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1 INTRODUCTION 

Dear Student, 

 

Attached please find additional study material, consisting of IFRS 15 – Revenue from contracts 

with customers, which was issued in May 2014. IFRS 15 – Revenue from contracts with 

customers is not fully included in tutorial letter MO001 and form part of learning unit 9.  

 

IFRS 15 – REVENUE FROM CONTRACTS WITH CUSTOMERS FORM PART OF YOUR 

STUDY MATERIAL AND MUST BE STUDIED FOR EXAM PURPOSES. 

 

 

2 LECTURERS AND CONTACT DETAILS 

 

Please use the following e-mail address for all communication with the 

lecturers: 

 

Students registered for first semester:       FAC2601@unisa.ac.za 

Students registered for second semester: FAC2601@unisa.ac.za 

 

 

 

Please use the following telephone number for all communication with 

the lecturers: 

 

012 429-4238 

 

 

 

Lecturers Office number 

  

Mr F Montgomery AJH 2-31 

Mr A Eysele AJH 2-33 

Mrs K Siyila AJH 2-57 

Mr C Mkefa AJH 2-40 

 

  

mailto:FAC2601@unisa.ac.za
mailto:FAC2601@unisa.ac.za
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  LEARNING UNIT 9: REVENUE FROM CONTRACTS WITH CUSTOMERS 
 

LEARNING OUTCOME 

The core principle of IFRS 15 is that an entity should recognise 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 to in exchange for those goods or services. Learners should be able to recognise 

the above as well as to properly disclose revenue in accordance with the requirements of International 

Financial Reporting Standards (IFRS). 

 

OVERVIEW  

IFRS 15 prescribes a five step revenue model to establish the above learning outcome. This learning 

unit is divided into the following sections: 

 

9.1 Definitions 

9.2 Five steps for revenue recognition as per IFRS 15: 

9.2.1 Step 1 – Identify the contract(s) with a customer 

9.2.2 Step 2 – Identify the performance obligations in the contract 

9.2.3 Step 3 – Determine the transaction price 

9.2.4 Step 4 – Allocate the transaction price to the performance obligations in the contract 

9.2.5 Step 5 – Recognise revenue when (or as) the entity satisfies a performance obligation 

9.3 Contract costs 

9.3.1 Costs to obtain a contract 

9.3.2 Costs to fulfil a contract 

9.3.3 Amortisation and impairment 

9.4 Presentation 

9.5       Disclosure 

9.6 Short and sweet 

 

STUDY 

PRESCRIBED BOOK 

Introduction to IFRS sixth edition, references are related to the sixth edition. 

Chapter 10 (IFRS 15) – (From page 291) 

 

OVERVIEW OF LEARNING UNIT 

This Standard establishes the principles that an entity must apply to report useful information to users of 

financial statements about the nature, amount, timing and uncertainty of revenue and cash flows arising 

from contracts with customers. 

 

9.1 DEFINITIONS 

The following terms are used in this Standard with the meanings specified: 

A contract is an agreement between two or more parties, which creates enforceable rights and 

obligations. 

A contract asset is 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).  
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A contract liability is 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. 

A customer is 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 is 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. 

A performance obligation is a promise in a contract with a customer to transfer one of the following: 

 A good or a 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. 

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

The stand-alone selling price is the price at which an entity would sell a promised good or service 

separately to a customer. 

The transaction price (for a contract with a customer) 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, VAT). 

 

LECTURER’S COMMENT 

The above definitions must be studied. They are also provided for ease of reference 

when working through the examples in both Introduction to IFRS and this learning unit. 

 

9.2 FIVE STEPS FOR REVENUE RECOGNITION – Study par 6 - page 293, of the prescribed 

textbook. 

The core principle of IFRS 15 - Revenue from Contracts with Customers 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 (par .02 

p 292). To be able to apply this core principle an entity performs the following five steps for revenue 

recognition: 

Step 1 Identify the contract(s) with a customer 

 

Step 2 Identify the performance obligations in the contract 

 

Step 3 Determine the transaction price 

 

Step 4 Allocate the transaction price to the performance obligations in the contract 

 

Step 5 Recognise revenue when (or as) the entity satisfies a performance obligation 
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Each of the five steps will be discussed separately in this learning unit. 

9.2.1 STEP 1 – Identify the contract(s) with a customer: Study par 6.1 – page 294, of the 

prescribed textbook.  

A contract is an agreement between two or more parties that creates (legally) enforceable rights and 

obligations. Contracts can be in a written or oral format or can be implied by an entity’s customary 

business practices. An entity accounts for a contract with a customer only when all of the following 

criteria are met: 

a) The parties to the contract have approved the contract (in writing, orally or in accordance with other 

customary business practices) and they are committed to perform their respective obligations; 

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 of the goods and services to be transferred; 

d) The contract has commercial substance (the risk, timing or amount of the entity’s future cash flows 

is expected to change because of the contract); 

e) It is probable that the entity will collect the consideration. 

 

It is important to note that a contract does not exist if each party has the unilateral enforceable right to 

terminate a wholly unperformed contract without compensation (i.e. paying a penalty) to the other 

party. A contract is wholly unperformed if both of the following criteria are met: 

 

a) The entity has not yet transferred any promised goods or services to the customer; 

b) The entity has not yet received, and is not yet entitled to receive, any consideration in exchange for 

promised goods or services. 

 

Two issues that may complicate the identification of contracts: 

- Existence of a combination of contracts 

- Modification of contracts 

9.2.1.1 Combination of contracts – Study Par 6.1.2 – page 294, of the prescribed textbook.  

When two or more contracts are entered into with the same customer at or near the same time, you must 

determine whether the contracts are to be accounted for as a single contract or as a separate contract. 

The contracts have to meet one of the following in order to be accounted for as one contract: 

 

 The contracts are negotiated as a package with a single commercial objective; 

 The amount of consideration paid under one contract is dependent on the price or performance 

under another contract; or 

 The goods or services promised under the contracts constitute a single performance obligation. 
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9.2.1.2 Contract modifications – Study par 6.1.3 – page 295, of the prescribed textbook.  

A contract may be modified after its inception. A contract modification is a change in the scope and/or 

price of a contract that is approved by the parties to the contract. A contract modification exists when 

the parties to a contract approve (in writing, orally or implied) a modification that either creates new or 

changes existing enforceable rights and obligations of the parties to the contract. An entity accounts 

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 additional 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. 

 

 

LECTURER’S COMMENT 

Work through examples 10.1 - page 295 of Introduction to IFRS, which deal with 

contract modifications, resulting in a separate contract. 

If a contract modification does not result in a new separate contract an entity accounts for it in one (or a 

combination) of the following ways: 

 A replacement of the original contract with a new contract (if the remaining goods or services 

under the original contract are distinct from those already transferred to the customer before or 

on the amendment date) 

 A continuation of the original contract (if the remaining goods or services under the original 

contract are distinct from those already transferred to the customer, and the performance 

obligation is partially satisfied at modification date). 

9.2.2 STEP 2 – Identify the separate performance obligations in the contract – Study par 6.2 – 

page 296, of the prescribed textbook  

 

The next step is to identify the performance obligations in the contract at its inception. IFRS 15 requires 

that an entity recognise revenue as and when performance obligations in a contract are satisfied by the 

entity. Identifying performance obligations in a contract are therefore an important step in revenue 

recognition. A promise to deliver a good or a service in terms of a contract, is a performance obligation 

when the good or service is distinct. The term distinct means: 

 

i. 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 (i.e. the good or service is capable of 

being distinct); and 

ii. The entity’s promise to transfer the good or service to the customer is separately identifiable 

from other promises in the contract (i.e. the good or service are distinct within the context of 

the contract).  
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LECTURER’S COMMENT 

Please study the principles (i) - (ii) above in more detail in chapter 10 - page 296 & 

297 of Introduction to IFRS. Also study example 10.2 - page 297, dealing with 

identifying separate performance obligations. 

 

iii. Non-distinct good or service: A good or service that is not distinct should be combined with 
other goods or services until the entity identifies a bundle of goods or services that are 
distinct. 

 
iv.  A series of distinct goods or services: A series of distinct goods or services that are 

substantially the same and that have the same pattern of transfer to the customers is also 
a performance obligation. 

 

 

LECTURER’S COMMENT 

Work through examples 10.3 - page 297 of Introduction to IFRS, which deal with: A 

non-distinct good or service and study the diagram on page 298 that illustrates the 

process of identifying the performance obligations in a contract. 

 

9.2.3 STEP 3 – Determine the transaction price – Study par 6.3 - page 298 of the prescribed 

textbook. 

The next step is to determine the transaction price for the contract. It is the amount of consideration to 

which an entity expects to be entitled to (in terms of both the contract and its customary business 

practices) in exchange for transferring promised goods or services to a customer, excluding amounts 

collected on behalf of third parties (i.e. VAT). The consideration promised in a contract with a customer 

may include fixed amounts, variable amounts, or both. 

The nature, timing and amount of consideration promised by a customer affect the estimate of the 

transaction price, and an entity considers the effects of all of the following: 

a) Variable consideration 

 

An amount of consideration can vary because of discounts, rebates, refunds, credits, price concessions, 

incentives, performance bonuses, penalties or other similar items or because the 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 or a fixed 

amount is promised as a performance bonus on achievement of a specified milestone. An entity 

estimates an amount of variable consideration by using either of the following methods consistently 

throughout the contract, depending on which method the entity expects to better predict the amount of 

consideration to which it will be entitled: 

 

i. The expected value is the sum of probability-weighted amounts in a range of possible 

consideration amounts. This method may be appropriate if an entity has a large number of 

contracts with similar characteristics. 

ii. The most likely amount is the single most likely amount in a range of possible consideration 

amounts. This method may be appropriate if the contract has two possible outcomes only (an 

entity either achieves a performance bonus or does not). 
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LECTURER’S COMMENT 

Work through examples 10.4 - page 299 of Introduction to IFRS, which deal with 

variable consideration. 

 

b) The existence of a material financing component in the contract (Time value of money) 

 

The promised amount of consideration is adjusted for the effects of the time value of money. 

 

The objective of the adjustment is for an entity to recognise revenue at an amount that reflects the price 

that a customer would have paid for the promised goods or services if the customer had paid cash for 

those goods or services (cash selling price). An entity considers all relevant facts and circumstances in 

assessing whether a contract contains a significant financing component, including both of the following: 

 

i. the difference, if any, between the amount of promised consideration and the cash selling price of 

the promised goods or services; and 

ii. the combined effect of both of the following: 

 the expected length of time between transferring the promised goods or services to the 

customer and payment; and 

 the prevailing interest rates in the relevant market. 

 

As a practical expedient, an entity does not have to 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 transfer of a promised good or service to a customer and payment by the customer for that 

good or service will be one year or less. 

 

 

LECTURER’S COMMENT 

Work through example 10.5 - page 300 of Introduction to IFRS, which deals with the 

financing component and example 10.6 - page 301, the time value of money. 

 

c) Non-cash consideration  

 

The transaction price for contracts in which a customer promises consideration in a form other than cash 

is measured at the fair value of the non-cash consideration (IFRS 13). If an entity cannot reasonably 

estimate the fair value of the non-cash consideration, the entity measures the consideration indirectly by 

reference to the stand-alone selling price of the goods or services promised to the customer. 

 

 

LECTURER’S COMMENT 

Work through example 10.7 – page 302 of Introduction to IFRS, which deals with Non-

cash consideration  
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d) Consideration payable to a customer  

 

Consideration payable to a customer includes cash, credit or other items (a coupon or voucher) that can 

be applied against amounts owed to the entity. In determining how to account for the consideration 

payable it first has to be determined if the consideration payable is for the purchase of distinct goods or 

services from the customer. 

 Consideration payable is for distinct goods or service: In this case the entity’s 

customer is also a supplier to the entity. The consideration payable to the customer for 

goods or services is therefore accounted as a purchase from a supplier. Revenue from 

sales to this customer is accounted for at the consideration on which the entity is entitled 

to in terms of IFRS 15.  

 Consideration payable is not for distinct goods or service: In this case the 

consideration receivable from the customer is reduced by the consideration payable to the 

customer. Therefore the revenue recognised from the sale to the customer is reduced by 

the consideration payable to the customer. The reduction in consideration is at the later 

date of the revenue recognition or the consideration received from the customer. 

 

9.2.4 STEP 4 – Allocate the transaction price to the performance obligations in the contract – 

Study par 6.4 – page 302 of the prescribed textbook. 

 

Allocating the transaction price 

Allocating the transaction price to performance obligations is only necessary where more than one 

performance obligation exists in a contract with a customer. The allocation of the transaction price to 

several performance obligations is based on the stand-alone selling prices of the underlying goods or 

services and depicts the amount of consideration to which the entity expects to be entitled in exchange 

for satisfying each performance obligation. The best evidence of a stand-alone selling price is the 

observable price when the entity sells that good or service separately in similar circumstances and to 

similar customers. If a stand-alone selling price is not directly observable, an entity estimates the stand-

alone selling price based on suitable estimation methods (example expected cost plus relevant profit 

margin).  

 

 

LECTURER’S COMMENT 

Work through example 10.8 – page 303 of Introduction to IFRS, which deals with the 

allocation of the transaction price. 

 

Allocation a discount 

A customer receives a discount for purchasing a bundle of goods or services if the sum of the stand-

alone selling prices of those goods or services promised in the contract exceeds the transaction price. A 

discount given to a customer is allocated proportionately to all performance obligations on a relative 

stand-alone selling price basis.  

 

Allocating variable consideration 

Variable consideration promised in a contract may be attributable to the entire contact, or to s specific 

part of a contract. If variable consideration promised in a contract relates to the entire contract, then the 

variable consideration is allocated to all performance obligations in a contract, based on the stand-

alone selling prices of the promised goods or services in the contract. 
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9.2.5 STEP 5 – Recognise revenue when (or as) the entity satisfies a performance obligation – 

Study par 6.5 – page 304 of the prescribed textbook.  

 

The next step is to recognise revenue when (or as) the entity satisfies a performance obligation by 

transferring a promised good or service (for example an asset) to a customer. An asset is transferred 

when (or as) the customer obtains control of that asset. For each performance obligation identified, an 

entity determines at contract inception whether it satisfies the performance obligation over time or at a 

point in time. If an entity does not satisfy a performance obligation over time, the performance 

obligation is satisfied at a point in time. 

 

Goods and services are assets, even if only momentarily, when they are received and used. Control of 

an asset refers to the ability to direct the use of, and obtain substantially all of the remaining benefits 

from, the asset. Control includes the ability to prevent other entities from directing the use of, and 

obtaining the benefits from, an asset. The benefits of an asset are the potential cash flows (inflows or 

savings in outflows) that can be obtained directly or indirectly in many ways, such as by 

 

a) using the asset to produce goods or provide services (including public services); 

b) using the asset to enhance the value of other assets;  

c) using the asset to settle liabilities or reduce expenses;  

d) selling or exchanging the asset; 

e) pledging the asset to secure a loan; and 

f) holding the asset. 

 

Control may be transferred either over time or at a point in time.  

 

Performance obligations satisfied over time 

An entity transfers control of a good or service over time and, therefore, satisfies a performance 

obligation and recognises revenue over time, if one of the following criteria is met: 

a) The entity 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 (work in progress) that the customer controls 

as the asset is created or enhanced; 

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. 

 

Measuring progress towards complete satisfaction of a performance obligation 

For each performance obligation satisfied over time, an entity recognises revenue over time by 

measuring the progress towards complete satisfaction of that performance obligation to depict the 

transfer of control of goods or services promised. Appropriate methods of measuring progress include 

output methods and input methods. 

 Output method: Revenue recognition is based on the goods or services produced up to date. 

This method considers the results of appraisals, milestones reached or units produced. 

 Input method: Revenue recognition is based upon the entity’s efforts or inputs. This method 

considers the resources consumed, labour hours expended, costs incurred or time lapsed. 

 

When applying a method for measuring progress, an entity excludes from the measure of progress any 

goods or services for which it does not transfer control to a customer. Conversely, an entity includes 

in the measure of progress any goods or services for which it does transfer control to a customer 

when satisfying that performance obligation. 
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As circumstances change over time, an entity updates its measure of progress to reflect any changes in 

the outcome of the performance obligation. Such changes to an entity’s measure of progress is 

accounted for as a change in accounting estimate in accordance with IAS 8 – Accounting  Policies, 

Changes in Accounting Estimates and Errors. 

 

An entity recognises revenue for a performance obligation satisfied over time only if it can reasonably 

measure its progress towards complete satisfaction of the performance obligation. In some 

circumstances (early stages of a contract), an entity may not be able to reasonably measure the 

outcome of a performance obligation, but it may still expect to recover the costs incurred in satisfying the 

performance obligation. In these circumstances, the entity recognises revenue only to the extent of the 

costs incurred until such time that it can reasonably measure the outcome of the performance obligation. 

 

 

LECTURER’S COMMENT 

Work through example 10.9 – page 305 of Introduction to IFRS, which illustrates the 

measure of progress  

 

 

Performance obligations satisfied at a point in time 

 

If a performance obligation is not satisfied over time, an entity satisfies the performance obligation at a 

point in time. To determine the point in time at which a customer obtains control of a promised asset and 

the entity satisfies a performance obligation, the entity considers the requirements for control and the 

indicators of the transfer of control, which include, but are not limited to, the following: 

 

a) The customer has a present obligation to pay for the asset. 

b) The customer has accepted the asset. 

c) The customer has significant risks and rewards of ownership of the asset. 

d) The customer has physical possession of the asset. 

e) The customer has legal title to the asset. 

 

 

LECTURER’S COMMENT 

Work through example 10.10 – page 306 of Introduction to IFRS, which deals with 

transfer of control  

 

9.3 CONTRACT COSTS – Study Paragraph 7 – page 306, of Introduction to IFRS. 

An entity can incur costs in order to obtain a contract and/or to fulfil a contract. The accounting treatment 

of such costs includes the following: 

i. Costs to obtain a contract; 

ii. Costs to fulfil a contract; 

iii. Amortisation and impairment. 
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LECTURER’S COMMENT 

Study paragraph 7 - page 307 of Introduction to IFRS, which deals with contract costs. 

Work through example 10.11 – page 308 of Introduction to IFRS, which deals with 

contract costs  

 

9.4 PRESENTATION – Study paragraph 8 – page 308, of Introduction to IFRS. 

IFRS 15 provides guidance on the presentation of the following revenue related items in the statement of 

financial position: 

i. Trade receivable 

ii. Contract assets 

iii. Contract liabilities 

 

 

LECTURER’S COMMENT 

Study paragraph 8 – page 308 of Introduction to IFRS, which deals with presentation 

and work through example 10.12 – page 309.  

 

9.5  DISCLOSURE – Study paragraph 9 – page 310, of Introduction to IFRS. 

The objective of the disclosure requirements of IFRS 15 is for an entity to disclose sufficient information 

to enable users of financial statement to understand the nature, amount, timing and uncertainty of 

revenue and cash flows arising from contracts with customers. To achieve that objective, an entity shall 

disclose qualitative and quantitative information about all of the following: 

i. Contract with customers; 

ii. Significant judgements, and changes in the judgements; 

iii. Assets recognised from the costs to obtain or fulfil a contract. 

 

 

LECTURER’S COMMENT 

Study paragraph 9 - page 310 of Introduction to IFRS, which deals with disclosure 

requirements. 

 

 

9.6 SHORT AND SWEET – Study par 10 – page 311, of Introduction to IFRS, for a summary of 

the Five-step revenue model. 
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