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Tax Law Changes

• Double standard deduction and eliminate 
personal exemptions
– Estimates are that 90-95% of taxpayers will not 

itemize
– This reduces the amount that have an incentive 

to give
– Estimate reduced giving in the neighborhood of 

$10 – 20 billion/year
• Resulting in a loss of 225,000 nonprofit jobs! 

– Increase in estate tax exemption reduce 
planned giving by an additional $4-6 billing/year



Tax Law Changes

• Only 30-35% itemized before the tax change
• Minnesota allows some taxpayers to deduct some 

charitable contributions even if they do not itemize
• Large donors may benefit from making occasional 

large contributions rather than annual contributions
– Some nonprofits will build a giving strategy around this

– Taxpayers can deduct contributions up to 60% of AGI (up 
from 50%)

– Itemized deductions no longer phase out at higher levels.



Tax Law Changes

• Some changes to 990-T/Unrelated 
Business Income Tax
– No longer allow grouping of UBIT activities
– Tax at new lower corporate rates

• 21% excise tax on salaries over $1 million 
(paid by organizations, not the individual)

• Some investment income rules that only 
apply to certain universities

• As of today, all of these changes expire 
after 2025



Phase I

Effective for years beginning after 
December 15, 2017



1. Net asset classes
2. Functional expense reporting
3. Liquidity and availability of resources
4. Investment returns and expenses
5. Statement of cash flows



Net Asset Classes

• Two classes
–With donor/grantor-imposed restrictions

–Includes perpetual (permanent) and 
temporary 

–Time restrictions (implied donor 
restriction)

–Without donor/grantor-imposed restrictions
–Includes board-designated



Net Asset Classes

• Disclosure requirements
–Composition of net assets with donor/grantor 

restrictions
–Emphasis on how and when resources (net 

assets) can be used 
–Specified purpose(s)
–Specified time(s)
–Perpetual (endowment, i.e., “funds of perpetual 

duration”)
–Quantitative and qualitative information about 

board designations



Functional Expense Reporting

• A method by which costs associated with 
more than one program or support area 
(administrative or fundraising) are allocated 
across functions



Functional Expense Reporting

• Now required for all Non-Profit reporting 
entities
– Required footnote disclosure around allocation 

methods used
• Definition: A method by which costs associated with 

more than one program or support area 
(administrative or fundraising) are distributed across 
functions

• Purpose: To allocate expenses in order to determine 
the true costs of programs and cost per unit of 
services



Functional Expense Reporting

• Sample Disclosure
– The financial statements report certain 

categories of expenses that are attributable to 
more than one program or supporting function. 
Therefore, these expenses require allocation on 
a reasonable basis that is consistently applied. 
The expenses that are allocated include 
depreciation, interest, and office and 
occupancy, which are allocated on a square-
footage basis, as well as salaries and benefits, 
which are allocated on the basis of estimates of 
time and effort.



Functional Expense Reporting

Different expenses can and should be 
allocated differently

• Wages
• Occupancy
• Depreciation
• Insurance
• Miscellaneous Expense



Liquidity and Availability of Resources

• The purpose is to provide the reader of 
financial statements more transparency 
and insight on the non-profits liquidity.

• Allows the reader to better assess the non-
profits ability to meet commitments, debt 
service or reach its programmatic goals in 
the next year.



Liquidity and Availability of Resources

• Qualitative information
– How the NFP manages its liquid resources 

available to meet cash needs for general 
expenditures within one year of the balance 
sheet date.

• Quantitative information
– Quantitative information that communicates the 

availability of an NFP’s financial assets at the 
balance sheet date to meet cash needs for 
general expenditures within one year



Liquidity and Availability of Resources
Implementation

• Identify all financial assets and any limitations on 
availability for expenditure in the next 12 months

• Determine the format to present the required 
quantitative disclosure of liquidity information

• Display gross amounts of financial assets, then 
adjustments to arrive at available for expenditure 
amounts, or

• Display only the net amounts available for 
expenditure

• Availability is affected by nature of the asset, 
external limitations imposed by donors, contractual 
agreements, and board designations



Liquidity and Availability of Resources
Implementation

• Determine whether presenting a classified statement of 
financial position could enhance or simplify the quantitative 
disclosure requirements

• Develop a formal policy for managing the organization’s 
liquidity needs
– Will be articulated in the qualitative portion of the note 

disclosure
• Draft the note disclosure describing how the entity manages 

its liquid assets and liquidity needs, including conditions 
under which certain board-designated net assets may be 
undesignated, access to the lines of credit or other financing 
sources, and any other information useful in understanding 
the entity’s liquidity



Sample from FASB



Sample from FASB

Not-for-Profit Entity A is substantially supported by restricted contributions. 
Because a donor’s restriction requires resources to be used in a particular 
manner or in a future period, Not-for-Profit Entity A must maintain sufficient 
resources to meet those responsibilities to its donors. Thus, financial 
assets may not be available for general expenditure within one year. As 
part of Not-for-Profit Entity A’s liquidity management, it has a policy to 
structure its financial assets to be available as its general expenditures, 
liabilities, and other obligations come due. In addition, Not-for-Profit Entity A 
invests cash in excess of daily requirements in short-term investments. 
Occasionally, the board designates a portion of any operating surplus to its 
liquidity reserve, which was $1,300 as of June 30, 20X1. There is a fund 
established by the governing board that may be drawn upon in the event of 
financial distress or an immediate liquidity need resulting from events 
outside the typical life cycle of converting financial assets to cash or settling 
financial liabilities. In the event of an unanticipated liquidity need, Not-for-
Profit Entity A also could draw upon $10,000 of available lines of credit (as 
further discussed in Note XX) or its quasi-endowment fund.



Sample from FASB

In Groups of 2 – 3, discuss:

What does it tell you about the Organization’s 
liquidity?
How would you rate the Organization’s liquidity? 
What definition of liquidity did you use to evaluate the 
Organization?
What questions do you have about the Organization 
and/or Organization's liquidity?
What would make this disclosure more helpful?



Example 1

Not-for-Profit Section20



Example 2

Not-for-Profit Section21



Example 3

Not-for-Profit Section22



Comprehensive Example

23

Available on the AICPA 
Not-for-Profit Section website

Not-for-Profit Section



Not-for-Profit Section24



Calculation

Not-for-Profit Section25



Calculation (continued)

Not-for-Profit Section26

Note 9

Note 4

SOFP



Calculation (continued)

Not-for-Profit Section27

Note 10



Endowment Calculation

Not-for-Profit Section28



Investment Returns and Expenses

• No longer required to disclose investment 
expenses or components of investment 
return.

• Investment returns are disclosed on the 
face of the statement of activities at net.



Statement of Cash Flows

Continues to allow organizations to chose 
between Direct Method and the Indirect 
Method. However, indirect reconciliation is no 
longer required if the Direct Method is used. 



Statement of Cash Flows
CONTINUED

Indirect Method:



Direct method:

Statement of Cash Flows
CONTINUED



Direct Method

• Pros
– Easier for non-financial users to understand

• Cons
– Some Organizations might not keep the 

information in the required form 



Indirect Method

• Pros
– Adjust net income to convert it from an accrual to cash basis
– Better represents the flow of Organization’s activities
– Uses readily available information

• Cons
– More difficult to understand

• Reconciliation of accrual accounting net income to cash 
from operating activities



Questions?
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New Accounting Standards Recently Issued 
and Proposed

• Revenue Recognition
• Revenue Recognition of Grants and Contracts 

for Not For Profits
• Leases



ASC 606 – Revenue Recognition



Revenue Recognition - Overview
Objective:
• To develop a single, principle-based revenue standard 

for US GAAP and IFRS
Purpose:
• The standard aims to improve accounting for contracts 

with customers by:
– Providing a robust framework for addressing revenue issues 

as they arise
– Increasing comparability across industries and capital markets
– Requiring better disclosure



Revenue Recognition - Overview
Scope:
• All contracts with customers, except

– Lease contracts
– Financial instruments
– Non-monetary exchanges in the same line of business to facilitate sales to 

customers

• Certain contracts not with customers are excluded:
– Contributions
– Collaborative arrangements



Revenue Recognition - Overview
Final U.S. GAAP Model – Recognition
• Core Principle: 

– 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.

• Steps to apply the core principle:

Identify 
contract(s) 
with the 
customer

Identify 
performance 
obligations

Determine 
transaction 

price

Allocate 
transaction 

price

Recognize 
revenue when/as 

performance 
obligation is 

satisfied



Revenue Recognition - Overview
Major Changes in Comparison to Current Guidance:
• Focus is on the contract, rather than on transactions of 

certain types or by certain industries
• Variable consideration and constraint on revenue
• Licenses
• Recognition and measurement guidance applies to 

transfers/sales of nonfinancial assets to non-
customers

• Guidance on accounting for costs to obtain and fulfill a 
contract with a customer, if not addressed in other 
topics

• Disclosures



Revenue Recognition Process
Step 1: Identify Contract(s) with the Customer
• Contracts: an agreement between two or more parties 

that creates enforceable rights and obligations
– Can be written, oral, or implied

• Required Contract Criteria
– Approved by both parties
– Both parties are committed
– Each party’s rights regarding goods/services can be identified
– Payment terms can be identified
– Commercial substance
– Collectability of consideration is probable



Revenue Recognition Process
Step 1: Identify Contract(s) with the Customer – cont’d
• Combining Contracts

– Contracts with the same customer should be combined if:
• The contracts are negotiated as a package with a single commercial 

objective
• The amount of consideration paid in one contract is dependent upon the 

other contract
• The goods or services promised in the contract are a single performance 

obligation



Revenue Recognition Process
Step 2: Identify Performance Obligations
• Definition

– A promise in a contract with a customer to transfer to the 
customer either:

• A good or service (or bundle) that is distinct
• A series of goods or services that are substantially the same and that 

have the same pattern of transfer to the customer

• Examples
– Constructing, manufacturing, or developing an asset on behalf 

of a customer
– Granting licenses
– Granting options to purchase additional goods and services



Revenue Recognition Process
Step 2: Identify Performance Obligations – cont’d
• 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

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

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



Revenue Recognition Process
Step 3: Determine the Transaction Price

– Use customary business practices
– Defined as the amount of consideration an entity expects to 

receive in exchange for transferring promised goods or 
services, excluding amounts collected on behalf of third 
parties

– May consist of
• Fixed amounts
• Variable amounts
• Both



Revenue Recognition Process
Step 3: Determine the Transaction Price – cont’d
• Transaction Price Considerations

– Variable consideration
– Significant financing component
– Noncash consideration

• Measure at fair value
• Secondary measure is standalone selling price

– Consideration payable to a customer



Revenue Recognition Process
Step 3: Determine the Transaction Price – cont’d
• Consideration Payable to the Customer

– Treat as a reduction of the revenue recognized unless the 
payment to the customer is in exchange for a distinct good or 
service that the customer transfers to the entity

– Examples
• Cash payment to the customer
• Coupons or other credits that can be applied against amounts owed



Revenue Recognition Process
Step 4: Allocate the Transaction Price
• Allocate to each performance obligation

– Systematic manner
– Standalone selling price (most common method)
– If good or service is not sold separately, estimate the separate 

price using observable inputs using
• Adjusted market assessment method
• Cost plus margin method
• Residual value method

– For discounts, allocate proportionally to all performance 
obligations

• Exception: entity regularly discounts just one of the performance 
obligations



Revenue Recognition Process
Step 5: Recognize Revenue When/As the Performance 
Obligations are Satisfied
• Satisfaction occurs when asset or service is 

transferred
– Determine whether transfer occurs

• Over time
• At a point in time

• An asset is transferred when the customer obtains 
control of the asset
– Control factors include:

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

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



Revenue Recognition Process
Step 5: Recognize Revenue When/As the Performance 
Obligations are Satisfied – cont’d
• Recognition when Performance is Satisfied Over Time

– One of the following criteria must be met:
• Customer simultaneously receives and consumes the benefits as the 

entity performs,
• The entity’s performance creates or enhances an asset that the customer 

controls as the asset is created or enhanced, or
• The asset created has no alternative use to the reporting entity, AND the 

entity has a right to payment for the performance completed to date



Revenue Recognition Process
Step 5: Recognize Revenue When/As the Performance 
Obligations are Satisfied – cont’d
• Recognition when Performance is Satisfied at a Point 

in Time
– Indicators that control has been transferred include:

• Entity has a present right to payment for the asset
• Customer has legal title to the asset
• Customer has physical possession of the asset
• Customer has significant risks and rewards of ownership
• Customer has accepted the asset



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A Non for Profit Organization has annual dues of $200. The 
only direct benefit members receive is a monthly newsletter 
with a fair value of $50



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A nonprofit organization has annual dues of $200. The only 
direct benefit members receive is a monthly newsletter with a 
fair value of $50

• Step 1: Identifying the Contract
– Amount paid ($50) for the newsletter is a contract with a 

customer, since this is a reciprocal transaction
– The remaining $150 is membership due income, since no 

specific identifiable benefits are provided



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A Non for Profit Organization has annual dues of $200. The 
only direct benefit members receive is a monthly newsletter 
with a fair value of $50

• Step 2: Identifying the Performance Obligations
– The nonprofit organization has an obligation to provide the 

monthly newsletter to the member in return for the payment



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A Non for Profit Organization has annual dues of $200. The 
only direct benefit members receive is a monthly newsletter 
with a fair value of $50

• Step 3: Determine the Transaction Price
– The fair value of the newsletter ($50) is the transaction price



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A Non for Profit Organization has annual dues of $200. The 
only direct benefit members receive is a monthly newsletter 
with a fair value of $50

• Step 4: Allocate the Transaction Price
– $50 is allocated to the performance obligation to provide the 

monthly newsletter



Revenue Recognition Process
Case Study – Association Membership Dues
• Facts:

– A nonprofit organization has annual dues of $200. The only 
direct benefit members receive is a monthly newsletter with a 
fair value of $50

• Step 5: Recognize Revenue as each Performance 
Obligation is Satisfied
– $50 is recognized as revenue over 12 months, as each issue 

is provided to the member. The remaining $150 is recognized 
as membership dues revenue when received



Revenue Recognition Process
Case Study – Association Membership Dues
• Existing Standards:

– $200 is recognized over 12 months

• Updated Standards:
– $150 membership dues recognized when restrictions met, 

typically on month 1
– $50 recognized over 12 months

• If dues cycle is same as fiscal year, no impact on total 
revenue



Revenue Recognition Standards
Final U.S. GAAP Model – Disclosure
• Disaggregation of Revenue

– Qualitative disaggregation of revenue into categories that 
depict how revenue and cash flows are affected by economic 
factors

– Disclosures must include:
• Relevant information to help readers understand the nature, timing, and 

amount of future cash flows arising from performance obligations
• Information regarding remaining unsatisfied performance obligations and 

the allocation of the transaction price to these remaining performance 
obligations, as well as when the organization expects to recognize the 
related revenue

• Information regarding methods, inputs, and assumptions used in 
determining the transaction price, such as (but not limited to) estimating 
variable consideration, adjusting consideration for the effects of the time 
value of money, and measuring non-cash consideration

• Significant payment terms and obligations related to rights of return



Revenue Recognition Process

• Effective date:
– Nonpublic entities: Fiscal years beginning after December 15, 

2018



Practical Steps for Implementing ASC 606
1. Review the Standard and discuss with auditors
2. Compile a list of all organizational revenues, i.e.:

1. Membership Dues
2. Federal, State, or Private Grants
3. Investment Income
4. Contributions
5. Pass-Through Funds
6. Fee for Service

3. Consider discussing issues with similar organizations



Practical Steps for Implementing ASC 606
4. If a change in recognition is required, consider its 

impact on the following:
1. Are changes in verbiage needed for new related contracts?
2. Recognition processes within the accounting system
3. Monthly/annual financial close process
4. Forecast and budget processes

5. Communicate changes to Board, audit/finance 
committee, auditors, contract signers, banks, etc.



ASC 958 – Clarifying the Scope and 
Accounting Guidance for Contributions Received and 

Contributions Made



Grants and Contracts for Not For Profits
Grants and Contracts: Why Change?
• Added to improve and clarify existing guidance

– ASU 2014-09, Revenue from Contracts with Customers, 
including related disclosures heightened the issue

• Raised question as to whether grants and contracts are in 
scope of that guidance (reciprocal or nonreciprocal)

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



Grants and Contracts for Not For Profits
Grants and Contracts:
• Reciprocal versus Nonreciprocal

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

– Some equate the government with the general public – issue 
is whether government receives direct commensurate value in 
return (because the public benefits)

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



Grants and Contracts for Not For Profits
Grants and Contracts:

Current Practice

Direct 
Commensurate Value 
to Resource Provider

Specified Third Parties General Public

EXCHANGE

Proposed Clarification

Direct 
Commensurate Value 
to Resource Provider

EXCHANGE NON-EXCHANGE
Specified Third Parties

General Public

Gov’t/Resource
Provider is a 3rd

Party Payer on 
behalf of an 
identified 

Customer *

Continue to 
monitor GASB and 
IPSASB projects in 

this area **

* The revenue recognized would actually be the underlying contract’s patient service revenue, tuition revenue, etc
** A focus on whether or not there is a “performance obligation” could even ultimately include some contracts where 
the general public is the primary beneficiary.

Who receives the benefit?



Grants and Contracts for Not For Profits
Grants and Contracts:
• Conditional versus Unconditional

– Stakeholders find it difficult to distinguish between a 
conditional and unconditional contribution, which causes 
diversity in application

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

– Diversity in application of “remote” notion – 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)



Grants and Contracts for Not For Profits
Grants and Contracts:
• Conditional versus Unconditional

– For a donor-imposed condition to exist:
• A right of return must exist, AND
• The agreement must include a barrier

• To determine what is a barrier, an NFP would consider 
indicators, which could include, but not limited to, the 
following:
– Inclusion of a measurable performance-related barrier or other 

measurable barrier
– Whether a stipulation is related to the purpose of the 

agreement
– Extent to which a stipulation limits discretion by the recipient
– Extent to which a stipulation requires additional action(s)



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #1: Federal Government Grant

– Nonprofit A is awarded a grant from the federal government
– Agreement requires Nonprofit A to:

• Follow the rules and regulations established by the Office of 
Management and Budget (OMB)

• Incur certain expenses (or costs) in compliance with rules and 
regulations established by the OMB and the federal awarding agency

• Obtain an annual audit in accordance with OMB guidelines
• 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 Nonprofit A are required to be 
refunded

– Nonprofit A retains the rights to the findings



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #1: Conclusion

– Nonprofit A determines that it should account for this grant as 
conditional

• Explanation:
– The grant agreement limits Nonprofit 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
– The audit requirement alone is not a barrier to entitlement 

because it is not related to the purpose of the agreement



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #2: Private Foundation Grant

– Nonprofit B receives a grant from a private foundation for 
funding in the amount of $400,000 to provide specific career 
training to disabled veterans.

– The grant requires Nonprofit B to provide training to at least 
8,000 disabled veterans during the next fiscal year, with 
specific minimum targets that must be met each quarter

– There is a right of release from the obligation in the 
agreement



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #2: Conclusion

– Nonprofit B determines that it should account for this grant as 
conditional

• Explanation:
– The agreement contains a right of release from obligation
– The foundation requires Nonprofit B to achieve a specific level 

of service that would be considered a measurable 
performance-related barrier



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #3: Corporate Foundation Grant

– Nonprofit C is a public charity that works with gluten-related 
allergies as part of its overall mission. It applies for and 
receives a $100,000 grant from a corporate foundation to 
perform research on gluten-related allergies over the next 
year

– The grant agreement includes
• A right of return
• A statement that approval must be obtained from the corporate 

foundation for any significant deviations in spending from the general 
budget

• A requirement that at the end of the grant period, a report must be filed 
with the corporate foundation that explains how the assets are spent



Grants and Contracts for Not For Profits
Grants and Contracts: Conditional versus Unconditional
• Example #3: Conclusion

– Nonprofit C determines that it should account for this grant as 
unconditional

• Explanation:
– The general budget included in the grant proposal 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 reporting requirement is administrative and not related to 
the purpose of the agreement

– The grant is donor-restricted revenue because working on 
gluten-related allergies aligns with the nonprofit’s overall 
mission



Revenue Recognition Standards

• The proposed effective date is the same as the new Revenue 
Recognition standard (Topic 606), but would allow for early 
implementation.



ASC 842 - Leases



ASU 2016-02 Leases (Topic 842)
Why the change:
• Increase comparability and transparency among 

entities
• Decade-long joint project with IASB (International 

Accounting Standards Board)
• Represent fully the actual substance of leasing 

transactions; namely recognizing assets and liabilities 
arising from operating lease transactions

• Lessor accounting remained relatively unchanged



ASU 2016-02 Leases (Topic 842)
Impacts:
• Compliance with contractual agreements.
• Loan covenants
• Banking agreements
• Financial statement ratios
• Identification of a lease — an identified asset/right to 

control the use during the lease term
• Contracts that could contain a leasing component 



ASU 2016-02 Leases (Topic 842)
• Effective for fiscal years beginning after December 15, 

2018, including interim periods within those fiscal 
years, for any of the following: 
– A public business entity
– A not-for-profit entity that has issued, or is a conduit bond 

obligor for, securities that are traded, listed, or quoted on an 
exchange or an over-the-counter market

• For all other entities, the amendments are effective for 
fiscal years beginning after December 15, 2019, and 
interim periods within fiscal years beginning after 
December 15, 2020. 

• Early application of the amendments is permitted for 
all entities.



ASU 2016-02 Leases (Topic 842)
Changes to Leases:
• New guidance retains the distinction between finance

leases and operating leases. The treatment is 
substantially similar to the previous guidance 
distinctions between capital and operating leases.

• Under lessee accounting, the effect on the income 
statement and statement of cash flows remains largely 
unchanged. 

• Previous lease accounting focused on the distinction 
between capital and operating leases. 

• New guidance focuses on whether or not a contract 
contains or is a lease. 



ASU 2016-02 Leases (Topic 842)
Lease Definition:
• A “lease” is a contract, or part of a contract, that 

conveys the right to control the use of identified 
property, plant or equipment (an identified asset) for a 
period of time in exchange for consideration. 



ASU 2016-02 Leases (Topic 842)
12-Month Policy:
• For a lease with a term of 12 months or less, a lessee 

is permitted to make an accounting policy election 
not to recognize lease assets and lease liabilities. 

• If a lessee makes this election, it should recognize 
lease expense for such leases generally on a straight-
line basis over the lease term. 

• CAUTION: Renewal Options.



ASU 2016-02 Leases (Topic 842)
Lease Term
• Defined as the non-cancelable period for which a 

lessee has the right to use an underlying asset, 
including: 
– Periods covered by an option to extend that the lessee is 

reasonably certain to exercise 
– Periods covered by an option to terminate if lessee is 

reasonably certain not to exercise 
– Periods to extend or terminate in which the option is controlled 

by the lessor 
• “Reasonably Certain” is akin to “Reasonably Assured” 

(a high threshold) 



ASU 2016-02 Leases (Topic 842)
Lease Payments Considerations:
• Determine at the commencement date and include 

(initial measurement): 
– Fixed payments, including in substance payments, less any 

lease incentives 
– Variable lease payments that depend on an index or rate 
– Exercise price of an option to purchase the underlying asset* 
– Payments for penalties for terminating the lease** 

* Include only if reasonably certain of exercise 
** Include unless reasonably certain not to be exercised. The determination 
of which payments to include is consistent with the lease term 
determination. 



ASU 2016-02 Leases (Topic 842)
• Lessee Recognition – Operating Leases
• Recognize:

– a right-of-use asset, 
– a lease liability, and
– initially measured at the present value of the lease payments, 

in the Balance Sheet.
• Recognize interest:

– on the lease liability separately from amortization of the right-
of-use asset in the Income Statement.



ASU 2016-02 Leases (Topic 842)
• Lessee Accounting – Operating Leases
• Operating leases

– Single expense is recognized (lease expense) that runs 
through operating activities for the current year to relieve right-
to-use asset. 

– Overall cost of the lease is allocated over the lease term on a 
straight-line basis. 

– Lease liability is equal to the present value of payments not 
yet made discounted using the implicit rate or incremental 
borrowing rate



ASU 2016-02 Leases (Topic 842)
• Lessee Accounting – Financing Leases
• Financing leases

– Right-to-use asset and lease liability are both recognized and 
discounted to present value.

– Each payment has two components (interest and principal). 
– Interest is a current period interest expense. 
– Principal is amortized to reduce the right-to-use asset (similar 

to how depreciation on a capital lease is currently reported).
– Repayment of principal portion of lease liability is a financing 

activity. 
– Payments of interest and variable lease payments (think 

copier usage) are operating activities in cash flows. 



ASU 2016-02 Leases (Topic 842)
Renewal Options:
• Requires a lessee (and a lessor) to include payments 

to be made in optional periods only if the lessee is 
reasonably certain to exercise an option to extend the 
lease or not to exercise an option to terminate the 
lease. 

• Similarly, optional payments to purchase the 
underlying asset should be included in the 
measurement of lease assets and lease liabilities only 
if the lessee is reasonably certain to exercise that 
purchase option.



ASU 2016-02 Leases (Topic 842)
Segregating Lease Components:
• Many contracts contain both lease and nonlease

components (e.g., service).
• ASU 2016-02 provides a practical expedient that 

allows lessees to account for the nonlease
components together with the related lease 
components as a single lease component.

• Examples: 
– Maintenance activities and costs are considered nonlease

components. 
– Insurance that protects the lessor’s interest in the underlying 

asset is attributable to the lease component.  



ASU 2016-02 Leases (Topic 842)
Donated Rent and Below-Market Leases:
• When calculating the right-to-use assets and lease 

liabilities, do not include the market value of donated 
use of facilities

• The difference between the value of the assets given 
to the lessor and market rent, should be recorded as a 
contribution

• Contribution receivable may be described in the 
financial statements based on the item whose use is 
being contributed, such as building rather than as 
contributions receivable.



ASU 2016-02 Leases (Topic 842)
Disclosures:
• Operating and financing right-to-use assets should be 

presented separately from one another and from other 
assets. Same is true of lease liabilities. 

• No netting the assets and liabilities.
• In finance leases, interest expense and amortization of 

the right-to-use can be presented together, but only if 
that treatment is consistent with how interest expense 
and depreciation/amortization are presented for other 
types of assets. 

• In operating leases, lease expense is included in 
income from continuing operations. 



ASU 2016-02 Leases (Topic 842)
Disclosures - Continued:
• For cash flows, principal payments of the lease liability 

for financing leases are financing activities. 
• Interest expense is an operating activity consistent 

with Statement of Cash Flows (Topic 230). 
• Payments for operating leases are classified as 

operating activities, and the same holds true for 
variable lease payments or short-term lease 
payments. 

• Qualitative and quantitative info including:
– General details about leases
– Significant judgments made 
– Amounts recognized in the financials related to those 

judgments



ASU 2016-02 Leases (Topic 842)
Case Study – Fact Pattern
• Lessee enters into a 10-year lease of an asset, with an option to 

extend for an additional 5 years. 
• Lease payments are $50,000 per year during the initial term and 

$55,000 per year during the optional period, all payable at the 
beginning of each year. 

• Lessee incurs initial direct costs of $15,000.
• At the commencement date, Lessee concludes that it is not 

reasonably certain to exercise the option to extend the lease and, 
therefore, determines the lease term to be 10 years.

• The rate implicit in the lease is not readily determinable. 
• Lessee’s incremental borrowing rate is 5.87 percent, which 

reflects the fixed rate at which Lessee could borrow a similar 
amount in the same currency, for the same term, and with similar 
collateral as in the lease at the commencement date.



ASU 2016-02 Leases (Topic 842)
Case Study – Answer
• At the commencement date, Lessee makes the lease payment for 

the first year, incurs initial direct costs, and measures the lease 
liability at the present value of the remaining nine payments of 
$50,000, discounted at the rate of 5.87 percent, which is 
$342,017. 

• Lessee also measures a right-of-use asset of $407,017 (the initial 
measurement of the lease liability plus the initial direct costs and 
the lease payment for the first year).

• During the first year of the lease, Lessee recognizes lease 
expense depending on how the lease is classified.



ASU 2016-02 Leases (Topic 842)
Case Study – Finance Lease
• Lessee depreciates its owned assets on a straight-line basis. 

Therefore, the right-of-use asset would be amortized on a 
straight-line basis over the 10-year lease term. 

• The lease liability is increased to reflect the Year 1 interest on the 
lease liability in accordance with the interest method. As such, in 
Year 1 of the lease, Lessee recognizes the amortization expense 
of $40,702 ($407,017 ÷ 10) and the interest expense of $20,076 
(5.87% × $342,017).

• At the end of the first year of the lease, the carrying amount of 
Lessee’s lease liability is $362,093 ($342,017 + $20,076), and the 
carrying amount of the right-of-use asset is $366,315 ($407,017 –
$40,702).



ASU 2016-02 Leases (Topic 842)
Case Study – Finance Lease

Financing Lease

CASH Right-to-Use 
Asset Lease Liability Interest Amortization

(15,000) 407,017 (392,017)

(50,000) 50,000 

(40,712) 40,712 

(20,076) 20,076 

(65,000) 366,305 (362,093) 20,076 40,712 



ASU 2016-02 Leases (Topic 842)
Case Study – Operating Lease
• Lessee determines the cost of the lease to be $515,000 (sum of 

the lease payments for the lease term and initial direct costs 
incurred by Lessee). 

• The annual lease expense to be recognized is therefore $51,500 
($515,000 ÷ 10 years).

• At the end of the first year of the lease, the carrying amount of 
Lessee’s lease liability is $362,093 ($342,017 + $20,076), and the 
carrying amount of the right-of-use asset is $375,593 (the 
carrying amount of the lease liability plus the remaining initial 
direct costs, which equal $13,500).



ASU 2016-02 Leases (Topic 842)
Case Study – Operating Lease

Operating Lease

CASH Right-to-Use 
Asset Lease Liability Interest Amortization

(15,000) 407,017 (392,017)

(50,000) 50,000 

(1,500) 51,500 

(29,924) (20,076) - -

(65,000) 375,593 (362,093) - 51,500 



ASU 2016-02 Leases (Topic 842)
Implementation Considerations:
• Make an inventory of leases (property, equipment) 
• Review Contracts for potential lease components 
• Obtain copies of agreements to ensure completeness of files 
• Analyze leases for extension/termination options, 

contingent/variable payments, guaranteed residual values, etc. 
• Determine incremental borrowing rates 
• Develop accounting policies for how you will classify leases 
• Determine which options are “reasonably certain” to be exercised 

to calculate lease terms 
• Gather information on upfront lease costs 
• Calculate PV of lease payments to determine assets and lease 

liability



ASU 2016-02 Leases (Topic 842)
Implementation Considerations:
• Draft adjustments to Statement of Financial Position, Statement 

of Activities and opening net asset balances by type of lease 
• Review and challenge the work for completeness, accuracy and 

adherence to the standard 
• Consider early review with your auditor to obtain buy-off of 

approach and adjustments 
• Disclosures —

– Gather information, by type of lease, for terms in lease agreements, key 
assumptions and judgements and data for new ‘enhanced’ disclosure 
requirements 

– Develop templates for presentation on face of statements and footnotes 



Questions?



Best Practices in Retaining Talent

Jana Cinnamon
Chief Operating Officer



Today, on average, people stay at 
their jobs for 4.4 years.

Source: Bureau of Labor Statistics



91% of Millennials expect to stay 
in a job for less than 3 years. 

Source: Future Workplace “Multiple Generations @ Work” survey



Understanding Turnover

• Costs of turnover
• Benefits of turnover
• Types of turnover
• Tracking turnover



Turnover is costly

Research estimates direct replacement 
costs as high as 50%-60% of an 

employee’s annual salary, with total
costs associated with turnover ranging 

from 90%-200%.

Source: Cascio, W.F. Managing Human Resources: Productivity, Quality of Work Life, Profits



Turnover Costs - Financial

• HR staff time

• Manager’s time

• Accrued paid time off

• Temporary coverage (contingent employee, 
overtime for remaining employees)



Turnover Costs - Other

• Delays in production and client service; 
decreases in product or service quality

• Contagion (other employees decide to leave)

• Disruptions to team-based work

• Loss of workforce diversity



Turnover Costs – Replacement Costs

• Recruitment costs 

• New hire’s compensation

• Hiring inducements

• Hiring manager time



Turnover Costs – Training Costs

• Formal training (time, materials, equipment)

• On-the-job training (supervisor and employee 
time)

• Socialization (other employees’ time)

• Productivity loss until replacement has 
mastered job



Not all turnover is bad

• Increased team performance

• Reduction of team conflict

• Increased opportunity for staff growth

• Innovation and adaptation



Types of Turnover

Turnover

Voluntary

Functional Dysfunctional

Avoidable Unavoidable

Involuntary



Involuntary vs. Voluntary

• Involuntary turnover
– Turnover initiated by the organization (often among 

people who would prefer to stay).

• Voluntary turnover
– Turnover initiated by employees



Functional vs. Dysfunctional

• Dysfunctional turnover
– High performers
– Employees with hard-to-replace skills
– Departures of women or minority group members 

that erode diversity of your workforce
– Turnover rates that lead to high replacement costs

• Functional turnover
– Low performers
– Employees whose talents are easy to replace



Avoidable vs. Unavoidable

• Avoidable turnover
– Stems from causes that the organization may be 

able to influence
– Example: Employee leaves because they are 

feeling not challenged by the role.

• Unavoidable turnover
– Stems from causes over which the organization has 

little or no control
– Example: Employee leaves because of health 

problems.



Turnover Rate

Turnover Rate =
Average number of employees

Number of employees leaving
X 100

Calculate turnover rate over a certain time period.



Identify “Turnover Hotspots”

• Track types of turnover
– Voluntary vs. Involuntary
– Functional vs. Dysfunctional
– Avoidable vs. Unavoidable

• Other things to track
– Part-time or full-time
– Job category
– Job level
– Location
– Tenure



Example of Tracking Turnover



Recruiting, Training, and Retention

• Investments in recruiting and training can improve turnover



Importance of Culture in Recruiting Process

• The basic purpose of recruiting is to find a 
mutually agreed cultural fit.

• When the candidate gets on the job…
– Right-fit = engaged
– Wrong-fit = disengaged

• Employee engagement is the primary driver of 
short and long-term employee retention



Importance of Culture in Recruiting Process

• Cultural immersion starts at the very 
beginning of the recruitment process
– Job fairs, online job postings, website all 

showcase your company’s distinct 
personality and values

– Take pride in your culture and understand 
that it is not a “one size fits all.”



Importance of Culture in Recruiting Process

Your RECRUITER must embody the 
culture you are hiring for. 



Importance of Culture in Recruiting Process

Treating candidates how you want your 
clients to be treated is an effective way of 

DEMONSTRATING DESIRED 
BEHAVIORS. 



Importance of Culture in Recruiting Process

The candidate must gain a deep understanding 
of the company culture/values so that he/she will 

SELF-SELECT IN OR OUT depending on 
whether or not the culture feels right.



Onboarding Matters

According to a 2012 Allied Workforce 
Mobility Survey, within a year, employers 

lose nearly one-quarter of new hires 
while another one-third do not satisfy 

productivity targets.



Effective Onboarding

Too many orientation programs focus 
more on PROCESS than on CULTURE.

Cultural immersion should continue from 
recruiting process to build pride and 

commitment to organizational values.



“Welcome” Survey
• Effective onboarding programs will include 

regular check-ins at 30 day intervals

• New employees decide within 6 months on the 
job whether they will stay or not

• Welcome survey & interview
– Uncover training needs
– Address relationship gaps
– Understand why new hire chose your organization

• What’s important to employee
• What is resonating with prospective employees



Targeting Your Retention Strategies

• Develop strategies through a better understanding of your turnover
• Ideas to implement now



Types of Turnover & Retention

Functional 
Turnover

Undesirable Employee 
Quits

Dysfunctional 
Turnover

Desirable Employee 
Quits

Dysfunctional 
Retention

Undesirable Employee 
Remains with 
Organization

Functional 
Retention

Desirable Employee 
Remains with 
OrganizationN
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Dysfunctional Turnover

What to do when a desirable employee quits:
• Make sure employee leaves on a positive note

• Develop your alumni network
– Boomerang employees
– Referrals

• Employee communication. Don’t diminish the 
effect of someone’s departure.

Dysfunctional 
Turnover

Desirable Employee 
Quits



Understanding  Your 
Turnover

• Exit Surveys
– Send in advance of exit interview
– Use software/system to track survey results and 

monitor trends by turnover type (dysfunctional vs. 
functional), employee group, etc.

• Exit Interviews
– Conducted by HR or non-supervisor
– Use survey feedback to guide discussion and ask 

2nd/3rd level questions

Dysfunctional 
Turnover

Desirable Employee 
Quits



• Post-Exit Surveys/Interviews

– Challenge: Employees may find it difficult to 
be objective and candid in exit interviews.

– Opportunity: Consider using post-exit 
survey to collect similar information some 
time after an employee has left your 
organization.

Dysfunctional 
Turnover

Desirable Employee 
Quits

Understanding  Your 
Turnover



The Top Five Predictors of Turnover

1. The immediate manager
2. Poor fit to the job
3. Coworkers not committed to quality
4. Pay and benefits
5. Connection to the organization or senior 

management

Source: Gallup



Predictor of Turnover:
The immediate manager.

Make sure your best sheep have your best 
shepherds. 

A manager’s job performance should be 
evaluated on their effectiveness in managing 

people.

Danger zones: Unclear expectations, lack of 
advancement opportunities/investment in employee, 

failing to provide adequate resources



Predictor of Turnover:
Poor fit to the job.

A key driver of employee engagement is 
having the opportunity to do what they do 

best every day.

What does “what they do best” really mean?
Have employees create a “Love and Loathe” 

task list.



Predictor of Turnover:
Coworkers not committed to quality.

Behavior that is permitted is behavior that 
is promoted. 

High performers leave when subpar 
performance is tolerated.

Dysfunctional 
Retention

Undesirable Employee 
Remains with 
Organization



Predictor of Turnover:
Pay and benefits.

Challenge: Employees can almost always 
get a job somewhere else that will pay 

more. 

Opportunity: Provide benefits that would 
be hard to find somewhere else.

Flexibility, Paid Time Off, Bonus Plans, Office 
Environment, Technology, Child Care, Food/Meals, 

Concierge Services



Predictor of Turnover:
Connection to the organization or to senior 

management.

Employees want to feel a connection to the 
organization’s mission, purpose, and 

leadership.

Employees know what you do and how you do it, 
but why do you do it?

Leaders must be woven into the fabric of the 
organization.



Why Employees Stay

Exit and post-exit data collections focus on why 
employees have left. You need to be equally, if 

not more, interested in what is causing 
employees to stay at your company.

Stay interviews or focus groups can help drive 
targeted retention strategies.

Functional 
Retention

Desirable Employee 
Remains with 
Organization



Stay Interviews

• A stay interview is a one-on-one interview between a 
manager and a valued employee.

• Goal: To learn what makes employees want to keep 
working for you, or to find what might make key 
employees leave.

• Best Practice: Conduct once a year during slow 
business period. Conduct all interviews with key 
employees within weeks of each other to identify 
common themes and implement change.

Functional 
Retention

Desirable Employee 
Remains with 
Organization



• What do you look forward to when you come 
to work each day?

• If you could change something about your job, 
what would that be?

• How do you like to be recognized?

• What talents are not being used in your 
current role?

Stay Interviews:
Questions to Ask

Functional 
Retention

Desirable Employee 
Remains with 
Organization



• What would you like to learn here?

• What can I do to best support you?

• What might tempt you to leave?

Stay Interviews:
Questions to Ask

Functional 
Retention

Desirable Employee 
Remains with 
Organization



Current Employee 
Focus Groups

Most effective focus groups center on the 
employees whom your organization is 
most interested in retaining and are 

conducted by a neutral party.

Provide a deliverable from the focus 
groups. 

“Don’t ask my opinion if you’re not going to do anything about it.”

Functional 
Retention

Desirable Employee 
Remains with 
Organization



Best Practices

• Build strong relationships
• Set clear expectations

• Show a commitment to employee development
• Demonstrate recognition and appreciation



Management’s Role

– Build a  strong relationship with his or her 
direct reports, and within team

– Set clear expectations

– Show a commitment to the employee’s 
development

– Demonstrate recognition and appreciation 



Build Relationships through One-on-Ones

“One-on-one meetings are “the 
most common thread of all 
exceptional managers.”

Source: Hortsman & Auzenne, One-on-Ones: The Single Most Effective Management Tools



One-on-One Meetings

• Regularly scheduled meetings between a manager 
and his/her direct report

• Provide an uninterrupted private time to receive and 
discuss the report’s project status

• Provide a vehicle for personalized feedback and 
mentoring

• Time is focused on meeting the individual needs of 
the direct report while at the same time providing 

timely and accurate status to the manager



Build Relationships
• The more connections or “links” an individual 

has to his or her co-workers, the more difficult 
it is for an employee to leave

• How are you encouraging relationship building 
within your company?
– Gathering spaces
– Fun events
– Playing “matchmaker” in the onboarding process by 

assigning a “buddy”



Set Clear Expectations

• Set basic expectations for how you will work 
together

• Be clear on performance expectations
– What does success look like in this role?

• Provide feedback regularly to let employee 
know if they are or are not meeting 
expectations
– How will I know I am being successful? 
– How can I improve?



All About Jana Cinnamon
• Born and raised in Bloomington, Minnesota
• Family:

• Husband – Dan, IT Consultant
• Daughter – Sadie (8)

• Loves cheerleading, piano, singing
• Puppy – Rosie

• Hobbies/Interests: Photography, Baking, Traveling, 
Volunteering with the March of Dimes

A few of my favorite things…

• Favorite Food? Chinese
• Favorite Color? Pink
• Favorite Music? Almost anything!
• Favorite Restaurant? Broder’s
• Favorite Candy? Heath Bar
• Favorite Store? Target
• Favorite Sport? Football

Things my co-workers should know…

• I don’t mind being interrupted!
• I prefer talking over emailing, but a 

follow-up email never hurts
• I prefer to eat lunch away from my 

desk so I always welcome a lunch 
invite!

• I like to laugh and joke around
• My husband travels a lot for work

Let no one ever come to you without leaving better and happier.
Mother Teresa



What you can expect from ME:
• I will meet with you weekly to check-in on your 

workload, projects, development
• I will provide you with regular feedback, both positive 

and constructive, on your performance
• I will regularly provide firm and department updates
• I will support your continued growth and development 

in the firm
• I will schedule our game plan, performance review 

meetings

Comfort is the enemy of achievement.

What I expect from YOU:
• Come to our weekly meetings prepared
• Offer solutions, not complaints
• Be willing to give and receive feedback
• Let me know what other things I can be doing to 

best support you
• Be candid, yet be respectful
• Let me know in advance if you are unable to 

make a weekly meeting and we will reschedule



Show a Commitment to Employee Development

• Implement Individual Development Plans (IDP)
– An IDP is an individually tailored, written plan 

developed by an employee and his or her manager 
to outline the employee’s development objectives 
and the developmental activities (action plan) for 
achieving these objectives.



Recognition and Appreciation
• Avoid cookie cutter recognition programs and 

opt for personalized recognition

• Ask your employees (individually) how they 
like to be recognized

• Keep track of their “favorite things”

• Set appreciation budget for manager for each 
direct report and encourage using the $



Questions?



Save the Date
Next Abdo, Eick & Meyers Non Profit Seminar:

Wednesday, September 26th, 2018
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