor is effectively borrowing from its customer, the
vendor is also required to consider its own incremental borrowing rate which is
determined to be 6%.

® Prepare journal entries

Iman duddaznn 11/29/2017 42
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¢ Allocating discounts

* A discount exists if the sum of the stand-alone selling prices of the goods or

services in the contract exceeds the consideration payable by the customer.

* A discount is allocated on a proportionate basis to all performance obligations
in the contract, unless there is observable evidence that the discount is

attributable to only some performance obligations in a contract.
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* Example A vendor sells three products (A, B and C) to a customer for CU

100. Each product will be transferred to the customer at a different time.

Product A is regularly sold separately for CU 50, products B and C are not sold

separately, and their estimated stand-alone selling prices are CU 25 and CU 75

respectively. There is no evidence that suggests the discount of CU 50 relates

entirely to one, or a group of two, of the products being sold. Consequently the

discount is allocated proportionately to the three products and revenue is
recognised as follows: A (100 x (50/150)) CU 33 B (100 x (25/150))
CU 17 C (100 x (75/150)) CU 50

Imen dudvizm 1172972017
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If a discount is allocated entirely to only some of the

performance obligations in the contract,

e the discount is allocated before considering whether it is
appropriate to use the residual approach to estimate the stand-

alone selling price of a remaining performance obligation

Ina dudvizm 1172972017
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¢ Example

* Assume the same fact pattern as above, except that products B and C are
regularly sold together for consideration of CU 50, the total amount payable by
the customer is 90 and product A is regularly sold for amounts between CU 35
and CU 50. Because the vendor has evidence that a discount of CU 50 is
regularly applied to products B and C, the selling price attributed to those
products is determined first with a residual amount being attributed to product
A. Consequently, revenue will be attributed to each product as follows:

* ACU 40 ,B (50 x (25/100)) CU 12.5 ,C (50 x (75/100)) CU 37.5

Inan duddazn 1172912017 49
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