
R e v e n u e  r e c o g n i t i o n  h a s
a l w a y s  b e e n  c o m p l e x ,  a n d

t h e  u p d a t e d  g u i d a n c e
u n d e r  A S C  6 0 6  h a s

i n t r o d u c e d  s o m e  n e w
c h a l l e n g e s .  R e a d  m o r e  o n

t h e  3  m o s t  c o m m o n
c h a l l e n g e s  t h a t  r e v e n u e

a c c o u n t a n t s  f a c e  i n  l i g h t
o f  A S C  6 0 6 .

3 MOST COMMON

R E V E N U E
R E C O G N I T I O N
C H A L L E N G E S

& HOW TO SOLVE THEM



P E R F O R M A N C E
O B L I G A T I O N S
A R E  N O T
P R O P E R L Y
I D E N T I F I E D

Identifying performance obligations is
step two of the 5-step process in the ASC
606 revenue recognition model. The
standard defines a performance
obligation as a promise to transfer goods
or services (or a bundle of products or
services) to a customer.

There are two criteria for a good or
service to be considered distinct. Once
the first criterion has been met, then the
second criterion can be considered. The
second is more subjective, and
accountants will likely spend more time
assessing this criterion.

First, a good or service can be considered
distinct if the customer can benefit from
the good or service on its own or with
other resources that are readily available.
Determining whether a customer is able
to benefit from a good or service on its
own is fairly straightforward - when a
company regularly sells that good or
service on a standalone basis, the
product most likely meets this criterion.

The second criterion states the good or
service must also be separately
distinguishable from other promises in the
contract. 

The objective is to determine whether
the nature of the company’s promise is
to transfer individual goods or services
to the customer, or to transfer
combined items as a single
performance obligation.

In contracts that contain multiple
promises - analysis, critical judgment,
and deep understanding of the goods
and/or services are required.

When assessing contracts under the
ASC 606 standard, accurately
determining performance obligations is
critical as it directly impacts timing of
revenue recognition.

Identifying performance obligations
correctly is also crucial as once they
have been identified and revenue
recognition methodologies are
determined, it can be difficult and
complicated to change. It is possible
that the identification of distinct
performance obligations will change
the historical patterns of revenue
recognition and may require
restatement of previously issued
financial statements, depending on
materiality.

Key Takeaways:

Accurately determining performance
obligations is a common problem
when implementing ASC 606.
Improperly identified performance
obligations can be difficult to change
and restatement of financial
statments may be required.



I N C O R R E C T
T R E A T M E N T  O F
C O N T R A C T
M O D I F I C A T I O N S

An objective of the ASC 606 guidance
requires accountants to allocate the
transaction price of a contract to each
performance obligation within the
contract. This can be done based on the
standalone selling price (SSP) of each
performance obligation relative to the
total SSP of all performance obligations in
the contract. The SSP of a performance
obligation is the amount a customer
would pay if the distinct goods or
services that make up the performance
obligation are sold on their own.

SSP is determined during contract
origination and is typically not adjusted
subsequently. The best evidence of the
SSP of goods or services is the
observable market price charged for
those goods or services when they are
sold individually. However, if evidence of
a directly observable SSP is absent, the
company is required to estimate SSP.
When making estimates, accountants
should maximize on all observable inputs
and consider all available and relevant
information (e.g. company-specific
information, industry and market
information, customer information). In
addition, accountants must be consistent
when applying the estimation method
once the method has been designed and
approved.

Contract modifications is a complexity
that accountants can face when
allocating transaction price and SSP.
Contract modifications are changes in
the scope and/or transaction price of a
contract. A contract modification exists
when there are either new or changes
to existing enforceable promises and
obligations (i.e. performance
obligations).

As a separate contract
As a termination of the existing contract
and creation of a new contract
As a part of the existing contract if the
remaining goods or services are not distinct
(also known as a contract combination)

Several ways a company can account for a
contract modification:

Accounting for a change in the
transaction price after a contract
modification depends on the
accounting model and estimation
method applied to the modification. If
some or all of the change in transaction
price is allocated to a performance
obligation that has already been
satisfied (i.e. revenue has already been
recognized), the allocated adjustment
amount should be reflected as an
increase or decrease to revenue, as
appropriate, in the period of the
adjustment.

Assessing contract modifications
requires significant judgment and
understanding of the revenue
recognition guidance and is crucial as
this can change the timing of
previously recognized revenue.



Key Takeaways:

Contract modifications are fairly common. Make sure to
assess the modification of changes in performance
obligations. Ensure that contract modification is properly
accounted for as either a separate contract, a
termination of the existing contract and creation of a new
contract, or as part of the existing contract.

R E V E N U E
D I S C L O S U R E S
D O  N O T  M A T C H
I N T E R N A L  D A T A

Many public companies report on a
metric known as calculated billings.
While this is a non-GAAP metric and
not required under ASC 606 guidance,
many companies will include this
calculation based on standard industry
practice.

From an accounting perspective, a
company’s calculated billings is
calculated as revenue + change in
deferred revenue = billings. We can
refer to this as “financial statement
reporting”. However from a company’s
internal data perspective, usually
owned and driven by Financial Planning
& Analysis (FP&A) teams, calculated
billings is simply the amount of sales
made in a given period. We can refer to
this as “internal data reporting”.



I N C O R R E C T
T R E A T M E N T  O F
C O N T R A C T
M O D I F I C A T I O N S

Currency revaluation is a challenge that
accountants and finance teams can face
when properly recognizing revenue.
Currency revaluation is the process of
converting foreign entities' financial
statments into the currency of the parent
entity. The general rule is that any
balance sheet account that can be
expected to settle within a set amount of
time is subject to currency revaluation at
period-end.

It is common that calculated billings per
financial statement reporting will differ
from internal data reporting. This is
because internal data billings do not get
revalued at each period-end. Rather,
cash sales in a given period will retain
the FX rate used at the time of the sale.
As a result, this can cause a discrepancy
in calculated billings between financial
statement reporting and internal data
reporting.

This discrepancy is especially important
for companies that present KPIs and
GAAP disclosures in publicly available
financial documents (e.g. Press Releases,
10-Q, 10-K). KPIs are based on non-
revalued billings, while financial
statements are based on revalued
billings.

Depending on the company’s ERP or
General Ledger system, custom reports
can be built and designed to identify the
portion of deferred revenue changes
period-over-period that are attributable
to currency revaluation. This is known as
Cumulative Translation Adjustment
(CTA). CTA should be added to internal
documentation as the key driver or
reconciling item causing the calculated
billings discrepancy.

Key Takeaways:

If your company has multiple
subsidiaries each with
different functional
currencies, it is likely that the
consolidated financial
statements will be subject to
currency revaluation. Ensure
that a Cumulative Translation
Adjustment (CTA) report is
built into your GL system to
ensure easy identification of
currency revaluation impacts
during month-end close.

Leapfin has helped our customers solve
these revenue recognition problems
mentioned above. If you'd like a free
consultation, please email us at
sales@leapfin.com


