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The FASB recently issued ASU 2021-08, Accounting
for Contract Assets and Contract Liabilities from
Contracts with Customers, creating an exception to the
recognition and measurement principles in ASC 805,
Business Combinations. The amendments require an
acquirer to use the guidance in ASC 606, Revenue
from Contracts with Customers, rather than using

fair value, when recognizing and measuring contract
assets and contract liabilities related to customer
contracts assumed in a business combination. In
addition, the amendments clarify that all contracts
requiring the recognition of assets and liabilities in
accordance with the guidance in ASC 606, such as
contract liabilities derived from the sale of nonfinancial
assets within the scope of ASC 610-20, Gains and
Losses from the Derecognition of Nonfinancial Assets,
fall within the scope of the amended guidance in

ASC 805.

The amendments do not affect the accounting for
other assets or liabilities arising from revenue contracts
with customers in a business combination, such as
customer-related intangible assets and contract-based
intangible assets, including off-market contract terms.

Grant Thornton insight

Diversity in practice arose following the issuance of
ASC 606 as a result of differing views as to whether
the ASC 606 concept of a performance obligation or
the ASC 805 concept of a legal obligation should

be used to measure a contract liability. The ASU
clarifies that an acquirer should apply the concept of
a performance obligation.

As a result, the contract assets and contract liabilities
recognized by the acquirer as of the acquisition date
will generally be the same as the amount presented
in the acquiree’s financial statements immediately
prior to the acquisition date, unless, for example, one
of the following conditions exists:

e The acquiree and acquirer have different revenue
recognition policies;

e The acquiree does not follow U.S. GAAP; or

e There were errors in how the acquiree applied the
guidance in ASC 606.

In certain circumstances, the amendments may result
in higher contract liability balances and, therefore,
more goodwill under the amendments than under the
existing fair value guidance.
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Practical expedients

Because the amendments require the acquirer to
measure contract assets and contract liabilities as

if they had originated the contract, the amendments
allow acquirers to apply the following practical
expedients consistently to all contracts acquired in
the same business combination on an acquisition-by-
acquisition basis:

o If a contract modification has occurred prior to
the acquisition date, the acquirer may reflect
the aggregate of all modifications prior to the
acquisition date for the following steps in the
revenue recognition process:

— ldentifying satisfied and unsatisfied
performance obligations

— Determining the transaction price

— Allocating the transaction price to satisfied and
unsatisfied performance obligations

e For all contracts with customers, the acquirer may
determine the stand-alone selling price at the
acquisition date, rather than at contract inception,
for each performance obligation when allocating
the transaction price among performance
obligations.

Disclosures

Entities are required to disclose practical expedients
that have been used and, if reasonably possible, a
qualitative assessment of the effect of each practical
expedient.

Effective date and transition

For public business entities, the amendments in

ASU 2021-08 are effective for fiscal years beginning
after December 15, 2022 and for interim periods within
those fiscal years.

For all other entities, the amendments in ASU 2021-08
are effective for fiscal years beginning after December
15, 2023 and for interim periods within those fiscal
years.

An acquirer should apply the amended guidance
on a prospective basis to business combinations
that occur on or after the adoption date.

Early adoption of the amendments in ASU 2021-08
is permitted, including in an interim period. Entities
that early adopt in an interim period should apply the
amendments to all business combinations that have
occurred since the beginning of the fiscal year.
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