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 It’s time to engage
 The IASB’s new standard on revenue recognition1 presents implementation issues 

for most companies. 

 Many have been surprised at the length and complexity of the implementation 
phase. Now companies that haven’t made a start can confidently begin to 
implement – this is the standard that IFRS preparers will be required to apply not 
later than 2018. 

 The new requirements will affect different companies in different ways. All 
companies need to assess the extent of the impact, so that they can address the 
wider business implications – e.g. changes to the profile of margins on contracts, 
systems and processes, compliance with debt covenants, and employee 
reward schemes. 

 Companies that sell products and services in a bundle, or those engaged in major 
projects – e.g. in the telecom, software, engineering, construction and real estate 
industries – could see significant changes to the timing of revenue recognition. 

 It is time for all companies to engage with the new revenue standard – to meet 
the expectations of stakeholders and regulators. 

 This First Impressions publication has been fully revised and updated to provide a 
digestible introduction to the clarified version of the new standard. We will shortly 
release a second edition of our Issues In-Depth guide. 

 Please speak to your usual KPMG contact to discuss your implementation plan.

 Prabakhar Kalavacherla (PK)
 Brian O’Donovan 
 Anne Schurbohm
 KPMG’s global IFRS revenue leadership team 
 KPMG International Standards Group

1. IFRS 15 Revenue from Contracts with Customers.
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1 Key facts
 The new standard provides a framework that replaces existing revenue recognition 

guidance in US GAAP and IFRS. It moves away from the industry- and transaction-
specific requirements under US GAAP, which are also used by some IFRS 
preparers in the absence of specific IFRS guidance.

 New qualitative and quantitative disclosure requirements aim to enable financial 
statement users to understand the nature, amount, timing and uncertainty of 
revenue and cash flows arising from contracts with customers.

 Entities will apply a five-step model to determine when to recognise revenue, and 
at what amount. The model specifies that revenue should be recognised when (or 
as) an entity transfers control of goods or services to a customer at the amount to 
which the entity expects to be entitled. Depending on whether certain criteria are 
met, revenue is recognised: 

– over time, in a manner that depicts the entity’s performance; or

– at a point in time, when control of the goods or services is transferred to 
the customer. 

 

Identify the
contract

Identify
performance
obligations

Determine
the

transaction
price

Allocate
the

transaction
price

Recognise
revenue

Step 1 Step 2 Step 3 Step 4 Step 5

 The new standard provides application guidance on numerous topics, including 
warranties and licences. It also provides guidance on when to capitalise the costs 
of obtaining or fulfilling a contract that are not addressed in other accounting 
standards – e.g. for inventory.

 For some entities, there may be little change in the timing and amount of revenue 
recognised. However, arriving at this conclusion will require an understanding of 
the new model and an analysis of its application to particular transactions.

 The new standard is effective for annual periods beginning on or after 1 January 
2018. Early adoption is permitted.

 The IASB amended the new standard in 2016 to clarify application issues identified 
by stakeholders. The clarifications relate principally to identifying performance 
obligations (Step 2), accounting for licences of intellectual property (Step 5) and 
agent vs principal considerations. The IASB also deferred the effective date of the 
new standard to 2018 and introduced additional practical expedients on transition. 
This publication discusses the amended version of the standard.

 The impact of the new standard will vary by industry. The table on the left 
shows which steps of the model are most likely to affect current practice for 
certain industries.

Step

1 2 3 4 5

Aerospace and 
defence   

Asset managers 
Building and 
construction  

Contract 
manufacturers 

Licensors (media, life 
sciences, franchisors)   

Real estate   
Software   
Telecommunications 
(mobile networks, 
cable)

 



© 2016 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

2 Key impacts
 Revenue may be recognised at a point in time or over time. Entities that 

currently use the stage-of-completion/percentage-of-completion or proportional 
performance method will need to reassess whether to recognise revenue over 
time or at a point in time. Other entities that currently recognise revenue at a 
point in time may now need to recognise it over time. To apply the new criteria, an 
entity will need to evaluate the nature of its performance obligations and review its 
contract terms, considering what is legally enforceable in its jurisdiction.

 Revenue recognition may be accelerated or deferred. Compared with current 
accounting, revenue recognition may be accelerated or deferred for transactions 
with multiple components, variable consideration or licences. Key financial 
measures and ratios may be impacted, affecting analyst expectations, earn-outs, 
compensation arrangements and contractual covenants. 

 Revisions may be needed to tax planning, covenant compliance and sales 
incentive plans. The timing of tax payments, the ability to pay dividends in some 
jurisdictions and covenant compliance may all be affected. Tax changes caused 
by adjustments to the timing and amounts of revenue, expenses and capitalised 
costs may require revised tax planning. Entities may need to revisit staff bonuses 
and incentive plans to ensure that they remain aligned with corporate goals.

 Sales and contracting processes may need to be reconsidered. Some entities 
may wish to reconsider current contract terms and business practices – e.g. 
distribution channels – to achieve or maintain a particular revenue profile. 

 IT systems may need to be updated. Entities may need to capture additional data 
required under the new standard – e.g. data used to make revenue transaction 
estimates and to support disclosures. Applying the new standard retrospectively could 
mean the early introduction of new systems and processes, and potentially a need to 
maintain parallel records during the transition period.

 New estimates and judgements will be required. The new standard introduces 
new estimates and judgemental thresholds that will affect the amount or timing 
of revenue recognised. Judgements and estimates will need updating, potentially 
leading to more financial statement adjustments for changes in estimates in 
subsequent periods.

 Accounting processes and internal controls will need to be revised. Entities will 
need processes to capture new information at its source – e.g. executive management, 
sales operations, marketing and business development – and to document it 
appropriately, particularly as it relates to estimates and judgements. Entities will 
also need to consider the internal controls required to ensure the completeness 
and accuracy of this information – especially if it was not previously collected.

 Extensive new disclosures will be required. Preparing new disclosures 
may be time-consuming, and capturing the required information may require 
incremental effort or system changes. There are no exemptions for commercially 
sensitive information.

 Entities will need to communicate with stakeholders. Investors and other 
stakeholders will want to understand the impact of the new standard on the overall 
business – before it becomes effective. Areas of interest may include the effect on 
financial results, the costs of implementation, any proposed changes to business 
practices, the transition approach selected and whether they intend to early adopt.
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3 When to apply IFRS 15
 The new standard applies to contracts to deliver goods or services to a customer, 

except when those contracts are for:

– leases; 

– insurance;

– rights or obligations that are in the scope of certain financial instruments 
guidance – e.g. derivative contracts; or

– non-monetary exchanges between entities in the same line of business that 
facilitate sales to customers other than the parties to the exchange.

 A contract with a customer may be partially in the scope of the new standard and 
partially in the scope of other accounting guidance – e.g. a contract for a lease of 
an asset and maintenance of the leased equipment or a financial services contract 
with a cash deposit and treasury services. 

 

Is the contract fully in
the scope of other

accounting guidance?
Apply that other guidance

First apply other
accounting guidance,

then for the
remainder...

Apply new revenue
standard

YesNo

Yes

No

No

Does that standard
have specific

guidance that applies?

Yes
Is the contract

partially in the scope
of other accounting

guidance?

 Parts of the new standard – identifying a contract, determining the transaction 
price, determining when control is transferred – also apply to sales of intangible 
assets and property, plant and equipment, including real estate, that are not an 
output of an entity’s ordinary activities. Contracts with a collaborator or partner 
are in the scope of the new standard only to the extent that the counterparty is a 
customer or if the entity determines that there is not more relevant authoritative 
guidance to apply. 
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 The new standard also includes a practical expedient allowing entities to apply 
the requirements to a portfolio of contracts with similar characteristics if they 
do not expect the outcome to be materially different from accounting for the 
contracts individually.

What are the implications?

It is not clear how much relief the portfolio approach will provide

Although the portfolio approach may be more cost-effective than applying the 
new standard on an individual contract basis, it is not clear how much effort may 
be needed to:

– evaluate which similar characteristics constitute a portfolio (e.g. the impact of 
different offerings, periods of time or geographic locations); 

– assess when the portfolio approach may be appropriate; and 

– develop the process and controls needed in accounting for the portfolio. 

In many cases, it may be more practical for a company to use a portfolio of 
similar transactions as a source of data to develop estimates to use when 
accounting for individual contracts.

First Impressions: IFRS 15 Revenue  5
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4 How to apply the model
 The core principle of the new standard’s five-step model is that entities should 

recognise revenue to depict the transfer of promised goods or services to 
customers – and the amount of revenue should reflect the consideration to which 
they expect to be entitled in exchange for those goods or services. 

 

Step 2:

Identify the
performance
obligations

in the
contract

Performance
obligation

1

Performance
obligation

2

Transaction
price

allocated to
performance

obligation
1

Transaction
price

allocated to
performance

obligation
2

Step 5:

Recognise
revenue

when (or as)
the entity
satisfies a

performance
obligation

Recognise
revenue

Recognise
revenue

Contract (or combined
contracts)

Step 1:

Identify the
contract
with the

customer

Step 3:

Determine
the

transaction
price

Transaction price for the
contract

Step 4:

Allocate the
transaction
price to the
performance
obligations in
the contract

 Step 1 – Identify the contract

Sectors likely to be significantly affected: Aerospace and defence, 
life sciences, real estate

 The new standard defines a ‘contract’ as an agreement between two or 
more parties that creates enforceable rights and obligations and specifies that 
enforceability is a matter of law. Contracts can be written, oral or implied by an 
entity’s customary business practices. In some instances, two or more contracts 
are combined and accounted for as a single contract with a customer. A contract 
with a customer also needs to meet all of the following criteria.
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... rights to goods or services
and payment terms can

be identified

... it has commercial substance

A contract
exists if...

... it is approved
and the parties are

committed to their obligations

... collection of consideration
is probable*

*   The threshold differs under IFRS and US GAAP due to different meanings of the term  probable .‘ ’

 If a contract meets all of the above criteria at its inception, then an entity does 
not reassess the criteria unless there is an indication of a significant change in the 
facts and circumstances.

What are the implications?

Collectibility is only a gating question

Currently, entities generally assess collectibility when determining whether 
to recognise revenue. Under the new standard, entities apply the revenue 
recognition model if, at the start of a contract, it is ‘probable’ that they will 
collect the consideration to which they expect to be entitled. In making this 
assessment, entities consider the customer’s ability and intention, which 
includes assessing its ability to pay that amount of consideration when it is due. 

The criterion is designed to prevent entities from applying the revenue model to 
problematic contracts and recognising revenue and a large impairment loss at 
the same time. For most sectors, the new gating question is unlikely to have a 
significant effect on current practice.

Example – Assessing the existence of a contract to sell real estate

In an agreement to sell real estate, Company X assesses the existence of a 
contract, considering factors such as:

– the buyer’s available financial resources;

– the buyer’s commitment to the contract, which may be determined based on 
the importance of the property to the buyer’s operations;

– the seller’s prior experience with similar contracts and buyers under similar 
circumstances; 

– the seller’s intention to enforce its contractual rights; and

– the payment terms of the arrangement.

If X concludes that it is not probable that it will collect the amount to which it 
expects to be entitled, then no revenue is recognised. Instead, X applies the new 
guidance on consideration received before a contract exists, and is likely to initially 
account for any cash collected as a deposit liability.

First Impressions: IFRS 15 Revenue  7
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 Next steps
 Entities need to review the terms of all of their contracts in detail and assess 

whether a contract exists under the new standard, considering what is legally 
enforceable in their jurisdiction.

 They may also wish to assemble a cross-functional project team – e.g. financial 
reporting, legal and credit-risk monitoring – to analyse contracts and establish 
policies for assessing credit risk.

 Step 2 – Identify the performance obligations

Sectors likely to be significantly affected: Licensors, real estate, 
software, telecommunications

 Entities identify each promise to deliver a good or provide a service in a contract 
with a customer. A promise constitutes a performance obligation if the promised 
good or service is distinct. A promised good or service is ‘distinct’ if it meets both 
of the following criteria.

 

Criterion 1:

The customer can
benefit from the good

or service either on its own
or together with other

resources that are readily
available to the

customer

Criterion 2:

The entity’s promise
to transfer the good

or service to the
customer is separately

identifiable from
other promises
in the contract

Not distinct – combine
with other goods

and services

and

NoYes

Distinct performance
obligation

 The objective when assessing whether a promised good or service is separately 
identifiable is to determine whether the nature of the entity’s promise, in the 
context of the contract, is to transfer individual goods or services to the customer, 
or a combined item into which the goods and services are inputs. 

 Indicators that promises to deliver goods or services are not separately identifiable 
include the following.

– The entity provides a significant service of integrating the goods or services 
with other goods or services promised in the contract. 

– One or more of the goods or services significantly modifies or customises, or 
is significantly modified or customised by, one of more other goods or services 
promised in the contract. 
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– The goods or services are highly interdependent or highly inter-related with 
other goods or services promised in the contract.

 A series of distinct goods or services that are substantially the same and that have 
the same pattern of transfer to the customer – e.g. an energy supply contract – 
constitutes a single performance obligation.

What are the implications?

Promised goods or services may be unbundled (or bundled) more 
frequently

A version of Criterion 1 is widely used today. Criterion 2 is a new concept that 
will require entities to think differently about promised goods or services. 
Compared with current practice, it may result in more goods or services being 
unbundled from others in a contract. Alternatively, an entity might bundle 
together promised goods or services that have stand-alone value to the 
customer today because they are highly inter-related with other promised goods 
or services in the contract.

Judgement required to apply Criterion 2

Following publication of the standard in 2014, stakeholders quickly identified 
implementation issues relating to Criterion 2 in a wide variety of sectors. The 
IASB published amendments in 2016 to clarify the core principle, rearticulate 
the indicators to align them with the core principle and add new examples. As 
a result, the new standard now includes important new or revised examples 
covering the production of multiple units of specialised devices, and the delivery 
of installation services.

However, the application of Criterion 2 remains a key area of judgement in 
applying the new standard – and a key area of focus for any entity assessing the 
impact of the new standard on the timing of revenue recognition.

Example – Identifying performance obligations

Company Y has a contract to build a house, a process that requires a 
number of different goods and services. Generally, those goods would meet 
Criterion 1, because the customer could benefit from each individual brick 
or window in conjunction with other readily available resources. However, 
Criterion 2 is not met for each brick and window, because Y provides a service 
of integrating those goods into a combined output. The goods and services 
used to build the house are therefore combined and accounted for as one 
performance obligation.

By contrast, Company Z has a contract to license and jointly promote a drug in a 
specified region. The licence may be deemed a performance obligation because 
its use is not highly dependent on or highly inter-related with the co-promotion 
activity. This is because another party could provide the co-promotion activity 
and the licence could be used without it.

First Impressions: IFRS 15 Revenue  9
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 Next steps
 Entities need to identify all of their contracts to deliver multiple goods or services, 

and evaluate which promised goods or services are accounted for separately under 
the new model. Entities may therefore wish to develop indicators to evaluate the 
degree of integration, customisation or inter-relatedness needed for a contract to 
be accounted for as a single performance obligation.

 Step 3 – Determine the transaction price

Sectors likely to be significantly affected: Aerospace and defence, 
asset managers, building and construction

 The transaction price is the amount of consideration to which an entity expects 
to be entitled in exchange for transferring goods or services to a customer. To 
determine this amount, an entity considers multiple factors.

 

Transaction
price

Non-cash consideration

Non-cash consideration is measured
at fair value, if that can be reasonably
estimated. If not, an entity uses the
stand-alone selling price of the good
or service that was promised in
exchange for non-cash consideration.

Variable consideration (and the
constraint)

Entities consider the risk of revenue
reversal when determining how
much variable consideration to
include in the transaction price.

Significant financing
component

For contracts with a significant
financing component, entities adjust

the promised amount of consideration
to reflect the time value of money.

Consideration payable to a customer

Entities need to determine whether
consideration payable to a customer

represents a reduction of the
transaction price, a payment for a

distinct  good or service, or a
combination of the two.

 Key areas to be considered when determining the transaction price are variable 
consideration and the existence of a significant financing component – and an 
exception to the variable consideration guidance exists for certain sales- and 
usage-based fees.

 Variable consideration (and the constraint)
 Items such as discounts, credits, price concessions, returns and performance 

bonuses/penalties may result in variable consideration. Depending on the facts and 
circumstances, entities estimate the amount of variable consideration using either 
the expected value or the most likely amount. 

 However, an entity may have to constrain the amount of variable consideration that 
it includes in the transaction price. When this ‘constraint’ applies, entities include 
variable consideration in the transaction price only to the extent that it is ‘highly 
probable’ that a significant reversal – i.e. a significant downward adjustment in the 
amount of cumulative revenue recognised – will not subsequently occur.
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 To assess whether – and to what extent – they should apply this constraint, 
entities consider both: 

– the likelihood of a revenue reversal arising from an uncertain future event; and 

– the magnitude of the reversal if that uncertain future event were to occur. 

 This assessment needs to be updated at each reporting date. The flow chart 
below sets out how entities determine the amount of variable consideration to be 
included in the transaction price, except for sales- or usage-based royalties from 
distinct licences of intellectual property.

 
Include amount in transaction price

Is the consideration variable?

Yes No

Estimate the amount using the
expected value or most likely amount

Determine the portion, if any,
of that amount for which it is highly
probable that a significant revenue

reversal will not subsequently occur

What are the implications?

Estimating the amount of variable consideration may affect the timing 
of revenue recognition

Currently, entities determine whether the amount of consideration can 
be measured reliably, or is fixed or determinable – i.e. the recognition of 
consideration is either precluded or allowed. By contrast, the new standard sets 
a ceiling, which limits rather than precludes revenue recognition. As a result, 
estimating variable consideration and applying the constraint may lead to earlier 
revenue recognition for some entities.

First Impressions: IFRS 15 Revenue  11
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Example – Timing of recognition of variable consideration

Company R has a contract to sell products through a distributor where: 

– the distributor has a right of return if it cannot sell the products; and 

– revenue is currently recognised by R when the distributor resells the 
products to end users – i.e. sell-through. 

Under the new standard, revenue may be recognised by R earlier on the sale 
to the distributor – i.e. sell-in – based on historical experience of the number of 
products for which it is highly probable that they will not be returned. 

By contrast, Company M has an asset management contract under which it is 
entitled to performance bonuses. M may conclude that any bonus based on the 
performance of an asset management contract compared with a market index 
would be subject to a risk of significant reversal, because of market volatility 
during the performance period. In this case, revenue may not be recognised 
by M until the end of the performance period – unless the asset manager 
determines before the end of the performance period that it is highly probable 
that a significant reversal in the amount of cumulative revenue recognised will 
not occur.

 Significant financing component
 To estimate the transaction price in a contract, an entity adjusts the promised 

amount of consideration if the contract contains a significant financing component. 
The objective is to recognise revenue at an amount that reflects what the cash 
selling price of the promised good or service would have been if the customer 
had paid on obtaining control of that good or service. The discount rate used is 
the rate that would be used in a separate financing transaction between the entity 
and the customer. The guidance applies to payments received both in advance and 
in arrears. 

 The new standard adopts an indicator approach for assessing when a contract 
contains a significant financing component and when it does not – e.g. the 
difference between promised consideration and selling price arises for reasons 
other than financing. As a practical expedient, an entity need not adjust the 
transaction price in a contract for the effects of a significant financing component if 
it expects to receive payment within 12 months of transferring the promised goods 
or services. 
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What are the implications?

Calculations for significant financing components may be complex

Evaluating contracts to determine whether they contain an element of 
financing may affect the amount of revenue recognised for contracts that 
have a significant financing component – e.g. long-term construction and 
manufacturing contracts. Many entities will be considering for the first time 
whether advance payments represent a significant financing component. 
The calculations can be complex, particularly for long-term contracts that are 
satisfied over time or contracts with multiple performance obligations. Entities 
with long-term contracts that include retainage – i.e. a portion of the contract 
price that is held back until completion or an agreed-upon point in time – may 
conclude that the payment terms were structured for reasons other than 
financing, and therefore do not include a significant financing component.

Example – Adjustment for a significant financing component

Company M has a contract to transfer a piece of equipment to a customer 
for consideration of 100. Under the terms of the contract, payment is made 
two years before the equipment transfers to the customer. On applying the 
indicators in the new standard, M concludes that the contract includes a 
significant financing component. A contract liability of 100 is recognised when 
the consideration is received, and interest expense of 10 is recognised over the 
two-year period based on the rate that would be used in a separate financing 
transaction between M and the customer. Revenue of 110 is recognised when 
control of the equipment transfers to the customer.

 Sales- and usage-based royalties
 An exception exists for sales- and usage-based fees – e.g. royalties – arising from 

licences of intellectual property. Under the new standard, entities cannot include 
estimates of these fees in the transaction price; instead, the revenue is recognised 
at the later of:

– the subsequent sale or usage; and

– the satisfaction or partial satisfaction of the performance obligation to which the 
royalties relate.

 This exception applies only when the royalty relates specifically to a licence of 
intellectual property or, if there are multiple goods and services, the predominant 
item to which the royalty relates is a licence of intellectual property. If a royalty 
relates partly to a licence of intellectual property and partly to other items, then an 
entity does not split the royalty for accounting purposes – it assesses whether the 
exception applies and then applies either the general guidance or the exception to 
the whole of the royalty.

First Impressions: IFRS 15 Revenue  13
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What are the implications?

A simplified approach for some royalties

The exception for sales- and usage-based royalties can significantly simplify 
application of the new standard in some cases. However, judgement is 
required to assess when the exception applies – i.e. whether a licence is the 
predominant item to which the royalty relates. Additional complexities can arise 
when a royalty is combined with other contractual terms – e.g. a sales-based 
royalty is subject to a guaranteed minimum or a cap.

 Next steps
 Entities need to evaluate contracts with variable consideration and analyse relevant 

data to determine whether – and to what extent – the constraint applies. They also 
need processes to update the estimate of variable consideration and application of 
the constraint throughout the contract period.

 After assessing whether their contracts contain a significant financing component 
and deciding whether the practical expedient applies, entities need to evaluate 
whether their existing systems can identify this component and calculate the 
necessary adjustments.

 Step 4 – Allocate the transaction price

Sectors likely to be significantly affected: Software, 
telecommunications

 Entities will generally allocate the transaction price to each performance obligation 
in proportion to its stand-alone selling price. 

 The best evidence of the stand-alone selling price is an observable price from 
stand-alone sales of that good or service to similarly situated customers. However, 
if the stand-alone selling price is not directly observable, then an entity should 
estimate it by either:

– evaluating the market in which it sells the goods or services and estimating the 
price that customers would be willing to pay; 

– forecasting expected costs plus an appropriate margin; or

– in limited circumstances, subtracting the sum of observable stand-alone selling 
prices of other goods or services in the contract from the total transaction price. 

 The new standard provides guidance on determining the stand-alone selling price, 
as illustrated as follows.
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Performance
obligation 1

Performance
obligation 2

Performance
obligation 3

Use observable price Estimate price

Adjusted market
assessment approach

Expected cost plus
a margin approach

Is observable price available?

Yes No

Residual approach

Allocate based on relative stand-alone selling prices

Determine stand-alone selling prices

 When specified criteria are met, a discount or variable consideration may be 
allocated to one or more, but not all, distinct goods or services.

What are the implications?

Estimating the stand-alone selling price may be challenging

Entities may identify performance obligations for which stand-alone selling 
prices have not previously been determined. The new standard may require 
more judgement in establishing stand-alone selling prices than is currently the 
case. In the absence of an observable price, if reliable information to estimate 
the stand-alone selling price is not available – e.g. for software vendors, whose 
pricing can vary greatly for licences – then the residual approach may provide 
the best estimate of the stand-alone selling price of the licence. That is, the 
entity measures the stand-alone selling price of the licence as the transaction 
price less the stand-alone selling prices of the other items.

The highly variable or uncertain performance obligation to which the residual 
approach may be applied is not limited to delivered items – i.e. a reverse residual 
approach may be appropriate.

First Impressions: IFRS 15 Revenue  15
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Example – Applying the residual approach

Company S has a contract to sell a software product and post-contract 
customer support (PCS) for the product. The stand-alone selling price of the 
PCS is observable based on services sold separately in similar circumstances to 
similar customers, and the observable prices are not highly variable. However, 
the software is not sold separately and, based on past transactions, its selling 
price is highly variable. Therefore, S applies the residual approach, estimating 
the stand-alone selling price of the software using the total transaction price 
less the stand-alone selling price of the PCS. In this case, any discount in the 
arrangement is allocated to the software product.

 Next steps
 Entities should consider whether they have observable stand-alone selling 

prices for their goods or services. If not, then they should consider how they 
will estimate these prices and develop the processes needed to make those 
estimates – e.g. gathering market and cost data. Entities may also need to 
evaluate the changes needed to their existing systems and processes to allocate 
the transaction price based on stand-alone selling prices.

 Step 5 – Recognise revenue when (or as) the 
entity satisfies a performance obligation

Sectors likely to be significantly affected: Aerospace and defence, 
building and construction, contract manufacturers, licensors, real 
estate, software

 An entity recognises revenue when (or as) it satisfies a performance obligation by 
transferring control of a good or service to a customer. Control may be transferred 
either at a point in time or over time.

 First, the entity assesses whether it transfers control over time, using the 
following criteria.

Criterion Example

1 The customer simultaneously receives and 
consumes the benefits provided by the 
entity’s performance as the entity performs.

Routine or recurring 
services.

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

Building an asset on a 
customer’s site.

3 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.

Building a specialised asset 
that only the customer can 
use, or building an asset to 
a customer order.
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 If one or more of these criteria is met, then the entity recognises revenue over 
time, using a method that depicts its performance. This may be either an output 
method (e.g. units produced) or an input method (e.g. costs incurred or labour 
hours). The objective is to depict the entity’s performance in transferring control of 
goods or services to the customer.

 If an entity’s performance has produced a material amount of work in progress 
or finished goods that are controlled by the customer, then output methods such 
as units of delivery or units produced will not faithfully depict progress. This is 
because not all of the work performed is included in measuring the output. 

 If an entity uses an input method based on costs incurred, then it considers 
the need to adjust for uninstalled goods and significant inefficiencies in its 
performance that were not reflected in the price of the contract – e.g. wasted 
materials, labour or other resources. If the entity transfers to the customer 
control of a good that is significant to the contract but will be installed later, and 
if certain criteria are met, then the entity recognises the revenue on that good at 
zero margin. 

 If none of the three criteria for recognising revenue over time is met, then the 
entity recognises revenue at the point in time at which it transfers control of the 
good or service to the customer.

 

... a present
obligation

to pay

... physical
possession

... legal title
... risks and
rewards of
ownership

... accepted
the

asset

Indicators that control has passed include a customer having...

What are the implications?

The timing of revenue recognition may change 

Subtle differences in contract terms could result in different assessment 
outcomes – and therefore significant differences in the timing of revenue 
recognition. In particular, Criterion 3 for transferring control over time will be 
relevant for some property developers that currently apply IFRIC 15 Agreements 
for the Construction of Real Estate, contract manufacturers and entities in the 
aerospace and defence sector.
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 Licences
 Specific application guidance is provided on assessing whether revenue from a 

distinct licence of intellectual property is recognised at a point in time or over time. 
If the licence is not distinct from other promises in the contract, then the general 
model in Step 5 is applied. Otherwise, the entity applies different criteria to 
determine what the distinct licence provides to the customer, and therefore when 
to recognise the revenue. 

What is provided by the licence When revenue is recognised

A right to use the intellectual property 
as it exists at the time the licence is 
granted.

Point in time

A right to access the intellectual 
property as it exists throughout the 
licence period.

Over time

 If the underlying intellectual property licensed to the customer changes throughout 
the licence period because the entity continues to be involved with its intellectual 
property and undertakes activities that significantly affect the intellectual property, 
then the licence transfers to the customer over time. If the intellectual property 
does not change, then the customer obtains control at the point in time at which 
the licence is granted.

 A licence provides access to the entity’s intellectual property if:

– the contract requires, or the customer reasonably expects, that the entity will 
undertake activities that significantly affect the intellectual property to which the 
customer has rights;

– the rights granted by the licence directly expose the customer to any positive or 
negative effects of the entity’s activities; and 

– those activities do not result in the transfer of a good or service to the customer 
as those activities occur.

 An entity’s activities significantly affect the intellectual property if:

– those activities are expected to change the form or functionality of the 
intellectual property; or

– the customer’s ability to obtain benefit from the intellectual property is 
substantially derived from, or dependent on, those activities.
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What are the implications?

The pattern of revenue recognition from licences may change

The requirement to assess whether a licence provides a right to use intellectual 
property or access to it is a new concept. Entities need to think differently 
about which features of the licence they focus on when determining the 
appropriate pattern of revenue recognition. Assessing the criteria could be 
highly judgemental – and the outcome may result in revenue that is currently 
recognised over time being recognised at a point in time, or vice versa.

A focus on form and functionality

Following publication of the standard in 2014, stakeholders quickly identified 
implementation issues in assessing whether licence revenue is recognised 
over time or at a point in time. In particular, stakeholders felt that it was unclear 
whether activities undertaken by the licensor that affect the value of intellectual 
property were relevant to the assessment. The IASB published amendments 
in 2016 to clarify that the focus should be on activities that change the form or 
functionality of the intellectual property. 

This means, for example, that if an entity licenses the rights to a completed 
movie and undertakes subsequent marketing activities that will significantly 
affect the value of the movie licence – but not its form or functionality – then the 
licence will generally qualify for revenue recognition at a point in time.

Example – Licence for the right to use intellectual property

Company X has a contract to license software, on a non-exclusive basis, to 
Customer C for three years. 

C’s right to the software is an output of X’s intellectual property – i.e. the 
underlying software programme – similar to a tangible good. C can determine 
how and when to use the right without further performance by X, and does 
not expect X to undertake any activities that significantly affect the intellectual 
property to which C has rights. Therefore, the software licence provides a right 
to use X’s intellectual property as it exists at the point in time at which it is 
provided. Revenue is therefore recognised at that point in time.

Example – Licence for access to intellectual property

By contrast, Franchisor Y licenses the right to open a store in a specified location 
to Franchisee F. The store will bear Y’s trade name and F will have the right to sell 
Y’s products for 10 years. F promises to pay an up-front fixed fee.

F has licensed access to Y’s intellectual property as it exists at any point during 
the licence period because: 

– the franchise contract requires Y to maintain the brand through product 
improvements, marketing campaigns etc; 

– any action by Y may have a direct positive or negative effect on F; and 

– these activities do not transfer a good or service to F.

The up-front fixed fee is therefore recognised over the 10-year term.
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 Next steps
 Entities need to reconsider whether revenue will be recognised over time or 

at a point in time based on the new criteria and specific guidance for licences. 
Systems, processes and controls may need to change to cope with the new 
criteria and any change in the timing of revenue. 

 Entities also need to decide what changes are required for reporting systems, 
either by redesigning them or through a work-around, such as period-
end adjustments.

 Application guidance 
 The new standard also provides guidance on applying the general requirements 

of the model to particular items. Besides licences (discussed above), guidance is 
provided on the following topics.

Sales with a 
right of return

Entities recognise revenue at the amount to which they 
expect to be entitled, by applying the variable consideration 
and constraint guidance set out in Step 3 of the model. 

Entities also recognise a refund liability and asset for any 
products that they expect to be returned.

Warranties Warranties are accounted for as a performance obligation if:

– the customer has an option to purchase the warranty 
separately; or 

– additional services are provided as part of the warranty. 

Otherwise, warranties will continue to be accounted for 
under IAS 37 Provisions, Contingent Liabilities and Contingent 
Assets.

The new standard provides some factors to help assess 
whether a warranty provides the customer with an additional 
service, including:

– whether the warranty is required by law; 

– the length of the warranty coverage period; and

– the nature of the tasks that the entity promises to perform.

Principal 
vs agent 
considerations

If the entity obtains control of the goods or services of 
another party before it transfers control to the customer, then 
the entity’s performance obligation is to provide the goods 
or services itself. Therefore, the entity is acting as principal; 
otherwise, it is acting as an agent. 

The new standard provides a list of indicators for evaluating 
when an entity obtains control of a specified good or service 
before transferring it to a customer.
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Repurchase 
agreements

Depending on its nature and terms, a sales contract that 
includes a repurchase agreement may be accounted for as a 
sale with a right of return, a lease or a financing arrangement. 

To determine the treatment of the repurchase agreement, 
entities consider: 

– whether the repurchase agreement is: 

- a put option, in which case the customer may have 
control; or 

- a call option or forward, in which case the entity retains 
control; and

– the likelihood of the customer exercising its put option, 
which will include consideration of pricing and whether the 
customer has a significant economic incentive to exercise.

Other 
application 
topics

Application guidance is also provided on the following topics:

– performance obligations satisfied over time;

– methods for measuring progress towards complete 
satisfaction of a performance obligation; 

– bill-and-hold arrangements;

– consignment arrangements;

– customer acceptance;

– customer options for additional goods or services;

– customers’ unexercised rights;

– non-refundable up-front fees; and

– disaggregation of revenue disclosures.
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5 Contract costs
 The new standard provides guidance on accounting for the incremental costs of 

obtaining a contract and some costs to fulfil a contract. 

 Costs to obtain a contract
 An entity capitalises incremental costs incurred only as a result of obtaining a 

contract – e.g. sales commissions – if it expects to recover the costs. However, a 
practical expedient allows an entity to expense these costs as they are incurred if 
the amortisation period of the asset is one year or less.

 Costs to fulfil a contract
 If the costs incurred in fulfilling a contract are not in the scope of other guidance 

– e.g. inventory, intangibles or property, plant and equipment – then an entity 
recognises an asset only if the fulfilment costs meet the following criteria:

– they relate directly to an existing contract or specific anticipated contract;

– they generate or enhance resources of the entity that will be used to satisfy the 
performance obligations in the future; and

– they are expected to be recovered.

 The following are examples of costs that may and may not be capitalised when 
these criteria are met. 

Direct costs that are eligible 
for capitalisation if other 
criteria are met

✔
Costs to be expensed when 
they are incurred 

–  Direct labour – e.g. employee 
wages

–  Direct materials – e.g. supplies

–  Allocation of costs that relate 
directly to the contract – e.g. 
depreciation and amortisation

–  Costs that are explicitly 
chargeable to the customer under 
the contract

–  Other costs that were incurred 
only because the entity 
entered into the contract – e.g. 
subcontractor costs

–  General and administrative 
costs – unless they are explicitly 
chargeable under the contract

–  Costs that relate to satisfied 
performance obligations

–  Costs of wasted materials, labour 
or other contract costs

–  Costs that do not clearly relate 
to unsatisfied performance 
obligations
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 Amortisation and impairment of capitalised costs
 Capitalised costs are amortised on a systematic basis, consistent with the 

pattern of transfer of the good or service to which the asset relates, and are 
subject to impairment testing. The amortisation period includes expected contract 
renewal periods.

What are the implications?

The amount of costs capitalised may change

The requirement to capitalise the costs of obtaining a contract will be a change 
for entities that currently expense those costs. It may also be complex to apply, 
especially for entities with many contracts and a variety of contract terms and 
commission structures.

The new standard gives some – albeit not comprehensive – guidance on 
what types of costs to fulfil a contract are capitalised. Existing cost guidance 
in US GAAP and IFRS generally remains unchanged, although entities that 
made an accounting policy election under current US GAAP to expense certain 
fulfilment costs – e.g. set-up costs – may be required to capitalise those costs 
under the new standard.

 Next steps
 Entities need to evaluate whether there are differences between their current 

practices and the cost guidance in the new standard. Entities that have not 
historically tracked costs to acquire a contract and have expensed them as they 
were incurred may need to develop new systems, processes and controls to start 
determining the amount of costs to capitalise, both in applying the new standard 
once it is adopted and in determining the transition amounts.
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6	 Contract	modifications
 A ‘contract modification’ is any change in the scope or price of a contract (or both). 

It exists when the parties to a contract approve a modification that creates new, or 
changes existing, enforceable rights and obligations of the parties to the contract.

 Consistent with the identification of a contract, a contract modification has to be 
legally enforceable. A modification could be approved:

– in writing;

– by oral agreement; or

– as implied by customary business practices.

 The following flow chart illustrates how contract modifications are accounted for 
under the new standard.

 

Is the contract
modification approved?

Do not account for the
contract modification

until it is approved

No

Account for it as a
termination of an
existing contract

and creation
of a new contract

Account for it
as part of

the original
contract

Yes

Yes
Yes No

Does it add distinct
goods or services that

are priced commensurate
with their stand-alone

selling prices?

Are the remaining
goods or services distinct

from those already
transferred?

No

Account for it as a
separate contract

What are the implications?

The timing of revenue recognition may change

Currently, guidance on contract modifications exists for construction-type 
and production-type contracts, but under the new standard the contract 
modification guidance applies to all contracts with customers. When 
modifications are made to existing contracts, all entities need to evaluate 
whether the modification is approved, and whether it is accounted for as a 
separate contract. Depending on this assessment, the timing of revenue 
recognition may be affected.
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Example – Contract modification to construction plans

Company C agrees to construct a specialised cruise ship for Customer D. 
Halfway through the project, D decides to modify the original plans to 
accommodate additional passengers. The change is communicated orally and 
no written change order for the additional material, design services or labour is 
executed. C has built ships for D before, and D has been willing to pay for the 
incremental services and materials, together with a margin, as long as C can 
show that the costs are reasonable given the changes requested.

Under the new standard, revenue related to the contract modification is not 
recognised until C is able to demonstrate that the contract modification was 
approved or is legally enforceable. This may or may not be when D asks for the 
change in design.

 Next steps
 Entities need to evaluate whether there are differences between their current 

practices and the contract modifications guidance in the new standard. They may 
also find that changes to existing systems and processes are needed to identify 
and track modifications to contracts on an ongoing basis.
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7 Presentation and disclosure
 Presentation of contract assets and liabilities

 A contract asset or contract liability, respectively, is recognised when:

– the entity performs by transferring goods or services; or

– the customer performs by paying consideration to the entity.

 

(Net) contract
asset

if rights > obligations

Rights and
obligations

(Net) contract
liability

if obligations > rights

 An unconditional right to consideration is presented as a receivable and accounted 
for as a financial instrument.

 Disclosure requirements
 At a high level, the objective of the disclosure requirements in the new standard 

is to enable users to understand the nature, amount, timing and uncertainty of 
revenue and cash flows arising from contracts with customers.

 The new standard requires both qualitative and quantitative disclosures that fall 
into the following categories:

– contracts with customers: 

- disaggregation of revenue; 

- changes in contract assets, liabilities and costs; 

- performance obligations; and

- transaction price allocated to remaining performance obligations; 

– significant judgements, and changes in judgements, in applying the 
requirements: 

- determining the timing of satisfaction of performance obligations; and

- determining the transaction price and amounts allocated to performance 
obligations; and

– assets recognised from the costs to obtain or fulfil a contract with a customer. 

 Interim requirements
 Entities only need to provide a disaggregation of revenue in interim periods, 

and follow IAS 34 Interim Financial Reporting to determine whether any other 
disclosures are required. 
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What are the implications?

Additional information required 

Entities will have to disclose more information about contracts with customers 
under the new standard than under current requirements. 

Although much of the disclosure effort will be qualitative, there are several 
quantitative disclosures – e.g. disaggregated revenue and remaining 
performance obligations – that may require significant changes to data-
gathering processes and IT systems. In planning how to collect the additional 
information, public business entities and certain not-for-profit entities will need 
to consider the fact that disclosures are also required in interim periods.

The disaggregation disclosure aims to show how economic factors affect the 
nature, amount, timing and uncertainty of revenue and cash flows. Although 
example categories are provided in the application guidance, the new standard 
does not prescribe the disaggregation categories needed to meet this objective, 
so management will need to use judgement. The number of categories required 
to meet the objective will depend on the nature of the entity’s business and 
its contracts.

 Next steps
 Entities should identify data gaps between what is presently available and what 

is required for the disclosures in the new standard. A good way to do this may 
be to prepare an early mock-up of the entity’s financial statements. If information 
is needed that is not available from existing systems, then it should become 
apparent through this exercise, and should help to scope a project to modify the 
systems and processes to capture the required information.
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8	 Effective	date	and	transition	
 The new standard is effective for annual periods beginning on or after 1 January 

2018. Early adoption is permitted.

 An entity may choose to adopt the new standard either retrospectively or through 
a cumulative effect adjustment as of the start of the first period for which it applies 
the new standard.

 Retrospective approach
 An entity may adopt the new standard on a full retrospective basis, although it 

may elect to use any of the following practical expedients:

– an entity need not restate completed contracts that begin and end within 
the same annual reporting period, or contracts that are completed before the 
beginning of the earlier period presented;

– for contracts with variable consideration that are completed on or before the 
initial application date, an entity can use the transaction price at the date of 
completion, rather than estimating the amount of variable consideration; 

– for contracts that were modified before the beginning of the earliest 
period presented, an entity may reflect the aggregate effect of all contract 
modifications when identifying separate performance obligations and 
determining and allocating the transaction price on transition; and

– for periods presented before the initial application date, an entity can elect 
not to disclose the amount of the transaction price allocated to the remaining 
performance obligations or an explanation of when that revenue will 
be recognised. 

 If an entity applies one or more practical expedients, then it does so consistently 
for all applicable periods and provides disclosures about the options it has elected.

 Cumulative effect approach
 An entity may choose not to retrospectively adjust comparative periods, and 

instead adopt the new standard as of the application date, adjusting retained 
earnings. In this case, it would only have to adjust for contracts open under 
previous GAAP as at the date of initial application. An entity electing this approach 
may also apply the practical expedient for contract modifications, either as at the 
beginning of the earliest period presented or as at the date of initial application.

 If an entity elects this approach, then it discloses the amount by which each 
financial statement line item is affected in the year of adoption as a result of 
applying the new standard, along with an explanation of significant changes from 
previous GAAP.
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 Summary of transition approaches
 This diagram illustrates the options for a calendar year-end entity that adopts 

IFRS 15 in 2018 and presents one year of comparative financial information.

 

IFRS 15
Full retrospective

– no practical
expedients

Approach 20172016
Date of

equity adjustment2018

IAS 11/18 IFRS 15 1 January 2017

Mixed
requirements

Full retrospective
– practical
expedients

IAS 11/18 IFRS 15 1 January 2017

Cumulative effect IAS 11/18 IFRS 15 1 January 2018IAS 11/18

 First-time adopters of IFRS
 First-time adopters of IFRS may choose to apply the new standard either 

retrospectively, using the practical expedients available, or on a cumulative effect 
basis from the date of transition to IFRS.

What are the implications?

Retrospective application provides comparability but may be challenging

Retrospective application would provide comparable financial information for 
the periods presented. However, despite the practical expedients, this might 
require significant historical analysis, and could be costly and challenging – 
especially for entities with long-term contracts. 

Analysts and investors need to be alert to the practical expedients selected 
by different entities, because the number of transition options available could 
affect comparability across jurisdictions and within sectors.

 Next steps
 Entities should consider the different transition approaches available and elect the 

option that is the best fit for the organisation. It may be useful to consider which 
approaches other entities in their industry are planning to elect. 

 Many entities will have to perform a historical analysis of their contracts. In the 
case of retrospective application, they may need to develop a transition plan 
for parallel runs, including reconciliations, to track the data needed to provide 
comparative information.

 Investors and other stakeholders will want to understand the impact of the new 
standard on the overall business. Entities should consider communication plans 
for key areas of interest such as the transition approach selected, the effect on 
financial results, the costs of implementation, any proposed changes to business 
practices and whether they intend to early adopt.
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