FOR LIVE PROGRAM ONLY

Implementing ASU 2018-08 for Contributions
Received and Made
WEDNESDAY, AUGUST 21, 2019, 1:00-2:50 pm Eastern

IMPORTANT INFORMATION FOR THE LIVE PROGRAM
This program is approved for 2 CPE credit hours. To earn credit you must:
• Participate in the program on your own computer connection (no sharing) – if you need to register
additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).
Strafford accepts American Express, Visa, MasterCard, Discover.
• Listen on-line via your computer speakers.
• Respond to five prompts during the program plus a single verification code.
• To earn full credit, you must remain connected for the entire program.

WHO TO CONTACT DURING THE LIVE PROGRAM
For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)
For Assistance During the Live Program:
-On the web, use the chat box at the bottom left of the screen
If you get disconnected during the program, you can simply log in using your original instructions and PIN.

Tips for Optimal Quality

FOR LIVE PROGRAM ONLY

Sound Quality
When listening via your computer speakers, please note that the quality
of your sound will vary depending on the speed and quality of your internet
connection.
If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
immediately so we can address the problem.
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Notice
ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.
You (and your employees, representatives, or agents) may disclose to any and all persons,
without limitation, the tax treatment or tax structure, or both, of any transaction
described in the associated materials we provide to you, including, but not limited to,
any tax opinions, memoranda, or other tax analyses contained in those materials.
The information contained herein is of a general nature and based on authorities that are
subject to change. Applicability of the information to specific situations should be
determined through consultation with your tax adviser.
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Introduction

Revenue, Revenue, Revenue
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Introduction, cont.
Transactions Types:
• Agency Transactions
• Exchange Transactions
• Contributions

8

ASC 606: Revenue from Contracts
with Customers
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Revenue Recognition
• Objective: to develop a single, principle-based revenue standard
for GAAP and IFRS
• Providing a robust framework for addressing revenue issues
• Increasing comparability across industries and capital markets
• Requiring better disclosure
• Focus is on the contract rather than on transactions of certain types
or by certain industries

• Effective Date
• Public entities – 12/31/18
• Nonpublic entities – 12/31/19
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The Time is Now
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Revenue Recognition Scope
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Revenue Recognition Core Principles and
Steps
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Journal Entry Example
The student receives an offer to enroll at a private independent
school. Total tuition is $10,000. A nonrefundable deposit of
$1,000 is required upon acceptance of the school’s offer to
enroll. The student accepts the enrollment offer and pays the
nonrefundable deposit. A bill for $9,000 (remaining tuition
balance) is generated by the school and sent to the student
upon enrollment. $1,000 of the tuition covers the student’s
lunches at school. The school year spans 200 days. The
student pays the remaining tuition bill two weeks prior to the
start of the school year. The student is entitled to receive a
refund up to the 1st day of the school year.
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Journal Entry Example, cont.
Student pays the nonrefundable deposit
Dr. Cash
$1,000
Cr. Deferred Revenue
$1,000
Student enrolls and a bill is sent for the remaining balance
No entry is made because revenue recognition has not yet
commenced and the institution does not yet have an
unconditional right to consideration given the withdrawal
period (1st day of school year).
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Journal Entry Example, cont.
Student pays the tuition bill
Dr. Cash
$9,000
Cr. Deferred Revenue
$9,000
School year commences
Dr. Deferred Revenue
$50
Cr. Tuition Revenue
Cr. Dining Revenue
Amount is recognized per day

$45
$5
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ASU 2018-08, Clarifying the Scope and
Accounting Guidance for Contributions
Received and Contributions Made
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ASU 2018-08
• Applies to all entities (NFPs and business entities) that receive or
make contributions unless otherwise indicated

• Excludes transfers of assets from the government to business
entities
• Applies to both contributions received by a recipient and
contributions made by a resource provide.
• The intent is simply that both apply the same guidance – the entities
do not need to track each other’s accounting to achieve the same
reporting results

• The term used in the presentation of financial statements to label
revenue (e.g. contribution, grant, donation) that is accounted for
within the Scope of Subtopic 958-605 is not a factor for
determining where an agreement is within the scope of that
guidance.
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ASU 2018-08, cont.
• Two issues the standard addresses
• Issue 1 – Are grants and similar contracts with government agencies
and others (i) reciprocal (exchange) transactions or (ii) nonreciprocal
transactions (contributions)
• Issue 2 – Distinguishing between conditional and unconditional
contributions
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Issue 1

• Generally
• Government grants = exchange transactions
• Private foundation grants = contributions
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Issue 1, cont.
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Issue 1, cont.
• 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 transaction
• If the primary beneficiary of a grant or contract is a third party, a
NFP must use judgment to determine if the transaction is
reciprocal or nonreciprocal

• Furthering a resource provider’s mission or “feel good” sentiment
does not constitute commensurate value received
• The type of resource provider should not override the substance of
the transaction
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Issue 2
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Issue 2, cont.
• Indicators to determine a barrier (include, but not limited to):

• Inclusion of a measurable performance-related barrier or other
measurable barrier
• Specified level of service
• Specified outcome
• Matching
• Outside event or occurrence
• May be achieved in milestone fashion
• Extent to which a stipulation limits discretion by the recipient on the
conduct of an activity
• More specific than the general activity being conducted and/or
restricted time-frame
• Requirement to incur only qualifying expenses based on specific
criteria
• Requirement to hire specific individuals
• Requirement to adhere to specific protocols
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Issue 2, cont.
• Indicators to determine a barrier (include, but not limited to):
• Extent to which a stipulation is related to the purpose of the
agreement
• Stipulation that related directly to the mission purpose of the
agreement
• Excludes trivial or administrative stipulations and requirements
• Annual audits

• Budgets
• Nearly all grant agreements have a budget, which should NOT be
viewed as a barrier
• Guidepost for spending that typically allows for broad discretion
when conducting a program
• Typically developed by the grantee
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Issue 2, cont.
• It may be difficult to determine whether stipulations are conditions
vs. restrictions
• An agreement containing stipulations are not clearly unconditional
shall be presumed to be conditional
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Simultaneous Release
• The simultaneous release option allows an NFP to recognize a
restricted contribution directly in unrestricted net assets/net assets
without donor restrictions if the restriction is met in the same
period that the revenue is recognized. This election must be
applied consistently to all restricted contributions and investment
returns. The final ASU will create two “buckets” for restricted: (1)
amounts that were initially conditional and (2) other.
• Current GAAP
• One bucket
• Upcoming
• Restricted/conditional bucket
• Restricted/other bucket
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Disclosures
• Recipients
• No additional new disclosures
• General required disclosures for unconditional and conditional
promises to give
• Conditional promises to give
• Total amount promised
• Description and amount for each group of promises with
similar characteristics
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Disclosures, cont.
• Resource Providers
• No additional new disclosures
• General required disclosures for unconditional promises to give
• Disclosures regarding contingencies and debt
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Decision Tree
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Transition Approach
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Effective Dates
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Effective Dates, cont.
• Effective Dates
• Recipients
• Public entities – 6/30/19, 12/31/19
• Nonpublic entities – 12/31/19, 6/30/20
• Resource providers
• Public entities – 12/31/19, 6/30/20
• Nonpublic entities – 12/31/20, 6/30/21
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Effective Dates, cont.
• What if you are both a recipient and a resource provider?
• Maybe implementing portions of ASU 2018-08 for different years
• Grants paid may be recognized in a different year than their
linked grants received
• May cause misleading financial results
• Consider the possible need to implement ASU 2018-08 using the
same earlier implementation date
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Example 1
• University A is awarded a research grant from the National Institute of
Health to study the health benefits of cauliflower crusted pizzas
• The agreement requires University A to:
• Follow the rules of the Uniform Guidance
• Incur certain expenses (or costs) in compliance with the Uniform
Guidance
• Obtain an annual Uniform Guidance audit
• Submit a summary of research findings to the federal government

• Any unused assets are forfeited, and any unallowed costs that have been
drawn down by University A are required to be refunded
• University A retains the rights to the findings
• Exchange or non exchange?
• If non exchange, conditional or unconditional?
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Example 1, cont.
• Conclusion

• Non exchange (contribution)
• Commensurate value is not being exchanged between the two
parties
• University A retains all the rights to the research and findings and
received the primary benefit of the findings
• NIH’s benefit is considered indirect because the research and finding
serves the general public
• Conditional
• The agreement limits University A’s discretion as a result of the
specific requirements on how the assets may be spent (qualifying
expenses)
• There is a right of return and release (related to unallowable costs)
• The audit requirement alone is not a barrier to entitlement because it
is not related to the purpose of the agreement
• The contribution is also considered to be purpose restricted since the
purpose is more narrow than University A’s overall mission
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Example 1, cont.
• Other thoughts
• Does University A need to wait until NIH approves the costs in order
to recognize the revenue?
• What if there are multiple barriers (ie. a specified outcome and a
requirement to incur only qualifying expenses)?
• What if NIH sends back a confirmation saying that University A is a
vendor?
• What is the impact on University A’s SEFA?

39

Example 2
• NFP A receives funding from a local governmental entity to
perform a research study on the benefits of year round schooling

• The agreement requires NFP A to:
• Plan the study
• Perform the research
• Summarize and submit the research to the local government

• The local governmental entity retains all rights to the study
• Exchange or non exchange?
• If non exchange, conditional or unconditional?
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Example 2, cont.
• Conclusion
• Exchange transaction – ASC 606 applies
• Commensurate value is exchanged between the two parties
• The local governmental entity retains the rights to the study
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Example 3
• NFP B receives a grant from a private foundation for $200,000 to
provide assistance to homeless individuals

• The grant requires NFP B to provide assistance to 1,000 homeless
individuals during the next fiscal year, with specific minimum
targets (25%) that must be met each quarter
• There is a right of release from the obligation in the agreement
• Exchange or non exchange?
• If non exchange, conditional or unconditional?
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Example 3, cont.
• Conclusion
• Non exchange (contribution)
• Commensurate value is not being exchanged between the two
parties
• Conditional
• The agreement contains a right of release from obligations if
targets are not met
• The foundation requires NFP B to achieve specific level of service
(at least 1,000 homeless individuals assisted, with minimums of
250 per quarter) on which entitlement depends
• Considered a measurable performance-related barrier
• The likelihood of serving those minimums is not considered
• No regard for expenditures incurred
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Example 3a
• On January 1, 2018, NFP B receives a one year grant from a private
foundation for $200,000 to provide assistance to homeless
individuals
• NFP B is a 6/30 year-end
• The grant requires NFP B to provide assistance to 1,000 homeless
individuals during the next fiscal year, with specific minimum
targets (25%) that must be met each quarter
• NFP B meets the first two target goals
• There is a right of release from the obligation in the agreement for
only any unserved homeless individuals
• How much revenue do you recognize for 6/30/18?
• $100,000
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Example 3b
• On January 1, 2018, NFP B receives a one year grant from a private
foundation for $200,000 to provide assistance to homeless
individuals
• NFP B is a 6/30 year-end
• The grant requires NFP B to provide assistance to 1,000 homeless
individuals during the next fiscal year, with specific minimum
targets (25%) that must be met each quarter
• NFP B meets the first two target goals
• There is a right of release from the obligation in the agreement if
NFP B does not serve all 1,000 homeless individuals.
• How much revenue do you recognize for 6/30/18?
• $0
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Example 4
• NFP C receives a $300,000 grant from a private foundation to
perform research on the value of kickboxing on a person’s overall
fitness
• The grant agreement includes:
• A right of return of any unspent funds
• A statement that prior approval must be obtained from the private
foundation for any significant deviations in spending from the
submitted budget
• A requirement that at the end of the grant period a budget-to-actual
report must be filed with the private foundation

• Exchange or non exchange?
• If non exchange, conditional or unconditional?
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Example 4, cont.
• Conclusion
• Non exchange (contribution)
• Commensurate value is not being exchanged between the two
parties
• Unconditional
• The submitted budget is not a barrier to entitlement because
adherence to a general budget allows for broad discretion
• There are no additional requirements in the agreement that
would indicate a barrier exists
• The budget-to-actual reporting and prior approval for budget
deviations requirements are administrative and not related to the
purpose of the agreement
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Example 5
• NFP D (a private school) receives a $900,000 multi-year pledge
from a donor to build a new STEM building

• The multi-year pledge is payable over 3 years in equal installments
• $300,000 is paid by the donor upon signing the agreement
• The remaining payments are to be paid as follows:
• Year 2 – Provide a costs incurred to date report
• Year 3 – Certificate of occupancy has been obtained

• Exchange or non exchange?

• If non exchange, conditional or unconditional?
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Example 5, cont.
• Conclusion

• Non exchange (contribution)
• Commensurate value is not being exchanged between the two
parties
• Unconditional - $600,000; Conditional - $300,000
• NFP D will receive the initial $300,000 payment without having to
satisfy any conditions
• The costs incurred report for the second payment is considered
administrative and not considered a barrier (making the second
payment unconditional)
• NFP D will not be entitled to or receive the third payment
($300,000) unless it overcomes the performance barrier (donor
retained a right of return if the barrier is not met)
• The likelihood of meeting the performance barrier is not a
consideration when assessing whether the contribution is
conditional
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Example 6
• Student is enrolled in an university
• Tuition is $20,000. Student received a $5,000 grant (paid directly to
the university) to use toward tuition

• Tuition and Grant – Exchange or non exchange?
• If non exchange, conditional or unconditional?
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Example 6, cont.
• The university accounts for grant as third-party payment on behalf
of an identified customer to an existing exchange transaction.
• The $5,000 grant (awarded to Student, not to the university)
does not create additional revenue but, rather, serves as partial
payment against the $20,000 due to the university .
• Student is an identified customer of the university who is
receiving the benefit from the grant transaction.

• Consider other types of transactions that benefit third parties
• Rent voucher payments associated with individual residents
• Medicaid/Medicare payments to patients

51

Questions
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This publication is intended to provide general information to our clients and
friends, It does not constitute accounting, tax, or legal advice; nor is it intended to
convey a thorough treatment of the subject matter.

