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Candidate Marker (d) (e) (f) Total 

   

25 16 9 50  

   

  
 

Part (d) Discuss the following with regard to a MyLife100 contract in terms of 
IFRS 15: 
(i) Whether the 12-month warranty offered on the iFoni SP should be 

identified as a separate performance obligation. Do not discuss the 
seven-day returns policy. 

Marks 

1. To determine whether the 12-month warranty should be identified as a separate 
performance obligation in the MyLife100 contract, CC has to assess, at contract 
inception, if the 12-month warranty is – 

 a good or service (or a bundle of goods or services) that is distinct; or 

 a series of distinct goods and services that are substantially the same and that 
have the same pattern of transfer to the customer. (IFRS15.22) 

 
 

1 

2. Goods and services promised are distinct if both of the following criteria are met: 

 The customer can benefit from the good or service (warranty) either on its 
own or together with other resources that are readily available (i.e. the good 
or service is capable of being distinct); and 

 The entity’s (CC’s) promise to transfer the good or service (warranty) to the 
customer is separately identifiable from other promises in the contract (i.e. 
the good or service is distinct within the context of the contract). (IFRS15.27) 

1 

2.1 
 

The customer cannot benefit from the warranty on its own since the warranty 
will only entitle the holder of an iFoni SP with a unique serial number to specified 
repairs. Without the iFoni SP, the warranty will not provide any benefit to the 
customer / Customers do not have the option of purchasing the 12-month 
warranty separately. 

1 

 The customer can, however, benefit from the warranty together with other 
readily available resources. A readily available resource is a good or service that 
is sold separately (by the entity or another entity) or a resource that the customer 
has already obtained from the entity (including goods or services that the entity 
have already transferred to the customer under the contract). The iFoni SP is 
therefore a readily available resource which the customer has already obtained 
from the entity (CC). 

1 

 The warranty is therefore capable of being distinct.  

2.2 Factors that indicate that an entity’s promise to transfer a good or service to 
a customer is separately identifiable (in accordance with IFRS15.27(b)) include, 
but are not limited to, the following:  

 The entity does not provide a significant service of integrating the goods or 
service with other goods or services promised in the contract into a bundle of 
goods or services that represent the combined output for which the customer 
has contracted; 

 The good or service does not significantly modify or customise another 
good or service promised in the contract; 

 The good or service is not highly dependent on, or highly interrelated with, 
other goods or services promised in the contract. (IFRS15.29) 

 
 
 
 
 

1 

 The warranty is highly dependent on and highly interrelated with the iFoni SP, 
since the customer cannot choose to buy the warranty without buying the iFoni SP. 
The warranty is therefore not separately identifiable (i.e. not distinct within the 
context of the contract). 

1 

2.3 The 12-month warranty is therefore not distinct. 1P 
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3. Furthermore, IFRS 15 gives specific guidance to identify if a warranty should be 
identified as a separate performance obligation in the contract. If a customer does 
not have the option to purchase the warranty separately, the entity shall 
account for the warranty in terms of IAS 37 Provisions, Contingent Liabilities and 
Contingent Assets, unless the promised warranty, or part of the promised 
warranty, provides the customer with a service in addition to the assurance that 
the product complies with the agreed-upon specifications (IFRS15.B30). 

 
 
 

1 

3.1 Customers do not have the option to purchase the 12-month warranty 
separately. 

1 

3.2 In assessing whether the warranty provides the customer with a service in 
addition to the assurance that the product complies with the agreed-upon 
specifications, the following facts should be considered: (IFRS15.B31) 

 

3.2.1 Whether the warranty is required by law – indication that the warranty is not a 
separate performance obligation. 

 The 12-month warranty provided by CC is required by the Consumer 
Protection Act of South Africa. 

1 

3.2.2 The length of the warranty coverage period – the longer the coverage, the more 
likely it is that the warranty is a separate performance obligation. 

 The warranty provided by CC is for 12 months only, which is considered to 
be a short period when compared to actual warranties on electronics. 

1 

3.2.3 The nature of the tasks that the entity promises to perform – if the entity has to 
perform specified tasks to provide assurance that the product complies with 
agreed-upon specifications, then those tasks likely do not give rise to a separate 
performance obligation. 

 CC will repair a defective iFoni SP at its own cost within the first 12 
months. This suggests that CC is only providing assurance that their product 
will function as intended for a period of at least 12 months. 

 
 
 

1 

4. To conclude, the warranty does not provide a service in addition to the assurance 
that the iFoni SP will function as intended for a period of at least 12 months and 
should not be identified as a separate performance obligation in the MyLife100 
contract, but should rather be bundled with the sale of the iFoni SP.  

1P 

 Available 13 

 Maximum 9 

 Communication skills – logical argument  1 

Total for part (d)(i) 10 

 
 

Part (d) Discuss the following with regard to a MyLife100 contract in terms of 
IFRS 15: 
(ii) Whether a significant financing component exists for each separate 

performance obligation in a MyLife100 contract.  

Marks 

1. In determining the transaction price, an entity shall adjust the promised amount of 
consideration for the effects of the time value of money if the timing of payments 
agreed to by the parties to the contract (either explicitly or implicitly) provides the 
customer or the entity with a significant benefit of financing the transfer of 
goods or services to the customer. In those circumstances, the contract contains a 
significant financing component. A significant financing component may exist 
regardless of whether the promise of financing is explicitly stated in the 
contract or implied by the payment terms agreed to by the parties to the contract. 
(IFRS15.60) 

1 
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2. An entity shall consider all relevant facts and circumstances in assessing 
whether a contract contains a financing component and whether that financing 
component is significant to the contract, including both of the following: 

 the difference, if any, between the amount of promised consideration and 
the cash selling price of the promised goods or services; and 

 the combined effect of both of the following: 
- the expected length of time between when the entity transfers the 

promised goods or services to the customer and when the customer 
pays for those goods or services; and 

- the prevailing interest rates in the relevant market. (IFRS15.61) 

1 

3. The data, SMS and voice minutes are transferred to the customer on the same 
day the monthly payment is received and consequently there is no timing 
difference between transferring the goods and services and receiving the 
consideration – no significant finance component. 

1 

4. The following support that a significant finance component exists upon the transfer 
of an iFoni SP in a MyLife100 contract:  

 

4.1 The difference between the promised consideration and the current cash 
selling price of the iFoni SP is considered to be significant. (Award mark if 

candidate is able to demonstrate this principle, e.g. taking the difference between the 
promised consideration allocated to the iFoni and the cash selling price of R8 000). 

1P 

4.2 The combined effect of the 24 month period between the transfer of the iFoni SP 
at inception of the contract and receipt of the final instalment and the discount 
rate is also considered to be significant. (Award mark if candidate calculated a 

discount rate based on the promised consideration allocated to the iFoni in 4.1 above 
or using 9% given in the question). 

1 
 
 

1P 

5. Furthermore, none of the following factors, which indicate that a significant 
finance component does not exist, is present in the contract: (IFRS15.62) 

 

5.1 The customer did not pay in advance for the iFoni SP. The iFoni SP is 
transferred at contract inception (therefore not at the customer’s discretion) and 
deferred payments are received. 

1 

5.2 The consideration promised in the MyLife100 contract is fixed at R589 per 
month for 24 months and neither variable nor dependant on the occurrence or 
non-occurrence of a future event. 

1 

5.3 Pay-now-and-then-go options: The wording ‘without the commitment of a 24-
month contract and the additional cost of financing a smartphone’, as in the 
case of a MyLife100 contract, supports that the difference between the promised 
consideration and the cash selling price of the iFoni SP is as a result of a 
significant finance component in the contract and does not arise for reasons 
other than the provision of finance. 

1 

6. The practical expedient is not available for the transfer of an iFoni SP in a 
MyLife100 contract – the full settlement / payment for the iFoni SP only takes place 
after 24 months, thus after the transfer of the iFoni SP (timing difference of more 
than 12 months, therefore not one year or less). 

1 

7. It can therefore be concluded that a significant financing component does exist 
for the transfer of the iFoni SP in a MyLife100 contract. 

1P 

 Available 11 

 Maximum 6 

Total for part (d)(ii) 6 
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Part (d) Discuss the following with regard to a MyLife100 contract in terms of 
IFRS 15: 
(iii) The allocation of the transaction price to the separate performance 

obligations in a MyLife100 contract. Assume that the iFoni SP, data, 
SMS messages and voice minutes are each separate performance 
obligations in the MyLife100 contract. Ignore the 12-month warranty. 

Marks 

1. The transaction price should be allocated to each performance obligation (or 
distinct good or service) in an amount that depicts the amount of consideration 
to which the entity expects to be entitled to in exchange for transferring the 
promised goods or services to the customer. (IFRS15.73) 

1 

2. The transaction price must be allocated to each performance obligation 
identified in the contract on a relative stand-alone selling price basis as at 
contract inception. (IFRS15.74) 

1 

Stand-alone selling prices 

3. The stand-alone selling price is the price at which an entity would sell a 
promised good or service separately to a customer. 

1 

3.1 The best evidence of the stand-alone selling price of the iFoni SP is its 
observable price of R8 000 when CC sells the phone separately. (This mark can 

be awarded if the stand-alone selling price of R8 000 is shown in the working below) 
1 

3.2 The best evidence of the stand-alone selling prices of the data, SMS messages 
and voice minutes are the observable prices when CC sells these items 
separately under Pay-now-then-go options. (These marks can be awarded if the 

stand-alone selling prices are shown in the working below)  

2 

3.3 
Performance obligations 

Option 1 
(Per unit) 

Option 2 
(Per bundle) 

 

 iFoni SP 3.1 8 000 8 000  

 
Data 3.2 480 

(R20 x 24) 
408 

(R17 x 24) 
 

 
SMS messages 3.2 720 

(R30 x 24) 
612 

(R25,50 x 24) 
 

 
Voice minutes 3.2 3 960 

(R165 x 24) 
3 366 

(R140,25 x 24) 
 

  R13 160 R12 386  

Transaction price 

4. The promised amount of consideration of R14 136 (R589 per month x 24) or R589 
per month must be allocated to each performance obligation based on the 
relative stand-alone selling prices as determined above. (These marks can be 

awarded if the cash consideration (R14 136 or R589 per month) is allocated to each 
performance obligation in the working below) 

1 
1 
 

 (Note: Calculations are based on Option 2 above, but can also be based on Option 1)  

4.1 
Performance obligations 

Relative stand-
alone selling  

prices 

Allocation of 
cash consider-

ation 
 

 iFoni 8 000 9 130  

 Data 408 466  

 SMS messages 612 698  

 Voice minutes 3 366 3 842  

  R12 386 R14 136  

5. Since a significant financing component exists in respect of the iFoni (see part 
d(ii)), the promised amount of consideration must be adjusted for the effects 
of the time value of money to determine the transaction price. (IFRS15.60)  

1 
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5.1 Therefore, the promised amount of consideration allocated to the iFoni, must be 
discounted at 9% over 24 months to determine the present value of the 
consideration receivable. (These marks can be awarded if a PV is determined for the 

iFoni in the workings below) 

2 

5.2 Alternative 1:  

 BGN; PMT = 380,42 (9 130 / 24); P/YR = 12; i = 9%; n = 24; PV = ? 8 389  

 Alternative 2:  

 BGN; PMT = 589; P/YR = 12; i = 9%; n = 24; PV = ? 12 989 
PV attributable to iFoni: 8 000 / 12 386 x 12 989 = 8 389 

 

6. The allocation of the transaction price to each separate performance obligation 
will therefore be as follows: 

1 

 PO’s Relative stand-
alone selling 

prices 

Allocation 
of cash 

consider-
ation 

Finance 
element 

Allocation 
of transaction 

price 
 

  (Point 3 above) (Point 4 above)  (Point 5 above)  

 iFoni 8 000 9 130 Yes 8 389  

 Data 408 466 No 466  

 SMS messages 612 698 No 698  

 Voice minutes 3 366 3 842 No 3 842  

  R12 386 R14 136  R13 395  

Discount 

7. A customer receives a discount for purchasing a bundle of goods or services if 
the sum of the stand-alone selling prices of those promised goods or services 
exceed the promised consideration. (IFRS15.81) 

1 

7.1  Option 1 
(Per unit) 

Option 2 
(Per bundle) 

 

 Sum of stand-alone selling prices  
(refer point 3 above) 

R13 160 R12 386 
1P 

 Promised consideration R14 136 R14 136 

  No discount No discount 1P 

7.2 Except when an entity has observable evidence that the entire discount relates 
to only one or more, but not all, performance obligations in a contract, the entity 
shall allocate a discount proportionately to all performance obligations in the 
contract. (IFRS15.81) 

1 

 Available 16 

 Maximum 9 

Total for part (d)(iii) 9 

 

Total for part (d) 25 
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Part (e)  Prepare the journal entries for CC to account for all consequences arising 
from the 100 computer and data contracts sold on 1 December 2016.   

 Assume there are only two distinct performance obligations in the 
contract, namely the computer and 3 GB of mobile data. The cost of 
the sim card is negligible and can be ignored.  

 Round amounts to the nearest rand. 

Marks 

  Dr Cr  

  R R  

01/12/2016    

1. Contract debtor (F/P) (4 098 working 1 x 100) 409 800  
1 

  Revenue – computer (P/L) (409 800 x 97%)  397 506 

  Refund liability (F/P) (409 800 x 3%)  12 294 1C 

 Recognition of computer revenue    

2. Asset for right to recover product to be returned (F/P) 
(3 500 x 100 x 3%) 

10 500 
 

1 

 Cost of sales (P/L) (3 500 given x 100 x 97%) 339 500  
1 

  Inventory (F/P) (3 500 x 100)  350 000 

 Recognition of cost of sales     

07/01/2016    

3. Refund liability (F/P) (from journal 1) 12 294   

  Contract debtor (F/P) (4 098 working 1 x 1)  4 098 1C 

  Revenue – computer (P/L) (4 098 working 1 x 2)  8 196 1C 

 Accounting for the returns policy and return of one 
computer  

  
 

4. Inventory (F/P) (cost price given for 1 computer) 3 500  1 

 Cost of sales (P/L) (3 500 x 2) 7 000  1 

  Asset for right to recover product to be returned (F/P) 
 (from journal 2) 

 
10 500  

 Accounting for the returns policy and return of one 
computer  

  
 

31/12/2016    

5. Bank (349 x 99) 34 551  1 

  Revenue – data (P/L) (161,75 working 1 x 99 x 75%)  12 010 1P 

     Income received in advance (F/P)  
 (161,75 working 1 x 99 x 25%) 

 
4 003 1P 

  Interest income (P/L)  
 (4 098 working 1 x 99 x 9% x 1/12) or (1 AMRT INT) 

 
3 043 1C 

  Contract debtor (F/P) (balancing) or (1 AMRT)  15 495 1C 

 Recording receipt of cash and data revenue    
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Workings 

  

Working 1  

 Relative 
stand-alone 

selling 
prices 

Allocation 
of cash 

consider-
ation 

Finance 
element 

Allocation 
of 

transaction 
price 

 
 

 (1 mark) (1C mark)   2 

Computer 5 000 4 494 
or 187,25 
per month 

Yes 4 098 
(Working 2)  

Data 4 320 
(R180 x 24) 

3 882 
or 161,75 
per month 

No 3 882 
or 161,75 
per month 

 

 R9 320 R8 376    

  (R349 x 24)   1 

  

Working 2  

FV = 0  

P/YR = 12  

i = 9% 
1 

n = 24 

PMT = 187,25 (4 494 / 24) 1 

PV = ? = 4 098  

  

Alternative:  

FV = 0  

P/YR = 12  

i = 9% 

1 n = 24 

PMT = 349 

PV = ? = 7 639   

PV attributable to computer: 5 000 / 9 320 x 7 639 = 4 098  1C 

  

 Available 18 

 Maximum 15 

 Communication skills – presentation 1 

 Total for part (e) 16 



QUESTION 1 PART II ITC JANUARY 2017 
PAPER 1 SUGGESTED SOLUTION 
 

 8 © SAICA 2017 

 
 

Part (f) Calculate and explain the amount of the loss allowance that should have 
been recognised as at 31 October 2016 relating to CC’s contracts with 
customers. 

Marks 

Recognition of expected credit loss allowance 

1. As per IFRS 9 par 5.5.1, an entity shall recognise a loss allowance for expected 
credit losses on inter alia contract assets. Therefore, the contract assets of CC 
fall within the impairment provisions of IFRS 9 Financial Instruments, and the 
loss allowance must therefore be recognised and measured in accordance with 
IFRS 9. 

1 

2. Per the information, CC has elected to apply the simplified approach for contract 
assets and trade receivables, meaning that CC will always measure the loss 
allowance at an amount equal to the lifetime credit losses.  

1 

3. Since the contract assets and trade receivables of CC contain a significant 
financing component based on the nature of its contracts (refer part d), this 
specific election needs to be made (i.e. the simplified approach is mandatory if 
contracts do not contain a significant financing component [IFRS 9 par 5.5.15(a)(i)] 
but an election needs to be made if the contracts do contain a significant financing 
component [IFRS 9 par 5.5.15(a)(ii)]).  

1 

Measurement 

4. An entity shall measure expected credit losses of a financial instrument in a way 
that reflects: 

 an unbiased and probability-weighted amount that is determined by 
evaluating a range of possible outcomes;  

 the time value of money; and 

 reasonable and supportable information that is available without undue cost 
or effort at the reporting date about past events, current conditions and forecasts 
of future economic conditions. (IFRS 9 par 5.5.17) 

1 

4.1 Since the expected credit loss allowance should be measured in a way that reflects 
a probability weighted amount, it is correct to stratify the population of contracts 
by risk characteristics (LSM group and payment/debtors age information).  

1 

4.2 Since the measurement needs to reflect time value of money (i.e. a present value), 
the computation should be based on the gross carrying amounts of trade 
receivables or contract assets (not based on outstanding cash flows).  

1 

4.3 Reasonable and supportable information is available in the form of historical 
default rates over the expected life of trade receivables and contract assets in a 
provision matrix. 

1 

5. The rebuttable presumption that assets that are more than 30 days past due 
reflects a significant increase in credit risk, is not relevant in this case, since the 
simplified approach election means that CC will in any case recognise lifetime 
expected credit losses on all its contract assets, regardless of whether a significant 
increase in credit risk has occurred or not. 

1 

Calculation 

6. [350 000 000 x 40% = 140 000’ x 1.1%]  1 540 000  
2 380 000  1 

 [350 000 000 x 60% = 210 000’ x 0.4%]  840 000 

 [78 312 500 x 40% = 31 325’ x 8.4%]  2 631 300  
5 403 563  1 

 [78 312 500 x 60% = 46 987,5’ x 5.9%]      2 772 263 

 [9 187 500 x 40% = 3 675’ x 24.0%]  882 000  
1 857 713  1 

 [9 187 500 x 60% = 5 512,5’ x 17.7%]       975 713 

 Total                                                                                       R5 053 300 R4 587 976 R9 641 276   

 Available 11 

 Maximum 8 

 Communication skills – clarity of expression  1 

 Total for part (f) 9 
 


