OneBill Software Presents:

An Introduction
to ASC606

CFOs need to report revenue
INn a way that investors can
reason about and trust,
leveraging ASC606 as the
standard framework
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ASC606 In Context

Mobile, cloud, now Al: each wave of technology reshapes how
companies create and deliver value. And when the underlying
mechanics of commerce change, even the most established
foundations can shift beneath our feet.

Take the sale of an automobile. As more and more features are built
out of software, the economics begin to change. A buyer may drive
off the lot owning the vehicle, but the relationship doesn't end
there. Continuous software updates, performance upgrades, and
remote feature activations bind seller and customer together in an
ongoing relationship after the initial transaction.

Or consider the rise of autonomous fleets. Here, cars are no longer
sold to individuals. They're managed as assets in a service model.
As such, ownership doesn't shift, vehicles generate cashflows
through usage, and revenue, once tied to a single point, now
stretches across time.

Business models like these have been emerging for quite some
time. But the guidance once used to translate them into financial
results hadn't been built to accommodate them.

Apple's launch of the iPhone offered an early, visible signal that
legacy standards weren't keeping up. A breakthrough product had
to be reported through outdated accounting logic. The result:
financials that couldn't fully reflect the scale or immediacy of the
product’s success.

This paper examines the shift in revenue accounting standards that
business innovation made inevitable. It looks at the forces that
shaped ASCE06, the problems it was meant to solve, and the logic
it brings to revenue recognition.

For finance leaders, this background provides essential context. By
making sense of how revenue is recognized under this interpretive

model, it becomes possible to take appropriate decisions to oversee
revenue operations even as new challenges and opportunities arise.
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Apple’s iPhone: Innovation and its

Accounting Challenges

In January 2007, Steve Jobs stood before a packed Macworld
audience and began with a reflection. Every so often, he said, a
product comes along that changes everything. To be a part of such a
moment, even once in a career, is a rare and fortunate thing. Apple,
he added, had been fortunate. More than once.

And now, once again, Apple was ready to introduce something new.

But Jobs didn't begin with a name. Instead, he described three
products: a widescreen iPod with touch controls. A revolutionary
mobile phone. A breakthrough internet communications device.

H repeated the claims, lingered on the words, letting them settle on
the audience.

And then came the reveal: these weren't three separate products but
one. The iPhone.

Attendees were thrilled with the announcement. But back in
Cupertino, Apple's finance group was having a different, less joyful
experience.

It was a physical product. Yet you couldn’'t make use of it until it was
activated on a cellular network, and for that you needed a multi-year
contract. And you needed periodic software upgrades to keep up
with the changes to the OS.

Was it software, hardware, a service? It was all of three of these
wrapped into one. And the basic problem for the finance team was
how to recognize revenue for sales of the iPhone, and according to
what rationale.

In the end, Apple accepted the only available remedy: use
subscription accounting and recognize revenue over the estimated

economic life of the phone, which was 24 months.

The company needed to rely on accounting standards that were a
decade old, and a lot had changed in that time.
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The iPhone exemplifies so many of the trends we have seen in the
past 20 years and continue to see today. Digital products, hybrid
offerings with physical and digital elements, free products bundled
with paid.

These are features of a commercial landscape that has shifted before
accounting standards could catch up.

So what happened with the iPhone?

The company sold 270,000 units in the first 30 hours. and 1.5 million
in the first calendar year. Sales grew 730% through 2008, and yet
Apple’s success with this product was muted, unable to reach the
ears of the investing public for the achievement it was.

It happened because accounting standards bodies, like most
everyone else, often do not anticipate changing conditions but react
to them later when the impacts are felt and the need to do
something is undeniable.
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The Limits of Rule-Based

Revenue Guidance

For years, revenue recognition guidance developed through case-by-
case responses. When a new type of arrangement raised questions,
standard setters responded with narrow interpretations meant to
resolve that specific fact pattern. Over time, these fixes piled up.

In the decade leading up to ASC606's release, revenue recognition
was among the most actively revised and debated areas of U.S. CAAP.
It drew more interpretive guidance, clarifications, and targeted
updates than nearly any other topic—highlighting both its complexity
and its centrality to financial reporting.

Enforcement activity reflected this as well. During the decade before
ASC 606, revenue recognition was cited in more SEC financial
reporting actions than any other issue, accounting for over 40% of all
cases. It was the leading cause of restatements and a consistent
target of regulatory scrutiny.

By the early 2000s, revenue recognition was also a
frequent source of SEC enforcement, with timing and
allocation among the most scrutinized issues. ”

Taken together, these facts point to a system under strain. Revenue
had become unmanageable under prevailing methods to clarify its
treatment. The volume of guidance and the frequency of
enforcement reflected the same underlying problem: the
authoritative literature could no longer keep pace with how
companies sold products, interacted with customers after sale, and
from these actions, delivered value.

Any replacement would have to do more than simplify. It would need
enough scope to address future business models, not just the ones
already seen. That meant shifting from reactive rules to a structure
that could be interpreted against new facts.

But it also had to confront a more specific issue now beginning to

emerge across industries. Delivery, once a clear moment, had

become something that unfolded through time. That was true for

software updates, for platform services, and—as the auto industry was

beginning to show—for physical products layered with digital
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ASC606: A New Framework for

Revenue Recognition

ASC606 arrived after years of deliberation between the FASB and
IASB, with a goal that extended beyond simplification. It was an
attempt to replace a fragmented and reactive system with a general
framework.

The model does not anticipate every industry-specific twist. Instead, it
offers a structure in which companies can assess the economic
character of their contracts and apply consistent logic to determine
when and how revenue should be recognized.

The first criteria is straightforward: revenue doesn’'t begin until there's
a real exchange. There must be a binding agreement that creates
enforceable rights and obligations between buyer and seller. ASC606
calls this identifying the contract.

From there, the company must determine what exactly has been
promised. The focus isn't on legal language or packaging, but on how
the customer receives benefit. What distinct goods or services is the
customer entitled to? The standard refers to these as performance
obligations.

Once the promises are clear, the next step is to assign value. That
means taking the total consideration expected and dividing it across
those obligations in a way that reflects their relative worth. ASC 606
allows for reasonable estimation when direct evidence isn't available.
This is known as determining and allocating the transaction price.

Next comes timing. Revenue isn't earned when a task is completed.
It's earned when the customer gains control. That may happen at
once or over time, depending on the arrangement. The standard
requires assessing the transfer of control to the customer.

Finally, revenue is recognized as each promise is fulfilled. This could
happen at a single point long after invoicing or stretch across

multiple phases. Either way, what matters is whether the customer
has received what they were promised.
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ASC 606 calls this recognizing revenue as performance obligations

are satisfied.
(1]
Identify Contract ) Recognize
Determine ’/’ Revenue

Transaction Pnce S

Identify Performance Allocate
Obligations Transaction Price

Each step builds on the one before it. Together, they form a
framework meant to reflect how value actually moves between
businesses and customers. Not how it's documented or billed. The
standard restores coherence by demanding finance teams to
evaluate the substance of each arrangement and apply judgment in

a disciplined way.

To see what that looks like in practice, we return to the case that first
showed how inadequate the old model had become: the iPhone.
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Applying ASC606: Lessons

from the iPhone Revisited

As we all know, the iPhone was never just a physical device. It included
embedded software, promised updates, and a tightly linked service
relationship with mobile carriers. Yet under the legacy standards, their
accounting treatment turned on a single rule: whether the software
component was considered more than incidental.

That phrase, serving as categorical trigger more than economic test,
determined the outcome. Because software updates were judged to be
more than incidental, Apple was required to defer the entire sale. Not
based on how value was delivered or when control transferred, but on a
fixed classification embedded in the standards themselves. The
accounting was rule-compliant, but structurally misaligned with the
transaction’s reality.

ASC 606 eliminates that logic. It replaces the rule with a set of questions
grounded in how the customer receives value: Does a sales contract
involve multiple, distinct elements? Can they be used on their own, or
only in a combined way?

In Apple’s case, that analysis leads to two answers. The device and
embedded software work together at delivery. They form a single,
integrated output. But the right to future software updates is different. It
creates new value over time and qualifies as a separate obligation.

“ Under ASC606, Apple’s iPhone revenues would have changed
in two key ways. The device and embedded software would
be treated as one performance obligation, while the right to
future updates constituted another. ”

Revenue for the device would be recognized at delivery; only the portion
tied to updates would be deferred and recognized over time. The result
is a revenue pattern that matches how the product is presumed to
deliver value.

Legacy standards prevented this outcome in part due to the
requirement for objective evidence of standalone value.

Because Apple didn't sell the updates separately, there was no market
reference price to rely on. Without that data point, the company O Oneblll



couldn’t allocate value across the components and had to defer the
entire transaction. The hard demand for objectivity stood in the way of
effective reporting.

Because Apple didn't sell the updates separately, there was

no market reference price to rely on. Without that data point, the
company couldn't allocate value across the components and had to
defer the entire transaction. The hard demand for objectivity stood in the
way of effective reporting.

ASC606 removes that obstacle. It permits companies to estimate
standalone values using structured, supportable methods. The emphasis
shifts from external pricing to internal reasoning. Judgment becomes
central, but not discretionary: it must be disciplined, documented, and
tied to how the business actually operates. For Apple, that means
revenue reporting could reflect the real economics of the sale.

What emerges is a revenue profile grounded in how the transaction
actually unfolds: most of the value delivered at sale, with a portion
deferred for the updates to come. The shape of revenue follows the
transfer of control, reflecting the economic facts of the arrangement, not
the constraints of a pre-determined rule.
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Putting ASC606 To Work

Historically, recognition logic often followed operational tasks built
into automated systems. Fulfillment and invoicing in particular were
used as stand-ins for economic completion. Over time, this created
an environment where system processes, designed for efficiency, also
presumed a simple pattern of revenue recognition. For a time, this
worked well enough. But as business arrangements evolved, that
alignment weakened.

Today, key business events that indicate the satisfaction of
performance obligations may take place in systems not traditionally
connected to accounting. These may include provisioning engines,
subscription platforms, service dispatch systems, or CRMs. When
events within those systems are relevant to the transfer of value to the
customer, they should be surfaced and made usable for revenue
management.

ASC606 introduces the requirement to exercise judgment in how
estimates are developed, applied, and updated over time. That
judgment does not depend on identifying outcomes for individual
transactions. It often rests on understanding patterns across groups:
customer behavior, delivery timelines, usage trends, and other
operational signals.

It is more useful to predict how a subscription cohort behaves over
time than to know the history of a particular customer. Estimation is
about on-going empirical observation, not about automating
transactions. This work typically depends on coordination across
teams, with Finance responsible for how judgments are made and
how they hold up over time.

Revenue management systems are valuable because they decouple
the operational activities that influence revenue from the work of
representing it under the ASC 606 framework. Fulfillment,
provisioning, usage, and billing can continue across diverse systems
without driving recognition directly. Finance depends on those
systems for input, but retains control over how revenue is determined
and reported. This separation allows Finance to maintain ownership
of the function while adapting to change in how the business
delivers its products and services.
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As business models evolve, this alignment must be maintained.
ASC606 requires an accurate representation of when obligations are
fulfilled and how revenue is earned. That representation is built from
information across the company, and from methods that can adapt
as offerings change.

Maintaining that alignment is an active responsibility. As operations
shift and offerings change, Finance must ensure that recognition
methods continue to reflect how the business earns revenue. The
logic behind recognition is not fixed in systems. It is maintained
through oversight, through estimation that adapts, and through
access to the right information at the right time.

O onebill
e



Revenue Managementis a

Leadership Responsibility

For Finance, ASC606 is more than a compliance obligation. It's a way
to ensure revenue is represented effectively for the sake of all sorts of
different interested parties. CFOs need the ability to effectively
reason about revenue: to explain how recognition aligns with the
business, and to justify it based on facts that others can follow.

When that reasoning is possible, reporting becomes more reliable.
Risk is easier to manage. And the connection between operations
and outcomes becomes clearer.

As business models continue to evolve, that capability will matter
more. Finance leaders who do this by applying judgement within
ASC606's structured framework will be better positioned to lead
companies through the ambiguities that come with change.

If you're assessing how ASC 606 applies to your specific revenue
models, or are considering a Revenue Management system, OneBill

can help map the practical questions that matter. Get in touch
today.
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