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Summary: The FASB's sweeping new revenue recognition rules go into effect in 2018, and will require

a major change in the way companies calculate the top line in their income statements. The actual

impact to the revenue figure reported, however, will vary from company to company, with experts

saying most companies will see little difference. This is true for Google Inc., which adopted the
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standard early and recorded revenue $15 million lower than it would have been if calculated under

current revenue rules.

Add Google Inc. to the list of companies that expects little change to their financial results from the

FASB's sweeping new rules for recorgnizing revenue.

The internet company, which adopted the standard one year ahead of its 2018 effective date, recorded

revenue for 2016 that was $15 million lower than it would have been if calculated under old revenue

rules. For a company with $425 billion in revenue, the decrease felt like a "rounding error," said Josh

Paul, director of technical accounting for Google.

Nevertheless, the work involved to make the new calculation was a major undertaking, Paul said on

June 27, 2017, at a Financial Executives International conference in Philadelphia.

"I can tell you, going through the process, it didn't feel like a rounding error," Paul said. "You really have

no idea of the impact until you get in and lift up the hood, and you're going through contracts and reading

the [standard's] basis for conclusions."

Paul said the numerous new footnote disclosures breaking down revenue sources was a significant

amount of work, as was working to make executives comfortable with the expanded information revealed

about revenue.

"It's a lot of work. Don't underestimate it," Paul said.

Paul's comments echoed those made by executives at General Electric Co. and Raytheon Co. in May on

the impact the new standard would have on their bottom lines. Speaking on a FASB-sponsored webcast

aimed at aerospace industry investors, General Electric's global technical controller Russell Hodge and

Raytheon's chief accounting officer Michael Wood said the companies had to do a lot of work to comply

with the new accounting standard, but they did not anticipate a significant shift in reported revenues as a

result.

In April, a Moody's Investors Service report said the new rules would not result in dramatically different

revenue figures for most companies.

"For virtually all companies the total amount of revenue recognized over the customer contract term will

be the same," the report stated.

Moody's, however, said what likely will change is the timing of when companies recognize revenue. In

some cases, revenue recognition will be accelerated, and in other cases decelerated. This could result in

revenue swings from period to period depending on the company and industry.

The FASB published Accounting Standards Update (ASU) No. 2014-09 , Revenue from Contracts with

Customers, in May 2014 alongside the IASB's IFRS 15, Revenue from Contracts with Customers. The

standards are the result of a dozen years of work between the U.S. and international standard-setting

boards to come up with a single method for companies worldwide to calculate the top line in their income
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statements. The standards erase about 200 pieces of business- and transaction-specific guidelines in

U.S. GAAP and call for a principles-based approach to recognizing revenue. The standards are mostly

converged.

Although the standards often are touted as an international accounting convergence success story, at

least one FASB member has publicly questioned whether the effort was worth it in the end. FASB

member Lawrence Smith said in April that the costs for most companies to implement the new revenue

standard will be "tremendous," but investors in the U.S. were never clamoring for a major shakeup to

how revenue is calculated.

"For those companies where transactions are effectively going to be reported in same way that they

were previously, I kind of scratch my head and now and say, 'Gee, was that cost really all that worth it?'"

Smith said at a meeting of the FASB's Financial Accounting Standards Advisory Council. (See Smith:

Implementation of Revenue Standard to Impose 'Tremendous' Costs in the April 10 edition of

Accounting & Compliance Alert.)

Smith, who voted for the revenue standard when it was published, retires on June 30 from his 10-year

term on the board.

For in-depth analysis of the FASB's revenue recognition standard, please see Catalyst: U.S. GAAP -

Revenue Recognition , also on Checkpoint.

Additional analysis of the revenue standard can be found on Checkpoint in the Accounting and Auditing

Update Service and the SEC Accounting and Reporting Update Service [SARU No. 2014-21] (June

2014): Special Report: Comprehensive Coverage of the New U.S. GAAP Revenue Recognition

Requirements.
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