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Agenda Paper 9

IFRS 15 Implementation 
Observations:  real estate 

industry

Joint work by the staff of the Institute of Chartered 
Accountants of Sri Lanka and the staff of the Standard 

Setting Department, Hong Kong Institute of CPAs 



Objectives of this project

• Identify challenges or misunderstandings of applying IFRS 
15 in the region (if any) 

• Consider whether clarifications to the standard and/or 
additional guidance is necessary 

• Reminders on relevant IFRS Interpretation Committee (IC) 
Agenda Decisions  
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Survey results 
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Revenue recognition pattern 

Over time At a point in time It depends

• Revenue recognised over 
time:

- Companies in 1 jurisdiction fulfil 
para. 35(c)

• Revenue recognised at a 
point in time: 

- Companies in most jurisdictions   
fail para. 35

• It depends:
- No standardised contracts
- Depends on contractual 

terms, legal precedent, etc. 
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IFRS 15.35 states the following:
An entity transfers control of a good or service over time and, 
therefore, satisfies a performance obligation and recognises revenue 
over time, if one of the following criteria is met:

(a) The customer simultaneously receives and consumes the benefits 
provided by the entity’s performance as the entity performs

(b) The entity’s performance creates or enhances an asset (for 
example, work in progress) that the customer controls as the asset 
is created or enhanced; or

(c) The entity’s performance does not create an asset with an 
alternative use to the entity and the entity has an enforceable 
right to payment for performance completed to date
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IFRS 15.35(a): Application

The customer simultaneously 
receives and consumes the 
benefits provided by the 
developer’s performance as 
the developer performs

Considerations:
• Whether the customer is 

permitted to use the 
property at any stage 
during the construction?
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IFRS 15.35(a): Observations 

• Customers generally are not permitted to use the property at any 
stage during the construction

IC March 2018 agenda decision: IFRS 15.35(a) is not applicable as 
developer’s performance creates an asset (ie. the real estate), 
that is not consumed immediately
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IFRS 15.35(b): Application

The developer’s performance 
creates or enhances an asset 
that the customer controls as 
the asset is created or 
enhanced

Considerations: 
Prior to the completion of 
construction: 
• who has legal ownership?
• can customer change 

structural design or carry out 
internal decoration?

• can customer use, pledge or 
sell the property?

• can customer exercise legal 
rights upon developer’s 
default?
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IFRS 15.35(b): Observations 
• Developer typically promises a completed physical property to a 

customer, which is different from a contractual right to receive a property 
at a future date

• Legal ownership generally remains with developer before completion of 
the construction

• Customers are generally not allowed to change the structural design of 
the property or carry out internal decoration during construction

• Some customers have the ability to pledge or sell the rights to the property 
before obtaining the legal title

IC March 2018 agenda decision: Right to obtain the real estate in the 
future and right to sell or pledge a right to obtain real estate in the future 
is not evidence of control of the real estate itself (IFRS 15.35(b) is not met)
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IFRS 15.35(c): Application
The developer’s performance 
does not create an asset with an 
alternative use to the developer 
and the developer has an 
enforceable right to payment for 
performance completed to date

Considerations:
Prior to the completion of 
construction: 
• is the developer restricted 

contractually or practically from 
reassigning the property to another 
party or for an alternative use?

• are the payment terms 
conditional/unconditional? Are they 
refundable?

• any contractual terms to 
compensate developer upon 
customer’s default? 

• how is the compensation 
determined? Does it cover cost 
incurred plus a reasonable margin?

• any legal precedents or customary 
business practices override the 
contractual terms?
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IFRS 15.35(c): Observations (1) 
• Developers are generally restricted contractually or practically from 

reassigning the property to another party or employing it for an alternative 
use

• Legal precedent may not always uphold the contractual terms

• Compensation may not always cover cost plus a reasonable margin

IC March 2018 agenda decision: The assessment of whether to 
recognise revenue over time or at a point in time requires assessment of 
the particular facts and circumstances of the contract, taking into 
account the legal environment within which the contract is 
enforceable. The assessment of the enforceable rights as described in 
IFRS 15.35(c) is focused on the existence of the right and its 
enforceability: consider whether relevant legal precedent indicates 
that similar rights to payment for performance completed to date in 
similar contracts have binding legal effect
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IFRS 15.35(c): Observations (2) 
Legal precedent cases and customary business practices are 
important in determining whether there is right to payment for 
performance completed to date

Determinative key factors for companies in some jurisdictions:
Malaysia: contractual terms and legal enforceability
India: contractual terms and precedent cases
Australia: contractual terms and precedent cases
Hong Kong: contractual terms and customary business  
practices
Sri Lanka: contractual terms and customary business practices
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Point for discussion



Summary of findings

• In assessing right to payment for performance completed 
to date under IFRS 15.35(c), in addition to understand the 
contractual terms, must consider the relevant laws and 
regulations

Point to note: not only applicable to real estate property 
sales, it is also applicable to other industries (Refer to Annex 
1 for an example industry in Hong Kong that is affected by 
35(c))

Judgement is required
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Discussion points
• When assessing the right to payment under IFRS 15.35(c), if 

there is no legal precedent in your jurisdiction, would you 
automatically consider the contractual terms to be legally 
enforceable? Would you consider the precedent cases of 
neighbor countries?

• Are there difficulties in applying the ‘right to payment for 
performance completed to date’ criterion under IFRS 15.35(c)? 
Did you observe challenges in applying IFRS 15.35(c) in other 
industries? 

• Are there areas of IFRS 15 that could benefit from additional 
education (via the IASB or AOSSG)?

• Were you aware of the IC agenda decisions? What are you 
doing to publicise IC agenda decisions in your jurisdiction?
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Thank you
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Please keep in touch with us 

and share your views!

HKICPA SSD

www.slaasc.lk accountingstandards@slaasc.com

Outreachhk@hkicpa.org.hk


