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- Geoff Allen, Partner, Accounting & Reporting Consulting



2

BY DESIGN | ISSUE 01 FOLLOW THE CONTRACTS

THE QUESTION
A dollar of customer spend on artificial intelligence (AI) model inference can show up as revenue in one 
company and as a net fee in another, with nothing different about the service that was actually delivered. 
Both presentations can be correct under US generally accepted accounting principles (US GAAP), which is 
uncomfortable for anyone trying to compare the two businesses.

The natural instinct is to look at who is running the model, and that turns out to be a poor guide. A company 
can own none of the hardware and never touch the inference, and still be the principal. What matters is the 
shape of the contracts underneath.

The General Rule
Start with what the customer is actually buying and who promised it to them (the performance 
obligation, and the specified good or service within it).

Then three questions. Is the end customer your customer? If not, your customer is whoever you supply, 
and your revenue is what they pay you. If so, two more follow. Do you control what they receive? Do you 
set the price and carry the risk? Yes to both makes you the principal, reporting what the customer pays. 
Otherwise you are an agent, reporting only your margin.

HOW IT USUALLY GOES
Four revenue streams cover nearly everything in this sector, and most providers run more than one at the 
same time, reaching different answers across them.

The provider sells under its own brand, through a direct interface, a subscription, or an enterprise 
agreement, and rents the compute it needs.

Sold direct.

The provider gives a cloud partner the model or the capacity and the partner sells and serves it. 
The partner pays either a fixed rate or a share of its own revenue (a revenue sharing agreement). 
White label and original equipment manufacturer deals sit here too.

Supplied to the host.

The same cloud arrangement, except the provider also holds its own contract with the end 
customer. This is how the managed model services on the major clouds are commonly structured.

Sold alongside the host.

The provider contracts with the customer, but the customer picks the underlying model and the 
provider passes the request through at a margin.

Routing a model they chose. 
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Q1 Is the end customer 
your customer?

Q2 Do you control what 
they receive?

Q3 Do you set the price 
and carry the risk?

Q1 No Q2 N/A Q3 N/A

Principal with the host. Revenue is what the host 
pays you. Serving costs sit with the host.

Q1 Yes Q2 Yes Q3 Yes

Principal with the end customer. Revenue is what 
the customer pays. Compute is a cost of revenue.

1. Sold Direct 2. Supplied to the Host

Model developer

model service at its own 
rates

Compute supplier

End customer

model service at its own rates
Compute supplier

a fixed rate, or a share of the partner’s revenue
Model developer

End customer

The end customer is yours The end customer is 
not yours

Q1 Yes Q2 No Q3 No

Agent. Revenue is your margin only. The model fee 
is not your cost.

Q1 Yes Q2 Yes Q3 Yes

Principal with the end customer. Revenue is what 
the customer pays. Partner’s share is cost of 
revenue or an expense based on underlying facts.

3. Sold Alongside the Host 4. Routing a Model They Chose

Model developer
the model, hosted for a 

share of your rates

the whole service
Cloud provider

End customer

access, at a margin
Platform or router

the model the customer chose
Model developer

End customer

Stream two, plus 
your own contract

Shown from the 
platform’s side

Solid lines are contracts with the end customer. Dashed lines are supply relationships.

Figure 1. The three questions applied to each revenue stream, with the presentation and cost consequences that follow. The first three are 
shown from the model developer’s side. The fourth is shown from the platform’s, because an agent conclusion belongs to the party in the 
middle rather than to the company that built the model.
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Streams two and three are worth sitting with, because from the outside they look like the same business. 
In both, the cloud partner hosts the model, runs the inference, contracts with the customer and sends the 
invoice. What separates them is a single document.

Where the provider also holds its own contract with the end customer, on its own terms and at its own rates, 
it is really serving its own customer and using the partner to host and deliver. It reports what that contract 
entitles it to, and the partner’s share becomes a cost. Take that contract away and the host becomes the 
customer, so revenue is simply what the host pays.

While we have shown the contract analysis for typical arrangements in this industry, in practice the answer 
sits in the detail of the documents.

We perform that detailed analysis, and we advise on contract structures that achieve the optimal revenue 
recognition outcome, documented well enough to survive an audit, a diligence process, and the scrutiny of a 
registration statement. As a firm with no audit practice, we can give you a view rather than a question.

Start a conversation at https://uniqus.com/contact-us/

Technical references. ASC 606-10-55-36 through 55-40, including 55-37A(b) on control of a right to a service performed by another party, and 
50-12(c) on disclosure of the judgment. IFRS 15 applies substantively identical guidance

That one difference, rather than any difference in accounting judgment, is why two companies in much the 
same business can report the same dollar so differently.

WHERE WE COME IN

Everything above comes back to a single upstream choice, which is who you have a contract with and what 
that contract actually promises. It is not really an accounting decision at all. It gets made when someone 
drafts terms of service, negotiates a partner agreement, or settles whose published rates the customer will 
pay, and it is usually locked in long before anyone asks how the revenue should be presented, by people who 
are not thinking about GAAP revenue at all.

The practical move, then, is to bring the accounting question into the contracting process alongside the legal 
and commercial review. Companies that do that choose their answer. Companies that do not inherit one.

THE DECIDING FACTOR
How the customer contract is designed.

Our detailed point of view for AI application companies, Built on Borrowed Intelligence, covers the other side 
of these arrangements, the companies that build products on third party models. Available at uniqus.com/
insights.

GOING DEEPER

By Design is a Uniqus series on the accounting decisions companies make before they know they are making 
them. Each issue takes one topic, sets out how the analysis usually runs, and names the single upstream 
choice that decides the outcome.

ABOUT BY DESIGN

https://uniqus.com/contact-us/
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This publication contains general information only. It is not intended to constitute accounting, 
auditing, legal, or other professional advice, and it should not be relied upon as the sole basis for 
any decision. The conclusions shown are reached on the assumed facts stated and depend on the 
specific facts and circumstances of each arrangement.

Uniqus Consultech is an AI and global tech-enabled consulting company 
that specializes in Accounting & Reporting Consulting, Governance, Risk 
& Compliance, Sustainability & Climate Consulting, Tech Consulting, and 
Valuations. The Company is co-founded by consulting veterans Jamil 
Khatri and Sandip Khetan and backed by marquee investors such as Nexus 
Venture Partners, Sorin Investments, and UST.

Uniqus has a global team of 800+ professionals, led by 100+ Partners and 
Directors, across 13 offices in the USA, the Middle East, and India. The 
company serves more than 400 clients, including marquee names in each of 
the markets it operates in.

Uniqus is committed to leveraging technology and an integrated global 
delivery model to provide best-in-class consulting services to its clients. 
Visit us at www.uniqus.com

About Uniqus Consultech Insights  

uniqus.com/
insights/

Contact  

uniqus.com/
contact-us/

LinkedIn  

www.linkedin.com 
company/uniqus-
consultech

The Team

Avinash Ramkumar
Partner, Accounting & 
Reporting Consulting

Anthony Vitale
Partner, Accounting & 
Reporting Consulting

Geoffrey Allen
Partner, Accounting & 
Reporting Consulting

Harsimran Singh Sangha
Managing Director, Accounting 
& Reporting Consulting

Shival Sehgal
Managing Director, Accounting 
& Reporting Consulting

Shoichi Ohno
Managing Director, Accounting 
& Reporting Consulting

Sharad Chaudhry
Partner, Accounting & 
Reporting Consulting

Jamil Khatri
Co-Founder & CEO

Sandip Khetan
Co-Founder, Global Head of 
Accounting & Reporting Consulting

http://www.uniqus.com
http://uniqus.com/insights/
http://uniqus.com/contact-us/
http://www.linkedin.com company/uniqus-consultech
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