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1. [bookmark: _heading=h.8vdhkekgo8i9]Core principle
In this document, we outline the principles an entity must apply to measure and recognize revenue.  The core principle is that an entity shall recognize 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 transferring those goods or services.  The principles of IFRS 15 Revenue from Contracts with Customers will be applied following a “five step approach” (see below). 
2. [bookmark: _heading=h.1yg9mbydko00]Introduction and alerts to be sent to GAR
IFRS 15 Revenue from Contracts with Customers is effective as from January 1, 2018.  
Compared to the revenue recognition guidance applicable up to the end of 2017, under the new IFRS 15 guidance, the pattern according to which revenue is recognized will deviate even more from the cash collection pattern. Key changes relevant to Syensqo are indicated below:
	Examples
	What changes? 
	Complex contract?
	Reference

	Upfront fees received as part of a supply agreement negotiated with a customer
	Upfront fees will no longer be eligible for upfront revenue recognition. Rather, revenue will be recognized over the term of the agreement.
	Yes
	4.c.1.vi

	Revenue from consignment inventory arrangements
	In some cases, revenue will be recognized when the goods are delivered on site and not at a later point in time, generally when the customer informs us that the goods have been used.
	Yes
	5.g

	Discounts promised for contract renewals
	Under IFRS 15, in many cases, those discounts expected to be granted will reduce the revenue recognized in the period prior to renewal, and amounts deferred will be recognized over the period of renewal.
	No
	5.c

	Amounts paid to the customer
	Unless we buy an item that is distinct (e.g. services) from the customer, these amounts are presented as a deduction from revenue, not as an operating expense.
	No
	4.c.1.v



Revenue recognition is based on a five-step model, answering the following questions: do we have a contract, what did we promise to our customer (goods, customer assistance services, trainings, warranty, etc), to what amounts do we expect to be entitled (amounts billed, rebates to be granted, etc), how to allocate those amounts to the different items we promised, and when to recognize revenue for the respective promises. Those steps are described in detail in section 4. Section 5 zooms in on how to recognize revenue in a number of specific cases.
According to the complex contract procedure, GAR should be alerted in certain cases:
· Consignment inventory held by the customer (4.c.vi);
· Fees disconnected from the flows of goods (upfront fees, unavoidable end-of-contract fees (5.g));
· Non-monetary exchange contracts (“swaps”);
· Contracts granting the right to use an asset (leases) (see FRG IFRS 16 – Leases);
· Onerous contracts.
Please refer to the complex contract procedure for more information, including thresholds.
3. [bookmark: _heading=h.qbzfm3bid2h]Scope
Revenue is derived from contracts entered into by a vendor (a seller, i.c. Syensqo) for the sale of goods or services, arising from its ordinary activities, to a customer. IFRS 15 generally applies to all sales contracts with customers, except for:
· Leases, including leases embedded within a ‘normal’ sales agreement. In this case, IFRS 15 applies to the non-lease components within the sales agreement; and 
· Non-monetary exchanges between competitors to facilitate sales to customers or potential customers. Those have been discussed in section 5.b. 
Revenue arising from ordinary activities is included in the following captions of the consolidated income statement:
· R10000 – Net sales  
· R10600 – Royalties received according to sales
· R11200 – Other revenue on activities – Industrial and Administrative & Commercial
· R11400 – Other revenue on activities – Research
· R11500 – Other revenue on activities – Management fees[footnoteRef:0] [0:  NB : the cost of the sales recognized in "Other revenues on activities" has to be presented in the accounts "Other costs on activities":
"R26152 - Other costs on activities - Industrial and Administrative & Commercial"
"R26154 - Other costs on activities - Research"
"R26155 - Other costs on activities - Management fees"] 

In the income statement, we distinguish between net sales (that includes both R10000 and R10600) and revenue from non-core activities (R11x00). These are defined as follows:
· Net sales are sales of goods and value added services corresponding to Syensqo’s know-how and core business; and
· Revenue from non-core activities is defined as revenue primarily comprising commodity and utility transactions and other revenue, considered not to correspond to Syensqo’s know-how and core business. 

a. [bookmark: _heading=h.xifeob3tnyxn]R10000 – Net sales
This account primarily includes the sales from ordinary course of business related to (semi-) finished goods, raw materials, co-products, sub-products, value-added services, waste and residue (excluding VAT).
It also includes, regardless as to whether billed separately or together with the sales of goods:
· Revenue related to tolling agreements, when tolling is the core business activity of the entity. Tolling is defined as labor performed by a Syensqo entity (toller) to process the raw material supplied by the customer for a specified fee, with the raw material and the product remaining the property of the customer;  
· Revenue from subcontracting (performance of work by a Syensqo entity (the subcontractor) on behalf of another company (the contractor));
· Price reductions:
· Rebate (in French = rabais): price reduction granted by a Syensqo entity to a customer to compensate for a defect in, or the downgrading of, the product sold. 
· Volume discount (in French = ristourne): price adjustment granted retrospectively by a Syensqo entity to a customer on its purchases over a given period and generally linked to their volume.
· Price adjustment (in French = régularisation de prix): price reduction made by reference to the market price.
· Price reduction (in French = remise): price reduction granted by a Syensqo entity to a customer for a particular reason, other than those already referred to under volume discount, rebate or price adjustment. For example, reductions can be due to the size of a specific order, the carrying away of products by the customer or a bulk delivery. 
· Discount granted to customers (in French = escompte accordé aux clients): a discount foreseen in the payment terms is to be recognized in deduction from "R1000 - Net sales". 
· Note: Write-downs on inventories are not price reductions. 
· Penalties due by the customers (eg if customer requires a change of contractual delivery terms, if customer didn’t meet minimum volume commitments, if customer wishes to early terminate an agreement);
· Costs invoiced to customer (shipping and handling fees invoiced (transport etc…), non-refundable packaging, insurance costs, samples, …); 
· Replacement of products (defective, off specification, …)[footnoteRef:1]; [1:  Replacement of products does not have an impact on the amount reported in net sales, but quantities are to be considered in management analysis (eg average sales price)] 

· Amounts of taxes borne by Syensqo but rebilled to the customer. The taxes borne by Syensqo are presented as an expense;
· The share of amounts billed to customers that corresponds to payments for facilities made available to customers (i.e. capex recovery);  
This account excludes:
· Indirect taxes that Syensqo will pay to the tax authorities on behalf of the customers (VAT, sales taxes, …);
· Raw materials supplied and invoiced to a subcontractor. NB: revenue from the sale of raw materials to a subcontractor is generally not recognized, because control over the items is generally not lost.
· Sales of lands, (industrial) assets, railcars, caverns …
· Subsidies received (e.g. environmental-related subsidies for our cogeneration units are recognized in deduction from costs)
· Commissions paid to agents
· Amounts invoiced as guarantee for returnable packaging: recognized in a trade payables account;
· Advance billing, generally recognized as a contract liability; 
b. [bookmark: _heading=h.9q4aqgqpndm0]R10600 – Royalties received according to sales
This account includes income generated by licensing in the form of fees for the use of production techniques that generate sales. This includes all industrial royalties based on sales of: 
· licensing fees or patents received:
· amounts received from a partner under alliance agreements for promoting one of their products;
· milestone payments received according to research agreement with external partners;
· processes;
· designs;
· models, etc.

Also refer to 5.j.

c. [bookmark: _heading=h.avtcbne1ub36]R11200/R11400/R11500 – Other revenue on activities
These accounts include: 
· The sale of utilities (eg electricity, gas) to third parties, including those operating on the same industrial site;
· Other revenue deemed incidental by the Group (e.g. temporary contracts following the sale of businesses (e.g. related to accounting services, IT services, …), excluding sales of finished goods);
· The sale of green certificates (e.g. Renewable Energy Certificates (RECs)). In case generation of green certificates, a by-product of the production of goods, is integrated in the decision to produce, the sale of the green certificates may be presented in R10000 Net sales, subject to obtaining the approval from Corporate Controlling as well as GAR;
· Industrial services (eg engineering), administrative, selling and marketing services (management fees, shared services, …);
· Research services (rebilling research centers).


d. [bookmark: _heading=h.88q55azaifuu]BFC accounts – Statement of financial position

	BFC account
	Content

	A20900 Long-term receivables
	Receivables with a maturity date in excess of one year as of reporting date

	A29090 Long-term receivables – Write-down 
	Amounts related to impairments of long-term receivables

	A41100 Trade receivables
	Amounts invoiced to the Group’s customers, with a maturity of less than one year as of reporting date

	A49100 Trade receivables – Write down
	Amounts related to impairments of trade receivables (ie impairments recognized by the GBUs considering their assessment of the creditworthiness of their customers, and expected credit losses recognized following IFRS 9 guidance (top entry made quarterly by consolidation team)).

	L41160 Advances received from customers
	Amounts received from customers for products/services that will be delivered/performed in less than one year as of reporting date.  

	L16900 Other long-term liabilities
	Amounts received from customers for products/services that will be delivered/performed in more than one year as of reporting date. 







4. [bookmark: _heading=h.5maq1a5ir2og]The “five step” approach
a. [bookmark: _heading=h.rzv1gwy78a49]Step one – Identify the contract
In general, unless a contract can be identified in accordance with the below, no revenue shall be recognized. Identification of a contract requires all of the following 5 criteria to be met:
· The contract has been approved (in writing, orally or in accordance with other customary business practices) and the parties are committed to perform their respective obligations;
· Each party’s rights regarding the goods or services to be transferred can be identified;
· The payment terms for the goods or services to be transferred can be identified.  It does not require that transaction price is fixed or stated in the contract.  As long as there is an enforceable right to payment and the contract contains sufficient information to enable an estimate of the transaction price, the contract would qualify for accounting under IFRS 15;
· The contract has commercial substance; and
· At contract inception, it is probable that the entity will collect the consideration it expects to be entitled to receive in exchange for the goods and services that will be transferred to the customer. This collectability threshold goes beyond the contractual terms of an arrangement with a customer.  A key part of assessing whether a contract is valid is determining the extent to which the customer has both the ability and the intention to pay the promised consideration.  The amount of consideration to which the entity will be entitled may be less than the price stated in the contract because the entity may offer the customer a price concession.  In this case, the assessment of the customer’s ability and intention to pay is made against the lower amount.  
When all these criteria are not met, and an entity receives consideration from the customer, the entity shall recognize the consideration received as revenue only when one of the following applies:
· The entity has no remaining contractual obligations to transfer goods or services and all, or substantially all, of the consideration has been received and is non-refundable; or
· The contract has been terminated and the consideration received from the customer is non-refundable.
Otherwise, in such case, the entity shall recognize a liability until one of these events occurs or until the criteria to apply IFRS 15 have been met. The liability represents the entity’s obligation to either transfer goods or services in the future or refund the consideration received.
b. [bookmark: _heading=h.p1zj1wd8v1mb]Step two – Identify separate performance obligations in the contract
An entity must (a) identify the promised goods and services, and (b) determine which of those goods and services are separate, or distinct, performance obligations. This step is crucial because revenue is recognized separately for each distinct performance obligation.  
A good or service that is promised to a customer is distinct if both of the following criteria are met:
a) the good or service is capable of being distinct from an economic point of view: the customer can benefit from the good or service either on its own or together with other resources that are readily available to the customer 
A customer can benefit from a good or service if the good or service can be used, consumed, or sold (other than for scrap value), or it can be held in a way that generates economic benefits.  A customer may benefit from goods or services on their own, or in conjunction with other readily available resources.  
A readily available resource is either a good or service that is sold separately, or a resource that the customer has already obtained. 
If the vendor regularly sells a good or service separately, this indicates that a customer can benefit from that goods or service (either on its own, or in conjunction with readily available resources).
For example, if we sell a customer list to a buyer, and simultaneously enter into a sales agreement with him for the sale of goods, we need to assess if the buyer can benefit from the customer list independent of the sales agreement. Such condition would usually be met if he can produce the goods himself, or if he can buy them from parties other than the vendor. In this case, the customer list is distinct, and the gain on sale from the customer list would be recognized when the customer list has been transferred to the buyer. If the customer list is not distinct, then the gain on sale would generally be recognized over the term of the sales agreement. 
b) the good or service is capable of being distinct from a contractual point of view: the entity’s promise to transfer the good or service to the customer is separately identifiable from other promises in the contract 
Factors that indicate that a vendor’s promise to transfer an element to the customer is separately identifiable include:
· the entity does not provide significant service of integrating the good or service with other goods or services promised in the contract as a bundle which represents a combined output for which the customer has contracted.  Otherwise said, the entity is not using the good or service as an input to produce the combined output specified by the customer;
· The good or service does not significantly modify or customize another good or service promised in the contract; 
· The good or service is not highly dependent on (or highly interrelated with) other promised goods or services promised in the contract.  
Examples
Background A:
Syensqo will build an asset for a customer, in exchange for a consideration of 1 M€. Syensqo signs a supply contract for a specific product with the same customer.  The asset will be built on the customer’s site and will be used and controlled by the customer.  The customer buys products from Syensqo to operate the asset.    The customer could not use the asset without Syensqo’s products.  The asset does not have a stand-alone value for the customer without Syensqo supplying products.  
Conclusion:
Payments for the asset are not distinct from other payments for the purchase of products. As such, the 1 M€ consideration will be recognized as revenue over the non-cancelable term of the sales of goods agreement. 
Background B:
Same as above, except that the customer buys products from Syensqo to operate the asset but could operate the asset with products bought from a different supplier than Syensqo.  Consequently, the asset has a stand-alone value for the customer, since the customer could use the asset without Syensqo’s products.
Conclusion:
Payments for the asset are distinct from other payments for the purchase of products. As such, the 1 M€ consideration will be recognized as revenue when the asset is built (to analyze if at the end of the construction or over the term of the construction – see below). 
Background C:
A Syensqo’s asset current capacity is 100KT.  Syensqo will increase the capacity of this asset by 20 KT, so to be able to deliver additional products to customer A.  Customer A will reimburse Syensqo for its investment in the increased capacity, but will not obtain control over (the increased capacity of) the asset.  
Conclusion:
Payments for increased capacity are not distinct from other payments for the purchase of products. As such, the consideration (reimbursement) received upfront will be recognized as revenue over the non-cancelable term of the sales of goods agreement.
c. [bookmark: _heading=h.ovgig0jzrf6c]Step three – Determine the transaction price
The transaction price is the amount of consideration the entity expects to be entitled to in exchange for transferring promised goods or services to a customer.  This will often be the amount specified in the contract.  However, the entity is also required to consider its customary business practices and, if these indicate that a lower amount will be accepted then this is the expected consideration.  
The consideration promised in a contract with a customer may include fixed amounts, variable amounts, or both.
Variable consideration  
Variable consideration can arise for a wide range of reasons, including discounts, rebates, refunds, credits, price concessions, incentives, performance bonuses, penalties, …
The contract between an entity and its customer is key in this assessment.  However, the variability in the amount of consideration receivable may arise if the customer has a valid expectation arising from the entity’s customary business practices, published policies or specific statements that the entity will accept an amount of consideration that is less than the price stated in the contract.  
i. Estimating variable consideration
An entity estimates the amount of consideration to which it is entitled by using either of the following methods, depending on which method the entity expects to better predict the amount of consideration to which it will be entitled:
· The expected value: sum of probability weighted amounts in a range of possible consideration amounts. This may be an appropriate approach if an entity has a large number of contracts with similar characteristics.
· The most likely amount: the most likely outcome from the contract.  This may be an appropriate estimate if the contract has only two possible outcomes (e.g. an entity either achieves a performance bonus or does not).
The method selected shall be the one that best suits, based on facts and circumstances (not a free choice).  Once it selects an approach, an entity is required to apply that approach consistently (a) to similar types of contracts, and (b) over time.
An entity may use different approaches for estimating different types of variable consideration within a single contract.
ii. Constraining the cumulative amount of revenue recognized
In order to avoid overly optimistic estimates and related revenue recognized, a constraint on the amount of variable revenue that can be recognized has been introduced.
An entity shall include in the transaction price some or all of an amount of variable consideration only to the extent that it is highly probable that a significant reversal in the amount of cumulative revenue recognized will not occur when the uncertainty associated with the variable consideration is subsequently resolved.  An entity shall consider both the likelihood and the magnitude of the revenue reversal.  If the consideration for a single performance obligation includes both a fixed and a variable amount, the entity would assess the magnitude of a possible revenue reversal of the variable amount relative to the total consideration (the total of variable and fixed consideration). If a significant reversal could occur, the related revenue is deferred until it becomes highly probable that no significant reversal will occur. 
When an entity determines that it is highly probable that a change in the estimate of variable consideration would result in a significant revenue reversal, the amount of variable consideration that must be included in the transaction price is limited to the amount that would not result in a significant revenue reversal.
In practice
Volume rebates settled in cash and early payment discount granted to customer: the cumulative amount of revenue recognized under a sales contract takes into account a best estimate of volume rebates that will be given to the customer. In other words, these rebates/discounts are deducted from revenue. 
Volume rebates settled in the form of free product: the same applies when free product is expected to be given: the cumulative amount of revenue recognized under a sales contract takes into account a best estimate of the sales value of free product that will be given to the customer. This deferred revenue will be recognized when the free product is actually delivered. 
Additional billings to customer contingent on attaining certain performance conditions: the cumulative amount of revenue recognized under a sales contract does not take into account the additional billings unless it becomes highly probable that the performance conditions that entitle us to those additional billings will be attained. 
iii. Specific types of variable consideration
Rights of return even if the goods meet the quality specifications
A right of return does not represent a separate performance obligation.  Instead, a right of return affects the transaction price and the amount of revenue an entity can recognize for satisfied performance obligations.  
In other words, right of return creates variability in the transaction price because it affects the transaction price and the amount of revenue an entity can recognize for satisfied performance obligations.  
An entity will estimate the transaction price and apply the constraint to the estimated transaction price.  In doing so, it will consider the products expected to be returned in order to determine the amount to which the entity expects to be entitled (excluding the products expected to be returned).  
An entity will recognize the amount of expected returns as a refund liability, representing its obligation to return the customer’s consideration.  The portion of revenue subject to the constraint would not be recognized until the amounts are no longer subject to the constraint, which could be at the end of the return period.  At the time of initial sale, the entity recognizes a return asset (adjustment of cost of goods sold) for its right to recover the goods returned by the customer.  
Example
· Sale of 100 products, unit price of 10 € - Total consideration = 1 000 €
· Cash is received when products are transferred 
· Products can be returned within 30 days, in which case customer is fully repaid
· The cost of a product is 6 €
· The costs to recover the product are insignificant.
We estimate that 97 products will not be returned.
[image: ]
Volume discounts
Volume discounts typically require a customer to purchase a specified amount of goods or services, after which the price of additional goods or services decreases. These arrangements include variable consideration because the total amount to be paid by the customer is not known at contract inception and is affected by the amount of goods or services ultimately purchased.
A similar treatment applies when free product is expected to be given, i.e. vs. a volume discount settled in cash: when the sale of products takes place, a portion of the revenue, corresponding to the free product expected to be delivered, is deferred. This deferred revenue will be recognized when the free product is actually delivered. All other things being equal, such achieves a constant revenue per unit of product sold (i.e. products charged for and products delivered for free).
Example
We enter into a contract with a customer that stipulates that the price per unit will decrease as sales volume increases as follows:

	Price per unit
	Sales volume

	100 €
	0 – 1 000 units

	90 €
	1 001 – 3 000 units

	85 €
	3 001 units and above



We believe we will sell 2 500 units for the year 20X8, based on our experience with this customer and forecasted sales.  
Transaction price:
100 € x 1 000 units = 			100 000 €
90 € x 1 500 units = 			135 000 €
					235 000 €
Average price per unit as a basis for revenue recognition: 235 000 € / 2 500 units = 94 € per unit.
iv. Significant financing component – if payment terms exceed 12 months
As a practical expedient, adjustments for the effects of a significant financing component only apply if the entity expects at contract inception that the period between (a) the point at which the entity recognizes revenue and (b) the date of payment from the customer will be one year or less.  
If the timing of payments provides the customer or the vendor with a significant benefit of financing the transfer of goods or services, the transaction price is adjusted to reflect this financing component.  When the customer pays in arrears, the entity is effectively providing financing to the customer.  Conversely, when the customer pays in advance, the entity has effectively received financing from the customer.
An entity shall adjust the promised consideration for the effects of the time value of money, using the discount rate that would be reflected in a separate financing transaction between the entity and its customer at contract inception.  The financing component of the transaction price is recognized as interest expense (when the customer pays in advance), or interest income (when the customer pays in arrears).  
v. Consideration payable to a customer
Consideration payable to a customer includes cash amounts that a vendor pays, or expects to pay, to a customer.  It can relate to credits or other items such as coupons or vouchers that can be applied against amounts owed to the vendor, but it can also relate to compensation for costs incurred by the customer (such as marketing expenses).  
Consideration payable to a customer is accounted for as a reduction of the transaction price (and hence, a reduction of revenue), unless the payment to the customer is in exchange for a distinct good or service that the customer transfers to the entity.  In this case, Syensqo will account for the consideration in the same way that it accounts for other purchases from suppliers if the consideration paid corresponds to the fair value.
In practice
· Payment of commissions to distributor based on sales made by them: depending on the nature of the service performed, part of the commission could be treated as a rebate (i.e. presented as a deduction from revenue) or rather as operating expenses.  An example of operating expense could relate to marketing services the distributor performs on our behalf. Further analysis on the substance of the commissions is required to support their presentation.
· Upfront, the vendor funds a part of the customer’s investment in a production asset, which is required to make use of the vendor’s products: in this case, the vendor generally doesn’t obtain control of a distinct item, and the payment is initially presented as a prepaid, and will be recognized as a deduction from revenue over the non-cancelable term of the sales agreement. 
· Upfront, the customer incurs costs related to his supply contract with the vendor and the vendor reimburses the customer for those costs.  The vendor does obtain control of a separate item (eg the vendor controls the production asset, or obtains a service from the customer that has stand-alone value). Amounts paid by the vendor to the customer are either expensed (if service) or capitalized (if the vendor obtains control over the asset).
· Prepayment made in the framework of a tolling/capacity/take-or-pay agreement: the question raised is whether this prepayment shall be recognized as an intangible, and therefore be amortized/recycled below EBITDA, or as an advance payment, and therefore be recycled in EBITDA.  In order to recognize an intangible on our balance sheet, we have to obtain a contractual right that provides us with control over the intangible item. Examples: licenses, patents or intellectual property. On the other hand, we recognize an advance payment when we make a prepayment on a contract, but without giving us control over an intangible item.  Therefore, in the case of a prepayment made in the framework of a tolling/capacity/take-or-pay agreement that is not a lease, the prepayment shall be recognized as an advance payment, as it does not provide us with control over an intangible asset.  This advance payment has to be recycled in EBITDA (deduction from revenue) over the duration of the agreement.
vi. Consideration payable to party other than customer
The vendor incurs costs to obtain a contract (legal fees, commissions, etc) paid to a third party. Those costs can qualify as intangible items, in which case they will be amortized over the expected term of the customer contract.
vii. Fees disconnected from the flow of goods
Non-refundable upfront fees
Entities may receive payments from customers before they provide the contracted service or deliver a good.  Upfront fees generally relate to the initiation, activation or set-up of a good to be used or a service to be provided in the future.  Upfront fees also may be paid to grant access to or to provide a right to use a facility, product or service.  Entities must evaluate whether non-refundable upfront fees relate to the transfer of a good or service that is distinct from the future sales agreement.  In many situations, an upfront fee represents an advance payment for future goods or services.  In addition, the existence of a non-refundable upfront fee may indicate that the arrangement includes a renewal option for future goods and services at a reduced price (if the customer renews the agreement without the payment of an additional upfront fee).  
Example
Syensqo enters into a 2-year contract with a customer, and receives a non-refundable lump sum payment of 2 M€ at signing. 
The fees impact revenue when the related goods are sold, meaning the revenue recognition impact is disconnected from the cash impact stemming from the fees. 
Unavoidable end-of-contract fees
Entities may be contractually required to make a payment to a customer at the end of a contract.  Such is not an early termination penalty, but an unavoidable payment to be made to customer at the expiration of a contract.   Given that there would not be any distinct goods or services delivered by the customer to Syensqo at the expiration of the agreement (also see section v above in this respect), this compensation should be considered as a negative price adjustment corresponding to variable consideration on delivery of goods over the contract period.  As such, the termination compensation liability should be recognized over the expected term of the sales agreement, as a decrease of revenue. This expected term of the sales agreement includes renewal periods, assuming the customer has an economic incentive to renew, and has renewed its agreement with the vendor in the past. 
ALERT OF GROUP ACCOUNTING AND REPORTING: Obligations to make end of contract payments in case the vendor decides to terminate the agreement, stemming from legal requirements, are not recognized unless the vendor has notified the customer of its decision to terminate the agreement. In those cases, for liabilities in excess of M€ 1, please notify GAR. 
Example
Syensqo enters into a 3-year contract with a distributor.  At the expiration of the contract, Syensqo has to pay a compensation corresponding to 2 months of net margin earned by the distributor over the average of 12 months preceding expiry of the agreement.  In this case, when recognizing revenue for goods sold over the term of the contract, Syensqo shall gradually recognize the compensation payable at the expiration of the contract, by reducing its revenue accordingly. Over the term of the agreement, the cumulative obligation recognized (% of total obligation expected to be due at the expiry of the sales agreement) is calculated proportionate to the cumulative revenue recognized to-date (% of total revenue expected over the term of the sales agreement). 
d. [bookmark: _heading=h.aofya4ohrrc5]Step four – Allocate the transaction price to the performance obligations
In step four, the entity allocates the transaction price to each performance obligation (or distinct good or service) in an amount that depicts the amount of consideration to which the entity expects to be entitled in exchange for transferring the promised goods or services to the customer. The starting point for the allocation is the stand-alone selling price of each performance obligation.  
1. [bookmark: _heading=h.b12bxfuledq7]Estimate the stand-alone selling prices
The stand-alone selling price is the price at which an entity would sell a good or service on a stand-alone basis at contract inception.  The best evidence of a stand-alone selling price is the observable price of a good or service when the entity sells that good or service separately in similar circumstances and to similar customers. If a stand-alone selling price is not directly observable, an entity shall estimate this price.  Suitable methods for estimating the stand-alone selling price:
· Adjusted market assessment approach (based on external factors): estimating the price that a customer in the particular market would be prepared to pay, which might include referring to prices charged by the entity’s competitors for similar goods or services, and adjusting those prices to reflect the entity’s costs and margins.  
· Expected cost plus a margin approach (based on internal and external factors): forecast expected costs of satisfying a performance obligation and then add an appropriate margin (that the market would be willing to pay) for that good or service.
· Residual approach: estimate the stand-alone selling price by reference to the total transaction price less the sum of the observable stand-alone selling prices of other goods or services promised in the contract. The remainder of the transaction price is allocated to the good or service for which an estimate could not reasonably be made. This method is only allowed if the selling price is highly variable of uncertain.    
2. [bookmark: _heading=h.e38o2ukbrhx8]Allocate the transaction price 
Once the entity has determined the stand-alone selling price for the separate goods and services, the entity allocates the transaction price to those performance obligations.  The transaction price is allocated to each separate performance obligation based on the proportion of the stand-alone selling price of each performance obligation to the sum of the stand-alone selling prices of all of the performance obligations in the arrangement.  
3. [bookmark: _heading=h.f71uj5vg2xoc]Exception to the relative stand-alone selling price allocation: allocation of a discount
This exception allows variable consideration to be allocated entirely to one or more (but not all) performance obligations in the contract.  
A discount exists if the sum of the stand-alone selling prices of the goods or services in the contract exceeds the consideration payable by the customer.  
In principle, a discount is allocated proportionately to all performance obligations in the contract, unless there is evidence that the discount is attributable to only some performance obligations in a contract.  If this is the case, the entity allocates the discount to the goods or services to which it relates.
Example
Syensqo regularly sells Products A, B and C individually, thereby establishing the following stand-alone selling prices:
	Product
	Stand-alone selling price (€)

	Product A
	40

	Product B
	55

	Product C
	45

	Total
	140



In addition, the entity regularly sells Products B and C together for CU60.
Case A:
Syensqo enters into a contract with a customer to sell Products A, B and C in exchange for 100€. Syensqo will satisfy the performance obligations for each of the products at different points in time.
The contract includes a discount of 40€ on the overall transaction, which would be allocated proportionately to all three performance obligations when allocating the transaction price using the relative stand-alone selling price method. However, because Syensqo regularly sells Products B and C together for 60€ and Product A for 40€, it has evidence that the entire discount should be allocated to the promises to transfer Products B and C.
If Syensqo transfers control of Products B and C at the same point in time, then Syensqo could, as a practical matter, account for the transfer of those products as a single performance obligation. That is, Syensqo could allocate 60€ of the transaction price to the single performance obligation and recognize revenue of 60€ when Products B and C simultaneously transfer to the customer.
If the contract requires the Syensqo to transfer control of Products B and C at different points in time, then the allocated amount of 60€ is individually allocated to the promises to transfer Product B (stand-alone selling price of 55€) and Product C (stand-alone selling price of 45€) as follows:
	Product
	Allocated transaction price (€)

	Product B
	33 (55/100 x 60)

	Product C
	27 (45/100 x 60)

	Total
	60



Case B:
Syensqo enters into a contract with a customer to sell Products A, B and C as described in Case A. The contract also includes a promise to transfer Product D. Total consideration in the contract is 130€. The stand-alone selling price for Product D is highly variable because the entity sells Product D to different customers for a broad range of amounts (15€–45€). Consequently, Syensqo decides to estimate the stand-alone selling price of Product D using the residual approach.
Before estimating the stand-alone selling price of Product D using the residual approach, Syensqo determines whether any discount should be allocated to the other performance obligations in the contract. As in Case A, because the entity regularly sells Products B and C together for 60€ and Product A for 40€, it has observable evidence that 100€ should be allocated to those three products and a 40€ discount should be allocated to the promises to transfer Products B and C. Using the residual approach, Syensqo estimates the stand-alone selling price of Product D to be 30€. 
Syensqo observes that the resulting 30€ allocated to Product D is within the range of its observable selling prices (15€–45€). Therefore, the resulting allocation is acceptable.
4. [bookmark: _heading=h.ohndobz68p3v]Exception to the relative stand-alone selling price allocation: allocation of a variable consideration
Variable consideration may be attributable either to the entire contract, or to specific parts of the contract, such as one or more performance obligations in the contracts or one or more distinct goods or services promised in a series of distinct goods or services that form part of a single performance obligation. 
A variable consideration is allocated entirely to a performance obligation if both:
· The terms of a variable payment relate specifically to the entity’s efforts to satisfy the performance obligation or transfer the distinct good or service (or a specific outcome from satisfying the performance obligation or transferring the distinct good or service); and
· The allocation is consistent with the allocation objective.
e. [bookmark: _heading=h.9rb5nc1pvn75]Step five – Recognize revenue when each performance obligation is satisfied
Revenue is recognize when the entity satisfies an identified performance obligation, by transferring a promised good or service to a customer.  A good or service is generally considered to be transferred when the customer obtains control.  
Control in the context of IFRS 15 is the ability to direct the use of, and obtain substantially all of the remaining benefits from, an asset.  Control also means the ability to prevent others from directing the use of, and receiving the benefits from, a good or service.
When evaluating whether a customer obtains control of an asset, an entity considers any agreement it negotiated to repurchase the asset transferred to the customer, or a component of that asset.  
For each performance obligation, an entity determines at contract inception whether control is transferred (a) over time or (b) at a point in time. In general, when Syensqo is selling goods to its customers, related performance obligations are satisfied at a point in time, meaning revenue is recognized at a point in time. 
1. [bookmark: _heading=h.ua741fo5neo5]Performance obligations satisfied over time
i. Conditions
Revenue is recognized over time, if one of the following criteria is met:
· The customer simultaneously receives and consumes the benefits provided by the entity’s performance as the entity performs: this is the case if an entity determines that another entity would not need to substantially re-perform the work that the entity has completed to date if that other entity were to fulfil the remaining performance obligation to the customer. As an example, routine or recurring services such as cleaning services can meet this criterion: if 40% of a building has been cleaned, if another entity resumes the service, it does not need to clean this 40% again. This criterion generally would not apply to the production of goods at Syensqo for sale to the customers.
· The entity’s performance creates or enhances an asset that the customer controls as the asset is created or enhanced.  For example, the construction of an asset on a customer’s site can meet this criterion. The production of standard goods that will be sold to a portfolio of customers at the discretion of the vendor does not meet this criterion. 
· The entity’s performance does not create an asset with an alternative use to the entity and the entity has an enforceable right to payment for performance completed to date. 	Such criterion could apply in case a highly specialized asset is produced for a customer, and the vendor protects its economic interests by contractually requiring the customer to make payments for performance to-date when the contract is terminated by that customer or another party, other than for reasons of failure to perform by the vendor.
Alternative use: goods that are interchangeable do have alternative use. An asset created by an entity’s performance does not have an alternative use if the entity is either restricted contractually from readily directing the asset for another use during the creation or enhancement of that asset or limited practically (i.e. the entity would incur significant economic losses) from readily directing the asset in its completed state for another use, such as selling it to a different customer.  For example, an entity may be practically limited from redirecting assets that have design specifications that are unique to a customer.  When an entity is creating something that is highly customized for a particular customer, it is less likely that the entity could use that asset for any other purpose. 	
Enforceable right to payment for performance completed to date: including a payment schedule in a contract in itself is not conclusive of the fact that the entity has the right to payment for performance completed to date.  The enforceable amount must at least compensate the entity for performance completed to date.
ii. Measuring progress
For each performance obligation satisfied over time, an entity shall recognize revenue over time by measuring the progress towards complete satisfaction of that performance obligation.
Output method
Output methods recognize revenue on the basis of direct measurements of the value to the customer of the goods or services transferred to date relative to the remaining goods or services promised under the contract (surveys of performance, appraisals of results achieved, milestones reached, time elapsed and units produced or delivered).
Input method
Input methods recognize revenue on the basis of the entity’s efforts or inputs to the satisfaction of a performance obligation (resources consumed, labor hours expended, costs incurred, time elapsed or machine hours used) relative to the total expected inputs to the satisfaction of that performance obligation.
2. [bookmark: _heading=h.t1w6kuu380i1]Performance obligations satisfied at a point in time
By default, if a performance obligation is not satisfied over time, an entity satisfies the performance obligation at a point in time.  To determine the point in time at which a customer obtains control of a promised asset and the entity satisfies a performance obligation, an entity shall consider indicators of the transfer of control, which mainly include:
· The entity has a present right to payment for the asset
· The customer has legal title to the asset
· The entity has transferred physical possession of the asset
· The customer has the significant risks and rewards of ownership of the asset (to that end, we analyze incoterms applied) 
· The customer has accepted the asset
5. [bookmark: _heading=h.4xer7fte6apj]Other topics
a. [bookmark: _heading=h.dgcb0cgjk7u8]Customer take or pay obligations
For volumes not taken, but expected to be paid for:
· Customer is not entitled to future make-up volumes: revenue is recognized at the expiration of the stated take-or-pay period (e.g., every 12 months) as Syensqo has no further performance obligations (i.e., it has no obligation to deliver the unused volumes in the future). Also, the customer is not contractually obliged to pay the amount for the unused volumes until this time (i.e., the entity does not have an unconditional right to receive cash).
· Customer is entitled to future make-up volumes: the amount due by the customer is recognized as deferred/unearned revenue, and is recognized as revenue at earliest of (a) the moment of future make-up deliveries or (b) when the right to make-up deliveries expires unused. 
Additionally, if Syensqo does not expect to bill the amount – for example, for commercial reasons – no revenue is recognized until agreement on incremental billings has been reached with the customer. 

b. [bookmark: _heading=h.n6a78y47r4t1]Non-monetary exchanges (“swaps”)
1. [bookmark: _heading=h.5aay49s4vro]Scope
This section explains how to account for swap contracts with other entities in the same line of business to facilitate sales to customers or potential customers. There are time swaps and geographical swaps. They are generally entered into in order to optimize production costs, and time needed to produce, by exchanging raw materials, intermediary goods or finished goods with the other entity. Under these agreements, Syensqo would swap similar or dissimilar goods with those other entities based on both customer’s needs and available resources in different regions. The separate buy and sell transactions could take place during different reporting periods or including different years.
For example, a Syensqo entity in Brazil may buy goods from a competitor in Brazil to serve its customers located in the country. In exchange, a Syensqo entity in Europe would sell to the competitor similar or dissimilar goods in Europe.
Such swap contracts contain both a purchase and a sales leg of which the fair values generally are comparable. In some cases, contracts contain a swap as well as a sale or purchase. 
2. [bookmark: _heading=h.a1xd5wt6z6d4]Accounting treatment 
Non-monetary exchanges of goods with entities in the same line of business do not result in the recognition of revenue.  The rationale is that, because the sale occurs (a) with an entity in the same line of business, (b) contingent on a purchase, and (c) so to facilitate the actual sales to Syensqo’s customers, no real sale has actually occurred when executing the sales leg in the swap transaction.  
3. [bookmark: _heading=h.4hxdz7l6p0mo]Accounting entries 
Example (excluding tax impacts):
•	Syensqo’s production cost of the swapped goods A 900
•	Price at which goods A are sold to the third party entity 970
•	Price at which goods B are bought from the third party entity 1.000
•	Price at which Syensqo sells the goods to its customers 1.060
a. [bookmark: _heading=h.4fynip4aje2p]Swap example 1 - Sale followed by a purchase
Suppose Syensqo sells goods A in Europe then purchases the goods B in Brazil.
First leg of the swap 
Sale of goods A in Europe to the third party entity:
	Accounts receivables / Cash
	970
	

	Revenue
	
	970

	Cost of sales
	900
	

	Inventory
	
	900



Entries for Syensqo reporting purposes eliminating the sales (to be booked in the package):
	Revenue
	970
	

	Cost of sales
	
	900

	Temporary swap accounts 
	
	70



The temporary swap account in the balance sheet reflects the margin of the transaction, which is equal to the difference between the price paid by the entity and the inventory cost for Syensqo, or 970 - 900 = 70. 
This temporary swap account should not be recycled to profit or loss until the goods B are sold to Syensqo customers.
An explanation of how to treat this temporary swap account at the end of each accounting period is given in Section "Treatment of the temporary swap account at the end of the accounting period – Deduction from inventory" below.
Second leg of the swap 
Purchase of goods B in Brazil from the third party entity:
	Inventory
	1000
	

	Accounts payable / Cash
	
	1000



Sale of these goods B to Syensqo customers:
	Accounts receivable / Cash
	1060
	

	Revenue
	
	1060

	Cost of sales
	1000
	

	Inventory
	
	1000



Since the goods have now been sold to Syensqo customers, the temporary swap account in the balance sheet shall be recycled in Cost of sales. This is to reflect the costs of sale Syensqo would have incurred had it not concluded the swap transaction:
	Temporary swap accounts
	70
	

	Cost of sales
	
	70



Therefore the overall swap combined with the sale of goods to end customers would appear as follows in Syensqo’s consolidated financial statements:
	Balance sheet
	Income statement

	Assets
	Equity & liabilities
	

	Cash
	1030
	Equity 
	130
	Revenue
	1060

	Inventory
	-900
	
	
	Cost of sales
	- 930

	Total
	130
	Total
	130
	Operating income
	130


 
b. [bookmark: _heading=h.15jp5x72xg9h]Swap example 2 - Purchase followed by a sale
Suppose Syensqo purchases goods A in Asia to sell to Asian customers, then sells goods B in Europe.
First leg of the swap
Purchase of goods A in Asia from the third party entity:
	Inventory
	1000
	

	Accounts payable / Cash
	
	1000



Sale of these goods to Syensqo customers:
	Accounts receivable / Cash
	1060
	

	Revenue
	
	1060

	Cost of sales
	1000
	

	Inventory
	
	1000


Second leg of the swap
Sale of goods to the third party entity in Europe:
	Accounts receivable / Cash
	970
	

	Revenue
	
	970

	Cost of sales
	900
	

	Inventory
	
	900



However, this transaction should not generate any revenue in Syensqo’s consolidated financial statements, so the following entry shall be made:
	Revenue
	970
	

	Cost of sales
	
	900

	Temporary swap account
	
	70



Because the goods have already been sold to Syensqo customers in Asia, the temporary swap account in the balance sheet shall be cleared immediately through an offsetting entry in Cost of sales.  The accounting entries are as follows:
	Temporary swap account
	70
	

	Cost of sales
	
	70



Therefore the overall swap combined with the sale of goods to end customers would appear as follows in Syensqo’s consolidated financial statements:
	Balance sheet
	Income statement

	Assets
	Equity & liabilities
	

	Cash
	1030
	Equity 
	130
	Revenue
	1060

	Inventory
	-900
	
	
	Cost of sales
	- 930

	Total
	130
	Total
	130
	Operating income
	130



4. [bookmark: _heading=h.peg8ujw8vrza]Treatment of the temporary swap account at the end of the accounting period - Deduction from inventory
At the end of each quarter, any credit balance in the temporary swap account shall be reclassified to inventory acquired in the swap transaction, hence decreasing the cost of those inventory items at consolidated level.
This is because the margin from the sale of goods to the partner is included in (/deducted from) the recognized inventory value of the goods received in the swap. However, there may be situations when the goods have not yet been purchased, or have only partially been purchased. In this case, only a pro rata portion of this temporary swap account shall be reclassified to those inventory items. 
5. [bookmark: _heading=h.y3mrshdcodka]Off balance sheet commitments that must be disclosed if a purchase transaction under a swap contract has not been completed at the period end date
At the end of each year, any material outstanding commitment related to a purchase transaction following an unbalance (ie more sales than purchased took place at end of period) under a swap contract must be disclosed in the company’s off-balance sheet commitments.
c. [bookmark: _heading=h.jztnrjsce5zg]Contract modifications
Parties to an arrangement frequently agree to modify the scope or price (or both) of their contract.  If that happens, an entity must determine whether the modification creates a new contract or whether it is accounted for as part of the existing contract.
A contract modification exists when the parties to a contract approve a modification that either creates new or changes existing enforceable rights and obligations of the parties to the contract.
6. [bookmark: _heading=h.v9ztestfgmy5]Contract modification represents a separate contract
Two criteria must be met for a modification to be treated as a separate contract:
· The additional goods and services in the modification must be distinct from the goods and services in the original agreement.  
· The amount of consideration expected for the additional goods or services must reflect the stand-alone selling price of those goods or services.  
For these modifications, the original contract is not affected and the revenue recognized to date on the original contract is not adjusted. In this case, the revenue stemming from the original contract continues to be accounted for independent of the accounting of the new contract. 
Example
Background:
Original contract: 
Sale of 120 products 
Unit price: 100 €
Transfer of the products over 6 months, at a point in time

Contract modification:
Delivery of additional 30 products
Unit price: 90 €
Additional products are similar to the products of the original contract.

Additional products are distinct and the pricing for additional products reflects their stand-alone selling price 

Conclusion:
Revenue per product delivered under original contract measured based on unit price of 100€. Revenue per product delivered under new contract measured based on unit price of 90 €.

7. [bookmark: _heading=h.9g9nzuho4vn7]Contract modification is not a separate contract and goods/services are distinct
In this case, the amount of consideration expected for the additional goods or services does not reflect the stand-alone selling price of those goods or services. After the contract modification, if the remaining goods and services are distinct from the goods or services transferred on, or before, the contract modification, the entity accounts for the modification as if it were a termination of the old contract and the creation of a new contract.  
For these modifications, the revenue recognized to date on the original contract is not adjusted.  Instead, the remaining portion of the original contract and the modification are accounted for, together, on a prospective basis by allocating the remaining consideration to the remaining performance obligations of the original and the new contract.
Example
	
	Original contract
	Additional contract

	Quantity
	120
	30

	Unit price (€)
	100
	50



The customer discovers that the initial 60 products already transferred to the customer under the original contract contained minor defects that were unique to those delivered products.  The entity promises a partial credit of 15 € per product to compensate the customer for the poor quality (total credit : 60 x 15 € = 900 €).
The credit is incorporated into the price that the entity will charge for the additional 30 products 🡪 the contract modification specifies that the price of the additional 30 products is 1 500 € (or 50 € per product), calculated as follows : (30 x 80 €) – (60 x 15 €). 
The 80 € is not the stand alone selling price of the goods.
Accounting treatment:
· At modification time: reduction of revenue by 900 € for the initial 60 products previously transferred
· Additional products are distinct 🡪 Termination of the existing contract and creation of a new contract
New unit price for remaining products to be delivered: 

8. [bookmark: _heading=h.m7kohtquzmqu]Contract modification is not a separate contract and goods/services are not distinct
The remaining goods and services to be provided after the contract modification may not be distinct and, therefore, form part of a single performance obligation that is partially satisfied at the date of modification.  In this case, the entity accounts for the contract modification as if it were part of the original contract and the entity adjusts revenue previously recognized to reflect the effect that the contract modification has on the transaction price and the measure of progress (cumulative catch-up).

Example
Background:
We enter into a 2-year arrangement with a customer to construct a building for 300 K€ (= single performance obligation). Costs are estimated to be 200 K€.  By the end of the first year, we have satisfied 60% of our performance obligation and have recognized 180 K€ (60% of 300 K€) as revenue and 120 K€ (60% of 200 K€) as COGS. 
At the end of the first year, we agree to modify the original floor plan, which will increase the transaction price and expected cost by approximately 100 K€ and 40 K€, respectively.   As a consequence, the percentage of completion of the project is no longer 60% but only 50%.
The modification does not create a separate performance obligation as the remaining goods or services to be provided are not distinct from the initial ones.  
Conclusion:
Cumulative catch-up adjustment: 20 K€ as revenue (and 0 K€ as COGS).
Calculation additional revenue to recognize: (400 K€ x 50%) – 180 K€ = 20 K€
Calculation additional COGS to recognize: (240 K€ x 50%) – 120 K€ = 0 K€

d. [bookmark: _heading=h.y990qq24na2w]Customer options that provide a material right - vouchers
When an entity grants a customer the option to acquire additional goods or services, that option is only a separate performance obligation if it provides a material right to the customer.  The right is material if it results in a discount that the customer would not receive without entering into the contract.  A material right is a promise embedded in a current contract that should be accounted for as a separate performance obligation. In practice, economically, it can often be construed as a volume discount that takes into account volumes purchased by the customer during the initial term of the agreement. 
Example
We sell products for a total of 100 €.  We give the customer a 40% discount voucher for any future purchases up to 100 € in the next 30 days.  Selling price of the products in the next 30 days to the public does not change from today’s price (no general discounts expected to be offered).
We estimate there is a 80% likelihood that the customer will redeem the voucher.  The average price of additional volumes purchased by customer is 50 €.
The stand-alone selling price of the voucher is 16 € (= 50 € x 40% (discount) x 80% (probability voucher will be redeemed)).
[image: ]

[bookmark: _heading=h.mwtjhittytr7]Contract renewal rights granted to customer at a discount contingent on purchases under the existing contract
In this specific case, Syensqo grants the customer a right to renew a contract, with discount for future volumes purchased under this renewed contract, based on purchases under the existing contract.  Such requires deferral of a portion of revenue from sales under the existing contract, as explained below. This future discount is accounted for as a customer option.
Syensqo will need to evaluate whether the customer’s option to purchase goods or services in the future at a discount represents a material right (and is, therefore, accounted for as a performance obligation).  In making this evaluation, Syensqo would first evaluate whether the option exists independently of the existing contract. That is, would Syensqo offer the same pricing to a similar high volume customer independent of a prior contract with Syensqo? If yes, the volume discount is not a material right, as it is not incremental to the discount typically offered to a similar high-volume customer and therefore, is not a separate performance obligation. If Syensqo typically charges a higher price to a similar customer, such indicates that the volume discount is a material right to be accounted for separately.
If Syensqo determines that the volume discount promised is a material right for the customer, Syensqo will defer a portion of revenue recognized when goods are sold during the initial existing contract term.  Therefore, revenue recognition pattern is disconnected from cash flows received from the customer. 

Example
Syensqo enters into a 2-year contract with a customer.  If the customer purchases at least 1,000 tons of product A under the contract, Syensqo agrees to renew the contract for an additional year, and to grant a discount of 30% on the sales price of product A for future sales under the renewed contract.  Syensqo does not grant this type of discount to other similar customers.  Therefore, the promise of future discount constitutes a material right for the customer.  Consequently, revenue recognition of products sold under the initial contract is reduced, in order to take into account the future discount that will be granted under the renewed contract.
	
	Existing contract
	Renewed contract
	Total
	

	Unit price/ton
	20
	14
	
	

	Volume expected to be sold
	3,000
	1,800
	4,800
	(A)

	Revenue recognition under IAS 18
	60,000
	25,200
	85,200
	(B)

	Revenue recognition per ton under IFRS 15
	17.75
	17.75
	17.75
	(B/A)

	Revenue recognition under IFRS 15
	53,250
	31,950
	85,200
	


 
e. [bookmark: _heading=h.dpin13gd5bt]Repurchase agreements
A repurchase agreement is a contract in which an entity sells an asset and also promises or has the option to repurchase the asset.  
Repurchase agreements generally come in three forms:
· An entity’s obligation to repurchase the asset (a forward)
· An entity’s right to repurchase the asset (a call option)
· An entity’s obligation to repurchase the asset at the customer’s request (a put option)

1. [bookmark: _heading=h.nozjdcqou3oi]Forward or call option held by the entity
When an entity has the unconditional obligation (forward) or right (call option) to repurchase an asset, IFRS 15 is clear that the customer has not obtained control of the asset.  
IFRS 15 requires that an entity accounts for a transaction including a forward or a call option based on the relationship between the repurchase price and the original selling price.
If the entity has the right or obligation to repurchase the asset at a price less than the original selling price, the entity would account for the transaction as a lease.
If the entity has the right or obligation to repurchase the asset at a price equal to or greater than the original sales price, the entity would account for it as a financing arrangement.  In this case, the selling entity would continue to recognize the asset and would record a financial liability for the consideration received from the customer.  The difference between the consideration received from the customer and the considerations subsequently paid to the customer (upon repurchasing the asset) represents the interest and holding costs that are recognized over the term of the financing arrangement.  If the option lapses unexercised, the entity derecognizes the liability and recognizes revenue at that time.  
NB: all forwards and call options are treated the same way. The likelihood that they will be exercised is not taken into account. 
2. [bookmark: _heading=h.i5trjpmitsnl]Put option held by the customer
If the customer has the ability to require an entity to repurchase an asset at a price lower than its original selling price, the entity considers whether the customer has a significant economic incentive to exercise that right.  This determination influences whether the customer has truly control over the asset received, and hence whether the arrangement is treated as a lease or as a sale with a right of return.
If the repurchase price is expected to significantly exceed the market value of the asset (Original selling price > Repurchase price > Expected market value):
· If a customer has a significant economic incentive to exercise its right, the customer is expected to ultimately return the asset and the entity accounts for the agreement as a lease because the customer is effectively paying the entity for the right to use the asset for a period of time.
· If a customer does not have a significant economic incentive to exercise its right, the entity accounts for the agreement in a manner similar to a sale of product with a right of return, as described above.  
The repurchase price of an asset that is equal or greater than the original selling price, but less than or equal to the expected market value of the asset (Expected market value > Repurchase price > Original Selling price), must be accounted for as a sale of a product with a right of return.
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f. [bookmark: _heading=h.cj5ffu31k1c4]Contract costs
[bookmark: _heading=h.tij3wlwfc6g9]Incremental costs of obtaining a contract
Incremental costs are those costs incurred in obtaining a contract that would not have been incurred had that individual contract not been obtained.  Only costs such as sales commissions that are only paid if a specified contract is obtained are incremental. These costs are recognized as an asset and then amortized on a basis that reflects the transfer of goods or services to the customer.  
As a practical expedient, they can be recognized as an immediate expense if the amortization period would have been one year or less.  
[bookmark: _heading=h.70d9taqd55gp]Costs to fulfil a contract
Costs are considered costs to fulfil a contract if all of the following criteria are met:
· The costs relate directly to a contract that can be specifically identified;
· The costs generate or enhance resources of the entity that will be used to satisfy performance obligations in future; and
· The costs are expected to be recovered.



g. [bookmark: _heading=h.8fxbi7o43rnk]Warranties
There are two types of warranties:
· Assurance-type warranties: warranties that provide a customer with the assurance that the product will function as intended because it complies with agreed-upon specifications.  For these warranties a warranty provision is recognized against an operating expense.
· Service-type warranties: warranties that provide the customer with a service in addition to the assurance that the product complies with agreed-upon specifications.  These “additional service” warranties are accounted for as a distinct performance obligation. In other words, in those cases, a portion of revenue from sale of goods is not recognized when the goods are sold, but is recognized over the term of the service-type warranty.
Example
An entity manufactures and sells computers that include an assurance-type warranty for the first 90 days.  The entity also offers an optional “extended coverage” plan under which it will repair or replace any defective part for 3 years from the expiration of the assurance-type warranty.  This optional extended coverage plan is sold separately and represents a separate performance obligation.
Transaction price: 3 600 €
Stand-alone selling price of the computer: 3 200 €
Stand-alone selling price of the extended warranty: 400 €
Inventory value of the computer: 1 500 €
Costs estimate for defects arising within the 90-day coverage period: 200 €
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h. [bookmark: _heading=h.7b3s1akos3lg]Consignment arrangements
Consignment inventory consists of goods located at the customer’s premises, that will be billed to the customer at a later point in time, which generally is when he physically withdraws the inventory items for use in his production process or for resale. In practice contracts are written contracts, or purchase orders.
Revenue from sale of consignment inventory items shall be recognized at the moment the customer has obtained control over the goods.  We have identified several indicators to consider in determining whether control over goods delivered to a customer have passed to the customer.
	Indicators 
	Description of indicator

	Syensqo’s right of return or right to use goods, irrespective of customer’s actions including event of default
	During the term of the agreement, Syensqo does not have the right to request goods to be returned back, and is not allowed to use goods (eg for another customer) and replenish inventory at consignment location

	Customer’s right of return
	Customer does not have the right to return the goods during the term of the agreement

	Syensqo’s present right to invoice
	Syensqo has right to invoice for quantities delivered to the customer’s premises because Syensqo has the right to invoice: (a) when the goods are delivered, (b) when the goods are withdrawn from warehouse, or (c) after 30/60/90/120/xx days after delivery in case goods have not been withdrawn by customer at that time

	Termination conditions
	In case of termination of the agreement with customer, consignment inventory may not be returned back to Syensqo, and may have to be purchased by the customer

	Risk of price change
	Syensqo does not bear the risk of price change during the storage period

	Risk of deterioration of value
	The customer bears the risk of loss, theft or damage as soon as goods have been duly received and are located in the warehouse

	Legal title
	The customer becomes the legal owner of the goods once delivered to his warehouse

	Acceptance
	Customer cannot send back goods damaged during storage period

	Maximum stock levels
	Over-delivery by Syensqo is not allowed



It is very unlikely that indicators listed above will all lead to the same conclusion.  Moreover, the information about some indicators is not necessarily available in the contract.  Therefore, the indicators listed above appear in order of importance. Indicators evidenced in bold are key in order to assess at what moment control over goods has passed to the customer. 
Specific case: Syensqo’s right to payment is effective after 30/60/90/120/xx days after delivery if goods have not been withdrawn by customer at that time, and
· the customer has no right to return the goods during the period between delivery and Syensqo’s right to payment: indicative of fact that the control is transferred at moment of delivery;
· the customer has the right to return the goods during this period: indicative of fact that the control is transferred only when Syensqo has the right to payment, namely after 30/60/90/120/xx days after delivery.  
ALERT OF GROUP ACCOUNTING AND REPORTING: in case the expected contribution margin to be realized on consignment inventory held at period end is above 0,5 M€, the analysis has to be sent to the IFRS Desk for review.  In case the expected contribution margin to be realized on consignment inventory held at period end is above 1M€, the consignment arrangement has to be reported as a complex contract. 
i. [bookmark: _heading=h.lzca1ayfob88]Bill-and-hold arrangements
In this case, the entity invoices a customer for a product but, instead of delivering it to the customer, retains physical possession with the product being shipped or delivered to the customer at a later date.  The reasons might be: lack of storage capacity, inability to use the goods until a later date, delays in customer’s production schedule, …  The effect is that, in addition to selling the product, the entity provides a custodial service, to which a portion of the transaction price needs to be allocated.
The key condition to recognize revenue is the fact that the customer obtained control of the product.
For some contracts, a customer may obtain control of a product even though that product remains in an entity’s physical possession. In that case, the customer has the ability to direct the use of, and obtain substantially all of the remaining benefits from, the product even though it has decided not to exercise its right to take physical possession of that product. Consequently, Syensqo does not control the product but instead provides custodial services to the customer.
All following criteria must be met in a bill and hold arrangement to recognize revenue:
· the reason for the bill-and-hold arrangement must be substantive (for example, the customer has requested the arrangement);
· the  product must be identified separately as belonging to the customer;
· the product currently must be ready for physical transfer to the customer; and
· the entity cannot have the ability to use the product or to direct it to another customer.
· 
Example
Syensqo enters into a contract with customer A for the sale of goods.  On March 31, 20X6 A accepts the goods and requests that the goods be stored at Syensqo’s warehouse because it lacks storage capacity.  A has legal title to the goods and they arts can be identified as belonging to the customer.  Syensqo stores the goods in a separate section of its warehouse and they are ready for immediate shipment at the A’s request. Syensqo does not have the ability to use the goods or direct them to another customer.
Three performance obligations are identified, being to provide:
(a) the goods; and 
(b) the custodial services.
Revenue recognition for performance obligations occurs for (a) when control is transferred (at a point in time: March 31, 20X6), and for (b) as the custodial services are rendered (over time).
j. [bookmark: _heading=h.bqzrdwsda50x]Safety stocks
In some contracts, Syensqo is contractually obliged to keep available a minimum level of inventories to be able to satisfy future purchase orders of the customer.  Nevertheless, the contractual right to payment obtained by Syensqo is driven by each purchase order delivered by the customer. Those obligations to keep safety stocks will not be considered as a distinct performance obligation for revenue recognition purposes.
k. [bookmark: _heading=h.la8dbhtxtf1m]Royalties related to licenses of intellectual property
Recognition of revenue for licenses of intellectual property slightly differs from the requirements applied to all other promised goods and services.  Licenses of intellectual property may include licenses for software, technology, media and entertainment, franchises, patents, trademark, copyrights, …
Revenue shall be recognized upon the later of when the sale or usage occurs or the satisfaction of performance obligation to which some or all of the sales or usage-based royalty has been allocated.  
Example
Syensqo enters into a contract with a customer and promises to grant a franchise license that provides the customer with the right to use the Syensqo’s trade name and sell the Syensqo’s products for 10 years. In exchange for granting the license, Syensqo receives a sales-based royalty of five per cent of the customer’s monthly sales.
Revenue will be recognized as the customer realizes its monthly sales. 
l. [bookmark: _heading=h.9dhdp2n0t513]Principal vs agent
When the entity is an intermediate party, involved in providing its vendor’s goods or services to an ultimate customer, the entity must determine whether its performance obligation is to provide the good or service itself (i.e. the entity is principal) or to arrange for its own vendor to provide the good or service (i.e. the entity is agent). This determination affects whether the transaction is presented gross (i.e. revenue less costs of goods sold) or net (i.e. sales commission revenue).  When the entity is the principal, the revenue recognized is the gross amount to which the entity expects to be entitled.  When the entity is the agent, the revenue recognized is the net amount the entity is entitled to retain in return for its services as the agent.  
Indicators that an entity is a principal (and therefore controls the good or service before it is provided to a customer) include the following:
· Syensqo is primarily responsible for fulfilling the contract. Such generally means that Syensqo is responsible for the good meeting customer specifications);
· Syensqo has inventory risk before or after the goods have been ordered by a customer, during shipping or on return;
· Syensqo has discretion in establishing prices for the goods or services.
m. [bookmark: _heading=h.fzkseb61agcy]Trainings, technical services, hot line, technical assistance, packaging… provided to customer
Syensqo needs to consider whether these services represent separate promises to the customer.  If this is the case, a portion of the transaction price needs to be allocated to those separate performance obligations and revenue will be recognized for them as those services are rendered.  In practice, if the period of time during which those services are rendered corresponds to the period during which goods are delivered, impacts of not accounting for those services separately generally are not material. If this can be demonstrated, then those services are not accounted for separately. To the contrary, if services are rendered during periods subsequent to the period during which the goods will be delivered, or when impacts are material, those services are to be accounted for separately.









[bookmark: _heading=h.x5adrjx6pbpl]Document tracking – Versions
	Version
	Change(s)
	Date
	Changed by

	1
	Document issued
	January 2018
	IFRS Desk

	2
	Content of accounts added
Alerts to be sent to GAR added
	September 2018
	IFRS Desk

	3
	· Added that sales of green certificates are generally to be recognized in other revenue on activities (see 3.c)
· Statement of financial position BFC accounts added (see 3.d.)
	November 2019
	IFRS Desk

	4
	· [bookmark: _heading=h.1mrcu09]Removed reference to complex contract procedure for discounts promised for customer renewal (following amendment to CxC procedure) (section 2.)
	January 2020
	IFRS Desk

	5
	Added that GAR approval is required to recognize revenue from sales of RECs in Core Revenue
	November 2023
	IFRS Team

	6
	Solvay references replaced with Syensqo
Invalid document links removed
	April 2026
	IFRS Team
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