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Agenda

 Review Accounting Standards Update (ASU) 2016-
14, Presentation of Financial Statements of Not-for-
Profit Entities

e Accounting Standards Update (ASU) 2014-09, Revenue
from Contracts with Customers

e Accounting Standards Update (ASU) No. 2018-
08, Clarifying the Scope and the Accounting Guidance
for Contributions Received and Contributions Made

e What’s next for Not-For-Profit Entities
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PRESENTATION OF
FINANCIAL STATEMENTS OF
NOT-FOR-PROFIT ENTITIES
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ASU 2016-14, Presentation of Financial
Statements of Not-for-Profit Entities —
Phase |

e Who was affected?

* Charities, foundations, colleges and universities, health care
providers, religious organizations, trade associations, cultural
institutions, and many more.

e QOpportunities for improvement

. Complexities in the use of the required three classes of net assets
particularly related to donor-imposed restrictions and whether they
are temporary or permanent.

. Deficiencies in the transparency and utility of information in assessing
an organization’s liquidity.

. Inconsistencies in the type of information provided about expenses,
and |
. Impediment of preparing the indirect method reconciliation if a NFP ( LLp

chooses to use the direct method of presenting operating cash flows. FOCUSED.ON YOU.



ASU 2016-14, Presentation of

Financial Statements of Not-for-Profit
Entities — Phase Il

e Currently, there is no expected timeframe for the
completion of the second phase, but it’'s coming

* Operating measure:

e Whether to require intermediate measures in the financial
statements

e Whether and how to define such measures and what items
should be included

e Alignment of measures of operations in the statement
of activities with measures of operations in the
statement of cash flows
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REVENUE FROM CONTRACTS
WITH CUSTOMERS
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ASU 2014-09, Revenue from
Contracts with Customers

e Effective
e Calendar year 2019 or fiscal years ending in 2020

e FASB’s position

* An entity should recognize revenue to depict the transfer of
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.

e NFP’s positon

e Supportis from contributions, grants from foundations and
government agencies, membership dues, subscriptions,
tuition, etc. — not from providing goods and services under g
contracts with customer.
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ASU 2014-09, Revenue from
Contracts with Customers

e FASB’s Response

While contributions are exempt from the new revenue
recognition rules, part or all, of other support often involve
contracts with customers as discussed in ASU 2014-09.
Accordingly, nonprofit entities will have to understand and
implement the new revenue standards where applicable for
each of their sources of support.

* For example:
e Membership dues
e Program fees
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ASU 2014-09, Revenue from
Contracts with Customers

e ASC 606 Scope: Not-For-Profit

ASC 606 Scope

Included Not Included
Tuition and fees Contributions
Exchange grants Nonexchange grants
Membership dues Eental income
Sponsorship revenue Leases
Rovalty/licensing revenue Insurance reimbursements
Program fees Guarantees

Nonmonetary exchanges
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ASU 2014-09, Revenue from
Contracts with Customers
e ASC 606 - Core Principle

e Recognize as revenue the amount that reflects the
consideration to which it expects to be entitled in exchange for
goods or services when (or as) it transfers control to the
customer

To achieve that core principle, an entity will apply a five-step
model:

Identify the contract(s) with a customer
Identify the separate performance obligations
Determine the transaction price

Allocate the transaction price to the separate performance
obligations

Recognize revenue when or as a performance obligation is
satisfied
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ASU 2014-09, Revenue from
Contracts with Customers

Example — Museum membership

S60 in annual dues, in exchange for:

e designated museum parking, a monthly newsletter and access to
the museum’s archives

In an effort to increase its support base, the museum launches
a fall membership drive with two new promotional benefits to
be included in the S60 dues

e 1) asingle free admission pass to the museum, the usual entrance
fee being S15

e 2)aS25 discount on any purchase of $100 or more in the museum
gift shop

Includes two additional performance obligations, and these will
require allocation of the $60 transaction price
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ASU 2014-09, Revenue from
Contracts with Customers

Example — Museum membership

e Journal Entries

Current GAAP New GAAP

October 2021 (Cash $60 Cash $60
Deferred Revenue—Dues $60 Contract Liability—Dues $36
Contract Liability—Admissions $9
Contract Liability—Sales $15

Monthly Deferred Revenue—Dues $5 Contract Liability—Dues $3
Dues Revenue $5 Dues Revenue $3

January 2022 Promotion Expense $15 Contract Liability—Admissions $9
Admissions Revenue $15 Admissions Revenue $9

January 2022 Cash $75 Cash $75

Sales Discounts $25 Contract Liability—Sales $15
Sales Revenue $100 Sales Revenue $90
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ASU 2014-09, Revenue from
Contracts with Customers

Example — Museum membership

e Statement of Activities

Current GAAP New GAAP

2021 2022 Total 2021 2022 Total
Dues Revenue $15 $45 $60 Dues Revenue $9 $27 $36
Admissions Revenue 0 15 15 Admissions Revenue 0 9 9
Sales Revenue 0 100 100 Sales Revenue 0 90 90
Sales Discount 0 (25) (25)
Net Sales Revenue 0 75 75
Promotion Expense 0 (15 (15)
Increase in Net Assets $15 $120 $135 Increase in Net Assets _$9 $126  $135
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BUT MY ORGANIZATION ONLY
DEALS WITH CONTRIBUTIONS
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CLARIFYING THE SCOPE AND
ACCOUNTING GUIDANCE
FOR CONTRIBUTIONS
RECEIVED AND
CONTRIBUTIONS MADE
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Does the resource
provider receive
commensurate value in
return for the resources

/ | No

+ e \ provideds? (Note -if the ’ Contribution — Does an
Exchange transaction - follow X " general public is / : .
revenue recognition guidance ASC \ receiving the primary / EERTEN contral:.t, or donation
Topic 606 \ benefit, the transaction | letter exist?
is considered a /
contribution) / -
i ’ ™
Yes . No
/- ™
/s S,
A
' "
Does the transaction documentation Record as an unconditional contribution
include a donor-imposed stipulation that No when received. Determine whether the
represents a barrier that must be » contribution is restricted as a result of
overcome? Or, are stipulations either a donor-imposed restriction or the
ambiguous and not clearly defined? passage of time,
x
Yes
v / ,N
Does the transaction documentation a
Considered a conditional contribution. include a provision that provides the
The transaction should not be recorded Yes grantor the right of return of assets

as revenue until the barrier is overcome
and the recipient organization is entitled
to the transferred assets.

9

transferred or the right of release of the
grantor from its obligation to transfer
assets? Note — must be determinable
from the agreement.




ASU 2018-08, Clarifying the Scope and
Accounting Guidance for Contributions
Received and Contributions Made

e |ssue 1—Who receives the benefit?

e |ssue 2 —Is the contribution conditional or
unconditional?

LLP
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Who Receives the Benefit?

e The resource provider is not synonymous with the general
public, even a governmental entity. If a resource provider
receives value indirectly by providing a societal benefit,
this would be considered a nonreciprocal (or non-
exchange) transaction.

e |f the primary beneficiary of a grant or contribution is a
third party, an NFP must use judgment to determine if the
transaction is an exchange or non-exchange transaction.

e Furthering a resource provider’s mission or “feel good”
sentiment does not constitute commensurate value
received.

e The type of resource provider should not override the
substance of the transaction.
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Who Receives the Benefit?

e Example 1 - Nonexchange Transaction:
. Federal government grant to University for research
. Commensurate value not exchanged

. Grantee retains rights to research finding and receives primary
benefit

. Funder’s benefit is indirect, since research serves general public

e Example 2 - Exchange Transaction:

. Local government funding to NFP for research study on benefits of
longer school year

e  Commensurate value is exchanged

. Funder retains rights to study finding and receives primary
benefits
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Who Receives the Benefit?

e Example 3 — Grant for Tuition at a University:
e  Studentis enrolled at University - $30,000 tuition
. University awards Student with $2,000 grant to use towards tuition

. University accounts for grant as third-party payment on behalf of
identified customer

. Exchange transaction - $30,000 tuition revenue;

e 52,000 grant awarded to student does not create additional
revenue but, rather, serves as partial payment against $30,000
due to the University

e  Studentis an identified customer who is receiving benefit from
the grant transaction
e Typically transactions will require more judgement
e  Whether third-party payment on behalf of an identified customer;
e  Contribution restricted for groups of beneficiaries with
eligibility requirements
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Who Receives the Benefit?
CurrentPractice |

EXCHANGE
o Direct

Value to Resource
Provider
\ N

Specified Third Parties General Public

EXCHANGE | NONEXCHANGE

P ——— | .
Direct Specified Ti‘lird Parties

Commensurate  Government/Resource,  Cthers, including ,
Value to Resource  Provider is a 37 Party | groups of General Public
Provider Payer on behalfofan | beneficiaries with
\ identified customer. eligibility criteria

*

To an existing transaction, the revenue recognized would actually be the
underlying contract’s patient service revenue, tuition revenue, etc.
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Conditional vs. Unconditional
Contributions

For a donor-imposed condition to exist:

e Aright of return/release must exist;

AND

e The agreement must include a barrier

e Indicators include, but are not limited to, the following:
. Inclusion of a measurable performance-related barrier.

. Extent to which a stipulation limits discretion by the
recipient on the conduct of an activity.

. Extent to which a stipulation is related to the purpose of
the agreement.
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Conditional vs. Unconditional
Contributions

e Measurable Barriers — Conditional
e  Foundation grant for career training to disabled veterans

e Specified level of service is a barrier on which entitlement
depends (minimum targets that must be met)

e Likelihood of serving those minimums is not considered

e “Best Efforts” Metrics — Unconditional
e Foundation grant for a recreational organization’s tennis
program

e Consistent with grant proposal, contains guidelines with
metrics about how to use funds towards the programs....

e However.... Entitlement is not dependent upon meeting
those guidelines as long as funds are used towards program

LLP
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ON THE HORIZON FOR
NOT-FOR-PROFIT ENTITIES
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On The Horizon

e ASU 2019-03 — Definition of Collections

e Allow proceeds for sale of collection items to be used for
direct care of existing collections

e ASU 2018-15 — Cloud Computing

e Allow for capitalization of service contacts in accordance with
guidance on internal-use software

- LLP
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ADAM WASZKIEWICZ, CPA
awaszkiewicz@rklcpa.com| RKLcpa.com
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http://www.rklcpa.com/TaxReform
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