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Ewa Wanda MARUSZEWSKA?

PERFORMANCE-BONUS CONTRACT IN LIGHT
OF IFRS 15 AND THE POLISH ACCOUNTING ACT

The conditional element of the price included ia gerformance-bonus contract is a frequent
component of contracts concluded with customes®ime sectors. It is a deferred component
of the price, which may never (in whole or in pditcome a consideration due. Due to lack
of unambiguous provisions in this respect in Pollsmestic law and the entry into force of
IFRS 15, the author raises the issue of accountingufch defined revenues. The aim is to
analyze the provisions of IFRS 15 in the scope dElvery contract with a performance
bonus against the background of the provisionqhefRolish Accounting Act. The verified
thesis assumes that, although both regulationsaarsistent with the theoretical foundations
of accounting, each of them differently recognittes above-mentioned revenues. The goal
was achieved by analyzing the regulations of IFRSPIdish Accounting norms and the
presentation of a case study. The results confiranéifferent recognition of revenues based
on two analyzed legal regulations and indicatearge role of estimates in terms of revenue
disclosures under IFRS 15.

Keywords: revenues, IFRS 15, performance-bonus contract.

1. INTRODUCTION

The usual claim is that the implementation ofribes International Financial Reporting
Standard 15 “Revenue from contracts with custom@FRS 1%) mainly changes the rules
for recognizing revenues from contracts in whicthiservices and delivery of goods occur.
The basic assumption of the standard is the retiogrof revenues in a manner presenting
the amounts that the entity expects in connectidmtive transfer of goods and/or provision
of services. The indicated approach poses newestgdk for accounting services, therefore
the purpose of the paper is to analyze the pravisid IFRS 15 and the Polish Accounting
Act (the Ac®) for the selected type of contracts with customesstracts for the supply of
goods (provision of services) along with a bonusafthieving the performance specified
in the contract. A special feature of performanoetts contracts is the payment of a bonus
after meeting a certain condition for which the lmbility of occurrence is not equal to
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100%. To achieve the goal, the author used the/sisadf IFRS 15 and the Act regulations
as well as the presentation of a case study basedusiness practice. The reasoning
regarding the disclosure of revenue from the peréarce-bonus contract was referred to
the conceptual assumptions of accounting. The osimis raised the possibility of
a different recognition of revenues based on twalyered legal regulations and indicated
a significant share of estimates in the disclosfirevenues under IFRS 15

2. CHARACTERISTICS OF PERFORMANCE-BONUS CONTRACTS

In accordance with contractual freedom in the sewf trade, it is possible that the
parties to the contract agree on a price for thesfier of goods (and/or services) consisting
of two elements:

« afixed part, i.e. basic consideration and

« avariable part depending on the effect (realirdtioe. variable consideration.
Contracts with the above distinction are commothanfield of, e.g. services for preparing
applications for EU funds, or consulting servidesjuding tax and legal services. In the
mentioned cases, the service provider is entitiechdditional consideration after the
occurrence of the benefits for the recipient spetiin the contract in the form of, for
example:

1) receiving funding from EU funds,

2) winning a legal case,

3) receiving a favorable tax law interpretation, or

4) validation of a positive administrative decision.

In the absence of the performance specified inctireract, the price payable is only
equal to part of the basic consideration, the psgpf which is to cover (in part or in whole)
the costs of the customer in termsiofer alia:

1) preparation of application documentation for fabding,

2) time of employees to prepare documentationraptesent the customer in court,

3) preparation of a letter filed in connectiontwét request for tax interpretation,

4) preparation of documentation necessary foryapglfor a specific administrative

decision.

The fixed amount of consideration independent &f fifillment of the contractual
condition may also include profit for the serviaqeyider. In this case, the entire premium,
due after the condition defined by the contraanit, will be an additional performance
bonus.

The subject of a detailed analysis of legal prawisiin this paper is a contract whase
object is to design and manufacture a machine gordance with the requirements
specified by the customer. The consideration irtdit# the contract consists of three parts:
1) an element of fixed consideration for the sexvid¢ designing a machine (PLN 800),
which is due along with the approval of the projegthe customer,
2) an element of fixed consideration for machinedpiction (PLN 1,500), which is due
along with delivery of the product to the custoreardnfirmed by the acceptance protocol
of the machine and
3) the performance bonus, which is defined as 16eégmt of the fixed consideration (PL
230) and which is due after meeting certain tedim@quirements regarding the machin
efficiency and its consumption of electricity.
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The fulfillment of the condition necessary to reeeihe bonus will be possible only withjn
two months of the transfer of the fixed asset iodhstomer. After the protocol statement
of the occurrence of the result specified in thet@axt, the performance bonus will haye
a definitive and unconditional character.
The subject of the contract is a highly specializedchine tailored to the special
requirements of the customer and is not in the igdmearket circulation. It is not possible
to sell the machine to another customer or to myaitié product in such a way that it|is
suitable for resale in the event of withdrawal frtma contract of the current customer.|In
connection with the above, the contract providesfoenalty for the customer’s withdrawal
from the contract after accepting the design oflaghine in the amount equal to the fixed
consideration specified in the contract.

3. RULES FOR RECOGNIZING REVENUES IN ACCORDANCE WIT H
THE PROVISIONS OF THE ACCOUNTING ACT

Revenues in the Act are defined as the likely oenice of economic benefits in the
reporting period, with a reliably determined valirethe form of an increase in the value of
assets, or a reduction in liabilities that willde® an increase in equity or a reduction in its
shortfall in other ways than the contribution oh$uby shareholders or owners. This
definition is modeled on the International AccougtiStandard No. 18 “Revenue” binding
until the end of 2017 (IAS B and is consistent with the balance sheet appréach
presenting information in the financial statemeantsl granting priority to assets that are
considered to be verifiable and measurabithough the above definition refers to future
economic benefits, its core refersar postrevenue$ which result from past business
operations and are traceable, and reliably mealeureith some estimates that can cause
subjective judgments.

The basic issue of recognizing revenue in accognsirthe date of posting revenue in
accounting books. Replaced by IFRS 15, IAS 18 midid that revenue is recognized when
it is probable that in the future the entity wilitain economic benefits that can be measured
reliably. The Act in the current wording, thoughdeted on IAS 18, does not indicate the
point at which revenue should be considered dueisTWrticle 6 of the Act is of
fundamental importance, as it states that the Gighmesult should include all revenues
related to the entity and costs related to thegemees attributable to the entity, for a given
financial year, regardless of the date of theirmpawgt. Although granting the status of
income earned (on accrual basis) belongs to theageament of the entity, it is helpful to
refer to the Civil Codg according to which the benefit is due (payabfejhere is
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a performance obligation which is a natural consege of the sale contract. In addition,
the Code indicates that the benefit specified edbntract concluded between the parties
becomes due at the time agreed by the partieg toothtract, e.g. by sending a sales invoice
for a specific part of the price.

When analyzing the described case of a contrabtfixiéd elements of the consideration
and performance bonus, it should be pointed outttieafixed amounts of consideration in
the period in which the service was rendered (prbdalivered) are clearly recognized in
revenues, which is confirmed in the relevant proteggned by both parties to the contract.
The moment of rendering service (delivery of goode)ermines the day on which the
benefits and burdens associated with this itenpassed on to the buyer, and during this
period they are subject to recognition in the aotiog books.

In terms of the performance bonus, under the Aetrévenue cannot be confirmed until
the effect specified in the contract is achieveldus the probable revenue that an entity
expects to achieve — assuming that the requirdthieal parameters will be met — is an
element of contingent liabilities and as such maguibject to recognition in the off-balance
sheet “contingent assets” in the projected amooimsidering the probability of meeting the
condition specified in the contract. In the desedirase, it is also possible to draw up
a contract in which the parties recognize the right part of the premium if the product
delivered meets the technical requirements segiitain ranges. Then it is possible to pay
the bonus partially. Contingent assets indicatesttistence of possible assets that arise as
a result of past events (here: the contract foigaésy and delivering the machine in
accordance with the customer’s requirements) andseltonfirmation is possible only
when one or more uncertain events occur or do cmirp which are not fully controlled by
the entity (IAS 39).

It also follows from the foregoing that the desedlzase of dependence of consideration
on fulfilment of a given condition does not constie prerequisites for settling interim
revenuejnter alia, due to the conditional nature of the receivables.

Summing up, the regulations of the Act point to tt@mpulsory recognition of
undoubted revenues, which — in the analyzed casasist of fixed consideration elements.
The performance bonus will be classified as revemig after the effects described in the
contract have been met. Until the explanation,néigas of the probability of fulfilling the
prerequisites for determining the performance bprihe amount due is treated as
a conditional asset. The above solution is alsaistant with the realization principle,
which, although not explicitly included in currgmvisions of the Act, has long been the
subject of discussion in the literatbir&he realization principle requires recognition of
revenue in the accounting books only at the timsatd, that is after the delivery of the item

8 International Accounting Standard No 37 ,Prouisip Contingent Liabilities and Contingent
Assets, International Accounting Standard Board,doon1998.

9 |. Toshio, Significance of realization principle in accounting’he Annals of the Hitotsubashi
Academy” 1959, 9, p. 194-204.
Ch.T. HorngrenHow should we interpret the realization concepfPhe Accounting Review”
1965, 40, p. 323-333.
R. Antle, J.S. DemskiRevenue recognition,Contemporary Accounting Research” 1989, 5,
p. 423-451.
C. van Mourik, Y. KatsudArticulation, profit or loss and OCI in the IASB Captual Framework:
different shades of clean (or dirty) surpluBaper for the IASR Research Forum, Brussel,
28.11.2017.
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or meeting the obligation, which ensures that diméyprofits recorded in accrual accounting
are recognized in the financial statements.

In the light of the above considerations, ther@s$e the issue of matching revenues and
costs, especially when the premium becomes due fiscal year other than fixed
consideration elements. Owning to the conditiorslire of the bonus, it is appropriate to
allocate the costs incurred (directly and indingotllated to the performance of the contract
concluded with the customer) to the unconditioe&kenues of the financial year in which
they became due. From the point of view of finahatounting and the financial reports
created on its basis, the proposed approach may iresinderstating the financial result in
the year of execution of the contract, while shanievenue without matching costs in the
year of receiving the bonus. Nonetheless, thistiemlseems to be correct, especially in the
light of the prudence principle required by theyis@mns of the Act.

4. IFRS 15 GUIDELINES ON THE RECOGNITION OF REVENUE S
IN THE FINANCIAL STATEMENTS

The purpose of IFRS 15 is to provide users of foial statements with useful
information on the nature, amounts, distributioeotime and uncertainty as to revenues
and cash flows resulting from contracts with custsnAlthough the term “revenues” is
used in the title of IFRS 15, the standard doesnubtide the definition of the term. In the
discussion paper on the theoretical foundatitmsblished by the International Accounting
Standards Board (the IASB), it is highlighted thlsis basic measurement parameter of
entities’ performance will not be defined at thedeof standards, but precisely in the
“Accounting Concepts and Principles” (CAP). Thejpob underlines the continuation of
the current approach to defining revenues. Stiis term refers to the consequences of
changes in assets and liabilities resulting inrmmeiase in equity other than contributions
from existing and/or new owners (CAP, 2010). Thiesenues (along with matching costs)
are information about the profitability achievedthg entity using the resources it controls.
In addition, the aim is to provide information ugdbr estimating future cash flows and to
assess activities of the management who have baemsged with the resources of the
entity. This approach to revenues highlights themacy of the usefulness of information
presented in financial statements over other qublé attributes attributed to financial
reports. At the same time, the IASB draws attentiothe fact that maintaining the current
definition does not mean giving primacy to the esta¢nt of comprehensive income from
all elements of the financial statements, in patiicagainst the balance sheet for providing
useful informatio. Each time, indicating the rules for disclosurdénafividual elements
of the financial statements, the IASB analyzesstaedards created in terms of providing
useful information about both the financial sitoati(presented in the balance sheet) and
the entity’s performance (presented in the statéraEonomprehensive income), because
the most important goal of preparing financial esta¢nts is to create information useful to
its users.

10 Exposure Draft.Conceptual Framework for Financial Reportingnternational Accounting
Standard Board, London 2015, p. 54.

11 Basis for Conclusions. Exposure Draft ED/2015/3. @mtgal Framework for Financial
Reporting International Accounting Standard Board, Londo&h2@. 33.
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Moreover, defining revenues in relation to changesssets and liabilities results from
the belief that the financial statements are torimf about economic operations that took
place in the entity and whose knowledge is useduthe user of financial statements.
Therefore, disclosing information about revenuea asnsequence of transactions carried
out is connected with the necessity to indicatetassnd/or liabilities that have changed as
a result of a given operation.

In order to disclose revenues from contracts witst@mers, an analysis involving five
steps is required:

1) identification of the contract,

2) identification of obligations to perform as a comsence of the conclusion of the

contract,

3) determination of consideration (transaction price),

4) assigning the consideration (transaction pricéhéoobligations to be performed,

5) fulfillment of obligations to be performed.

Taking into account the purpose of the paper, dimmulsl pay attention to several
conditions resulting from the described case stidyhe indicated case, the obligation to
be performed includes both services in the forrma€hine design and transfer of rights to
goods to be delivered in the future (handover efrttachine). Two identified assignments
to be performed are one obligation (performancéhey can be considered as two different
benefits for which the entity is bounded under ¢batract. To make this decision, it is
necessary to check whether:

« it can be expected in relation to the various atians identified in the contract that

the customer will benefit from the good (serviaepe obtained, and

« the entity’s obligation to transfer the good (pdimg the service) to the customer can

be identified as separate from other obligatiorec#i@d in the contract.

In the analyzed case, there is no situation to Imett of the above conditions, and this
requires IFRS 15 to recognize each liability agpasate service. Therefore, it cannot be
said that the customer will benefit from the maehitesign prepared for their needs,
because the project will not find buyers on thekagreven if the customer decided to sell
it, in other words to benefit directly. Additiongllthe purpose of the design service is to
adapt another good (machine) promised in the cantaad this good is highly dependent
on the service, which is one of the elements ottirgract.

In the next step, apart from determining the amafntonsideration for which the
algorithm should result from the contract, the @dobty of receiving the amount of
consideration specified in the contract should $sessed taking into account intention of
the other party to pay a specific amount in duetifrhe transaction price in the analyzed
case is the sum of two elements of consideratiahhas a value of PLN 2,300, unless the
contract duration is long, the time value of mooneyhe presence of a significant element
of financing should be considered when estimatiregamount of revenue. In other words,
a fixed consideration consists of a fixed comporgerdt variable one, which is not subject
to recognition due to its conditional nature antklaf certainty as to its achievement. The
inclusion of the performance bonus is possible amlthe situation of a high probability
that the specified execution of the contract wiltar and the entity is convinced that the
revenue will not be reduced by the conditional pathe consideration, i.e. the realization
of the effect is not dependent on factors beyordcibntrol of the entity. Otherwise, the
performance bonus is included in revenue only whbacomes due.
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Earlier recognition of the performance bonus i® gisssible in part if the contract
provides for consideration for partial performanicethis case, it is possible to recognize
the premium in the amount of the estimated trammagtrice. The condition, however, is
the high probability that the performance bonuh@estimated amount will not be reduced
and will become payable due. The estimate of thésnent of the price is made in
accordance with the expected value method or tleptmsh of the most appropriate
estimate.

Assigning the transaction price to the obligatitmperform the service in the analyzed
case means the division of the determined pri¢dkegandividual stages of the contract. As
previously agreed, the performance bonus will roaksigned because it is part of a price
that is unlikely to be received.

If the premium is included in the transaction pricdue (in whole or in part), two
approaches are possible. The entity, based onrtherstances and terms of the contract,
states that it is not subject to assignment toegiip obligation because it refers to the
entire contract and not to a given obligation (paErtthe contract) prior to the date of
performance guaranteeing the payment of the ballben the premium becomes due, the
entity should allocate its value over the entirentef the contraét. In the second case, the
entity may assign a performance bonus to eacHitiabased, e.g. on the share of this part
of the benefit in completing the contract and flrifent of the performance bonus.

The above is consistent with the indication thatehtity recognizes revenues when the
obligation to perform the service/transaction ist ifeg in the course of fulfillment) by
transferring the promised goods or service (i.asset) to the customer. Since the statement
of comprehensive income is the basic source ofiindtion about the entity’s performance,
revenue is required, except for the exceptionalesadescribed in the conceptual
assumption’$. In these rare cases, the purpose of not disgjasvenue is to increase the
usability of financial statements. In other worgsessible deviations concern situations in
which placing information about revenues would @dhe usefulness of reports in
connection with, for example, misleading the users.

The IASB emphasizes that revenue recognition nusespond at the same time to the
recognition of assets and/or liabilities that creimconnection with an economic operation
resulting in the appearance of revenues. The disaoof assets and/or liabilities related to
a given revenue must meet the definition of thegegories, which are concepts not only
in the scope of accounting, but in the wider ecopdm

In the analyzed case, the obligations constitutiiregsubject of the contract are met in
time, and not only at the specified moment of thére contract, as confirmed by the
relevant protocols listed in the case study desoripAlthough all elements of the contract
were considered as one entity’s obligation in thalyzed case study, revenues will be
disclosed as the obligations of the assignmentsfudfiled, that is, in the realizations

12 The new revenue recognition standard — brokers aealetls in securities. Technical Line
FASB — final guidance. Ernst & Young, 2014. p. 8.

13 Exposure Draft.Conceptual Framework for Financial Reportingnternational Accounting
Standard Board, London 2015, p. 93.
Conceptual Framework for Financial Reporting 20h@rhational Accounting Standards Board,
09'2010.

14 Basis for Conclusions. Exposure Draft ED/2015/3. Gmtgal Framework for Financial
Reporting International Accounting Standard Board, Londoh2@. 34.



202 E.W. Maruszewska

specified in the contract, as a result of whichehgty has a present right to the payment
for the asset and the customer controls the imgkragset component. The purpose of this
approach is to accurately reflect the degree ofwetieg the obligation.

5. CONCLUSIONS

The analysis of the revenue recognition based casa study taken from business
practice indicates a similar approach to reventle avgreat deal of scope for freedom under
IFRS 15 as compared to the regulations of the Acting Act. In particular, decisions
should be made regarding:

» considering each obligation separately or as otigaiton of the entity to perform

the service/transaction,

« time and amount of the disclosed revenue.

Referring to the case study analysed in the pdigere 1 presents the most probable
recognition of revenues over time.

time ’

Obligation from the contract with customer

Assignment - project design

Fixed consideration Fixed consideration Performacne bonus
-for the design- -for machine production- -for success only-

Fig. 1. Recognition of the revenue in the analyzegbcstudy in accordance with the Act

According to the Act performance bonus will be iguiaed as revenue at the time of
meeting certain technical requirements, as showfign1. On the other hand, the above
timeframe for revenues might be valid under IFRSHLE it is also possible that the entity
recognizes the bonus overtime during the realinaifche contract. Moreover, under IFRS
15 it is possible to employ discounting in the mawe measurement when the entity decides
that contract duration is long. The inclusion direates in the revenue disclosure process
is particularly evident in the performance bonaswhich recognition in accordance with
the Act may differ significantly from the preseidatin accordance with IFRS 15.

Although this was not discussed in this papemhé@dontext of the described case study,
it is worth noting that the new IFRS 15 standard mifect the capitalization of more costs
than previously and charging them with the amodiqrofit or loss only at the recognition
of revenue. This applies to the costs of secutiegcbntract and the costs of completing the
contract, which until now were treated as the co$the period, rather than substantially
appropriate costs.

From the above considerations it can be conclud&idchanges in the scope of IFRS go
towards guidelines and principles that should bievieed, reducing the number of rigid
rules. Recognition of revenues under IFRS 15 iscagntation of future projected results
and effects of concluded contracts, not a reflectid historical values resulting from
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invoices issued. These changes coincide with githegrimacy of utility, while credibility

is a secondary feature. The above, together withrdlienue recognition depending on the
business model and the inclusion of the time valfienoney into revenue estimates,
indicates a departure from historical value in fagbfair value, which is in line with the
general trend of changes in international accogntim the other hand, the convergence of
IFRS with the Act has been weakened, which mayltrasdifficulties for Polish entities in
obtaining foreign capital.
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UMOWA Z PREMI A ZA SUKCES W SWIETLE MSSF 15
ORAZ POLSKIEJ USTAWY O RACHUNKOWO SCI

Warunkowy element ceny, zawartej w umowie z peerai sukces, jest egtym sktadnikiem
uméw zawieranych z klientami w niektérych sektoraBtanowi on odroczony w czasie
sktadnik ceny, ktéry ma@ nigdy (w caléci lub w czsci) nie st sig wynagrodzeniem
naleznym. W zwigzku z brakiem jednoznacznych zapiséw w tym zakresglskim prawie

i wejsciem wzycie MSSF 15, autorka podejmuje zagadnieniegsivego ujmowania tak
okreslonych przychoddéw. Celem jest analiza zapisow MSS# Zakresie umowy o dostaw
Z premy za osigniecie sukcesu na tle unormokvgolskich regulacji rachunkowoi.
Weryfikowana teza zaktadae cha obie regulacjegszgodne z podwalinami teoretycznymi
rachunkowdci, to kazda odmiennie ujmuje ww. przychody. Celgmgiicto za pomog analizy
regulacji MSSF 15, ustawy o rachunkawboraz prezentacji przypadku praktycznego.
Wyniki potwierdzity odmienne gfie przychodéw w oparciu o dwie analizowane regalac
prawne oraz wskazaly na durole szacunkéw w zakresie ujawnig@rzychodow wediug
MSSF 15.

Stowa kluczowe:przychody, MSSF 15, umowa z prenaa sukces.
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