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Issue #4-7: Disclosures 

Expected Overall Level of Impact to Industry Accounting:  
Impact will be most significant on public entities, limited impact on 
private entities 

Wording to be Included in the Revenue Recognition Guide: 

1. The recognition of revenue requires the use of judgment, interpretation, and estimates. As explained in FASB 
ASC 606-10-50-1 the objective of the disclosures for remaining performance obligations and the changes in 
entity’s contract balances is to allow financial statement users to understand the nature, amount, timing and 
uncertainty of revenue and cash flows that result from revenues from contracts with customers. To meet this 
objective an entity will be required under FASB ASC 606-10-50 to disclose qualitative and quantitative information 
about revenues, remaining performance obligations (backlog-like disclosure), and activities impacting contract 
balances so that the financial statement users understand the judgments made in applying FASB ASC 606 to the 
different sources of revenue from contracts with customers.  
 

Disclosures related to Remaining Performance Obligations 
 
2. The determination of remaining performance obligations is driven by the same measurement guidance as revenue 

recognition.  Therefore, the reporting entity should apply its accounting policy for determining contract price, 
transaction price, and constraint on transaction price for variable consideration in determining remaining 
performance obligations as well as revenue recognition under FASB ASC 606. 
 

3. For GAAP disclosures regarding remaining performance obligations, the measurement should be performed as 
of the end of the reporting period as required by FASB ASC 606-10-50-13a. 
 

4. Prior to creating disclosures an engineering or construction entity should determine if it is a public business entity, 
as there are certain required disclosures that will be optional for those entities that do not meet the definition of a 
public business entity.  
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5. An entity must first understand its sources of revenue. The presentation of the income statement should indicate 
those sources that are from contracts within the scope of Topic 606 (i.e. revenue from contracts with customers) 
and those from other sources of revenue.  If the amounts of revenue that are from contracts with customers and 
those that are from other sources are material to the financial statements and not presented separately on the 
income statement, they should be disclosed separately in the notes to the financial statements. The disclosure 
should include appropriate information as applicable under FASB ASC 606, for revenues from contracts with 
customers, and other relevant guidance, for revenue from other sources.   
 

Disaggregating Revenue 
 
6. Prior to creating revenue recognition disclosures, the level of disaggregation of revenue should be determined. 

FASB ASC 606-10-50-2 provides guidance on sasifying the overall disclosure objective, stating that “an entity 
shall aggregate or disaggregate disclosures so that useful information is not obscured by either the inclusion of a 
large amount of insignificant detail or the aggregation of items that have substantially different characteristics.” 
FASB ASC 606-10-50-5 provides the requirements for disclosure of disaggregated revenue, and Paragraphs 89 
through 91 of FASB ASC 606-10-55 provide examples of appropriate categories for disaggregation as noted in 
paragraph 9) below. While entities that do not meet the definition of a public business entity may elect not to apply 
certain quantitative disclosures in such guidance, at a minimum entities should disaggregate revenue according 
to the timing of transfer of goods or services (i.e., over time and point in time) and disclose qualitative information 
about how economic factors affect the nature, amount, timing and uncertainty of revenues and cash flows. Many 
engineering and construction entities may find it easier to prepare presentation and disclosures after revenue is 
disaggregated and therefore even non-public business entities may choose to disaggregate revenue when there 
are significant differences in revenue sources. 
 

7. FASB ASC 606 does not modify the criteria for reporting operating segments under FASB Topic 280, Segment 
Reporting. 
 

8. Disaggregation of revenue does not mean disclosing individual contract information that is often requested by 
sureties.  Engineering and construction entities that are not public business entities and that primarily focus on a 
single market may not find it necessary to further disaggregate revenue to achieve the objectives described in 
FASB ASC 606-10-50-1.   
 

9. Public business entities and other entities that disclose disaggregated revenue beyond the categories of revenue 
recognized at a point in time and over time should consider financial information that they disclose outside the 
financial statements, such as presentations to investors and the information that management uses to make 
financial decisions for the entity in determining the appropriate categories of revenue as discussed in FASB ASC 
606-10-55-90. FASB ASC 606-10-55-91 provides the following categories that might be an appropriate basis for 
determining the categories for disaggregation of revenue: 

a. Type of good or service (for example, major product lines)  
b. Geographical region (for example, country or region)  
c. Market or type of customer (for example, government and nongovernment customers)  
d. Type of contract (for example, fixed-price and time-and-materials contracts)  
e. Contract duration (for example, short-term and long-term contracts)  
f. 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 over time)  
g. Sales channels (for example, goods sold directly to consumers and goods sold through 

intermediaries). 
 

10. For engineering and construction entities common categories of disaggregated revenue include: residential and 
commercial contracts, revenue from public sources (governments, etc.) and private sources, geographic region, 
and contract duration. If the construction contractor reports segment information in its financial statements, FASB 
ASC 606-10-50-6 requires the entity to disclose sufficient information to enable users of financial statements to 
understand the relationship between the disclosure of disaggregated revenue (in accordance with FASB ASC 
606-10-50-5) and revenue information that is disclosed for each reportable segment.. 
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11. When creating disclosures it is important to consider the needs of the users of the financial statements. The 
objective of the disclosures is to provide the most useful information and therefore to aggregate or disaggregate 
disclosures in a way that does not obscure information by providing too little or too much information. Finding the 
ideal balance for disclosures will require careful evaluation of all sources of revenue, including how judgments 
that are used to recognized revenue may differ amongst different types of revenue.  
 

Backlog – Remaining Performance Obligations 
 
12. SEC regulation §229.101. Item 101(c)(viii) Narrative Description of Business – Backlog states 

The dollar amount of backlog orders believed to be firm, as of a recent date and as of a comparable date in 
the preceding fiscal year, together with an indication of the portion thereof not reasonably expected to be filled 
within the current fiscal year, and seasonal or other material aspects of the backlog. (There may be included 
as firm orders government orders that are firm but not yet funded and contracts awarded but not yet signed, 
provided an appropriate statement is added to explain the nature of such orders and the amount thereof. The 
portion of orders already included in sales or operating revenues on the basis of percentage of completion or 
program accounting shall be excluded.) 
 

13. As required by SEC regulation §229.101. Item 101(c) Narrative Description of Business, to the extent material to 
an understanding of the registrant's business taken as a whole, such backlog information should be disclosed for 
the registrant's dominant segment or each reportable segment about which financial information is presented in 
the financial statements. 
 

14. In the narrative description of business, as stated in paragraph 13, SEC regulations require public entities to 
disclose backlog orders (contracts with customers) by significant business segment as of a recent date and as of 
a comparable date in the preceding fiscal year.  In addition, SEC regulations require disclosure of the portion of 
the backlog that is not reasonably expected to be filled within the current fiscal year, and seasonal or other material 
aspects of the backlog 
 

15. SEC regulation §229.101. Item 101(c)(viii) permits the reporting entity to define the date that it determines the 
disclosure of backlog on a comparative basis over the reporting periods.  This date may or may not be the fiscal 
year end or quarter ended date.  On a prospective basis, SEC reporting of backlog will typically be limited to two 
time bands – backlog expected to be fulfilled in the current period and aggregate remaining backlog.  
 

16. There are no changes to the required SEC disclosures described in paragraphs 12 through 15; however there 
may be additional disclosures required under FASB ASC 606. FASB ASC 606-10-50-13 defines remaining 
performance obligations as “performance obligations that are unsatisfied (or partially unsatisfied) as of the end of 
the reporting period.” Backlog, as defined by the SEC, may be similar to remaining performance obligations, as 
defined by FASB 606-10-50-13; however, where applicable, FinRec believes management’s discussion and 
analysis should include a description of the differences between the remaining performance obligations total 
(GAAP number) and the backlog total (Non-GAAP number).  
 

17. Dependent upon the uncertainty of remaining performance obligations relating to engineering and construction 
entity contracts, entities should consider disclosing qualitative information, including accounting policies and 
assumptions applied, in defining the events that cause the contingent scope of work to become a component of 
quantified remaining performance obligations and revenue recognition.  These disclosures may need to include 
a description of the impact that certain contractual terms (such as termination provisions, options for additional 
goods and services, and variable consideration) have on various types of contracts (for example, U.S. government 
services and operations & maintenance type). Where applicable, separate disclosure of the dollar amount of 
contingent remaining performance obligations may be appropropritae to meet the objectives under FASC 606. In 
preparing such disclosures, consideration should also be given to the qualitative and quantitative disclosure 
requirements under the existing SEC regulation §229.101. Item 101(c)(viii), which states “there may be included 
as firm orders government orders that are firm but not yet funded and contracts awarded but not yet signed, 
provided an appropriate statement is added to explain the nature of such orders and the amount thereof.” 
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18. For public entities, FASB 606-10-50-13a requires disclosure of the aggregate amount of transaction price 
allocated to all of its remaining performance obligations that are not satisfied (or partially satisfied) as of the end 
of the reporting period.  FASB ASC 606-10-50-14 allows an entity to not make this disclosure if either the 
performance obligation is part of a contract with an expected duration of one year or less (overall contract duration 
– not the period from the balance sheet date to completion of the contract) or the entity’s right to consideration 
from the customer is an amount that corresponds directly with the value to the customer of the entity’s performance 
completed to date as explained in FASB ASC 606-10-55-18.  FASB ASC 606-10-50-15 requires that the entity 
disclose the application of the optional exemption in FASB ASC 606-10-50-14, and whether any consideration 
from contracts with customers is not included in the transaction price and not included in the remaining 
performance obligations disclosure such as constrained variable consideration.  Depending on the nature of the 
entity’s remaining performance obligations, not applying the optional exemption may be more cost effective than 
compiling the contracts and performance obligations that would be excluded and developing the related 
disclosures. 
 

19. FASB ASC 606-10-50-13b also requires public entities to disclose when the entity expects to recognize as 
revenue the aggregate amount of its remaining performance obligations, by either presenting the disclosure on a 
quantitative basis using time bands that are most appropriate for the duration of the remaining performance 
obligation or by using qualitative information.  As there are no changes to the required SEC disclosures described 
in paragraphs 12 through 15, FASB ASC 606-10-50-13b may expand the disclosure regarding backlog required 
under SEC regulation §229.101. Item 101(c)(viii) when time bands are used because the disclosure under FASB 
ASC 606 will likely include time bands representing multiple future periods. 
 

20. Entities reporting segment information should consider the disclosure of remaining performance obligations 
allocable to the segments.  
 

21. Certain exemptions are provided in FASB ASC 606 to simplify the disclosure requirements for nonpublic entities 
that report under US GAAP.  However, such engineering and construction entities may consider the needs of 
surety and sometimes other users of their financial statements regarding remaining performance obligations in 
the decision to make the election to not provide the disclosure and electing to apply the practical expedients 
permitted for remaining performance obligations disclosure. 
 

Revenue Recognition Policies 
 
22. Once an appropriate level of disaggregation has been arrived at for revenues, a construction contractor can begin 

to disclose the general revenue recognition policies applied to each category of revenue.  
 

23. To understand the revenue recognition policy, users of the financial statement will need to understand the 
significant contract terms, judgments, and elections, and changes in such judgments, made for each category of 
revenue. These disclosures will include: 

a. As required by FASB ASC 606-10-50-12c, the nature of the good or service promised in the contract 
(i.e. the nature of the performance obligations), highlighting any performance obligations to arrange 
for another party to transfer goods or services (i.e. if the entity is acting as an agent). 

b. As required by FASB ASC 606-10-50-20b, the methods, inputs and assumptions used to determine 
whether an estimate of variable consideration, such as expectations about the ability to receive 
bonuses for on time delivery, is contrained.  

c. As required by FASB ASC 606-10-50-18a, the method of recognizing revenue, over time or at a point 
in time, including the event or activity that triggers recognition, such as when services are rendered 
or when construction is completed. For revenue recognized over time, the entity also must disclose 
the method for determining the portion of revenue recognized based on an input or output method. 
Examples include recognition based on costs,  labor hours incurred, or units installed. 

d. As required by paragraphs 12b, 12d and 12e of FASB ASC 606-10-50, implied and explicit contract 
terms including the terms of payments, variable consideration as well as obligations for returns, 
refunds, and warranties. 
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24. Public business entities have additional disclosures that are required. These same disclosures may be elected by 
entities that are not public business entities. These disclosures include the following: 

a. Information about remaining performance obligations as required by paragraphs 13 through 15 of 
FASB ASC 606-10-50 and further described in paragraph 18) above. 

b. As required by paragraphs 18b and 19 of FASB ASC 606-10-50, explanations of why the method of 
recognizing revenue over time faithfully reflects the transfer of the goods or services; or for revenue 
recognized at a point in time the judgments used to determine when the customer obtains control of 
the goods or services. 

c. As required by paragraph 20 of FASB ASC 606-10-50, the methods, inputs and assumptions used 
to:  

i. Determine the transaction price, which includes, but is not limited to, estimating variable 
consideration, adjusting the consideration for the effects of the time value of money, and 
measuring noncash consideration; 

ii. Assess whether an estimate of variable consideration is constrained,  
iii. Allocate the transaction price, including estimating standalone selling prices of promised 

goods or services and allocating discounts and variable consideration to a specific part of the 
contract (if applicable), and   

iv. Measure obligations for returns, refunds, and other similar obligations . 
d. As required by FASB ASC 606-10-50-22, the election to use the practical expedient for not 

recognizing a financing component within a contract. 
 

Disclosures related to Contract Balances 
 
25. The objective of the disclosures for changes in the entity’s contract balances is to assist financial statement users 

in understanding the nature, amount, timing and uncertainty of revenue and cash flows that result from revenues 
from contracts with customers. Given the complexity of the billing-to-performance relationship embedded in long-
term construction contracts, specifically with regard to work-in-progress subject to retentions, contracts with 
termination clauses, milestone payments which may not align with performance, and revisions in estimates, 
understanding the relationship between revenue and changes in contract balances is critical to users of the 
financial statements as it provides greater transparency about revenues and cash flows in relation to current 
period performance. 
 

26. As stated in FASB ASC 606-10-45-3, “a contract asset is an entity's right to consideration in exchange for goods 
or services that the entity has transferred to a customer.”  
 

27. FASB ASC 606-10-45-4 states:  
A receivable is an entity's right to consideration that is unconditional. A right to consideration is unconditional 
if only the passage of time is required before payment of that consideration is due.  

 
28. As such, in accordance with FASB ASC 606-10-45-1, the entity should separately present any unconditional rights 

to consideration as a receivable. Any such material reclasses from contract assets to receivables should be 
considered in addressing the requirements of FASB ASC 606-10-50-10 related to the explanation of significant 
changes in contract assets and liabilities during the reporting period. 
 

29. FASB ASC 606-10-45-2 states:  
If a customer pays consideration, or an entity has a right to an amount of consideration that is unconditional 
(that is, a receivable), before the entity transfers a good or service to the customer, the entity shall present 
the contract as a contract liability when the payment is made or the payment is due (whichever is earlier).  A 
contract liability is an entity’s obligation to transfer goods or services to a customer for which the entity has 
received consideration (or an amount of consideration that is due) from the customer.   
 

30. 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. 
 

31. 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, engineering and construction 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.  
 

32. Retention receivables should be carefully assessed to determine whether retentions are subject to restrictive 
conditions, such as fulfillment guarantees. Where retentions are subject to conditions other than passage of time, 
such as fulfillment guarantees, future performance, or achievement of stated milestones, amounts related to 
retention receivables would continue to be classified as a contract asset until such time that the right to payment 
becomes unconditional. 
 

33. Where construction contracts include termination clauses such that the contractor has the right to payment, 
including profit, for work performed to date upon customer termination, the inherent condition to payment may 
relate solely to passage of time (i.e., time and materials or cost-reimbursable type contracts where no milestone 
or performance-based billing requirements exist), and as a result, FinREC believes unbilled work-in-progress 
should be reclassified to unbilled receivables.  
 

34. Revisions in estimates of the percentage of completion are changes in accounting estimates as defined in FASB 
ASC 250, Accounting Changes and Error Corrections. Although estimating is a continuous and normal process 
for contractors, FASB ASC 250-10-50-4, ASC 606-10-50-10 and ASC 606-10-50-8 require disclosure of the effect 
of revisions if the effect is material. The impacts of revisions in accounting estimates on Contract Balances should 
be considered in the entity’s revenue disclosures to provide relevant information about the timing of revenue 
recognition that was not a result of performance in the current period. 
 

35. Considering the objective of the required disclosures related to the impact of revenue transactions on Contract 
Balances, the entity should provide qualitative and quantitative disclosures to provide clarity to users of the 
financial statements with regard to the complexity of the billing to performance relationships embedded in long-
term construction contracts and how the entity’s performance in the period impacts revenue and cash flows. 
 

Transition 
 
36. FASB ASC 606-10-65-1 allows two alternatives for transitioning in the first year the entity reports revenue under 

the new standard.  FASB ASC 606-10-65-1(i) requires additional disclosures if the guidance in FASB ASC 606 is 
applied retrospectively with the cumulative effect of initially applying as an adjustment to the opening balance of 
retained earnings of the annual reporting period that includes the date of initial application. 

 
 

Comments should be received by November 1, 2017, and sent by electronic mail to Fred Gill at  
Frederick.Gill@aicpa-cima.com , or you can send them by mail to Fred Gill, Accounting Standards, 

AICPA, 1211 Avenue of the Americas, NY 10036. 
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