
 

IFRS 15 Revenue Recognition : Principles, 
Criteria for Recognising Revenue 

Understanding IFRS 15 revenue recognition is very important for businesses today. IFRS 15 tells how 
and when a company should record revenue in their books. It answers the main question, "When 
should a business recognize its income?" IFRS 15 brings a clear and simple model for recognizing 
revenue earned from contracts with customers. This model helps businesses stay fair, honest, and 
clear. In simple words, IFRS 15 revenue recognition makes sure every company follows the same rules 
while reporting how much money they earned. 

Earlier, different industries had different rules for revenue recognition. This caused confusion. Now, 
IFRS 15 provides a single set of rules for all. It improves transparency and comparability among 
businesses across the world. This makes financial statements more reliable for investors, regulators, 
and customers. 

What is IFRS 15 Revenue Recognition? 

IFRS 15 stands for International Financial Reporting Standard 15. It mainly focuses on revenue from 
contracts with customers. It started on January 1, 2018. IFRS 15 replaced earlier standards like IAS 18 
and IAS 11, which had different rules. 

Under IFRS 15 revenue recognition, revenue must be recognized when a customer gets control of a 
good or service. It focuses on "transfer of control," not just "transfer of risks and rewards." 

Key Objectives of IFRS 15: 

• Improve comparability across industries. 
• Remove inconsistencies in earlier standards. 
• Give more useful information to users of financial statements. 

Scope of IFRS 15: 

• Sale of goods. 
• Rendering of services. 
• Construction contracts. 
• Licensing agreements. 
• Franchising activities. 

This standard affects all companies that enter into contracts with customers to transfer goods or 
services. 
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Five-Step Model for Revenue Recognition 

The main feature of IFRS 15 revenue recognition is the "Five-Step Model." This model provides a clear 
road map for companies. 

Step 1: Identify the Contract with the Customer 

A contract is an agreement between two or more parties that creates enforceable rights and duties. 

• It can be written, oral, or implied. 
• The contract must have commercial substance. 
• The parties must approve it. 

Step 2: Identify Performance Obligations 

Performance obligations are promises to deliver goods or services. 

• Each good or service should be separate. 
• If goods or services are highly related, combine them into a single obligation. 

Step 3: Determine the Transaction Price 

The transaction price is the amount a company expects to receive. 

• Consider discounts, rebates, refunds, and incentives. 
• Use the best estimate if the price is variable. 

Step 4: Allocate the Transaction Price 

Distribute the transaction price to different performance obligations. 

• Use "standalone selling prices." 
• Allocate based on the value of each obligation. 

Step 5: Recognize Revenue When (or As) the Entity Satisfies a Performance 
Obligation 
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Revenue is recognized when the customer gets control of goods or services. 

• Recognize over time if performance meets certain criteria. 
• Otherwise, recognize at a point in time. 

Revenue Recognition Criteria under IFRS 15 

The revenue recognition criteria under IFRS 15 must be fulfilled before recording revenue. Here are the 
main criteria: 

• Parties must approve the contract. 
• Payment terms must be identified. 
• Each party's rights must be clear. 
• The contract must have commercial substance. 
• Collection of consideration must be probable. 

Revenue must be recognized only when: 

• The entity has transferred control of goods or services. 
• The performance obligation is satisfied. 

These conditions make sure that businesses record revenue only when they truly earn it. It helps avoid 
early or false revenue reporting. 

Performance Obligations Under IFRS 15 

Performance obligations under IFRS 15 are a very important part. Companies must: 

• Identify all promises made to the customer. 
• Check if a good or service is distinct. 
• Group related services if they are not distinct. 

Examples of Performance Obligations: 

• Sale of goods (like furniture, electronics). 
• Installation services. 
• Warranties. 
• Customer loyalty programs. 

Companies must assess every contract carefully. If there are multiple promises, the company must 
separate and account for each. 

Impact of IFRS 15 on Different Industries 

The impact of IFRS 15 on different industries is significant. Each industry faces different changes in 
revenue recognition. 

Technology Industry: 

• More focus on separating software licenses and services. 
• Revenue spread over time for subscription services. 
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Construction Industry: 

• Greater use of the "percentage of completion" method. 
• Requires better estimates and disclosures. 

Retail Industry: 

• Changes in accounting for returns, gift cards, and loyalty programs. 

Healthcare and Pharmaceuticals: 

• Special rules for licensing intellectual property. 

Telecommunications Industry: 

• Separate accounting for handsets and service plans. 

Every industry must carefully study their contracts and update their systems to comply with IFRS 15. 

Disclosures Required Under IFRS 15 

IFRS 15 requires more disclosures. Businesses must explain their contracts with customers. They must 
show important judgments and changes in assumptions. 

Main Disclosure Areas: 

• Disaggregation of revenue. 
• Contract balances (receivables, contract assets, contract liabilities). 
• Performance obligations and remaining obligations. 
• Significant judgments made during revenue recognition. 

Additional Notes: 

• Companies must give both qualitative and quantitative information. 
• Disclosures help investors understand revenue patterns. 

These disclosures improve transparency and help stakeholders make better decisions. 

Challenges and Solutions in Implementing IFRS 15 

Implementing IFRS 15 revenue recognition can be challenging. Companies face several issues like: 

Common Challenges: 

• Changing accounting systems. 
• Training staff. 
• Rewriting contracts. 
• Managing financial reporting changes. 

Solutions: 

• Start early with a gap analysis. 
• Update accounting policies and systems. 
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• Train finance teams thoroughly. 
• Communicate with investors and other stakeholders. 

Proper planning and step-by-step action can make the transition smooth. 

Relevance to ACCA Syllabus 

IFRS 15 is part of ACCA’s Financial Reporting (FR) and Strategic Business Reporting (SBR) syllabus. 
It provides a principles-based framework for recognizing revenue in a way that reflects the transfer of 
promised goods or services. Mastering this standard is critical for accurately preparing financial 
statements and addressing real-world reporting scenarios in exams and beyond. 

IFRS 15 Revenue Recognition ACCA Questions 

Q1: What is the first step in the IFRS 15 revenue recognition model? 
 A) Recognize revenue when performance is complete 
 B) Determine the transaction price 
 C) Identify the performance obligations 
 D) Identify the contract with the customer 

Ans: D) Identify the contract with the customer 

Q2: Under IFRS 15, a performance obligation is satisfied when: 
 A) The contract is signed 
 B) The entity receives payment 
 C) Control of the good or service transfers to the customer 
 D) Costs are incurred 

Ans: C) Control of the good or service transfers to the customer 

Q3: When should revenue be recognized under IFRS 15? 
 A) At the time of order placement 
 B) When control is transferred to the customer 
 C) Only after full payment 
 D) When goods are produced 

Ans: B) When control is transferred to the customer 

Q4: A key feature of IFRS 15 is that it: 
 A) Ignores long-term contracts 
 B) Applies different rules for different sectors 
 C) Applies a single five-step model 
 D) Recognizes revenue based on cash receipts 

Ans: C) Applies a single five-step model 

Q5: IFRS 15 replaces which previous revenue standards? 
 A) IAS 12 and IAS 10 
 B) IAS 11 and IAS 18 
 C) IFRS 9 and IFRS 13 
 D) IAS 1 and IAS 36 

Ans: B) IAS 11 and IAS 18 
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Relevance to US CMA Syllabus 

Revenue recognition is central to Part 1 of the CMA exam — Financial Planning, Performance, and 
Analytics. IFRS 15 helps CMA professionals understand how revenue impacts budgeting, forecasting, 
and performance reporting, especially for companies operating internationally. 

IFRS 15 Revenue Recognition US CMA Questions 

 

Q1: Why is IFRS 15 important for management accountants? 
 A) It defines tax treatment of profits 
 B) It simplifies product pricing 
 C) It offers a clear model to recognize revenue consistently 
 D) It is unrelated to financial reporting 

Ans: C) It offers a clear model to recognize revenue consistently 

Q2: In budgeting and forecasting, IFRS 15 helps by: 
 A) Ignoring non-cash elements 
 B) Ensuring random revenue recognition 
 C) Standardizing revenue timing based on control 
 D) Allowing early revenue recognition 

Ans: C) Standardizing revenue timing based on control 

Q3: Which step comes after identifying the contract in IFRS 15? 
 A) Allocate the transaction price 
 B) Identify the performance obligations 
 C) Recognize revenue 
 D) Collect payment 

Ans: B) Identify the performance obligations 

Q4: How does IFRS 15 affect financial performance analysis? 
 A) It increases expense reporting 
 B) It distorts profit margins 
 C) It improves revenue reliability 
 D) It avoids disclosures 

Ans: C) It improves revenue reliability 

Q5: What must be done when there are multiple goods in a single contract? 
 A) Recognize revenue at once 
 B) Ignore individual performance 
 C) Allocate the transaction price to each performance obligation 
 D) Apply tax rates to each good 

Ans: C) Allocate the transaction price to each performance obligation 
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Relevance to US CPA Syllabus 

IFRS 15 is tested in the FAR section of the US CPA exam. It emphasizes the principles of revenue 
recognition and its impact on financial statements and disclosures — essential for public accountants 
handling both domestic and international reporting frameworks. 

IFRS 15 Revenue Recognition CPA Questions 

Q1: What does IFRS 15 focus on in recognizing revenue? 
 A) Timing of invoice 
 B) Payment schedule 
 C) Transfer of control 
 D) Delivery cost 

Ans: C) Transfer of control 

Q2: Under IFRS 15, the transaction price is: 
 A) Always fixed 
 B) Equal to the invoice amount 
 C) The amount the entity expects in exchange for goods/services 
 D) Ignored for bundled sales 

Ans: C) The amount the entity expects in exchange for goods/services 

Q3: Which of the following is not one of the five steps in IFRS 15? 
 A) Identify the contract 
 B) Recognize costs 
 C) Allocate transaction price 
 D) Recognize revenue 

Ans: B) Recognize costs 

Q4: Revenue is recognized over time if: 
 A) Payment is upfront 
 B) The asset is delivered at once 
 C) The customer receives and consumes benefits as the entity performs 
 D) The entity has surplus inventory 

Ans: C) The customer receives and consumes benefits as the entity performs 

Q5: What happens if a performance obligation is not distinct? 
 A) It is treated as a separate contract 
 B) It is bundled with other obligations 
 C) It is ignored 
 D) It leads to early recognition 

Ans: B) It is bundled with other obligations 
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Relevance to CFA Syllabus 

Revenue recognition appears in the CFA Level I and II syllabi under Financial Reporting and Analysis. 
IFRS 15 gives analysts a clear basis to evaluate revenue quality and consistency, supporting more 
reliable investment analysis across industries and borders. 

IFRS 15 Revenue Recognition CFA Questions 

Q1: IFRS 15 aids analysts by: 
 A) Allowing sector-specific methods 
 B) Replacing multiple local revenue standards 
 C) Applying a unified revenue recognition model 
 D) Encouraging cash-based revenue 

Ans: C) Applying a unified revenue recognition model 

Q2: Revenue is recognized in IFRS 15 when: 
 A) Cash is received 
 B) Contract is initiated 
 C) Control transfers to the buyer 
 D) Goods are ordered 

Ans: C) Control transfers to the buyer 

Q3: Which of these is not part of the IFRS 15 five-step model? 
 A) Identify the contract 
 B) Determine market price 
 C) Allocate transaction price 
 D) Recognize revenue 

Ans: B) Determine market price 

Q4: In bundled services, how does IFRS 15 guide recognition? 
 A) It uses a rule-of-thumb allocation 
 B) It delays revenue until all services are done 
 C) It allocates revenue based on standalone selling prices 
 D) It recognizes no revenue 

Ans: C) It allocates revenue based on standalone selling prices 

Q5: Why is IFRS 15 useful for valuation analysis? 
 A) It eliminates fair value reporting 
 B) It increases revenue volatility 
 C) It improves comparability and reliability of reported revenues 
 D) It delays reporting 

Ans: C) It improves comparability and reliability of reported revenues 
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