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WHAT'S YOUR EXPOSURE
TO THE NEW REVENUE
RECOGNITION STANDARD?

W

Y YOU NEED TO ACT NOW

AN ARMANINO WHITE PAPER




- Affecting every entity’s
day-to-day accounting

“The standard will eliminate the transaction- and
industry-specific revenue recognition guidance under
current U.S. GAAP and replace it with a principle
based approach for determining revenue recognition.
This standard has the potential to affect every entity’s
day-to-day accounting and, possibly, the way business
is executed through contracts with customers.”

—“Revenue Recognition Task Force: Status of
Implementation Issues,” American Institute of
Certified Public Accountings (AICPA), July 2016.



The new revenue recognition standard is a historic, game-changing
requirement that affects all entities—public, private, and not-for-profit—
which have contracts with customers (with only a few exceptions).
Replacing virtually all existing revenue recognition requirements, IFRS 15
Revenue from Contracts with Customers, issued in May 2014, together
with FASB’s new revenue standard, Accounting Standards Update 2014-
09, Revenue from Contracts with Customers, creates a single framework.

Are companies ready for this major change? The
answer seems to be no. An informal poll at the AICPA
National Conference on Current SEC and PCAOB
Developments held in December of 2015 showed
that only 17 percent had completed an initial analysis
of the new revenue recognition standard’s impact.

In his discussion of the new revenue recognition
standard at the conference, Wesley Bricker, Deputy
Chief Accountant of the Office of the Chief Accountant
(OCA) cited a survey that indicated 75 percent of
responding companies had not completed their initial
impact assessment and, of those, a third had not
begun [the assessment].

While the extended implementation date appears to
provide businesses with plenty of time to get ready for
the changes, that fact is that for many companies, it will

soon be too late to ensure a smooth transition. “Waiting
too long to assess the impact could result in investors
losing confidence, delays in the year-end audit, lenders
changing their terms and willingness to lend based on
delayed revenue recognition, a company no longer
qualifying for other methods of financing, and the board
and executive suite losing confidence in the finance and
accounting team,” says Ricardo Martinez, audit partner
at Armanino.

Instead of sleepless nights for the CFO down the
line, it's time for companies to begin preparing now.
Read on for why preparation sooner rather than
later is critical and what steps CFOs and their teams
need to take to guide their companies through this
challenging transition.



WHERE’S THE URGENCY?

The new revenue recognition standards issued by
FASB and the IASB represent the most significant
accounting change for U.S. businesses since
Sarbanes-Oxley. These standards eliminate the
transaction- and industry-specific revenue recognition
guidance under current GAAP and replace it with a
principle-based approach for determining revenue
recognition. The standards apply to all entities, except
for certain items, including leases accounted for under
FASB Accounting Standards Codification (ASC) 840,
Leases; insurance contracts accounted for under
FASB ASC 944, Financial Services—Insurance; most
financial instruments; and guarantees (other than
product or service warranties).

Originally slated for January 2017, the effective

date of the new standard was deferred in 2015 by

one year, moving the adoption date for U.S. GAAP
public companies to January 1, 2018 and non-public
companies to January 1, 2019. While the deferral
gives companies more time to implement the new
standard, for public entities that will adopt the standard
on a full retrospective basis, the first annual period to
which they will need to apply the standard is for fiscal
years beginning on or after January 1, 2016.

That’'s why waiting until 2018, or 2019 in the case

of private companies, can mean a mad scramble to
understand the impact, prepare for implementation,

and communicate the changes effectively to company
executives as well as investors, auditors, lenders, and
others. In fact, the reasons behind the extension are the
very same issues that can keep CFOs awake at night:

« Readiness of software solutions and IT
departments

«  Time needed to design and implement new
internal controls

» Assessment of contractual changes needed to
adapt to the new standard

+  Training needs of preparers, reporting staff,
financial planning and analysis teams, and
internal audit personnel

While some organizations may be planning to delay
dedicating resources and budget to implementing the
new standard for as long as possible, doing so could
result in higher costs and negative consequences for
the business.






UNKNOWN IMPACT, UNKNOWN RISK

Global enterprises in industries such as technology
or construction—where multi-year contracts or
percentage of completion are the norm—are already
well down the path to implementation of the new
standard. They’ve analyzed the impact on their
businesses and understand their potential exposure.
In the process, they’ve created transition teams,
started working with auditors, and begun updating
systems and processes. Well in advance of the actual
reporting change implementation date, these industry
leaders are planning, acting, and communicating to
ensure as smooth a transition as possible.

Unfortunately, these companies appear to represent
only a very small minority of entities. Based on
survey results and anecdotal evidence, most
companies haven’t even taken the first step—
analyzing the impact of the new standard on their
business—so they don’t know what awaits them.
They can'’t predict whether they can implement on
time because they don’t know the extent of the

changes their businesses will have to make. Nor

do they yet understand the potential impact on their
company’s forecasting, metrics, accounting policies,
financial reporting and budgeting.

“Companies with multi-year
contracts must start now with

the transition to the new revenue
recognition rules. You have to know
what the revenue will look like for
contracts you’re signing today.”

—John Dunican, Partner and Leader, CFO Advisory
Services, Armanino

Let’s say your business has three-year contracts in
place. Those contracts will have an impact on the
reporting change. Very soon, two-year contracts will
also impact how you recognize revenue under the
new rules.



THE NEW FIVE-STEP APPROACH TO RECOGNIZING REVENUE

Identify the contract(s) with a customer.

Identify the performance obligations in the contract.

Determine the transaction price.

Allocate the transaction price to the performance obligations in the contract. %_E

Recognize revenue when (or as) each performance obligation is satisfied.
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Here are more compelling reasons why your company needs to start addressing the new revenue recognition
standards now if you haven’t begun already or haven’t progressed in your implementation:

If your business
doesn’t already understand the potential impact of the
new standard, how do you know whether you should
be changing terms and conditions in your contracts to
minimize exposure?

Under the full
retrospective method, public entities would be required to
restate two comparative years prior to the implementation
date. Using the full retrospective approach may require
systems to be ready to capture data to perform dual
reporting now—far ahead of the actual compliance date.
That could mean a substantial overhaul in business
processes, accounting systems, or both—as well as
employee training—in a short time frame.

Without beginning the
process of analyzing the impact of the changes, how
do you know what awaits your company? How large of
an effort will be required to comply? Will you have the
staff and budget required?

The longer a company waits to
conduct an assessment and build a plan and timeline,
the more difficult it may become to gain assistance
from experienced firms and consultants. Expert
resources will likely become constrained and/or more
expensive as demand increases.



FIRST THINGS FIRST: WHAT YOUR
COMPANY NEEDS TO DO NOW

It's clear that the time for action is now. Waiting until
2018 or 2019 to worry about the new standards is a
recipe for disaster.

CFOs should begin analysis and preparation
immediately. Savvy organizations will likely turn

to a trusted, third-party advisor with expertise in
the new revenue recognition standard as well as
experience helping companies resolve accounting
issues and improve processes. These advisors can
help them conduct a comprehensive gap analysis
and create and execute an effective and expedient
implementation plan.

CFOs should begin analysis and preparation

immediately by:

1

2

Conducting an analysis. Identify where your
company stands on revenue recognition today

in comparison to where it needs to be. This gap
analysis includes a side-by-side comparison of the
new regulations versus current processes.

Planning and documenting. The next step is to
write a technical memo with a plan to address the
discrepancies between current and future states.
The memo should include:

 Description of the current and future states
+ Gap analysis
 Potential exposure for the company

 Areas of the company affected by the new
standard and what needs to change

» Impact on existing metrics as well as
budgeting and forecasting

+ Changes to contract terms and conditions

» High-level dates to meet the implementation
and reporting deadline



Full retrospective or
modified retrospective
approach?

The new revenue standard gives entities the
option of using either a full retrospective transition
method or a modified retrospective transition
method. In general, the greater the expected
differences between a company’s legacy revenue
accounting methods and the new standard,

the stronger the argument is for using a full
retrospective method.

Full retrospective: Companies choosing a full
retrospective approach to adopting the new
revenue standard would present three full years
of financial data beginning with the adoption

of the new standard in 2018 and going back to
2016, as if the company had been following the
new standard for all three of those years.

Modified retrospective: Companies present
historical data using cumulative-effect
adjustments, initially applying the standard
recognized at the date of initial application.



ACTION PLAN FOR A SMOOTH TRANSITION

Based on the gap analysis, some businesses will
determine that there is very little they need to change.
The analysis gives them the peace of mind of knowing
that there is little impact to their business and it frees
them up to concentrate on other matters.

However, many companies will realize from the analysis
that there will be a substantial impact to their business.
These entities will need to move forward with an
implementation plan as soon as possible. This requires
dedicating resources and budget for the transition and
establishing a transition team to guide the process.

A comprehensive implementation plan includes:

1 System changes. Your company will need
to analyze system capabilities required, any
shortcomings in the current system, and whether
updates to the current system must be made or a
new system deployed to support the transition to
the new standard.

2 Accounting process changes. You will also
need to identify and change relevant accounting

processes and methods, including contract changes.
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Changes to internal controls. Changes
to governance, risk, and control processes
should be identified and implemented.

Supplementing staff resources as needed.
Your company may require outside help

to handle the additional workload during

the transition.

Training on new processes. Plan for training
preparers, reporting staff, financial planning
and analysis teams, and internal audit
personnel impacted by the changes.

Communicating the impact. You’ll want to
communicate the impact of the new standard to:

« Company executives and board
* Auditors

+ Tax preparer

» Sales organization

* Legal department

+ Marketing, press relations, and
investor relations

* Lenders
* Investors



Time is of the essence for companies to begin
implementing their transition plans, particularly
for those entities where systems, processes,
and internal controls are significantly impacted
or where additional complexities such as
operating geographies, company size, or
unusual product or service revenues can
compound the effort required.

Ryan Prindiville
Strategy and Transformation Leader
Armanino



ARE YOUR SYSTEMS UP TO THE

CHALLENGE?

Even those industries whose requirements were
relatively simple until now will have to pay close
attention to their revenue recognition policies and
contracts, and how they are handled in their systems.
All entities will need to determine whether any changes
will need to be made to IT systems or software
applications, such as the enterprise resource planning
(ERP) system, to capture information required by the
new revenue recognition standard.

Does your ERP vendor provide robust capabilities
for the new standard? Scott Schimberg, partner and
leader of the Intaact consulting practice at Armanino,
recommends asking your vendor if the software

supports dual accounting, which allows you to apply
both the old and new methods during the retrospective
period and then report on the differences.

Depending on your vendor and its ability to support
dual accounting and the reporting for the new standard,
you may be better served by deploying a new system
that already supports dual accounting. In any case,

the important aspect of this part of the implementation
plan is to determine your needs now and not wait until
the deadline is looming. You’'ll need time to upgrade or
change your systems accordingly.



You'll want the ability to apply both accounting
methods so you can capture all the data you
need at the time the contract is entered. There
may be data—such as selling expenses—that
you need for the new standard but isn’t being
captured in your tracking system currently.

Scott Schimberg
Partner and Leader, Intacct Consulting Practice
Armanino



A TRUSTED PARTNER
FOR A SMOOTH TRANSITION

Analyzing the impact, deciding on a transition method, Depending on your organization’s needs, you should
evaluating technology, reviewing and revising look for a partner with capabilities that include:
processes and controls—for many companies, these

will be non-trivial exercises that require considerable + Deep technical accounting knowledge and

time and effort to accomplish. experience, particularly in your industry

* Robust systems/technology consulting and

. . . implementation practice
Turning to a trusted third-party with deep knowledge

and industry experience as well as technology
consulting expertise can help you reduce risk,
streamline your implementation plan, identify
opportunities for process and system improvements,
and ensure on-time and accurate compliance with the
new standard.

« Governance, risk and compliance skills
and knowledge

« Business and accounting advisory services,
including contracts management

- Staff augmentation services



Armanino

Armanino LLP, the largest independent accounting and consulting firm in California and one of the largest in
the U.S., offers an integrates set of audit, tax, consulting, business management and technology solutions

to companies in the U.S. and globally. It is uniquely qualified to help your company analyze, prepare for, and
implement the new revenue recognition standard.

Advisory

* Risk assessment
and roadmap

« Contracts
management

+ Ongoing support
for contracts
management

« Additional skilled
staff to process
transactions

Technical
Accounting

Review and
documentation

of appropriate
accounting processes

Technical memo
preparation — bring
them current or
create new ones

Deployment of new
accounting methods

&

Technology

+ System selection
guidance

* Implementation of
revenue recognition
or contracts
management module

+ Data migration and
workflow creation

Governance, Risk

& Compliance

« Establishment of

internal controls,
including separation
of duties

* Process

documentation

» Recurring testing

of controls

Successful Revenue Recognition Preparation & Adoption




CONCLUSION

Nearly every company is affected to some degree

by the new revenue recognition standard. While it's
tempting to assume that the impact of the change and
the effort required to transition will be minimal, many
companies face significant changes that will require a
much longer lead time than anticipated. In fact, many
companies will need to begin capturing data for dual
reporting immediately.

Regardless of where your company finds itself in

the implementation process, Armanino can help

you achieve a smooth transition. Armanino offers

an integrated collection of services, covering the full
spectrum from technology to new processes to people.



The new standards equate to multiple
new and potentially complex disclosures.
It’s critical to address the incremental

disclosure requirements and consult with
experts to identify and analyze the impact
across all departments in your organization.

Ricardo Martinez
Partner, Audit Practice
Armanino



Did you enjoy the read?

Learn more about Armanino services to help
you plan and execute a smooth transition
to the new revenue recognition rules.

For further information visit:
armaninollp.com/revenue-recognition



ABOUT ARMANINO

Armanino LLP (www.armaninollp.com) is the largest
independent accounting and business consulting firm
based in California and one of the largest in the United
States. Armanino provides an integrated set of audit,
tax, business management, consulting and technology
solutions to companies in the U.S. and globally. The
firm helps clients adapt and change in every stage

of business from start-up through rapid growth to

the sale of a company. Armanino emphasizes smart
technology; leading a cloud revolution of financial,
operational, sales and compliance tools that are
transforming the way companies do business.

Armanino extends its global services to more than 100
countries through its membership in Moore Stephens
International Limited — one of the world’s major
accounting and consulting membership organizations.
In addition to its core consulting and accounting
practices, Armanino operates its division — AMF

Media Group (www.amfmediagroup.com) a media

and communications services agency. Its affiliates
include Intersect Capital (www.intersectcapitalllic.
com), an independent financial planning, wealth and
lifestyle management firm, and The Brenner Group
(www.thebrennergroup.com), an Armanino company
dedicated to interim CFO and permanent placement
services and a comprehensive suite of specialized
financial and management services.

Contact us to schedule an appointment and discuss
your business goals:

John Dunican

Partner, Consulting
Armanino
john.dunican@amlip.com
925 498 1902

Ricardo Martinez

Partner, Audit

Armanino
ricardo.martinez@amllp.com
415 276 4434
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