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IMPLEMENTING ASU 2018-08 

Accounting Standards Update (ASU) 
2018-08 Not-For-Profit Entities (Topic 958), 
Clarifying the Scope and the Accounting 
Guidance for Contributions Received and 
Contributions Made will introduce changes 
in the way not-for-profit (NFP) entities record 
revenue. The update is prospective and 
changes affecting revenue recognition for 
resource recipients will take effect for annual 
periods beginning after December 15, 
2018 and interim periods beginning after 
December 15, 2019, except for NFP conduit 
bond obligors, which will implement for 
periods beginning July 1, 2018.

entities can use to help determine how to 
account for a given transaction.

This follow up addresses some of the key 
points mentioned above and provides 
examples of these transactions which not-
for-profit entities may encounter during 
implementation.

Defining a contribution
Making the distinction between a 
contribution and an exchange transaction 
is one of the primary provisions not-
for-profit entities will need to deal with 
when implementing the ASU. The ASU 
defines a contribution as an unconditional 
transfer of cash or other assets, as well as 
unconditional promises-to-give, to an entity 
or a reduction, settlement, or cancellation 
of its liabilities in a voluntary nonreciprocal 
transfer by another entity acting other than 
as an owner. This differs from exchange 
transactions, which are reciprocal transfers 
in which each party receives and sacrifices 
approximately commensurate value.

In implementing the new guidance, an 
entity must assess the characteristics of a 
transaction from the perspectives of both 
the resource provider and the recipient to 
determine whether a contribution occurred. 

An independent member of UHY International

The next level
of service

The provisions for contributions made 
and expensed by resource providers 
are effective one year later (i.e., 2019 
and 2020). Early adoption is permitted 
for all entities.

We first introduced the main 
provisions of ASU 2018-08 in 
Volume 12, Issue 3 of the Not-For-
Profit Insider. The article details the 
differences between reciprocal and 
nonreciprocal transactions, conditional 
and unconditional transactions, and 
presents the decision tree not-for-profit 
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Continued from Page 1...

Here are some examples:  

Example 1:
John Smith makes a $5,000 donation 
to NFP A, an entity which performs 
charitable acts in its local community. 
Although Smith lives in the community 
in which NFP A operates and may 
receive some indirect benefit from 
the activities of NFP A as a result of 
his donation, Smith does not make 
his donation with the intention of 
receiving a benefit. 

Analysis: There is no exchange of 
direct commensurate value. Smith 
made a nonreciprocal, unconditional 
transfer of cash to NFP A. This is a 
contribution and NFP A will recognize 
revenue immediately.

Example 2:
NFP B is an organization which serves 
to promote the advancement of the 
medical field and offer services to 
medical professionals. NFP B offers 
on its website a series of continuing 
medical education (CME) courses 
which medical professionals can 
purchase. Dr. Williams pays NFP B 
$300 to access a CME course offered 
on NFP B’s website. Dr. Williams 
completes the course and earns 10 
CME credits, which he can use to 
meet the annual CME requirement to 
maintain his license.

Analysis: NFP B has a contract with a 
customer (Dr. Williams) and determines 
that the $300 should be accounted 
for as an exchange transaction in 
accordance with the guidance of 
the appropriate Topic (ASU 2014-
09, Revenue from Contracts with 
Customers). The $300 serves as a 
payment source for products offered in 
the amount of $300. The payment to 
NFP B relates to an existing exchange 
transaction between NFP B and an 
identified customer (Dr. Williams). NFP 
B will recognize revenue at the time 
prescribed by the appropriate Topic, as 
referenced above.

Example 3:
University C receives a grant from 
the federal government for the 
construction of a new facility on its 

campus that will house classrooms 
and labs in which students will be 
instructed in the fields of science, 
technology, engineering, and 
mathematics (STEM). University C 
must comply with all aspects of the 
applicable rules and regulations set 
by the Office of Management and 
Budget (OMB) in using the grant 
funds to construct the new STEM 
facility. University C is required to incur 
qualifying expenses to be entitled to 
the grant funds. Any unspent grant 
funds during the grant period are 
forfeited, and University C is required 
to return any advanced funding that 
does not have related qualifying 
expenses. 

Analysis: This grant is not a transaction 
in which there is commensurate 
value being exchanged. The federal 
government (the resource provider) 
does not receive direct commensurate 
value in exchange for the grant funds 
provided to University C. As such, 
University C will account for this grant 
under the contribution guidance in 
ASU 2018-08.

Example 4:
NFP D is an organization which 
researches the applications of 
quantum computing systems. NFP D 
receives a grant from the Department 
of Defense (DOD) to carry out research 
on this topic. The procedures NFP D 
is to perform while carrying out its 
research with monies from the grant 
are dictated by the DOD. The results 
of the research are classified and the 
DOD retains the rights to the results 
of the research and intends to use 
the results of the research in the 
development of a classified system.

Analysis: Because the results of NFP 
D’s research have particular value 
to the DOD, the DOD is receiving 
commensurate value as the resource 
provider. Therefore, the receipt of the 
resources is not a contribution received 
by NFP D, nor is the disbursement of 
the resources a contribution made by 
the DOD. Therefore, the transaction 
described above represents an 
exchange transaction and should be 
accounted for in accordance with 

the guidance of the appropriate 
Topic (ASU 2014-09, Revenue from 
Contracts with Customers). As such, 
NFP D will recognize revenue at the 
time prescribed by the appropriate 
Topic. 

Determining whether a 
promise-to-give is conditional
In addition to defining a promise-to-
give as either a contribution or an 
exchange transaction, a not-for-profit 
entity must also determine whether 
the promise-to-give is conditional 
or unconditional. As defined 
above, a contribution may only be 
unconditional. A promise-to-give is 
conditional if it has both:
 
1. One or more barriers that must 

be overcome before a recipient is 
entitled to the assets transferred or 
promised

2. A right of return to the contributor 
for assets transferred (or for 
a reduction settlement, or 
cancellation of liabilities) or a right 
of release of the promisor from 
its obligation to transfer assets (or 
reduce, settle, or cancel liabilities)

An entity must evaluate whether 
the stipulations of the agreement 
constitutes a barrier that must be 
overcome before the recipient is 
entitled to the assets transferred or 
promised. There are several indicators 
that a barrier is present, including the 
following:

1. Measurable performance-related 
barrier or other measurable barrier 
(ex. specified level of service, an 
identified number of units of 
output, or a specific outcome)

2. Limited discretion by the recipient 
on the conduct of an activity

3. Stipulations that are related to the 
purpose of the agreement

An entity will only recognize 
contribution revenue in the period in 
which the conditions to receive the 
resources transferred or promised are 
met. Conditional grants and promises 
to give are disclosed in the footnotes 
to the financial statements of both the 
recipient and the resource provider. If a 
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transaction is not clearly unconditional, 
it is presumed to be conditional.

Example 5:
University E receives federal funding 
in the form of a grant related to its 
nursing program. The terms of the 
grant specify that the recipient must 
use the assets for allowable and 
reasonable qualifying expenses based 
on rules and regulations issued by the 
OMB. The grant is paid on a cost-
reimbursement basis that requires a 
recipient to incur specific qualifying 
expenses in order to be entitled to 
the promised resources. Any unused 
assets are forfeited, and any unallowed 
costs that have been drawn down 
by University E are required to be 
refunded.

Analysis: The grant’s requirements 
that University E use the assets for 
allowable and reasonable qualifying 
expenses and comply with standards 
set by the OMB results in limited 

discretion by the recipient on the 
conduct of an activity. As the assets are 
transferred on a cost-reimbursement 
basis, the agreement also includes a 
release from the promisor’s obligation 
for unused assets. As such, this 
constitutes a donor-imposed condition. 
University E will only recognize revenue 
as qualifying expenses are incurred. 

Example 6:
NFP F is engaged in the retraining 
and rehoming of retired Standardbred 
racehorses. NFP F has the capacity to 
house and train 25 horses at a time 
for applications like dressage, jumping, 
and trail riding. NFP F receives a grant 
from Foundation G in the amount of 
$200,000 paid upfront to be used to 
expand its capacity to 100 horses. 
The agreement indicates that NFP F 
must expand its facility to at least 100 
horses by the end of the next calendar 
year. The grant contains a right of 
return if the minimum expansion 
target is not met.  

Analysis: NFP F determines that this 
grant is conditional. The grant includes 
a measurable barrier (capacity for an 
additional 75 horses) that must be 
achieved for NFP F to be entitled to 
the assets and a right of return for 
unused assets or unmet requirements. 
NFP F will record the receipt of cash 
and deferred revenue at the time 
the upfront payment is made. NFP F 
will not recognize revenue until the 
conditions are met.

Example 7:
NFP H is a small, independent museum 
with the stated mission of preserving 
the local history of its community and 
educating the public. NFP H receives a 
$50,000 grant from the State to cover 
certain operating costs incurred by the 
museum. The grant is received by NFP 
H at the beginning of each fiscal year 
and the grant agreement stipulates 
that NFP H must report its expenses 

Continued on Page 5...
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ASU 2018-08 WILL HAVE A SIGNIFICANT 
IMPACT ON THE WAY NOT-FOR-PROFIT 
ENTITIES RECORD REVENUE
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under the grant to the State on a 
quarterly basis at the end of each 
quarter. NFP H would be required to 
refund the entire grant to the State if 
it fails to comply with this reporting 
requirement.

Analysis: NFP H determines that the 
reporting requirement alone is not a 
barrier because it is an administrative 
requirement and not related to the 
purpose of the agreement. In this 
example, the right of return is not 
considered conditional because the 
return clause is not coupled with a 
barrier to be overcome. The grant is 
therefore unconditional, although 
restrictions may still apply as to the use 
of the grant monies. See “Conditions vs. 
Restrictions” below. 

Conditions vs. restrictions
Distinguishing between donor-imposed 
conditions and donor-imposed 
restrictions requires the exercise of 
judgement. However, donor-imposed 
conditions should be met by the entity 
before the receipt of the transferred 
assets or resources is recognized as a 

contribution. Donor-imposed restrictions 
limit the use of contributions, but they 
do not affect whether the recipient is 
entitled to the contribution.

Example 8:
Mary Brown is a successful alumni of 
University I. Brown agrees to donate 
$500,000 in scholarships to University I 
if the University launches a new 
academic program in cybersecurity. The 
agreement stipulates that if the program 
is launched, the scholarships can only be 
awarded to students enrolled in the new 
cybersecurity program. 

University I launches the program and 
Mary Brown donates $500,000 to 
University I as agreed upon.

Analysis: Because Brown’s donation 
to University I includes stipulations 
that are related to the purpose of the 
agreement and a right of release of 
the promisor from its obligation to 
transfer assets (University I must launch 
the new program in order to receive 
the resources), this is a conditional 
contribution. Until the conditions are 

met, University I will not recognize 
revenue related to this transaction, 
but will disclose the agreement in the 
footnotes of its financial statements.

Once the program is launched and the 
conditions are met, University I will 
recognize donor-restricted contribution 
revenue in the amount of $500,000. 
The resources are restricted because 
Brown’s agreement limits the use of 
the contribution only to scholarships to 
students enrolled in the new program. 
As scholarships are awarded and the 
restrictions are met, the University will 
recognize a release of the restriction.

Overview
ASU 2018-08 will have a significant 
impact on the way not-for-profit entities 
record revenue. However, the standard 
provides a clear decision tree which 
not-for-profit entities can utilize in 
determining how to properly record their 
transactions. With the standard going 
into effect this year, it is critical that 
not-for-profit organizations understand 
and evaluate how it will affect them and 
how to implement any changes that may 
be required.

As always, UHY is here to help! Please 
do not hesitate to contact us with any 
questions.

Brandon Valvo, Senior Staff,
Alex Zhang, Partner, and 
Brian Kearns, Principal 
(Albany, NY)

It is critical that 
not-for-profit 
organizations understand 
and evaluate how ASU 
2018-08 will affect them. 

Continued from Page 3...
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Section 4960 of the Tax Cuts and Jobs 
Act of 2017 enacted a 21 percent 
excise tax on excessive employee 
compensation for tax-exempt 
organizations. Section 4960 is effective 
for years beginning after Dec. 31, 2017. 
The excise tax must be paid by the 15th 
day of the fifth month following the 
year end of the organization’s taxable 
year end. For tax-exempt organizations 
that have a calendar year end, the excise 
tax would be due on May 15.

What is taxed?
The excise tax is imposed on “excess 
compensation” (total annual 
compensation exceeding $1,000,000) 

and “parachute payments” (severance 
in excess of three times the base salary 
for a covered employee).

Who is a covered employee? 
The tax applies to the five highest paid 
employees each year. However, once 
an employee is considered a covered 
employee, they will always be a covered 
employee in all future years. As a result, 
a tax exempt organization could have 
more than five covered employees after 
the first year of notice.

What about related 
for-profit entities?
Executives of for-profit organizations 

may also be subject to the excise tax 
if they also serve as an officer or hold 
a key role at a related tax-exempt 
organization and the total compensation 
for the two entities exceeds $1,000,000. 
An excise tax liability can also occur if 
the tax-exempt organization does not 
compensate the individual but both 
entities meet the related party test and 
the individual is considered an employee 
of both entities. 

How is excess 
compensation defined?
The $1,000,000 compensation limit 
applies to remuneration paid by a tax 
exempt organization for the applicable 

MITIGATING EXCISE TAX LIABILITY – EXECUTIVE 
COMPENSATION FOR TAX-EXEMPT ORGANIZATIONS 
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tax year. The following are types of 
compensation subject to the excise tax:
• All W-2 income for an employee less 

Roth IRA contributions
• Compensation for medical services 

provided
• Deferred compensation on 457(b) 

plans for the year a distribution is 
made

• Deferred compensation on 457(f) 
plans for the year an employee 
becomes vested

• Taxable fringe benefits

How are excess parachute 
payments defined?
Parachute payments are defined as any 
compensation, contingent upon the 
employee’s separation from employment 
with the employer. The notice expands 
on the definition as any compensation 
that would not have been made or 
vested, unless involuntary separation 
from employment accelerates a right 
to payment. 

If, the present value of all parachute 
payments exceeds three times a 
covered employee’s base amount, 
an excise tax liability exists. The base 
amount is considered to be the prior 
five year average of W 2, Box 1 wages. 
The tax liability for excess parachute 
payments is calculated at 21 percent of 
compensation on the present value 
of all parachute payments less the 
base amount.

Example excise tax liability 
calculation resulting from a 
parachute payment after an 
involuntary separation between an 
employee and an employer occurs:

Step 1: Calculate the base amount:

The average base amount is $500,000
Three times the average base amount is 
$1,500,000

Step 2: Determine the total 
parachute payment:

The total parachute payment is 
$1,575,000

Step 3: Does the total parachute 
payment equal or exceed three 
times the base amount?
Yes: $1,575,000 > $1,500,000
 
Step 4: Calculate the amount of 
excess parachute payment:
Total parachute payment  
$1,575,000
Less: Base amount  ($500,000)
Prorated bonus  $1,075,000

Step 5: Calculate excise tax liability:
Excess parachute payment  
$1,075,000
Excise tax rate  21 percent
Excise tax liability  $225,750

How can you prevent an excise tax 
liability?
• If performance bonuses fluctuate 

from year to year, consider 
compensation smoothing to stay 
below the $1,000,000 threshold for 
excessive executive compensation.

• Review severance agreements 

for rates and amounts applied to 
employees upon separation from the 
tax exempt organization.

• Consider increasing compensation 
amounts in the last five years of 
an employee’s service to increase 
the base amount for parachute 
payments (keeping in mind the 
$1,000,000 threshold for excessive 
compensation).

• Consider adjusting employee’s 
compensation to prevent having 
more than five covered employees 
after the first year the tax is 
considered.

Please consult your professional at 
UHY LLP for additional guidance 
on Section 4960 and other tax 
planning strategies.

Year W-2 Box 1 Wages

2014 $450,000

2015 $475,000

2016 $500,000

2017 $525,000

2018 $550,000

Parachute Payment Amount

Salary severance $1,000,000

Bonus severance $350,000

Prorated bonus $200,000

Health care benefits $25,000

Graham Smithkort,
Senior 
(Farmington Hills, MI)
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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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MD  Columbia 410 423 4800
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MI Farmington Hills 248 355 1040
MI  Sterling Heights 586 254 1040

MO Kansas City 816 741 7882
MO St. Louis 314 615 1301
NY  Albany 518 449 3171
NY  New York 212 381 4800
NY  Saratoga Springs 518 583 1234 
NY  Rye Brook 914 697 4966
TX  Houston 713 325 7870
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