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Implementation of the Financial Accounting Standards
Board’s (FASB) revenue recognition standard, Accounting
Standards Codification (ASC 606): Revenue from Contracts
with Customers, is raising questions and creating challenges
in the financial departments of independent schools. One
topic of discussion is how and when to recognize revenue
from one significant source: tuition and fees.

Tuition and fees — a significant revenue source
for independent schools — present special
challenges under FASB ASC 606. Your school
has the opportunity now to document how this

revenue should be recognized. While there may
be variations by school, the key driver is your
conclusion and documentation regarding your
performance obligation.

This white paper uses examples to illustrate the steps that
CFOs and finance professionals in independent schools will
need to take to comply with the FASB guidance.

Five steps to the core principle

The core principle of ASC 606 is that an entity should
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. More simply, revenue
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from a contract may not be recognized evenly over the life
of the contract. The amount of revenue recognized would
be determined based on the price, or cost, to the specific
performance obligation, as they are delivered and fulfilled.
To achieve this core principle, an entity should apply the
following steps:

Step 1: Identify the contract(s) with a 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 in the contract.

Step 5: Recognize revenue when (or as) the entity satisfies
a performance obligation.

Contributions, investment return, and lease contracts
are excluded from coverage under this standard; other
accounting guidance governs their recording principals.

It is common for independent schools to have entered into
contracts before the end of the fiscal year that apply to the
subsequent and upcoming fiscal year. We will go through the
five step process noted above for each of these contracts.
The key driver in each of these examples is how each school
identifies its performance obligation and how it documents
and supports this conclusion. This may vary by school
depending on the language in the contracts, how the school
communicates the performance obligations to families, and
ultimately, the school’s documentation of what it considers
the performance obligations to be. The examples below are
meant to guide a school through the five step process to
understand where the key decisions will be made.
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Example 1: Registration/Deposit Fee

Assumptions

School A’s fiscal year ends on June 30, 2021. A $1,500
nonrefundable registration fee for the 2020 — 2021 school
year is due by February 15, 2020 (during fiscal year ended
June 30, 2020). The total amount of the contract for the full
2020 — 2021 school year is $25,000 (inclusive of the $1,500
nonrefundable registration fee).

Analysis

Step 1: Identify the contract(s) with a customer.
The contract is the fiscal year tuition contract.

Step 2: Identify the performance obligations
in the contract.

School A considers its performance obligation
providing education to the student for the 2020 —
2021 school year. School A sees this registration fee
as a component of tuition (as stated in the contract)
in which the obligation is met upon the start of the
upcoming school year in August 2020.

Step 3: Determine the transaction price.

The transaction price is $25,000 (full amount
of the contract).

Step 4: Allocate the transaction price to
the performance obligations in the contract.

$1,500 is allocated, with the overall tuition noted
in the contract to the education provided to the
student.

Step 5: Recognize revenue when (or as) the entity satisfies
a performance obligation.

$1,500 is recognized as revenue with the remainder
of tuition costs, upon education being provided to
the student. The registration fee is added to the rest
of the tuition charges and is allocated over the days
education is provided to the student.

If there are two performance obligations

What if School A considers there to be two performance
obligations: 1) the registering of a student for the next
school year, and essentially holding a space for that
student, and 2) providing of educational services for the
2020 — 2021 school year? How would the above example
change? The school would need to recognize the deposit
as revenue upon meeting this obligation, which would
occur in the year that obligation is met (regardless of col-
lection of the deposit). The amount of revenue recognized
would be dependent on the relative standalone selling
prices, which requires further analysis and calculations
(see FASB ASC 606-10-32-28 for additional information).
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Example 2: Tuition
Assumptions

School A’s fiscal year ends on June 30, 2021. Tuition of
$25,000 is communicated to a family via a signed contract
for a student. The contract states that the family can void
the contract (withdraw the student) prior to June 15 of
the upcoming school year. Cancellation requests must

be received on or before June 15 or the tuition becomes
nonrefundable.

Analysis
Step 1: I/dentify the contract(s) with a customer.

The contract is the fiscal year tuition contract.

Step 2: Identify the performance obligations
in the contract.

School A considers its performance obligation to
be providing education for the nine-month school
year covered by the contract (2020 — 2021 school
year).

Step 3: Determine the transaction price.

The transaction price is $25,000.

Step 4: Allocate the transaction price to the performance
obligations in the contract.

$25,000 is allocated to the education provided
over the school year.

Step 5: Recognize revenue when (or as) the entity satisfies
a performance obligation.

$25,000 is recognized as revenue over the school
year. If the school has documented that the only
obligation in a contract for an upcoming school
year is the actual education services it will pro-
vide, then the revenue will be recognized over
those months.

Questions to consider
Q: What if the contract is nonrefundable?

A: This actually has no impact on the revenue recognition
steps that the school will go through. The obligation being
performed by the school is the key driver on recognizing
revenue.

Q: When a family notifies the school that a student will be
withdrawing, what is the impact on revenue recognition?

A: As noted in the examples above, if the performance
obligation relates to providing education, a family
withdrawing a student removes the need for the school to
perform that obligation. The revenue recognition analysis will
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then follow the language of the contract. If the contract is
nonrefundable and the school intends to pursue collection
of the tuition (if not yet received), then revenue would

be recognized at the time of withdrawal (breakage point,

as defined in FASB ASC 606-10-55-48). If the school has a
practice of allowing families to exit the contract or providing
a refund of any advance payments received (such as a
registration fee), then revenue would not be recognized
related to the contract (FASB ASC 606-10-32-10).

Q: Can revenue recognition cross the school’s fiscal year?

A: Yes, the key driver to revenue recognition is the school’s
determination and documentation of its performance
obligation. In Example 1 above, it is possible that a school
determines the $1,500 registration fee should be allocated
between two performance obligations, both providing
education (tuition related) and the registration of a student
(holding a space). If the registration of a student occurs
before the end of a current fiscal year and the education
occurs in a subsequent fiscal year, then the revenue
recognition of the contract would be within two fiscal years.

With both of these examples it is possible for two schools
with similar registration fees and tuition contracts to
record the revenue in two different ways. The key driver
under both examples, and with the new standard overall,
is that the school has documented what the performance
obligations are under each contract with the customer.

Presentation of contracts
in the financial statements

Statement of financial position

When the school has met a portion of its performance
obligation, it should present the contract as a contract
asset (receivable if the payment has not been received or
cash if the payment has been collected) in the statement
of financial position. A contract asset is an entity’s right to
consideration in exchange for goods or services that the
entity has transferred to a customer.

If a payment is made for a contract before the school has
provided its obligation to the student, the school would
present the consideration received as a contract liability
when the payment is made. A contract liability is an entity’s
obligation to transfer goods or services to a customer for
which the entity has received consideration (or an amount of
consideration is due) from the customer.

Statement of activities

Because FASB ASC 606 prescribes that revenue is recognized
based on the transaction price (net of any reductions or
consideration payable to customer), presenting the gross
amount as revenue is not allowed. However, ASC 606 neither
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prescribes nor prohibits presentation of the reductions

(for example, financial aid or scholarships) in the financial
statements. It is acceptable for schools to disclose the
amount of reductions incorporated in the revenue line either
parenthetically on the face of the statement of activities or in
the notes to the financial statements.

Disclosures

Schools will see an increase in disclosures surrounding
transactions. For each year presented, a school must provide
qualitative and quantitative information on contracts, the
significant judgments (and changes in those judgments)
made in applying the standard, and any assets or liabilities
recognized related to costs to obtain or fulfill the contract.

Under the revenue recognition standard, nonpublic entities
are not required to provide specific disclosures related to the
following:

Final U.S. GAAP Model — Disclosure
(for public entities only)

Disaggregation of revenue

e (Qualitative and quantitative disaggregation of rev-
enue into categories that depict how revenue and
cash flows are affected by economic factors

Information about contract balances

Opening and closing balances

e Amount of revenue recognized
from contract liabilities

e Explanation of significant changes
in contract balances*

Remaining performance obligations

e Transaction price allocated to remaining
performance obligations

e (Quantitative or qualitative explanation
of when amounts will be recognized as revenue

Interim requirements

e (Quantitative disclosures

Effective dates

For a public entity, ASC 606 is effective for annual reporting
periods beginning after December 15, 2017 (e.g., as of and
for the year ending June 30, 2019). Note that schools that
have issued, or are a conduit bond obligor for, securities
traded, listed, or quoted on an exchange or an over-the-
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counter market are considered public entities. For all other
nonpublic entities, the standard is effective for annual
reporting periods beginning after December 15, 2018 (e.g.,
as of and for the year ending June 30, 2020).

Evaluate all revenue streams

Schools will need to evaluate each of their revenue streams
by following the five-step process required by ASC 606.

The evaluation should result in formal documentation of
management’s analysis and conclusion. However, unless

a school has a more-than-inconsequential history of
collection issues or issuing student refunds, for most schools,
the conclusion will not change the amount of revenue
recognized in a fiscal year. Schools will continue to recognize
tuition revenue evenly over the academic year.

The more significant effects of ASC 606 are enhanced
disclosures that prohibit schools from presenting the gross
amount as revenue in the statement of activities (other than
parenthetically, as noted above).

About CLA

CLA is a professional services firm delivering integrated
wealth advisory, outsourcing, and public accounting
capabilities to help enhance our clients’ enterprise value and
assist them in growing and managing their related personal
assets — all the way from startup to succession and beyond.
Our professionals are immersed in the industries they serve
and have deep knowledge of their operating and regulatory
environments. With more than 5,000 people, more than
100 U.S. locations, and a global affiliation, we bring a wide
array of services to help clients in all markets, foreign

and domestic. For more information visit CLAconnect.

com. Investment advisory services are offered through
CliftonLarsonAllen Wealth Advisors, and SEC-registered
investment advisor.
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The information contained herein is general in nature and is not intended,

and should not be construed, as legal, accounting, investment or tax advice or
opinion provided by CliftonLarsonAllen LLP (CliftonLarsonAllen) to the reader.
The reader also is cautioned that this material may not be applicable to, or
suitable for, the reader’s specific circumstances or needs, and may require
consideration of nontax and other tax factors if any action is to be contemplated.
The reader should contact his or her CliftonLarsonAllen or other tax professional
prior to taking any action based upon this information. CliftonLarsonAllen
assumes no obligation to inform the reader of any changes in tax laws or other
factors that could affect the information contained herein.
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