
November 2, 2018

Are You Ready for ASC 606 to go into Effect?
RETAIL 
BY JESSICA WINGERTSAHN

For fiscal periods beginning after December 15, 2017, ASC 606 will change the way
companies recognize revenue. In general, ASC 606 will affect revenue recognition
from contracts with their customers. How will this ASC affect retailers? Retailers
will see a change in the way revenue is recorded related to gift cards.

ASC 606 will change how retailers recognize gift card breakage revenue. Breakage
rate is an estimate rate at which a company expects its gift cards to not be
redeemed. There are multiple ways in which breakage revenue is calculated. With the
new ASC, companies will be expected to use the redemption pattern method for
calculating breakage revenue.  Since most gift cards are redeemed within the year of
issuance, companies that use the released obligation method or the remote method on
gift cards will likely to have a significant impact. Due to most gift cards being
redeemed within a year of issuance, the change in methods will likely accelerate
breakage revenue for companies.

Although companies are able to use the remote method with the new ASC, this method
should be utilized only when the company expects there to be no breakage at all. If
there is a history of breakage, the use of redemption method should be used to
properly record a liability related to gift cards.

You’ve heard our thoughts… We’d like to hear yours

The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are
important to organizations and individuals. While we enjoy sharing our ideas and insights, we’re
especially interested in what you may have to say. If you have a question or a comment about
this article – or any article from the Our Thoughts On blog – we hope you’ll share it with us.
After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.

Material discussed is meant for informational purposes only, and it is not to be construed as
investment, tax, or legal advice. Please note that individual situations can vary. Therefore,
this information should be relied upon when coordinated with individual professional advice.
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