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Are the tools that are used by your sales operations team a threat
to your financial controls?
By now your accounting team has probably reviewed the
FASB-IASB Accounting Standards Update No. 2014-09 and IFRS
15 that come into effect on January 1, 2018. These standards
are focused on revenue from contracts with customers and are
commonly referred to as the new revenue standards.
The new standards will not only impact how businesses
recognize revenue, but also how they account for incentive
compensation expenses.
Your company may still be facing a number of significant and
unnecessary risks if your sales operations team doesn’t have the
tools to do the cost accounting details of this guidance correctly.
In this paper, we answer two questions:
•

What are the top five ways that your ability to cost account
correctly is put at risk when the sales operations team doesn’t
have the right tools?

•

What can you do to get back visibility and control so the
sales operations team is in compliance with your company’s
guidance on the new revenue recognition and cost
accounting standards?
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Compliance

To ensure compliance, it’s important to have a system that empowers collaboration
across the organization to help manage a process which spans many different
stakeholders and is required to be fully auditable. This is because the new
standards are really guidelines that are open to interpretation.
Typically, the largest incremental costs of obtaining contracts are in the form
of sales commissions and bonuses. The design and administration of sales
commission and bonus programs and the management of the capitalization and
amortization of the associated costs, which will be required based on the standards
update, requires extensive collaboration across the Sales, Sales Operations,
Compensation and Finance departments.

If the sales operations tools
don’t encourage collaboration,
non-compliance becomes a
considerable risk.
Administration

Modeling

Managing the incremental costs of obtaining contracts requires linking the costs
to the associated sales realized by the contracts and recognizing the expenses
relative to the recognized revenue. This can be a very complex process in multiple-element contracts. Each determinable element needs to be uniquely managed,
so that the sales and revenue and appropriate incremental costs and expenses of
obtaining each element are accounted for together. It will be a very difficult process
to properly recognize revenue under the new standards, and the process will be
significantly more complex when the associated costs need to be calculated based
on the sales from the contracts and then capitalized and amortized relative to the
associated revenue recognition patterns.

Accounting for the incremental costs of obtaining contracts associated with actual
sales contracts is complex on its own. When modeling these costs in a forecast
or plan modeling scenario, the process becomes significantly more complex and
open to risk. See the Advanced Modeling Topics section for a detailed look.
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Integration

Consolidating and calculating sales, revenue, compensation and other costs and
expenses requires a system with an open and flexible data model. The system
needs to be able to integrate with a number of source systems, such as an ERP,
CRM and HCM. In order to process all of this data together, the system needs
to be able to accept data in any format and to then simplify the export process,
converting the data into a prescribed format. Once the system has calculated the
capitalization and amortization amounts, and ultimately the expenses associated
with the incremental costs of obtaining contracts, it is important to dynamically
generate the journal entries needed to seed the general ledger.

Flexibility

The new standards are changing how revenue recognition is managed, and
similarly, the recognition of the incremental costs of obtaining contracts with
customers, from a rules-based approach to a principles-based approach. Given
that, the exact implementation of the new standards is up for interpretation. The
accounting boards and firms are spending an incredible amount of time and
effort compiling guidance about how to handle the incremental costs of obtaining
contracts across a large number of different business scenarios. The consensus
is that there isn’t a definitive rule that governs every situation. As such, the system
used to manage the accounting for the incremental costs of obtaining contracts
needs to be extremely flexible to accommodate a number of different and
ever-changing scenarios and set of business rules.
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Advanced
Modeling Topics
Consider a scenario faced by a subscription-based software
company that sells multi-year and multiple-element deals and
is attempting to model the expected expenses associated
with obtaining the contracts included in its sales plan for the
following fiscal year. Let’s look at the considerations for modeling
this scenario on sales and revenue management, incentive
compensation management, and profitability management.

Sales and Revenue
Management

A subscription business that sells multi-year deals will recognize revenue across
multiple fiscal years, so their existing sales contracts will impact the revenue tied
to the sales plan for their next fiscal year. Companies that engage in multiple-element sales contracts will need to manage revenue recognition across a number of
different revenue streams, such as new subscription revenue, upsell subscription
revenue, renewal subscription revenue, services revenue, training revenue, etc.
The leading ERP vendors include modules to help manage revenue recognition for
existing sales contracts (from the company’s inception until the current period), but
they cannot help derive the entire revenue plan based on speculated future-dated
sales contracts because the details of those contracts do not always exist at
the time of the planning process. It is possible the CRM will contain the sales
opportunities to help determine which sales will occur during the forecast period,
but it’s unlikely that all of the leads and opportunities will exist to fully derive the
sales which will occur during the next fiscal year.
To help solve the problem, a system should combine existing sales contracts with
speculated sales contracts and provide driver-based capabilities to model out sales
assumptions based on currently unknown leads and opportunities. The system will
need the capability to model out the revenue amortization for the sales expected
to occur during the forecast and plan periods and combine that with the revenue
amortization provided by the ERP for existing sales contracts.
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Incentive
Compensation
Management

The largest incremental costs of obtaining contracts are typically sales
commissions and bonuses. Calculating the sales commissions and bonuses for a
subscription-based software company is very difficult given the number of distinct
revenue streams that exist and the sheer number of teams which contribute
to the sales process. Each of these teams usually have their own unique sales
commission and bonus plans, with each plan normally including multiple metrics
or components which are potentially paid on different period frequencies (i.e.
monthly, quarterly, annually, etc.) based on varying details associated with the sale
(e.g. the contracted amount, the invoiced amount, the collected amount). It’s also
quite common to pay commissions and bonuses based on the recognized revenue
derived from the elements of the sales contracts.
Calculating the commissions and bonuses related to the speculated future-dated
sales contracts adds another layer of complexity because in most cases the design
of the compensation plans will change slightly from year to year. To accurately
calculate the commissions and bonuses tied to the sales expected to close during
the plan year, the system will need to base the future year compensation plans
on the current year compensation plans, but also allow for tweaking of the plan
mechanics and details. If the speculated sales contracts expected to close during
the forecast period will follow the same plan design as the existing sales contracts,
the system needs to allow a single plan design to reference multiple scenario and
time based data sets.

Profitability
Management

To derive the capitalization and amortization amounts (and ultimately the
compensation expense as they relate to the incremental costs of obtaining
contracts for existing contracts) you need to preserve the association of the
commission and bonus cost components to the original sales contract elements
and the recognized revenue tied to those elements. The individual commission
and bonus cost components can be amortized in proportion to how the revenue
is recognized for the related sales elements in the contracts. Managing the
capitalization and amortization process is significantly more difficult for the
commission and bonus cost components associated with future-dated sales
contracts. The commission and bonus costs need to be tied back to the elements
of the sales contracts and then the same methodology used to recognize the
revenue of those sales elements needs to be applied to the commission and bonus
costs. The system needs to allow for rules to delineate between those commission
and bonus costs which would only have been incurred if the associated contracts
were obtained, versus those which would have been incurred whether or not the
associated contracts were obtained.
Incremental costs of obtaining contracts can include costs other than commission
and bonus costs, so the system needs to be able to account for these additional
costs, such as travel and living costs incurred during the contract close process.
Those additional costs will also need to be amortized relative to the associated
recognized revenue.
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Ensure Compliance
with the New Revenue
Standards with
Obero SPM
Obero SPM was built specifically for subscription businesses and integrates the
incentive compensation earning and payout administration processes with the
incentive compensation expense accounting process to be compliant with the
new revenue standards under ASC 606.
To learn more, contact Obero today.
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L4K 0C3 Canada

—
Phone: +1 888 815 2996
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