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Issue #4-4: Uninstalled Materials 

Expected Overall Level of Impact to Industry Accounting:  
Significant 

Wording to be Included in the Revenue Recognition Guide: 

1. A typical construction project will require a wide range of different goods to be assembled by a contractor to 
produce a combined unit of output (i.e., a single performance obligation).  These goods may include standard 
materials such as steel, concrete, and copper wire; as well as components that require a high level of 
customization to fit the requirements of the asset, such as a turbine generator for a power plant or specifically 
designed and fabricated pipe modules for a refinery. Such goods are often procured from third parties on an as-
needed basis throughout the duration of the contract.  In most cases, construction contractors attempt to schedule 
the receipt of those goods shortly before integrating them into the project.  However, in some cases, due to 
extended lead times or delay of installation timing, materials may arrive on the job site in advance of the 
contractor’s ability to install them and such materials may be significant.  In these cases, the contractor should 
consider whether the inclusion of these uninstalled materials would result in the recording of revenue prematurely.   
 

2. In the engineering and construction industry, many entities apply a costs-incurred (e.g., cost-to-cost) method to 
measure progress in satisfying a performance obligation. However, in certain instances the cost incurred may not 
be proportionate to the entity’s progress in satisfying the performance obligation. For example, in a performance 
obligation composed of goods and services, the customer may obtain control of the goods before the entity 
provides the services related to those goods (i.e., goods are delivered to a construction site but the entity has not 
yet integrated the goods into the overall project – i.e., “uninstalled materials”). 
 

3. FASB ASC 606-10-55-21(b) provides four criteria that, if all are met, may indicate a cost incurred is not 
proportionate to the entity’s progress in satisfying the performance obligation and therefore the best depiction of 
the entity’s performance may be to adjust the input method to recognize revenue only to the extent of that cost 
incurred.  These criteria are as follows: 
 

1) The good is not distinct; 
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2) The customer is expected to obtain control of the good significantly before receiving services related 
to the good; 

3) The cost of the transferred good is significant relative to the total expected costs to completely satisfy 
the performance obligation; and 

4) The entity procures the good from a third party and is not significantly involved in designing and 
manufacturing the good (but the entity is acting as a principal in accordance with paragraphs 606-10-
55-36 through 55-40). 

 
4. A careful evaluation of the facts and circumstances is required to determine whether the exclusion from the input 

method of goods that meet these criteria would be a better depiction of the measure of progress towards 
completion of a performance obligation.  FinREC believes that such an evaluation should be performed at 
inception and throughout the duration of the contract.  
 

5. The first criterion in FASB ASC 606-10-55-21(b) (1) relates to whether the materials procured are distinct.  FinREC 
believes that in most cases, the procurement of materials necessary to complete a performance obligation would 
not typically be considered a performance obligation on its own, but such an evaluation should be made.  In the 
situation where materials can be readily used by the contractor in other construction projects without incurring 
significant costs to modify the items, FinREC believes such inventoriable materials should be considered for 
inclusion as an uninstalled material if control has transferred to the customer and the other criteria in FASB ASC 
606-10-55-21(b) are met. 
 

6. Items procured to complete a performance obligation may not immediately transfer into the control of the 
customer.  Certain of these types of costs may qualify as an inventoriable cost under FASB ASC 330, Inventory. 
For example, as part of a contract with a customer, a contractor orders inventoriable materials such as steel, 
concrete and copper wire. These materials are not unique to this contract and can be used on other construction 
contracts. Materials for this contract normally arrive at the job site shortly before the contractor is expected to 
install these materials (i.e., at inception, materials were not expected to arrive significantly in advance of 
installation); however, unexpected delays occur (e.g., weather, force majeure, technical challenges, etc.) and, as 
a result, these materials are now at the job-site significantly in advance of the revised installation timing. In these 
circumstances, the Contractor may determine that the customer has not obtained control of these goods, even 
though the goods are physically at the jobsite. Such standard inventoriable materials, however, can be readily 
used by the contractor in other construction projects without incurring significant costs. An evaluation should be 
performed to determine when the control of these materials might transfer to the customer.  In some cases the 
transfer of control may occur when the item is installed.  In other cases a transfer of control might occur prior to 
installation if, for example, a security interest in the materials passes to the owner through billing of the specific 
materials procured.  FinREC believes that when control has not transferred to the customer, it would be 
appropriate for the contractor to recognize the goods as inventory as they meet the definition of such in FASB 
ASC 330 Inventory. 
 

7. In BC 171 of FASB ASU 2014-09, “the Boards observed that if a customer obtains control of the goods before 
they are installed by an entity, then it would be inappropriate for the entity to continue to recognize the goods as 
inventory.” If a customer obtains control of the goods before they are installed by an entity, FinREC believes it 
would be appropriate to evaluate whether the other criteria in FASB ASC 606-10-55-21(b) (2)-(4) are met.   
 

8. The criteria in FASB ASC 606-10-55-21(b) (2) and (3) indicate that if a customer is expected to obtain control of 
a good significantly before receiving the services related to that good (installing the item in the project) and the 
cost of the transferred good is significant relative to the total expected costs, those costs do not depict the entity’s 
performance in satisfying the single performance obligation, and therefore should be excluded from the measure 
of progress.  
 

9. Based on the criteria in FASB ASC 606-10-55-21b (4), if the contractor is significantly involved in the design and 
manufacturing of an item, even if the item is procured from a third-party manufacturer, then the procurement of 
such specifically designed materials would represent progress towards satisfying a performance obligation.  This 
is often the case when an integrated engineering and construction company designs materials that are fabricated 
for a specific project by a third party, such as prefabricated concrete walls of a nuclear power plant.   
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10. The Boards concluded in BC171 of FASB ASU 2014-09 that, if it is determined that uninstalled materials meet all 

of the criteria in FASB ASC 606-10-55-21(b), the contractor should recognize revenue for the transfer of the goods 
but only in an amount equal to the cost of those goods. In those circumstances, the contractor also should exclude 
the costs of the goods from the cost-to-cost calculation to be consistent with the cost-to-cost methodology.   
 

11. If a good was originally determined to have met the criteria in FASB ASC 606-10-55-21(b) and revenue was 
recorded equal to cost upon receipt of the item, the contractor should determine the appropriate accounting once 
that item is installed in the project.  Such an evaluation would require significant judgment about which conclusion 
best depicts the entity’s performance in the contract.  FinREC believes that in some cases it may be appropriate 
to include the cost of the materials in the cost-to-cost calculation as the materials are installed (resulting in a 
cumulative catch up adjustment representing margin on the performance of the installation), when to do so would 
result in a faithful depiction of the progress made toward satisfaction of the performance obligation.  This may be 
the case, for example, when a large amount of pipe, or conduit, or copper wire is installed over an extended period 
of time.  In other cases, FinREC believes it may be appropriate to exclude the costs from the cost-to-cost 
calculation for the entire duration of the contract, because to include the costs in the cost-to-cost calculation might 
result in a distortion of the progress made toward satisfaction of the performance obligation in a single accounting 
period.  This might be the case if there was a single asset that is significant to the overall contract that is installed 
at a single point in time.  See further discussion in Issue #4-3; Acceptable Measures of Progress.  
 
 
 

 

 

 

 

 
 

Comments should be received by October 2, 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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