
 

 

Straight away 
IFRS bulletin from PwC 
 
Impact of AASB 15 on trail commission 
revenue 
 
What's happening? 

The introduction of AASB 15 Revenue from Contracts with Customers is causing many 
companies to reassess their revenue recognition policies. The question of how AASB 
15 affects accounting for trail commissions is a particularly challenging one. This paper 
explores the potential impact of AASB 15 on the accounting for trail commissions. 
 
What is a trail commission? 

A number of intermediaries enter into contracts with insurance companies and financial 
institutions that provide them with a commission for placing new insurance policies, 
mortgages or similar products on their behalf. The commissions are often paid up-front 
and incrementally for each year the policy holder renews or mortgage remains 
outstanding, for example.  A trail commission is a type of commission that is significantly 
different from paying or receiving an up-front commission. Trail commissions are usually 
paid or received over the life of the product, whereas up-front commissions are only 
paid or received at the time of the initial product sale. We don't consider up-front 
commissions in this publication. 
 
In which industries is payment or receipt of trail commissions 
common? 

Trail commissions exist in a wide range of industries. The most common examples are 
financial intermediaries such as insurance brokers, mortgage aggregators and 
mortgage brokers. 
 

How does AASB 15 affect the accounting for trail commission 
revenue?  

Under AASB 118 Revenue, we commonly observed entities recognising trail 
commission revenue when the amount could be reliably estimated. Some companies 
considered this to be when trail commissions were due to be received every month, 
while others considered this to be at the time of the initial sale of the underlying financial 
product.  
 
In situations where there are no substantive services to be provided by the intermediary 
after the initial sale,  AASB 15 could lead to an acceleration in revenue recognition 
when compared with AASB 118. That is, where the intermediary has no responsibilities 
to secure contract renewals or to perform any other activities under the contract, 
recognition of revenue at the time of the initial sale of the underlying financial product, 
including expected future trail commissions, may be appropriate. 
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What are the key accounting considerations under AASB 15? 

There are two key accounting considerations under the new revenue standard in 
situations where it has been determined that there is only one performance obligation: 
trail commission revenue measurement and discounting of trail commission receivable. 
 
Trail commission revenue measurement  

Under AASB 15, companies should first determine the “transaction price”, which is the 
amount of consideration the company expects to be entitled to in exchange for its 
services.  Variable amounts (ie. trail commissions) should be estimated using the 
method that best predicts the amount to be received. Companies should recognise the 
trail commission revenue only if it is highly probable that a change in the trail 
commission estimation would not result in a significant reversal of the cumulative 
revenue recognised. Where the “highly probable” criterion is not met, companies should 
constrain revenue and recognise a lower amount. 
 
In the case of companies receiving trail commissions, where there are large amounts of 
historical data and outcomes, an expected value approach is often the starting point for 
assessing the probability weighted average period of time over which a trail commission 
will be received and therefore the total amount expected to be received.  
 
A common situation where a company may not able to estimate the trail commission on 
a highly probable basis may be when there is a lack of historical data available, in 
particular for new products or services. Trail commission may also be highly susceptible 
to factors outside the company’s influence - for example, investment balances and 
volatility in a market - in which case, the trail commission may also be constrained and 
recognised each reporting period. Ultimately, companies  will need to reassess the 
estimate each reporting period, and over time, where sufficient historical data has been 
accumulated this may result in a change in the measurement basis.    
 
The impact of the constraint on variable consideration (or the “highly probable” criteria) 
might also be affected by whether it is assessed on a portfolio basis or on a contract by 
contract basis. 
 
The first approach is to assess trail commissions on a portfolio basis using historical 
data. Trail commission may be recognised for part of the portfolio if it would not be 
subject to significant risk of reversal.   
 
The second approach is to assess trail commissions on a contract by contract basis. In 
this case, it may be difficult to estimate the repayment period on an individual mortgage 
basis due to early repayments, or whether a policy holder will renew their individual 
policy.  
 
Applying the constraint at the contract level is likely to result in less up-front revenue 
and more revenue recognised at later dates. Companies should consider the most 
relevant and reliable policy based on its facts and circumstances.  
 
Discounting of trail commission receivable 

The recognition of trail commissions up-front will give rise to a contract asset (being the 
receivable from customer). The cash flows should be measured using the approach 
described under 'Trail commission revenue measurement' above. While AASB 15 does 
not require companies to apply discounting to contracts where the consideration is  
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variable and based on a future event that is not substantially within the control of the 
customer or the entity, it doesn’t prohibit it.1  
 
What should I do now? 
In cases where a company has no ongoing service obligations, companies should 
determine if commission revenues are trail commissions and, if so: 

• determine if there is appropriate historical information to reliably estimate 
revenues (for example, a new mortgage broker company may not have reliable 
historical data) 

• determine if the trail commission revenues can be reliably assessed at a 
portfolio level (contracts of similar characteristics) or contract by contract basis, 
and 

• determine an appropriate discount rate to discount the revenue. 
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1 This is based on guidance in IFRS 15 Revenue from Contracts with Customers, paragraph 60 and paragraph 
BC231, which clarify that discounting is not required, but is permitted. 
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