Revenue

This is an example of a bundled sale where there are separate performance obligations.
IFRS15 Revenue from contracts with customers requires a 5 step model to be followed in determining revenue. Step 2 is “identify the separate performance obligations”. In this case there are separate performance obligations relating to the installation of the alarms and CCTV cameras, and the ongoing maintenance and servicing. In the case of the maintenance and servicing, these are performance obligations which would be satisfied over a period of time and revenue would be recognised as the performance obligations are satisfied.
Argyle cannot, therefore, recognise the full £9.9 million as revenue in the year ended 30 September 2019.
Step 4 is “allocate the transaction price to the individual performance obligations”. This would be done based on the stand-alone selling prices.
As the overall contract value is £9.9 million, this equates to £198,000 per office building (£9.9m/50). This compares with £220,000 per office building on a “stand-alone” basis and, therefore, the contract price represents a discount of 10% on the stand-alone selling prices.
The revenue attributable to the maintenance and servicing would be £10,000 x 50 x 90% = £450,000. As the maintenance and service contract is for a period of 5 years with effect from 1 April 2019, only £45,000 (£450,000/5 x 6/12) of this revenue could be recognised in the current financial year meaning revenue is overstated by £405,000).
As one of the criterion for bonus entitlement is revenue growth, it may be that targets would not be met if this revenue overstatement were adjusted for.

