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Which path will you choose?
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Overview

+ Intro to ASC 606

+ Specific Application of ASC 606

+ Current Tax Revenue Recognition Rules

+ Impact of ASC 606 on Tax Accounting Methods

+ Taking Action Now
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Polling Question #1

How much consideration have you given to the tax implications of ASC 606?

a. We’ve quantified the impact and have identified a path forward.

b. We are currently in the process of evaluating the tax implications and action items.

c. We’re waiting to see how things shake out on the financial accounting side of the world.

d. ASC 606 sounds familiar…I vaguely remember hearing about it somewhere.
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ASC 606

+ Introduced in May 2014 with various updates since

+ Generally effective for calendar year

• 2018 – Public companies

• 2019 – Private companies

+ Goal: “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” (ASC 606-10-10-2)

+ Application: 

• Full retrospective

• Modified retrospective

• Cumulative effect
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ASC 606 Timeline
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Specific Application of ASC 606

STEPS

1. Identify the contract

2. Identify distinct performance obligations

3. Determine transaction price

• Expected value or most likely amount

• Include discounts, rebates, refunds, incentives, etc.

• Reassess at end of each reporting period

4. Allocate transaction price to performance obligations

5. Recognize revenue as performance obligations are satisfied

• Ratably (e.g., as work is performed)

• At a distinct point in time (e.g., as unit is delivered)
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Revenue Recognition for Tax Purposes

§451

+ Accrual method

+ Fixed right to receive income AND amount determined with reasonable accuracy

+ Satisfied upon earliest of:

o Received, 

o Right to bill, or

o Required performance occurs

+ Note: Limited exceptions to recognition upon receipt (e.g., Revenue Procedure 2004-34, 
Treasury Regulations 1.451-5)

+ Cash method - Generally when cash is received or constructively received
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Revenue Recognition for Tax Purposes

§460

+ Long-Term contracts

• Percentage of Completion

• Completed Contract Method

• Percentage of Completion Completed Contract Method 
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Revenue Recognition for Tax Purposes

Performance obligations over time ≈ percentage of completion

+ ASC 606

• Recognize revenue ratably based on progress toward completion (e.g., as costs incurred, 
as hours worked, etc.)

+ §460

• Recognize revenue as costs are incurred

• Least-favorable tax method as there is no timing deferral for recognition

+ Only required tax use is on long-term contracts!

• If the facts don’t align with §460, tax does not need to use one of the specified methods 
(e.g., percentage-of-completion method, completed contract method, etc.)

• This may produce a favorable deferral of revenue for tax purposes
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Comparing Book & Tax Revenue 
Recognition Standards
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Polling Question #2

Which of the following steps must be taken in order to apply ASC 606?

a. Identify the contract

b. Determine the transaction price

c. Collect outstanding receivables

d. Both a and b

e. Both a and c
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IRC 451 vs. ASC 606
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Examples
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Identifying the Contract

EXAMPLE:

+ You deliver equipment to a local restaurant which is currently remodeling and rebranding in 
an effort to stay in business. You receive 25% of the balance due for the equipment upon 
delivery. But, you know that the remaining 75% will not be paid if the restaurant’s new plans 
are not successful. How do you treat this?

+ Take-Away: You need to separately evaluate the facts and circumstances and conclude on 
the proper tax treatment – which may be very different from the corresponding book 
treatment!

• Collection of the full price of the equipment is 
improbable

• Therefore, there is no contract for book 
purposes

• Any payment received up-front is considered 
a deposit liability

ASC 606

• What are your current methods?
• Overall collectability is not as relevant
• Is there an installment sale?
• What about a deferrable advanced payment?

Tax
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Identifying the Performance Obligations

EXAMPLE:

+ You are a home appliance manufacturer. You enter into a contract to provide a 
customer with:

• High-end, Wi-Fi-compatible gas range (cook pancakes with your smartphone!)

• Delivery and installation

• Three years of post-installation support / warranty

+ Book treatment under ASC 606

• Each of these may be a separate and distinct performance obligation…OR they may be 
combined into only one or two obligations

+ Tax treatment

• Must examine the facts!

• Sale of range/oven is the sale of personal property; Recognize revenue upon sale

• Delivery, installation, support, and warranty are services; Revenue may be recognized 
under a number of different methods
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Identifying the Performance Obligations (continued)

HYPOTHETICAL REVENUE TIMELINE:

+ Take-Away: One contract may yield a different number of revenue streams for book and tax 
purposes; Each may have very different recognition timing!

Year 1 Year 2 Year 3 Total

ASC 606 $400 $400 $400 $1,200

Tax $1,000 $100 $100 $1,200

Difference $600 ($300) ($300) $0
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Determining The Transaction Price

+ Consulting firm enters into a contract with Customer Inc to install and integrate a cloud-
based ERP system for $100,000 plus a performance bonus of $50,000 that will be paid 
based on the timing of completion.

+ The amount of the performance bonus decreases by $5,000 per week for every week 
beyond the agreed-upon completion date. 

+ The contract requirements are similar to contracts Consulting firm has performed previously 
and management believes that such experience is predictive for this contract.

+ Contractor concludes that the expected value method is most predictive in this case. 
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Determining The Transaction Price (continued)

ASC 606

Completion
Performance 

Bonus
Probability Estimated Bonus Transaction Price

On-time $50,000 40% $20,000

2 weeks late $40,000 30% $12,000

4 weeks late $30,000 30% $9,000

Weighted average bonus $41,000

Fixed fee $100,000

Total transaction price $141,000
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Determining The Transaction Price (continued)

+ Assume the taxpayer recognizes revenue on an overall accrual method under §451

• Fixed right to receive income AND amount determined with reasonable accuracy

+ Is the taxpayer’s right to receive the bonus fixed?

• Not yet received

• Not yet due

• Required performance not complete

+ Tax transaction price = $100,000 to be recognized over course of contract

+ Bonus recognized in year of delivery

21

HYPOTHETICAL REVENUE TIMELINE (assuming actual delivery 3 weeks late):

+ Take-Away: Assuming books recognizes revenue ratably as work is performed, there could 
be significant timing differences

Year 1 Year 2 Year 3 Total

ASC 606 $47,000 47,000 41,000 $135,000

Tax $33,333 33,333 68,334 $135,000

Difference ($13,667) (13,667) 27,334 $0

Determining The Transaction Price (continued)
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Recognizing Revenue

DEFERRED REVENUE EXAMPLE

+ You enter into a four-year contract to provide landscaping services to a client for 
$1,200/year. Of the $4,800 total fee, $3,600 is for labor and $1,200 is for flowers and shrubs. 
The labor is performed year-round but the plants are only delivered twice – in year 2 and in 
year 4. The client hasn’t always paid on time, so you require all $4,800 to be paid up-front.

+ You prepare audited financial statements.

+ Under the current book method, the full contract price of $4,800 is recognized ratably over 
the term of the contract.

+ Under ASC 606, you feel it is appropriate to treat the labor and the flora as two separate and 
distinct performance obligations – one of which is recognized over time (labor) and one of 
which is recognized at the point of delivery (plants).

+ For tax purposes, you follow the deferral method provided by Revenue Procedure 2004-34 
(i.e., one year maximum deferral).
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HYPOTHETICAL REVENUE TIMELINE:

+ Take-Away: Changes to the book revenue recognition methodology may impact more than 
just the book revenue recognition!

Year 1 Year 2 Year 3 Year 4 Total

Current book $1,200 1,200 1,200 1,200 $4,800

ASC 606 $900 1,500 900 1,500 $4,800

Current tax $1,200 3,600 - - $4,800

New tax $900 3,900 - - $4,800

Recognizing Revenue (continued)

24

Tax Implications of ASC 606
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Polling Question #3

Which of the following criteria would likely trigger revenue recognition under the overall accrual 
method for tax purposes? 

a) Payment is received from the customer

b) You’ve provided 10 hours of cleaning services on a contract that’s contemplated to 
include 400 hours of cleaning services

c) One year passes since the customer signed a contract for you to perform services

d) All of the above would likely trigger revenue recognition

e) Both a and b
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Tax Implications of ASC 606
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Tax Implications

+ Any change to the book accounting for an item will require action for tax purposes!

+ Potential action items include any combination of the following:

• Accounting method changes (Forms 3115)

• New or altered book-to-tax differences (Schedule M adjustments)

• Changes in deferred tax accounting
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Common Methods Expected to be Impacted

+ Current method is “book equals tax”

• Common, efficient

• Permissible method without considering ASC 606?

+ Advance payments

• Any deferral under Rev. Proc. 2004-34  or §1.451-5 will likely be directly impacted by 
financial statement revenue recognition under ASC 606
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Courses of Action

+ Change methods to conform with GAAP

• Permissible methods? 

• Procedure for obtaining consent to change?

+ Keep current tax methods

• Change in approach to calculating book-to-tax differences

• Data availability concerns

• Impact on overall tax processes

30

Notice 2017-17

+ IRS has requested comments on:

• Conformity between ASC 606 and current tax rules

• Procedures for method changes impacted by ASC 606

+ Due date for comments was July 24, 2017
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Taking Action Now!
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Polling Question #4

Which of the following statements is true?

a) Taxpayers do not need to file a method change request to adopt ASC 606 for tax 
purposes

b) There is an automatic method change for tax to unilaterally adopt conformity 
with the new GAAP/IFRS revenue recognition standard.

c) Tax revenue recognition rules remain unchanged in the face of ASC 606

d) George Washington crossed the Potomac River on the night of December 25th, 1776 in 
a surprise maneuver against opposing mercenary forces
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Other Action Items & Considerations

+ Financial statement impact of changes

+ State income tax implications

• Sales-based apportionment factors may change significantly

• Changes to state effective tax rate

+ Transfer pricing

+ Data availability and systems integration

+ Tracking cumulative impact of change to ASC 606
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Evaluate Current Tax Accounting Methods

+ Identify impacted methods

+ Quantify impact of change

+ Determine course of action

+ Great opportunity to identify beneficial method changes even if not impacted by ASC 606
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Recap

+ ASC 606 Overview

+ Specific Application

+ Current Tax Rules

+ Tax Implications of ASC 606

+ Taking Action Now
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Additional Resources

• Accounting Standards Codification 606: See ASU 2014-09

http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498

• AICPA Roadmap:

http://www.aicpa.org/InterestAreas/FRC/AccountingFinancialReporting/RevenueRecognition
/DownloadableDocuments/FRC_Brief_Revenue_Recognition.pdf

• IRS Notice 2017-17 (request for comments on ASC 606):

https://www.irs.gov/pub/irs-drop/n-17-17.pdf
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Thank You


