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FASB Issues Revenue 
Recognition Clarity

By Aaron Chaitovsky, CFE, Joseph Turkewitz and Lee Plave, CFE

I

 

Five-Step Process

• Step 1:

• Step 2:

• Step 3: 

• Step 4: 

• Step 5:
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• A franchisor may (and should) 
properly identify the promised 
goods or services provided in 
exchange for the IFF. Examples 
include services and goods such 
as training, site selection and 
equiment. 

• Next, determine if some or all 
the pre-opening services are 
distinct (that is, that they should 
be allocated a portion of the 
IFF to be recognized as revenue 
when (or as) those services are 

• Then, each of the distinct 
SPO's should be evaluated 
to determine the standalone 
selling price.

• The portion of the IFF 
attributable to the SPO (for 
example, a service that the 
franchisee might be able use 
outside the franchise system, 
without taking into account 
that non-competition and 

will likely be recognized when 
those services are rendered 
to the franchisee (e.g., upon 
completion of training).

• The standalone selling price 
method for valuing services can 
include fair market replacement 
value (e.g., the cost of buying 
the same service from another 
party, such as training courses 

from a university), cost-plus-
a-reasonable markup (helpful 
where the cost is actually 
known), or the residual 
approach (applied to the 
balance that remains; typically 
this is the portion that is 
amortized throughout the rest 
of the agreement term). 

The FASB staff paper provides 
educational examples to illustrate 
the application of the new revenue 
recognition standard to a typical 
franchise arrangement commonly 
found in practice. In simple terms, 
there are no presumptions in the 
new standard. Proper application 
of the new five-step revenue 
recognition model, based on the 
facts and circumstances presented 
in the FASB staff paper, may in 
fact result in the recognition of all 
or a portion of the IFF when the 
franchisor’s obligations associated 
wi th pre - opening ser v ices 
are satisfied. There are nuances 
to understanding and applying 
ASC 606. Franchisors will need 
to consult with their auditors 
to determine how they can 
approach these issues in the 
context of transactions such 
as new sales, terminations, 
t r a n s f e r s ,  r e n e w a l s ,  a n d 
multi-unit agreements. 

Franchisors should carefully 
evaluate their own facts and 

circumstances to determine the 
appropriate application of the new 
standard to franchise agreements, 
development agreements, master 
franchise agreements, and the like. 
Some franchisors may still determine 
that deferral and recognition of the 
IFF over the term of the franchise 
agreement is appropriate (e.g., 
if the impact of applying the 
five-step process would not be 

or the pre-opening services are 
determined to not be distinct from 
the franchise license).

Jim Kroeker, Vice Chairman 
of FASB, commented that “as 
the newest FASB staff guidance 

procedure set out in ASC 606 – 
and therefore each franchisor’s 
circumstances should be evaluated 
on its own merits.” 7

Aaron Chaitovsky, CFE, and 
Joseph Turkewitz are both 
Partners with Citrin Cooperman, 
a full-service accounting firm 
based in New York. Lee Plave, 
Esq., CFE, is a co-founding 
Partner of Plave Koch PLC, a 
boutique franchise law firm 
based in Reston, Virginia. All 
three served on IFA’s FASB 
Revenue Recognition Task 
Force. Read the full article at 
franchise.org.

Left to right, IFA's Matt Haller and Suzanne Beall, Esq., with FASB Task Force members Lee Plave, CFE, Aaron Chaitovsky, CFE, and Joseph Turkewitz. 
According to FRANdata estimates, without the new FASB guidance, 1.1 million jobs would be lost, 930 franchise brands would close within 3 years, and 
104,098 franchised businesses would go bankrupt or close.
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