
1Questions? Email cbizmhmwebinars@cbiz.com

CBIZ & MHM 
Executive Education Series™

Your Guide to Adopting the New Revenue 
Recognition Standard 
Mark Winiarski & Brad Hale
Oct. 1, 2018



2Questions? Email cbizmhmwebinars@cbiz.com

About Us

• Together, CBIZ & MHM are a Top Ten accounting provider
• Offices in most major markets
• Tax, audit and attest and advisory services
• Over 2,900 professionals nationwide

A member of Kreston International 
A global network of independent 

accounting firms

MHM (Mayer Hoffman McCann P.C.) is an independent CPA firm that provides audit, review and attest services, and works closely with CBIZ, a business consulting, 
tax and financial services provider. CBIZ and MHM are members of Kreston International Limited, a global network of independent accounting firms.
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Before We Get Started…

• Use the control panel on the right side of 
your screen to:
• Change your audio mode
• Submit questions
• Download handouts

• If you need technical assistance:
• Call support at 877-582-7011
• Email us at cbizmhmwebinars@cbiz.com

mailto:cbizmhmwebinars@cbiz.com
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CPE Credit

This webinar is eligible for CPE 
credit. To receive credit, you will 
need to answer polling 
questions throughout the 
webinar.

External participants will receive 
their CPE certificates via email 
within 15 business days of the 
webinar.
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Disclaimer

The information in this Executive Education Series 
course is a brief summary and may not include all 

the details relevant to your situation. 

Please contact your service provider to further 
discuss the impact on your business.
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Presenters

Located in our Kansas City office, Mark is a member of our Professional 

Standards Group (PSG). Mark's role includes instructing in our national 

training program, presenting as a subject matter expert at webinars and 

conferences, and preparing MHM publications on accounting and 

auditing issues. 

As a PSG member, Mark consults with clients and engagement teams 

across the country in many areas of accounting and auditing. Mark has 

served clients as an auditor, consultant and advisor in numerous 

industries including manufacturing, distribution, mining, retail sales, 

services and software.

816.945.5614 • mwiniarski@cbiz.com • @KCWini

MARK WINIARSKI, CPA
MHM Shareholder
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Presenters

Brad began his career in public accounting with Deloitte and most recently 

served as the Director of Accounting and Risk Management for Bloomin’ Brands 

Inc., where he was an integral part of completing their IPO. He focuses on 

building MHM’s attest footprint through relationships with companies facing 

complex technical accounting matters and growing the Accounting Advisory 

practice, particularly through Topic 606 advisory engagements. 

Brad is a member of MHM’s Professional Standards Group where he performs 

internal consultations on complex private or public company engagements, as 

well as focuses on the firm’s SEC audit methodology. He serves the PSG as a 

subject matter expert in revenue recognition, leasing, business combinations, 

share-based compensation, debt vs. equity treatment, complex financial 

instruments, goodwill, and consolidations & VIEs. 

727.572.1400 • bhale@cbiz.com

BRAD HALE, CPA
MHM’s Professional Standards Group
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Implementation Strategy
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Topic 606 Example

5 Lessons Learned
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What are the Primary Challenge?

9
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Potential Impacts

Timing of revenue recognition (slower or faster)

Timing of certain expenses

Change working capital
Presentation of accounts receivable and contract 

assets
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IMPLEMENTATION STRATEGY
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Choosing a Transition Approach

• Retrospective:

• Modified Retrospective:

*Disclosure of difference from Topic 605 is required
1 Adjust opening retained earnings

*Disclosure of changes under Topic 606 is required
1 Adjust opening retained earnings

Financial Statements 
Year ended December 31, 2019 and 2018 

2019 2018
Reported 
based on: Topic 606 Topic 606*1

Financial Statements 
Year ended December 31, 2019 and 2018

2019 2018
Reported 
based on: Topic 606*1 Topic 605
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Stages of Implementation

• Brainstorm with cross 
functional team to identify all 
revenue streams and areas in 
which revenue has an impact 
(i.e. debt or compensation 
arrangements)

• Scope the project and 
develop a project plan

• Produce a high-level power 
point summary of areas most 
subject to change for client 
to share with constituents

1
Planning



14Questions? Email cbizmhmwebinars@cbiz.com

Stages of Implementation

• Begin with preparation of an 
example evaluation tool for 
each revenue stream or a 
representative contract

• Gain consensus with client’s 
audit firm

• Complete the evaluation tool 
for the remainder of the 
client’s revenue streams or 
contracts

2
Contract 

Deep-dive
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Stages of Implementation

• Timing should occur closer to 
implementation date so that 
all relevant contracts are 
captured

• Utilize examples from public 
companies with the 
understanding that private 
company disclosure 
requirements are less

3
Disclosure 

and 
Quantification
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Challenges & Solutions
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TOPIC 606 EXAMPLE
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5-Step Process

1 • Identify the contract(s) with a customer

2 • Identify the performance obligations in the contract

3 • Determine the transaction price

4
• Allocate the transaction price to the performance 

obligations in the contract

5
• Recognize revenue when (or as) the entity satisfied 

a performance obligation
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Customer contracts with Consultant Co. on a cost recovery 
project that includes consulting on the design of A/P controls.  
The terms are as follows:
• For every dollar of cost recovery (i.e. duplicate expenses, etc.) Consultant 

Co. receives $0.10
• If Consultant Co. recovers more than $100,000 for the customer, a 

$10,000 bonus is received
• Consultant Co. receives a $5,000 fixed fee for the A/P internal control 

consulting recommendations, which is determined to be representative 
of standalone selling price

• Management determines the standalone selling price of the cost 
recovery project as $20,000

• Consultant has completed 10 similar projects for companies this size in 
this industry

• The threshold of $100,000 has been eclipsed in 8 of 10 of those similar 
projects

Example: Cost Recovery
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Scope
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Step 1: Identify the contract(s) with a customer
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Step 2: Identify the performance obligations in the contract
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Step 2: Identify the performance obligations in the contract
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Step 3: Determine the transaction price
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Estimating Variable Consideration

$ Recovered

Variable 
consideration + 

Incentive Probability
Expected 

Value
$60,000 $6,000 1% $        60 
70,000 7,000 2% 140 
80,000 8,000 4% 320 
90,000 9,000 6% 540 

100,000 20,000 24% 4,800 
110,000 21,000 20% 4,200 
120,000 22,000 16% 3,520 
130,000 23,000 10% 2,300 
140,000 24,000 8% 1,920 
150,000 25,000 6% 1,500 
160,000 26,000 3% 780 

$20,080 
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Step 3: Determine the transaction price

Variable consideration is constrained to the 
amount for which it is probable that a significant 
reversal or revenue will not occur.
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Evaluating the Constraint on Variable Consideration

$ Recovered

Variable 
consideration + 

Incentive Probability
Expected 

Value
$60,000 $6,000 1% $        60 
70,000 7,000 2% 140 
80,000 8,000 4% 320 
90,000 9,000 6% 540 

100,000 20,000 24% 4,800 
110,000 21,000 20% 4,200 
120,000 22,000 16% 3,520 
130,000 23,000 10% 2,300 
140,000 24,000 8% 1,920 
150,000 25,000 6% 1,500 
160,000 26,000 3% 780 

87% $20,080 
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Step 4: Allocate the transaction price
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Methods of Determining Stand-alone Value

Adjusted 
Market 

Assessment

Expected Cost 
plus a Margin

Residual 
Approach
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Step 5: Recognize revenue 

Cost Recovery: The transfer of control is occurring as savings are being 
identified, the most appropriate measure is (Savings to date/Expected 
savings over the life of the contract).  

Controls Consulting: Customer is receiving the benefit and we are 
transferring control of the findings as hours are devoted to the project, the 
most appropriate measure of progress is hours completed in relation to 
expected total hours.
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LESSON #1

The SEC wants to see more regarding the 
performance obligations identified in Step #2.
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Topic 606 Disclosures – Contracts with Customers –
Performance Obligations

• Disclose information about performance obligations, 
including:
• Description of when the entity typically satisfies its performance 

obligations (for example, upon shipment, upon delivery, as 
services are rendered, or upon completion of service), 

• Significant payment terms (for example, when payment typically 
is due, whether the contract has a significant financing 
component, whether the consideration amount is variable), 

• Nature of the goods or services that the entity has promised to 
transfer, 

• Obligations for returns, refunds, and, types of warranties and 
related obligations, etc. 

Include revenue recognized from performance 
obligations satisfied in a prior period.
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Topic 606 Disclosures – Contracts with Customers –
Performance Obligations

• Disclose the transaction price allocated to remaining 
performance obligations at end of reporting period.

• Include quantitative or qualitative explanation of when 
the entity expects to recognize the related revenue.  

• Not required for contracts that have an original 
expected duration of one year or less or that apply the 
value-based invoicing practical expedient (i.e. recognize 
revenue based on invoices issued, allowed under 
certain circumstances).
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SEC Comment Letters – Performance Obligations Summarized

• Please disclose the nature of performance obligations 
pursuant to ASC 606-10-50-12(c).

• For maintenance, support, and warranty services, please 
provide us with your analysis as to why these services 
were not separately identifiable in accordance with the 
guidance of ASC 606-10-25-21.

• Clarify for us whether you have determined if the 
perpetual license and hosting service are one combined 
performance obligation and provide us with your analysis.

• Tell us if you have identified the material right as a 
separate performance obligation.
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LESSON #2

Companies are falling short in the 
disclosure of significant judgments made.
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Topic 606 Disclosures – Significant Judgments

• Disclose judgments that affect the amount and timing of 
revenue from contracts with customers, including:
• Timing of satisfaction of performance obligations, 
• Determining the transaction price, and, 
• Amounts allocated to performance obligations.

• Performance obligations satisfied over time –
• Disclose methods used to recognize revenue (e.g. description of 

the output or input methods used and applied), and
• Why the methods used represent faithful depiction of transfer.

• Performance obligations satisfied at a point in time –
• Judgments made to determine when a customer obtains control.
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SEC Comment Letters – Key Judgments Summarized

• Please provide explanations of how the methods, assumptions 
and estimates used were determined for calculating variable 
consideration.

• Please tell us why it is appropriate to apply the most likely 
method rather than the expected value method when 
estimating variable consideration.

• Please explain to us how you determined that the payment 
terms of your contracts do not contain a significant financing 
component under ASC 606-10-32-15 through 32-18. Address 
how you concluded that the difference between the promised 
amount of consideration and the cash selling price is 
proportional to the reasons for that difference.
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SEC Comment Letters – Key Judgments Summarized

• Please provide us with your analysis regarding payments 
made to partners. Describe in detail the nature of these 
payments and further clarify when payments are 
classified as marketing expenses and when payments are 
recognized as a reduction in revenue.

• We note you constrain estimates of variable 
consideration. Please explain to us the judgments used in 
assessing whether an estimate of variable consideration is 
constrained. In this regard, describe to us the factors that 
resulted in the constraint of variable consideration and 
how the constraint will be resolved. In addition, tell us 
how you considered ASC 606-10-50-17 and 50-20 related 
to disclosures of significant judgments used in 
determining the transaction price.
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SEC Comment Letters – Key Judgments Summarized

• Explain why the use of the residual method is appropriate in 
the determination of standalone selling price under Step #4.

• Please substantiate your point in time vs. over-time revenue 
recognition conclusion.

• Explain whether the performance obligation of providing 
software licenses is satisfied upon shipment, or when the 
software is made available for download, to your indirect 
distribution partners or to the end user. Explain the point in 
time at which you recognize revenue (ASC 606-10-25-30 and 
ASC 606-10-55-58C) and disclose any significant judgments 
made in evaluating when control is transferred.



40Questions? Email cbizmhmwebinars@cbiz.com

SEC Comment Letters – Key Judgments Summarized

• Explain why, for performance obligations satisfied over 
time, the method used provides a faithful depiction of the 
transfer of goods or services (ASC 606-10-50-18).

• Disclose significant judgments evaluated in determining 
the appropriate point to recognize revenue (ASC 606-10-
25-30 and 606-10-50-19). In addition, provide analysis 
regarding whether revenue for your business-jet aircraft 
should be recognized over time in accordance with ASC 
606-10-25-27 through 29. In this regard, please 
specifically address your consideration of customer 
deposits and customer specific specifications.
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LESSON #3

Companies are resistant to dive into too 
much detail regarding the disaggregation 

of revenue.
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Topic 606 Disclosures – Contracts with Customers -
Disaggregation

• Presented separately from any other sources of revenue.

• Disaggregated to best depict how the nature, amount, timing, and 
uncertainty of revenues and cash flows are affected by economic 
factors.
• Depends on facts and circumstances; >1 category not required.
• Consider how other information about revenue is presented:

• Outside the financial statements (for example, in earnings releases, 
annual reports, or investor presentations)

• Information used by the chief operating decision maker for evaluating 
financial performance of operating segments 

• Information that is used by the entity or users of the entity’s financial 
statements to evaluate the entity’s financial performance or make 
resource allocation decisions 

• Consider how the portfolios (revenue streams) align with the 
disaggregated disclosure.
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Topic 606 Disclosures – Contracts with Customers -
Disaggregation

• Examples of categories that might be appropriate include, but are not 
limited to:
• The type of good or service (for example, major product lines); 
• Geographical region (for example, country or region); 
• Market or type of customer (for example, government and 

nongovernment customers); 
• Type of contract (for example, fixed-price and time-and-materials 

contracts);
• Contract duration (for example, short-term and long-term contracts);
• Timing of transfer of goods or services (for example, revenue from goods 

or services transferred to customers at a point in time vs. over time), and;
• Sales channels (for example, goods sold directly to consumers and goods 

sold through intermediaries). 

Describe relationship between disaggregated revenue and 
revenue reported at segment level if needed
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SEC Comment Letters – Disaggregation Summarized

• Please provide an explanation for why the chosen 
disaggregation is considered appropriate under ASC 
606-10-55-89 through 55-91.

• Please indicate how the Company is compliant with 
the requirement to consider all applicable factors for 
the chosen disaggregation (e.g. discussions in MD&A 
may indicate what factors are important to a user of 
the financial statements, disaggregation disclosure 
should be consistent).
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LESSON #4

Contract asset and liability balance 
disclosures have been inadequate.
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Topic 606 Disclosures – Contract with Customers - Balances

• A contract where only one of the parties has performed, 
results in Contract Asset or Contract Liability
• Contract Liability – customer pays prior to satisfaction of 

performance obligation.  Recognize liability that is released 
to revenue once obligations are completed.

• Contract Asset – entity satisfies performance obligation with 
contingency on right to payment, other than passing of 
time.  
• Separate from Accounts Receivable, until contingency is 

removed.
• Disclose opening and closing balances of contract assets, 

liabilities and accounts receivable from contracts with 
customers, as well as revenue recognized from opening 
contract liabilities.
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Topic 606 Disclosures – Contract with Customers - Balances

• Qualitative and/or quantitative information on how timing of 
satisfying performance obligations relates to timing of 
payment and the effect of those factors on contract balances.

• Describe changes in the contract balances due to significant 
events, such as business combinations, cumulative catch-up 
adjustments to revenue, impairment of a contract asset, a 
change in timing for realization of a contract asset or liability.

Provide sufficient relevant information to set 
users’ expectations regarding revenue.
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SEC Comment Letters – Contract Assets/Liabilities Summarized

• Please discuss how you addressed the requirement to 
disclose necessary information regarding contract 
balances and performance obligations (ASC 606-10-
50-8 through 50-12A).

• Explain significant payment terms and how the timing 
of satisfaction of performance obligations relates to 
the timing of payment and the effect on the contract 
asset and liability balances.
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LESSON #5

Accounting for contract costs, which has 
had widespread impact, has garnered the 

attention of the SEC.
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Topic 606 Disclosures – Assets from Costs to Obtain or Fulfill 
a Contract

• If applicable, publically traded entities should disclose 
information about capitalized costs, including:
• Key judgments made in determining the amount of 

costs to capitalize,

• Method of amortization,

• Amount and a description of the closing balance by 
category of asset (i.e. costs to obtain contracts, setup 
costs, pre-contract costs),

• Amount of amortization and any impairment losses.



51Questions? Email cbizmhmwebinars@cbiz.com

SEC Comment Letters – Contract Costs Summarized

• Describe commissions that you are now capitalizing, and 
tell us how you determined that these are incremental 
costs of obtaining a contract (ASC 340-40-25-2).

• If material, disclose how the adoption of ASC Topic 606 
has impacted accounting for costs to obtain or fulfill a 
contract (ASC 340-40-50-1 through 50-5).

• Please tell us and disclose, if material, how the adoption 
of ASC Topic 606 has impacted your accounting for costs 
to obtain or fulfill a contract, including commissions, 
bidding cost, and/or pre-production costs. 
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SEC Comment Letters – Contract Costs Summarized

• It appears that a portion of your sales commissions is 
expensed upon delivery of the software license and a 
portion related to services is deferred. If so, please revise 
to clarify how your amortization expense reflects the 
transfer of the license and services to your customer. 
Refer to ASC 340-40-35-1 and 340-40-50-2(b).

• Explain five years as the appropriate period to amortize, 
considering that contract renewals occur at 3 years. 
Please also reconcile your considerations to your 
disclosure on page 46 that your ability to predict renewals 
is limited (ASC 340-40-35-1).
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?
QUESTIONS
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If You Enjoyed This Webinar…

Upcoming Courses:
• 10/2: Third Quarter Accounting and Financial Reporting Issues Update
• 10/15: Changes to Lessor Accounting under the New Leasing Standard
• 10/25: Individual Year-End Tax Planning Tips for 2018 and Beyond

Recent Publications:
• The Challenge with EBITDA
• Changes Coming to Accounting for Implementation Costs for Cloud-Based 

Software
• Updates Coming to Defined Benefit Plan Disclosures

http://www.mhmcpa.com/Resources/Webinars/2018/Third-Quarter-Accounting-and-Financial-Reporting-Issues-Update-Oct-2.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Changes-to-Lessor-Accounting-under-the-New-Leasing-Standard-Oct-15.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Individual-Year-End-Tax-Planning-Tips-for-2018-and-Beyond-Oct-25.aspx
http://www.mhmcpa.com/News/ArtMID/3682/ArticleID/1590/The-Challenge-with-EBITDA.aspx
http://www.mhmcpa.com/News/ArtMID/3682/ArticleID/1588/Changes-Coming-to-Accounting-for-Implementation-Costs-for-Cloud-Based-Software.aspx
http://www.mhmcpa.com/News/ArtMID/3682/ArticleID/1586/Updates-Coming-to-Defined-Benefit-Plan-Disclosures.aspx
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Connect with Us

linkedin.com/company/
mayer-hoffman-mccann-p.c.

@mhm_pc

youtube.com/
mayerhoffmanmccann

slideshare.net/mhmpc

linkedin.com/company/
cbiz-mhm-llc

@cbizmhm

youtube.com/
BizTipsVideos

slideshare.net/CBIZInc

MHM CBIZ

http://linkedin.com/company/mayer-hoffman-mccann-p.c.
http://twitter.com/mhm_pc
http://youtube.com/mayerhoffmanmccann
http://slideshare.net/mhmpc
http://linkedin.com/company/cbiz-mhm-llc
http://twitter.com/cbizmhm
http://youtube.com/BizTipsVideos
http://slideshare.net/cbizinc
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THANK YOU
CBIZ & Mayer Hoffman McCann P.C.
cbizmhmwebinars@cbiz.com
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