AS-9               REVENUE RECOGNITION
In revenue recognition we are concerned with certain principles , by which an enterprise can decide the point of time at which it can take an income to have earned. The principles of revenue recognition are important because they have a direct bearings on size of periodical profits on which dividend and taxation decisions are based. If an enterprise fails to realize cash against an item of  revenue already recognized in computation of reported profit, it effectively pays dividend/ tax out of capital. The first principle of revenue recognition is that  no revenue shall be recognized until ultimate realisability is certain. This guards against possibility of  payment of dividend/ tax without having matching inflow of  resources and thus prevents erosion of capital. The second principle of revenue recognition is that matching of  costs with revenue they generate.
REVENUE : It is defined as the gross inflow of cash, receivables, or other considerations arising  in the course of ordinary activities of an enterprise from the sale of goods, from rendering of services, and from the use by others of enterprise resources yielding interest, royalties and dividends.
SALE  TRANSACTIONS : In a transaction involving  the sale of goods, performance should be regarded as being achieved when the following conditions are satisfied:

1. The seller of goods has transferred to the buyer, the property in the goods for a price, or all significant risks and rewards of ownership  has been transferred to the buyer  and seller retains no effective control of the goods transferred, to a degree usually associated with ownership.
2. no significant uncertainty  exists regarding the amount of the consideration that will be derived from the sale of goods.

SERVICE  TRANSACTIONS : In a transaction involving  the rendering of services, performance should be either measured  under the completed service contract method or under the proportionate completion method whichever relates revenue to the work accomplished.

Such performance should be regarded as being achieved when no significant uncertainty  exists regarding the amount of consideration that will be derived from the rendering of services.

REVENUE AS INTERESTS, ROYALTIES AND DIVIDENDS :

Interest should be recognized on a time proportion basis taking into account the amount outstanding and rate applicable.

Royalties should be recognized on an accrual basis in accordance with the terms of the relevant agreement.

Dividends from investment in shares  is recognized when the owner’s right to payment  is established.

Regarding other claims revenue recognition is postponed  to the extent of uncertainty involved.

In addition to the disclosures required by as -1, an enterprise  should also disclose  the circumstances  in which revenue recognition has been postponed pending the resolution of significant uncertainties.

EXAMPLES OF REVENUE RECOGNITION: 
SALE OF GOODS:

1. Delivery is delayed at  buyer’s request  and buyer takes titles and accepts billing: revenue should  be recognized  inspite of the fact that physical delivery of the goods has not been taken as long as there is every expectation that delivery shall be made. How ever the item must be on hand, identified, and ready for delivery to the buyer at the time of sale is recognized. It is not enough that the seller  has intention to acquire or manufacture the goods in time for delivery.
2. Delivery subject to certain conditions: 

(a) If goods are subject to installation, inspection revenue should normally not be recognized until the customer accepts delivery and installation and inspection are complete.

(b) If goods are sold on approval basis, revenue should not be recognized until the buyer formally accepts the goods or does something indicating acceptance.
(c) Regarding instalment sales, where the purchaser makes a series of instalment payments to the seller, and the seller delivers the goods only on payment of final instalment, revenue should not be recognized until the goods are delivered. However if most of the sales are consumed, revenue may be recognized when significant deposit is made.

(d) Trade discounts and volume rebates are not revenues but reduction of costs.

(e) Regarding sale of goods not in stock revenue should not be recognized until goods are manufactured, identified and ready for delivery.

(f) Regarding sale and repurchase agreement , it is clear that they are financing agreement in advance and so resulting cash inflow  from sale is not revenue and should not be recognized as such.
(g) Regarding sales to intermediate parties revenue should be recognized if significant risk of ownership has been passed.

RENDERING OF SERVICES

1. If installation fees are not incidental to the sale of product , they should be recognized as revenue only when the equipment is installed and accepted by the customer.
2. For advertising agencies,  media commissions are normally  be recognized when the related advertisement or commercial appears before the public and necessary intimation is received by the agency. Insurance agency commissions  should be recognized on the effective commencement or renewal dates of the related policies.
3. Commissions charged for arranging  or having a loan or other facility should be recognized  when borrower or lender enters into a binding agreement.. commitment fees should be recognized over the life of the loan having regard to the amount  of obligation outstanding , the nature of the services provided and the timings of the costs incurred to render the related service.

4. Admission fees for artistic performances, banquets and other special events should be recognized when the event takes place. when the subscription is sold for a no. of events , the fees should be allocated to each event on a systematic and rational basis. 
5. Entrance fees is generally capitalized.
