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IFRS 16 Leases

Textbook: Chapter 9



Learning objectives

• New model for recognising leases
• IFRS 16 impacts on lessee’s financial statements, ratios and key performance indicators

• Explain and apply the requirements of IFRS 16
• Determining whether an arrangement contains a lease

• Recognition and measurement of right-of-use assets & lease liability 

• Lease term & Discount rate

• Presentation and disclosure



New model for recognising 
leases



New IFRS 16 Leases standard
Overview

Released in January 2016 and 
superseded IAS 17 Leases for reporting 
periods on or after 1 January 2019

Finance lease/operating lease distinction 
is no longer relevant for lessees but has 
been retained for lessors

The impact of IFRS 16 depends on an 
entity’s relative number of operating 
lease contracts and across varies 
industries 

IFRS 16

Single on-balance sheet 
accounting model for most 

leases.
Scope exemptions include 
e.g. short term leases, low 

value leases

Under IFRS 16 a lease is 
defined as ‘a contract, or 
part of a contract, that 

conveys the right to use 
an asset (the underlying 

asset) for a period of time 
in exchange for 
consideration’



IAS 17 Finance leases IAS 17 Operating leases IFRS 16 All leases

Assets

Liabilities

Off balance sheet 
rights/obligations

New IFRS 16 Leases standard
Balance sheet impact



IAS 17 Finance leases IAS 17 Operating leases IFRS 16 All leases

Revenue

Operating costs Single lease expense

EBITDA

Depreciation and 

amortization

Depreciation Depreciation

Operating profit

Finance costs Interest Interest

Profit before tax

New IFRS 16 Leases standard
Income statement impact



New IFRS 16 Leases standard
What has changed? 

Classification of 
leases

Identifying a lease 
contract

Identifying and 
accounting for 

separate 
components 

Lease term
Accounting 

treatment for 
leases

Lease 
modifications

Subleasing
What constitute 

the transfer of an 
asset as a sale

Disclosures 



What have been 
the driving 

factors behind 
the change?



The need for a change
Benefits

The reason behind the new standard is to e.g.

• Give a more faithful representation of lessees’ assets and liabilities and greater 
transparency of lessees’ financial obligations and leasing activities

• Increase visibility of companies’ lease commitments and better reflect economic 
reality

• Make it easier for users of financial statements to compare companies that lease 
their assets with companies that borrow money to buy their assets

Lack of transparency 
of information 

about lease 
obligations



The need for a change
Costs

Financial 
statements and 

metrics

Data collection 
and ongoing data 

management

Accounting 
policies and 

manuals

IT systems, 
processes and 

controls

Lease 
procurement and 

negotiation
Tax consideration



What needs to be 
considered in financial 

statement analysis? 



Key impacts in financial statement analysis
Equity ratio, ROCE, EBITDA, Operating Cash Flows 

• Increased assets and liabilities impact balance sheet derived KPIs such as (equity ratio, ROCE, etc.)

• EBITDA and Operating cash flows impacted significantly although impact to EBIT and Results was normally minor and impact to total cash 
flows was zero

Balance sheet Income statement Cash flow statement

Lease assets

Financial liabilities

Operating expenses

Finance costs

Operating cash flows

Financing cash flows



What are the most affected sectors?
Please choose 3 

Retailer

Entertainment

Transport (airlines)

Telecommunication

Hospitality (hotels)

Health care

Wholesale

Professional services



What are the most affected sectors?
TOP 3

Retailer

Airlines (transport)

Hotels (hospitality) 



IFRS 16 Implementation 
Finnair Stock Exchange 

Release



IFRS 16 Implementation 
Finnair Stock Exchange 

Release



IFRS 16 requirements



20

How to identify a lease?

A lease is a contract that conveys the right to use an asset for a period of time in exchange for 
consideration

Identified 
asset

Right to 
control the 
use of the 
identified 

asset

Lease
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Identified asset 

1. Explicitly specified in a 
contract or implicitly  
specified at the time 

available for use

2. Supplier does not hold 
the substantive right to 

substitute the asset 
throughout the period of 

use

Supplier does not have 
practical ability to 

substitute the asset

Supplier would not benefit 
economically exercising 

the right to substitute the 
asset
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Identified asset

1. Does the contract 
contain an identified 

asset?

2. Does the supplier have 
a practical ability and 

right to change the asset 
throughout the period of 

use (i.e. lease term)?

3. Would supplier benefit 
economically exercising the 

right to substitute the 
asset? 
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A capacity portion of an asset

• An identified asset can be a physically distinct portion of a larger asset. 

• A capacity portion of an asset is an identified asset if:

✓ The portion it is physically distinct or 

✓ The portion represents substantially all of the capacity of the asset

Identified asset?

Yes No

Warehouse The contract gives the entity the right to use a 
specific area of the warehouse for the full contract 
period or entity's storage requirement accounts for 
substantially all of the capacity of the warehouse 
(e.g. 95 %)

The contract gives the right to a certain 
capacity (e.g. 40%) of storage area. The 
supplier has a right to direct where the 
goods are stored.
→ The entity does not have exclusive use 
of a specified portion of the warehouse and 
the portion is not substantially all of the 
warehouse capacity
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Right to control the use of the identified asset

1. Right to obtain 
substantially all the 
economic benefits

2. Right to direct the use

Right to direct how and for 
what purpose the asset is 

used

Decisions are predefined

The lessee has the right to 
operate the asset, without 
the lessor having the right 
to change those operating 

instructions

Decisions are predefined

The lessee designed the 
asset in a way that 

predetermines how and for 
what purpose the asset is 

used
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Right to control

1. Is entity entitled to 
almost all of the output of 

the asset, or are there 
other customers involved?

2. Does entity make the 
relevant decisions on when, 
where and how the asset is 

used? (type/amount of output, 
scheduling, etc.)

3. If relevant decision-making 
rights are predefined in the 
contract or otherwise, does 

entity operate the asset? Or is 
the asset designed for entity?
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Case
Right to direct the use of an asset?
Entity enters into a contract with Supplier to use a vehicle for a three year period. The vehicle is identified in the
contract. Supplier cannot substitute another vehicle unless the specified vehicle is not operational (e.g., it breaks
down). Under the contract:

✓ Entity operates the vehicle (i.e., drives the vehicle) or directs others to operate the vehicle (e.g., hires a driver).

✓ Entity decides how to use the vehicle (within contractual limitations, discussed below). For example, throughout
the period of use, Entity decides where the vehicle goes as well as when or whether it is used and what it is used
for. Entity can also change these decisions throughout the period of use.

✓ Supplier prohibits certain uses of the vehicle (e.g., moving it overseas) and modifications to the vehicle to protect
its interest in the asset.

DOSE THE CONTRACT CONTAIN A LEASE?
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Case
Right to direct the use of an asset?
SOLUTION

Entity has the right to direct the use of the identified vehicle throughout the period of use.

Entity has the right to direct the use of the vehicle because it has the right to change how the vehicle is used, when
or whether the vehicle is used, where the vehicle goes and what the vehicle is used for.

Supplier’s limits on certain uses for the vehicle and modifications to it are considered protective rights that define
the scope of Entity’s use of the asset but do not affect the assessment of whether Entity directs the use of the
asset.
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Decision-making rights subject to the 
arrangement 

When

WhetherWhat

Where

DECISION MAKING RIGHTS

Decisions about maintaining and 
operating the asset do not result 
in the right to change how and 
for what purpose the asset is 

used throughout the period of 
use (unless all the decision-

making rights are predefined). 



Case 
Identifying a lease 
Customer enters into a contract with a ship owner (Supplier) for the transport of cargo from Rotterdam to 
Sydney on a specified ship. The ship is explicitly specified in the contract, and Supplier does not have 
substitution rights. The cargo will occupy substantially all of the capacity of the ship. The contract specifies the 
cargo to be transported on the ship and the dates of pickup and delivery.

Supplier operates and maintains the ship and is responsible for the safe passage of the cargo onboard the ship. 
Customer is prohibited from hiring another operator for the ship or operating the ship itself during the term of 
the contract.

DOES THE CONTRACT CONTAIN A LEASE? 



Case 
Identifying a lease 
SOLUTION

• The contract does not contain a lease. 

• There is an identified asset. The ship is explicitly specified in the contract, and Supplier does not have the 
right to substitute that specified ship. 

• Customer has the right to obtain substantially all of the economic benefits from use of the ship over the 
period of use. Its cargo will occupy substantially all of the capacity of the ship, thereby preventing other 
parties from obtaining economic benefits from use of the ship. 

• However, Customer does not have the right to control the use of the ship because it does not have the right 
to direct its use. Customer does not have the right to direct how and for what purpose the ship is used. How 
and for what purpose the ship will be used (that is, the transport of specified cargo from Rotterdam to 
Sydney within a specified time frame) are predetermined in the contract. Customer has no right to change 
how and for what purpose the ship is used during the period of use. Customer has no other decision-making 
rights about the use of the ship during the period of use (for example, it does not have the right to operate 
the ship) and did not design the ship. Customer has the same rights regarding the use of the ship as if it were 
one of multiple customers transporting cargo on the ship. 



Case 
Identifying a lease 
Customer enters into a contract with Supplier for the use of a specified ship for a five-year period. The ship is 
explicitly specified in the contract, and Supplier does not have substitution rights. 

Customer decides what cargo will be transported and whether, when, and to which ports the ship will sail, 
throughout the five-year period of use, subject to restrictions specified in the contract. Those restrictions 
prevent Customer from sailing the ship into waters at a high risk of piracy or carrying hazardous materials as 
cargo. 

Supplier operates and maintains the ship and is responsible for the safe passage of the cargo onboard the ship. 
Customer is prohibited from hiring another operator for the ship or operating the ship itself during the term of 
the contract. 

DOES THE CONTRACT CONTAIN A LEASE? 



Case 
Identifying a lease 
SOLUTION

• There is an identified asset. The ship is explicitly specified in the contract, and Supplier does not have the 
right to substitute that specified ship.

• Customer has the right to control the use of the ship throughout the five-year period of use because:

• Customer has the right to obtain substantially all of the economic benefits from use of the ship over the 
five-year period of use. Customer has exclusive use of the ship throughout the period of use.

• Customer has the right to direct the use of the ship. The contractual restrictions about where the ship 
can sail and the cargo to be transported by the ship define the scope of Customer’s right to use the 
ship. They are protective rights that protect Supplier’s investment in the ship and Supplier’s personnel. 
Within the scope of its right of use, Customer makes the relevant decisions about how and for what 
purpose the ship is used throughout the five-year period of use because it decides whether, where, and 
when the ship sails, as well as the cargo it will transport. Customer has the right to change these 
decisions throughout the five-year period of use.

• Although the operation and maintenance of the ship are essential to its efficient use, Supplier’s decisions in 
this regard do not give it the right to direct how and for what purpose the ship is used. Instead, Supplier’s 
decisions are dependent on Customer’s decisions about how and for what purpose the ship is used.



Recognition and measurement of right-of-use 
assets & lease liability 

IFRS 16 requires lessees to recognise a liability to make lease payments and an asset representing the right to use the 
underlying asset (i.e., the right-of-use asset) during the lease term for all leases, except for short-term leases and leases 

of low-value assets if they choose to apply such exemptions.
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Short-term lease: a lease that, at the 
commencement date, has a lease term 

of 12 months or less and does not 
include an option to purchase the 

underlying asset 

Low value lease: At the time of reaching 
its decisions about the exemption, the 
IASB had in mind leases of underlying 

assets with a value, when new, of 
US$5,000 or less. Examples of low-value 

assets include desktop and laptop 
computers, small items of office 

furniture, telephones and other low-
value equipment.

The lessee recognizes 
the lease payments 

associated with those 
leases as an expense 
on either a straight-
line basis over the 

lease term or another 
systematic basis.



Initial measurement of lease liability 

Present value 
of the lease 
payments 

not yet paid

Lease liability
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Initial measurement of lease liability 

Fixed payments

• Including in-
substance fixed 
payments

Purchase options 
(exercise price)

• Include if 
reasonably 
certain of 
exercise

Residual value 
guarantees

• Expected 
payments entity 
has to make 
under guarantee

Termination 
penalty

• Include if 
reasonably 
certain of 
exercise

Variable lease 
payments based 
on index or rate

• Variable lease 
payments that 
do not depend 
on index or rate 
are excluded 
from lease 
payments

Lease payments are payments, made by a lessee to a lessor, relating to the right to use an underlying asset 
during the lease term and include the following amounts:
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Amounts excluded from lease payments 
(lease liability)

Variable lease payments linked to future 
performance or use of an asset

• Examples include lease payments based on x% 
of annual sales, hours used, units delivered, 
usage of warehouse etc. 

Amounts allocated to non-lease components

• Entities may separate non-lease components 
from lease components in every asset class



Components of contracts

Entity enters into a three-year lease of building, with fixed annual payments of EUR120,000. The contract 
itemises the fixed annual payments as follows: 

• EUR90,000 for rent, 

• EUR30,000 for maintenance 

Analysis: The contract contains two components - one lease component (lease of building) and a non-lease 
component (maintenance). Therefore, the total consideration in the contract of EUR360,000 is allocated to the 
lease component (building) and the non-lease component (maintenance).
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Initial measurement of right-of-use asset 

• A lessee initially measures the right-of-use asset at cost, which consists of all of the following

38

The amount of the initial 
measurement of the lease 

liability

Any prepayments at or 
before the commencement 

date, less any lease 
incentives received from 

the lessor

Any initial direct costs 
incurred by the lessee

Any cost to be incurred by 
the lessee in dismantling 

and remove the underlying 
asset
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Lease term

Lease term

1. Non-
cancellable 

periods

2. Options to 
extend the 

lease

3. Options to 
terminate the 

lease

Entity needs to consider all 
relevant facts and 

circumstances that create an 
economic incentive for entity 
to exercise the option when 
determining the lease term. 
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Reassessment of lease term

✓ Reassessment of lease term upon 
occurrence of a significant event 
or a significant change in 
circumstances, including:

✓ Lease term needs to be revised if 
there is a change in the non-
cancellable period of a lease. 

Significant leasehold 
improvement not anticipated at 

commencement date

Significant modification to 
underlying asset not anticipated 

at commencement date

Business decision of the lessee 
that is relevant to exercising (or 

not) an option



At lease commencement, entity determines that it is reasonably 
certain to exercise the renewal option because it would suffer a 

significant economic penalty if it abandoned the leasehold 
improvements at the end of the initial non-cancellable period. 

Example A Example B

Case

Assume that entity enters into a lease
for equipment that includes a
noncancelable term of four years and
a two-year fixed-priced renewal
option with future lease payments
that are intended to approximate
market rates at lease inception. There
are no termination penalties or other
factors indicating that entity is
reasonably certain to exercise the
renewal option.

Analysis: The lease term is four (4) 
years

Assume that entity enters into a lease for a building that
includes a noncancelable term of four years and a two-year,
market-priced renewal option. Before it takes possession of the
building, entity pays for leasehold improvements. The leasehold
improvements are expected to have significant value at the end
of four years, and that value can only be realised through
continued occupancy of the leased property.

Analysis: The lease term is six (6) years.

41
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Discount rate

✓Discount rates are used to determine the present value of the lease payments, which are used to 
measure a lessor’s net investment in the lease and a lessee’s lease liability.

✓For a lessee, the discount rate for the lease is the interest rate implicit in the lease and, if that rate 
cannot be readily determined, its incremental borrowing rate. For a lessor, the discount rate for the 
lease is the interest rate implicit in the lease.

Lessee’s incremental borrowing rate: The rate of interest that a lessee would have to pay to borrow over a 
similar term, and with a similar security, the funds necessary to obtain an asset of a

similar value to the right-of-use asset in a similar economic environment.



IFRS 16 Disclosures & 
Presentation

FINNAIR ANNUAL REPORT 2019



Changes in 
Accounting 
Principles
Note! Finnair applied the standard using the full retrospective 
method, i.e. restated the comparatives. 





Notes







IFRS 15 Revenue from 
Contracts with Customers

Textbook: Chapter 13



Learning objectives

• Explain the scope of IFRS 15

• 5-step model

• Main presentation and disclosure requirements







The five step 
model



The five-step model

Step 1: Identify the contract(s) with a customer

Step 2: Identify the performance obligations in the contract

Step 3: Determine the transaction price

Step 4: Allocate the transaction price to the performance obligations

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

Recognise revenue to describe the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for
those goods or services

Core principle 



Step 1: Identify 
the contract 



Definition of a contract

Parties have approved the 
contract and are 

committed to perform

Each party’s rights are 
identifiable

Each party’s payment 
terms are identifiable

Contract has commercial 
substance

It is probable the entity 
will collect the 

consideration it is entitled 
to in exchange for the 

transfer of goods/services 
to the customer

A contract is defined as an agreement between two or more parties that creates enforceable rights and obligations
• Can be written, oral or implied, but must meet specific criteria

• Does not exist if both parties can cancel a wholly unperformed contract without penalty



Case

• Tech Co. enters into an arrangement with a customer in a new region for networking products for promised 
consideration of CU1 million

• The new region is experiencing economic difficulty; however, Tech Co. expects the economy to recover over 
the next two to three years

• Tech Co. expects that it may not be able to collect the full amount from the customer
• Tech Co. determines it may have to grant the customer a price concession, and it is willing to do so up to 

CU200,000

IS COLLECTABILITY PROBABLE?

SOLUTION
At contract inception, Tech Co. expects that it may not be able to collect the full amount from the customer.
Tech Co. considers whether the customer has the ability and intent to pay the estimated transaction price, 
which may be an amount less than the contract price.
Tech Co. determines at contract inception that it may be forced to grant the customer a price concession, and 
it was willing to do so up to CU200,000, if necessary.
The amount to which Tech Co. is entitled is CU800,000 and, Tech Co. performs the collectability assessment 
based on that amount rather than the CU1 million contract price.



Combining contracts

Contracts are negotiated as a package with a single commercial 
objective

Consideration in one contract depends on the price or 
performance of the other contract

Some or al of the goods and services promised in the contracts are 
single performance obligation

Two or more contracts entered into at or near the same time with the same customer (or related parties) 
are combined and accounted for as a single contracts if any of the following conditions are met: 



Contract modifications

A contract modification is an approved change in the scope or price (or both) of a contract that 
creates new or changes existing enforceable rights and obligations of the parties to the contract

Separate 
contract

All other 
modifications

Part of 
original 
contract

Scope of the 
contract increases 
due to added 
goods or services 
that are distinct

Price of the 
contract increases 
by the stand-alone 
selling price of the 
added goods or 
services



Case – Scenario A

• The entity enters into an arrangement to sell 120 products to a customer for CU12,000 (CU100 per product). 
• The products are transferred to the customer over a six-month period 
• After the entity has transferred control of 60 products to the customer, the contract is modified to require 

the delivery of an additional 30 products to the customer (a total of 150 identical products)
• When the contract is modified, the price of the contract modification for the additional 30 products is an 

additional CU 2,850 or CU 95 per product (stand-alone selling price) 

HOW SHOULD THE CONTRACT MODIFICATION BE ACCOUNTED? 



Case – Scenario A

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

the contract modification 
• The contract modification is considered a separate contract for the additional products, and it would not 

affect the accounting for the existing contract

SEPARATE CONTRACT



Case – Scenario B

• When the contract is modified, the price of the contract modification for the additional 30 products is an 
additional CU 2,400 or CU 80 per product (not a stand-alone selling price)

• The entity determines:
• The additional products are distinct from the original products
• The negotiated price of CU 80 per product does not reflect the stand-alone selling price of the additional 

products 
• Due to the pricing, the contract modification does not meet the conditions to be accounted for as a separate 

contract

PART OF ORIGINAL CONTRACT



Case – Scenario B

• Consequently, the amount recognised as revenue for each of the remaining products is a blended price 
calculated as follows:

(CU100×60 products not yet transferred under the original contract)
+

(CU80×30 products to be transferred under the contract modification)
÷

90 remaining products

= CU93.33

PART OF ORIGINAL CONTRACT



Step 2: Identify 
performance 
obligations



Overview 
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A performance obligation is a promise (explicit or implicit) to transfer to a 
customer either: 

► A distinct good or service

► A series of distinct goods or services that are substantially the same and have 
the same pattern of transfer

Performance 
obligation 

Performance obligations are identified at contract inception and determined based 
on:

► Contractual terms

► Customary business practices 

Determining 
performance 
obligations 

Incidental obligations or marketing incentives may be performance obligations (e.g., 
“free” maintenance provided by automotive manufacturers, loyalty points provided 
by a hotel)

Marketing 
incentives



Distinct goods or services  
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Focus on whether 
the good or service is 

capable of being distinct

Customer can benefit from 
the individual good or service on its 

own

Customer can use good or service 
with other readily available 

resources

or

Focus on whether the good or service is distinct within the context of the 
contract. Indicators include:

Step 1 Step 2

Entity does not provide a significant service of 
integrating the good or service into a combined 
item (inputs to produce a combined output)

The good or service does not significantly modify 
or customize other promised goods or services

The good or service is not highly interdependent, 
or highly interrelated with, other promised goods 
or services

Two-step model to identify which goods or services are distinct



Case
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• Entity enters into a contract to manufacture and install customized equipment and provide maintenance 
services for a five-year period. 

• Installation services include the integration of multiple pieces of equipment at the customer’s facility in 
order for the equipment to operate as a single unit. Equipment cannot operate without installation. 

• Entity sells equipment and installation services together, and does not sell installation separately. 
• Other vendors can provide the installation services. The maintenance services are sold separately.

IDENTIFY THE PERFORMANCE OBLIGATIONS



Case

70

There would be two performance obligations: (1) the equipment and installation because they are not 
individually distinct; (2) maintenance services because they are distinct services in the contract.

Maintenance

Installation

Equipment

Services have a distinct function because 
they are sold separately. Move to Step 2.

Services are not highly interrelated. No 
integration, modification or customisation 

required. Services are distinct.

Good cannot be used without installation, 
but customer can obtain installation from 
another source. Good is distinct. Move to 

Step 2.

Equipment and installation are highly 
interrelated. Significant customisation is 
required during installation. Good isn’t 
distinct on its own because it must be 

combined with installation.

Installation can be provided by multiple 
vendors, so service is distinct. Move to 

Step 2.

See discussion above. Equipment and 
installation are not distinct from one 

another.

Capable of being distinct Distinct within the context of the contract

Step 1 Step 2



Case 2
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• An entity enters into a contract with a customer to provide an item of equipment as well as to provide 
installation services. 

• The equipment is functional without any customization or modification.
• Installation will not significantly modify or customize the equipment. 
• The installation required is capable of being performed by other service providers.

IDENTIFY THE PERFORMANCE OBLIGATIONS



Case 2

72

There would be two performance obligations: (1) the equipment and 2) installation because 
they are distinct in the contract.

Installation

Equipment

Customer can benefit from the equipment on its 
own, by using it or reselling it for an amount greater 

than scrap value, or together with installation 
services available from alternative providers. Good is 

distinct. Move to Step 2.

Installation services will not significantly customise
or significantly modify the equipment. No significant 
integration service, and combining equipment and 
service would not transform them into a different, 

combined output. Good is distinct.

Customer can benefit from the installation services 
together with a resource (the equipment) that it has 
already obtained from the entity. Service is distinct. 

Move to Step 2.

See discussion above. Equipment and installation are 
distinct from one another.

Capable of being distinct Distinct within the context of the contract

Step 1 Step 2



Principal versus agent consideration 
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• Determining whether an entity acts as a principal or an agent in a specific arrangement affects the 
amount of revenue recognised (gross versus net recognition). 

• Appropriately identifying the entity’s performance obligation is fundamental to the principal or agent 
determination.

PRINCIPAL

Provides goods or services itself

An entity is a principal if it controls a 
specified good or service before that good or 

service is transferred to a customer

AGENT

Arranges for the goods or services to be 
provided by another party



Principal versus agent consideration 

• Indicators that an entity controls the specified good or service before it is transferred to the customer (and 
is therefore a principal) include, but are not limited to, the following:

Entity is primarily responsible for 
fulfilling the promise to provide 

the specified good or service

Entity has inventory risk before 
the specified good or service has 
been transferred to a customer

Entity has discretion in 
establishing the price for the 

specified good or service 



Step 3: Determine 
the transaction 
price



Overview

Variable consideration

Significant financing component

Non-cash consideration

Consideration payable to a customer

• Transaction price is the amount of consideration to which an entity expects to be entitled in 
exchange for transferring promised goods or services to a customer, excluding amounts collected 
on behalf of third parties

• When determining the transaction, an entity shall consider the effects of the following:



Variable consideration 
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• Transaction price may vary because of variable consideration
• Definition of “variable consideration” is broad  
• Identifying variable consideration is an important step in the new model because the constraint has to be 

considered for each type of variable consideration

Bonuses

Refunds

Returns

Common types and events that cause consideration to be variable

Volume rebates

Incentive payments

Market-based fees

Money-back 
guarantees

Service level 
agreements

Penalties

Discounts

Price concessions

Liquidating damages



Variable consideration 
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• Variable consideration is estimated using the approach that better predicts the amount to which the 
company is entitled based on its facts and circumstances (i.e., not a “free choice”)

• The approach should be applied consistently throughout the contract and for similar types of contracts

EXPECTED VALUE

Sum of the probability-weighted amounts in a 
range of possible outcomes

Most predictive when the transaction has a 
large number of possible outcomes

Can be based on a limited number of discrete 
outcomes and probabilities

MOST LIKELY AMOUNT

The single most likely amount in a range of 
possible outcomes

May be appropriate when the transaction will 
produce only two outcomes



Case

• The entity enters into a contract to construct a building for a customer for CU25 million
• The entity will also receive a bonus or pay a penalty of CU25,000 for each day that project is completed 

before or after 30 June 2018, respectively
• The entity uses the expected value approach with the following possible outcomes:

Possible outcomes Probability Calculated amount

Ten days early - CU250,000 50% CU125,000

On schedule - CU0 25% CU0

Five days late –
(CU125,000)

25% (CU31,250)

Probability-weighted estimate CU93,750

The entity would include CU93,750 in the transaction price, assuming that the amount is not limited by the 
constraint



Case

• Assume the same facts from Example before. The entity will also receive a bonus of CU200,000 if the 
building achieves a green building certification level specified in the contract

• The entity uses the most likely amount approach to determine whether the bonus should be included in 
the transaction price because there are only two possible outcomes

• Based on its history of completing projects that achieve the certification specified in the contract, the 
entity determines that the bonus should be included in the transaction price

• At contract inception, the total transaction price is:

Base contract price CU25,000,000

Completion bonus CU93,750

Green certification bonus CU200,000

Transaction price CU25,293,750



Constraint on variable consideration 

81

An entity should include an amount of variable consideration in the transaction price 
only to the extent that it is highly probable that a significant reversal in the amount of 
cumulative revenue recognised will not occur when the uncertainty associated with 
the variable consideration is resolved

Constraining 
amounts of 

variable 
consideration Highly probable 

IFRS constraint 
threshold  

An entity should update its estimate of the transaction price that includes variable consideration 
at each reporting date

“Significant” is relative to cumulative revenue recognisedSignificant



Step 4: Allocate the 
transaction price



Overview 

• Transaction price is allocated to each separate performance obligation in “an amount that depicts the amount of 
consideration to which the entity expects to be entitled in exchange for transferring the promised goods or services 
to the customer”

• Transaction price is generally allocated based on relative stand-alone selling prices 



Case
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• Entity A enters into an agreement to sell hardware, professional services and maintenance services for 
CU200,000 

• Entity A determines that each of the promised goods or services represents a separate performance 
obligation
• Because Entity A frequently sells professional services and maintenance on a stand-alone basis, it uses 

those transactions to determine stand-alone selling prices of CU25,000 and CU15,000, respectively
• Entity A rarely sells the hardware on a stand-alone basis, so it estimates the stand-alone selling price at 

CU185,000 based on the hardware’s underlying cost, Entity A’s targeted margin and the amount of 
margin Entity A believes the market will bear (i.e., the expected cost plus a margin approach)

How would you allocate transaction prices for each performance obligations?



Case
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Performance
obligation

Estimated stand-
alone selling 

price

% of relative 
selling price

Allocation of 
transaction price

Hardware CU185,000 82.2 CU 164,400

Professional
services

25,000 11.1 22,200 

Maintenance
services

15,000 6.7 13,400

Total CU225,000 100.0 CU 200,000 



Step 5: Recognise 
revenue



Overview 

Apply consistent method for similar performance obligations in similar circumstances

► Revenue is recognised upon satisfaction of a performance obligation by transferring the 
promised good or service to a customer. A good or service is considered to be
transferred when (or as) the customer obtains control.

Transfer

► Performance obligations are either satisfied over time or at a point in time

► To help make this determination, the standard includes criteria for 
determining when control transfers over time 

► If a performance obligation does not meet any of those criteria, control 
transfers at a point in time

Performance 
obligations



Performance obligations satisfied over 
time

90

Control of goods and services is transferred over time 
if one of the following three criteria is met:

If none of the criteria are met, 
control transfers at a point in time

The entity creates or 
enhances an asset that the 
customer controls as it is 

created or enhanced

The entity’s performance 
does not create an asset 

with alternative use and the 
entity has a right to payment 
for performance completed 

to date

The customer is receiving 
and consuming the benefits 
of the entity’s performance 

as the entity performs

Another entity would not 
have to re-perform work 

completed to date



Performance obligation satisfied over time 

91

• Revenue is recognised over time by measuring progress toward completion
• The objective is to most faithfully depict an entity’s performance
• Apply a single method of measuring progress for each performance obligation satisfied over time 

Apply consistent method for similar performance obligations in similar circumstances

► If unable to reasonably estimate progress, revenue should not be recognised until progress can 
be estimated

► However, if an entity expects to recover the costs, the entity should recognise revenue up to 
costs incurred

Output methods Input methods



Control transferred at a point in time
The following are indicators of when control is transferred. 

(None of the indicators are individually determinative, and none are more important than others. 
Note that other factors could be relevant.)

The entity has a present right to payment for the asset

The customer has legal title to the asset

The customer has physical possession of the asset

The customer has the risks and rewards of ownership of the asset

The customer has accepted the asset
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