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The Structural Evolution of Accounting Criteria for Revenue Recognition

Takashi Fujita *

Abstract

Since the International Accounting Standard Board (IASB)’s adoption of Framework
for preparation and presentation of financial statements in 2001, the balance sheet
approach was chosen instead of the income statement approach. The ED ( Exposure Draft
of “Revenue from Contracts with Customers”) issued by IASB/FASB in June 2010 clearly
shows the structural evolution of accounting for revenue recognition, because it proposes
that revenue should not be recognized only by the period matching principle of cost and
revenue, but measured by increases in net assets measured by fair value.

The ED also remarkably proposes that revenue should be recognized only when an
entity satisfies contractual performance obligations and the customer obtains control of
the transferred goods and services. This means a significant change of recognition
principle: from a simple and objective way of judgment based on legal or physical transfer
of ownership to a professional way of judgment about the economic substance of
transactions.

This paper first compares the accounting standards or principals of revenue
recognition now prevailing in Japan, and these in the United States, and then examines
the differences between the current IFRS (International Financial Reporting Standards)
and the ED. It finally identifies the ED’s parallel relationship with the draft of new civil
law which is currently in the process of revision in Japan, because that legal draft seems

to be helpful to professional judgment of revenue recognition in future.

Keywords
Revenue recognition, Income statement approach, Balance sheet approach, IFRS, Transfer
of ownership, Transfer of risk and benefit, Revenue from contracts with customers,

Satisfaction of performance obligations, Control obtained by a customer
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