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Wisconsin HFMA 2019 Fall
Conference

Accounting & Audit Standards Update #

Create Opportonities

Learning Objectives

e Learn about accounting and audit standards effective
in current and upcoming years.

¢ Discuss updates and implementation guidance for
Leasing and Revenue Recognition standard changes.

e Understand the impact of new standards as they
relate to financial reports, covenant calculations, and
key performance indicators.
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Summary of Significant Upcoming Standards
:
2016-02 Leases
2014-09 (amended by 2016-08) Revenue from Contracts with Customers
2016-14 Presentation of Financial Statements of
Not-for-Profit Entities
2016-15 Statement of Cash Flows
2016-18 Statement of Cash Flows, Restricted Cash
2018-13 Fair Value Measurement, Disclosure
Framework
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Summary of Additional Upcoming Standards

2016-01 Recognition and Measurement of Financial
Instruments

2016-13 Measurement of Credit Losses on Financial
Instruments

2017-04 (amended by 2019-06) Intangibles - Goodwill and Other

2017-07 Compensation — Retirement Benefits

2017-08 Receivables — Nonrefundable Fees and Other Costs,
Premium Amortization on Purchased Callable Debt
Securities.

2018-08 Not-for-Profit Entities, Contributions

2018-15 Intangibles — Internal Use Software
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Public Business

Entlty 1s the financing Are the securities
. . instrument a prlva(ely placed?
Determination security?

Effective dates are eth
. re the securities
determined by the only accessible nitial offering
organization’s classification through licensed available only to
N . N agents? accredited investors?
as a Public Business Entity.

Is management
approval required for
the sale of securities?
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Significant Upcoming Accounting
Standards
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Leases

ASU 2016-02

CING | AUDIT, TAX

7
2
— H i) ™ 3
Leases — Effective Date \\“ﬁ},
Public Business Entity — 12/31/19 Nonpublic Entity — 12/31/20
¢ Annual reporting periods e Annual reporting period
beginning after December beginning after December
15, 2018. 15, 2019.
— Including interim periods — Including interim periods
within those fiscal years. beginning after December 15,
2020.
— Early adoption is permitted.
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Leases: Scope of Standard
Objective: To increase g
transparency and comparabilit
among organizations by
recognizing lease assets and
liabilities on the balance sheet.
Lessee Lessor
Recognize the assets and Revenue-generating activity
liabilities that arise from leases
@ Create Opportunities 9
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Leases: Lessee Overview

Income
Statement

Balance Sheet

Finance Lease

Right-of-use asset (e Cash repayments on
. expense principal and
Lease labili
(Type A) LI Interest expense interest payments

Operating single i
oo ingle lease
Lease Right-ofiuse assct expense on straight Cash repayments
Lease liability line basis

ype B)
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Leases: Identifying a Lease for Lessee

Lease Contract under
ASU 2016-02

Identified Asset Right to control

sset she: Asset is physically distinct / - .
Asset specified in the o Right to substantially all

supplier economic benefits HiehGold ectbeg
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Leases: Lessor Overview

Income

Balance Sheet Statement

Finance Lease

Net Investment in e e bz e
the lease lease payments
(Type A) I
Operating
Continue to N .
Lease Lease income on a Cash received for
D U straight line basis lease payments
(Type B)
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Leases: Implementation Guidance

Understand the changes
to current GAAP based on e
ASU 2016-02

Update inventory on Review lease contracts
leases and debt covenants

Educate staff and
Create transition plan shareholders/board
members

Implement transition plan
(ongoing approach)
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Revenue from Contracts with

Customers

ASU 2014-09

Effective Dates — Modified by ASU 2015-14

Public Business Entity - 12/31/18 Nonpublic Entity — 12/31/19

e Annual reporting periods e Annual reporting period
beginning after December 15, beginning after December 15,
2017. 2018.

— Includes interim reporting ¢ Interim reporting periods
periods within the same within annual reporting
timeframe. periods beginning after

December 15, 2019.

@ o omorunies
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The Standard: Revenue from Contracts with Customers

jective: To p ve for generally accepted
ccounting principles (GAAP) and international financial reporting standards (IFRS).

velop a single, principle-based

The revenue

standard aims to (8 Providing a robust framework for

. addressing revenue issues as they arise
improve . -
ting for * Increasing comparability across
clddetininty 1o industries and capital markets
SQUETSSATIUNN .« Rcquiring better disclosure
b customers by: |

| Substantially converged with IFRS on major provisions |
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Scope of Standard

* Lease contracts
surance contracts

A” Cont = CtS With * Financial instruments
customers, except: + Guarantees

+ Nonmonetary exchanges in the same line of business to facilitate
sales to customers

Contracts not with p el zn
» Collaborative arrangements
customers are excluded:

@ Create Opportuni
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Application of the Standard: The Model

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. S(

& o
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Application of the Standard: Disclosures

Disaggregation of Q and ggreg: of revenue into categories that
revenues depict how revenue and cash flows are affected by economic factors
Information about Opening and closing balances*

contract balances Amount of revenue recognized from contract liabilities*

Explanation of significant changes in contract balances*

Remaining performance  Transaction price allocated to remaining performance obligations*

obligations X _— N
3 Quantitative or qualitative explanation of when amounts will be recognized
as revenue*
Interim requirements Quantitative disclosures*

* Required for Public Entities only

@ Create Opportuni
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Overall Impact on Health Care Providers

Patient / Resident is the customer, not third party payors.

Contracts may be implied (physician visit, ER visit).

9/16/2019

Similar performance obligations for similar services.

Transaction prices may include implicit and explicit price concessions.

Risk Sharing / Capitation Arrangements.
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Impact on Specific Health Care Industries

Physicians, Clinics,
Home Health, and Life Plan Communities
FQHCs

Identify Performance Obligations: Identify performance obligations:

Hospitals & Health
Systems

« Inpatient services
+ Outpatient ancilary services

Amortization of deferred entrance

Monthly service income ~ Type A life
care contracts

« Individual visits or a group of visits

Determine Transaction Price:

Determine the transaction price:

« Consideration of self pay

« Third party payor contracts

« Explicit and implicit price concessions
 Third party payor settlements.

@ Create Opportunities

« Consideration of self pay balance:

« Third party payor contracts

« Explicit and implicit price
concessions

Capitalization of contract co:
(marketing costs)

Refundable entrance fees limited to
proceeds from reoccupancy
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Statement of Cash Flows

ASU 2016-15 and 2016-18 (Topic 230)

ORY | OUTSOURCING | AUDIT, TAX, AND CONSUL

ASU 2016-15: Statement of Cash Flows (Topic 230)

Classification of Certain Cash Receipts and Cash Payments :

Effective Date ~ early adoption permitted

+ Public business entities: fiscal years beginning after 12/15/17
+ Other entities: fiscal years beginning after 12/15/18

Purpose — Reduce diversity in practice

Scope — Cash flows impacted

+ Debt prepayment or extinguishment costs

* Proceeds from settlement of corporate-owned lfe insurance
+ Settlement of zero-coupon (o .

from
de after a * Beneficial interests in securitization transactions
+ Proceeds from settlement of insurance claims

Guidance: Predominance Principle

+ For cash flows with aspects of multiple classfications, first apply guidance from Topic 230, then separately identify based on the nature of the flow.
Classification depends on predominant source or use.

ASU 2016-18: Statement of Cash Flows (Topic 230)
Restricted Cash £

the statement of cash flo
cash equivalents,

Requirt to explain the change during the period in|

icted cash, and restricted cas}

Effective Date — early
adoption permitted Does not provide a definition of restricted cash o restricted cash

equivalents

* Public business entities: fiscal
years beginning after 12/15/17

*Other entities: fiscal years Includes restricted cash and restricted cash equivalents in the beginning
beginning after 12/15/18 n ng totals of the cash flow statement.

Requires entities to disclose the line items and amounts of cash, cash
lents, and amounts generally described as restricted cash or restricted
equivalents reported within the statement of financial position.

@ Create Opportur
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Fair Value Measurement, Disclosure
Framework

ASU 2018-13

CING | AUDIT, TAX, AND CONSULTING

ASU 2018-13: Fair Value Measurement: Disclosure
Framework

Amendments apply to all entities that are required to g
make disclosures about recurring or nonrecurring fair
value measurements.

Removes, modifies, or adds disclosure requirements

Effective for all entities for fiscal years beginning after
December 15, 2019.

relating to fair value measurements.

R -

ASU 2018-13: Changes to Disclosures

Removals

« The amount of and reasons for
transfers between Level 1and Level

« Changes in unrealized gains and
losses for recurring Level 3 fair

« In lieu of a rollforward for Level 3
fa

value measurements, nonpublic

2 of the fair value hierarchy.

« The policy for timing of transfers
between levels.

* The valuation processes for Level 3
fair value measurements.

« Nonpublic entities: changes in
unrealized gains and losses for the
period included in earnings for
recurring Level 3 fair value
measurements.

entities will be required to disclose
transfers and purchases into and
out of Level 3 fair value
measurements.

For investments calculated at net
asset value, an entity is required to
disclose the timing of liquidation of
an investee’s assets.

Clarify that the measurement
uncertainty disclosure is to
‘communicate information about
uncertainty in measurement.

value measurements.

« The range and weighted average of
significant unobservable inputs
used to develop Level 3 fair value
‘measurements.
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Presentation of Financial Statements

of Not-for-Profit Entities

ASU 2016-14

en L

©2015Gitontarsonl

ASU 2016-14: Not-for-Profit Entities: Presentation -

of Financial Statements

ear (CY 2018, FY 2018-19).

ments?

liquidity.
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ementation required on financial statements

hat were the major changes to NFP financial

oved information in financial statements and
s about financial performance, cash flows,

ASU 2016-14: lllustrated Balance Sheet

Improved net asset
cla:

et ascets:
Wi 125,05 =
Wi dor resinions 162,58 liEia
e Presentation
T netasels 732

@ o omorunies
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Net assets:
Wit doner esricions -
Undesignated
Dperating resenie
Desgrated by the Baard for captal projects

With danor resirictins -
Tirne restrictod forfuture periods
Purpos et
Endowment furd

Totd et assets

uH
500
s
150%

18
11065
e
L6
RUELY
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ASU 2016-14: NFP Financial Story

Clearly present

operating expense by
function and nature

Management Fund-

Programs _and General _Raising_Supporting Total Expenses

c

Salaries and benefits B $390 § 1725 § 13025 § L1305 %0 § 200 § 15115
Grants to other organizations. 0195 4750 - - 4750
Supples and travel 1« w0 235 20 s 80 3155
Services and professional fees 90 60 2250 20 30 50 2800
Office and occupancy &0 40 2210 n 100 38 2528
Depreciation 0 S50 2810 30 140 3% 3200
Inerest 19 109 bk ) oo - )
Totalexpenses S 1309 § 8640 § 5837 5 21782 S 203 $2150 § 4188 § 31970
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ASU 2016-14: NFP Financial Story

Liuidity and Availability - Example 1

As of December 31, 2018 and 2017, the Organization has a working
averages dates (based on normal expenditures) of cash on hand of

Availability Footnote

capital (deficit) of $x,xxx and (8 xx) and
5.

Financial assets avilable for general expenditure within one year of the balance sheet date consiste of the following:

2018
Cash and cash equivalents s 220200
Accounts receivable, net 819,074
Imestments 1,458,500
Assets limited to use:
Board-designated 1,200,000
Donor-estricted 0

Total Financial Assets $ 4206774

ASU 2016-14: Other Requirements

2017

P

269,400
789,600
1,365,000

1,050,000
450,000

|

3,924,000

Liquidity and

Netting of external and direct internal investment expenses against investment

return.

Elimination of the requirement of the indirect reconciliation of operating cash flows if
the direct method is used.
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Appendix — Additional Upcoming
NELLENH

CING | AUDIT

ASU 2016-01: Recognition and Measurement of
Financial Assets and Liabilities

Requires equity investments to be measured at fair value.

Effective Date — early
adoption permitted

* Public business entities: fiscal
years beginning after 12/15/17 Eliminate requirement to disclose fair value of instruments at
amortized costs.

« Other entities: fiscal years
beginning after 12/15/18
Require separate presentation of financial assets and liabilities by

measurement category.

Clarify that an entity should evaluate the need for a valuation allowance on
deferred tax asset.

R -

ASU 2016-13: Credit Losses on Financial Instruments

Financial assets measured at amortized cost

* Credit losses should be recorded at the net amount expected to be collected.

* Income statement reflects the measurement of credit losses for newly recognized financial
assets.

* Includes multiple credit impairment objectives for financial instruments.
* Eliminate the probable initial recognition.

Available-for-sale assets

* Credit losses should be recorded through an allowance for credit losses.

* Limit the allowance to the amount by which fair value is below amortized cost basis.

Effective Date: Early adoption permitted.

* All non-SEC filers for annual periods beginning after December 15, 2020.

T S -
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Intangibles — Goodwill and Other (Topic 350)

+Allows notfor-proftsto elect private ~Changes for companies not electing
company accounting alternatives for ASU 2017 private company alternatives for
goodwil goodil
“Immeditely 3 o May 31, 201 «Public business entiies:fiscal periods
e beginning ater 12/15/20
Effective: ~Other entities: fiscl periods
+Extends scope of private company beginning after 12/15/21
aternatives to not-for-profts, enabling
. organizations to recogrize fewer tems
Purpose: a5 separate intangible asets and
Sccount for goodwillmore cost «Simpifythe test or gooduwill
effectively. Purpos impairment

+Amortize goodwil over 10 years or <Removes Step 2 of Goodwill
Scope - Allows Tess ona staight-ine basis Impairment Model requiring a
electing NFP “Testformpaiment pons igerng hypothetical purchase price allocation
ever ~Annualimpairment tests going
to: +Elect to test for impairment at entity forward should compare feir value to
Tevel carrying amount (previously Step 1)
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ASU 2017-07: Compensation — Retirement Benefits
Improving Presentation of Net Periodic Pension Cost and
Net Periodic Postretirement Benefit Cost

Effective Date — early adoption permitted

« Public business entities: fiscal years beginning after 12/15/17
« Other entities: fiscal years beginning after 12/15/18

Purpos: ncrease transparency of net benefit cost and disaggregated informatii

Scope — Required changes

« Include service component costs on same income statement line as other related compensation costs

« Present non-service components of net benefit costs separately from service cost component and outside
income from operations, i presented, in the income statement

« Only service cost are eligible for capitalization in assets. Non-service components are not
eligible.

(@ oo T SN

ASU 2017-08: Premium Amortization on
Purchased Callable Debt

Shortens the amortization period for certain callable debt
securities held at a premium.

Requires the premium to be amortized to the earliest call
date.

Effective Dates: Public business entities calendar-year 2019
and for non-public business entities calendar-year 2020.
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ASU 2018-08: Not-For-Profit Entities
Clarifying the Scope and the Accounting Guidance for :
Contributions Received and Contributions Made

Effective Date for Contribution Recipients — early adoption permitted

« Public business entities: fiscal years beginning after 6/15/18
« Other entities: fiscal years beginning after 12/15/18

Purpose — Clarifies and improves scope and guidance for contributions received and made
Scope — Guidance Provided

*D between contributions and exchange ions to determine which guidance to apply
« Contri Subtopic 958-605, fit Entities — Revenue Recognition
« ASU 2018-08 assists in ining if contributions are itional or conditional, and if unconditional

transactions are limited by purpose or timing
« Exchange Transactions: Topic 606, Revenue from Contracts with Customers
« Includes decision tree to assist in evaluating transactions

(@ oo T B

ASU 2018-08: Not-For-Profit Entities (continued)
Decision Tree for Contributions Received

ASU 2014-09
Revenue from
Contracts with
Customers
Contribution is

Do both conditional.

Is there a
barrier to
value? overcome or|

gnize as

conditions are
met.

immediately.

ASU 2018-15: Intangibles - Internal Use Software

arly adoption permitted

« Public business entities: fiscal years beginning after 12/15/19
« Other entities: fiscal years beginning after 12/15/20

lign requirements for capitalizing impl

contract with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software

« Does not affect accounting for the service element of a hosting arrangement that is a service contract

Scope — Customers in a hosting arrangement that is a service contract

» Costs to develop or obtain internal-use software (training, data
Determine which conversion, etc.)
implementation costs to « Costs incurred during preliminary project and post-implementation stages

capitalize vs expense based « Amortize capitalized costs over the period of the hosting arrangement
on Subtopic 350-40.

Expense:

Capitalize: { « Implementation costs in the development stage (based on nature of costs)

9/16/2019
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