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Introduction:

Understanding accounting for revenue sharing arrangements is crucial for businesses operating under
various models, from joint ventures to franchise agreements. These arrangements involve sharing
revenue generated from a common activity or product, requiring meticulous accounting to ensure
accurate financial reporting. This guide provides a detailed overview of the methodologies and
approaches to account for revenue sharing arrangements under both International Financial
Reporting Standards (IFRS 15) and US Generally Accepted Accounting Principles (ASC 606).

I. Understanding Revenue Sharing Arrangements:

Revenue sharing arrangements typically involve two or more parties agreeing to share the revenue
generated from a specific activity or product. The complexity of accounting for revenue sharing
arrangements arises from the need to determine each party's share of revenue and the timing of
revenue recognition. Different arrangements exist, including:

Joint Ventures: Two or more entities combine resources and efforts to achieve a common goal,
sharing both profits and losses.
Franchise Agreements: A franchisor grants a franchisee the right to operate a business under its
brand, often involving revenue sharing based on sales or profits.
Licensing Agreements: A licensor grants a licensee the right to use its intellectual property, with



revenue sharing often based on the licensee's sales.
Affiliate Marketing: Companies collaborate, where one (affiliate) promotes another's products/services
and shares in the resulting revenue.

II. Revenue Recognition under IFRS 15 and ASC 606:

Both IFRS 15 ("Revenue from Contracts with Customers") and ASC 606 ("Revenue from Contracts with
Customers") provide a five-step model for revenue recognition, which needs adaptation when dealing
with accounting for revenue sharing arrangements:

Identify the contract(s) with a customer: Determine if a legally binding agreement exists.1.

Identify the performance obligations in the contract: Define the distinct goods or services2.
promised to the customer. In revenue sharing, identifying each party's distinct performance
obligations is critical.

Determine the transaction price: Establish the total amount the customer will pay. This might3.
require allocating the transaction price to different performance obligations.

Allocate the transaction price to the performance obligations: This step is crucial in revenue4.
sharing. Each party needs to allocate a portion of the total transaction price based on its
relative contribution and performance obligations. This allocation might involve a variety of
methods, discussed later.

Recognize revenue when (or as) the entity satisfies a performance obligation: Revenue is5.
recognized when control of the goods or services is transferred to the customer. In revenue
sharing, each party recognizes revenue according to when it satisfies its performance
obligations.

III. Methodologies for Allocating Revenue:

Several methods exist for allocating revenue in accounting for revenue sharing arrangements, each
demanding careful consideration:

Percentage-based Allocation: The simplest method, allocating revenue based on a pre-agreed
percentage for each party. This approach is straightforward but might not accurately reflect the
relative contribution of each party.
Input Method: Revenue is allocated based on the relative contribution of each party's inputs, such as
capital investment, labor, or resources. This method is more equitable when contributions vary
significantly.
Output Method: Revenue is allocated based on the relative output or outcome achieved by each
party. This could be based on sales generated, units produced, or other measurable outputs. This
approach aligns revenue recognition with the actual results.
Negotiated Allocation: In some cases, the parties might negotiate a specific allocation method
reflecting their respective bargaining power and contributions. This needs proper documentation.



IV. Variable Consideration and Accounting for Revenue Sharing Arrangements:

Variable consideration, such as bonuses or commissions tied to performance, presents further
complexities in accounting for revenue sharing arrangements. IFRS 15 and ASC 606 require
companies to estimate the variable consideration and include it in the transaction price, adjusting for
any changes in estimations as more information becomes available.

V. Disclosure Requirements:

Detailed disclosure is vital in accounting for revenue sharing arrangements. Companies should
disclose the nature of the arrangement, the allocation method used, any significant judgments made,
and the impact on financial statements.

VI. Practical Example:

Imagine a joint venture between Company A and Company B to develop and sell a new software
product. Company A contributes the technology and development expertise (60% of total effort),
while Company B contributes the marketing and sales infrastructure (40% of total effort). Using the
input method, 60% of the revenue would be allocated to Company A, and 40% to Company B,
irrespective of actual sales achieved by each company.

Conclusion:

Accounting for revenue sharing arrangements requires a thorough understanding of IFRS 15 or ASC
606 and careful consideration of the specific terms of the agreement and the relative contributions of
each party. Choosing the appropriate allocation method is crucial for accurate financial reporting and
requires careful judgment and documentation. Professional accounting advice is strongly
recommended to navigate the complexities of these arrangements.

FAQs:

What is the difference between IFRS 15 and ASC 606 in the context of revenue sharing? While1.
both aim to achieve similar revenue recognition principles, they may have subtle differences in
implementation and interpretation concerning specific aspects of revenue sharing agreements.

How do I account for revenue sharing in a joint venture? Revenue allocation in a joint venture1.
requires careful consideration of each partner’s contribution and the specific agreement.
Methods like the input or output method are often used.

How do I handle variable consideration in revenue sharing agreements? Estimate the variable1.
consideration based on historical data and adjust for changes as more information becomes
available.



What are the key disclosures required for revenue sharing arrangements? Disclose the nature of1.
the agreement, allocation method, significant judgments, and the financial statement impact.

Can I use a percentage-based allocation method always? Not necessarily. While simple, it may1.
not accurately reflect each party's relative contribution. Consider using input or output methods
for better accuracy.

What happens if the revenue sharing agreement changes? Adjust the accounting treatment1.
retrospectively if the change is material and re-allocate revenue accordingly.

How do I account for revenue sharing in franchise agreements? The allocation typically depends1.
on the agreement. It could be based on sales, profits, or a combination of both.

What if there are disputes between parties regarding revenue allocation? Consult with legal and1.
accounting professionals to resolve the dispute and agree on an appropriate accounting
treatment.

What are the potential penalties for incorrect accounting of revenue sharing arrangements?1.
Incorrect accounting can lead to financial reporting errors, audits, and potential regulatory
penalties.

Related Articles:

Revenue Recognition under IFRS 15: A detailed explanation of the five-step model and its1.
application in various scenarios.

Revenue Recognition under ASC 606: A parallel explanation focused on the US GAAP standard.2.

Accounting for Joint Ventures: A comprehensive guide to accounting for joint ventures under3.
IFRS and US GAAP.

Accounting for Franchise Agreements: Specific guidance on the accounting treatment of4.



franchise fees and revenue sharing.

Variable Consideration in Revenue Recognition: An in-depth exploration of accounting for5.
uncertain revenue amounts.

Revenue Allocation Methods: A comparison of various allocation techniques and their suitability6.
for different situations.

Practical Applications of IFRS 15: Real-world case studies demonstrating the application of IFRS7.
15 in complex revenue arrangements.

Disclosure Requirements for Revenue Recognition: A guide to the necessary disclosures under8.
IFRS 15 and ASC 606.

Auditing Revenue Recognition: A discussion of the key audit considerations related to revenue9.
recognition, particularly in revenue sharing arrangements.
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