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Issue #3-6: Soft-Dollar Revenue 

Expected Overall Level of Impact to Industry Accounting:  
Minimal 

Wording to be Included in the Revenue Recognition Guide: 

Background: 

1. As discussed in FASB ASC 940-20-05-04, soft-dollar arrangements are arrangements in which a broker-dealer 
provides research to a customer in return for a certain volume of trades from that customer. These arrangements 
generate commission income for the broker-dealer. This research includes research documents and less traditional 
items such as use of research analyst’s time to answer client questions or paying the subscription costs of research 
equipment (such as a Bloomberg terminal) on behalf of the client. Many of these arrangements are oral, and the value 
of the research to be provided is typically based on a percentage of commission income. Soft-dollar customers are 
typically institutional investors or money managers. Soft-dollar research may be generated either internally by the 
broker-dealer or purchased by the broker-dealer from a third party. Since soft dollar arrangements vary by broker-
dealer and sometimes by customer, each arrangement needs to be evaluated using the criteria in ASC 606. 

Identify the contract with a customer (FASB ASC 606-10-25-1 through 606-10-25-9) 

2. Soft-dollar arrangements may be in a standalone agreement or included in an agreement with clearing, custody and/or 
execution services. To determine whether the agreement meets the definition of a contract with a customer within the 
scope of the standard, a broker-dealer should consider the required criteria in FASB ASC 606-10-25-1. Soft-dollar 
arrangements would meet the definition of a contract if all of the following criteria from FASB ASC 606-10-25-1 are 
met: 
 

a. parties have approved the contract, 
b. the services to be provided are explicitly stated, 
c. consideration to be paid in exchange for such service is explicitly stated, 
d. the arrangement has commercial substance, and 
e. it is probable that the entity will collect the consideration to which it will be entitled.  

 
Furthermore, a broker-dealer should also consider FASB ASC 606-10-25-2 to determine whether the contract creates 
enforceable rights and obligations, especially in arrangements when the soft-dollar contract is oral and not accounted 
for as a single contract (as discussed below) with the clearing, custody and/or execution contract. 
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3. For soft-dollar arrangements included in a separate agreement that is entered into at or near the same time as a 

clearing, custody and/or execution agreement (or other agreement) with the same customer, a broker-dealer must 
evaluate whether these agreements should be accounted for as a single contract based on meeting any of the criteria 
at FASB ASC 606-10-25-9. As the amount of research provided to a customer in soft-dollar arrangements is based on 
the volume of trades from the customer, FinREC believes that soft-dollar arrangements will generally be combined 
with clearing and/or execution agreements and accounted for as a single contract. Therefore, broker-dealers should 
incorporate the analysis in paper 3-1 Commission Income, regarding whether the purchase of research is an optional 
purchase under FASB ASC 606-10-55-42 and provides a material right to the customer.  
 

Identify separate performance obligations (FASB ASC 606-10-25-14 through 606-10-25-22) 

4. When soft-dollar arrangements are combined with clearing, custody and/or execution agreements and accounted for 
as a single contract, FinREC believes the research services are generally a separate performance obligation from the 
clearing, and/or custody and/or execution services. A service is distinct if the customer can benefit from the service on 
its own and the broker-dealer’s promise to transfer the service is separately identifiable from other promises in the 
contract. Research services meet the definition of being distinct as customers can benefit from the research services 
on their own and research services are separately identifiable from the clearing/execution/custody services (i.e., they 
are not inputs to a combined output in accordance with FASB ASC 606-10-25-21).In addition, research services are 
often separately identified in the contract.  If determined to be distinct, the promised services should therefore be 
accounted for separately. Clearing/execution and/or custody performance obligations are discussed in separate 
papers, 3-1 Commission Income and paper 3-1A Commission Income – Trade Date vs. Settlement Date. This paper 
will focus on the research service performance obligations. 

5. If the broker-dealer provides the customer with the option of choosing research reports to be provided at a future date 
or research in the form of access to systems (for example, Bloomberg), the option presents the customer with a material 
right to the future research. 

6. Rather than providing research services to a customer or obtaining research from a third party and transferring it to 
the customer, a broker-dealer may instead directly pay the third party on behalf of the customer for research services 
provided by third-parties. In this situation, the broker-dealer’s performance obligation is to arrange for those goods or 
services to be provided by the third party.  See paragraphs 9 and 10 for additional discussion.  

Determine the transaction price (FASB ASC 606-10-32-2 through 606-10-32-27) 

7. When soft-dollar arrangements are combined with clearing and/or execution agreements and accounted for as a single 
contract, the transaction price is generally the commission fee defined in the contract between the broker-dealer and 
the customer. A typical transaction price is determined based on the contractually agreed-upon commission rates 
multiplied by the quantity of trades executed and/or cleared. A typical brokerage contract generally can be terminated 
at will by either the broker-dealer or the customer.  FASB ASC 606-10-25-3 explains that when a contract has no fixed 
duration and can be terminated or modified by either party at any time, an entity should apply the guidance in FASB 
ASC 606 to the duration of the contract (i.e., the contractual period) in which the parties to the contract have present 
enforceable rights and obligations, unless a customer has a material right that extends beyond the contract term.  For 
broker-dealers, this duration may be a one-day period (or shorter) in cases where the contract is terminable at will.  
The amounts collected under these contracts are typically not refunded once the contract is terminated, but this practice 
may vary by entity. Additional consideration and analysis may be required for brokerage contracts with a specified term 
(such as, one year).   

8. Research services provided by the broker-dealer may be internally generated or obtained by the broker-dealer from a 
third party and transferred to the customer (in which case they would be considered a performance obligation) or they 
may be services provided by third-parties that are paid directly by the broker-dealer on behalf of the customer (in which 
case arranging for those goods or services to be provided by the third party would be considered a performance 
obligation as noted previously). When the broker-dealer pays third parties on behalf of the customer, the broker-dealer 
needs to determine if the broker-dealer is acting as an agent or a principal (see paragraphs 9 and 10).  

9. When a third-party is used to provide research services, the principal vs. agent guidance at FASB ASC 606-10-55-36 
through 55-40 should be considered.  The broker-dealer may be considered a principal if it  controls the research from 
the third party, regardless of whether the research is provided to the customer directly by the third party or through the 
broker-dealer.  A broker-dealer should consider the indicators that an entity controls the research before it is transferred 
to the customer in FASB ASC 606-10-55-39 in making this assessment. If the broker-dealer determines it is acting as 
the principal, the revenue should be reported gross of any expenses (e.g., the cost of the related research). 
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10. The broker-dealer may be considered an agent if it does not control the research services before they are transferred 
to the customer.   In this circumstance, the broker-dealer should include the net fee it expects to be entitled to for 
arranging to have another party provide the research services to the customer in the transaction price. For example, 
assume a broker-dealer acting as an agent pays $40,000 to Bloomberg on behalf of its customer for the use of a 
Bloomberg terminal by its customer. In this example the broker-dealer would report revenue, if any, for the difference 
between the $40,000 paid to Bloomberg and the transaction price allocated to the soft dollar arrangement. 

11. Paragraphs 15–20 of FASB ASC 606-10-32 require that if the timing of payment agreed to by the broker-dealer and 
the customer provides the customer with a significant benefit of financing the services, the transaction price should be 
adjusted for the significant financing component. FASB ASC 606-10-32-17 includes factors that would indicate there 
is not a significant financing component and as a result the transaction price should not be adjusted. FinREC believes 
the transaction price in these arrangements would generally not be adjusted as either (1) a substantial amount of the 
consideration promised by the customer is paid in advance and the timing of the transfer of the goods or services is at 
the discretion of the customer (FASB ASC 606-10-32-17(a)) or (2) the period between when the entity transfers the 
research and when the customer pays for it will be one year or less, which is often the case for soft-dollar arrangements, 
in which case the broker-dealer may apply the practical expedient (FASB ASC 606-10-32-18). 

Allocate the Transaction Price to Performance Obligations (FASB ASC 606-10-32-28 through 606-10-32-35) 

12. When soft-dollar arrangements are combined with clearing, custody and/or execution agreements and accounted for 
as a single contract and the research services are considered a separate performance obligation, the broker-dealer 
should determine the standalone selling price of the trade execution, custody and/or clearing and research/agency 
services and allocate the transaction price in proportion to those standalone selling prices. Paragraphs 31–35 of FASB 
ASC 606-10-32 provide guidance on allocating the transaction price to multiple performance obligations.  

Recognize revenue when (or as) the broker-dealer satisfies a performance obligation (FASB ASC 606-10-25-23 through 
606-10-25-37 and 606-10-32-1) 

13. For each performance obligation, the broker-dealer should determine whether that performance obligation is satisfied 
over time. If the criteria listed in FASB ASC 606-10-25-27 for performance obligations satisfied over time are not met, 
then the performance obligation is considered to be satisfied at a point in time.  

14. In regard to the research services performance obligation, this analysis will vary depending on the nature of the 
research services provided. For example, if the broker-dealer provides ongoing access to a research analyst 
throughout the arrangement term, the performance obligation may be satisfied over time. However, if the broker-dealer 
provides a fixed number of analyst reports, the performance obligation may be satisfied at the point in time that each 
report is provided.  

 
 

Comments should be received by November 1, 2017, and sent by electronic mail to Ivory Bare at 
ivory.bare@aicpa-cima.com, or you can send them by mail to Ivory Bare, Product Management and 

Development, AICPA, 220 Leigh Farm Road, Durham, NC 27707-8110. 
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