ASC 606 Five-Step Contract Memo
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



[Drafting note, delete before filing: Draft for professional judgment. Tailor it to the entity and to your firm’s methodology, and have legal counsel review it where needed. It is not legal advice and does not by itself show compliance with professional standards. Prepare one memo per contract or per portfolio of contracts with similar terms. Keep the contract file and this memo together.]
1. Contract and purpose
	Item
	Entry

	Customer
	[Customer name]

	Contract, date and term
	[Contract number] · [MM/DD/YYYY] to [MM/DD/YYYY]

	Revenue stream and GL accounts
	[Stream] · [Revenue account] · [Contract asset / liability account]

	Why a memo
	[New product, new contract form, bundled terms, variable pricing, principal vs agent question]

	Reporting period affected
	[Period]



2. Facts and sources
	Fact
	Source
	Inspected or inquired
	Ref

	[Goods and services promised]
	[Contract section]
	[Inspected]
	[Ref]

	[Pricing, rebates, discounts, penalties]
	[Contract / price list]
	[Inspected]
	[Ref]

	[Payment terms and timing]
	[Contract]
	[Inspected]
	[Ref]

	[Customer acceptance and delivery terms]
	[Contract / shipping records]
	[Inspected / inquired]
	[Ref]

	[Side agreements, emails, or oral terms]
	[Sales or legal]
	[Inquired]
	[Ref]



3. Step 1: Identify the contract
	Criterion
	Met?
	Evidence

	Parties have approved the contract and are committed to perform
	[Yes / No]
	[Ref]

	Each party’s rights to the goods or services are identifiable
	[Yes / No]
	[Ref]

	Payment terms are identifiable
	[Yes / No]
	[Ref]

	The contract has commercial substance
	[Yes / No]
	[Ref]

	Collection of the consideration is probable
	[Yes / No]
	[Customer credit evidence]



Combination of contracts: [State whether contracts entered at or near the same time with the same customer are combined, and why.] If any criterion is not met, record the consideration received as a liability until the criteria are met or an event described in the guidance occurs: [Not applicable / treatment].
4. Step 2: Identify the performance obligations
	Promised good or service
	Capable of being distinct?
	Distinct in the context of the contract?
	Separate performance obligation?
	Basis

	[Promise 1]
	[Yes / No]
	[Yes / No]
	[Yes / No]
	[Rationale]

	[Promise 2]
	
	
	
	

	[Promise 3]
	
	
	
	

	[Customer option for additional goods or services: material right?]
	
	
	
	



Immaterial promises, shipping and handling after control transfers, and warranties: [Treatment elected and why. Assurance-type warranties follow ASC 460; a warranty sold separately or providing a service is a performance obligation.]
5. Step 3: Determine the transaction price
	Component
	Amount or estimate (USD)
	Method
	Support ref

	Fixed consideration
	[Amount]
	Contract
	[Ref]

	Variable consideration: rebates, discounts, rights of return, performance bonuses, penalties
	[Amount]
	[Expected value / most likely amount]
	[Ref]

	Constraint: amount included only to the extent a significant reversal of cumulative revenue is not probable
	[Amount constrained]
	[Factors considered: experience, uncertainty, range]
	[Ref]

	Significant financing component
	[Yes / No · amount]
	[Discount rate and basis]
	[Ref]

	Noncash consideration
	[Amount]
	[Fair value at contract inception]
	[Ref]

	Consideration payable to the customer
	[Amount]
	[Reduction of price / payment for distinct good]
	[Ref]

	Transaction price
	[Total]
	
	



Reassess variable consideration and the constraint at each reporting date. Record the change in the period of the change, allocated on the same basis as at inception.
6. Step 4: Allocate the transaction price
	Performance obligation
	Standalone selling price (USD)
	SSP method
	Relative share
	Allocated price (USD)

	[PO 1]
	[Observable price / adjusted market / expected cost plus margin / residual]
	[Method]
	[%]
	[Amount]

	[PO 2]
	
	
	
	

	[PO 3]
	
	
	
	

	Total
	
	
	100%
	[Equals the transaction price]



Discounts: [State whether a discount is allocated proportionally or to specific obligations, with the evidence that supports allocating it to fewer than all.] Residual approach used only where the price is highly variable or uncertain: [Not applicable / basis].
7. Step 5: Recognize revenue
	Performance obligation
	Over time or point in time
	Basis for the conclusion
	Measure of progress or control transfer indicator
	Timing

	[PO 1]
	[Over time / Point in time]
	[Customer receives and consumes benefit / asset has no alternative use and right to payment / control indicators]
	[Input / output method · transfer date]
	[Pattern]

	[PO 2]
	
	
	
	



Control transfer indicators considered for point-in-time obligations: present right to payment, legal title, physical possession, risks and rewards, customer acceptance. Record which apply: [Text].
8. Specific areas
	Area
	Question
	Conclusion
	Basis

	Principal versus agent
	Does the entity control the good or service before it transfers to the customer? Report gross if yes, net if no.
	[Principal / Agent]
	[Primary responsibility, inventory risk, pricing discretion]

	Licenses of intellectual property
	Right to use (point in time) or right to access (over time)? Sales-based royalty exception applies?
	[Conclusion]
	[Ref]

	Costs to obtain and fulfill a contract (ASC 340-40)
	Incremental costs of obtaining and costs to fulfill that qualify for capitalization; amortization period; practical expedient election
	[Conclusion]
	[Ref]

	Contract balances
	Contract asset, receivable, contract liability presentation by contract
	[Conclusion]
	[Ref]

	Remaining performance obligations
	Amount and expected timing for the disclosure; practical expedients used
	[Amount · timing]
	[Ref]



9. Journal entries
	Entry
	Account
	Debit (USD)
	Credit (USD)
	Support ref

	1. Invoice or record contract liability on billing
	[Receivable or cash / Contract liability]
	[Amount]
	[Amount]
	[Ref]

	2. Recognize revenue as each obligation is satisfied
	[Contract liability or receivable / Revenue by stream]
	[Amount]
	[Amount]
	[Ref]

	3. Capitalize and amortize contract costs
	[Contract cost asset / Accrued commissions]; [Amortization expense / Contract cost asset]
	[Amount]
	[Amount]
	[Ref]



Conclusion
[State the conclusion: contract identified, the performance obligations and their pattern of recognition, the transaction price and allocation, the entries recorded, and the effect on the period. List any item still open and who closes it by when.]
10. Disclosure inputs
1. Disaggregation of revenue by the categories used to describe how economic factors affect revenue: [Categories]
1. Opening and closing contract asset and liability balances and revenue recognized from the opening liability: [Amounts]
1. Significant judgments in timing, transaction price and allocation: [Text]
1. Remaining performance obligations and expedients used: [Text]
1. Capitalized contract costs and amortization: [Amounts]
Preparer and reviewer sign-off
	Role
	Name
	Signature or initials
	Date
	Extent of review

	Prepared by
	[Name]
	[Initials]
	[MM/DD/YYYY]
	Not applicable

	Reviewed by (senior / manager)
	[Name]
	[Initials]
	[MM/DD/YYYY]
	[Full / selected items]

	Reviewed by (partner or controller)
	[Name], CPA
	[Initials]
	[MM/DD/YYYY]
	[Full / significant matters and judgments]



Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
