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Why?

• Revenue is a key financial measure

• FASB and IASB identified 
weaknesses under current 
guidance



Core Principle of the New 
Standard

• Eliminates transaction and industry-specific rules-based approach with a 
principle-based approach 

• “An entity should recognize revenue to depict the transfer of promised goods 
or services to customers in an amount that reflects the consideration to 
which the entity expects to be entitled in exchange for those goods or 
services”



Key Provisions

• Differentiator between a 
contribution and an exchange 
transaction is whether there has 
been an “exchange of 
commensurate value” 

• An exchange transaction: 
reciprocal benefits flow directly 
between the parties to the 
arrangement

• A contribution: benefits  flow to 
the general public, rather than to 
the funder



Examples of Exchange 
Transactions

• Membership fees
• Sales of products and services
• Naming rights
• Sponsorships
• Special events 
• Grants and contracts

BIFURCATE: transactions as 
necessary:
• Often includes a contribution 

component that must be 
separated.

• Considerable judgement 



5 Step Model

5 Step Model

Step 1.   Identify the contract with the customer.

Step 2. Identify the performance obligations in the contract.

Step 3.   Determine the transaction price.

Step 4.   
Allocate the transaction price to the performance obligations in the 
contract.

Step 5.   
Recognize revenue when (or as) the entity satisfies a performance 
obligation.



5 Step Process

STEP 1 | Identify Contract(s) with the Customer

A contract is an agreement between at least two parties that includes enforceable
rights and obligations. 

Does not always need to be in writing. Can be oral or implied by an entity’s customary 
business practices.



5 Step Process

STEP 2 | Identify the Performance Obligation

A performance obligation is a promise in a contract with a customer to transfer distinct 
goods or services to that customers.

If multiple goods or services are promised in a contract, they may need to be combined 
into distinct bundles.

Distinct goods and services – Two criteria must be met

• The customer can benefit from the good or service either on its own or together with other 
resources that are readily available to the customer, and

• The entity’s promise to transfer the good or service is separately identifiable from other promises 
in the contract

o If goods or services are distinct, account for them as separate performance obligations in the contract

o If not, combine the goods or service with other promised goods or services until they become distinct



5 Step Process

STEP 3 | Determine the Transaction Price

The transaction price is the amount an entity expects to be entitled to for fulling its 
obligation to transfer the promised goods or services to a customer.  

This amount does NOT include amounts collected on behalf of third parties.

Consider the time value of money, noncash consideration, and consideration payable to 
a customer (i.e. coupons, credits, etc.)  when determining the transaction price.

May consist of fixed amounts, variable amounts or both.



5 Step Process

STEP 4 | Allocate the Transaction Price

Allocate the transaction price to each performance obligation based on the amount of 
consideration an entity expected to be entitled to an exchange for satisfying the 
performance obligation.

Allocation is normally based on the relative standalone selling price of each 
performance obligation.

Standalone selling price is the most common method

If good or service is not sold separately, estimate the separate price using observable 
inputs using (refer to the standard):

• Adjusted market assessment method

• Cost plus margin method

• Residual value method



5 Step Process

STEP 5 | Recognize revenue when (or as) performance obligations are 
satisfied

Performance obligations are satisfied by transferring a promised good or service to a 
customer.  

The good or service is considered transferred when (or as) the customer obtains control.  
A performance obligation may be satisfied over time or at a point in time.

Control factors

• Control of an asset refers to

o Ability to direct the use of, and obtain all of the remaining benefits from the asset

o Ability to prevent other entities from directing the use of, and obtaining the benefits rom an asset

• Determine if control of good or services are transferred

o Over time

o At a point in time



Implementation Options/ 
Transition: Option 1

Apply retrospectively to each prior reporting periods presented

Completed contracts: does not have to restate contracts that begin and end within the same annual 
reporting period.

Completed contracts having variable considerations: the entity may use the transaction price at the 
date the contract was completed versus estimating variable considerations amounts in the 
comparative reporting periods.

For all reporting periods presented before the date of initial application: Entity does not have to 
disclose the amount of the transaction price allocated to remaining performance obligation and the 
explanation of when the entity expects to recognize that amount in revenue.



Implementation Options/ 
Transition: Option 2

Allows an entity to adopt the new guidance retrospectively with the cumulative effect 
recognized in the opening balance of net assets the date of initial application.

Comparative periods presented would not have to be restated. 

Rules apply to contracts that are incomplete at the date of initial application.

Provide additional disclosures on how each line item in the current accounting period compared.



Implementation Options/ 
Transition: Option 3

Single Year financial statement versus comparative
in the year of adoption



Develop Implementation Plan 

Sample Plan

1. Read the standard.

2. Assign staff member to become an expert.

3. Compile a list of all revenue streams.

4. Develop and document a position paper on each revenue stream.

5. Discuss conclusions with peer group.



Develop Implementation Plan 

Sample Plan (continued)

6. If a change, is it material?  If no, document annually and discuss with your 
auditor.  If yes, analyze the impact. 

7. Communicate changes.

8. Determine transition plan.

9. Develop a plan for staff training.

10. Update policies and procedures.



Considerations for Audit Committee, 
Board of Directors, and Management

Considerations

1. What are the changes to our revenue recognition accounting policies due to 
adoption of the new revenue recognition standard? 

2. What is the potential financial impact of those changes? 

3. What type and level of education on the new standard will the company’s 
employees, audit committee members, and/or Board of Directors need? 

4. What steps are we taking now to prepare for adoption of the revenue 
recognition standard? Do we have an implementation plan for adopting the 
revenue recognition standard? 



Considerations for Audit Committee, 
Board of Directors, and Management

Considerations (Continued)

5. How will the revenue recognition standard affect the company’s business 
practices? 

6. How will the audit committee understand and question management’s 
revenue recognition accounting policy choices? 

7. How will the audit committee know if the organization’s and management’s 
goals are being met?

8. What is the company’s plan for educating stakeholders (investors, analysts, 
lenders, creditors, and the like) so that they understand accounting policy 
and financial statement changes? 



Considerations for Audit Committee, 
Board of Directors, and Management

Considerations (Continued)

9. How will the revenue recognition standard affect the company’s contractual 
arrangements, lending agreements covenant requirements, budgeting and 
forecasting, key performance indicators, compensation, joint ventures and 
alliances, subsidiaries, legal issues, etc. 

10. Will external advisors be used to help with the transition to the new 
revenue recognition standard? If yes, what will be their qualifications and 
roles? 



Thank you 
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➢ On June 21, 2018, the Financial Accounting Standards Board (FASB) 
released Accounting Standards Update (ASU) 2018-08, Clarifying the 
Scope of the Accounting Guidance for Contributions Received and 
Contributions.

➢ The update provides clarifying guidance on accounting for the grants 
and contracts of nonprofit organizations as they relate to the new 
revenue standard (ASU 2014-09 Revenue from Contracts with 
Customers), and aims to minimize diversity in the classification of 
grants and contracts that exists under current guidance. 

Background



• Applies to all entities (NFPs and business entities) that receive 
or make contributions, unless otherwise indicated

• Excludes transfer of assets from the government to business 
entities

• Applies to both contributions received by a recipient and 
contributions made by a resource provider

Scope



Why the Change?

•Improve existing guidance

•Clarify existing guidance
Project added to FASB’s Technical 

agenda

• Raised question as to whether grants and contracts              
are in the scope of that guidance

• Reciprocal?

• Nonreciprocal?

ASU 2014-09, Revenue from 
Contracts with Customers, 

including related disclosures, 
heightened the issue

•Reciprocal vs. Nonreciprocal

•Conditional vs. Unconditional

Long-standing diversity in practice 
classifying grants and contracts, 
particularly from governmental 

entities



➢ Reciprocal vs. Nonreciprocal

➢ Conditional vs. Unconditional Contributions

➢ Implementation of New Standard

Changing the Mindset on Accounting for Grants and 
Contributions



• Many NFPs treat federal grants/contracts with governmental entities as 
exchanges (regardless of substance)

• Some equate the government with general public

o Issue is whether government receives direct commensurate value in 
return (because the public benefits)

• Many believe the government doesn’t give “contributions”

Issue 1: Grants and Contracts: Reciprocal vs Nonreciprocal



• Stakeholders find it difficult to distinguish between a conditional and 
unconditional contributions

o Leads to diversity in application 

• If funds are provided with certain  stipulations, there’s difficulty in 
distinguishing whether contribution is conditional, restricted, or both

• Diversity in application of “remote” notion

o Whether likelihood of failing to meet a condition is remote

➢ Some NFPs believe any condition within their control has remote 
likelihood of not being met

Issue 2: Conditional vs Unconditional Contributions



Issue 2: Conditional vs Unconditional

• For a donor-imposed condition to exist it must have BOTH:

o A right of return or release 

o A barrier



Issue 3: Implementation of New Standard

Possible Impacts to your Organization 

• In the past, if you receive funding up front, you may have accounted for the 
entire grant as a temporarily restricted contribution; the portion that is still 
subject to the right of return (if a barrier is not met) would now be shown 
as deferred revenue. 

• If you previously accounted for agreements as exchanges, and your policy 
is to not show restrictions met during the same year as being received as 
unrestricted support, the revenue would be shown initially as restricted 
and then as a release from restrictions. 



Issue 3: Implementation of New Standard

Possible Impacts to your Organization 

• If you were accounting for grants and contracts using a cost-based 
reimbursement model, the revenue recognition is likely the same. In the 
past, you recognized revenue as you met the barrier (i.e., performed the 
required service). This approach would remain the same in the future, as 
the condition and the restriction are likely met simultaneously. 



NFP Revenue Recognition Decision Process

No

Restrictions 
present (i.e. 

limited 
purpose or 

timing)?

Reciprocal 
transaction. 

Apply Rev Rec 
(ASC 606) or 

other guidance.

Unconditional 
and restricted

Unconditional and 
without restrictions 

(unrestricted)

Yes
Transaction in 

which each 
party directly 

receives

commensurate 
value?*

Conditions 
present (i.e., 

right of 
return and 
barrier)? 

Conditional- Recognize 
revenue when 

condition is met

Yes

Nonreciprocal 
transaction. Apply 
contribution (non-

exchange) guidance. 

*Includes third-party payments on behalf of identified customers. These do not create new revenue.



Effective Date

For those who are resource recipients

Annual periods beginning after June 15, 2018, 
including interim periods within those annual 

periods

Public Business 
Entities

NFP that has issued, or is a 
conduit debt obligor for, 

securities that are traded, listed, 
or quoted on exchange or an 

over-the-counter market

Annual periods beginning after 
December 15, 2018, and interim 

periods beginning after 
December 15, 2019

All other entities



ASU 2016-14
NEW NOT-FOR-PROFIT REPORTING MODEL



Your presenter 

Jeri Fleming

Audit Senior Manager
Not-for-profit Specialist
jeri.fleming@rsmus.com
301.296.3628

mailto:jeri.fleming@rsmus.com


ASU 2016-14 – Effective Date and Transition

Effective date:
• For fiscal years beginning after 12/15/2017 (e.g., CY 2018 or FY 2019)

Transition:
• For year of adoption: apply all provisions

• For comparative years presented: apply all provisions, except can 
choose not be present:

a) Analysis of expenses by nature and function

b) Disclosures around liquidity and availability of resources



Key Provisions of ASU 2016-14

All below are to provide more transparency to the reader of financial 
statements.

Net asset  
classification

Liquidity &  
availability

Reporting of  
expenses

Cash flows  
statement

Investment  
return



Net Asset Classifications

• Unrestricted 

◦ Net assets with no imposed restriction and can be used for the 
general purpose of the organization, unless designated by the board 
of directors for certain purposes.

• Temporarily Restricted

◦ Contribution made by a donor that holds a type of restriction such as 
use of the funds for a certain purpose or a time restriction.

• Permanently Restricted

◦ Contribution made by a donor in which the original amount must be 
maintained in perpetuity. The donor may stipulate the investment of 
the gift and the use of any earnings on the invested gift.



ASU 2016-14 - Net Asset Classification

Current GAAP Revised GAAP

Net Assets Net Assets

Unrestricted
Temporarily Restricted
Permanently Restricted

Without Donor Restrictions
With Donor Restrictions

Disclosure

Amount, purpose and type of board designations
Nature and amount of donor restrictions

“Underwater” Endowments Net Assets

Reduce unrestricted net assets Reflect in net assets with donor restrictions

Disclosure

Aggregate of original gift amounts, fair value
Board policy



ASU 2016-14 – Expenses Reporting

• All NFPs required to disclose expenses by function and natural  
classification in notes or on face of statements
o Provides much more transparency as to how the organization spends its 

funds

• New requirement to disclose methods used to allocate costs among 
programs and support functions
o Supplements understanding of the new required statement of functional 

expenses



Statement of Functional Expenses

Program Services Supporting Services

Policy and Education Management

Membership Advocacy Services Total and General Fundraising Total

Salaries and benefits $          426,902 $          641,480 $          581,724 $     1,650,106 $          216,709 $          219,691 $     2,086,506 

Conference and meetings 264,975 38,502 2,857 306,334 15,817 15,300 337,451 

Professional fees and contract

service payments 60,568 68,409 69,363 198,340 39,177 20,800 258,317 

Grants 50,575 56,000 126,600 233,175 17 6,634 239,826 

Occupancy 43,154 53,943 64,732 161,829 32,366 21,577 215,772 

Depreciation and amortization 27,891 34,864 41,836 104,591 16,742 13,945 135,278 

Travel 41,787 48,091 28,592 118,470 2,124 11,276 131,870 

In-kind 31,560 47,378 47,378 126,316 - 11,844 138,160 

Operating fees 18,731 25,885 27,696 72,312 19,102 9,158 100,572 

Communications 11,153 13,870 19,167 44,190 7,545 5,835 57,570 

Subscription dues 10,587 13,773 11,494 35,854 5,771 8,552 50,177 

Outside printing and art work 27,472 17,215 2,828 47,515 812 266 48,593 

Supplies 7,925 5,473 8,597 21,995 3,281 2,177 27,453 

Postage and shipping 4,906 15,672 2,335 22,913 476 1,283 24,672 

Marketing and advertising 6,982 - - 6,982 - - 6,982 

Photocopying 326 291 360 977 4,469 160 5,606 

Direct mail - - - - - 2,928 2,928 

Total $       1,035,494 $       1,080,846 $       1,035,559 $     3,151,899 $          364,408 $          351,426 $     3,867,733 



ASU 2016-14 – Expenses Reporting

Cost allocation disclosure – an example

See FASB ASC 958-720-55-176 and 958-205-55-21 for other examples

Certain expenses are attributable to more than one  program or 
supporting function. These expenses are allocated consistently 
on the following bases:
• Depreciation, interest and occupancy costs are  allocated 

based on square-footage used by  each function
• Salaries and benefits are allocated based on  estimates of 

time and effort



ASU 2016-14 – Liquidity Disclosure, Qualitative

Qualitative
in Notes

• How NFP manages its 
liquid available resources

• How NFP manages 
liquidity risks

Quantitative
in Notes 

and/or on the Face

• Information about the 
availability of financial 
assets at the balance 
sheet date to meet cash 
needs for general 
expenditures within one 
year



ASU 2016-14 – Liquidity Disclosure, Qualitative

The organization has a policy to maintain available cash 
and  short-term investments to meet 90 days of normal 
operating expenses, which are, on average, 
approximately $1,250,000. Cash in excess of daily 
requirements is invested in various short-term 
investments with maturities designed to meet 
obligations as they come due. In addition the 
organization, as more fully described in Note 11, has 
committed lines of credit of $100,000.

See FASB ASC 958-210-55-5 through 958-210-55-8 for other examples



ASU 2016-14 – Availability Disclosure, Quantitative

Financial assets at year end

Cash and cash equivalents $     100,000 

Collateral under security lending agreements 15,000 

Pledge receivables 320,000 

Other Receivables 25,000 

Miscellaneous 4,000 

Investments 5,300,000 

Total financial assets  5,764,000 

Less amounts not available to be used within one year

Investments in non-liquid securities (3,100,000)

Investments held in custodial and non-custodial trusts (200,000)

Pledge receivables for restricted gifts, net (115,000)

Pledge receivables due after one year, net (70,000)

Quasi-endowments (600,000)

Financial assets not available to be used within one year (4,085,000)

Financial assets available to meet general expenditures within one year $  1,679,000 



ASU 2016-14 – Presentation of Investment 
Return

Investment return will be shown net of external and 
direct internal investment  expenses

May report in multiple lines 
(e.g., different  portfolios, operating versus
nonoperating)

Disclosure of investment expenses not required

Disclosure of investment return components no  
longer required



Operating Cash Flows

ASU 2016-14 – Statement of Cash Flows

• Direct Method or Indirect Method permitted

• Indirect reconciliation no longer required for Direct Method



Operating Cash Flows

2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from tuition $   23,258,000 $ 22,800,000

Cash received for auxiliary services 16,800,000 16,450,000

Cash received for contributions 4,500,000 3,723,000

Cash payments to employees and vendors (43,029,000) (42,279,000)

Interest and dividends received 55,000 38,000

Net cash provided by operating activities $    1,584,000 $        732,000

2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES

Change in net assets $   1,150,000 $ 783,000

Adjustments to reconcile change in net assets to net cash
provided by (used in) operating activities

Depreciation 148,000 133,000

Donated securities (120,000) (85,000)

Net depreciation (appreciation) on investments 85,000 (23,000)

Decrease (increase) in receivables 183,000 (85,000)

(Increase) decrease in prepaid expenses and other assets (11,000) 13,000

Increase (decrease) in accounts payable and accrued expenses 203,000 (15,000)

(Decrease) increase in other liabilities (54,000) 11,000

Net cash provided by operating activities $    1,584,000 $       732,000

Direct

Indirect



Thank you 
for your time and attention


