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Deferred Revenue
in M&A Transactions
By Jill T. Braunstein
and Caitlyn M. Ryan

Companies across a multitude of 
industries regularly utilise advance 
payment arrangements with their 
customers, especially in the technology, 
software and services industries. 
While such payment structures may 
be an ordinary part of doing business, 
they are of critical importance if and 
when a company decides to sell.

Deferred revenue is payment 
received for products or services to 
be delivered in the future. Because it 
represents revenue that has not yet 
been earned and a product/service 
that has not yet been delivered, 
GAAP characterises deferred 
revenue as a liability. As the product/
service is delivered, it is recognised 
proportionally as revenue. Notably, 
where the prepayment term is for 
12 months or less, deferred revenue 
is reported as a current liability, 
whereas if it is for a period in 

excess of 12 months, it is classified 
as a long-term liability (debt).

Deferred revenue is a critical 
consideration in M&A deals, perhaps 

the most contentious of which is 
the treatment of deferred revenue 
as working capital or debt. Sellers 
prefer to treat deferred revenue 
as working capital, reasoning that 
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deferred revenue will only materialise 
if the target company were wound 
up. Buyers prefer to treat deferred 
revenue as debt, reasoning that 
it is a liability for goods/services 
to be provided post-closing. In 
the course of negotiations, sellers 
and buyers will need to consider, 
for example, whether the deferred 

revenue was established by the 
receipt of cash or booking of a trade 
receivable.  Additionally, buyers will 
often be required to expend money 
in order to provide the goods/
services post-closing. Where the 
expenditures will be substantial, 
buyers may request a credit at closing. 
Further, pursuant to the business 

combination rules of accounting, 
liabilities are typically recognised at 
fair value on the acquisition date, 
which often results in a lower value 
than carrying value and thus a “lost 
year” (or “lost years”, if the deferred 
liability is a debt) post-closing.


