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Contract modifications
A contract modification arises when 
the parties approve a change in the 
scope and/or the price of a contract 
(eg a change order). The accounting 
for a contract modification depends on 
whether the modification is deemed to 
be a separate contract or not. 
	 An entity accounts for a 
modification as a separate contract,  
if both:
•	 �the scope changes due to the 

addition of ‘distinct’ goods or 
services (see below)

•	 �the price change reflects the goods’ 
or services’ stand-alone selling 
prices under the circumstances  
of the modified contract.

In this case, only future revenue is 
impacted as the entity will continue 
to account for the pre-modification 
contract as before. 
	 The accounting for a contract 
modification that is not a separate 
contract depends on whether the 
remaining goods and services to be 
delivered under the modified contract 
are ‘distinct’ from those already 
transferred to the customer at the 
modification date:
•	 �if the remaining goods or services 

are distinct, then the modification 
is treated as a termination of the 
original contract and the creation 
of a new contract. The transaction 
price to be allocated to the 
remaining separate performance 
obligations is the (modified) total 
consideration promised by the 
customer less the amount already 
recognised as revenue. 

	� No adjustments are made to the 
amount of revenue recognised for 
separate performance obligations 
satisfied on or before the 
modification date. If a change to an 
amount of variable consideration 
arises subsequently and relates 
to performance prior to the 
modification the entity applies the 
guidance on variable consideration

•	 �if the remaining goods or services 
are not distinct and are part of 
a single performance obligation 
that is partially satisfied as of the 
modification date, the entity adjusts 
both the transaction price and 
the measure of progress toward 
completion of the performance 
obligation. Revenue recognised to 
date is adjusted for the contract 
modification on a ‘cumulative 
catch-up’ basis

•	 �if the remaining goods or services 
are a combination of these 
scenarios the entity accounts for 
the effects of the modification on 
unsatisfied or partially satisfied 
obligations consistently with the 
guidance above. No adjustments 
are made to the amount of 
revenue recognised for separate 
performance obligations satisfied 
on or before the modification date.

If the parties approve a change in 
scope but the price change has not yet 
been determined, the entity applies 
the relevant guidance to the modified 
contract using an estimate of the 
change in transaction price arising from 
the modification. The guidance on 
variable consideration applies in such 
cases – see Step 3.

 
 

 
 

 

 
 



  
 

 
 

 
 

 



Step 3: Determine the transaction price



 
 
 

 

 2.	� Apply constraint



 
 

	 �  

 

	�   
 

 
 
 

 
 

	�   

	

 

  

 	�   

 

 

  

 	

 	�   

 

 

	 	�   

	 	�

 

Consideration payable to a customer

Is consideration payable to the customer 

for a distinct good or service?



  



 

 

	

 

  

  

  

   

   

 		   

		    

		   

		

  

   

   

   

   

  

  

 		

		    

			 

		   

			    

			 

 

 

 
 

 
 



  
  

 
 
 

Indicators  
of control  
transfer

  
  

  
 



Other topics
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Contract costs



  

 
 

 
 

 

 

 

 

	

 

 
 	  	

	

  	  

 	

  

  

 	



 

 
 
 

 
	  

 

  

 
 

 

 





 

  Contract is accounted for as a 
sale with a right of return 
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