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Revenue Recognition of Grants and Contracts

How Much Should We Spend on Salaries

REVENUE RECOGNITION OF GRANTS 
AND CONTRACTS

Have you ever wondered if the way 
an agreement is titled would make a 
difference in when or how to recognize 
revenue? Not-for-profit (NFP) entities 
frequently have multiple types of 
revenue ranging from grant awards, 
contributions, contracts, sponsorships, 
cooperative agreements, fees, etc. 
Often times, a written agreement 
may even have multiple revenue 
components included in one contract. 
The term used in the presentation of 
financial statements to label revenue is 
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no longer a factor in determining whether 
an agreement is now within the scope of 
the new guidance just issued.

On June 21, 2018, the FASB issued 
Accounting Standards Update 2018-08, 
Clarifying the Scope and the Accounting 
Guidance for Contributions Received and 
Contributions Made (ASU 2018-08). This 
new standard applies to all NFP entities 
that receive or make contributions.

Continued on Page 2...

The new Accounting 
Standards Update 
2018-08 affects 
when contribution 
revenue is recognized 
by recipients and 
when contribution 
expense is recognized 
by the donor. 
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Prior to the issuance of ASU 2018-08, NFPs recognized revenue based on distinguishing their nonreciprocal transactions 
(contributions) from reciprocal transactions (exchanges) and whether the contribution was unconditional or conditional. The 
new ASU 2018-08 is designed to address both the difficulty and diversity in practice among NFPs in characterizing grants and 
contracts with governmental agencies and others and when to recognize grants made. ASU 2018-08 also provides illustrative 
examples. The accompanying decision tree flowchart on accounting for grants is a helpful resource as management makes its 
decisions on when to recognize revenue.

ACCOUNTING FOR GRANTS DECISION TREE

WHERE TO START ON DOCUMENTING REVENUE RECOGNITION
The best place to start after understanding the changes required is to inventory all of the revenue streams that a NFP has in 
order to determine which accounting model to follow: either it’s a contribution or the rules of ASU 606 are applicable for an 
exchange transaction.

For revenue using contribution accounting, an NFP needs to further determine if any changes are needed for accounting 
recognition to determine the conditional or unconditional criteria. The next step would be to document the decisions reached 
for each of the individual revenue streams and/or individual agreements based on the new guidance and determine that the 
NFP can capture all of information required for disclosures.

Continued from Page 1...
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NFPs which have grant expenditures 
would also perform similar procedures 
to identify all contributions made 
and promises to give grants and 
awards. The final step would be 
for management to decide on the 
application of either a modified 
prospective transition approach or a 
retrospective application transition 
approach.

KEY CLARIFICATIONS ADDRESSED 
IN ASU 2018-08
Reciprocal vs. Nonreciprocal 
An exchange transaction is a 
reciprocal transfer agreement in which 
each party receives and sacrifices 
approximately commensurate value, 
such as purchasing goods and services. 
Revenue recognition would be 
recognized following the standards 
applicable under ASU 606, Revenue 
from Contracts with Customers. The 
core principle of this topic is that an 
entity recognizes 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 exchanged 
for those goods or services. An entity 
typically allocates the transaction price 
to each performance obligation on the 
basis of the relative standalone selling 
prices of each distinct good or service 
promised in the contract. Thus, a grant 
agreement with multiple components 
may need to be disaggregated for 
different revenue types to determine 
when to recognize revenue.

If a grantor or resource provider 
receives value indirectly by the NFP 
providing a benefit to the general 
public or society as a whole from the 
program specified in the agreement, 
then the transaction would be 
classified as a nonreciprocal and 
guidance for contributions would be 
followed. If a third party is a primary 
beneficiary of an agreement, then the 
NFP must use judgment to determine 
if the transaction is reciprocal or 
nonreciprocal. The type of resource 
provider should not override the 
substance of the transaction, i.e. 
whether the resource provider is 

a governmental agency or private 
foundation.

Conditional vs. Unconditional
Unconditional grants are recognized 
immediately as revenue. Under the 
new standards, in order for the grant 
to be considered conditional, the 
agreement must include both a barrier 
and a disclosure exists in the grant 
agreement whereby the resource 
provider has a right of return for 
transferred assets or a right of release 
from obligations if conditions are not 
met. Note: conditional grants and 
conditional promises-to-give should 
be disclosed in the footnotes to the 
financial statements – this applies to 
both recipient and resource providers.

If an agreement is determined to 
be conditional, then revenue is 
recognized only when the condition(s) 
are met. Barriers may exist if there’s a 
measurable performance requirement; 
a condition limits the NFP’s discretion 
on how to conduct an activity; or 
the condition is directly related to 
the purpose of the agreement. If the 
grant agreement requires a report on 
the grant expenditures or requires 
an annual audit, these administrative 
requirements alone are not considered 
a barrier. In addition, including a 
general budget in a grant proposal 
is also not considered a barrier to 
entitlement because adherence to the 
budget still allows the NFP to have a 
broad discretion on expenses.

It may be necessary for NFPs to obtain 
further clarification directly from the 
resource provider regarding whether 
a right of return/right of release is 
required if the grant agreement is silent 
on this issue.

GRANTS OR CONTRIBUTIONS MADE 
BY THE RESOURCE PROVIDER
In determining whether a gift or 
grant made to others is conditional or 
unconditional, the donor will use the 
same criteria as specified above for 
the recipient (i.e., a barrier exists along 
with the right of return/right of release 
statement). Expense recognition would 

be deferred if a conditional agreement 
exists while expense recognition and/
or obligation would be recorded 
immediately if the grant or gift is 
unconditional.

TRANSITION APPROACH
Under the modified prospective 
transition method, a NFP will apply 
the new accounting standards to all 
new agreements entered into after the 
effective date as well applying the new 
standards to the remaining portions for 
any prior year agreements that have 
not been completed. No restatements 
of prior amounts recognized will be 
required. As an alternative, a NFP may 
elect full retrospective application.

WHEN TO IMPLEMENT
The changes affecting revenue 
recognition for resource recipients will 
take effect for annual periods after 
December 15, 2018 (i.e., calendar year 
2019) and interim periods beginning 
after December 15, 2019, except 
for NFP conduit bond obligors will 
implement starting July 1, 2018.

The provisions for contributions made 
and expensed by resource providers are 
effective one year later (i.e., calendar 
year 2020). Early adoption is permitted 
for all entities.

In closing, the transition to the new 
standards will be complicated and 
implementation will require significant 
time, effort, and documentation. UHY 
LLP’s team of NFP professionals can 
work with your management team 
now to provide assistance in analyzing 
the components of grants and 
contracts to help avoid any year-end 
adjustments.

Nancy Johnson, 
Principal 
(Columbia, MD)



At a recent board meeting for Urban 
Harvest STL, one board member raised 
an interesting question, “What is the 
ideal percentage of the budget we 
should spend on salaries?” As with 
most questions like this, the answer 
is - It depends. In particular, it depends 
on the operating requirements and 
strategy of the organization. Some 
organizations are more labor intensive, 
while others may be more volunteer 
driven. For example, the American 
National Red Cross – Blood Regions 
are highly labor intensive, depending 
heavily on employing skilled nurses and 
other medical professionals to conduct 
their blood bank operations. They spend 
a substantially larger portion of their 
budget on salaries than an organization 
like Junior Achievement, which fulfills 
its mission primarily through volunteers. 
So, these two organizations would 
be expected to spend a different 
percentage of their operating budget 

on salaries and wages as a result of 
their service model.

More importantly, salaries should be 
market competitive with the skills 
required. For many nonprofits, the 
issue is not about paying too much, 
but rather with paying too little. This, 
in turn, results in increased turnover, 
leading to higher recruiting costs and 
potential disruptions of services. To help 
with this GuideStar, an information 
service that tracks reporting on over 
2,000,000 United States nonprofit 
organizations, has a mission to advance 
transparency, enable users to make 
better decisions, and encourage 
charitable giving. Their GuideStar 
Nonprofit Compensation Report reviews 
key employee compensation based on 
the organization’s size at some 96,000 
charitable nonprofit organizations and 
is available through their website at 
www.guidestar.org. Armed with this 

information organizations can better 
determine the appropriate salary levels 
for their organization.

Another important question for 
nonprofits to ask is how their 
expenditures are divided into the 
functional expense classifications: 
program, fundraising, and management 
and general expenses. Functional 
expense classifications help explain 
why the expense was incurred rather 
than what the expense is. As per the 
IRS tax filing (form 990), most tax-
exempt organizations that are 501(c)(3) 
entities are required to categorize their 
expenditures into these three functional 
expense classifications. Likewise, with 
the implementation of ASU 2016-14 
in calendar year 2018, all nonprofit 
organizations are required to present an 
analysis of expenses by their functional

HOW MUCH SHOULD WE SPEND ON SALARIES?
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expense classification either in the 
statement of activities or in the notes 
to the financial statements. Donors, 
creditors and other supporters use this 
information to assess an organization’s 
operating efficiency and resource 
utilization.

Program expenses are costs related to 
providing the nonprofit organization’s 
programs or services in fulfillment of 
its mission. These are the direct and 
indirect costs related to activities that 
result in goods and services being 
distributed to beneficiaries, customers, 
or members. This should comprise 
the bulk of the expenditures for the 
organization. Salaries and wages for 
staff providing direct services and their 
direct supervisors would be expensed 
under this classification. This would 
also include salaries of those who 
determine the eligibility of clients for 
program services. 

Fundraising expenses are the costs of 
all activities related to an appeal for 
financial support for the organization 
including contributions of money, 
securities, time, materials, or facilities. 
This includes the costs of holding 
a fundraising event, solicitation of 
contributions, and salaries of those 
individuals involved in the fundraising 
process. Also, included in fundraising 
expenses are the salaries of fund 
development and grant writing staff 
and staff involved in soliciting donors 
and volunteers.

Management and general expenses 
are costs related to operating the 
organization and are best defined 
by what they are not - expenses that 
are not directly related to providing 
services or fundraising. This includes 
such things as business management, 
finance, general recordkeeping, 
budgeting, and accounting. Typically 
the majority of the salaries of the 
executive director and chief financial 
officer are charged to management 
and general expenses because their 
activities relate to the overall benefit of 
the organization and not to just one 

program or area of the organization.
Often times, smaller organizations 
have employees who split their time 
amongst various activities, thereby 
their work may be in different 
functional expense areas. For example, 
the executive director may be directly 
engaged in providing services, while 
also actively involved in the fundraising 
process. In this case, the cost of 
executive director’s salary must be 
allocated to the various functional 
expense classifications.

There are two options for allocating 
the costs: the direct method and the 
indirect method. The direct method 
would require charging the actual 
hours spent in each different activity 
to the appropriate functional expense 
classification. For example, if on a 
given day the executive director spent 
4 hours on program services, 2 hours 
fundraising and 2 hours preparing a 
board presentation, the costs would 
be directly charged to the functional 
expense based on the hours worked 
in each. The indirect method relies on 
a standard allocation of the executive 
director’s time, generally based on a 
time study over a given period, such 
as a week or a month. Either method 
is acceptable for tax and financial 
reporting purposes.

Most large donors look at the 
percentage of expenditures in 
each of the functional expenses 
in making their funding decisions. 
Ideally, an organization should keep 
administrative and fundraising costs 
as low as possible, with the bulk of 
expenditures occurring in the program 
classification. Many nonprofits who 
are successful at this will highlight it in 
their marketing materials. They show 
how much of every dollar raised goes 
to fulfilling their mission - this is the 
program costs divided by total costs. 
The higher the ratio, the more efficient 
the organization is perceived to be. 
However, the smaller the organization 
the more likely administrative costs will 
be a larger percentage since many of 
these costs are fixed and don’t scale 

or scale as rapidly as the size of the 
organization increases. One of the best 
performing organizations I’ve been 
involved, Child Day Care Association of 
St. Louis kept their management and 
general expenses under 5 percent and 
their fundraising expenses under 
2 percent of total expenses.

So an organization facing the dilemma 
of how much of their budget should 
go towards salaries should first 
consider the required skill level to fulfill 
the organization’s mission and allocate 
sufficient funds to pay competitive 
salaries. GuideStar and other 
information services provide market 
data on pay rates for various positions 
and skill sets that can be used to 
determine what would be competitive. 
All organizations should ensure that 
their wages are charged to the proper 
functional expense classification.

And, if some staff is performing 
tasks in multiple functional expense 
classifications, they can allocate their 
time directly or by using an estimate 
of their time in each of the functional 
expense classifications. The overall goal 
of the organization should be to lower 
its fundraising, and management 
and general costs relative to program 
costs to demonstrate their operational 
efficiency and to be more attractive to 
donor organizations.

Gregory Herbster, 
Senior Manager 
(St. Louis, MO)
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With the increasing complexity of laws and 
regulations, it’s important for associations, 
foundations, charities, hospitals, schools 
and other tax-exempt entities to seek out 
professionals with extensive experience 
in nonprofit compliance issues. We 
understand there are many challenges 
affecting the industry and provide the 
attention needed to help clients stay 
focused on their job at hand.

UHY LLP’s National Not-For-Profit Practice 
offers comprehensive audit and assurance, 
tax planning and compliance and business 
advisory services to meet the unique, 
complex needs of nonprofit organizations. 
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These types of specialized services, which 
cut across the traditional service lines, 
demonstrate our philosophy of skilled 
professionals integrating industry expertise 
with technical services. 
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