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QUESTION 6 WHEN SHOULD ReVENUE ORr SALES Be RecoGNizep? O WHEN A ProbucT OR SERVICE IS DELIVERED O WHEN IS
A FUNDAMENTAL INQUIRY IN ACCOUNTING AND FINANCIAL REPORTING THAT DETERMINES THE TIMING OF REVENUE RECOGNITION.
PROPERLY RECOGNIZING REVENUE IS CRUCIAL FOR ACCURATELY REFLECTING A COMPANY'S FINANCIAL HEALTH, ENSURING
COMPLIANCE WITH ACCOUNTING STANDARDS, AND PROVIDING TRANSPARENCY TO STAKEHOLDERS. THIS QUESTION OFTEN ARISES
IN THE CONTEXT OF REVENUE RECOGNITION PRINCIPLES UNDER FRAMEWORKS SUCH AS GENERALLY ACCEPTED ACCOUNTING
PrINCIPLES (GAAP) AND INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS). IN THIS COMPREHENSIVE GUIDE, WE WILL
EXPLORE THE KEY CONSIDERATIONS, STANDARDS, AND BEST PRACTICES RELATED TO WHEN REVENUE OR SALES SHOULD BE
RECOGNIZED, WITH PARTICULAR EMPHASIS ON THE TIMING RELATED TO THE DELIVERY OF PRODUCTS OR SERVICES.

UNDERSTANDING REVENUE RECOGNITION; THE BASICS

REVENUE RECOGNITION IS THE PROCESS OF RECORDING REVENUE IN THE ACCOUNTING RECORDS WHEN IT IS EARNED AND
REALIZABLE. |T IS NOT NECESSARILY WHEN CASH IS RECEIVED BUT RATHER WHEN THE COMPANY HAS SATISFIED ITS PERFORMANCE
OBLIGATIONS. RECOGNIZING REVENUE AT THE APPROPRIATE TIME ENSURES THAT FINANCIAL STATEMENTS ACCURATELY REPRESENT
A COMPANY'S OPERATIONS DURING A SPECIFIC PERIOD.

IMPORTANCE OF CORRECT REVENUE RECOGNITION

- ENSURES COMPLIANCE WITH ACCOUNTING STANDARDS

- PROVIDES ACCURATE FINANCIAL STATEMENTS

- AIDS IN ASSESSING BUSINESS PERFORMANCE

- PREVENTS EARNINGS MANAGEMENT AND POTENTIAL FRAUD

- FACILITATES BETTER DECISION-MAKING BY INVESTORS AND MANAGEMENT

Key PRINCIPLES OF REVENUE RECOGNITION

THE CORE PRINCIPLES FOR REVENUE RECOGNITION, ESPECIALLY UNDER GAAP (ASC 606) AND IFRS 15, REVOLVE AROUND THE
CONCEPT OF TRANSFERRING CONTROL RATHER THAN MERELY COMPLETING A CONTRACTUAL OBLIGATION. THE MAIN STEPS
INCLUDE:

1. IDENTIFYING THE CONTRACT WITH A CUSTOMER

2. IDENTIFYING THE PERFORMANCE OBLIGATIONS WITHIN THE CONTRACT

3. DETERMINING THE TRANSACTION PRICE

4. ALLOCATING THE TRANSACTION PRICE TO THE PERFORMANCE OBLIGATIONS
5. RECOGNIZING REVENUE WHEN THE PERFORMANCE OBLIGATIONS ARE SATISFIED

W/ HEN SHouLD RevENUE BE RecoGNizep? O WHEN A ProbucT Or SERVICE



|s DELIVERED

THE MOST TRADITIONAL AND STRAIGHTFORW ARD APPROACH TO REVENUE RECOGNITION IS RECOGNIZING REVENUE AT THE POINT
OF DELIVERY—WHEN THE PRODUCT OR SERVICE IS TRANSFERRED TO THE CUSTOMER. THIS METHOD ALIGNS WITH THE PRINCIPLE
THAT REVENUE IS RECOGNIZED WHEN CONTROL OF THE GOOD OR SERVICE PASSES TO THE BUYER.

DeLIVERY AS THE KEY TRIGGER

IN MANY INDUSTRIES, ESPECIALLY RETAIL AND MANUFACTURING, REVENUE IS RECOGNIZED ONCE THE PRODUCT IS PHYSICALLY
DELIVERED TO THE CUSTOMER. KEY CONSIDERATIONS INCLUDE:

- THE TRANSFER OF PHYSICAL POSSESSION

- THE TRANSFER OF LEGAL TITLE

- THE RISK AND REWARDS OF OWNERSHIP PASSING TO THE CUSTOMER
- THE CUSTOMER ACCEPTING THE PRODUCT

ADVANTAGES OF RECOGNIZING REVENUE UPON DELIVERY

- CLEAR AND OBJECTIVE CRITERIA
- ALIGNMENT WITH PHYSICAL TRANSFER OF GOODS
- SIMPLIFIES ACCOUNTING PROCESSES

LiMITATIONS AND CHALLENGES

- DOES NOT ACCOUNT FOR CASES WHERE CONTROL IS TRANSFERRED BEFORE PHYSICAL DELIVERY (E.G., DIGITAL PRODUCTS)
- MAY NOT REFLECT THE TIMING OF REVENUE IN SERVICE CONTRACTS
- CAN BE PROBLEMATIC IN COMPLEX ARRANGEMENTS OR LONG-TERM PROJECTS

ALTERNATIVE REVENUE RECOGNITION METHODS

\W/HILE DELIVERY-BASED RECOGNITION IS COMMON, CERTAIN CIRCUMSTANCES REQUIRE ALTERNATIVE APPROACHES, ESPECIALLY
UNDER NEW STANDARDS LIKE ASC 606 anD IFRS 15.

ReveNUe RecogNizep OvVer TIME

IN PROJECTS OR SERVICE CONTRACTS WHERE CONTROL IS TRANSFERRED GRADUALLY , REVENUE SHOULD BE RECOGNIZED OVER
TIME. CRITERIA INCLUDE:

- THE CUSTOMER SIMULTANEOUSLY RECEIVES AND CONSUMES THE BENEFITS

- THE COMPANY’S PERFORMANCE CREATES OR ENHANCES AN ASSET THAT THE CUSTOMER CONTROLS

- THE COMPANY’S PERFORMANCE DOES NOT CREATE AN ASSET WITH AN ALTERNATIVE USE, AND THERE IS AN ENFORCEABLE RIGHT
TO PAYMENT FOR PERFORMANCE COMPLETED TO DATE

Key ExAMPLES



- CONSTRUCTION CONTRACTS
- SOFTWARE DEVELOPMENT PROJECTS
- LONG-TERM SERVICE AGREEMENTS

ReveENUE RECOGNIZED AT A POINT IN TIME

\W/HEN THE ABOVE CRITERIA ARE NOT MET, REVENUE IS RECOGNIZED AT A SPECIFIC POINT IN TIME, TYPICALLY UPON DELIVERY OR
WHEN CONTROL PASSES.

CRITERIA FOR ReVENUE ReEcoGNITIoN UNDER IFRS 15 AnD ASC 606

MODERN ACCOUNTING STANDARDS EMPHASIZE THE TRANSFER OF CONTROL RATHER THAN THE TRANSFER OF RISKS AND REW ARDS
ALONE. THE MAIN FOCUS IS ON WHEN THE CUSTOMER GAINS CONTROL OF THE PRODUCT OR SERVICE.

CoNTRrROL TRANSFER INDICATORS

- THE COMPANY HAS A RIGHT TO PAYMENT

- THE CUSTOMER HAS LEGAL TITLE

- THE CUSTOMER HAS PHYSICAL POSSESSION

- THE CUSTOMER HAS SIGNIFICANT RISKS AND REWARDS OF OWNERSHIP
- THE CUSTOMER HAS ACCEPTED THE ASSET

IMPLICATION FOR REVENUE RECOGNITION TIMING

- |F CONTROL IS TRANSFERRED AT DELIVERY, RECOGNIZE REVENUE THEN.
- |F CONTROL TRANSFERS GRADUALLY, RECOGNIZE REVENUE OVER TIME.
- For SERVICES, RECOGNIZE REVENUE AS THE SERVICE IS PERFORMED.

INDUSTRY-SPECIFIC CONSIDERATIONS

DIFFERENT INDUSTRIES HAVE UNIQUE CONSIDERATIONS REGARDING REVENUE RECOGNITION.

ReTAIL AND \WHOLESALE

- REVENUE RECOGNIZED UPON PHYSICAL DELIVERY OR SHIPMENT
- USUALLY STRAIGHTFORWARD DUE TO IMMEDIATE TRANSFER OF CONTROL

CONSTRUCTION AND LONG-TERM PROJECTS

- USE OF PERCENTAGE-OF-COMPLETION METHOD



- REVENUE RECOGNIZED OVER TIME BASED ON PROGRESS
- KEY PERFORMANCE METRICS INCLUDE COSTS INCURRED AND MILESTONES ACHIEVED

SOFTWARE AND TECHNOLOGY

- RECOGNIZE REVENUE OVER TIME OR AT A POINT, DEPENDING ON DELIVERY AND CONTROL TRANSFER
- SUBSCRIPTION SERVICES OFTEN RECOGNIZE REVENUE RATABLY OVER THE CONTRACT PERIOD

MANUFACTURING

- REVENUE RECOGNIZED WHEN PRODUCTS ARE SHIPPED AND CONTROL PASSES

SERVICES

- RECOGNIZE REVENUE AS SERVICES ARE PERFORMED, OFTEN OVER TIME

CHALLENGES AND COMMON MISTAKES IN REVENUE RECOGNITION

EVEN WITH CLEAR STANDARDS, COMPANIES FACE CHALLENGES IN APPLYING REVENUE RECOGNITION PRINCIPLES CORRECTLY.

CoMMON MISTAKES INCLUDE;

- RECOGNIZING REVENUE TOO EARLY BEFORE CONTROL PASSES
- |GNORING PERFORMANCE OBLIGATIONS

- FAILING TO ALLOCATE TRANSACTION PRICE PROPERLY

- OVERLOOKING CONTRACTUAL MODIFICATIONS

- NOT ADJUSTING FOR RETURNS OR REFUNDS

BesT PRACTICES TO AvoID MISTAKES

- MAINTAIN DETAILED CONTRACTS AND DOCUMENTATION

- REGULARLY REVIEW REVENUE RECOGNITION POLICIES

- USE ROBUST INTERNAL CONTROLS

- SEEK PROFESSIONAL ACCOUNTING ADVICE FOR COMPLEX TRANSACTIONS
- STAY UPDATED WITH CHANGES IN ACCOUNTING STANDARDS

ConcLusioN: WHEN SHouLD ReveNUE BE RECOGNIZED?

UNDERSTANDING WHEN TO RECOGNIZE REVENUE HINGES ON THE TRANSFER OF CONTROL OF A PRODUCT OR SERVICE TO THE
CUSTOMER. W/HILE TRADITIONAL MODELS EMPHASIZED DELIVERY, MODERN STANDARDS LIKE ASC 606 AND IFRS 15 prIORITIZE



CONTROL TRANSFER, WHICH MAY OCCUR BEFORE, DURING, OR AFTER PHYSICAL DELIVERY DEPENDING ON THE TRANSACTION’S
NATURE. RECOGNIZING REVENUE AT THE APPROPRIATE TIME ENSURES COMPLIANCE, ENHANCES FINANCIAL STATEMENT ACCURACY,
AND PROVIDES STAKEHOLDERS WITH RELIABLE INFORMATION ABOUT THE COMPANY 'S PERFORMANCE.

IN SUMMARY, REVENUE SHOULD BE RECOGNIZED:

- WHEN THE CUSTOMER GAINS CONTROL OF THE PRODUCT OR SERVICE
- IN ACCORDANCE WITH THE TERMS OF THE CONTRACT
- BASED ON WHETHER CONTROL IS TRANSFERRED AT A POINT IN TIME OR OVER TIME

ADHERING TO THESE PRINCIPLES HELPS COMPANIES MAINTAIN TRANSPARENCY, AVOID ERRORS, AND ADHERE TO REGULATORY
STANDARDS, ULTIMATELY SUPPORTING SOUND FINANCIAL MANAGEMENT AND STAKEHOLDER TRUST.

Keyworbs For SEO OPTIMIZATION:

- REVENUE RECOGNITION

- \WHEN TO RECOGNIZE SALES

- DELIVERY OF PRODUCT OR SERVICE
- REVENUE RECOGNITION STANDARDS
- ASC 606

-IFRS 15

- REVENUE RECOGNITION TIMING

- TRANSFER OF CONTROL

- REVENUE OVER TIME

- POINT IN TIME REVENUE RECOGNITION
- INDUSTRY-SPECIFIC REVENUE RECOGNITION

FREQUENTLY AskeD QUESTIONS

\X/HEN SHOULD REVENUE OR SALES BE RECOGNIZED ACCORDING TO THE MOST COMMON
ACCOUNTING STANDARDS?

REVENUE SHOULD BE RECOGNIZED WHEN CONTROL OF THE PRODUCT OR SERVICE IS TRANSFERRED TO THE CUSTOMER, GENERALLY
UPON DELIVERY OR COMPLETION OF THE SERVICE.

\WHAT IS THE SIGNIFICANCE OF THE POINT OF DELIVERY IN REVENUE RECOGNITION?

THE POINT OF DELIVERY IS CRUCIAL BECAUSE REVENUE IS TYPICALLY RECOGNIZED ONCE THE PRODUCT OR SERVICE HAS BEEN
DELIVERED AND THE CUSTOMER GAINS CONTROL.

ARE THERE EXCEPTIONS TO RECOGNIZING REVENUE UPON DELIVERY?

YES, IN SOME CASES, REVENUE MAY BE RECOGNIZED EARLIER OR LATER BASED ON CONTRACTUAL TERMS, PERFORMANCE
OBLIGATIONS, OR SPECIFIC INDUSTRY STANDARDS.

How DOES THE ‘WHEN' OF REVENUE RECOGNITION IMPACT FINANCIAL STATEMENTS?

THE TIMING OF REVENUE RECOGNITION AFFECTS REPORTED INCOME, PROFIT MARGINS, AND FINANCIAL POSITION, MAKING IT VITAL
FOR ACCURATE FINANCIAL REPORTING.



WHAT ACCOUNTING FRAMEWORKS PROVIDE GUIDANCE ON REVENUE RECOGNITION
TIMING?

STANDARDS LIKE IFRS 15 and ASC 606 PROVIDE COMPREHENSIVE GUIDANCE ON WHEN TO RECOGNIZE REVENUE BASED ON
TRANSFER OF CONTROL AND PERFORMANCE OBLIGATIONS.

WHY IS IT IMPORTANT TO UNDERSTAND ‘WHEN' REVENUE IS RECOGNIZED IN BUSINESS
TRANSACTIONS?

(UNDERSTANDING THE TIMING ENSURES COMPLIANCE WITH ACCOUNTING STANDARDS, ACCURATE FINANCIAL REPORTING, AND
BETTER DECISION-MAKING FOR STAKEHOLDERS.

ADDITIONAL RESOURCES

QUESTION 6 WHEN SHouLD REVENUE OrR SALES BE RECOGNIZED? O WHEN A ProbUCT OR SERVICE IS DELIVERED O W/HEN

IN THE WORLD OF ACCOUNTING AND FINANCIAL REPORTING, TIMING IS EVERYTHING. RECOGNIZING REVENUE CORRECTLY ENSURES
THAT A COMPANY'S FINANCIAL STATEMENTS ACCURATELY REFLECT ITS FINANCIAL HEALTH, PROFITABILITY, AND OPERATIONAL
PERFORMANCE. THIS IS NOT MERELY A MATTER OF GOOD PRACTICE BUT A LEGAL REQUIREMENT GOVERNED BY ACCOUNTING
STANDARDS AND PRINCIPLES. A COMMON QUESTION THAT OFTEN ARISES AMONG ACCOUNTANTS, AUDITORS, AND BUSINESS
OWNERS 1S: W/HEN SHOULD REVENUE OR SALES BE RECOGNIZED? IS IT WHEN A PRODUCT OR SERVICE IS DELIVERED, OR IS THERE
ANOTHER POINT IN THE TRANSACTION PROCESS?

THIS ARTICLE DELVES INTO THE NUANCES OF REVENUE RECOGNITION, EXPLORING THE CRITICAL FACTORS THAT DETERMINE THE
APPROPRIATE TIMING, THE STANDARDS GUIDING THESE DECISIONS, AND PRACTICAL EXAMPLES TO CLARIFY THE CONCEPTS.
\WHETHER YOU'RE A SEASONED ACCOUNTANT OR A BUSINESS OWNER SEEKING CLARITY, UNDERSTANDING WHEN TO RECOGNIZE
REVENUE IS FUNDAMENTAL TO MAINTAINING TRANSPARENCY, COMPLIANCE, AND FINANCIAL INTEGRITY.

THE IMPORTANCE OF PROPER REVENUE RECOGNITION

BEFORE DIVING INTO THE SPECIFICS OF TIMING, IT'S ESSENTIAL TO UNDERSTAND WHY REVENUE RECOGNITION MATTERS. PROPER
RECOGNITION:

- ENSURES ACCURATE FINANCIAL STATEMENTS

- COMPLIES WITH REGULATORY STANDARDS (LIKE GAAP or IFRS)
- AFFECTS KEY FINANCIAL RATIOS AND METRICS

- IMPACTS TAX LIABILITIES AND CASH FLOW PLANNING

- BUILDS INVESTOR AND STAKEHOLDER TRUST

INCORRECT OR PREMATURE RECOGNITION CAN INFLATE EARNINGS, MISLEAD STAKEHOLDERS, OR RESULT IN LEGAL AND

REGULATORY PENALTIES. CONVERSELY, DELAYED RECOGNITION MIGHT UNDERSTATE FINANCIAL PERFORMANCE, AFFECTING
BUSINESS VALUATION AND STRATEGIC DECISIONS.

DEFINING REVENUE RECOGNITION

REVENUE RECOGNITION IS THE PROCESS OF RECORDING REVENUE IN THE ACCOUNTING BOOKS AT THE APPROPRIATE TIME. |T
INVOLVES DETERMINING WHEN THE EARNING PROCESS IS SUBSTANTIALLY COMPLETE, AND THE AMOUNT IS MEASURABLE AND
COLLECTIBLE.

THE CORE PRINCIPLES INVOLVE:

- EARNING THE REVENUE: THE COMPANY HAS FULFILLED ITS PRIMARY OBLIGATIONS.



- REALIZATION OR REALIZABILITY: PAYMENT IS PROBABLE, AND THE AMOUNT CAN BE RELIABLY MEASURED.
- TIMING: THE REVENUE IS RECOGNIZED IN THE PERIOD WHEN THESE CONDITIONS ARE MET.

HISTORICALLY, REVENUE WAS RECOGNIZED UPON THE DELIVERY OF GOODS OR SERVICES. HO\X/EVER, MODERN STANDARDS

RECOGNIZE THAT THIS MAY NOT ALWAYS BE SUITABLE, ESPECIALLY WITH COMPLEX TRANSACTIONS, EXTENDED DELIVERY
PERIODS, OR CONTRACTUAL ARRANGEMENTS.

THe REVENUE RECOGNITION STANDARDS: A BrIEF OVERVIEW

TwWO PRIMARY SETS OF STANDARDS GOVERN REVENUE RECOGNITION GLOBALLY:

- GAAP (GENERALLY ACCEPTED ACCOUNTING PRINCIPLES) — MAINLY USED IN THE UNITED STATES, GOVERNED BY THE
FINANCIAL ACCOUNTING STANDARDS BoArD (FASB).

- IFRS (INTERNATIONAL FINANCIAL REPORTING STANDARDS) — USED INTERNATIONALLY, GOVERNED BY THE INTERNATIONAL

ACCOUNTING STANDARDS Board (IASB).

BOTH FRAMEWORKS HAVE CONVERGED OVER RECENT YEARS, NOTABLY WITH THE INTRODUCTION oF THE ASC 606 / IFRS 15
ReVENUE FROM CONTRACTS WITH CUSTOMERS, WHICH PROVIDES A UNIFIED FIVE-STEP MODEL FOR REVENUE RECOGNITION.

THe Five-STer MoDEL FOR REVENUE RECOGNITION

UNDEr ASC 606 / IFRS 15, REVENUE RECOGNITION FOLLOWS FIVE KEY STEPS:
1. IDENTIFY THE CONTRACT WITH THE CUSTOMER

2. IDENTIFY THE PERFORMANCE OBLIGATIONS WITHIN THE CONTRACT

3. DETERMINE THE TRANSACTION PRICE

4. ALLOCATE THE TRANSACTION PRICE TO THE PERFORMANCE OBLIGATIONS

5. RECOGNIZE REVENUE WHEN (OR AS) THE ENTITY SATISFIES EACH PERFORMANCE OBLIGATION

THIS MODEL EMPHASIZES THAT REVENUE SHOULD BE RECOGNIZED WHEN CONTROL OF A GOOD OR SERVICE TRANSFERS TO THE
CUSTOMER, NOT NECESSARILY WHEN THE PRODUCT IS SHIPPED OR DELIVERED PHYSICALLY.

W/ HeN |s REVENUE RecoGNizep? THE Core QUESTION

THE PIVOTAL QUESTION REMAINS: |S REVENUE RECOGNIZED WHEN A PRODUCT OR SERVICE IS DELIVERED, OR AT ANOTHER POINT?
THE ANSWER DEPENDS ON THE NATURE OF THE TRANSACTION AND WHETHER CONTROL HAS TRANSFERRED TO THE CUSTOMER.
TWO FUNDAMENTAL PERSPECTIVES:

- DELIVERY-BASED RECOGNITION: REVENUE IS RECOGNIZED WHEN THE PRODUCT IS PHYSICALLY TRANSFERRED OR THE SERVICE IS
RENDERED.

- CONTROL-BASED RECOGNITION: REVENUE IS RECOGNIZED WHEN THE CUSTOMER GAINS CONTROL OF THE PRODUCT OR SERVICE,
WHICH MAY OCCUR BEFORE OR AFTER DELIVERY.

DELIVERY VS. TRANSFER OF CONTROL: CLARIFYING THE DISTINCTION
DELIVERY REFERS TO THE PHYSICAL TRANSFER OF GOODS TO THE CUSTOMER, SUCH AS SHIPPING A PRODUCT.

CONTROL, HOWEVER, INVOLVES THE CUSTOMER'S ABILITY TO DIRECT THE USE OF, AND OBTAIN BENEFITS FROM, THE PRODUCT
OR SERVICE. CONTROL CAN TRANSFER BEFORE OR AFTER DELIVERY, DEPENDING ON CONTRACTUAL TERMS AND CIRCUMSTANCES.



KEY DIFFERENCES:

| AspecT | DELIVERY-BASED REcoGNITION | CONTROL-BASED RECOGNITION |

| Focus | PHYSICAL TRANSFER OF GOODS | TRANSFER OF CONTROL AND RIGHTS |

| TIMING | USUALLY COINCIDES WITH DELIVERY | CAN OCCUR BEFORE OR AFTER DELIVERY |

| STANDARD | TRADITIONAL APPROACH | MODERN, PRINCIPLE-BASED APPROACH (ASC 606 / IFRS 15) |

ExAMPLE:

A MANUFACTURER SHIPS PRODUCTS TO A RETAILER. UNDER DELIVERY-BASED RECOGNITION, REVENUE IS RECORDED UPON
SHIPMENT. UNDER CONTROL-BASED RECOGNITION, IF THE RETAILER GAINS CONTROL WHEN PRODUCTS ARE SHIPPED (E.G., FOB

SHIPPING POINT), REVENUE IS RECOGNIZED AT SHIPMENT. |[F CONTROL TRANSFERS LATER (E.G., FOB DESTINATION), REVENUE IS
RECOGNIZED UPON DELIVERY.

PRACTICAL SCENARIOS AND EXAMPLES
SceNARIO 1: PHYsIcAL Goobs WITH IMMEDIATE DELIVERY

- SITUATION: A RETAILER SELLS A PRODUCT, AND THE CUSTOMER TAKES POSSESSION IMMEDIATELY.
- RECOGNITION: REVENUE IS RECOGNIZED WHEN DELIVERY OCCURS BECAUSE CONTROL PASSES TO THE CUSTOMER.

SceNarIO 2: Goobs IN TRaNsIT (FOB SHIPPING POINT)

- SITUATION: GOODS ARE SHIPPED FOB SHIPPING POINT, MEANING OWNERSHIP TRANSFERS WHEN GOODS LEAVE THE SUPPLIER’S
W AREHOUSE.

- RECOGNITION: REVENUE IS RECOGNIZED AT SHIPMENT, AS CONTROL PASSES AT THAT POINT.

Scenario 3: Goobs IN TransIT (FOB DESTINATION)

- SITUATION: OWNERSHIP TRANSFERS ONLY WHEN GOODS REACH THE DESTINATION.
- RECOGNITION: REVENUE IS RECOGNIZED UPON DELIVERY, NOT SHIPMENT.

ScenarIO 4: Long-TErM CoNTRACTS (CONSTRUCTION OR SOFTWARE DEVELOPMENT)

- SITUATION: THE PRODUCT OR SERVICE IS DELIVERED OVER TIME.
- RECOGNITION: REVENUE IS RECOGNIZED OVER TIME AS CONTROL IS TRANSFERRED, OFTEN BASED ON PROGRESS OR MILESTONES.

SceNARIO 5: SErVICES RENDERED OVER TIME
- SITUATION: A CONSULTING FIRM PROVIDES SERVICES OVER SEVERAL MONTHS.

- RECOGNITION: REVENUE IS RECOGNIZED PROPORTIONALLY AS THE SERVICE IS PERFORMED, REFLECTING THE TRANSFER OF
CONTROL.

RECOGNIZING REVENUE FOR SERVICES

UNLIKE GOODS, SERVICES OFTEN INVOLVE ONGOING PERFORMANCE OBLIGATIONS. THE TIMING OF REVENUE RECOGNITION HINGES
ON WHEN THE SERVICE IS PERFORMED AND WHEN CONTROL PASSES TO THE CUSTOMER.

KEY POINTS:
- REVENUE SHOULD BE RECOGNIZED AS THE SERVICE IS DELIVERED.
- FOR ONGOING SERVICES, REVENUE IS RECOGNIZED OVER TIME, ALIGNED WITH SERVICE COMPLETION.

- For oNE-TIME SERVICES, RECOGNITION OCCURS WHEN THE SERVICE IS PERFORMED.

EXAMPLE:



A SAAS PROVIDER CHARGES AN ANNUAL SUBSCRIPTION. REVENUE IS RECOGNIZED RATABLY OVER THE SUBSCRIPTION PERIOD,
REFLECTING THE CONTINUOUS TRANSFER OF CONTROL.

THe RoLE oF CONTRACT TERMS AND EXPECTATIONS

CONTRACTUAL ARRANGEMENTS OFTEN SPECIFY WHEN CONTROL IS DEEMED TRANSFERRED. TERMS LIKE FOB SHIPPING POINT OR
FOB DESTINATION SIGNIFICANTLY INFLUENCE RECOGNITION TIMING.

ADDITIONAL CONSIDERATIONS INCLUDE:

- PERFORMANCE OBLIGATIONS: ARE MULTIPLE GOODS OR SERVICES BUNDLED?
- PAYMENT TERMS: IS PAYMENT DUE UPFRONT, UPON DELIVERY, OR OVER TIME?
- Risks AND REWARDS: \W/HEN DO RISKS TRANSFER TO THE CUSTOMER?

THESE FACTORS MUST BE CAREFULLY ANALYZED TO DETERMINE THE PRECISE MOMENT TO RECOGNIZE REVENUE.

CoMMON PITFALLS AND MISCONCEPTIONS

- PREMATURE RECOGNITION: RECORDING REVENUE BEFORE CONTROL HAS TRANSFERRED CAN LEAD TO INACCURACIES.

- DELAYED RECOGNITION: W/ AITING TOO LONG MAY UNDERSTATE EARNINGS AND MISREPRESENT PERFORMANCE.

- |GNORING CONTRACTUAL TERMS: FAILING TO CONSIDER FOB CLAUSES OR MILESTONE PAYMENTS CAN CAUSE ERRORS.
- |GNORING PERFORMANCE OBLIGATIONS: RECOGNIZING REVENUE BEFORE ALL OBLIGATIONS ARE FULFILLED.

SUMMARY: WHEN SHoOULD REVENUE BE RECOGNIZED?
IN ESSENCE:

- REVENUE SHOULD BE RECOGNIZED WHEN THE ENTITY SATISFIES ITS PERFORMANCE OBLIGATIONS BY TRANSFERRING CONTROL OF
GOODS OR SERVICES TO THE CUSTOMER.

- THE TRANSFER OF CONTROL, NOT NECESSARILY PHYSICAL DELIVERY, IS THE GUIDING PRINCIPLE.

- RECOGNIZING REVENUE AT THE RIGHT TIME ALIGNS WITH THE FIVE-STEP MODEL ofF ASC 606 / IFRS 15.

- DELIVERY IS A SIGNIFICANT INDICATOR BUT NOT THE SOLE DETERMINANT;, CONTROL TRANSFER IS PARAMOUNT.

- THE SPECIFIC CONTRACTUAL ARRANGEMENTS, INDUSTRY PRACTICES, AND STANDARDS DETERMINE THE PRECISE TIMING.

FINAL TAKEAWAYS

- UNDERSTAND THE NATURE OF THE TRANSACTION: IS IT A SALE OF GOODS, SERVICES, OR A COMBINATION?

- IDENTIFY WHEN CONTROL PASSES: REVIEW SHIPPING TERMS, CONTRACTUAL PROVISIONS, AND CUSTOMER ACCEPTANCE
CLAUSES.

- APPLY THE FIVE-STEP MODEL: RECOGNIZE REVENUE WHEN PERFORMANCE OBLIGATIONS ARE MET AND CONTROL IS TRANSFERRED.
- STAY COMPLIANT: FOLLOW APPLICABLE ACCOUNTING STANDARDS TO AVOID MISSTATEMENTS AND PENALTIES.

- BE TRANSPARENT: CLEAR DISCLOSURE OF REVENUE RECOGNITION POLICIES ENHANCES STAKEHOLDER TRUST.

ACCURATELY TIMING REVENUE RECOGNITION IS CRUCIAL FOR TRUTHFUL FINANCIAL REPORTING. |T ENSURES THAT COMPANIES
PRESENT THEIR FINANCIAL HEALTH FAIRLY AND UPHOLD THE INTEGRITY OF THEIR FINANCIAL STATEMENTS. AS BUSINESS MODELS
EVOLVE AND TRANSACTIONS BECOME MORE COMPLEX, UNDERSTANDING WHEN TO RECOGNIZE REVENUE REMAINS AN ESSENTIAL
SKILL FOR ACCOUNTANTS, AUDITORS, AND BUSINESS LEADERS ALIKE.
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