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REVENUE RECOGNITION: ARE YOU COMPLIANT? 

There have been sweeping changes 
made to the guidance for revenue 
accounting within ASC Topic 606 by 
the Financial Accounting Standards 
Board (FASB). All December year 
end non-public companies must be 
compliant under the new revenue 
guidance by January 1, 2019. The 
following article is a very high level 
overview of the changes, please 
contact your professional at UHY 
for our Manufacturing Revenue 
Recognition Guidance Publication.  

COMPARISON (OLD VS. NEW)
Under the existing guidance of ASC Topic 
605, disclosures on revenue are limited 
and application of criteria is based on 
industry specific guidance. Under the 
new upcoming guidance of Topic 606, 
disclosures are extensive and uniform, 
and application of criteria is based on 
the contract using a five step process to 
determine revenue recognition. Topic 
606 will supersede all existing revenue 
guidance except a few select industries.

NEW GUIDANCE

FIVE STEP PROCESS 
Step 1: Identify the contract
To determine if an agreement is a 
“contract” under Topic 606, one must 
answer the following questions:

- Is the contract approved by both 
parties?

- Are the rights of both parties 
included?

- Are there payment terms?
- Does the agreement have 

commercial substance?
- Is it probable you will collect for the 

work performed? 
If the answer to any of these questions is 
“No”, then there may not be a contract 
in the terms of Topic 606. There are 
special considerations which may delay 

INTRODUCTION
From May 2014 through February 2017, 
FASB has continuously made sweeping 
changes to guidance for revenue 
accounting within ASC Topic 606, as 
part of a FASB convergence project with 
IASB. Topic 606 is effective for public 
year end beginning after December 15, 
2017 and non-public year ends beginning 
after December 15, 2018. All December 
year end non-public companies need 
to comply with new revenue guidance 
beginning January 1, 2019. 
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ALL DECEMBER YEAR END NON-PUBLIC COMPANIES MUST BE COMPLIANT 
UNDER THE NEW REVENUE GUIDANCE BY JANUARY 1, 2019. 
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revenue recognition if a contract is not 
in place, even if the work has been 
performed to earn revenue.

Step 2: Identify performance obligations 
For a service or good to earn revenue 
it must be a performance obligation. 
A performance obligation has utility 
or value to the customer on its own or 
with available resources. A performance 
obligation also is separable from other 
promises from in the contract. The 
distinction on whether an item has 
value and is separable will require a 
significant amount of judgement. If it 
is determined a good or service is not 
separable or has value on its own, it 
would be linked or bundled with other 
goods or services until one performance 
obligation is identified. 

An example of this would be building 
a large machine. If there were multiple 
parts being created for this machine 
such as creating a press, an electrical 
grid, and shell for the machine, it is 
likely this would all be combined as one 
performance obligation since they do 
not have value on their own and are 
highly interrelated. Other items that did 
not have a separate revenue allocation 
under Topic 605, such as an extended 
warranty or special discount loyalty 
programs may become a performance 
obligation with an allocation of revenue 
under Topic 606.

Step 3: Determine the transaction price 
Revenue for a good or service should 
reflect the consideration which is 
expected. If there are items which 
may reduce collections like discounts, 
rebates, price concessions, time-
value of money for items collected 
over an extended period, and other 
price reducing factors. The reduction 
in price would be estimated using a 
weighted average based on probability 
of outcomes and revenue would 
be recorded net of the amount the 
expected discount or price reduction.

Step 4: Allocation of price to 
performance obligations 
A selling price needs to be allocated to 
all performance obligations. Assume a 

manufactured good with an extended 
service warranty is sold for a single 
price. For this example there are two 
performance obligations at a single 
selling price. Since revenue for the 
warranty would be recognized over 
the term of the contract, but revenue 
on the good would be recognized 
upon delivery, the selling price needs 
to be allocated to the separate goods. 
Common approaches used to allocate 
selling price to performance obligations 
are the adjustment market assessment, 
expected cost plus margin, or residual 
approach. 

If each performance obligation has its 
own selling price, there will not be any 
allocation. 

Step 5: Recognize revenue over time or 
at a point in time

Revenue will be recognized over time 
if the answer to any of the questions 
below is “yes”:

- Does the customer receive and 
consume the benefit provided 
by the service concurrently? An 
example of this would be a gym 
membership.

- Does the performance create or 
enhance an asset the customer 
controls as the asset is created 
or enhanced? An example is 
constructing a building on a 
customer’s property.

- Does the performance create an 
asset which cannot be resold to 
any other party? Does the seller 
have a right to payment for work 
performed to date? An example 
would be building a large machine 
with a specific use only the buyer 
could use.
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If the standards noted above are not 
met, recognition at a point in time is 
used based on these indicators:

- The seller has a right to payment
- The customer has legal title to the 

item
- The seller has transferred physical 

possession of the item
- The customer has the significant risk 

and rewards of ownership of the 
asset

- The customer has accepted the 
asset 

CONTRACT COSTS
Related to topic 606, new related 
guidance was issued under ASC 
topic 340-40. There are additional 
considerations including new contact 
assets. Under Topic 340-40, costs would 
be amortized over the expected term of 
the contract and would be evaluated for 
impairment periodically. These include 
cost to obtain a contract and cost to 
fulfill a contract.

Cost to obtain: This is a cost which is 
required to win a contract. Under topic 
340-40, fulfillment cost is capitalized 
and amortized over the expected term of 
the agreement if the cost is:

- Recoverable
- Incremental to obtaining the 

contract (variable)
- For contract which is expected to 

continue for more than one year

Costs to fulfill: This is a cost which 
is required to perform commitments 
in an agreement. Under topic 340-
40, fulfillment cost is capitalized and 
amortized over the expected term of the 
agreement if the cost is:

- Recoverable 
- The cost is directly traceable to the 

contract
- The cost enhances assets of the 

manufacturer 
- Cost does not qualify for 

capitalization under some other 
existing guidance. If so, use other 
guidance.

Disclosures
At a minimum, non-public 
manufacturers should disclose:

- Revenue and any impairment losses 
by revenue source.

- Disaggregate revenue based on 
revenue recognized over time vs. a 
point in time.

- Opening and closing balances of 
receivables, contract assets, and 
contract liabilities.

- Information about performance 
obligations such as types of goods/
services, significant payment 
terms, typical timing of satisfying 
obligations, etc.

- A description of significant 
judgements that affect the amount 
and timing of revenue recognition 
and changes in those judgements.

TRANSITION APPROACHES
To make the switch to Topic 606, 
there are two approaches, the full 
retrospective approach and the modified 
retrospective approach. 

Full retrospective adoption - Entities 
that elect full retrospective adoption 
will apply the standard to each period 
presented in the financial statements. 
This means entities will apply the 
standard as if it had been in effect since 
the beginning of all its contracts with 
customers presented in the financial 
statements and will recast revenue 
and expenses for all prior periods 
presented in the year of adoption. 
An entity may use one or more of the 
following practical expedients with full 
retrospective adoption.

Modified retrospective adoption - Entities 
that elect the modified retrospective 
method will apply the new standard to 
only the most current period presented 
in the financial statements. In addition, 
the entity will have to recognize the 
cumulative effect of applying the 
standard as an opening balance at the 
date of initial application.

CONSIDERATIONS DURING 
TRANSITION
While preparing to transition, companies 
should consider creating a transition 
timeline and plan of action to determine 
if a full or modified approach will 
be used. All accounting and finance 

staff will need to be educated on the 
standard to provide an understanding 
of new revenue accounting guidance. 
Your team will need to review contracts 
to compute the effects of implementing 
the new standard including effects of 
revenue timing on loan covenants.

John Jeske, Senior Accountant 
(Sterling Heights, MI) 

To make the 
switch to Topic 
606, there are two 
approaches, the 
full retrospective 
approach and 
the modified 
retrospective 
approach. 
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According to a new Standard & Poor’s report, there are two key indicators that will tell you what kind of shape the 
manufacturing industry is in. The first is the Institute for Supply Management’s Purchasing Manager’s Index and the second 
is the Federal Reserve’s Capacity Utilization Index for motor vehicles and parts. A reading above 50 percent for the ISM index 
indicates that manufacturing is expanding in the US, and below 50 means that it is contracting. History shows that each time 
since 1983 that the index fell below 43 percent “speculative grade” automotive companies began to panic. Similarly any time 
the Fed’s utilization rate dropped below 72 percent during that period, it caused stress to automotive companies. Let’s take a 
look at where we stand as of August 2018:

ISM Purchasing Managers Index: 61.3% 

Fed.Capacity Utilization Rate: 75.8% 

CURRENT STATE OF THE MANUFACTURING INDUSTRY
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UHY LLP recognizes that manufacturing 
companies require their auditors, tax 
specialists and business advisors to add 
value to financial reporting activities. 
That is why we combine the strength 
of business and financial expertise with 
a hands-on, “shop floor” approach to 
solving complex business decisions in
these key segments:

• Aerospace & Defense       
• Distribution 
• Automotive Suppliers      
• Industrial Manufacturing
• Consumer Products

Our professionals are leaders in the 
industry and take the steps necessary 
to ensure our client’s future success by 
identifying and addressing new trends, 
accounting requirements and regulations. 
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CA  Orange County 949 556 8905
CT  Norwalk 203 401 2101
CT  Farmington 860 676 9020
FL  Miami 305 438 7993
GA  Atlanta 678 602 4470
MD  Columbia 410 423 4800
MD  Frederick 301 695 1040
MI Ann Arbor 734 213 1040

MI Detroit 313 964 1040
MI Farmington Hills 248 355 1040
MI  Sterling Heights 586 254 1040
MO St. Louis 314 615 1301
NY  Albany 518 449 3171
NY  New York 212 381 4800
NY  Rye Brook 914 697 4966
TX  Houston 713 325 7870
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