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REVENUE RECOGNITION AND DISCOUNTING 

QUESTION 

Seahawks sold some electrical merchandise to a customer on 1 November 2X12 for $106,152. Payment is not due 

until 30 April 2X13. The customer cannot return the merchandise. Assume the effect of discounting is material and 

that a discount rate of 1% per month applies.  

Required:  

Assuming that the company prepares its financial statements up to 31 December each year, show how the above 

transaction is recorded at year end 2X12.   

SOLUTION 

MF NOTE: From an examinations perspective, you will know when you need to apply discounting because a discount rate (also 

known as an effective rate of interest (EIR)) will be provided. 

 In all other questions, there is an inherent assumption that the effect of discounting is immaterial. “Usually”, discounting is 

assumed to be immaterial when dealing with time periods of less than one year.  

Initial Recognition – 1 Nov 2X12: 

 Dr Receivable  $100,000  [$106,152 x 1 / (1+1%)
 6

] 

 Cr Revenue    $100,000 

MF NOTE: The key to this question is recognising that receiving $106,152 in six months’ time is not the same as receiving 

$106,152 right now due to the time value of money.  

Per IAS 18, Seahawks recognises the present value (i.e. the “real value”) of the sale at the date the sale occurs. Seahawks then 

“winds up” the balance of $100,000 to $106,152 over six months through the recognition of interest income. Note that this 

interest income does not represent an actual cashflow but is just a notional figure used for accounting purposes.  

Subsequent Measurement – 31 Dec 2X12: 

 Dr Increase Receivable $2,010 (w1) 

 Cr P/L Interest Income  $2,010 

 (w1): 

 

 

  

Date Opening Receivable Interest (1%) Cashflows Closing Receivable 

30 Nov 2X12 100,000 1,000 - 101,000 

31 Dec 2X12 101,000 1,010 - 102,010 

 Total Interest to year end: 2,010   
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MF NOTE: Whenever a question involves discounting/EIR I use the table as shown in w1. It should be noticed that the balance of 

the receivable is slowly winding its way up to the amount of $106,152. If I show the table to 30 April 2X12: 

 

* The only cashflow occurs when the customer pays Seahawk: 

 Dr Cash    $106,152 

Cr Derecognise Receivable  $106,152 

Finally, note from the table that the interest income figure gets bigger every month. With discount rate/EIR calculations, the 

more you owe (are owed), the more interest you show.  

Date Opening Receivable Interest (1%) Cashflows Closing Receivable

30 Nov 2X12 100,000 1,000            - 101,000

31 Dec 2X12 101,000 1,010            - 102,010

31 Jan 2X13 102,010 1,020            - 103,030

28 Feb 2X13 103,030 1,030            - 104,060

31 Mar 2X13 104,060 1,041            - 105,101

30 Apr 2X13 105,101 1,051            (106,152)* 0


