
 

 
  

 

Opening A/R Balance Disclosure 
2nd Year FASB ASC 606 Disclosure Trap 

 
By: Thomas Groskopf 

We recently wrote about initial Matters for Further Consideration (MFCs) in peer review 

citing FASB Accounting Standards Codification (FASB ASC) 606, Revenue from 

Contracts with Customers.  In that report, we discussed FASB ASC 606 disclosure 

omissions.  In particular, we discussed the disclosure requirement under FASB ASC 606-

10-50-11 which requires private companies to disclose the opening and closing balances 

of receivables, contract assets, and contract liabilities from contracts with customers, if 

not otherwise separately presented or disclosed.  We continue to receive questions and 

comments about the new requirement to disclose the opening balance of accounts 

receivable.  In this report, we further address some of these questions and comments. 

FASB ASC 606-10-50-11 is clear that private companies need to disclose BOTH opening 

AND closing balances of receivables, contract assets, and contract liabilities, if not 

otherwise separately presented or disclosed.  

2nd Year Trap 

The disclosure requirement for opening accounts receivable balance in FASB ASC 606-

10-50-11 is often satisfied in the year of adoption by presenting the ending balance for 

accounts receivable on the balance sheet for the prior year.  Assuming, the popular 

modified retrospective transition method under FASB ASC 606-10-65-1(d)(2) was used 

(sometimes referred to as the cumulative catch-up method), the disclosure requirement 

for opening and closing accounts receivable balances would only apply to the year of 

adoption.  The prior year disclosures would apply under applicable legacy revenue 

guidance which generally did not explicitly require disclosure of the opening accounts 

receivable.  However, in the second year under FASB ASC 606, if comparative financial 

statements are presented, entities should disclose the opening AND closing accounts 

receivable balances BOTH for the current year and the prior year (since both years are 

now under FASB ASC 606).  Traditional comparative financial statements and disclosures 
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will normally present the ending balances for accounts receivable for the current year and 

the prior year.  This would satisfy the disclosure requirement for accounts receivable 

under FASB ASC 606-10-50-11 for closing balances for both the current year and the 

prior year as well as the opening balance for the current year (since that balance is the 

same of the closing balance for the prior year).   However, the disclosure requirement for 

the opening balance of accounts receivable for the prior year would not be satisfied.  We 

see this disclosure requirement being easily overlooked since in many cases it will require 

a change in disclosure practices in the second year of adoption of FASB ASC 606 and 

not the initial year of adoption of FASB ASC 606.  Further, many firm quality control 

systems scale back monitoring and oversight requirements (such as required 

consultation) in the year after a major accounting standard is effective.  Below, we present 

a table that entities could use to satisfy the disclosure requirements for accounts 

receivable under FASB ASC 606-10-50-11: 

 January 1, 
December 

31,  
December 

31,  

 2020 2020 2021 

    
Account receivable xxx xxx xxx 

    
Contract assets xxx xxx xxx 

    
Contract liabilities- current xxx xxx xxx 

    
Contract liabilities- long-term xxx xxx xxx 

 

Practice Note:  The table above also presents contract assets and liabilities.  The 

disclosure requirement under FASB ASC 606-10-50-11 also applies to contract assets 

and contract liabilities.  However, many entities do not have material contract asset or 

contract liability balances.  Further, entities that do have material contract asset or 

contract liability balances often have tailored disclosures which may satisfy the 

requirements of FASB ASC 606-10-50-11.  Nevertheless, practitioners should check 

contract balance disclosures to see that proper disclosures have been made.   

CPEA Observation:  Our disclosure example above pertains to a comparative 

presentation.  If a private company elected to present only single year financial 

statements, it would not need to present the prior year opening accounts receivable 

balance.  However, the entity would need to present the opening balance for the current 

year accounts receivable which inadvertently may be omitted since the prior year balance 

sheet is not presented.   

 



Why is the Opening Accounts Receivable Balance Required to be Disclosed? 

As we noted in our previous report, the broader disclosure requirements of FASB ASC 

606 address longstanding user needs for better information regarding revenue from 

contracts with customers.  Specific to the disclosure requirements in FASB ASC 606-10-

50-11, the FASB decided that nonpublic entities would not need to make all of the granular 

disclosures regarding accounts receivable and contract balances that public business 

entities are required to make.  However, in Basis for Conclusions paragraph 512 of ASU 

2014-09, the FASB noted that: 

Most nonpublic entity stakeholders supported the requirements in the 2011 

Exposure Draft to present the balances of contract assets, contract liabilities, and 

receivables from contracts with customers. As a result, the FASB decided that 

nonpublic entities should be required to comply with the disclosure requirement in 

paragraph 606-10-50-8(a) [applicable to public business entities] to disclose the 

opening and closing balances of contract assets, contract liabilities, and 

receivables from contracts with customers (if not separately presented). The FASB 

decided that disclosure of contract balances could provide useful information to 

users of nonpublic entity financial statements without preparers having to incur 

significant costs (because those entities already would have had to calculate those 

balances in applying the revenue guidance). The FASB also observed that this 

quantitative information about contract assets, contract liabilities, and receivables 

from contracts with customers could serve to alert users of nonpublic entity 

financial statements about activity that they may want to investigate further. 

Materiality Argument 

Some practitioners have maintained that, even if the opening balance of accounts 

receivable for a prior period is quantitatively material, it is qualitatively immaterial since it 

represents an amount at least two years old if comparative statements are issued.  Others 

note that, in many cases, the opening balance of accounts receivable could be readily 

determined from amounts already presented in some financial statements -- by 

subtracting change in accounts receivable for the prior year on the statement of cash 

flows (SOCF) from the ending balance of accounts receivable on the balance sheet.  (This 

may not always be readily determinable if noncash activity took place such as business 

combinations took place or if the direct method is used in the SOCF).  Disclosure 

omissions are a type of misstatement per AU-C 450, Evaluation of Misstatements 

Identified During the Audit, and more specifically in AU-C 450.A(1)(b).  We note that, while 

materiality is a matter of professional judgment, Statement on Auditing Standards (SAS) 

134, Auditor Reporting and Amendments, Including Amendments Addressing 

Disclosures in the Audit of Financial Statements, now requires auditors to aggregate 

disclosure misstatements that are more than clearly trivial for consideration in the 
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aggregate (AU-C 450.A4).  These more than clearly trivial disclosure misstatements also 

should be formally deemed immaterial by management in the representation letter and 

reported by the auditor to those charged with governance.  Accordingly, if the opening 

balance of accounts receivable has not been specifically disclosed, the auditor likely will 

need to take additional steps to comply with professional standards.   

CPEA Observation:  SAS 138, Amendments to the Description of the Concept of 

Materiality, indicates that misstatements, including omissions, are considered to be 

material if there is a substantial likelihood that, individually or in the aggregate, they would 

influence the judgment made by a reasonable user based on the financial statements.  

An argument could be made that an omission of disclosure of the opening accounts 

receivable balance would not influence the judgment made by a reasonable user.  

However, this would not relieve the auditor from the requirement to aggregate disclosure 

misstatements that meet the lower threshold of being “more than clearly trivial.”   

Conclusion 

Our earlier report noted that the initial peer review MFCs noted noncompliance with the 

opening accounts receivable disclosure.  Disclosure traps can cause significant practice 

issues (see our previous reporting in 2015 on disclosure of open tax years). Given the 

unusual circumstance that the opening accounts receivable disclosure typically would 

need to be added in the second year of adoption of FASB ASC 606, the relative ease with 

which a reader can determine that the disclosure was omitted, and the near universal 

existence of material accounts receivable balances, we see the necessary ingredients for 

a disclosure trap akin to open tax years with significant MFCs and potential practice 

issues.   
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