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Exclusion from Ind AS 18 and 11

Other types of income (gains)
Framework, other standards and Interpretations
Ind AS 104 “Insurance”
Ind AS 17 “Leases”

Ind AS 18 “Revenue Recognition”

Ind AS 109 “Financial Instruments”
Ind AS 41 “Agriculture”
Ind AS 28 “Associates and JVs”
Ind AS 16 “Gain on Disposal of PPE”
Ind AS 40 “Investment Property”
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Ind AS 18 – Significant Differences

Ind AS 18 – Significant Differences

Substance over form

Multiple Element Arrangements

Accounting for real estate
developers

Royalty recognition principles

Treatment of Extended Credit
period

Effective Interest Rate
method/Up-front fees

Barter Transactions

Transfer of assets from
customers

Treatment of Extended Warranty

% completion for Service
Contracts

Service concession
arrangements

Customer loyalty programs

Revenue Vs Income

Definition of Revenue

Revenue

Income

Economic benefits arising in
the ordinary course of an
entity’s activities.

Income includes such
benefits that arise from all
activities whether ordinary
or otherwise

In the course of the ordinary
activities

Gross inflow of economic
benefits

Result in an increase in equity

Other than contributions from
equity participants
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Sale of Goods

Revenue – Initial recognition

Substance over form

Contractual terms

Linked transactions

May require judgement

Transfer of significant
risks and rewards of
ownership of the
goods

Neither continuing
managerial
involvement effective
control over the goods
sold are retained

It is probable that
economic benefits
associated with the
transaction will flow
to the entity

The amount of
revenue can be
measured reliably

The cost incurred or
to be incurred in
respect of sale can be
measured reliably

All conditions have to be satisfied

Sale of Goods

3 Step approach

Transfer of significant risks and rewards usually occurs when legal title
or possession is transferred to the buyer. It may, however, occur before
or after delivery.
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Consider :
• Who has the performance risk?
• Who has the price risk?
• Whether installation is significant part of the contract?
• Who has the inventory return risk?
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Rebuttable Presumption
Transfer of risks and rewards of ownership coincides with the transfer of title or
the passing of possession to the buyer. Transfer of legal title is, therefore not a
condition for revenue recognition under Ind AS 18

Identify components

3

Allocate consideration

Recognise revenue

3

Multiple Element Arrangements

• “… in certain circumstances, it is necessary to apply the recognition
criteria to the seperately identifiable components of a single
transaction in order to reflect the substance of the transaction”
• For example, when the selling price of a product includes an
identifiable amount for subsequent servicing, that amount is
deferred and recognised as revenue over the period during which
the service is performed.

Separating Components

Are the Ind AS 18 segmentation criteria met?

Yes

No
Does the delivered
item have standalone value to
customer?

Yes

Can the fair value of
delivered item be
measured reliably?

Yes

Separate
revenue
recognition
for each
component

No

Aggregate with other parts of the
transaction?

Multiple Elements – When cannot be separated?
Elements do not have stand
alone value or could not be sold
separately in stand alone
transaction

Fair value cannot established for
each element

Allocating Considerations

Delivery of future elements is not
within the control of the vendor
or is not probable

Other elements are significant

Allocate considerations based on
relative fair value of the elements

Key factor - Commercial substance to be viewed from the perspective of buyer
and not from seller

4

Initial Measurement

Initial Measurement



To be measured at the fair value of the consideration received
or receivable


Cash sale - amount of cash received



credit sale - present value of the cash receivable



Net of all discounts (trade
discount and cash discount)

discount,



Any guidance on extended credit period?



present value of the revenue is recognised if a longer, interest-free
credit period is given



Discount rate - customer’s borrowing rate, not the seller’s borrowing
rate.
 Can also be the rate by which the price has been discounted to
arrive current cash sales price



The difference between the fair value and the nominal amount of the
consideration should be deferred in the balance sheet and
recognised as interest revenue using the effective interest method
(as per Ind AS 109)

volume

Software Industry

Software Industry

Sale of hardware and
software

Assessment of transfer of risk and
rewards and multiple element
arrangement is essential.

Sale of standard off-the shelf
packages

Recognise revenue on delivery

Maintenance services or
other after sales support with
initial contract

Multiple element arrangement
analysis is required

Software subject to
significant levels of customer
rejection due to incompatible
hardware and software

Customer acceptance is often
required to give the necessary
assurance of a completed sale

Obligation to provide free
upgrades “when and if
available”

No legal obligation but may require
multiple element assessment if the
service id not insignificant

Fees from development of
customised software

Revenue is recognised by
reference to the development’s
stage of completion
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Rendering of Services

Rendering of Services
Outcome should be really estimated

The amount of revenue can be
measured reliably

It is probable that economic benefits
associated with the transaction will
flow to the entity

The transaction’s stage of
completion at the balance sheet date
can be measured reliably

The costs incurred or to be incurred
in respect of the transaction can be
measured reliably

Straight line
method

Output method

Input method

Selection of method depends on the fact pattern of each contract

All conditions to be satisfied

Interest Revenue

Royalty Revenue

Interest revenue should be recognised using the effective interest
method

Should be recognised on an accrual basis in accordance with the
substance of the relevant agreement

Effective interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected useful life of
the financial instrument to the net carrying amount of the financial
asset or liability

Care!
Lumpsum payments at the inception of the agreement
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Dividend Revenue

Companies Act 2013

s

Should be recognised when shareholder’s right to receive is
established

Ind AS 115
Revenue from contracts
with Customers

Care!
Local rules and regulation to be considered to determine the timing of
right to receive
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Ind AS 115 – What is new?
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Ind AS 115 – What is new?

Single revenue standard to cover all types of revenue

Transfer of Risk and Rewards is no more the basis for revenue
recognition

Effective for accounting period commencing on or after 1 April 2018

Terms of contract with the customers and the performance obligation
agreed if the key driver for revenue recognition

Will replace Ind AS 11 and Ind AS 18

Transfer of control to be assessed to decide whether revenue to be
recognised at a point in time or over a period of time

The Guidance Note on Real Estate Developers will be withdrawn from
1 April 2018

Standard introduced a 5 Step process for revenue recognition

No transitional adjustment provided for prospective adjustment for
change in revenue recognition

More guidance on separating elements, allocating the transaction
price, variable consideration etc.
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The 5 Step process
1
2

Step 1 – Identify the contract with the customer

Identify the contract with the customer

Is it approved and the parties are committed to their
obligations?

Identify the performance obligations

Can the rights to goods or services and payment terms be
identified?

Determine the transaction price

Is collection of consideration considered probable?

Allocate the transaction price

Whether it has commercial substance?

3
4
5

it is probable that the entity will collect the consideration to
which it will be entitled in exchange for the goods or
services that will be transferred to the customer?

Recognise revenue

Step 2 – Identify Performance Obligations
A performance obligation (PO) is a promise to deliver a good or service
(may be explicit or implicit or customary practices)

Can the customer benefit from the
good or service either on its own or
together with other resources that are
readily available to the customer?

Yes
Distinct performance obligation

&

Is the entity’s promise to transfer the
good or service to the customer is
separately identifiable from other
promises in the contract?

Step 3 – Determine the transaction price

Transaction
Price

=

Fixed
Consideration

+

Variable
consideration

Variable consideration may be Discounts, Credits, Incentives,
Performance bonus etc.

No
Not Distinct – combine all
obligations

Standard gives guidance to determine/ estimate the variable
consideration
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Variable consideration

Significant financing element

Variable consideration is estimated using most appropriate method of either

Expected Value (the sum of
probability-weighted amounts in a
range of possible consideration
amounts)

or

Most Likely Amount (the single
most likely amount
in a range of possible
consideration amounts)

Most appropriate method depends on terms and conditions for entitlement
of such variable consideration

How to determine?

What discount rate to be applied?

 Transaction price compared to cash
selling price

 Rate that would be used in separate
financing transaction between the entity
and customer

 Period between payment and delivery

 After contract inception, an entity shall not
update the discount rate for changes in
interest rates or other circumstances (such
as a change in the assessment of the
customer’s credit risk)

 Prevailing interest rates in the market

An entity shall apply one method consistently throughout the contract

No adjustment required if the period between performance and
payment is 12 months or less

Variable consideration to be reassessed at each reporting period

Financing element may be explicit or implicit

Step 4 – Allocating the transaction price

Step 5 – Recognising Revenue

Allocate based on relative stand-alone selling prices
Performance obligation 1

Performance obligation 2

Determine stand-alone selling prices
Best evidence

If not available

Observable price

Estimate price

Point to Ponder:
Fair value measurement is
not permitted

Adjusted market
assessment approach

Over a period of time

At a point in time

Expected cost plus a
margin approach

Residual approach only if selling price
is highly variable or uncertain
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Performance obligation – over a period of time
Customer simultaneously receives and
consumes the benefits as the entity
performs

Routine or recurring
services

The customers controls the asset as the
entity creates or enhances it

Asset built on customer’s
site

The entity’s performance does not
create an asset for which the entity has
an alternate use and entity has a right to
payment for performance to date

Asset built to order

Otherwise revenue to be recognised at a point in time (recognise when control
is transferred)

How to measure performance over time?
Output Method

Input method

 Surveys

 Costs incurred

 Milestones reached

 Labour hours

 Units delivered

 Machine hours



Units delivered and similar methods not appropriate, if work in
progress is material



Adjustments required for wastage and uninstalled materials
when cost method used

Thank you

Major disclosures

Both qualitative and
quantitative
information

Disaggregated
information

Contract balances
and a description of
significant changes

Amount of revenue
related to remaining
performance
obligations

An explanation of
when remaining
revenue is expected
to be recognised

Significant
judgments and
changes in
judgments
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