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I. REVENUE RECOGNITION OVERVIEW
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ASC 606 OVERVIEW

Effective for public entities for first interim period within annual reporting periods beginning after 
12/15/2017.*

Transition Options

� Modified Retrospective: Retrospective application with the cumulative effect of applying ASC 
606 recognized at 1/1/2018; Disclose the amount by which each financial statement line item is 
affected in the current reporting period by adopting ASC 606

� Full Retrospective: Retrospective application to each prior reporting period presented

Overview

� Replaces nearly all current revenue guidance in ASC 605, including industry-specific guidance

� Requires recognition of revenue when control of goods or services transfers to the customer, 
rather than an evaluation of when the risks and rewards transfer to the customer

� Creates more robust qualitative and quantitative disclosure requirements (annual and interim) 

*Private companies and certain Public Business Entities (“PBE”) whose financial statements or financial 
information is included in another entity’s SEC filing have a one-year deferral (effective for annual reporting 
periods beginning after 12/15/2018.



FRAMEWORK – THE 5 STEPS

CORE PRINCIPLE OF ASC 606
Recognize revenue to depict the transfer of promised goods or services to 

customers in an amount that reflects the consideration to which the entity expects 
to be entitled in exchange for those goods or services. 

Step 1
� Identify the contract(s) with a customer

Step 2
� Identify the performance obligations in a contract 

Step 3
� Determine the transaction price

Step 4

� Allocate the transaction price to the performance 
obligations 

Step 5

� Recognize revenue when (or as) the entity satisfies a 
performance obligation
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REVENUE DISCLOSURES

Disaggregation of 
Revenue

� Disaggregate 
revenue into 
categories

� Explain relationship 
with segment 
disclosures

Contract Balances

� Opening and 
closing balances of 
receivables, contract 
assets and liabilities

� Amount of revenue 
recognized from 
contract liabilities

� Amount of revenue 
recognized from 
prior-period 
performance 
obligations

Remaining 
Performance 

Obligations (POBs)

� Disclose aggregated 
amount of the 
transaction price 
allocated to the 
POBs

� Quantitative and 
qualitative 
explanation of when 
amounts will be 
recognized as 
revenue

Revenue disclosure requirements will significantly increase under 
ASC 606 – Companies will need to evaluate potential changes to 

systems and processes to comply with new disclosures.
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II. LEASE ACCOUNTING OVERVIEW



WHAT IS ASC 842 AND WHY SHOULD I CARE?

What is ASC 842? – On February 25, 2016 the Financial Accounting Standards Board 
(FASB) issued a new standard, Leases (ASC 842). The various elements in the new 
standard will impact almost all entities to some degree.

CURRENT NEW

ASC 840 ASC 842
(US-GAAP)

� Leases reported off balance sheet
� Disclosed as notes in the financial 

statements

� Capitalize all leases
� Recorded as assets and liabilities on 

the balance sheet
� ASC 842 effective for annual periods 

after December 15, 2018 (one-year 
deferral for private companies)

Impact
� New Processes
� Training
� Upgrading Technology
� More Detailed Reporting 

Requirements
� Technical Accounting Assessment

Source: 2016 SAP SE or an SAP affiliate company8



WHAT IS ASC 842 AND WHY SHOULD I CARE? CONT’D

� Lessee Impact – Lessees will be most affected as ASC 842 will require almost all leases be 
recognized on the balance sheet whereas previous guidance did not require operating leases to 
be capitalized on the balance sheet.

� Recognize Most Leases on the Balance Sheet – All contracts meeting the definition of a lease, 
including operating leases, will be recognized on-balance sheet via a ROU asset and lease 
liability.

� Exclusion for short-term leases (i.e., one with an accounting lease term of 12 months or 
less).  

� May require a substantial effort to identify all of the entity’s leases and accumulate the 
lease data necessary to apply new guidance. 

� Additional Judgment Required for Lease Identification – Absent the use of elective relief 
options covered in the ASC 842 Elective Relief slide, an entity will need to determine whether 
current leases meet the new definition of a lease under ASC 842, and whether contracts not 
meeting the current definition as a lease change under ASC 842.
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LEASE CLASSIFICATION

� Under ASC 842 all leases must now be classified as either a finance-type or operating-type lease. 
Similar balance sheet impact but the pattern of expense recognition and financial statement presentation will 
depend on the leases classification as either of the following:

� Finance lease – Lessee effectively obtains control of underlying asset.  If the contract has been 
identified as a lease and you answer yes to any of the below at lease commencement, a finance lease 
exists:

� “The lease transfers ownership of the underlying asset to the lessee by the end of the lease term.”

� Reasonably certain to “exercise an option to purchase the underlying asset.”

� “The lease term is for a major part of the remaining economic life of the underlying asset.”

� “The sum of the present value of the lease payments [including residual value guarantees] 
amounts to substantially all of the fair value of the leased asset.”

� “The underlying asset is of such a specialized nature that it is expected to have no alternative use 
to the lessor at the end of the lease term.”

� Operating lease – Lessee does not effectively obtain control of underlying asset.
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ASC 842 ELECTIVE RELIEF
Companies can elect, but only as a package for all leases, not to reassess the following 
circumstances upon transition: 

� Whether any expired or existing contracts are or contain leases;

� Classification for any expired or existing leases;

� Whether initial direct costs for any existing leases qualify for capitalization under 
ASC 842.

Additional considerations related to the elective relief: 

� If you elect the relief, it may be difficult for your auditor to conclude that your go-
forward process to track contracts with embedded leases would not create process-
driven control failures for new leases. 

� It may be difficult to identify contract types that could contain embedded leases or 
other unique leasing implications if you do not review existing contracts now. 
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2017 LEASE ACCOUNTING SURVEY

PwC and CBRE received more than 600 responses for their most recent survey of 
company executives taken between May and June 2017 about actions they are 
considering to prepare for the new lease standard.

Several notable points from the survey:

� 52% of respondents are assessing the impact of the new lease standard, 24% of 
respondents indicated that their implementation is in progress, and 23% of 
respondents have not started their implementation.

� Approximately 25% of respondents best described the level of effort required in 
assessing or implementing the new lease standard as “greater than expected”, and 
approximately 23% of respondents plan to hire consultants to assist with their 
implementation. 

� Approximately 66% of respondents have formed an internal working group to assist 
in assessing and adopting the new lease standard. 

� Approximately 43% of respondents anticipate implementing a new lease accounting 
software. 
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III.   IMPLEMENTATION PROCESS OVERVIEW



IMPLEMENTATION TASKS*

�Review pre-meeting materials provided (i.e. invoices, contract listings, etc.)

�Prepare key scoping questions for business units (BU) meetings

�Conduct initial meetings with BU to better understand revenue streams, fee structures, and unique contract 
provisions

�Begin initial categorization of revenue streams based on meeting discussions

Initial Business Unit Meetings 

�Select a limited sample of contracts from revenue streams

�Review selected contracts for key contract terms to verify terms consistent with BU understanding

�Refine categorization of revenue streams based on findings from initial contract review process

�Conduct meeting with external auditor to discuss any issues with anticipated testing approach 

Initial Contract Review 

�Create tailored ASC 606 checklists for each distinct revenue stream to facilitate consistent review and 
documentation of contract testing

�Draft technical memos for planned testing approach for each material revenue stream using standard contract 
terms identified through the initial contract review process 

Tailor Checklists & Draft Approach Memos  

*Note that implementation process and related tasks for ASC 842 would generally be consistent.
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IMPLEMENTATION TASKS* CONT’D

�Identify and select a sample of customer agreements for each revenue stream based on specific customer and 
revenue coverage percentages

�Test the sample of customer agreements from each revenue stream and verify that terms of the agreements are 
consistent with the standard contract terms used in technical memos

�Create or update technical documentation for special/unique features not initially contemplated 

�Conclude on the accounting (P&L and balance sheet) and disclosures for each revenue stream under ASC 606 by 
applying the 5-step model included in ASC 606

Testing & Documentation  

�Hold education sessions to ensure key individuals from each responsible BU understand the potential impact to 
their key processes

Education 

�Evaluate and assist in the implementation of information technology system enhancements as needed to 
accommodate the additional data requirements of ASC 606’s enhanced disclosures and any accounting changes

�Implement SOX controls as needed to ensure ongoing compliance with SOX post-implementation

Systems and Controls 

*Note that implementation process and related tasks for ASC 842 would generally be consistent
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ASC 842 PRE-IMPLEMENTATION QUESTIONS

ISSUES WHAT TO ASSESS ANALYSIS

� Scope of Lease Portfolio � Determine how many leases, what 
type of leases and where the 
physical documents reside.

� How many buildings, pieces of 
equipment (trucks, forklifts, 
furniture, computers) is the company 
renting via lease term >12 months?

� Lease Portfolio Data � Verify how lease data is managed. � Where does the data reside? PDF’s, 
Disparate Excel spreadsheets, a 
database?

� Who/what groups are responsible for 
management of the data?

� Lease Process - From 
Procurement to Accounting

� Examine the lease process for each 
type of lease from initiation of the 
lease to the accounting for the lease 
and the operating decisions in-
between.

� How do Accounting, Treasury, 
Procurement, IT or other group get 
involved? 

� This assessment will lead to changes 
under the new policy, and potentially 
a completely revised, more efficient 
process.

� Disclosure Statement Process � Assess accuracy and process of 
annual report discloses 

� Have disclosures been poorly tracked 
and under (or over) stated due to the 
lack of a centralized process?

� Non-traditional Lease Types 
and Options 

� Review existence of embedded 
leases, interim lease payments, step 
payments, end-of term option types

� Non-traditional leases and options 
add to the complexity of the 
accounting and drive accounting 
policy decisions
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ASC 842 IMPLEMENTATION CONSIDERATIONS

Kick-start your implementation plan by discussing the pre-implementation questions.

� Will save time and money in the long run to understand where the company is currently 
compared to where it wants to be.

Start contract evaluation process sooner rather than later.

� The effective date for implementation may be years away, but leases negotiated today will have 
to be restated if they do not meet the requirements under the new lease rules.

� The company may need additional time to negotiate new leases or renegotiate unfavorable 
terms of existing leases.

Evaluate all contract terms in the context of minimizing the implementation’s financial statement 
impact.

� Pay attention to economic incentives tied to renewal options that could significantly increase the 
lease term and therefore the associated lease liability.

� There are items that effect the spread between the lease liability and the right to use asset that 
impact the balance sheet/equity differently.  Use these items in the lease design to achieve better 
financial results.
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LEASE ACCOUNTING CHALLENGE - GOVERNANCE

Lease 
Agreement 

Sources

Facilities

Field 
Operations

Commodity 
Logistics

Vehicle Fleet 
Management 

Information 
Technology

Office 
Equipment

Other 
Sources

� Typically, lease agreements are 
entered into by multiple, disparate 
departments and are not centrally 
managed.

� Payments for leases are processed 
either through a centralized AP 
group or by the originating 
department.

� The challenge is to integrate not only 
the contract origination and 
management processes but also the 
payment processes.  Integrating your 
PO and non-PO AP processes with 
lease contracts is most likely not 
done in your organization today.

Who owns the lease management 
function in your organization 
today?
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IV.   INTERNAL AUDIT CONSIDERATIONS



ASC 606 INTERNAL AUDIT CONSIDERATIONS

Audit Consideration Opportune Recommendation

Transition Disclosures Companies need to develop and document controls that address the risks associated 
with transition disclosures and the finalization of the transition adjustments in the 
year of adoption. For example, a company may need controls over its process of 
classifying contracts by revenue stream and its contract review and documentation 
methodology. A company will also need to develop new policies to address the risk 
that material ASC 606 impact terms are not identified. 

IT Considerations During the ASC 606 adoption period, spreadsheets and other short-term manual 
processes may be utilized to track information until the implementation of 
automated processes and controls is completed. These manual processes may result 
in a greater risk of material misstatement than automated processes that are subject 
to effective information technology controls. Thus, additional procedures need to be 
planned and performed to address both the manual and automated controls a 
company uses.

Internal Control 
Considerations

Companies will need to ensure the operating effectiveness of controls that cover the 
implementation process and the go-forward accounting under ASC 606. Controls 
over the implementation should provide sufficient evidence a complete population 
of contract terms (standard and non-standard) have been identified.
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ASC 606 INTERNAL AUDIT CONSIDERATIONS CONT’D

Audit Consideration Opportune Recommendation

Estimates ASC 606 will likely require companies to make significantly more accounting estimates to 
recognize revenue. Internal audit functions will need to obtain an understanding of how
revenue estimates are developed to inform their approach to testing the estimates. For 
example, internal auditors may want to test the process used by management, develop an 
independent expectation of what the estimate should be or review material transactions
that occur after the balance sheet date but before the auditor’s report is issued.

ASC 606 Disclosures ASC 606 requires significant new disclosures that could introduce new risks for
misstatement. In order to comply with new disclosures, many companies will need to 
update systems and processes. Increased coordination between company personnel inside 
and outside of the accounting department may also be required. Internal controls will 
need to be developed for new processes and systems, and internal auditors must 
understand these new processes and information systems to effectively perform testing 
procedures.

Fraud Risk A potential incentive for fraud may arise if the implementation of ASC 606 affects a 
company’s reported financial performance, in particular if the company has aggressive 
expectations or targets set by management or financial analysts. Thus, companies will 
need to consider the risk that accounting policies could be established that are not in 
accordance with ASC 606 in order to achieve revenue targets. As previously noted, ASC 
606 will also require some companies to make significantly more accounting estimates to 
recognize revenue. Accordingly, those companies will need to consider the risks related to 
any new opportunities for fraud as a result of the increased estimation process. 
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ASC 842 INTERNAL AUDIT CONSIDERATIONS

POTENTIAL AREAS FOR ICFR 
REVISIONS

EXAMPLE CONSIDERATIONS

� Scope of Lease Portfolio � Were all leases under ASC 842 identified, including those 
contracts that may not have previously met the definition of 
a lease under ASC 840 (completeness)?

� What documentation and support will be required to 
satisfy/facilitate audit testing

� Lease Portfolio Data � Was lease data tracked for existing lease contracts? If not, 
how did management collect this information? 

� What ongoing process will be required to satisfy SOX 
control requirements and facilitate ongoing audit testing?

� Lease Process - From Procurement to Accounting � Did management develop a process in which procurement 
groups flag or identify material contracts that may represent 
a lease under ASC 842 or include non-standard terms that 
require unique accounting provisions? How does your 
company ensure satellite or field offices follow these new 
protocols?

� Disclosure Statement Process � Are systems in place to comply with new ASC 842 
disclosure requirements, or is the company utilizing manual 
processes (or both)?   

� Non-traditional Lease Types and Options � Was a representative population of leases tested such that all 
material non-standard lease types or contract provisions 
were successfully captured for evaluation under ASC 842? 

� Is there a process in place to capture unique lease contracts 
on a go-forward basis?
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