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Summary: The FASB's sweeping new revenue recognition standard calls for more judgment than the

current rules-based, industry-by-industry standards, and to implement it properly, companies will need

the proper internal controls in place to ensure that the judgment does not result in management bias or,

worse, fraud. Without sufficient attention to their internal controls, companies may be at risk of flawed
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financial reporting.

The FASB's landmark revenue accounting standard erases U.S. GAAP's industry-specific guidance for

the sales proceeds from construction projects, software deals, and real estate ventures, among others.

Without the detailed accounting requirements for individual industries, companies have to use more

judgment when they calculate the top line of their income statements. This means businesses must have

proper controls in place to ensure the veracity of these judgments, an SEC official said on June 27,

2017, at a Financial Executives International conference in Philadelphia.

"There will be new judgments, and judgments are generally susceptible to management bias," SEC

professional accounting fellow Karen Plunkett said. "It's important to make sure these new, potential

sources of fraud risk are appropriately considered in companies' and auditors' fraud risk assessments,

and that companies consider changes in controls to help mitigate these risks, including risks for

inappropriate management bias."

Businesses should consider developing internal frameworks for how to use the judgment required in the

new revenue standard. Areas that will require judgment include identifying individual obligations in a

contract with a customer, estimating the standalone selling price in contracts that have multiple pieces,

and figuring out how to record variable payments, Plunkett said.

"The more policies and procedures are developed up front... the more objective those results will be,"

Plunkett said.

The FASB published the revenue standard in May 2014 after more than a decade of work with the IASB

to develop a global set of guidelines by which most companies worldwide can report what is considered

the key indicator of their financial health. The FASB published its version as Accounting Standards

Update (ASU) No. 2014-09 , Revenue From Contracts With Customers, and the IASB released IFRS 15

, Revenue From Contracts With Customers. The standards, which go into effect for public companies in

2018, are considered largely converged.

The FASB's standard replace almost 200 pieces of industry-specific U.S. GAAP revenue requirements

with one, overarching accounting standard. It requires five steps to tally revenue: identifying the contract,

identifying the performance obligations, or promises, in the contract, determining the transaction price,

allocating the transaction price to the promises in the contract, and recognizing revenue once the

obligations to the customer are satisfied.

With six months before public companies have to comply with the new accounting standard, many

businesses are scrambling to ensure they follow the rules properly. Internal controls should not be an

afterthought, said PricewaterhouseCoopers LLP assurance partner Julie Schlendorf, who fears that the

controls will be "bolted on at the back end."

Schlendorf said, "There's unintended consequences there because, really, controls and processes are

meant to help get the right accounting answer. So if those are put on the back end, there's a risk that the
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accounting answer isn't right."

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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