
 

SUGGESTED SOLUTIONS 

 

IDENTIFYING PERFORMANCE OBLIGATIONS 

 

Example 10—Determining whether goods and services are distinct 

A enters into a contract to build a hospital for a customer. A is responsible for the overall 

management of the project and identifies various goods and services to be provided, including 

engineering, site clearance, foundation, procurement, construction of the structure, piping and 

wiring, installation of equipment and finishing. 

The promised goods and services are capable of being distinct in accordance with paragraph 27(a) 

of IFRS 15. That is, the customer can benefit from the goods and services either on their own or 

together with other readily available resources. This is evidenced by the fact that the entity, or 

competitors of the entity, regularly sells many of these goods and services separately to other 

customers. In addition, the customer could generate economic benefit from the individual goods 

and services by using, consuming, selling or holding those goods or services. 

However, the goods and services are not distinct within the context of the contract in accordance 

with paragraph 27(b) of IFRS 15 (on the basis of the factors in paragraph 29 of IFRS 15). That is, the 

entity’s promise to transfer individual goods and services in the contract are not separately 

identifiable from other promises in the contract. This is evidenced by the fact that the entity 

provides a significant service of integrating the goods and services (the inputs) into the hospital 

(the combined output) for which the customer has contracted. 

Because both criteria in paragraph 27 of IFRS 15 are not met, the goods and services are not 

distinct. The entity accounts for all of the goods and services in the contract as a single 

performance obligation. 
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Example 11—Determining whether goods or services are distinct 

 

Case A—Distinct goods or services 

An entity, a software developer, enters into a contract with a customer to transfer a software 

licence, perform an installation service and provide unspecified software updates and technical 

support (online and telephone) for a two-year period. The entity sells the licence, 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. 

The entity assesses the goods and services promised to the customer to determine which goods 

and services are distinct in accordance with paragraph 27 of IFRS 15. The entity observes that the 

software is delivered before the other goods and services and remains functional without the 

updates and the technical support. Thus, the entity concludes that the customer can benefit from 

each of the goods and services either on their own or together with the other goods and services 

that are readily available and the criterion in paragraph 27(a) of IFRS 15 is met. 

The entity also considers the factors in paragraph 29 of IFRS 15 and determines that the promise 

to transfer each good and service to the customer is separately identifiable from each of the other 

promises (thus the criterion in paragraph 27(b) of IFRS 15 is met). In particular, the entity observes 

that the installation service does not significantly modify or customise the software itself and, as 

such, the software and the installation service are separate outputs promised by the entity instead 

of inputs used to produce a combined output. 

On the basis of this assessment, the entity identifies four performance obligations in the contract 

for the following goods or services: 

1. the software licence; 

2. an installation service; 

3. software updates; and 

4. technical support. 
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Case B—Significant customisation 

The promised goods and services are the same as in Case A, except that the contract specifies 

that, as part of the installation service, the software is to be substantially customised to add 

significant new functionality to enable the software to interface with other customised software 

applications used by the customer. The customised installation service can be provided by other 

entities. 

The entity assesses the goods and services promised to the customer to determine which goods 

and services are distinct in accordance with paragraph 27 of IFRS 15. The entity observes that the 

terms of the contract result in a promise to provide a significant service of integrating the licenced 

software into the existing software system by performing a customised installation service as 

specified in the contract. In other words, the entity is using the licence and the customised 

installation service as inputs to produce the combined output (ie a functional and integrated 

software system) specified in the contract (see paragraph 29(a) of IFRS 15). In addition, the 

software is significantly modified and customised by the service (see paragraph 29(b) of IFRS 15). 

Although the customised installation service can be provided by other entities, the entity 

determines that within the context of the contract, the promise to transfer the licence is not 

separately identifiable from the customised installation service and, therefore, the criterion in 

paragraph 27(b) of IFRS 15 (on the basis of the factors in paragraph 29 of IFRS 15) is not met. Thus, 

the software licence and the customised installation service are not distinct. 

As in Case A, the entity concludes that the software updates and technical support are distinct 

from the other promises in the contract. This is because the customer can benefit from the 

updates and technical support either on their own or together with the other goods and services 

that are readily available and because the promise to transfer the software updates and the 

technical support to the customer are separately identifiable from each of the other promises. 

On the basis of this assessment, the entity identifies three performance obligations in the contract 

for the following goods or services: 

1. customised installation service (that includes the software licence); 

2. software updates; and 

3. technical support. 
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PERFORMANCE OBLIGATIONS SATISFIED OVER TIME OR AT A POINT IN TIME 

 

Example 13—One Year Contract 

An entity enters into a contract to provide monthly payroll processing services to a customer for 

one year. 

The promised payroll processing services are accounted for as a single performance obligation in 

accordance with paragraph 22(b) of IFRS 15. The performance obligation is satisfied over time in 

accordance with paragraph 35(a) of IFRS 15 because the customer simultaneously receives and 

consumes the benefits of the entity’s performance in processing each payroll transaction as and 

when each transaction is processed. The fact that another entity would not need to re-perform 

payroll processing services for the service that the entity has provided to date also demonstrates 

that the customer simultaneously receives and consumes the benefits of the entity’s performance 

as the entity performs. (The entity disregards any practical limitations on transferring the 

remaining performance obligation, including setup activities that would need to be undertaken by 

another entity.) 

The entity recognises revenue over time by measuring its progress towards complete satisfaction 

of that performance obligation. 
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Example 14—Assessing alternative use and right to payment 

An entity enters into a contract with a customer to provide a consulting service that results in the 

entity providing a professional opinion to the customer. The professional opinion relates to facts 

and circumstances that are specific to the customer. If the customer were to terminate the 

consulting contract for reasons other than the entity’s failure to perform as promised, the contract 

requires the customer to compensate the entity 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. 

The entity considers the criterion in paragraph 35(a) of IFRS 15 and the requirements in 

paragraphs B3 and B4 of IFRS 15 to determine whether the customer simultaneously receives and 

consumes the benefits of the entity’s performance. If the entity were to be unable to satisfy its 

obligation and the customer hired another consulting firm to provide the opinion, the other 

consulting firm would need to substantially re-perform the work that the entity had completed to 

date, because the other consulting firm would not have the benefit of any work in progress 

performed by the entity. The nature of the professional opinion is such that the customer will 

receive the benefits of the entity’s performance only when the customer receives the professional 

opinion. Consequently, the entity concludes that the criterion in paragraph 35(a) of IFRS 15 is not 

met. 

However, the entity’s performance obligation meets the criterion in paragraph 35(c) of IFRS 15 

and is a performance obligation satisfied over time because of both of the following factors: 

a) in accordance with paragraphs 36 and B6–B8 of IFRS 15, the development of the professional 

opinion does not create an asset with alternative use to the entity because the professional 

opinion relates to facts and circumstances that are specific to the customer. Therefore, there is a 

practical limitation on the entity’s ability to readily direct the asset to another customer. 

b) in accordance with paragraphs 37 and B9–B13 of IFRS 15, the entity has an enforceable right to 

payment for its performance completed to date for its costs plus a reasonable margin, which 

approximates the profit margin in other contracts. 

Consequently, the entity recognises revenue over time by measuring the progress towards 

complete satisfaction of the performance obligation. 
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Example 15—Asset has no alternative use to the entity 

An entity enters into a contract with a customer, a government agency, to build a specialised 

satellite. The entity builds satellites for various customers, such as governments and commercial 

entities. The design and construction of each satellite differ substantially, on the basis of each 

customer’s needs and the type of technology that is incorporated into the satellite. 

At contract inception, the entity assesses whether its performance obligation to build the satellite 

is a performance obligation satisfied over time in accordance with paragraph 35 of IFRS 15. 

As part of that assessment, the entity considers whether the satellite in its completed state will 

have an alternative use to the entity. Although the contract does not preclude the entity from 

directing the completed satellite to another customer, the entity would incur significant costs to 

rework the design and function of the satellite to direct that asset to another customer. 

Consequently, the asset has no alternative use to the entity (see paragraphs 35(c), 36 and B6–B8 

of IFRS 15) because the customer-specific design of the satellite limits the entity’s practical ability 

to readily direct the satellite to another customer. 

For the entity’s performance obligation to be satisfied over time when building the satellite, 

paragraph 35(c) of IFRS 15 also requires the entity to have an enforceable right to payment for 

performance completed to date. This condition is not illustrated in this example. 
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Example 16—Enforceable right to payment for performance completed to date 

An entity enters into a contract with a customer to build an item of equipment. The payment 

schedule in the contract specifies that the customer must make an advance payment at contract 

inception of 10 per cent of the contract price, regular payments throughout the construction 

period (amounting to 50 per cent of the contract price) and a final payment of 40 per cent of the 

contract price after construction is completed and the equipment has passed the prescribed 

performance tests. The payments are non-refundable unless the entity fails to perform as 

promised. If the customer terminates the contract, the entity is entitled only to retain any 

progress payments received from the customer. The entity has no further rights to compensation 

from the customer. 

At contract inception, the entity assesses whether its performance obligation to build the 

equipment is a performance obligation satisfied over time in accordance with paragraph 35 of IFRS 

15. 

As part of that assessment, the entity considers whether it has an enforceable right to payment 

for performance completed to date in accordance with paragraphs 35(c), 37 and B9–B13 of IFRS 

15 if the customer were to terminate the contract for reasons other than the entity’s failure to 

perform as promised. Even though the payments made by the customer are non-refundable, the 

cumulative amount of those payments is not expected, at all times throughout the contract, to at 

least correspond to the amount that would be necessary to compensate the entity for 

performance completed to date. This is because at various times during construction the 

cumulative amount of consideration paid by the customer might be less than the selling price of 

the partially completed item of equipment at that time. Consequently, the entity does not have a 

right to payment for performance completed to date. 

Because the entity does not have a right to payment for performance completed to date, the 

entity’s performance obligation is not satisfied over time in accordance with paragraph 35(c) of 

IFRS 15. Accordingly, the entity does not need to assess whether the equipment would have an 

alternative use to the entity. The entity also concludes that it does not meet the criteria in 

paragraph 35(a) or (b) of IFRS 15 and thus, the entity accounts for the construction of the 

equipment as a performance obligation satisfied at a point in time in accordance with paragraph 

38 of IFRS 15. 
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MEASURING PROGRESS TOWARDS COMPLETE SATISFACTION OF A PERFORMANCE OBLIGATION 

 

Example 18—Measuring progress when making goods or services available 

An entity, an owner and manager of health clubs, enters into a contract with a customer for one 

year of access to any of its health clubs. The customer has unlimited use of the health clubs and 

promises to pay CU100 per month. 

The entity determines that its promise to the customer is to provide a service of making the health 

clubs available for the customer to use as and when the customer wishes. This is because the 

extent to which the customer uses the health clubs does not affect the amount of the remaining 

goods and services to which the customer is entitled. The entity concludes that the customer 

simultaneously receives and consumes the benefits of the entity’s performance as it performs by 

making the health clubs available. Consequently, the entity’s performance obligation is satisfied 

over time in accordance with paragraph 35(a) of IFRS 15. 

The entity also determines that the customer benefits from the entity’s service of making the 

health clubs available evenly throughout the year. (That is, the customer benefits from having the 

health clubs available, regardless of whether the customer uses it or not.) Consequently, the entity 

concludes that the best measure of progress towards complete satisfaction of the performance 

obligation over time is a time-based measure and it recognises revenue on a straight-line basis 

throughout the year at CU100 per month. 

 

 


