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This not only fortifies trust with stakeholders but also strengthens the overall strategic
decision-making process, ensuring that financial statements genuinely reflect the dynamism
and realities of business operations. It is important for preparers of financial statements to
exercise their judgement cautiously when recognizing revenue because it is the accounting
area most prone to misstatements. Total revenue is also one of the most important
considerations for financial analysts when they evaluate the health of a company. Typically,
employees who aren’t directly involved with accounting functions pay very little attention to
those functions. Some sales managers and representatives, for example, put all of their
focus on getting the “yes” from the client, and don’t feel the need to concern themselves
with what happens after that. But how the revenue from that sale is recognized is very
important, not just to the sales and finance teams, but to every employee and stakeholder in
the company.
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REVENUES RECOGNIZED AFTER SALE

If too much or too little revenue is recognized during a specific accounting period, it may
impact a company'’s ability to budget for various departments. If too much revenue is
recorded, for example, a department may think it has more money to work with than it does
and end up overspending and putting the company in a precarious cash flow position. If a
company ends up collecting more cash than expected due to under-recognized revenue,
then it may miss out on additional resources that could have been used to help the company
grow even faster. It’s also worth noting that globally accepted accounting standards, such
as IFRS 15, emphasize the need to recognize revenue at the point when a performance
obligation is satisfied. That can lead to greater adoption of the percentage of completion
method over the completed contract method.

REVENUE RECOGNITION: PRINCIPLES,
CHALLENGES, AND FINANCIAL IMPACT

The ASC 606 revenue recognition model provides a comprehensive the revenue recognition
principle framework for handling contracts with customers in industries such as SaaS,
where goods or services are exchanged. This revenue recognition framework is crucial for
SaaS businesses to grasp as it directly impacts how revenue is recognized, ensuring
accuracy and compliance with established accounting principles. The revenue recognition
principle dictates that a business may only formally recognize revenue on its income
statement in the same period as when the value is earned.

STEP#3

Measurability, on the other hand, relates to the matching principle wherein the seller can
match the expenses with the money earned from the transaction. Beyond just managing
numbers, Chargebee offers powerful analytics and reporting tools that provide insights into
revenue trends and customer behaviours. These insights are crucial for strategic planning
and can help you make decisions that propel your business forward. When sales, finance,
and legal are disconnected, the customer feels the pain.

The SEC also continues to focus on non-GAAP metrics, including adjustments that change
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the accounting policy or the method of recognition of an accounting measure that may be
misleading and, therefore, impermissible. For more information, see Deloitte’s Roadmap
Non-GAAP Financial Measures and Metrics. The allocation of the transaction price to more
than one performance obligation should be based on the standalone selling prices of the
performance obligations. Revenue accounting is fairly straightforward when a product is
sold and the revenue is recognized when the customer pays for the product.

Next, it is necessary to identify the prices at which the goods will be sold. These prices in
the core revenue recognition principle are not only the price of product but will also include
any discount, sales promotion incentives, sales return policies, any extra fees, penalty for
delay in payment, etc. Such prices are fixed after analysis of many external and internal
factors like current market price of competitors, production cost, product demand, customer
base, future expansion plans, etc. A cleaning company named XYZ Ltd. has committed to
providing services to a customer.

CHANGES THAT ARE LIKELY TO THE METHOD
ACCOUNTING FOR REVENUE IN THE FUTURE

» Some sales managers and representatives, for example, put all of their focus on
getting the “yes” from the client, and don’t feel the need to concern themselves with
what happens after that.

 In such businesses, customers typically pay upfront for a period of service in advance.

» Depending on the agreed-upon payment schedule, the engineering firm may record
revenues in various ways, although the end total would be the same.

» A well-trained staff can properly apply revenue recognition principles in daily
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transactions, spot potential errors, and protect against fraud.
» Consider a company that operates under a subscription-based model, such as a
monthly magazine subscription or a software-as-a-service (SaaS) business.

The seller must have a reasonable expectation that he or she will be paid for the
performance. Access and download collection of free Templates to help power your
productivity and performance.

* A new revenue recognition standard was put up with the help of the International
Accounting Standards Board (IASB).

» For example, if a grant is given to fund a project that will take three years to complete,
the non-profit would typically recognize the grant revenue over those three years,
rather than all at once when the money is received.

» For example, there may be discounts, rebates, penalties, or performance bonuses in
the contract.

 Although you have a payment on the books, you shouldn’t recognize any revenue for
the job yet because your obligations have not been fulfilled.

 In accounting, revenue recognition is one of the areas that is most susceptible to
manipulation and bias.

» The revenue recognition principle states that revenue should be recognized and
recorded when it is realized or realizable and when it is earned.

« It helps to easily compare the financial statements of peer companies by following a
few standardized steps as given below.

Running a SaaS company comes with its set of challenges, especially when it comes to
subscription management and financial reporting. It’s important to note that rules and
regulations concerning revenue recognition may vary between jurisdictions and may have
different interpretations. Therefore, it is recommended that non-profit organizations consult
with a financial advisor or accountant to ensure accurate and responsible financial
management. When a donation is given to a non-profit without any specific designations, it
is categorized as an unrestricted gift. As soon as the money enters the non-profit’s account,
it may be recognized as revenue.

IDENTIFY THE CONTRACT

In this case, you would have to list the cash deposit as a liability, which will be offset by the
revenue once the work has been performed. As per the cost recovery method, the revenue
recognition is only done after the cost factor of the sale has been paid by the customer in
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cash. Contract modifications may require reassessment how consideration is allocated to
performance obligations. Application of the five steps illustrated above requires a critical
assessment of the specific facts and circumstances of an entity’s arrangement with its
customer. Some of the more challenging and judgmental aspects of applying the revenue
standard are highlighted below.

With Chargebee, your SaaS business can operate more smoothly, allowing you to focus on
growth and innovation rather than getting bogged down by compliance and accounting
challenges. The Financial Accounting Standards Board (FASB) controlled how companies
earned revenue. However, when software moved to the cloud, SaaS revenue recognition fell
into a grey area.

Even though the sale was realizable in that the sale for $5,000 was initiated, it was not
earned until January when the pool table was delivered. Similarly, accurate revenue
recognition plays a crucial role in sustainability initiatives. For corporations looking to ‘go
green’ and reduce their impact on the environment, having a reliable financial framework is
paramount. The ability to showcase honest income and expenditure related to these
initiatives becomes a selling point, emphasizing the company’s commitment to sustainable
operation. In addition to regular audits, rigorous employee training is another imperative
internal control measure. Training programs can educate employees on the complex nature
of revenue recognition principles.



