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Introduction
IFRS 15, Revenue from Contracts with
Customers, (the Standard) will have a
profound impact on the way in which the
Communications industry measures and
reports revenue. The industry is currently
assessing the impact of the Standard on its
current revenue recognition policies.
Operators also have major change and
implementation programmes in progress
reflective of the impact this Standard will
have on accounting, systems and the
processes of the business.

Both the FASB and IASB have confirmed a
one year deferral of implementation of the
standard. However rather than pause its
implementation efforts, the industry has
used this additional time to allow more
time to better implement the changes.

In this series of papers we will set out
some of the aspects of the Standard that
require consideration by Communications
businesses, including practical
implementation considerations. This third
instalment of the series considers
accounting for mobile contracts through
the indirect channel.

What’s the issue?
Throughout IFRS 15’s development, the
Communications industry expressed
concern about the impact the Standard
would have on revenue from mobile
contracts. Representatives of the industry
engaged with the IASB and FASB, mostly
on the subject of how revenue should be
allocated between services and the devices
through which they are delivered. There is
some reference to this debate in IFRS 15’s
Basis for Conclusions (paragraphs
BC287-293).

Mobile operators have many routes to
market. Sometimes these are referred to as
the direct channel (through the operators’
own shops or websites) and the indirect
channel (through independent dealers).

Consider the following simplified example.
Mobile operator M regularly sells a two-
year, network service contract (‘SIM-only’)
for €30 per month (that is, without a
handset). It also sells a two-year bundle,
including a handset, for €55 per month.
Assume that the handset's standalone
selling price is €600 and there is no
significant financing component so the
time value of money can be ignored.

An end-customer can obtain similar deals
through M's own shops (direct channel)
and independent dealers (indirect
channel). If an end-customer enters into
the arrangement through a dealer, M pays
the dealer a commission of €600. The
dealer sources handsets directly from
manufacturers (we will consider the
scenario where handsets are sourced from
operators in a later publication). It should
be assumed for the purpose of this
example that the dealer is acting as
principal for the sale of the handset. It is
likely that, on adopting IFRS 15, operators
will need to re-assess whether dealers are
acting as agent or principal, but that is not
the subject of this paper.

Through the direct channel, M is providing
its end-customer with a handset and
services, whereas through the indirect
channel it is providing only services. The
revenue arising from the two scenarios
could therefore be as follows:

Euro Direct Indirect

Total service
revenue

720 1,320

Handset 600 -

Total revenue 1,320 1,320

Some operators are uncomfortable with
the different revenue profiles because they
consider that a portion of the payments
made by the end-customer through the
indirect channel are for a handset that the
operators did not deliver. They note that
the end-customer is paying for a handset
and service, and would not pay €55 per
month for service that could be available
SIM-only for €30. They also note that
presenting the total amount received from
the end-customer as service revenue is
counter intuitive and gives the impression
that an entity with more sales through the
indirect channel has greater, higher
margin service revenue. They believe that,
at the extreme, this may present a
misleading picture of their business
and performance.



2 PwC

How would IFRS 15
address this fact pattern?
M has two performance obligations when
it sells through the direct channel (handset
and service) so revenue should be
allocated on the basis of standalone selling
price. In this simple example, we assume
the SSP of the service is the SIM-only price
of €30 per month and the SSP of the
handset is €600. In reality there will often
not be an identical SIM-only tariff and the
operator will need to estimate the SSP of
the device and / or service.

M seems to have only one performance
obligation when it sells through the
indirect channel, being the delivery of
services. The payment to the dealer meets
IFRS 15’s definition of a cost of obtaining a
contract, which should generally be
capitalised as an asset and amortised on a
systematic basis consistent with the
transfer of goods or services to the
customer (unless the one year practical
expedient applies). M’s payment to the
dealer might be intended, in part, to help
the dealer provide another item (a
subsidised handset) to the end-customer
in a bundled offering, but there is nothing
explicit in IFRS 15 that would allow
entities to analyse customer acquisition
costs and impute transactions that do not
exist between the entity and its end-
customer.

Typically, we would expect that this
accounting would be the best reflection of
IFRS 15’s requirements. However, as we
have noted above, various scenarios and
contractual arrangements are seen in
practice and it is important that the
accounting reflects the substance of those
arrangements, not merely their legal form,
and that it is consistent with IFRS 15’s
primary objectives. Paragraph 2 of IFRS 15
makes an important point in this regard:

“The core principle of this Standard is
that an entity shall recognise revenue to
depict the transfer of promised goods or
services to customers in an amount that
reflects the consideration to which the
entity expects to be entitled in exchange
for those goods or services.”

Set out below are two alternative
approaches that we consider might be
appropriate in certain cases. It is
important to note that these are not
‘alternative views’ of the same set of facts,
but are, in our view, reflections of the
appropriate accounting where supported
by specific facts and circumstances.

Does the payment to the
dealer represent a
payment to a customer?
Paragraph 70 of IFRS 15 says that
consideration payable to a customer (or to
other parties that purchase the entity’s
goods or services from the customer) is
treated as a reduction of the transaction
price and, therefore, of revenue unless the
payment to the customer is in exchange
for a distinct good or service. M does not
make a direct payment to its end-
customer, but it might be argued that
some of the commission paid to
the dealer is, in effect, passed on to the
end-customer.

Commission payments usually cover
various objectives (for example,
marketing, incentivising growth, etc.) as
well as handset subsidy. So it might not be
obvious how much of the commission is
paid specifically to enable the dealer to
provide a discount to the end-customer.

In developing its proposed amendments to
IFRS 15 during 2015, the IASB considered
how a principal in a transaction would
estimate its revenue where it is not aware
of the amount that its agent has charged
the end-customer. Such a situation could
arise where, for example, the agent has
some flexibility in setting prices and
thereby effectively can forego some of its
fee or commission. In that situation, the
IASB took the view that the principal
would generally be expected to be able to
estimate the consideration to which it is
entitled using all relevant facts and
circumstances available to it. Moreover,
the IASB concluded that the issue did not
require any clarifications or
additional guidance.

This situation might be analogised to the
scenario described in this paper because
the dealer passes on some of the
commission it receives for selling the
service contract. The difference here is
that instead of passing on the commission
as a cash discount, the dealer sells another
good (a handset) and passes on some of
the commission it receives from M in the
form of a discount on that handset. M
might not know exactly how much is
passed on to the end-customer, but
applying the logic from the previous
paragraph it might be estimated.

This approach requires that M’s payment
to the dealer is linked to the discount
offered by the dealer to the end-customer.
As noted above, commission payments

usually cover various objectives. If the
amount that must be passed on to the end-
customer is set out in the contract between
M and the dealer, then this approach will
likely be an appropriate application of
IFRs 15. In practice, however, it might be
difficult to identify the specific element of
commission that relates to the handset
subsidy. It might also be challenging to
determine the extent to which the dealer,
contractually or otherwise, ‘is obliged to or
chooses to pass on’ the subsidies it has
received to end-customers. In determining
whether the facts and circumstances
support this accounting model, the
following questions would need to
be addressed:

 What is the contractual arrangement?
 How do contracts with dealers and

the amounts of commission vary as
between bundles and SIM-only
arrangements?

 What actually happens in practice?
 Is it possible to consistently and

reliably measure the amount of
commission applied as a
handset subsidy?

Typical contracts do not require dealers to
pass on some or all of the cash received to
end-customers, even where a specific
amount of handset subsidy is set out in the
‘price book’ agreed periodically between M
and its dealers. However, the market is
competitive so most dealers do not use
this apparent latitude to negotiate with
customers who would expect to be able to
get the same deal either directly from M or
from the dealer. The dealer would not be
able to compete if it did not offer similar
deals, and the dealer’s economic return is
often predicated on volume rather than
margin. That said, it might be more
difficult to argue that the arrangement is a
payment to M’s end-customer where the
dealer has complete latitude in deciding
how the subsidy is used.

In our view, if M can evidence a causal link
between an amount of commission paid to
the dealer and the discount granted by the
dealer to the end-customer, and M can
reliably identify and measure that amount,
then it would be appropriate to treat that
payment as if it were a payment to the
end-customer and deduct it from the
transaction price in accordance with the
principles of paragraph 70 of IFRS 15.
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Has M acquired the
dealer’s receivable?
IFRS 15’s definition of transaction price is
(emphasis added): “The amount of
consideration to which an entity expects
to be entitled in exchange for transferring
promised goods or services to a customer,
excluding amounts collected on behalf of
third parties.”

The substance of the arrangement
described above is that the end-customer
receives two things in exchange for its
monthly payment – the service and the
handset that it received from the dealer. M
is receiving the cash flows in exchange for
the handset, but M did not transfer these
goods to the end-customer.

It might be argued that some of the
consideration that M receives from its
end-customer (€600) is not consideration
to which M ‘expects to be entitled in
exchange for transferring promised goods
or services to a customer’, so on that basis
it does not appear to form part of the
transaction price as IFRS 15 would
define it.

Instead, in some circumstances, it could
be argued that M has in substance
purchased the dealer’s receivable. Of the
payments received from the end-customer
each month, €25 is an amount collected to
settle a receivable acquired from a third
party (the dealer). Consequently, the IFRS
15 ‘transaction price’ through the indirect
channel is only €720 and the additional
€600 is received in settlement of a
purchased receivable. The payment to the
dealer is presented as a receivable in
accordance with IAS 39 or IFRS 9 and is
reduced as payments are received.

In order for this approach to reflect the
substance of the arrangement, it would be
necessary to establish that the payment to
the dealer does in fact transfer to M an
unconditional right to cash and full
exposure to the risks and rewards
associated with the receivable. This will
probably not be the case if the amount
paid is not linked to the amount receivable
from the end-customer and/or the amount
paid varies with service delivery and/or
the end-customer’s credit risk. This
approach would not be acceptable if M
does not have an unconditional right to
cash without delivering future services to
the end-customer.

In practice these circumstances are likely
to be rare, but are not unknown.

Conclusion
Accounting for revenue in mobile
contracts is a complex area requiring the
exercise of significant judgement.
Typically, commission paid to a dealer will
represent a cost of acquiring a customer
and will be accounted for accordingly. But
in our view, depending on the facts and
circumstances, any one of the approaches
described above could be the most
appropriate in a particular situation. It is
important that operators understand the
form and substance of their arrangements
in order to determine which is the right
approach for them to apply.
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