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Basics of Revenue

When should 
revenue be 
recognised



Basics

Doesn’t apply 
to 

Ind AS 116, 
Leases

Ind AS 104, 
Insurance 
Contracts

Ind AS 109, 
Financial 

Instruments

Ind AS 110, 
Consolidated 

FS

Ind AS 111, JV

Ind AS 27, SFS

Ind AS 28, 
Associates&JV

Exclusion

Non-
monetary 
exchanges

between 
entities

in the same 
line 

Replaces

Ind AS 18 
Revenue

Ind AS 11 
Construction 

Contracts

Guidance 
Note on Real 

estate 
developers

Transition

Full 
retrospective 

approach: 

Modified 
retrospective 

Five-step 
model 

Identify the contract with the 
customer.

Identify the performance 
obligations in the contract.

Determine the transaction 
price.

Allocate the transaction price 
to the performance 

obligations in the contract.

Recognize revenue when (or 
as) the entity satisfies its 
performance obligations.



Scope

Year 1

Cost Rs.2 Cr

Year 2

Cost Rs.5 Cr

Year 3

Cost Rs.3 Cr

Revenue 12 Cr

When revenue to be recognised?

Full in year 1 ? Full in year 2? Full in year 3?



Status of standards

AS 9 Revenue Recognition

AS 7 Construction Contracts

Ind AS 18 Revenue

Ind AS 11 Construction Contracts

Appendix A 
Barter Transactions Involving
Advertising Services

Appendix B 
Customer Loyalty Programmes

Appendix C 
Transfers of Assets from Customers

IAS 18 Revenue

IAS 11 Construction Contracts

IFRIC 12 
Service concession arrangements

IFRS 15 
Revenue from contract with customers

Ind AS 115
Revenue from contract with customers

Applicable for Ind AS companies from
1.4.2018

Applicable companies 
Without Ind AS

Guidance Note on Real estate developers

SIC 31
Barter Transactions Involving

Advertising Services
IFRIC 13

Customer Loyalty Programmes
IFRIC 18

Transfers of Assets from Customers

Appendix A 
Service concession arrangements



Exclusions

Ind AS 116, Leases

Ind AS 104, Insurance Contracts

Ind AS 109, Financial Instruments

Ind AS 110, Consolidated Financial Statements

Ind AS 111, Joint Arrangements

Ind AS 27, Separate Financial Statements

Ind AS 28, Investments in Associates and Joint Ventures



Exclusions

• Non-monetary exchanges between entities in the 
same line of business to facilitate sales to customers 
or potential customers

• Example: 

• Contract with Supplier

• Contract with collaboration agreement to provide 
output to customer(Application of commercial 
substance)



Example of 



Example

Tailor

3 old Shirts

1 New shirt

Garments factory

Not a transaction of commercial substance
No revenue and no cost to be recognised



Transition

Either of the following

• Full retrospective approach: 
Retrospectively to each prior period presented 
in accordance with Ind AS 8

• Modified retrospective approach: 
Retrospectively with the cumulative effect of 
recognised at the date of initial application



Core principles of Ind AS 115



Basic Examples



Another example

+

Customer

Performance Obligation

Transaction price

Allocation

Contract

Recognise revenue

1

2

3

4

5



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



Core Principle of Ind AS 115

Revenue to be recognised

• In a manner depicting transfer of 
goods/service to customers

• At an amount that reflects 
consideration for exchange of 
above goods/services



DEFINITIONS

Revenue:  

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

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



Example

An entity sells old car

Is it Revenue or not?

Solution

For a dealer in car

Sale is in ordinary course

For Other business

Revenue

Sale is  not in ordinary course

Not Revenue. Its just an Income



DEFINITIONS

Contract:  

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

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.



DEFINITIONS

Performance obligation: 

A promise in a contract with a customer to 
transfer to the customer either: 

(a) 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



DEFINITIONS

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.



Ind AS 115 Identify the 
contract with the customer



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



Contract

Meaning

Agreement

creates 
enforceable 
rights and 
obligations

Written,Oral,Im
plied

Contract term

Till enforceable 
rights and 
obligations

Criterias

Approved

Identified rights

Identified 
payment terms

Commercial 
substance

Probable 
receipt

Conditions for 
combining

as a package  
for single 

commercial 
objective OR

Prices linked to 
other OR 

single 
performance 

condition

Contract 
Modifications 

guidance

Distinct 
Product and 

Separate Price

Separate 
contract

No distinct 
products

Cumulative 
catch up basis



Basics of contracts

Meaning

Agreement between 
two or more

creates enforceable 
rights and obligations

Format

Written

Oral

Implied

Consider Practice and Process



Five criteria for contract validity

1

• parties have approved the contract (Substantial 
commitment)

2
• Identification of each parties rights

3
• Identification of payment terms

4
Commercial substance(economic consequences)

5
• Probable receipt of consideration



Example 

New way limited decides to enter a new market that is 
currently experiencing economic difficulty and expects that in 
future economy will improve. New way enters into an 
arrangement with a customer in the new region for 
networking products for promised consideration of Rs 
1,250,000. At contract inception, New way expects that it may 
not be able to collect the full amount from the customer. 

Determine how New way will recognise this transaction? 

Solution

New way need to assesses whether collectability is probable. 

It should consider whether the customer has the ability and 
intent to pay the estimated transaction price, which may be 
an amount less than the contract price



If one of the 5 criteria is not satisfied

Continue to check for 5 
criteria's subsequently

If there is receipt of non-refundable 
consideration

Revenue can be 
recognised after satisfying 
5 criteria

Revenue can be 
recognised without 
satisfying 5 criteria

No remaining obligations 

Contract is terminated

Or



Other points

Contract term

Where parties

have enforceable rights 
and

obligations

If each party has

unilateral right

to terminate 
unperformed contract

Without paying 
consideration

Then there is no contract



1

• A company enters into a contract with its customer to provide 
access to set of services for a 12-month period at Rs 10,000 per 
month. The customer can cancel his or her membership without 
penalty after six months. Specify the contract term

• Solution

• Six months



Combining contracts 

• Two or more contracts may need to be accounted for as a 
single contract if they are entered into at or near the same time 
with the same customer (or with related parties), and if one of 
the following conditions exists: 

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

• (b) The amount of consideration paid in one contract depends 
on the price or performance in the other contract; or 

• (c) The goods or services promised in the contract are a single 
performance obligation 



Other points

Combining contracts

Apply At inception

Conditions for combining

Negotiation
as a package  for single 

commercial objective OR

Consideration of one 
contract

is linked to other OR

Goods or services are
single performance 

condition OR

If substance of individual 
contract 

Can be identified Separate

Cant be identified Combine



2

• B Limited has taken a construction contract from the authority to 
develop a township

• The contract involves several other contracts such as residential 
complexes, roads, power stations, reservoirs and commercial 
complex. Separate tenders were floated and separate proposals 
have been submitted for the same. Negotiations have been 
separate. However, all the contracts have been awarded to B 
Limited

Solution:

Negotiation is not a single package. Segmentation Projects



Example

A ltd signed an agreement with B ltd to provide Information 
technology services as below

Writing HTML Codes Rs.10,000

Testing on website Rs.15,000

Final Release Rs 5,000

Evaluate.

Solution

Since all elements are part of single performance condition, 
contract should be combined



Ind AS 115 Contract 
Modifications



Other points

Contract Modifications 
guidance

Identifying modification

Change in the scope, 
price, or both

Approved

enforceable

Determine nature of 
modification

Termination of contract

Extension of existing 
contract

Adding new goods 
and/or services 

Reducing the contract 
price 

Account for the contract 
modification



Separate contract

An entity accounts for a contract modification as a separate 
contract if the modification both

(1) increases the scope of the work promised under the original 
contract by adding new promised goods or services that are 
considered distinct, and 

(2) the increase in the contract price reflects the stand-alone 
selling price of the additional goods or services. 



No separate contracts

Method 1

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, if the remaining goods or services are 
distinct from the goods or services transferred on or before 
the date of the contract modification. 

The amount of consideration to be allocated to the 
remaining performance obligations (or to the remaining 
distinct goods or services in a single performance 
obligation identified in accordance with paragraph 22(b)) is 
the sum of: 
(i) the consideration promised by the customer (including 
amounts already received from the customer) that was 
included in the estimate of the transaction price and that 
had not been recognised as revenue; and 

(ii) the consideration promised as part of the contract 
modification.

Three methods to account for the modification



Method 2

An entity shall account for the contract modification as if it were a part of the existing 
contract if the remaining goods or services are not distinct and, therefore, form part of 
a single performance obligation that is partially satisfied at the date of the contract 
modification. The effect that the contract modification has on the transaction price, 
and on the entity’s measure of progress towards complete satisfaction of the 
performance obligation, 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).

Method 3

If the remaining goods or services are a combination of items (a) and (b), then the 
entity shall account for the effects of the modification on the unsatisfied (including 
partially unsatisfied) performance obligations in the modified contract in a manner 
that is consistent with the objectives of this paragraph.



Modification summary

Distinct Product 
and Separate Price

Separate contract

Prospective 
accounting

Distinct remaining 
products and change 

in price

Termination of old and 
creation of new

Prospective 
accounting

No distinct products 
and part of single 

performance 
condition

Continuation of 
existing contract

Cumulative catch up 
basis



3

• An entity promises to sell 130 products to a customer for Rs130,000.

• After the entity has transferred control of 60 products to the 
customer, the contract is modified to require the delivery of an 
additional 20 products at a price of  980 per product 

• Determine the accounting for the modified contract? 

• Solution

• The pricing for the additional products reflects the stand-alone selling 
price of the products at the time of the contract modification and the 
additional products are distinct from the original products  

• Hence, modification for the additional 20 products is, in effect, a new 
and separate contract for future products that does not affect the 
accounting for the existing contract and Rs 980 per product for the 20 
products in the new contract.



Example2 on cumulative catch up  basis
Initial contract: 200 Hours at Rs.20 each

Modification : Additional 50 Hours Rs. 15 Each to complete the same 
work(no distinct product)

Work done till date 30 Hours.

What should be impact of modification

Solution

Initial consideration = 200*20 = Rs4000

Modification = 50*15 = Rs750

Total Rs 4750

Total time = 200+50 = 250 Hrs

Modified rate = 4750/250 =Rs 19

Revenue to be recognised = 19*30 =Rs570

Revenue already recognised = 20*30 =Rs600

Revenue to be adjusted (Rs30) 



Example1 on cumulative catch up  basis
Initial contract: 200 Hours at Rs.20 each

Modification : Additional 50 Hours Rs. 25 Each

Work done till date 30 Hours.

What should be impact of modification

Solution

Initial consideration = 200*20 = Rs4000

Modification = 50*25 = Rs1250

Total Rs 5250

Total time = 200+50 = 250 Hrs

Modified rate = 5250/250 =Rs 21

Revenue to be recognised = 21*30 =Rs630

Revenue already recognised = 20*30 =Rs600

Additional revenue to be recognised =Rs30 



4
Mr. Shyam, a construction contractor undertakes the construction 
of an industrial complex. He has separate proposals raised for each 
unit to be constructed in the industrial complex. Since each unit is 
subject to separate negotiation, he is able to identify the costs and 
revenues attributable to each unit. Should Mr. Shyam treat 
construction of each unit as a separate construction contract 
according to Ind AS 115

Solution

If the goods or services promised in the contract are considered as 
single performance obligation, then contracts may be combined



5

A ltd enters into a contract with B ltd to provide access to its 
play area for a 12-month period at Rs 50,000 per month. The 
member can cancel his or her membership without penalty 
after three months. Specify the contract term.

Solution

The enforceable rights and obligations of this contract are for 
three months, and therefore the contract term is three months



6

A ltd entered a contract with B ltd to assemble various parts of 
heavy equipment machinery which are recently imported.

At the same A ltd also agreed with B ltd that it will provide parts to 
upgrade existing machinery in assembly lines. Would these 
contracts be combined?

Solution

Contracts were negotiated at the same time, but they appear to 
have separate commercial objectives
Hence contract for assembling machinery parts and supply of 
parts are to be accounted separately



7

• An entity promises to sell 180 products to a customer for Rs180,000.

• After the entity has transferred control of 150 products to the 
customer, the contract is modified to require the delivery of an 
additional 50 products at a price of  976 per product 

• Determine the accounting for the modified contract? 

• Solution

• The pricing for the additional products reflects the stand-alone 
selling price of the products at the time of the contract modification 
and the additional products are distinct from the original products  

• Hence, modification for the additional 50 products is, in effect, a new 
and separate contract for future products that does not affect the 
accounting for the existing contract and Rs 975 per product for the 
50 products in the new contract.



8

On 1 April, 2019, RNY Motors Ltd. enters into a contract with XYZ 
software ltd to Sell 100 cars for Rs 500 lakhs - One year of 
maintenance services for  100,000 per month 

On 1 October 2019 they agree to modify the contract to reduce 
the amount of services from Rs 100,000 per month to Rs 85,000 
per month. Determine the effect of change in the contract?

Solution

The next six months of services are distinct from the services 
provided in the first six months before modification in contract, 
Therefore, RNY motors Ltd. will account for the contract 
modification as if it were a termination of the existing contract 
and the creation of a new contract



9
Initial contract: 200 Hours at Rs.20 each

Modification : Additional 50 Hours Rs. 25 Each to complete the same project

Work done till date 30 Hours.

What should be impact of modification

Solution

Initial consideration = 200*20 = Rs4000

Modification = 50*25 = Rs1250

Total Rs 5250

Total time = 200+50 = 250 Hrs

Modified rate = 5250/250 =Rs 21

Revenue to be recognised = 21*30 =Rs630

Revenue already recognised = 20*30 =Rs600

Additional revenue to be recognised =Rs30 



Ind AS 115 Identify the 
performance obligations in the 

contract



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



DEFINITIONS

Performance obligation: 

A promise in a contract with a customer to 
transfer to the customer either: 

(a) 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



Basics

Basics

Meaning

A promise in a 
contract 

Distinct G/S 

Series of Distinct 
G/s

Excludes

Activities which 
don’t involve 

transfer to 
customer

Example :setup 
activities

Features

unit of account 

Judgement 
required for 
multiple G/S

Identification

At inception

G/S promised

P.O under each 
promise

Explicit and 
Implicit



Example

Moon TV network sold a TV and 
package of 6 month cable 
subscription to Mr. Ram for a price 
of Rs.50,000.

• Explicit P.O

• Implicit P.O



Distinct performance 
obligations

Two conditions

Customer can 
benefit

On its on or 
readily available 

resources

G/S sold separately 
or

customer has 
already obtained

A customer can 
benefit > scrap

Promise to transfer 
is separately 
identifiable

No Significant 
integration service

No Significant 
modification or 
customization

Not Highly 
interdependent or 
highly interrelated



Series of distinct goods or 
services

G/S having same 
pattern

Considered as 
single PO

same pattern of 
transfer 

Two conditions

Each Distinct G/S 
satisfies PO.OT

Same method of 
measurement

If G/S is not 
distinct

combine that G/S

Till the bundle 
becomes distinct

It can be Single PO



Example

• House keeping service

• Security services

• Accounting outsourcing service

• Hotel management services



10

X Pvt. Ltd. is a dealer of water purifiers. It sells each purifier for 
Rs 10,000 and promises to  service it twice in a year.  The value  
of each  service is Rs 500  which  is included  in the sale price. 
How the above sale transaction will be dealt by X Pvt. Ltd?

Solution 

two components Revenue

sale of water purifiers9000

maintenance service. 1000(Deferred)

Recognised separately



11

Chanakya innovators Ltd company enters into a contract with a 
Steel manufacturing company to  construct a technically advanced 
machinery which can double the current output. Chanakya 
innovators are responsible for designing, developing testing, 
constructing and installation of machinery in factory premises.

Determine whether the company has a single or multiple 
performance obligations under the contract? 

Solution

Promised goods and services are subject to significant integration, 
and as a result will be treated as a single performance obligation

This is consistent with a view that the customer is primarily 
interested in acquiring a single asset (a machinery) rather than a 
collection of related components and services.



12

BBB telecom company provides broadband services to its 
customers along with voice call service. Customer buys modem 
from the entity. However, customer can also get the connection 
from the entity and modem from any other vendor. The installation 
activity requires limited effort and the cost involved is almost 
insignificant. It has various plans where it provides either 
broadband services or voice call services or both. Are the 
performance obligations under the contract distinct?

Solution

Three separate performance obligation: -

• Broadband Service

• Voice Call services

• Modem



13

Entity A, a specialty construction firm, enters into a contract with Entity B to design and 
construct a multi-level shopping centre with a customer car parking facility located in 
sub-levels underneath the shopping centre. Entity B solicited bids from multiple firms on 
both phases of the project — design and construction. The design and construction of 
the shopping centre and parking facility involves multiple goods and services from 
architectural consultation and engineering through procurement and installation of all 
of the materials. Several of these goods and services could be considered separate 
performance obligations because Entity A frequently sells the services, such as 
architectural consulting and engineering services, as well as standalone construction 
services based on third party design, separately. Entity A may require to continually alter 
the design of the shopping centre and parking facility during construction as well as 
continually assess the propriety of the materials initially selected for the project. 
Determine how many performance obligations does the entity A have?

Solution

Design and construction phases are highly dependent on one another (i.e., the two 
phases are highly interrelated).

Significant customisation and modification of the design and construction services is 
required

Design and construction services will be bundled and accounted for as one performance 
obligation.



14

XYZ LTD an ERP software developer, enters into a contract with a Large retail 
company to Sell an ERP software license, perform an installation service and 
provide unspecified software updates and technical support (online and 
telephone) for a two-year period. The entity sells the license, 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. Contract also specifies that, as part of the installation 
service, the ERP software is to be substantially customized to the retails 
business of the company .

Determine how many performance obligations does the entity have?

Solution

Entity identifies three performance obligations 

a) customised installation service (that includes the software license);

b) software updates; and

c) technical support.



15

A cable company provides television services for a fixed rate fee of Rs 
800 per month for a period of 3 years. Cable services is satisfied 
overtime because customer consumes and receives benefit from 
services as it is provided i.e. customer generally benefits each day 
that they have access to cable service. 

Determine how many performance obligations does the cable 
company have? 

Solution

One service period does not significantly affect, modify or customise
another 

Each of the distinct increments of service is satisfied over time 

Contract with customer is a single performance obligation to provide 
three years of cable service



Ind AS 115 Determination of 
Transaction price



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



DEFINITIONS

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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A TV manufacturer sells TVs to its dealers at a list price of Rs 10,000 
per TV. If the dealer takes more than 8,000 sets during the contract 
period, then he/she is eligible for a discount of 5% on the list price. 
The contract period starts from June and ends in May of each year.

At the end of year on March 31, 20X2, a particular dealer has 
purchased 5,000 sets. Based on the past trends, it is expected that the 
total purchases made by dealer during the contract period up to May 
20X2 will be more than 8,000 sets. How revenue should be measured 
in this case on the balance sheet date?

Solution

Amount of revenue should be adjusted for the probable discount that 
may have to be allowed,



Step 3 : the Transaction price

Objective

Measurement 
of revenue

Recognise 
when PO is 

satisfied

Except 
constrained 

variable 
consideration

Nature

fixed amounts

Variable 
amounts

Customary 
business 

practices will 
have impact

Factors to 
consider

Variable 
consideration

Significant 
financing 

component

Non-cash 
consideration

Consideration 
payable to a 

customer



Ind AS 115 Variable 
consideration



Variable consideration

“If the consideration promised in a 
contract includes a variable amount, 
an entity shall estimate the amount 
of consideration to which the entity 
will be entitled in exchange for 
transferring the promised goods or 
services to a customer.” 



Variable 
consideration

Types

Amount is 
not fixed or

Right to 
receive is 

contingent

Examples

Discounts

Incentives,

Rebates

Promise may 
be

Explicitly 
stated or

Entity’s 
customary 
business 

practices or

other facts 
indicating 

entity’s 
intension

Recognise 

If significant 
reversal

Dont occur

Ltd 
experience, 
broad range

Two 
methods

The expected 
value

Appropriate 
when many 

possible 
outcomes

sum of 
probability-

weighted 
amounts

The most 
likely amount

Appropriate 
when two 
possible 

outcomes

Single most 
likely 

amount



Constraining estimates of 
variable consideration

Amount of VC to be 
recognised 

to the extent that it is highly probable that 

a significant reversal will not occur 

when the uncertainty is subsequently resolved

Points to consider in 
likelihood and the 

magnitude 

Factors outside the entity’s influence 

uncertainty for a long period

experience is limited 

broad range of price 



Variable consideration-other 
points

Penalties

Estimating the amount of variable consideration

Refund liabilities

Constraining estimates of variable consideration

Reassessment of variable consideration



Variable consideration-
Penalties

Principle

substance of the 
contract

Recognition

If inherent in 
determination 

of TP

Part of V.C

Otherwise

No penalty is 
recognised

Fixed revenue is 
recognised



Variable consideration

Amount 
agreed

Early

On time

Delay Penalty

Bonus
Variable 

consideration

Normal 
consideration

Variable 
consideration



Estimating the amount of 
variable consideration 

Two methods

The expected value

Appropriate when 
many possible 

outcomes

sum of probability-
weighted amounts

The most likely 
amount

Appropriate when 
two possible 

outcomes

Single most likely 
amount



Refund liabilities 

Recognise when

Entity expects to

refund some or all of that

Consideration received

Measured at
Amount which the entity 

does not expect to be 
entitled



Reassessment of variable 
consideration 

• At the end of each reporting period 

• update the estimated transaction price 

• Update the assessment of whether an estimate of variable 
consideration is constrained) 
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An entity agrees to transfer control of a good or service in a contact 
with customer at the end of 30 days for Rs 100,000 and if it exceeds 
30 days, the entity is entitled to receive only Rs 95,000, should the 
reduction of Rs 5,000 be regarded as variable consideration ?

Solution

Penalty is inherent and hence 5000 is considered as variable 
consideration
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• Mr. X as a contractor has just entered into a contract with a local 
municipal body for building a flyover. As per the contract terms, X 
will receive an additional Rs 2 crore if the construction of the 
flyover were  to be finished within a  period of two years of  the 
commencement of  the contract.   Mr. X wants to recognize this 
revenue since in the past he has been able to meet similar targets 
very easily.

• Is X correct in his proposal? Discuss.

• Solution

• contract is not sufficiently advanced

• No information of probability of reversal in future

• contractor (Mr. X) should not  recognize incentive
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PQR Limited enters into a contract with a customer to build a solar power 
plant for a consideration of Rs 10 Cr which should be completed within 
2.5 years. Performance obligation is considered satisfied over time. If 
delayed, then consideration will reduce by ₹100,000 for every week.

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 Rs 15 lakhs. 

Determine the method to compute transaction price

Solution

• a) variable consideration associated with the daily penalty or incentive 
→ expected value method 

• b) variable consideration associated with the incentive bonus →most 
likely amount



20

A ltd entered into contract with B ltd constructing of an equipment 
for a price of Rs 50 Crs

The entity has the opportunity to earn a performance bonus for 
early completion as follows: 

• 12.5 percent bonus of the contract price if completed by the 12th 
month (45% chance)

• 10 percent bonus if completed by the 15th month (30% chance)

• 2.5 percent bonus if completed by the 18th month (15% chance)

• Additionally There is quality bonus of Rs.1 Cr if certain grading is 
achieved which is expected to have 75% based on past experience



Early completion bonus Expected value method

Bonus %

12.50%

10.00%

2.50%

0.00%

Amount of bonus 

(Rs in crores)

6.25

5

1.25

0

Probability

45%

30%

15%

10%

100%

Product

2.8125

1.5

0.1875

0

4.5 cr

Quality bonus. Most likely amount Amount = 1Cr
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A Ltd Limited enters into a contract with B ltd on 1.4.2019 to sell 
Chemical x at Rs.50 Per pack. If B ltd purchases 1000 units or more 
in the financial year, then price per pack  is retrospectively reduced 
to Rs 45 per pack.

B ltd transactions are as follows

Date No of Packs

10-4-2019 100

10-7-209 100

10-10-2019 700 

Determine the amount of revenue to be recognized for quarter 
ending 30th June, 30th Sept, 31st December.

Solution

10-4-2019 100*50 = 5000

10-7-2019 100*50 = 5000

10-10-2019 700*45 – 100*5-100*5=Rs30500
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Based on data below compute Fixed revenue and Variable revenue to be recognised

Fixed fee Rs.10,00,000

Estimated cost to complete the contract is Rs 950,000.

Contract period : 5 Years

Entity uses the cost-to-cost input method to measure progress

Performance bonus is available 

Rating of quality Bonus

5 Star 25%

4 Star 10%

Based on its experience, chances of achieving quality ratings as follows

Rating of quality Confidence level

5 Star 25%

4 Star 75%

At the end of the year four, it becomes apparent that this contract will achieve 5 star rating quality

cost incurred is as follows

Year Rs

1 50,000 

2 1,75,000 

3 4,00,000 

4 2,75,000 

5 50,000



Solution
Year 1 2 3 4 5

Cost Incurred 50,000 175,000 4,00,000 275,000 50,000

Estimated cost 950,000 950,000 9,50,000 950,000 950,000

% of completion 5.26% 18.42% 42.11% 28.95% 5.26%

Fixed consideration=10,00,000

Revenue (FC) 52,600 184,200 421,100 289,500 52,600

Variable consideration = 4 star (being 75% chance) . Apply most likely amt.

= 10% of 10,00,000 = 1,00,000

Revenue (VC) 5,260 18,420 42,110 250,000*28.95%  250,000*5.26%

72,375 13,150

Revenue already recognised 65,790

Revenue to be recognised =250,000*(5.26%+18.42%+42.11%) 164,475

Adjustment to revenue(Cumulative catch up basis) 98,685
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Money tree Ltd is a Portfolio management service company. It 
charges  two types of management fees from its customers.

1. 1% on Assets under management as on last day of the year

2. 25% of fund's return in excess of the return on Nifty Index 
for the year.

Determine whether consideration is variable in nature . Also 
determine the amount of revenue that can recognized for the 
year assuming AUM of Rs. 300 Crs and Excess return over 
Nifty for the current year is Worth Rs.100 Crs

Solution

Revenue = 300*1% = 3 Cr 

+ 25% of 100 = 25Cr

Total = 28 Cr
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Money tree Ltd is a Portfolio management service company. It charges  two 
types of management fees from its customers.

1. 1% on Assets under management as on last day of the year

2. 25% of fund's return in excess of the return on Nifty Index for 5 year 
period.

Determine whether consideration is variable in nature . Also determine the 
amount of revenue that can recognized for the year assuming AUM of Rs. 
300 Crs and Excess return over Nifty for the current year is Worth Rs.100 Crs

Solution

Based on AUM, =300*1% = 3 Cr

Based on Excess return over nifty

Promised consideration is dependent on the market

highly susceptible to factors outside the entity's influence

incentive fee broad range of possible consideration amounts

It is highly probable that a significant reversal in the cumulative amount of 
revenue recognised would not occur if the entity included its estimate of the 
management fee or the incentive fee in the transaction price.

This is a case of “Constraining estimates of variable consideration”



Ind AS 115 Ind AS 115 Other 
elements of Transaction price



Significant financing component 

Meaning TP includes
Consideration for product 

and Time value

Objective Recognise revenue At Cash price

Applicability Timing of payments 

Results in finance 
component

Explicitly or implicitly

Either Before P.O or After P.O

Measurement

TP-CP

Factors

Time length

Market interest rate

No update of interest rate

Exceptions

Customer paid in advance

Substantial consideration is 
variable, 

Timing also varies,Royalty

Difference TP-CP
Reasons other then 

finance,Retention money

Practical expedient <1 year



Non-cash consideration

Meaning
Customer promises 

consideration
in a form other 

than cash

Measurement

At FV of
Non-cash 

consideration

If No FV, at SASP of G/S

Subsequent 
measurement

For Reason of form
No Subsequent 

adjustment

For other reasons Treat like VC

Customer-provided 
goods or services

If control is 
received

Treat as Non-cash 
Consideration



Consideration payable to a 
customer

Objective
Avoid overstatement of 

revenue

Coverage

entity pays to customer

credit given

Voucher

Coupon

other items
applied against amounts 

owed

Timing : Later of

Recognition of revenue

Consideration payable

Payment for a distinct G/S

At FV As if purchase from others

Above FV
Excess as reduction from 

Revenue

No distinct G/S reduction from Revenue
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A crane component supplier enters into a contract with a customer for 
promised consideration of Rs 7,00,00,000. Based on an evaluation of the 
facts and circumstances, the supplier concluded that Rs 14,00,000 
represented a insignificant financing component because of an advance 
payment received in excess of a year before the transfer of control of the 
product. 

State whether company needs to make any adjustment in determining the 
transaction price. 

What if the advance payment was larger and received further in advance, 
such that the entity concluded that Rs 1,40,00,000 represented the financing 
component based on an analysis of the facts and circumstances 

Solution

(a) The entity may conclude that 2 percent of the contract price, is not 
significant, and the entity may not need to adjust the consideration 
promised in determining the transaction price.

(b) The entity may conclude that 20 percent of the contract price, is 
significant, and the entity should adjust the consideration promised in 
determining the transaction price
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PQR  Limited sells a product to a customer for Rs 125,440 that is 
payable 2 years after delivery. The customer obtains control of 
the product at contract inception. The cash selling price of the 
product is Rs 100,000 which represents the amount that the 
customer would pay upon delivery for the same product sold 
under otherwise identical terms and conditions as at contract 
inception. The entity's cost of the product is Rs 80,000. Compute 
the financing component to be recognized each year

Solution

Implicit rate =

(125440/100,000)1/2 – 1 = 12%

Interest to be recognized

1st year = 100,000* 12% = 12,000

2nd Year = 112,000*12% = 13,440
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XYZ Limited enters into a contract with a customer to sell 
equipment. Control of the equipment transfers to the customer 
when the contract is signed. The price stated in the contract is Rs 1 
crore plus a 10% contractual rate of interest, payable in 60 
monthly instalments of Rs 212,470. 

Determine the discounting rate and the transaction price when 

Case A—Contractual discount rate reflects the rate in a separate 
financing transaction 

Case B—Contractual discount rate does not reflect the rate in a 
separate financing transaction ie 14%. 

Given the annuity factors for 60 months are as follows

10% 14%

Annuity factor 47.06547 42.97711



Solution

Case A

Discounting rate = 10%

Cash price =

212470*47.06547= Rs 1 Cr

Case B

Discounting rate = 14%

Cash price 

= 212470*42.97711=Rs9131347
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PQR Limited enters into a contract with a customer to sell an asset. Control of the asset will 
transfer to the customer in two years (i.e. the performance obligation will be satisfied at a point 
in time). The contract includes two alternative payment options: 

1) Payment of Rs 5,000 in two years when the customer obtains control of the asset or 

2) Payment of Rs 4,000 when the contract is signed. 

The customer elects to pay Rs 4,000 when the contract is signed. 

PQR Limited concludes that the contract contains a significant financing component because of 
the length of time between when the customer pays for the asset and when the entity transfers 
the asset to the customer, as well as the prevailing interest rates in the market. 

The interest rate implicit in the transaction is 11.8 per cent, which is the interest rate necessary to 
make the two alternative payment options economically equivalent. However, the entity 
determines that, the rate that should be used in adjusting the promised consideration is 6%, 
which is the entity's incremental borrowing rate. 

Pass journal entries showing how the entity would account for the significant financing 
component

Solution

At inception : Cash Dr. Rs 4,000

To Contract liability Rs 4,000

Year 1 end Interest expense Dr. Rs 240

To Contract liability Rs 240

Year 2 end Interest expense Dr. Rs 254

To Contract liability Rs 254

Contract liability Dr. Rs 4,494

To Revenue Rs 4,494
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Anytime learn limited provides coaching for IAS based on online 
platform. Amount to be paid by students are collected at the 
beginning for 2 year course.

Analyse whether there is any significant financing component in the 
contract or not.

Solution

In assessing whether or not the contract contains a significant 
financing component, entity determines that the payment terms 
were structured primarily for reasons other than the provision of 
finance to the entity. Entity charges a single upfront amount for the 
services because other payment terms (such as a monthly payment 
plan) would affect the nature of the risks it assumes to provide the 
service and may make it uneconomical to provide the service. As a 
result of its analysis, entity concludes that there is not a significant 
financing component.
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• A ltd entered into a contract B ltd to build an automated 
fabrication machine which will take about 24 months for 
delivery. Contract price is Rs.50 Lakhs. Consideration is payable 
only after completion of the contract and  subject to other 
factors such as final weight, velocity, and accuracy etc. Analyse
whether there is any significant financing component in the 
contract or not

• Solution

• Contract does not contain a significant financing component, 
and Company  should not adjust the transaction price.
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Company A enters into a two-year contract to develop ERP software for 
Company B. Company A concludes that the goods and services in this 
contract constitute a single performance obligation. Based on the terms of 
the contract, Company  determines that it transfers control over time, and 
recognizes revenue based on an input method best reflecting the transfer of 
control to Company B. Company B agrees to provide Company A monthly 
progress payments. Based on the expectation of the timing of costs to be 
incurred, Company A concludes that progress payments are being made 
such that the timing between the transfer of control and payment is never 
expected to exceed one year. Analyse whether there is any significant 
financing component in the contract or not.

Solution

Company A will not need to further assess whether a significant financing 
component is present and does not adjust the promised consideration in 
determining the transaction price, as they are applying the practical 
expedient under Ind AS 115
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X Ltd. is engaged in manufacturing and selling of designer furniture. 
It sells goods  on extended credit. X Ltd. sold furniture for Rs
40,00,000 to a customer, the payment against which was receivable 
after 12 months with interest at the rate of 3% per annum. The 
market interest rate on the date of transaction was 8% per annum. 
How will X Ltd. recognise revenue for the above transaction?

Solution

Total amount receivable = 40,00,000 x 1.03

=41,20,000. 

Present Value of receivable (Revenue)

= 41,20,000/1.08 

= 38,14,815

Interest income = 3,05,185
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RK Builders Limited enters into a contract to build an office 
building for AT Limited over an 24-month period. AT Limited 
agrees to pay the construction entity Rs 50 crores for the project. 
Entity will receive a bonus of 1 lakhs equity shares of AT Limited if 
it completes construction of the office building within 18 months. 
Assume a fair value of Rs 100 per share at contract inception. 
Determine the transaction price

Solution

When determining the transaction price, the entity would reflect 
changes in the number of shares to be earned. However, the 
entity would not reflect changes in the fair value per share. 

In another words, share price of Rs 100 is used to value the 
potential bonus throughout the life of the contract
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Biscuit Ltd enters into a one-year contract to sell goods to a customer Bada 
Bazar ltd that is a large global chain of retail stores. The customer commits 
to buy at least Rs 15 lakhs of products during the year(Purchsaed equally on 
monthly basis). The contract also requires the entity to make a non-
refundable payment of Rs 1.5 lakhs to the customer at the inception of the 
contract. The Rs 1.5 lakhs payment will compensate the customer for the 
changes it needs to make to its shelving to accommodate the entity's 
products. The entity does not obtain control of any rights to the customer's 
shelves. 

Determine the transaction price

Solution
Entity does not obtain control of any rights to the customer's shelves

Payment to the customer is not in exchange for a distinct good or service

1.5 lakhs payment is a reduction of the transaction price

As the entity transfers goods to the customer, the entity reduces the 
transaction price for each good by 1.5/15= 10%

in the first month revenue to be recognised = 1.25 – 0.125 =1.125 Lakhs



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



Ind AS 115
ALLOCATING THE 

TRANSACTION PRICE  



ALLOCATING THE TRANSACTION PRICE
St

ep
 4

 : 
A

llo
ca

ti
o

n
 o

f 
TP

Objective
To allocate TP to Each P.O

in an amount 
Depicts entity's 

entitlement

Applicability Many P.O or
Series of Distinct G/s 

in single P.O

Factors involved

Determining

SASP
Price Sold in similar 

circumstances

If No SASP

Adjusted market 
assessment approach

Expected cost plus a 
margin approach

Residual approach 

Allocation of Discount

Regularly Sells each 
G/S on Standalone

Proportionate on 
SASP

Allocation of VC

attributable to Entire 
contract  Or

Attributable to 
specified part

Changes in TP
Treat as per contract 

modification



35

A leading laptop manufacturer X launches a scheme during a 
festival whereby a new laptop is available for Rs 35,000 with 
free servicing for 2 years. The manufacturer would ordinarily 
charge Rs 2,500 on an annual basis for servicing the laptop. 
How should X account for the revenue?

Solution

sale of the laptop to be recognised as 30,000 

revenue from rendering services 2,500 

and

Balance 2,500 be shown as advance
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An entity enters into a contract with a customer to sell Products A, B 
and C in exchange for Rs 20,000. The entity will satisfy the performance 
obligations for each of the products at different points in time. The 
entity regularly sells Product A separately and therefore the stand-
alone selling price is directly observable. The stand-alone selling prices 
of Products B and C are not directly observable. 

Because the stand-alone selling prices for Products B and C are not 
directly observable, the entity must estimate them. To estimate the 
stand-alone selling prices, the entity uses the adjusted market 
assessment approach for Product B and the expected cost plus a 
margin approach for Product C. In making those estimates, the entity 
maximises the use of observable inputs. 

The entity estimates the stand-alone selling prices as follows:
Product Stand-alone selling price Method 

Product A 10,000 Directly observable 

Product B 5000 Adjusted market assessment approach 

Product C 15,000 Expected cost plus a margin approach

Total 30,000 



Product  SASP

A 10,000

B 5000 

C 15,000  

Total 30,000 

Discount

10,000

Allocated TP

20,000

10,000*10,000/30,000=3,333

5,000*10,000/30,000=1,667

15,000*10,000/30,000=5,000

10,000-3333=6667

5000-1667=3333

15000-500=10,000
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Cars manufactured by X Ltd. are sold with an extended warranty of 2 years for Rs 5,00,000 
while an identical car without the extended warranty is sold in the market for Rs 4,50,000 and 
equivalent warranty is given in the market for Rs 60,000. How should X Ltd. recognise and 
measure revenue in its books on sale of the car and warranty?

Solution

Car without the extended warranty 4,50,000 

Equivalent warranty in the market for 60,000

Total fair value of  car and extended warranty  5,10,000 

Less: Sale price of  car with extended warranty(5,00,000)

Discount  for car and warranty 10,000



Discount  for car and warranty 10,000
Divide in the ratio of fair value
Discount  attributable 

To sale  of car 10,000/510,000*450,000 8,824 
to extended warranty 10,000/510,000*60,00 1,176

Revenue from sale of car 510,000-8824 4,41,176
Revenue from extended warranty  45,000-1176 58,824
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An entity regularly sells Products X, Y and Z individually, thereby establishing the 
following stand-alone selling prices: 

Product Stand-alone selling price  Rs   

Product X 100,000 

Product Y 50,000 

Product Z 90,000 

Total 2,40,000 

In addition, the entity regularly sells Products Y and Z together for Rs 100,000. 
Case A—Allocating a discount to one or more performance obligations The entity 
enters into a contract with a customer to sell Products X, Y and Z in exchange for 
Rs 200,000. The entity will satisfy the performance obligations for each of the 
products at different points in time; or Product Y and Z at same point of time. 
Determine the allocation of transaction price to Product Y and Z. Case B—
Residual approach is appropriate The entity enters into a contract with a 
customer to sell Products X, Y and Z as described in Case A. The contract also 
includes a promise to transfer Product Alpha. Total consideration in the contract 
is Rs 260,000. The stand-alone selling price for Product Alpha is highly variable 
because the entity sells Product Alpha to different customers for a broad range 
of amounts (Rs 30,000 – Rs 90,000). Determine the stand-alone selling price of 
Products, X, Y, Z and Alpha using the residual approach. Case C—Residual 
approach is inappropriate The same facts as in Case B apply to Case C except the 
transaction price is Rs 2,10,000 instead of Rs 260,000.



Solution

Case A :Allocating a discount to one or more performance obligations 

Total Discount = 240,000-200,000 = 40,000

If the entity transfers control of Products Y and Z at the same point in time

Product X = 100,000

Product Y and Z = 100,000

If the contract requires the entity to transfer control of Products Y and Z at 
different points in time

Product X = 100,000

Product Y and Z = 100,000

Product Y   = 50,000/140,000 * 100000 = 35714

Product Z   = 90,000/140,000 * 100000 =  64286



Case B—Residual approach is appropriate

Product

Product X

Products Y and Z

Product Alpha

Stand-alone selling price

1,00,000

1,00,000

60,000

2,60,000

Method

Directly observable

Directly observable with discount

Residual approach

Resulting 60,000 allocated to Product Alpha is within the range of its 

observable selling prices (Rs 30,000 – Rs 90,000).



Case C—Residual approach is inappropriate

Product

Product X

Products Y and Z

Product Alpha

Stand-alone selling price

1,00,000

1,00,000

10,000

2,10,000

Method

Directly observable

Directly observable with discount

Residual approach

Resulting 10,000 allocated to Product Alpha is not within the range of its observable 
selling prices (Rs 30,000 – Rs 90,000).

Entity reviews its observable data, including sales and margin reports, to estimate the 
stand-alone selling price of Product Alpha using another suitable method



Solution

Case A :Allocating a discount to one or more performance obligations 

Total Discount = 240,000-200,000 = 40,000

If the entity transfers control of Products Y and Z at the same point in time

Product X = 100,000

Product Y and Z = 100,000

If the contract requires the entity to transfer control of Products Y and Z at different points 
in time

Product X = 100,000

Product Y and Z = 100,000

Product Y   = 50,000/140,000 * 100000 = 35714

Product Z   = 90,000/140,000 * 100000 =  64286



Case B—Residual approach is 
appropriate

Product
Stand-alone selling 
price Method

Product X 1,00,000Directly observable

Products Y and Z 1,00,000
Directly observable with 
discount

Product Alpha 60,000Residual approach

2,60,000

resulting 60,000 allocated to Product Alpha is within the range 
of its observable selling prices (Rs 30,000 – Rs 90,000).



Case C—Residual approach is 
inappropriate

Product Stand-alone selling price Method

Product X 1,00,000 Directly observable

Products Y and Z 1,00,000 Directly observable with discount

Product Alpha 10,000 Residual approach

2,10,000

Resulting 100,000 allocated to Product Alpha is not within the 
range of its observable selling prices (Rs 30,000 – Rs 90,000).

Entity reviews its observable data, including sales and margin 
reports, to estimate the stand-alone selling price of Product 
Alpha using another suitable method
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An entity enters into a contract with a customer for two intellectual property licences (Licences A and B), which the 
entity determines to represent two performance obligations each satisfied at a point in time. The stand-alone selling 
prices of Licences A and B are Rs 1,600,000 and Rs 2,000,000, respectively. The entity transfers Licence B at inception 
of the contract and transfers Licence A one month later. 

Case A—Variable consideration allocated entirely to one performance obligation 

The price stated in the contract for Licence A is a fixed amount of Rs 1,600,000 and for Licence B the consideration is 
three per cent of the customer's future sales of products that use Licence B. For purposes of allocation, the entity 
estimates its sales-based royalties (ie the variable consideration) to be Rs 2,000,000. Allocate the transaction price. 

Case B—Variable consideration allocated on the basis of stand-alone selling prices 

The price stated in the contract for Licence A is a fixed amount of Rs 600,000 and for Licence B the consideration is 
five per cent of the customer's future sales of products that use Licence B. The entity's estimate of the sales-based 
royalties (ie the variable consideration) is Rs 3,000,000. In the first month, the royalty due from the customer's first 
month of sales is Rs 400,000

Allocate the transaction price and determine the revenue to be recognised for each licence and the contract liability, if 
any. 



Case A—Variable consideration allocated entirely to one 
performance obligation 

Expected royalty amounts of Rs 2,000,000 entirely to Licence B

1,600,000 approximates the stand-alone selling price of Licence A

When Licence A is transferred, the entity recognises as revenue 
the Rs 1,600,000 allocated to Licence A.

Upon the transfer of Licence B, the entity does not recognise
revenue because the consideration allocated to Licence B is in the 
form of a sales-based royalty. Therefore, the entity recognises
revenue for the sales-based royalty when those subsequent sales 
occur



Case B—Variable consideration allocated 
on the basis of stand-alone selling prices 

Allocating Rs 600,000 to Licence A and Rs 3,000,000 to Licence B does not reflect a reasonable allocation 
of the transaction price

Consequently, the entity applies the general allocation requirements of Ind AS 115.

Allocates the transaction price of Rs 600,000 to Licences A and B on the basis of relative stand-alone 
selling prices of Rs 1,600,000 and Rs 2,000,000

When Licence A is transferred, the entity recognises as revenue Rs [(Rs 1,600,000 ÷ Rs 3,600,000) × Rs 
600,000] = 266,667 

When Licence B is transferred, the entity recognises as revenue 

= [(Rs 2,000,000 ÷ Rs 3,600,000) × Rs 600,000]  = 333,333

In the first month, revenue of 400,000 allocated as follows

A: 1600000/3600000*400000 = 177,778(contract liability)

B: 2000000/3600000*400000=222,223(recognises as revenue



Problem 40 

On 1 April 2019, Chanakya Mgt services enters into an arrangement to provide due 
diligence, valuation, and software implementation services to a customer for Rs 2 crores. 
The consultant can earn Rs 20 lakhs bonus if it completes the software implementation by 
30 September 2019 or Rs 10 lakhs bonus if it completes the software implementation by 31 
December 2019. The due diligence, valuation, and software implementation services are 
distinct and therefore are accounted for as separate performance obligations. The 
consultant allocates the transaction price, disregarding the potential bonus, on a relative 
stand-alone selling price basis as follows: • Due diligence – Rs 80 lakhs • Valuation – Rs 20 
lakhs • Software implementation – Rs 1 crore 

At contract inception, the consultant believes it will complete the software implementation 
by 30 January 2020. After considering the factors in Ind AS 115, the consultant cannot 
conclude that a significant reversal in the cumulative amount of revenue recognized would 
not occur when the uncertainty is resolved since the consultant lacks experience in 
completing similar projects. As a result, the consultant does not include the amount of the 
early completion bonus in its estimated transaction price at contract inception. On 1 July 
2019, the consultant notes that the project has progressed better than expected and 
believes that implementation will be completed by 30 September 2019 based on a revised 
forecast. As a result, the consultant updates its estimated transaction price to reflect a 
bonus of Rs 20 lakhs. After reviewing its progress as of 1 July 2019, the consultant 
determines that it is 100 percent complete in satisfying its performance obligations for due 
diligence and valuation and 60 percent complete in satisfying its performance obligation for 
software implementation. Determine the transaction price.

Solution

On 1 July 2019, the consultant allocates the bonus of Rs 20 lakhs to the software 
implementation performance obligation, for total consideration of Rs 1.2 crores allocated to 
that performance obligation, and adjusts the cumulative revenue to date for the software 
implementation services to Rs 72 lakhs (60 percent of Rs 1.2 crores).





Ind AS 115 Satisfaction of 
performance obligation



Five-step model in determination of 
revenue

Step 1:
• Identify the contract with the 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:

• Recognize revenue when (or as) the entity satisfies 
its performance obligations.



SATISFYING PERFORMANCE OBLIGATION
St

ep
 5

Basic Principle for 
revenue 

recognition

When an entity satisfy 
P.O

By transferring g/s to 
customer

Transfer = customer 
obtaining control

ability to direct 
the use of asset

Indicators

right to payment , legal 
title 

physical possession , 
customer acceptance

Significant risk and rewards

Types 

Performance 
obligation over 

time(POT)

One of 3 
conditions

simultaneously receives 
and consumes the benefits 

or

creates an asset that the 
customer controls or

does not create an asset to 
entity's use and

Enforceable right to 
payment(reasonable profit 

if cancelled ) 

2 Methods to 
measure(Output 

and Input)
Performance 

obligation at a point in 
time(PIT)

If not POT



Methods for measuring progress

Output methods

on the basis of direct 
measurements of the value 

Examples

surveys of performance

appraisals of results 

milestones reached

Input methods

on the basis of the entity’s efforts

Example

SLM for even efforts

Resources consumed

costs incurred

Exclude

That don’t depict entity’s efforts

Make cost= revenue

Consistency principle single method Similar P.O

Remeasurement Account as Ind AS 8

Reasonably measurement Rev= recoverable costs



Example

Subscriptions to 
publications 

on a straight-line basis 
over the period in which 

the items are 
despatched

Instalment sales

Revenue attributable to 
the sales price, exclusive 
of interest, is recognised 

at the date of sale



Example

XYZ Ltd. has undertaken a service contract for Rs 10,00,00,000. It has spent 
Rs 50,00,000 till year end. At the close of the year, due to rising cost of the 
inputs, XYZ Ltd. is not able to estimate reliably whether profit will be 
earned on the project or  not. Suggest whether XYZ  Ltd. should recognise
revenue or not? What would be the treatment if due to some legal issues, 
XYZ Ltd. decides to suspend the project for an uncertain period and 
assesses that the cost incurred of Rs 50,00,000 may not be recoverable.

Solution

Recognise  50,00,000 as revenue and  50,00,000 as expenses in the first 
year

If XYZ Ltd. decides to suspend, revenue is not recognised and the costs 
incurred are recognised



Input method

Percentage of completion 

= Expenses incurred till date__________________
Expenses incurred till date + Expense to be incurred



Example on % of completion

Rs in Crs
Year1 Year2 Year3

Cost incurred 10 30 60
Remaining Cost estimated 90 60

Percentage of completion computation
Percentage completed till date 10

10+90
=10%

10+30
10+30+60
=40% 100%

Percentage completed in current period

10% 30% 60%



Example on Revenue 
Recognition

Rs in Crs
Year1 Year2 Year3

Cost incurred 10 30 60
Remaining Cost estimated 90 60

Percentage of completion computation
Percentage completed till date 10

10+90
=10%

10+30
10+30+60
=40% 100%

Contract Revenue Rs 120 Crs

Revenue to be 
recognised till date

120*10%
12

120*40%
48

120*100%
120

Revenue to be recognised in 
current year

12 48-12
=36

120-48
= 72



Transfer of control at a point in 
time

When

Any of 3 conditions of POT

Not satisfied

Indicators

right to payment 

legal title to asset

transferred physical possession 

customer has the significant 
risks and rewards of ownership

The customer has accepted the 
asset
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A Limited has entered into a contract with B Limited for 
construction of a bridge estimated cost of Rs 15 crores and 
revenue of Rs 20 crores. At the end of year 1, A Limited has 
incurred Rs 6 crores.  However,  B Limited has been invoiced for 
Rs 7 crores. The payment is due in first quarter of year 2.  
Determine  the cost and revenues to be recognised assuming the 
conditions for transfer of control over a period of time is satisfied.

Solution

Based on proportion of cost incurred to date (Rs 6 crores) with 
total cost (Rs 15 crores), the percentage completion is 40%. Based 
on this, A Limited should recognise revenues of Rs 8 crores (40% 
of Rs 20 crores) and cost at Rs 6 crores in year 1.
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G3S Ltd. is a Security services providing company. It enters into a 
contract to provide security services to ABC limited for one year. 
Determine how entity will recognise the revenue? 

Solution

• Customer simultaneously receives and consumes the benefits of 
the entity’s performance in processing

• once the services have been performed another entity needn’t 
reperform
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SRL Limited is a logistics company that provides transportation 
services through various modes such as sea, road, rail etc. A 
customer – TOI Limited enters into a contract with SRL for 
transportation of its goods from Mumbai to Cochin through sea. 
The voyage is expected to take 10 days Mumbai to Cochin. SRL is 
responsible for shipping the goods. Whether SRL performance 
obligation is met over period of time?

Solution

SRL has a single performance to ship the goods

No other entity will need to re-perform the service

customer is directly benefitting from the performance

Therefore, such performance obligation is said to be met over a 
period of time.
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XYZ Ltd. is a finance advisory firm and enters into a contract with a 
company – PQR Ltd to provide financial restrucuring services If the 
Company was to terminate the consulting contract for reasons 
other than the entity's failure to perform as promised, the contract 
requires the Company to compensate company for its costs 
incurred plus a 15 per cent margin. The 15 per cent margin 
approximates the profit margin that the entity earns from similar 
contracts. Whether this performance obligation is met over period 
of time?

Solution

The services provided are specific to the company

XYZ lrd has a right to enforce payment if contract was early 
terminated, for reasons other than failure to perform. And the profit 
margin approximates what entity otherwise earns.

Such performance obligation is said to be met over a period of time.
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Prestige builders enters into a contract with a customer to build an item of 
equipment. The customer pays 15% advance and then 70% in instalments of 
10% each over the period of construction with balance 15% payable at the end 
of construction period. The payments are non-refundable unless the company 
fails to perform as per the contract. Further, if the customer terminates the 
contract, then entity is entitled to retain payments made. The company will have 
no further right to compensation from the customer. 

Evaluate if contract will qualify for satisfaction of performance obligation over a 
period of time 

Solution

The customer has specific right over the asset and company does not have right 
to divert it for any alternate use. In other words, there is contractual restriction 
to use the asset for any alternate purpose

In the event of early termination, Company has a right to retain any payments 
made by the customer. However, such payments need not necessarily 
compensate the  selling price of the partially constructed asset, if the customer 
was to stop making payments 

Therefore, Company does not have a legally enforceable right to payment for 
work completed to date

Revenue cannot be recognised over a period of time.



Problem 46
On 01 January 2019, an entity contracts to install trolley lines inside factory. The entity 
estimates the following with respect to the contract: Particulars 

Amount (Rs) 

Transaction price 10,000,000 

Expected costs: 

(a) Trolley costs 3,000,000 

(b) Other costs 5,000,000 

Total 8,000,000 

The entity purchases the trolley line equipments and they are delivered to the site six 
months before they will be installed. The entity uses an input method based on cost to 
measure progress towards completion. The entity has incurred actual other costs of 
1,000,000 by March 31, 2019. How will the Company recognize revenue, if performance 
obligation is met over a period of time?

Solution

Measure of progress = 1,000,000/ 5,000,000 = 20%

Revenue to be recognised 

(a) For costs incurred = (10,000,000 – 3,000,000)*20% = 1,400,000

(b) For trolley = 3,000,000

Total 4,400,000
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A construction contractor has a fixed price contract for Rs 9,000 lakhs to build a bridge. 
The initial amount of revenue agreed in the contract is Rs 9,000 lakhs. The contractor’s 
initial estimate of contract costs is Rs 8,000 lakhs. It will take 3 years to build the bridge.

By the end of year 1, the contractor’s estimate of contract costs has increased to Rs 8,050 
lakhs.

In year 2, the customer approves a variation resulting in an increase in contract revenue 
of Rs 200 lakhs and estimated additional contract costs of Rs 150 lakhs. At the end of 
year 2, costs incurred include Rs 100 lakhs for standard materials stored at the site to be 
used in year 3 to complete the project.

The contractor determines the stage of completion of the contract by  calculating the 
proportion  that contract costs incurred for work performed to date bear to the latest 
estimated total contract costs. 

Given that

Contract costs incurred to date

Year 1 2093 Lakhs

Year 2  6168 Lakhs

Year 3  8200 Lakhs

Determine profit as per Ind AS assuming  all the conditions of transfer of control over a 
period of time is satisfied.



Solution

Cost incurred
Year1 Year2 Year3

Incurred till date 2093 6068 8200

Cost estimated to complete 
8050

5957
8200
2132

8200

% completion 26% 74% 100%

Revenue to be recognised

Revenue to be recognised 9000*26% 9200*74% 9200*100%

2340 6808 9200

Revenue already recognised 0 2340 6808

Incremental revenue 2340 4468 2392

Cost incurred for the year 2093 3975 2132

Profit 247 493 260



Ind AS 115  Other points1



Customer options for additional goods or services

Meaning

option to 
purchase

additional G/S 

If material right, then separate PO

Example loyalty points

Treatment

In general

material right to 
the customer

Treat as advance

Recognise 
revenue later

Allocation of TP

on relative SASP 
or

estimation to 
consider all type 

of discounts

If discounted price 
= SASP

It’s a marketing 
offer

No advance

Recognise 
revenue only 

when Purchases



Problem 48

• A pharmacy chain operates a customer loyalty programme. It grants 
programme members loyalty points when they spend a specified 
amount on medicines. Programme members can redeem the points 
for further medicines. The points have no expiry date. In one period, 
the entity grants 100 points. Management estimates the fair value of 
medicines for which each loyalty point can be redeemed as Rs 1.25. 
This amount takes into account an estimate of the discount that 
management expects would otherwise be offered to customers who 
have not earned award credits  from  an initial sale. In addition, 
management expects only 80 of  these points to be  redeemed. 
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KK Ltd. runs a departmental store which awards 10 points for every purchase of 
Rs 500 which can be discounted by the customers for further shopping with the 
same merchant. Each point is redeemable on any future purchases of KK Ltd.’s 
products within 3 years. Value of each point is Rs 0.50. During the accounting 
period 2017-2018, the entity awarded 1,00,00,000 points to various customers of 
which 18,00,000 points remained undiscounted (to be redeemed till 31st March, 
2020). The management expects only 80% of the remaining will be discounted in 
future 

The Company has approached your firm with the following queries and has asked 
you to suggest the accounting treatment (Journal Entries) under the applicable Ind
AS for these award points:

(a) How should the recognition be done for the sale of goods worth Rs 10,00,000 
on a particular day?

(b) How should the redemption transaction be recorded in the year 2017-2018? 
The Company has requested you to present the sale of goods and redemption as 
independent transaction. Total sales of the entity is Rs 5,000 lakhs.

(c) How much of the deferred revenue should be recognised at the year-end 
(2017-2018) because of the estimation that only 80% of the outstanding points will 
be redeemed?

(d) In the next year 2018-2019, 60% of the outstanding points were discounted 
Balance 40% of the outstanding points of 2017-2018 still remained outstanding. 
How much of the deferred revenue should the merchant recognize in the year 
2018-2019 and what will be the amount of balance deferred revenue?

(e) How much revenue will the merchant recognized in the year 2019-2020, if 
3,00,000 points are redeemed in the year 2019-2020? 



(a) Rs 10,00,000 Sale on  a particular Day

Rs Point

500 10

10,00,000 ?

20,000 points 

Value of those points = 20,000 * 0.5 = Rs10,000

Allocate 10,000 discount on current goods 10,00,000 and future 
goods 10,000

Revenue to be recognised = 10,00,000*10,00,000

10,10,000

=9,90,099

Revenue to be Deferred = 9901

Bank A/c 10,00,000

To Sales 9,90,099

To Liability under loyalty programme 9,901



(b) Rs 50,00,00,000 for the year

Rs Point

500 10

5000,00,000 ?

100,00,000 points 

Value of those points = 100,00,000 * 0.5 = Rs50,00,000

Allocate 50,00,000 discount on current goods 5000,00,000 and 
future goods 50,00,000

Revenue to be recognised = 5000,00,000*5000,00,000

50,50,00,000

=49,50,49,505

Revenue to be Deferred = 49,50,495

Bank A/c 50,00,00,000

To Sales 49,50,49,505

To Liability under loyalty programme 49,50,495

Liability under loyalty programme A/c 42,11,002

To Sales(4950495*82/100) 42,11,002



• Computation of revenue to be recognised on points redeemed 
during the year

Points already redeemed = 82,00,000

Points expected to be redeemed = 18,00,000*80% = 14,40,000

Divide the liability for customer loyalty programme 49,50,495 in 
the above ratio.

Revenue recognised = 49,50,495*  82,00,000

(82,00,000+14,40,000)

= 42,11,002

(c) Deferred revenue in 2017-18 = 49,50,495-42,11,002

= 7,39,493



(d) In the year 2018-19 60% is redeemed and balance 40% is 
pending

Points redeemed= 18,00,000*60% = 10,80,000 Points

On cumulative catch up basis

Points redeemed till date = 82,00,000+10,80,000 = 92,80,000

Total points expected to be redeemed 96,40,000

(as per last years expectation)

Revenue to be recognised till date = 92,80,000 *49,50,495 

96,40,000

= 47,65,622

Revenue already recognised = 42,11,002

Revenue to be recognised in 2018-19 = 554,620 



Points available 100,00,000

- Not expected to be redeemed

18,00,000*20% 360,000

Expected to be redeemed 96,40,000

Value of 100,00,000 points    = 49,50,495 spread over 96,40,000 points

2017-18 2018-19 2019-20

82,00,000 10,80,000

49,50,495*82,00,000

96,40,000

49,50,495*10,80,000

96,40,000

42,11,002 554,620 184,873*

(e) In the year 2019-20 being the last year of redemption, remaining amount in 

liability is recognised = 184,873 irrespective of how much points are actually 

redeemed.



Problems 50

An entity enters into a contract for the sale of Product x for Rs 10,000. As part of the 
contract, the entity gives the customer a 35% discount voucher for any future 
purchases up to Rs 10,000 in the next 15 days. The entity intends to offer a 15% 
discount on all sales during the next 15 days as part of a seasonal promotion. The 
15% discount cannot be used in addition to the 35% discount voucher. 

The entity believes there is 90% likelihood that a customer will redeem the voucher 
and on an average, a customer will purchase Rs 6000 of additional products. 

Determine how many performance obligations does the entity have and their 
stand-alone selling price and allocated transaction price? 

Solution

Performance obligations Stand-alone selling price 

Product X 10,000 

Discount voucher =6000*20%*90%= 1080 

Total 11080

Allocation of transaction price = 

For Product X 10000/11080*10000 = 9025

For Discount voucher 1080/11080*10000 = 975



Consignment Arrangements

Meaning

consignor sends 
the goods

to consignee 

later sold
to ultimate 
consumer

Indicators

product is
controlled by the 

entity

entity is able
to require the 
return of the 

product

the dealer does 
not have

an unconditional 
obligation to pay 
for the product  

Treatment

Transfer to 
Consignee

No revenue

Transfer to 
consumer(control)

Recognise revenue



Principal vs agent consideration

Entity is a 
principal: 

Meaning

P.O on itself

Indicators

primarily 
responsible 
for fulfilling 
the contract

Entity has 
inventory risk

discretion in 
establishing 

prices

Treatment

Revenue on 
gross

Entity is an 
agent

Meaning

P.O is to 
arrange for 

other party to 
provide

Indicators

Another 
party is 

responsible

No inventory 
risk

No credit risk

No discretion in 
establishing prices

consideration is in 
the form of a 
commission

Treatment

Revenue on 
net basis



Principal Agent relationship

When there is 
exposure to the 
significant risks 

and rewards 

On Gross basis

When there no is 
exposure to the 
significant risks 

and rewards 

On net basis



Example

Show room 
owner of car

Car 
manufacturer Consumer

Buy Sell

Principal :Revenue at gross

Show room 
owner of car

Car 
manufacturer Consumer

Intermediary

Agent  Revenue at net



Non-refundable upfront fees

Meaning

Charging non-
refundable upfront 

fee or

membership fees at 
inception or

Telecom activation 
fees

Treatment

If activity does not 
result in the transfer 

of promised G/S

Upfront fees is an 
advance

Revenue to be 
deferred till actual 

P.O

Compensation costs 
is not separate P.O

If activity result in 
the transfer of 
promised G/S

Recognise revenue



Sale with a right of return

Meaning

Transfers 
control +

Right to 
return with

Refund or

a credit or

Exchange

Treatment

entity expects to 
be entitled 

Recognise 
revenue 

Use VC factors

expected to be 
returned

Recognise a 
refund liability

an asset 

adjustment to 
cost of sales

measured at CA-
cost to recover



Sale with a right of return

At the end of 
each reporting 
period Update

amounts for 
which it expects 

to be entitled

change to 
revenue

refund liability

change to 
revenue

Asset

Changes to cost 
of sales



Example

X Electrical Ltd. has sold three machines to a public utility firm 
Y Ltd. for Rs 50,00,000 each during the financial year 20X1-
20X2. The contract includes delivery and installation of 
machines. The customer will accept the machines only after 
the final inspection of machines after installations. The 
customer has accepted delivery of two machines till March 31, 
20X2.

How should X Electrical Ltd. record the transactions?

Solution 

should recognise revenue for two machines only,



Sales-based or usage-based 
royalties

Meaning Royalty promised for
a licence of 

intellectual property

Treatment

Recognise revenue

At later of

subsequent sale or 
usage occurs  or

P.O is satisfied



Warranties

Nature

Assurance 
product will function as 

per specifications.

Service
in addition to the 

assurance

Treatment

If separate option to 
purchase

warranty is a distinct 

Account as P.O

Allocate TP

If no option

Not distinct service

Record as per Ind AS 37

Factors

If required by law Not distinct

Longer the period Likely is P.O



Repurchase agreements

Meaning

entity sells an asset and 

promises or has the 
option to repurchase the 

asset

Same asset or

substantially the same as 
that asset

three forms

Forward: obligation to repurchase

Call option: Right to repurchase

Put option:
obligation to repurchase 
at customers discretion



Forward

Treatment

No transfer of 
control

No revenue

If RPP <OSP

Its income

Ind AS 17 Lease

If RPP > OSP

Its expense

a financing 
arrangement

recognise the 
asset and also 

recognise a 
financial liability



Call option

Treatment

No transfer of control

No revenue

If RPP <OSP

Its income

Ind AS 17 Lease

If RPP > OSP

Its expense

a financing arrangement

recognise the asset and also 
recognise a financial liability

If the option lapses
Derecognise the liability and 

recognise revenue.



Put option 

RPP < OSP

EMV< RPP

Customer has a 
significant 
economic 

incentive(SEI)

Income

Apply Ind AS 17 
lease

EMV> RPP

Without SEI 

sale of a product 
with a right of 

return

RPP > OSP

EMV< RPP

financing 
arrangement

EMV> RPP

Without SEI 

sale of a product 
with a right of 

return



Bill-and-hold 

Meaning

entity retains 
physical possession

transferred to the 
customer at a PIT in 

the future

Treatment

Recognize revenue 

After transfer of 
control

Indicators

Substantive reason

Separately 
identified Product

ready for physical 
transfer

entity cannot use
If additional P.O

segregat and 
accounted 
separately



Contract Cost 

Meaning

Contract acquisition 
cost(CAC)

Incremental costs

Contract fulfilment cost(CFC) Cost to do P.O

Treatment

CAC capitalization conditions

Shouldn’t depend on Success 
or failure of contract

Expected to recover

practical expedient Expense if amortize < 1 yr

CFC conditions

Only if not covered in other 
Ind AS

specifically identify

expects to recover

Not general admn,wated
materials

Amortisation systematic basis with pattern of Transfer

Impairment

ifCA > Consideration 
receivable

Only after other impairment

Can be reversed



PRESENTATION & 
DISCLOSURE 

Contracts

in balance sheet

contract liability

contract asset,

In P&L

Revenue 
recognized

Other forms

Disclosures

revenue 
recognized

Categories of 
revenue

Information about contract 
balances

Information about 
performance obligations

Transaction price allocated



Problem 51

Customer buy a new data connection from the telecom entity. It 
pays one-time registration and activation fees at the time of 
purchase of new connection. 

The customer will be charged based on the usage of the data 
services of the connection on monthly basis. 

Are the performance obligations under the contract distinct? 

Solution

Customer will not be able to benefit from just buying a data 
card and data services from third party. The activity of 
registering and activating connection is not a service to 
customer and therefore does not represent satisfaction of 
performance obligation.

Entity’s obligation is to provide data service and hence 
activation is not a separate performance obligation.



Problem 52
An entity enters into 1,000 contracts with customers. Each contract includes the sale of one 
product for Rs 500 (1,000 total products × Rs 500 = Rs 500,000 total consideration). Cash is 
received when control of a product transfers. The entity's customary business practice is to 
allow a customer to return any unused product within 30 days and receive a full refund. The 
entity's cost of each product is Rs 300. To estimate the variable consideration to which the 
entity will be entitled, the entity decides to use the expected value method which indicates 
that 970 products will not be returned. Determine the amount of revenue, refund liability 
and the asset to be recognised by the entity for the said contracts.

Solution

Estimated amount of variable consideration 

=Rs 500*970 products = 485000

A refund liability of=Rs 500 * 30 products  = Rs 15000

An assets = Rs. 300 * 30 products = Rs9000



Problem 53

An entity enters into a contract with a customer for the sale of 
an equipment on 1 January 2019 for Rs 1,000,000. The contract 
includes a put option that gives the customer the right to sell 
the asset for Rs 900,000 on or before December 31, 2019. The 
market price for such goods is expected to be Rs 750,000 

How would the entity account for this transaction?

Solution

control’ of goods is not transferred to the customer

Accounted as a lease transaction 

And lease income of 100,000 is recognised



Problem 54

Moon Ltd. entered into agreement with Sun Ltd. for sale of goods of Rs. 100,000. The sale 
transaction took place on 1st April, 2014. On the same day Sun Ltd. entered into another 
agreement with Moon Ltd. to resell the same goods at Rs. 121,000 lakhs on 31st,March 
2016. State the treatment of this transaction in the financial statements of Moon Ltd.

Solution :

Its not a sale. Case of Forward 

It’s a financial re arrangement

The difference to be recognised as finance expense over period of time

100,000

1.4.2014 31.3.2016

121,000

31.3.2015
10% 10%

Finance expense
10,000

110,000

Finance expense
11,000



Problem 55

Customer outsources its information technology data centre 

Term = 5 years plus two 1-yr renewal options 

Average customer relationship is 7 years 

Entity spends Rs 800,000 designing and building the technology platform needed to 
accommodate out-sourcing contract: 

Design services  Rs 100,000 

Hardware Rs 280,000 

Software  Rs 200,000 

Migration and testing of data centre Rs 220,000 

TOTAL Rs 800,000 

Solution

Design services Rs 100,000 Assess under Ind AS 115 to amortised over 7 years 

Hardware Rs 280,000 Account for asset under Ind AS 16 

Software Rs 200,000 Account for asset under Ind AS 38 

Migration and testing of data centre Rs 220,000 Assess under Ind AS 115 would be 
amortised over 7 years (i.e. include renewals)



Differences

Sl.No Points of Difference AS 7 and 9 Ind AS 105

1 Framework of Revenue Recognition Don’t provide

Core principle is to recognise revenue that depicts 

transfer of g/s to customers

2

Comprehensive Guidance on Recognition and 

Measurement of Multiple Elements within a 

Contract with Customer: Don’t provide

Ind AS 115 gives comprehensive guidance on how to 

recognise and measure multiple elements within a 

contract with customer.

3 Measurement At nominal value revenue is measured at transaction price,

4 Capitalisation of Costs

AS 7 and AS 9 do not deal with such 

capitalisation of costs

Ind AS 115 provides guidance on recognition of costs 

to obtain and fulfill a contract, as asset

5 Interest income Time Proportionate method Effective interest rate

6 Revenue Recognition Risk and return transferred Control is transferred

7 Definition of revenue Gross inflow of cash

Income arising in the course of an entity’s ordinary 

activities.

8

Exchange of goods and services with other goods 

and services Not covered Not Covered directly. But referred in some places

9 Method of completion Percentage or completion Point in time or point over time

10 Loyalty programme –free/discounted goods Not covered Covered

11 Recognition Separately Identifiable Components Not covered Covered

12 Dividend

Covered Not covered under Ind AS 18 (accounting under Ind 

AS 109)

13

Deferred

consideration

No present value Discounting to present value is

required and interest income is

accounted for separately is financing component is 

significant

14 Guidance on Service Concession Arrangements
Not provided Provided



SERVICE CONCESSION 
ARRANGEMENT



Scope
How toll both usually functions

Constructed by Pvt company

Collects revenue
Controlled and regulated by
government

How to do accounting?

Build, Operate, Maintain, Transfer arrangement



Meaning

Involves a 
private sector 

entity 

constructing 
the 

infrastructure

provide the 
public service 

for a  
specified 

period 



Parties to arrangement

Constructed by Pvt company

Collects revenue
Controlled and regulated by
government

GrantorOperator



Recognition and measurement

• Infrastructure shall not be recognised as property, plant and 
equipment of the operator

• Recognise revenue and cost as per Ind AS 105

• Recognise consideration for transfer or for maintenance at fair 
value

• Recognise as
• Financial asset or

• Intangible Asset



Recognition and measurement

Build, Transfer Build, operate ,maintain
Transfer

Type

Consideration for sale
Cash

Financial Asset is created

Initial recognition at fair value
Subsequent measurement apply
Ind AS 32,107,109

Right receive charge from users
(licence

Intangible Asset is created

Initial recognition at fair value
Subsequent measurement apply
Ind AS 38



Disclosures

• Description of the arrangement;

• significant terms of the arrangement

• the nature and extent (eg quantity, time period or 
amount as appropriate) of:
• (i) rights to use specified assets;

• (ii) obligations to provide or rights to expect provision of 
services;

• Amount of revenue and profits or losses recognized in 
theperiod on exchanging construction services for a 
financial asset or an intangible asset



Problem 56
The terms of service arrangement require an operator to construct a road completing construction within 2 years

Later maintain the road for years 3 to 10

Operator should surface the road when surface has deteriorated expected to happen at year 8

Arrangement to end at end of year 10

Borrowing cost 6.7%

Other terms

Type Period Amount in Rs Crs

construction service 1 500

construction service 2 500

Operating service cost p.a 3 to 10 10 p.a

Resurfacing 8 100

Amount received from grantor 3 to 10 200 p.a

Fair value are as follows

Construction service cost+5%

Operation service cost+20%

Road resurfacing cost+10%

Effective interest rate for the above cash flows 6.18%

Borrowing cost 6.70%

Compute the amortization of amount receivable, cash flow statement impact and P&L Impact



amortization of amount receivable

Year
Opening 
Balance

Finance income 
at 6.18% Invoice Receipt Closing

1 0 0 525 0 525

2 525 32 525 0 1,082

3 1,082 67 12 200 961

4 961 59 12 200 833

5 833 51 12 200 696

6 696 43 12 200 551

7 551 34 12 200 397

8 397 25 122 200 344

9 344 21 12 200 177

10 177 11 12 200 0



Cash flow computation

Year Receipt Costs

Opening 
Balance of 
Borrowings

Borrowing 
costs @6.7% Payment

Closing Balance 
of borrowings

1 0 500 0 0.00 -500 500

2 0 500 500 33.50 -500 1,034

3 200 10 1,034 69.24 190 913

4 200 10 913 61.15 190 784

5 200 10 784 52.52 190 646

6 200 10 646 43.31 190 500

7 200 10 500 33.48 190 343

8 200 110 343 23.00 90 276

9 200 10 276 18.51 190 105

10 200 10 105 7.02 190 -78



Impact on PL

Year Revenue Cost incurred Finance income Finance cost Net Impact on PL

1 525 500 0 0.00 25.00

2 525 500 32 33.50 23.95

3 12 10 67 69.24 -0.35

4 12 10 59 61.15 0.26

5 12 10 51 52.52 0.94

6 12 10 43 43.31 1.72

7 12 10 34 33.48 2.58

8 122 110 25 23.00 13.56

9 12 10 21 18.51 4.74

10 12 10 11 7.02 5.93



The terms of service arrangement require an operator to construct a road completing construction within 
2 years

Later operate and maintain the road for years 3 to 10

Operator should surface the road when surface has deteriorated expected to happen at year 8

Arrangement to end at end of year 10

Borrowing cost 6.7%

Other terms

Type Period Amount in Rs Crs

construction service 1 500

construction service 2 500

Operating service cost p.a 3 to 10 10 p.a

Resurfacing 8 100

Revenue collections from users 3 to 10 200 p.a

Fair value are as follows

Construction service cost+5%

Operation service cost+20%

Road resurfacing cost+10%

Borrowing cost 6.70%

Compute the intangible assets, amortization of intangible asset, cash flow statement impact and P&L 
Impact

Problem  57



Year Receipt Costs
Opening Balance of 
Borrowings Borrowing costs @6.7% Payment Closing Balance of borrowings

1 0 500 0 0.00 -500 500

2 0 500 500 33.50 -500 1,034

3 200 10 1,034 69.24 190 913

4 200 10 913 61.15 190 784

5 200 10 784 52.52 190 646

6 200 10 646 43.31 190 500

7 200 10 500 33.48 190 343

8 200 110 343 23.00 90 276

9 200 10 276 18.51 190 105

10 200 10 105 7.02 190 -78



Resurface obligation

Year Obligation No of years left PV@6% Interest implicit Closing Balance

1 0

2 0

3 16.67 5 12.45 0.00 12.45

4 16.67 4 13.20 0.75 26.40

5 16.67 3 13.99 1.58 41.98

6 16.67 2 14.83 2.52 59.33

7 16.67 1 15.72 3.56 78.62

8 16.67 0 16.67 4.72 100.00

9

10

Amortization of intangible asset

Year1 service 500+5% 525

Year2 service 500+5% 525

Borrowing cost in year1 0.00

Borrowing cost in year2 33.50 33.50

1083.5

Amortization over 8 years 135.4375



Year Revenue Cost incurred
Finance 
cost

Resurface 
obligation

Interest on 
resuface oblig

Amortization of 
intangibles

Net Impact 
on PL

1 525 500 0 0 0 25

2 525 500 0 0 0 25

3 200 10 69 12 0 135 -27

4 200 10 61 13 1 135 -21

5 200 10 53 14 2 135 -14

6 200 10 43 15 3 135 -6

7 200 10 33 16 4 135 2

8 200 10 23 17 5 135 10

9 200 10 19 0 0 135 36

10 200 10 7 0 0 135 48


