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Agenda

► Revenue recognition

► Leases

► Presentation of financial statements of not-for-profit entities 

► Financial instruments

► Classification and measurement

► Credit losses

► Other recently issued accounting standards

► Summary: effective dates
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Revenue recognition (ASU 2014-09)
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Revenue recognition
Overview

► FASB and IASB issued converged new revenue recognition standards

► Standards replace nearly all existing guidance on revenue recognition
► Virtually every industry is affected

► Standards require entities to use more judgment and make more 
estimates than under current guidance

► The effects on financial statements, business processes and internal 
controls may be significant for some entities

► FASB/IASB Joint Transition Resource Group for Revenue Recognition 
created to help determine whether more guidance is needed and to 
educate constituents

► TRG discussions led to FASB issuing three amendments in 2016

► Principal versus agent considerations

► Identifying performance obligations and licensing

► Narrow-scope improvements and practical expedients

► FASB also proposed nine technical corrections and improvements
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Revenue recognition
Implementation activities

► TRG has discussed 46 topics in seven meetings

► Meeting minutes and FASB/IASB staff papers available on FASB website 

► Next TRG meeting tentatively scheduled in November 2016

► 16 industry task forces are helping develop a new Accounting Guide 
on Revenue Recognition that will provide illustrative examples

► AICPA’s Financial Reporting Executive Committee (FinREC) has 
issued several working drafts addressing accounting issues entities 
may encounter when implementing the standard

Joint Transition Resource Group

AICPA Industry Task Forces
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Revenue recognition
Effective date

► Public entities – annual and interim periods beginning after 
15 December 2017

► “Public entities” includes public business entities (PBEs) and certain not-

for-profit entities (e.g., conduit bond obligors) and employee benefit plans

► Nonpublic entities – annual periods beginning after 15 December 
2018, and interim periods in the following year

► Early adoption permitted but not before annual and interim periods 
beginning after 15 December 2016

2014 2015 2017

Final revenue 
standard issued

Prior periods presented

2018

Effective

Modified retrospective 
application date (public entity)

2016

Retrospective application 
date (public entity)

SEC five-year table

SAB Topic 11.M (SAB 74)

2019

Modified 
retrospective 
application date 
(nonpublic entity)

Effective date 
delayed
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Revenue recognition
Transition methods

Full retrospective

Modified retrospective

Financial statements

Financial statements

Note disclosures

Note disclosures

New GAAP New GAAP New GAAP

New GAAPLegacy GAAP Legacy GAAP

Legacy GAAP + New 
GAAP

ASC 250 disclosures + 
New GAAP

Cumulative catch-up adjustment at 1/1/2016 *

20182016 2017

Cumulative catch-up adjustment at 1/1/2018 *

New GAAP New GAAP

Legacy GAAP Legacy GAAP

*Based on an effective date of 1 January 2018 for a calendar-year end public company (assumes no early adoption)
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Revenue recognition
Scope and exceptions

► Contracts with customers

► Sale of some nonfinancial assets that are not an output of the entity’s 

ordinary activities (e.g., property, plant and equipment, intangibles) and 

certain capitalized costs

What is in scope or affected

► Leasing contracts

► Insurance contracts

► Financial instruments contracts

► Certain nonmonetary exchanges

► Certain put options on sale and repurchase agreements

► Guarantees within the scope of ASC 460

► Contributions within the scope of ASC 958

What is not in scope
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Revenue recognition
Summary of the model

► 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 

Step 1: Identify the contract(s) 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

Step 5: Recognize revenue when (or as) each performance obligation is satisfied
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Revenue recognition
Health care guidance

► Legacy guidance (codified in ASC 954)

► Gross charges, net of self-pay discounts recorded as contractual 

adjustments

► Bad debt expense recorded and presented separately as a reduction to 

net patient service revenue

► New guidance (codified in ASC 606)

► Record revenue at amount entity expects to be entitled to

► Provision for bad debts presented as operating expense

► Use judgment to determine what constitutes bad debt versus implicit price 

concessions

► No change in charity care guidance
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Revenue recognition
Step 1: Identify the contract(s) with a customer

► Contract defined as an agreement between two or more 
parties that creates enforceable rights and obligations

► Can be written, oral or implied

► Does not exist if both parties have not performed and can 
cancel without penalty

► Arrangement must meet these criteria to be a contract within 
scope of standard:

► Parties have approved the contract and are committed to 
perform

► Each party’s rights and payment terms can be identified

► Contract has commercial substance

► Collection is probable

► Contracts entered into at the same time with the same 
customer should be combined if certain criteria are met

1
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Revenue recognition
Collectibility threshold

► Before applying the model in the standard to a contract, it must be 
probable that the entity will collect substantially all of the 
consideration to which it is entitled in exchange for the goods and 
services that will be transferred to the customer

► Collectibility assessment relates to the transaction price

► The transaction price may be less than the stated contract price, for 

example, if the entity intends to offer a price concession

► It may be difficult in some cases to distinguish between price 
concession, bad debt and a lack of sufficient commercial substance to 
be considered a contract 
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Revenue recognition
Step 2: Identify the performance obligations

► A performance obligation is a promise (explicit or implicit) to 

transfer to a customer either: 

► A distinct good or service

► A series of distinct goods or services that are substantially the 

same and have the same pattern of transfer

► Performance obligations are identified at contract inception 

and determined based on:

► Contractual terms, customary business practice

► Incidental obligations or marketing incentives may be 

performance obligations (e.g., loyalty programs)

► A good or service is distinct if the following criteria are met:

► It is capable of being distinct

► It is distinct within the context of the contract

► Does not include activities to satisfy an obligation unless a 

good or service is transferred to the customer

2
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Revenue recognition
Step 3: Determine the transaction price

► Transaction price is defined as the amount of consideration 

to which an entity expects to be entitled in exchange for 

transferring promised goods or services to a customer

► Transaction price includes the effects of the following:

► Variable consideration (including application of the constraint)

► Significant financing component

► Consideration paid or payable to a customer

► Noncash consideration

► Variable consideration is estimated using an “expected 

value” or a “most likely amount” approach

► Entities are required to evaluate whether to “constrain” 

amounts of variable consideration in the transaction price

► Amounts are included in the transaction price only if it is 

“probable” a significant revenue reversal will not occur when 

uncertainties are resolved

3
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Revenue recognition
Step 4: Allocate the transaction price

► Transaction price is generally allocated to each separate 
performance obligation on a relative standalone selling price 
basis
► Model provides two exceptions relating to the allocation of 

variable consideration and discounts, if certain criteria are met

► When a standalone selling price is not observable, an entity 
is required to estimate it

► Maximize the use of observable inputs 

► Apply estimation methods consistently in similar circumstances

► Standard describes three estimation methods, but others are 

permitted (and a combination of estimation methods is allowed)

► Standalone selling prices used to perform the initial 
allocation should not be updated after contract inception

4
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Revenue recognition
Step 5: Recognize revenue

► Revenue is recognized upon satisfaction of a performance 

obligation by transferring control of a good or service to a 

customer

► Control transfers over time if one of three criteria is met, 

otherwise control transfers at a point in time

► For point in time control transfer, the following indicators 

should be considered:

► 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 the risks and rewards of ownership of the asset

► Entity has evidence of the customer’s acceptance of the asset

► Revenue is recognized over time by measuring progress 

toward completion of performance obligations

5
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Revenue recognition
Portfolio approach

► Entities can apply the standard or aspects of it to a portfolio of 
contracts or performance obligations with similar characteristics (i.e., 
portfolio approach)

► Entities must reasonably expect that the financial statement effect of 
using the portfolio approach will not differ materially from applying the 
standard on a contract-by-contract basis

► Portfolio approach may be applied to all aspects of the model or only 
to certain steps

► If establishing portfolios, an entity will need to use judgment to 
determine the size, composition and number of portfolios

► An entity also will need to consider materiality and documentation 
requirements
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Revenue recognition
Disclosures

► Entities must present qualitative and quantitative information about:

► Contracts with customers

► Significant judgments and changes in judgments made when applying the 

guidance to those contracts

► Assets recognized from costs to obtain or fulfill a contract

► Fewer disclosure requirements for nonpublic entities

► Most disclosures are required for annual and interim periods

Key principle – to help users of financial statements understand 
the nature, amount, timing and uncertainty of revenue and cash 
flows arising from contracts with customers
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Revenue recognition
AICPA health care task force implementation issues

Identified by 
Revenue 

Recognition 
Industry Task 

Force

Submitted to 
Revenue 

Recognition 
Working 
Group 

(RRWG)

Submitted to 
FinREC

Made 
available for 

public 
comment

Included in 
Accounting 
Guide on 
Revenue 

Recognition 

► Third-party 
settlements

► CCRC 
performance 
obligations

► CCRC 
significant 
financing 
component

► Disclosures ► Contract 
costs

► Self-pay

► Portfolio 
approach
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Revenue recognition
AICPA health care task force implementation issues (cont.)

► AICPA working drafts of revenue recognition 
implementation issues for health care entities

► Issue #8-1: Application of step 1 (determine if there is a 

contract) and step 3 (determine the transaction price) for 

health care services provided to self-pay patients, 

including uninsured patient balances and self-pay 

patient balances arising from co-payments and 

deductibles

► Issue #8-2: Application of the portfolio approach to 

contracts with patients

► Comment period ended 1 September 2016

► Working drafts available on AICPA website 

Made 
available for 

public 
comment

► Self-pay

► Portfolio 
approach
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Revenue recognition
AICPA health care task force implementation issues (cont.)

► Issue #8-1: summary of conclusions

► A health care entity may use its historical billing and 

collection information for pending Medicaid patients as a 

basis to conclude that a patient in “pending Medicaid” 

status meets the criteria of a contract

► FinREC believes that this approach may be applied to 

an individual contract or a portfolio of similar contracts 

although in practice will generally be applied to a 

portfolio of similar contracts

Made 
available for 

public 
comment

► Self-pay
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Revenue recognition
AICPA health care task force implementation issues (cont.)

► Issue #8-1: summary of conclusions (cont.)

► A health care entity may consider the following factors to 

determine whether it intends to provide an implicit price 

concession:

► The health care entity has a customary business practice of 

not performing a credit assessment prior to providing 

services

► The health care entity continues to provide services to a 

patient (or patient class) even when historical experience 

indicates that it is not probable that the entity will collect 

substantially all of the billed amount

► If one of those factors are present, FinREC believes the 

health care entity has implicitly provided a price 

concession to the patient, even if it will continue to 

attempt to collect the full amount of billed charges

Made 
available for 

public 
comment

► Self-pay
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Revenue recognition
AICPA health care task force implementation issues (cont.)

► Issue #8-1: summary of conclusions

► When a health care entity determines it has provided an 

implicit price concession, FinREC believes that 

subsequent changes to the estimate of variable 

consideration should generally be accounted for as 

increases or decreases in the implicit price concession 

(adjustments to patient service revenue)

► However, an entity should consider adverse patient-

specific information (e.g., bankruptcy) it may receive to 

evaluate whether changes in its estimate of variable 

consideration represent an impairment (bad debt) as the 

patient no longer has the ability and intent to pay the 

amount due

Made 
available for 

public 
comment

► Self-pay



Page 24

Revenue recognition
AICPA health care task force implementation issues (cont.)

► Issue #8-2: summary of conclusions 

► FinREC believes that a health care entity should 

consider both the sufficiency of the portfolio data and the 

homogeneity of the data to ensure the data is useful to 

predict an expected outcome

► FinREC believes a contract can be added to a portfolio 

when the health care entity determines that the contract 

has similar characteristics with the other contracts in the 

portfolio such that the financial statement impact would 

not differ materially

► Similarly, a contract should be removed from a portfolio if 

the health care entity subsequently identifies that the 

contract does not have similar characteristics with other 

contracts in the portfolio

Made 
available for 

public 
comment

► Portfolio 
approach
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Revenue recognition
AICPA not-for-profit task force implementation issues

► AICPA working drafts of revenue recognition implementation issues 
for not-for-profit entities

► Issue #11-2: Considerations for determining the transaction price and 

recognizing tuition and housing revenue for not-for-profit higher education 

institutions

► Issue #11-3: Contributions are not in the scope of the new revenue 

recognition standard

► Issue #11-6: New revenue standard does not affect the method for a not-

for-profit entity to bifurcate transactions received that are in part a 

contribution and in part an exchange transaction

► Comment period ended 1 September 2016 

► Working drafts available on AICPA website
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Revenue recognition
Implementation and next steps

► Prepare transition disclosures and update them as adoption nears

► The effects the new standard will have when it is adopted

► The transition method as soon as it is known

► Evaluate the potential effects

► Identify key revenue streams, review current accounting policies and 

compare those polices with requirements of the new standard

► Identify the contracts within the scope of the new standard and apply new guidance 

to select contracts within each revenue stream to evaluate the potential effect

► Continue communications with stakeholders

► Monitor external implementation activities

► Use time prior to adoption to prepare

► Design and execute a detailed project plan of activities to be performed 

across the entity

► Document business and IT process changes and create/enhance controls 

corresponding with the changes
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Leases (ASU 2016-02)
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Leases
Overview 

► Lessees will recognize assets and liabilities for most leases but 
recognize expenses in a manner similar to today’s accounting 

► For lessors, the new guidance (codified in ASC 842) modifies the 
lease classification criteria and the accounting for sales-type and 
direct financing leases 

► The standard eliminates today’s real estate-specific provisions for all 
entities and changes the sale and leaseback guidance

► The standard makes significant changes to how a lessee would evaluate 

whether their involvement in asset construction (built-to-suit transaction) 

subjects their lease to sale and leaseback accounting 

► All entities classify leases to determine how to recognize lease-
related revenue and expense 

► Classification continues to affect what lessors record on the balance sheet

► The new guidance could have broad implications for entities’ finances 
and operations
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► The scope of the standard is limited to leases of property, plant and 
equipment and does not apply to any of the following: 

► Leases of inventory, assets under construction, intangible assets and 
biological assets, including timber

► Leases to explore for or use minerals, oil, natural gas and similar non-
regenerative resources (including the intangible right to explore for those 
natural resources and rights to use the land in which those natural resources 
are contained)

► Service concession arrangements within the scope of ASC 853 are 
excluded from the scope of the new guidance

Leases
Scope and definition of a lease

Definition of a lease

A contract is or contains a lease if it 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
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Leases
Determining whether an arrangement contains a lease

Yes

Customer

Yes
No

Yes

Neither; how and what purpose is predetermined 

Yes

Supplier

No

No

No

No

Is there an identified asset? 

Does the customer or supplier have the right to direct how and for what purpose 
the identified asset is used throughout the period of use? 

Does the customer have the right to obtain substantially all of the 
economic benefits from the use of the identified asset 

throughout the period of use? 

The contract is or contains a lease
The contract is not or does not 

contain a lease

Does the customer have the right to operate the asset throughout the period of 
use without the supplier having the right to change those operating instructions? 

Did the customer design the asset (or specific aspects of the asset) 
in a way that predetermines how and for what purpose 

the asset will be used throughout the period of use?
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► Contracts may a contain a lease coupled with an agreement to 
purchase or sell other goods or services (non-lease components)

► Non-lease components are identified and accounted for separately from 

the lease component in accordance with other applicable US GAAP 

► Lessees generally allocate consideration in the contract to the lease 
and non-lease components on a relative standalone price basis 

► Lessees can make an accounting policy election (by class of underlying 

asset) to account for each lease component of a contract and its 

associated non-lease component(s) as a single lease component

► Lessors generally apply the new revenue guidance in ASC 606 to 
allocate consideration in the contract between the lease and non-
lease component(s) on a relative standalone selling price basis

Leases
Lease and non-lease components

Maintenance activities are considered non-lease components
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► The FASB indicated that “reasonably certain” has the same meaning as 

“reasonably assured” in ASC 840, Leases

► Reasonably certain is generally interpreted as a high threshold

► Purchase options are assessed in the same way as options to extend the 

lease term or terminate the lease 

Leases
Lease term and purchase options 

Any noncancellable periodsAny noncancellable periods

Periods covered by an option to extend the lease 
if the lessee is reasonably certain to exercise that option

Periods covered by an option to extend the lease 
if the lessee is reasonably certain to exercise that option

L
e
a
s
e
 t

e
rm

Periods covered by an option to terminate the lease if the lessee is 
reasonably certain not to exercise that option

Periods covered by an option to terminate the lease if the lessee is 
reasonably certain not to exercise that option

Periods covered by an option to extend (or not terminate) the lease 
in which the exercise of the option is controlled by the lessor

Periods covered by an option to extend (or not terminate) the lease 
in which the exercise of the option is controlled by the lessor
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Leases
Lease payments 

► Lease payments should be consistent with the lease term determination

Lease payments

Fixed payments, 
including in-

substance fixed 
payments, less 

any lease 
incentives paid or 

payable to the 
lessee 

Exercise price of a 
purchase option*

Payments for 
penalties for 

terminating the 
lease**

Variable lease 
payments that 
depend on an 
index or rate

* Include only if reasonably certain of exercise

** Include unless reasonably certain that the lessee will not exercise an option to terminate the lease

► Also include fees paid by the lessee to the owners of a special-purpose entity 
for structuring the transaction

► Variable lease payments that do not depend on an index or rate (e.g., 
performance- or usage-based payments) are excluded from lease payments

► Recognize expense as incurred (lessees) or income as earned (lessors)

Amounts it is 
probable that the 
lessee will owe 
under residual 

value guarantees 
(lessees only)
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Leases
Lessee accounting – classification

At lease commencement, lessees classify a lease as a finance 
lease (vs. an operating lease) if the lease meets any of the 

following criteria:

► The lease transfers ownership of the underlying asset to the lessee by the 
end of the lease term 

► The lease grants the lessee an option to purchase the underlying asset 
that the lessee is reasonably certain to exercise

► The lease term is for the major part of the remaining economic life of the 
underlying asset*

► The present value of the sum of the lease payments and any residual value 
guaranteed by the lessee that is not already reflected in the lease 
payments equals or exceeds substantially all of the fair value of the 
underlying asset

► (New criterion) The underlying asset is of such a specialized nature that it 
is expected to have no alternative use to the lessor at the end of lease term 

*   Not applicable for leases that commence at or near the end of the underlying asset’s economic life. 
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Leases
Lessee accounting – recognition and measurement

Finance leases Operating leases

Initial recognition 
and measurement

Initially measures the right-of-use (ROU) asset
1 

and lease liability at the present value of 

the lease payments to be made over the lease term

Subsequent 
measurement –
lease liability

Accretes the lease liability based on the 

interest method using the discount rate 

determined at lease commencement2 and 

reduces the lease liability by the 

payments made

Measures the lease liability at the present 

value of remaining lease payments using 

discount rate determined at lease 

commencement2

Subsequent
measurement –
ROU asset

Amortizes the ROU asset, generally on a 

straight-line basis over the shorter of 

lease term or the useful life of the ROU 

asset and records any impairment of the 

ROU asset

Measures the ROU asset at the amount of 

remeasured lease liability, adjusted for the 

remaining balance of any lease incentives 

received, any cumulative prepaid or accrued 

rents (i.e., uneven rent payments), any 

unamortized initial direct costs and any 

impairment of the ROU asset

Income statement 
effect

Generally “front-loaded” expense Generally straight-line expense

1 Initial measurement of the ROU asset also includes the lessee’s initial direct costs and prepayments made to the 

lessor at or before the commencement date, less lease incentives received from the lessor.

2 As long as the discount rate has not been updated as a result of a reassessment event.
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Leases
Lessee accounting – short-term leases 

► Lessees can make an accounting policy election, by class of underlying 
asset to which the right of use relates, to use the short-term lease 
exception

► Applies to leases with a lease term of 12 months or less that do not include 

an option to purchase the underlying asset that the lessee is reasonably 

certain to exercise

► Lessees do not recognize a ROU asset or lease liability for qualifying 

leases, but they recognize lease payments as expense on a straight-line 

basis

► Exception is not available for lessors
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Leases
Lessee accounting – presentation

Balance sheet

ROU asset Lease liability

► Lease ROU are assets presented 

either separately or together with 

other assets (e.g., owned assets)

► If presented together with other

assets, disclose line items that 

include ROU assets and their 

amounts

► Finance lease ROU assets must be 

presented separately from operating 

lease ROU assets

► ROU assets are subject to same 

classification as other nonfinancial 

assets

► Lease liabilities presented either 

separately or together with other 

liabilities

► If presented together with other 

liabilities, disclose the line items that 

include lease liabilities and their 

amounts

► Finance lease liabilities must be 

presented separately from operating 

lease liabilities

► Lease liabilities are subject to 

classification as current and 

noncurrent, similar to other financial 

liabilities
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Leases
Lessee accounting – presentation (cont.)

Income 
statement

Finance leases
► Lease-related amortization and lease-related interest expense presented in a 

manner consistent with how the entity presents depreciation or amortization of 
similar assets and other interest expense

Operating lease
► Lease expense included in income from continuing operations

Statement 
of cash 
flows

Finance leases
► Principal payments within financing activities 

► Interest payments in accordance with ASC 230, Statement of Cash Flows

Operating leases
► All payments within operating activities, except for payments that represent costs to 

bring another asset to the condition and location necessary for its intended use 
(investing activities)

Both lease types
► Lease payments for short-term leases and variable lease payments (not included in 

the lease liability) within operating activities 

► Supplemental noncash disclosures
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Leases
Sale and leaseback transactions

Is the leaseback classified as a sales-type lease by the buyer-lessor 

or a finance lease by the seller-lessee?

Yes

No

Is the transaction a sale under ASC 606 

(i.e., does it transfer control of the asset to the buyer-lessor)?

Account for as 
a sale and leaseback transaction

No

Yes

Does the transaction include a option for the seller-lessee to repurchase the asset?

Does the repurchase option meet both of the following conditions?

► The exercise price of the option is the fair value of the underlying asset 
at the time the option is exercised

► Alternative assets that are substantially the same as the transferred 
asset are readily available in the marketplace

Yes

Yes

No

Account for as a financing transaction 
(i.e., a failed sale and leaseback)

No

Is the leaseback classified as a sales-type lease by the buyer-lessor 
or a finance lease by the seller-lessee?

Is the transaction a sale under ASC 606 
(i.e., does it transfer control of the asset to the buyer-lessor)?

Does the transaction include a option for the seller-lessee to repurchase 
the asset?
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Leases
Sale and leaseback transactions (cont.)

Seller-lessee Buyer-lessor

Sale and leaseback transaction accounting

► Accounting for the sale

► Recognizes the transaction price for the 
sale in accordance with ASC 606

► Derecognizes the carrying amount of the 
underlying asset

► Recognizes any gain or loss, adjusted 
for off-market terms, immediately

► Accounting for the leaseback

► Same manner as other operating 
leases, adjusted for off-market terms

► Additional disclosure requirements

► Accounting for the purchase

► Recognizes the asset in accordance 
with ASC 360, Property, Plant, and 
Equipment

► Accounting for the leaseback

► Same manner as other direct financing 
or operating leases, adjusted for off-
market terms

Financing transaction accounting (failed sale and leaseback)

► Recognizes a financial liability ► Recognizes a loan receivable
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Leases
Lessee involvement in asset construction 

No

► ASC 842 does not provide specific 
recognition and measurement 
guidance 

► We believe an entity:

► Recognizes the asset as costs are 
incurred 

► Recognizes a liability in an amount 
equal to the capitalized costs not paid 
for by the lessee

► When lease commences, evaluates the 
sale and leaseback guidance in ASC 842 

Does the lessee control the underlying asset being 
constructed before the commencement date? 

Yes

► Evaluates the nature of the payments 

made or costs incurred prior to the 

commencement date 
► Any payments made for the right to use 

the underlying asset are lease 
payments, regardless of the timing or 
form of those payments 

► Costs incurred by the lessee that relate 
specifically to construction or design of 
an asset that are not payments for the 
use of an asset to be leased are 
recognized in accordance with other US 
GAAP (e.g., ASC 330, Inventory)
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Leases
Effective date and transition

Prior periods presented

SAB Topic 11.M

2021201920182016

Effective 

Modified 

retrospective 

application 

(public entities*)

2017

Final leases standard and 

early adoption permitted

Modified retrospective 

application (all other entities)

2020

Prior periods presented

* “Public entities” includes PBEs and certain not-for-profit entities (e.g., conduit bond obligors) and employee benefit plans

► Public entities – annual and interim periods beginning after 15 December 

2018

► All other entities – annual periods beginning after 15 December 2019, and 

interim periods in the following year

► Early adoption permitted for all entities

► Modified retrospective transition approach
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Leases
Effective date and transition – practical expedients

► Lessees and lessors are permitted to make an election to apply a 
package of practical expedients that allow them not to reassess: 

► Entities are also permitted to make an election for all existing leases to 
use hindsight when determining the lease term (i.e., evaluating a lessee’s 
option to renew or terminate the lease or to purchase the underlying 
asset) and assessing impairment of ROU assets (lessees only)

► Use of hindsight election may be elected separately or in conjunction with 

the package of practical expedients above

► Certain disclosures are required in accordance with ASC 250, 
Accounting Changes and Error Corrections

Whether contracts are 
or contain leases

Lease 
classification 

Whether initial 
direct costs 
qualify for 

capitalization

Apply to all
expired or 

existing leases 
as a package 

Apply to all
expired or 

existing leases 
as a package 
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► New disclosures for lessees and lessors include:
► Significant assumptions and judgments made in accounting

► Maturity analyses, including a reconciliation of undiscounted cash flows to 
the lease liability for lessees (lease receivable for lessor of sales-type and 
direct financing leases), as of the reporting date 

► New disclosures for lessees include:

► Separate quantitative disclosure of lease expense, by type (e.g., financing 

lease, operating lease, short-term, variable)

► Weighted average remaining lease term, separately by lease type 

► Weighted average discount rate, separately by lease type 

► New disclosures for lessors include:

► Information about management of risks related to residual values of 
leased assets

► For sales-type and direct financing leases, explanations of significant 
changes in balance of unguaranteed residual assets

► Table of lease income recognized in each annual and interim reporting period

Leases
Disclosures
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Leases
Lease accounting change journey

Future 
state

Current 
state

1. Understand current state 
of leasing activities (e.g., 
lease procurement, 
administration, accounting, 
reporting)

2. Identify changes resulting 
from the new leases 
standard (e.g., data gaps, 
processes, controls, 
systems, tax)

5. Transition to the new 
leases standard

3. Design solution for 
accounting change
(e.g., new accounting 
policies, processes, 
controls, systems) to 
capture new lease data 
requirements and 
understand financial 
statement impact

4. Implement new accounting 
policies, processes, 
controls and systems, as 
well as changes to financial 
statements and disclosures

Understand the new leases standard
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Leases
Implementation and next steps

► Evaluate the potential effects

► More robust processes may need to be put in place to identify lease and 

non-lease components

► Recognizing lease-related assets and liabilities could change 

management’s decisions about allocating funds for capital expenditures

► Key balance sheet ratios (e.g., debt to capitalization) could change

► Consider debt covenant terms for inclusion of lease liability

► Use time prior to adoption to prepare

► Design and execute a detailed project plan of activities to be performed 

across the entity

► Identify sources and locations of an entity’s lease data and accumulate 

that data in a way that will facilitate the application of the new guidance

► Document business and IT process changes and create/enhance controls 

corresponding with the changes

► Consider retrospective adoption requirements for implementation timing

► For example, calendar year 2019 will include comparative 2018 presentation
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Financial statements of not-for-profit entities 
(ASU 2016-14)
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Financial statements of not-for-profit entities
Overview

► FASB issued guidance that will change certain financial statement 
requirements for not-for-profit (NFP) entities 

► NFPs will be required to:

► Present two classes of net assets instead of three 

► Classify the underwater portion of endowments within net assets with 

donor restrictions and provide quantitative disclosures

► Net external and direct internal investment expenses against investment 

return

► Report expenses by their natural and functional classification

► Provide more information about their available resources and liquidity

► NFPs may continue to use either the direct or indirect method of 
reporting operating cash flows but will no longer be required to 
present a reconciliation if the direct method is used
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Financial statements of not-for-profit entities
Effective date and transition

► Effective for annual periods beginning after 15 December 2017, and 
interim periods in the following year

► Early adoption permitted

► The guidance must be initially adopted for an annual period or for the 
first interim period within the fiscal year of adoption

► Retrospective application with certain exceptions
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Financial statements of not-for-profit entities
Phase 2

► In a second phase of the project, the FASB will: 

► Address whether to require an intermediate measure of operations, how 

to define such measure and how to realign certain line items in the 

statement of cash flows with that measure

► Evaluate whether to require business-oriented health care NFPs to 

provide disaggregated information by segments 
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Financial instruments
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Classification and measurement (ASU 2016-01)
Overview

► The standard makes targeted amendments to existing US GAAP

► What’s changing:

► Equity investments will generally be measured at fair value (FV) with 

changes in FV reported in net income (FV-NI)

► Changes in instrument-specific credit risk will be recognized in other 

comprehensive income (OCI) for financial liabilities measured under the 

fair value option (FVO) 

► Realizability of deferred tax assets (DTA) related to available-for-sale 

(AFS) debt securities will be assessed in combination with other DTAs

► PBEs will make fewer FV disclosures; non-PBEs won’t disclose FV of 

financial instruments measured at amortized cost
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Classification and measurement
Equity investments 

► Equity investments will generally be measured at FV and changes in 
FV will be recognized in net income

► Entities will no longer classify and measure equity securities as trading or 

available-for-sale or use the cost method of accounting  

► Equity instruments in scope include:

► Equity securities and other ownership interests (investments in 

partnerships, unincorporated joint ventures, LLCs) 

► Rights to acquire (warrants, forward purchase contracts, call options) or 

dispose of (put options, forward sale contracts) an ownership interest at 

fixed or determinable prices

► Equity instruments not in scope include equity method investments, 
investments in consolidated subsidiaries and derivative instruments 
subject to the requirements of ASC 815
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Classification and measurement
Measurement alternative for certain equity investments

► A measurement alternative will be available for equity investments 
that don’t have readily determinable fair values and don’t qualify for 
the net asset value practical expedient in ASC 820

► Investments will be measured at cost less impairment, adjusted for 

observable price changes in orderly transactions for an identical or similar 

investment of the same issuer

► The traditional “cost method” will no longer exist as an option

► Entities will assess investments qualitatively for impairment at each 

reporting date

► If an investment is impaired, they will estimate the investment’s FV in 

accordance with ASC 820 and recognize any loss in net income
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Classification and measurement
Effective date and transition

► Effective date

► PBEs – annual and interim periods beginning after 15 December 2017

► All other entities – annual periods beginning after 15 December 2018, and 

interim periods in the following year, but early adoption permitted for 

annual and interim periods beginning after 15 December 2017

► Early adoption of the following provisions is permitted: 

► Recognition in OCI of change in FV due to change in own credit risk for 

financial liabilities measured using the FVO

► Elimination of fair value disclosures for financial instruments not measured 

at FV (non-PBEs only)

► Cumulative-effect adjustment to retained earnings (net assets) 
except: 

► Amendments related to equity investments without readily determinable 

fair values applied prospectively 
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Credit losses (ASU 2016-13)
Overview

► Changes the impairment model for most financial assets and certain 
other instruments 

► Virtually all entities will be affected

► For trade and other receivables, held-to-maturity (HTM) debt 
securities, loans and other instruments, use a new forward-looking 
“expected loss” model that generally will result in the earlier 
recognition of allowances for losses 

► For available-for-sale debt securities with unrealized losses, measure 
credit losses in a manner similar to today, except recognize losses as 
allowances rather than reductions in the amortized cost of the 
securities 



Page 57

Credit losses
Scope

► Entities are required to use the following three models:

► New day-one accounting for initial recognition of purchased financial assets 
with credit deterioration (PCD assets)

► Record as the initial amortized cost the sum of (1) the purchase price and (2) the 
estimate of credit losses as of the date of acquisition

► Thereafter, account for PCD assets using the models listed above

► Existing loss contingency model in ASC 450-20 will apply to instruments 
outside the scope of these models

Current expected credit loss (CECL) model

► Financial assets measured at amortized cost, including receivables (trade, reinsurance and 
other), contract assets, HTM debt securities and loans

► Net investments in leases recognized by a lessor

► Off-balance-sheet credit exposures not accounted for as insurance

Available-for-sale debt security impairment model

► AFS debt securities

Model for certain beneficial interests
classified as HTM or AFS that are not of high credit quality
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Credit losses
Current expected credit loss model

Objective

Recognize an allowance for credit losses that results in the financial 
statements reflecting the net amount expected to be collected from the 
financial asset

Core concepts

Based on 
an asset’s 
amortized 

cost

Reflect losses 
over an asset’s 
contractual life

Reflect 
the

risk of loss

Consider 
available 
relevant 

information
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Credit losses
AFS debt security impairment model

An entity may not use the length of time a security has been 

in an unrealized loss position as a factor, by itself or in combination 

with others, to conclude on whether a credit loss exists

2. Does the entity intend 

to sell the security?

Recognize impairment loss in earnings by 

writing down the security’s amortized cost 

basis to FV

3. Is it more likely than not 

the entity will be required 

to sell the security before it 

recovers in value?

4. Is a portion of the 

unrealized loss a result 

of a credit loss?

Credit loss 

recognized in 

earnings by 

recording an 

allowance for 

credit losses

Loss related to 

other factors will 

continue to 

be recognized in 

OCI

No

No

Yes

Yes No

1. Is the fair value below amortized cost?

Yes

Yes
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Credit losses
Disclosures

► Disclosures are intended to help users understand:

► A portfolio’s credit risk and how management monitors credit quality

► Management’s estimate of expected credit losses

► Changes in the estimate of credit losses during the period

► The standard requires new disclosures, including: 

► For financial assets measured at amortized cost, information about how 

an entity developed its allowance

► For both HTM and AFS debt securities, a rollforward of the allowance for 

credit losses

► For financing receivables and net investments in leases measured at 

amortized cost, information about credit quality indicators by year of the 

asset’s origination
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Credit losses
Effective date and transition

► An entity will apply the new guidance using a modified retrospective approach

► Recognize a cumulative-effect adjustment as of the beginning of the first reporting 

period in which the guidance is effective

► Transition relief is provided for:

► Purchased financial assets currently accounted for under ASC 310-30

► Debt securities for which an other-than-temporary impairment has already been 

recognized

► The credit quality indicator disclosures by year of the asset’s origination

Effective date for calendar-year entities

PBEs that are SEC 
filers

Other PBEs All other entities
Early

adoption?

2020 and interim 

periods within 2020

2021 and interim 

periods within 2021

2021 and interim 

periods in 2022

Yes, but no 

earlier 

than 2019
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Other recently issued accounting standards
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Going concern (ASU 2014-15)

► Management is required to evaluate whether substantial doubt exists 
about an entity’s ability to continue as a going concern by considering:

► Adverse conditions and events 

► Certain management plans

► Differences from existing PCAOB auditing standards: 

► Defines “substantial doubt about an entity’s ability to continue as a going 

concern” 

► Sets an evaluation period of one year from the financial statement 

issuance date (instead of from the balance sheet date)

► Requires evaluation of both annual and interim reporting periods

► Disclosures are required when substantial doubt exists or is alleviated 
by management's plans

► Effective for annual periods ending after 15 December 2016, and 
interim periods in the following year

► Early adoption is permitted
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Presentation of debt issuance costs 
(ASU 2015-03)

► Requires debt issuance costs to be presented in the balance sheet as 
a direct deduction from the associated liability rather than as an asset

► The standard doesn’t address the presentation of costs that do not 
have an associated liability (e.g., costs incurred with an undrawn line 
of credit)

► The SEC staff said that it would not object to an entity presenting the cost 

of securing a revolving line of credit as a deferred asset, regardless of 

whether a balance is outstanding

► Effective date and transition

► PBEs – annual and interim periods beginning after 15 December 2015

► All other entities – annual periods beginning after 15 December 2015, and 

interim periods in the following year

► Early adoption is permitted

► Retrospective application
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Customer’s accounting for fees paid in a 
cloud computing arrangement (ASU 2015-05)

► Provides guidance to customers about whether a cloud computing 
arrangement includes a software license

► Customer has a license if it meets certain criteria

► Eliminates analogy to leases guidance to determine the asset 
acquired in a software licensing arrangement

► Effective for annual periods beginning after 15 December 2015

Software license Internal use software (ASC 350-40)

No software license Service contract (other GAAP)
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Customer’s accounting for fees paid in a 
cloud computing arrangement (ASU 2015-05)

► The determination of whether a cloud computing arrangement 
includes a software license also impacts the accounting for the related 
implementation costs  

► Entities may defer some costs they prepay that relate to a service they will 

receive over time 

► Up-front payments the entity makes that relate to enhancing the 

functionality of the software service should also generally be treated as a 

prepaid asset that is expensed over the term of the arrangement    

► Entities also may capitalize certain costs they incur to modify or enhance 

their existing internal-use software that will continue to be used in 

conjunction with software services they will receive under a cloud 

computing arrangement

► Certain implementation costs are expensed as incurred

► Entities should carefully evaluate costs related to this type of contract to 

determine whether the costs should be expensed or capitalized.

2015 Year-end Corporate Reporting Update
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Consolidation (ASU 2015-02)

► Affects all entities, particularly those involved with limited partnerships 
or similar entities

► Could change consolidation conclusions

► May trigger additional disclosures

► Amends two consolidation models in ASC 810

► Variable interest entity (VIE) model changes are extensive

► Voting model

► Eliminates the presumption that a general partner consolidates

► More partnerships may be VIEs 

► Effective date

► PBEs – annual and interim periods beginning after 15 December 2015 

► All other entities – annual periods beginning after 15 December 2016, and 
interim periods in the following year

► Early adoption is permitted
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Fair value disclosures for investments 
measured at net asset value (ASU 2015-07)

► Eliminates today’s requirement to categorize investments measured 
using the NAV practical expedient in the fair value hierarchy

► Requires an entity to disclose the amounts of the excluded investments so 

that a financial statement user can reconcile amounts in the fair value 

hierarchy table to the balance sheet

► Narrows certain disclosure requirements

► These investments were historically categorized in the fair value 
hierarchy as Level 2 or Level 3, depending on whether they could be 
redeemed in the “near term”

► Effective date and transition

► PBE – annual and interim periods beginning after 15 December 2015

► All other entities – annual and interim periods beginning after 

15 December 2016

► Early adoption is permitted

► Applied retrospectively
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Measurement period adjustments                 
(ASU 2015-16)

► When determining the fair value of assets acquired and liabilities 
assumed in a business combination, an acquirer has a period of time, 
referred to as the measurement period, to adjust provisional amounts 
recognized at the acquisition date

► Under current guidance, an acquirer must retrospectively revise any 

provisional amounts

► Under the new guidance, measurement period adjustments will be 

recognized in the period they are determined rather than retrospectively 

► No changes to measurement period criteria or length

► Effective date and transition

► PBEs – annual and interim periods beginning after 15 December 2015

► All other entities – annual periods beginning after 15 December 2016, and 

interim periods in the following year

► Early adoption is permitted

► Prospective transition method
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Transition to the equity method of 
accounting (ASU 2016-07)

► Recast financial statements as 
if equity method had always 
been applied when investment 
first qualifies for equity method

► Prospectively adopt equity 
method when investment first 
qualifies 

► Recognize any previously 
unrealized gains or losses

Current GAAP ASU 2016-07

► Accounting for an investment previously accounted for by another 
method that now initially qualifies for the equity method

► For example, an investment accounted for under the cost method in year 

one that qualifies as an equity method investment in year two because the 

investor obtained significant influence over the investee

► Effective for annual and interim periods beginning after 15 December 
2016

► Early application is permitted
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Summary: effective dates (30 Sept FYE –
PEs/Non-PBEs)
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Summary: effective dates
Within a year

No. Accounting Standards Update (ASU) Effective FYE

2014-08
Reporting discontinued operations and 
disclosures of disposals of components of 
an entity

30 Sept 2016*

2014-15
Disclosure of uncertainties about an 
entity’s ability to continue as a going 
concern

30 Sept 2017*

2015-03
Simplifying the presentation of debt 
issuance costs

30 Sept 2017*

2015-05
Customer’s accounting for fees paid in a 
cloud computing arrangement

30 Sept 2017*

*  Early adoption is permitted
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Summary: effective dates
Within two years

No. Accounting Standards Update (ASU) Effective FYE

2015-02 Amendments to the consolidation analysis 30 Sept 2018*

2015-07
Disclosures for investments in certain 
entities that calculate net asset value per 
share (or its equivalent)

30 Sept 2018*

2015-16
Simplifying the accounting for 
measurement-period adjustments

30 Sept 2018*

2016-07
Simplifying the transition method to the 
equity method of accounting 

30 Sept 2018*

*  Early adoption is permitted
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Summary: effective dates 
Three years and beyond

No. Accounting Standards Update (ASU) Effective FYE

2014-09^ Revenue from contracts with customers 30 Sept 2019

2016-14
Presentation of financial statements of 
not-for-profit entities

30 Sept 2019*

2016-02 Leases 30 Sept 2020*

2016-01
Recognition and measurement of financial 
assets and financial liabilities

30 Sept 2020

2016-13
Measurement of credit losses on financial 
instruments

30 Sept 2022

*  Early adoption is permitted

^ As amended by ASU 2015-14, ASU 2016-08, ASU 2016-10 and ASU 2016-12
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EY publications on AccountingLink

► FASB amends the licenses and performance obligations guidance in its new 
revenue standard 

► How the FASB’s new leases standard will affect health care entities

► FASB changes certain requirements for the financial statements of not-for-profit 
entities

► New guidance on classifying and measuring financial instruments – health care 
not-for-profit entities 

► FASB issues sweeping changes to credit loss guidance

► FASB requires management to assess an entity’s ability to continue as a going 
concern

► Simplifying the presentation of debt issuance costs 

► FASB clarifies a customer’s accounting for payments made in a cloud computing 
arrangement

► FASB eliminates requirement to categorize certain investments in the fair value 
hierarchy

► FASB simplifies measurement-period adjustments in business combinations  

► FASB eliminates retrospective application of equity method
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