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Issue #1-10: Disclosures – Contract with Customers 

Expected Overall Level of Impact to Industry Accounting:  High 

Wording to be Included in the Revenue Recognition Guide: 

1. The guidance provided in this section addresses the new disclosure requirements under FASB ASC 606-10-50 for 
public entities. Aerospace and defense companies that are neither a public business entity nor a not-for-profit entity 
that has issued, or is a conduit bond obligor for, securities that are traded, listed, or quoted on an exchange or an 
over-the-counter market (that is, a nonpublic entity) may elect not to provide certain of the disclosures required of 
public entities. These differences are described further in each of the sections below. 

Disaggregation of Revenue 

2. As discussed in BC335 of FASB ASU 2014-09, the intention of the disaggregation of revenue disclosure as outlined 
in FASB ASC 606-10-50-5 is to provide users of the financial statements with additional insight into the composition 
of a company’s revenues. This may be most effectively achieved by providing a disaggregation based on risk 
profile. Companies in the aerospace and defense industry may wish to consider the following categories of 
disaggregation when determining how to construct their disclosures in accordance with FASB ASC 606-10-50-5 
and 50-6. For each of these categories, companies should consider whether the disclosure would be meaningful 
or useful to financial statement users based on the nature of its business, as well as whether such level of detail 
is already frequently disclosed or discussed either internally or externally. 

a. Geographic region. For aerospace and defense companies that have significant operations outside of the 
U.S., disaggregation by geographic region may be appropriate, as the nature, amount, timing and 
uncertainty of revenues and cash flows is dependent on both domestic and international priorities and 
budgets, which may differ. Furthermore, performance and collection risk on international programs is 
generally more significant than on domestic programs. Because priorities and risk can also vary 
significantly by country depending on geopolitical and economic factors specific to those countries, 
disaggregating revenue solely by U.S. and international may not be as meaningful as disaggregating by 
geographic region.  

b. Customer type. For aerospace and defense companies that have different classes of customers, 
disaggregation by customer type may be appropriate. Revenue and collection risk can vary significantly 
by customer type. For example, sales to the U.S. Government generally have a low risk of collection due 
to U.S. Government procurement rules, regulations and business practices that are in place; whereas, 
sales outside of the U.S. are subject to foreign government laws, regulations and procurement policies 
and practices, which may differ from U.S. Government regulations and generally carry a higher risk of 
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collection. Direct commercial sales and other commercial sales (within the U.S. and outside the U.S.) are 
subject to fewer regulations, and also have a different collection risk profile compared to U.S. Government 
sales.  

c. Contract type. For aerospace and defense companies that perform under different contract types, 
disaggregation by contract type may be appropriate. Generally, customer contracts can be categorized as 
either fixed-price or cost-type contracts. Companies should consider whether separate disclosure of time 
and materials (T&M) contracts is meaningful or whether they should be classified as fixed-price or cost-
type contracts for disclosure purposes. There may be diversity in practice as to how T&M contracts are 
classified. Performance and collection risk can vary by contract type. Because aerospace and defense 
companies carry the burden of cost overruns (and receive the benefit of cost underruns) on fixed-price 
contracts, fixed-price contracts generally have greater risk than cost-type contracts, especially because 
many aerospace and defense contracts involve advanced designs and technologies that may experience 
unforeseen technological difficulties and cost overruns.  

d. Product type or product line. In determining whether disaggregation by product type or product line may 
be meaningful, aerospace and defense companies should consider how their product lines are organized 
and whether a similar risk profile applies to an entire product type or product line. In other words, is the 
performance of that product line driven by all or most of the same economic factors?  Aerospace and 
defense companies should also consider whether performance of specific product types, services, or 
product lines is typically disclosed or discussed. 

e. Development and production contracts. Aerospace and defense companies may want to consider whether 
disaggregation of revenue by development and production contracts is meaningful, as development 
contracts generally carry greater risk than production contracts. However, due to the inability to oftentimes 
distinguish between the development and production phases (and related revenues) of aerospace and 
defense contracts, it may not be meaningful to arbitrarily separate them for disaggregation purposes. In 
addition, companies should consider what portion of their business this disaggregation would apply to in 
determining whether it would be meaningful. 

Refer to Examples 1 and 2 for illustrative examples of the disaggregation of revenue disclosure. 

3. As required by FASB ASC 606-10-50-3, a disaggregation of revenue should be presented for all periods for which 
an income statement is presented.  

4. FASB ASC 606-10-50-7 indicates that the quantitative disaggregation disclosure guidance in FASB ASC 606-10-
50-5 through 50-6 and FASB ASC 606-10-55-89 through 55-91 is not required for nonpublic entities. However, if 
a nonpublic entity elects not to provide those disclosures it must provide, at a minimum, revenue disaggregated 
according to the timing of transfer of goods or services (for example, revenue from goods or services transferred 
to customers at a point in time and revenue from goods or services transferred to customers over time) and 
qualitative information about how economic factors (such as type of customer, geographical location of customers, 
and type of contract) affect the nature, amount, timing, and uncertainty of revenue and cash flows. 

Contract Balances  

5. While FASB ASC 912-310-25-1 was updated to state that unbilled amounts on cost-plus fixed-fee contracts with 
the U.S. Government may be receivables or contract assets (unbilled amounts on fixed-type contracts are not 
specifically addressed in the update), if more than just the passage of time is required before payment, the asset 
related to unbilled amounts on both cost-type and fixed-price contracts should be presented as a contract asset. 
Contractors may consider the following factors when determining whether it is just the passage of time that makes 
payment unconditional. For fixed-price contracts with performance based payments, because a contractor can 
only bill when a performance based milestone is met or upon customer acceptance for retainage, there are events 
other than the passage of time required before amounts can be billed. For cost-type contracts and fixed-price 
contracts with progress payments, the right to payment is not unconditional until costs are invoiced or billed 
because there are requirements beyond the passage of time that must be met before amounts can be billed, 
including maintaining accounting systems that are in compliance with Federal Acquisition Regulation (FAR) Cost 
Principles and applicable Cost Accounting Standard (CAS) requirements, customer acceptance (for billing of 
retainage), and customer agreement on award and incentive fees. 

6. Presentation of a contract as a contract asset or a contract liability was discussed at the October 2014 FASB IASB 
Transition Resource Group (TRG) meeting. Paragraph 12 of TRG Agenda Ref. No. 11: October 2014 Meeting – 
Summary of Issues Discussed and Next Steps, discussed how an entity should determine the presentation of a 
contract that contains multiple performance obligations: 
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TRG members generally agreed that a contract is presented as either a contract asset or a contract liability 
(but not both) depending on the relationship between the entity’s performance and the customer’s payment. 
That is, the contract asset or liability is determined at the contract level and not at the performance obligation 
level. 

7. Thus in accordance with the discussion at the October 2014 TRG meeting on presentation of a contract as a 
contract asset or a contract liability, aerospace and defense companies should aggregate performance obligations 
at the contract level when determining the total contract asset balance and total contract liability balance for both 
presentation and disclosure purposes.  

a. For example, a company determines that there are two performance obligations related to a single 
contract. The company received a $100 million advance on the first performance obligation, and has 
performed no work to date. The company has performed $150 million of work on the second performance 
obligation, which remains to be billed. When aggregated at the contract level for presentation and 
disclosure purposes, the company has a contract asset of $50 million. 

8. To address the requirement to disclose the opening and closing balances of receivables, contract assets and 
contract liabilities in accordance with FASB ASC 606-10-50-8(a) and provide an explanation of the significant 
changes in the contract asset and contract liability balances in the reporting period in accordance with FASB ASC 
606-10-50-10, companies may consider disclosing a rollforward of the contract balances for the reporting period. 
Alternatively, companies may choose to disclose the opening and closing balances in a narrative or tabular format 
with enhanced narrative around the significant drivers of the changes in the balances.  

9. Related to the requirement to disclose revenue recognized in the reporting period that was included in the contract 
liability balance at the beginning of the period in accordance with FASB ASC 606-10-50-8(b), FinREC believes 
that aerospace and defense companies should disclose total revenue recognized in the reporting period related to 
contracts that were in a net liability position as of the beginning of the fiscal year, but not in excess of the net liability 
balance for a specific contract. Refer to Example 3 for an illustrative example of this calculation for disclosure 
purposes.  

10. In addition, for contracts in a liability position at the beginning of the period that receive additional advances in the 
subsequent reporting period, FinREC believes one acceptable method would be to assume that all revenue 
recognized in the reporting period first applies to the beginning contract liability as opposed to a portion applying 
to the new advances for the period. Companies should consider disclosing the method that they are applying to 
calculate this disclosure. 

11. The disclosure requirements outlined in paragraphs 50-8(a) and (b) and 50-10 of FASB ASC 606-10 relate to 
contract balances and changes in those balances.  Accordingly, the disclosures would capture year-to-date 
information (i.e., using the periods on the comparative balance sheet), although an entity may provide 
supplemental quarterly information. As discussed by the FASB staff at the November 2016 TRG meeting, for the 
disclosures outlined in FASB ASC 606-10-50-12A, an entity may include the information in a quarterly rollforward 
rather than providing the information for both the quarter and year-to-date periods. 

12. FASB ASC 606-10-50-11 indicates that the disclosure requirements in FASB ASC 606-10-50-8 through 50-10 
related to contract balances and certain changes impacting revenue, timing of the satisfaction of its performance 
obligations and explanation of the significant changes in the contract asset and liability balances during the 
reporting period, are not required for nonpublic entities. However, if a nonpublic entity elects not to provide these 
disclosures, the entity should provide the disclosure in FASB ASC 606-10-50-8(a), which requires the disclosure 
of the opening and closing balances of receivables, contract assets, and contract liabilities from contracts with 
customers, if not otherwise separately presented or disclosed. 

Transaction Price Allocated to the Remaining Performance Obligations  

13. In accordance with FASB ASC 606-10-50-13(b), a company may choose to disclose when it expects to recognize 
revenue on its remaining performance obligations on either a quantitative or qualitative basis. Potential options for 
structuring this disclosure include: i) a tabular roll-out of revenue to be recognized on remaining performance 
obligations, by year; (ii) disclosure of the percentage of remaining performance obligations that is expected to be 
recognized as revenue over the following years; (iii) a qualitative discussion of a company’s average contract 
duration, etc.; or (iv) a combination of these approaches.  

14. For companies that choose to disclose a tabular roll-out of revenue to be recognized on remaining performance 
obligations, by year, if a substantial portion of the revenues will be recognized in the upcoming year, one option 
could be to disclose for only the upcoming year (or two), and include the remaining revenue in a “thereafter” period.   

15. The descriptive disclosures of an entity’s performance obligations as outlined under FASB ASC 606-10-50-12 are 
required for nonpublic entities, but FASB ASC 606-10-50-16 indicates that the disclosure requirements of 
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paragraphs 13-15 of FASB ASC 606-10-50 related to remaining performance obligations are not required for 
nonpublic entities. 

16. The following examples are meant to be illustrative, and the determination of the most appropriate disclosures in 
accordance with FASB ASC 606-10-50 should be based on the facts and circumstances specific to an entity. 

Example 1: Disaggregation of Revenue – by Geographic Location, Customer Type, and Contract Type 

A contractor is a global entity that generates approximately 40% of its sales outside of the United States. The 
economic environment of each of the regions in which the contractor does business is very different. In addition, 
the contractor performs on contracts for the U.S. Government, foreign governments, as well as commercial 
customers, and the company has assessed the risk profile of these customers to be very different. The company’s 
contracts are generally structured as either fixed-price or cost-type, and the company has also assessed the risk 
profile associated with these two contract types to be very different. The company’s product lines are organized 
by capabilities, and as a result, the risk profile of the programs within a single product line can vary significantly. 
The following example illustrates the disaggregation of revenue disclosure for this contractor based on their 
assessment that the most meaningful disaggregation is by geographic location, customer type and contract type.  

 
Example 2: Disaggregation of Revenue – by Product Type, Geography, and Major Customer 

A contractor is a global entity that generates approximately 50% of its sales outside of the United States. The 
economic environment of each of the regions in which the contractor does business is very different. In addition, 
the contractor performs on contracts for the U.S. Government, foreign governments, as well as commercial 
customers, and the company has assessed the risk profile of these customers to be very different. The contractor 
organizes its segments and product lines based on major products and services, and the risk profile of the contracts 
within each individual major product or service area is generally similar; however risk profile differs significantly 
across major products or services. The majority (almost 100%) of the company’s contracts are structured as cost-
type. The following example illustrates the disaggregation of revenue disclosure for this contractor based on their 
assessment that the most meaningful disaggregation is by major product / service, geographic location, and 
customer type. 

Disaggregation of Total Net Sales  (in millions) Segment A Segment B Total

United States
Sales to the U.S. Government(1)

Fixed-price contracts 100         90          190     
Cost-type contracts 85          75          160     

Direct commercial sales and other
Fixed-price contracts 25          35          60       
Cost-type contracts -         -         -      

Middle East and North Africa
Foreign military sales through the U.S. Government

Fixed-price contracts 40          35          75       
Cost-type contracts 35          20          55       

Direct commercial sales and other
Fixed-price contracts 20          35          55       
Cost-type contracts 10          -         10       

All other 
Foreign military sales through the U.S. Government

Fixed-price contracts 20          10          30       
Cost-type contracts 25          5            30       

Direct commercial sales and other
Fixed-price contracts 10          30          40       
Cost-type contracts -         -         -      

Total net sales 370         335         705     
(1) Excludes foreign military sales through the U.S. Government.
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Example 3: Revenue recognized included in the contract liability balance at the beginning of the period 

A contractor has one contract, for which an advance of $100 million was issued by the customer and $50 million of 
work has been performed to date by the contractor, for a net contract liability balance of $50 million at year-end. In the 
following quarter, the contractor performs an incremental $60 million of work on this contract, which is recognized as 
revenue, resulting in an ending contract asset balance of $10 million. For purposes of the disclosure under FASB ASC 
606-10-50-8(b), the company would only disclose $50 million of revenue recognized in the reporting period related to 
the contract liability balance at the beginning of the period, as the additional $10 million relates to revenue recognized 
once the contract flipped to an asset position. 

 

 
 

 
 

Comments should be received by November 1, 2017, and sent by electronic mail to Kim 
Kushmerick at kim.kushmerick@aicpa-cima.com, or you can send them by mail to Kim Kushmerick, 

Accounting Standards, AICPA, 1211 Avenue of the Americas, NY 10036. 
 

 

Total Net Sales by Major Product or Service (in millions) Segment A Segment B Total

Aircrafts 1,520      -         1,520   
Combat vehicles 560         -         560     
Submarines 960         -         960     
Radars -         1,105      1,105   
Mobile communication devices -         850         850     
Engineering and other services -         800         800     
Total net sales 3,040      2,755      5,795   

Total Net Sales by Geographic Areas (in millions) Segment A Segment B Total

United States 1,560      1,250      2,810   
Asia/Pacific 520         460         980     
Middle East and North Africa 370         625         995     
All Other (Principally Europe) 590         420         1,010   
Total external sales 3,040      2,755      5,795   

Total Net Sales by Major Customers (in millions) Segment A Segment B Total

Sales to the U.S. Government(1) 1,275      895         2,170   
U.S. direct commercial sales 285         355         640     
Foreign direct commercial sales 880         745         1,625   
Foreign military sales through the U.S. Government 600         760         1,360   
Total net sales 3,040      2,755      5,795   
(1) Excludes foreign military sales through the U.S. Government.
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