


CFOs prepare to address new standards for 
revenue recognition, navigating through similar waters, 

but with new tactics.
Financial performance depends on their hitting the mark.

/Ch {ǘŀǊǘƛƴƎ [ƛƴŜΥ IŜƭƳǎƳŀƴΩǎ ±ƛŜǿ
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Topics of Presentation

ÅDefining the Landscape

ÅASC 606: What It Governs and How it Came To Be

ÅDetails of the Revenue Recognition Model

ÅSubtopics of the Revenue Recognition Model

ÅSystems for 606: Managing Revenue in the New Economy

ÅAppendix
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Defining the Landscape

Preparing for Change
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As always, accounting for revenue is a consideration of:
When?

How Much?

Revenue Recognition: An Ongoing Narrative

Now Point-in-Time

When?
How 

Much?

Now Period of Time

When?
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ASC 606: Title Focus

For the new rev rec standards the application of 
whenand how much

is specific to contracts with customers.
C!{.Ωǎ !ŎŎƻǳƴǘƛƴƎ {ǘŀƴŘŀǊŘǎ ¦ǇŘŀǘŜ нлмп-09, 

or Topic 606 is:
Revenue from Contracts with Customers
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FASB outlines its scopeand focus:

ά¢ƘŜ ƎǳƛŘŀƴŎŜ ƛƴ ǘƘƛǎ ¦ǇŘŀǘŜ ŀŦŦŜŎǘǎ ŀƴȅ Ŝƴǘƛǘȅ ǘƘŀǘ 
either enters into contracts with customers to transfer 

goods or services or enters into contracts for the
transfer of nonfinancial assets unless those contracts are 

within the scope of other standards (for example, 
ƛƴǎǳǊŀƴŎŜ ŎƻƴǘǊŀŎǘǎ ƻǊ ƭŜŀǎŜ ŎƻƴǘǊŀŎǘǎύΦέ1

ASC 606: Content Focus
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FASB defines a contractas:

άΧŀƴ ŀƎǊŜŜƳŜƴǘ ōŜǘǿŜŜƴ ǘǿƻ ƻǊ ƳƻǊŜ ǇŀǊǘƛŜǎ ǘƘŀǘ 
ŎǊŜŀǘŜǎ ŜƴŦƻǊŎŜŀōƭŜ ǊƛƎƘǘǎ ŀƴŘ ƻōƭƛƎŀǘƛƻƴǎΦέ1

ASC 606: Title Focus

Consideration

Goods & Services

3Rd Party

Party 1 Party 2
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ASC 606: Title Focus

ΧŀƴŘ ŀ customeras:

ά! ǇŀǊǘȅ ǘƘŀǘ Ƙŀǎ ŎƻƴǘǊŀŎǘŜŘ ǿƛǘƘ ŀƴ Ŝƴǘƛǘȅ ǘƻ ƻōǘŀƛƴ 
ƎƻƻŘǎ ƻǊ ǎŜǊǾƛŎŜǎ ǘƘŀǘ ŀǊŜ ŀƴ ƻǳǘǇǳǘ ƻŦ ǘƘŜ ŜƴǘƛǘȅΩǎ 
ƻǊŘƛƴŀǊȅ ŀŎǘƛǾƛǘƛŜǎ ƛƴ ŜȄŎƘŀƴƎŜ ŦƻǊ ŎƻƴǎƛŘŜǊŀǘƛƻƴΦέ1

±ƛȊΦ ŎƻƴǘǊŀŎǘǎ ǘƘŀǘ ǊŜƭŀǘŜ ŀƴ ŜƴǘƛǘȅΩǎ ƻǇŜǊŀǘƛƴƎ ōǳǎƛƴŜǎǎΣ 
ǊŀǘƘŜǊ ŎƻƴǘǊŀŎǘǎ ǿƛǘƘ άōǳȅŜǊǎΣέ ǿƘƛŎƘ ǿƻǳƭŘ ƳƻǊŜ 

naturally apply to non-operating business contracts.
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While financial managers look for a new set of rules to 
abide by, they may miss the core principalconcerning 

performance, and entitlement.

ά¢ƘŜ ŎƻǊŜ ǇǊƛƴŎƛǇƭŜ ƻŦ ǘƘŜ ƎǳƛŘŀƴŎŜ ƛǎ ǘƘŀǘ ŀƴ Ŝƴǘƛǘȅ 
should recognize revenue to depict the transfer of the 
promised goods or services to customers in an amount 

that reflects the consideration to which the entity 
expects to be entitled in exchanges for 

ǘƘƻǎŜ ƎƻƻŘǎ ƻǊ ǎŜǊǾƛŎŜǎΦέ1

ASC 606: Core Principal
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In summary, for entities writing contracts with 
customers, the narrative of when and how much 

revenue to recognize must reflect 
the core principal of performanceand entitlement.

ASC 606: Summary
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How Does the Core Principal Change Rules?

Legacy Vs. New Standards: How Main Provisions Differ

Revenue Recognition Topic[ŜƎŀŎȅ {ǘŀƴŘŀǊŘǎΥ !{/ слрΧNew Standard: ASC 606

When Revenue is Recognized ÅWhen realized or realizable
!ƴŘΧ
ÅWhen earned1

Revenue recorded with 
receipt of cash and delivery

ÅWhen each performance 
obligation (or distinct goods or 
services) is satisfied.2

Revenue recorded when 
the entity performs 

ĔDifference: receipt of assets and delivery vs. performance

How Much Revenue is RecognizedLegal Contract Concept ς
Transaction amounts which the 
entity contractsto be entitled, 
based on promisesto pay.

Allowances recorded, but 
no variable consideration

Accounting Contract Concept ς
Transaction amounts which the 
entity expectsto be entitled, 
based on potentialto pay.

No allowances recorded, 
but variable consideration

ĔDifference: net vs. gross (consistent with entitlement)
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FASB Five Step Model of Rev Rec Process

FASB provides a five step model of the rev rec process, to help 
with the ordering of your contracts, and for answering the 

ǉǳŜǎǘƛƻƴǎ ƻŦ άǿƘŜƴέ ŀƴŘ άƘƻǿ ƳǳŎƘΦέ

An entity recognizes revenue in accordance with the 
core principle by applying the five steps. 
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Five Steps of the Revenue Recognition Model

Step 1: Identify the contract with the customer 

Step 2: Separate performance obligations in the 
contract

Step 3: Determine the transaction price which 
the entity expects to be entitled

Step 4: Allocate the transaction price to the 
individual performance obligations

Step 5: Recognize revenue as the entity satisfies 
the performance obligations
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Subtopics of the Revenue Recognition Model

Additional Guidance for ASC 606

Subtopic 606 Requirements

Contract Modifications IfǘƘŜǊŜΩǎa changein priceor scope(or both) of the original
contract,with both partiesagreeing,additionalguidanceis
offeredwithin the overallcontextof applyingASC606.

Licensing If the entity has licensingagreements,which are distinct
or predominantlydistinct in the contract,refinedguidance
isofferedwithin the overallcontextof applyingASC606.

Costs Related to a ContractAn entity shallrecognizeasanasset(deferredcost)1:
ÅIncrementalcostsof obtaininga contractwith acustomer
ÅCostsincurredin fulfilling a contractwith acustomer

Presentation Presentationrequirementsfor contractassetsandliabilities,
andtheir respectiveimpacton the statementof activities.

Disclosures DisclosurerequirementsforάΧthe nature,amount,timing,
anduncertaintyof revenueandcashflowsΧέ2

ÅContractbalancesbyunbilled,billed,andpaid
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Who and When?

Applies to all entities, with attestation requirements,
including nonpublic entities that previously had 

άǘŀƎ ŀƭƻƴƎέ ƎǳƛŘŀƴŎŜ ǊŜƭŀǘŜŘ ǘƻ ǊŜǾ ǊŜŎ όǇǊƛǾŀǘŜΣ bCtύΦ

tǳōƭƛŎ /ƻΦΩǎ 9ŦŦŜŎǘƛǾŜΥ !ƴƴǳŀƭ ϧ ƛƴǘŜǊƛƳ ǇŜǊƛƻŘǎ ōŜƎƛƴƴƛƴƎ ŀŦǘŜǊ мнκмрκмт
bƻƴǇǳōƭƛŎ /ƻΦΩǎ 9ŦŦŜŎǘƛǾŜΥ !ƴƴǳŀƭ ōŜƎƛƴƴƛƴƎ ŀŦǘŜǊ мнκмрκмуΣ ƛƴǘŜǊƛƳ нлнл 

2018  Q1 Q2 Q3 Q4

tǳōƭƛŎ /ƻΦΩǎϝ

2020  Q1..

Q4

2019 2019

bƻƴǇǳōƭƛŎ /ƻΦΩǎ 

*Also, NFP (w/Issued Securities), EE Benefit Plans
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aŀǘŜǊƛŀƭƛǘȅ 5ƻŜǎƴΩǘ 5ǊƛǾŜ /ƻƳǇƭƛŀƴŎŜ

Materiality <> compliance with the new standards

¢Ƙŀǘ ƛǎΣ ŜǾŜƴ ƛŦ ǘƘŜ ŎƘŀƴƎŜǎ ŘƻƴΩǘ ƳŀǘŜǊƛŀƭƭȅ ƛƳǇŀŎǘ ǊŜǎǳƭǘǎΣ 
audited financials will still need to reflect the new 
accounting provisions, process, and disclosures.  

To wit, early indications show financial effects are varied:

Impact on Opening Balances of Retained Earnings as of 03/31/17 (AuditAnalytics.com)

Company Transition Method Impact on Opening R/E

Alphabet Inc. Modified Retrospective ($15,000,000)

UnitedHealth Group Inc Modified Retrospective Impact was not material

Ford Motor Co Modified Retrospective $36,000,000

Raytheon Co Full Retrospective $91,000,000

General Dynamics Corp Full Retrospective ($684,000,000)
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A Global Standard

Accounting for Revenue from Contracts with Customers

Who Combining For Version of Joint Standard

FASB Single Comprehensive 
Model (Unified Standard)

ASU 2014-09

IASB IFRS 15

A joint standard for organizations following US GAAP and IFRS
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How to Administer 606 & New Economy?

ASC 606 and the new economy demand systems with the 
architecture to support contracts, and the nuances of 

subscriptions, complex-pricing, and interconnected business.

To serve CFOs, ERP systems must administer the five steps 606, 
and manage new economy transactions.
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Main Provisions of 606 as Applied to Systems

Model: Identify the Contract 

System: Contract Object

Model: Separate Performance Obligations

System: Contract Line Item

Model: Determine Transaction Price

System: Line Item Fixed or Variable Amount 

Model: Allocate Transaction Price

System: MEA Price List, Allocation, Reallocation

Model: Recognize Revenue

System: Revenue Templates and Schedules
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