
 

 

Straight away 
IFRS bulletin from PwC 
 
New income standard for not-for-profits 
overhauls approach to contributions 
 
At a glance 
The AASB has completed its project to comprehensively revise income accounting for 
not-for-profits (NFPs). The release of AASB 1058 Income of Not-for-Profit Entities in 
December 2016 marks the start of a new era for income recognition for public and 
private sector NFPs. We look at key highlights for the private sector. 
 
Recap of where we are today 
The current guidance in AASB 1004 Contributions has long been criticised because of 
the diverse ways in which it can be applied, which don’t always reflect economic reality. 
This is particularly the case where an entity is obliged to undertake certain activities in 
order to ‘earn’ a contribution. Despite such commitments, these types of contributions 
are often considered to be ‘non-reciprocal’ because activities/services are not provided 
to the grantor, but to third parties. Income for these transactions is then generally 
recognised upfront because it’s within the control of the entity to retain the contribution. 
However, diverse interpretations exist. To promote consistency and better align the 
accounting to the economics of a transaction, the AASB has issued this new guidance. 
 
Overview of the new guidance 
Rather than accounting for all contribution transactions under AASB 1004, NFPs will now 
need to determine whether a transaction is a genuine donation or actually a contract with 
a customer. This means that NFPs will need to decide whether the transaction falls 
within one of two standards: AASB 1058 or AASB 15 Revenue from Contracts with 
Customers. To assist in this, the AASB has released implementation guidance for NFPs 
that will accompany AASB 15 in an appendix (AASB 2016-8). For income transactions 
that are not in the scope of AASB 15, AASB 1058 will set out guidance on when a 
contribution should be recognised – which will generally be up front. 
 
AASB 15 will be applied where an entity has an enforceable, sufficiently specific 
obligation to provide goods or services. Under AASB 15, income will only be recognised 
as the obligations under the contract are satisfied – potentially resulting in a deferral of 
income as compared to current AASB 1004. 
 
How do I know if AASB 15 applies? 
The first step in applying the new guidance is to determine whether a transaction is a 
contract with a customer in the scope of AASB 15. A contract is in the scope of AASB 15 if: 

• the entity has an enforceable contract with a customer, and 
• that contract includes ‘sufficiently specific’ promises for the not-for-profit entity to 

transfer goods or services to the customer or third party beneficiaries. 

The guidance is clear that a ‘customer’ can be a party that has contracted with an NFP 
entity for goods or services that will be provided to third parties. AASB 2016-8 also 
includes guidance for determining when a contract is enforceable and whether a 
promise is ‘sufficiently specific’. A requirement to refund unspent funds within a certain 
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time period is not, in and of itself, enough to create a sufficiently specific promise to 
defer income. In practice, we expect that judgment will be required to determine whether 
these criteria are met.  
 
Which accounting standard should I use? 

 
 
How is revenue from contracts in the scope of AASB 15 
recognised?  
If a contract is in the scope of AASB 15, the total consideration received must be 
allocated to the promises in the contract. The consideration for each promise is then 
recognised as income as each promise is satisfied - following the guidance in AASB 15. 
 
However, if, for example, all or a portion of the consideration is non-refundable if the 
entity does not fulfil its promises, this non-refundable portion would be accounted for as 
a contribution in accordance with AASB 1058 – and likely result in up-front recognition 
given the entity does not have to fulfil its promises in order to retain the contribution. 
Separation of the AASB 15 and AASB 1058 components is performed if the AASB 15 
component is material at the individual contract level. It will be important for entities to 
walk through the 5-step model under AASB 15 to ensure they can correctly identify 
whether a contract wholly or partially falls in the scope of AASB 15 and, if so, the 
amount and timing of income recognition. We think the new guidance will require 
significantly more analysis to apply than AASB 1004.  
 
Is there anything else I should consider?  
Besides grants and donations, AASB 1058 introduces new requirements for income 
recognition in several other types of transactions which don’t fall within the scope of 
AASB 15, as well as new disclosures, as discussed below.  
 
Below-market leases 

The new guidance will affect how entities apply the new leasing standard, AASB 16 
Leases, in the context of below-market leases (eg. peppercorn rent payments). AASB 
1058 will require entities to: 

• record the right-of-use asset at fair value  
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• record a liability for the present value of contractual lease payments in 
accordance with AASB 16, and 

• record income for the difference between the asset and liability, either: 
o upfront (if the entity has no ongoing obligations), or  
o when (or as) the entity satisfies any obligations attached to its use of the 

leased asset that fall in the scope of AASB 15.  
 

Obligations to acquire or construct a specific asset for an entity’s own use 

An entity may receive cash (or another financial asset) to construct or acquire a non-
financial asset (eg. building) for its own use.  This will not technically fall within the 
scope of AASB 15 given the asset is for the entity’s own use. However, AASB 1058 will 
require the entity to defer income until it has acquired or constructed the asset in 
accordance with the terms of the transfer. This guidance would not apply to obligations 
to perform research, for example, if such research would not qualify for recognition of an 
asset.  
 
It is worth noting that AASB 1058 will not result in accounting treatment that is 
consistent with AASB 120 Accounting for Government Grants and Disclosure of 
Government Assistance for for-profit entities.  Under AASB 120, the grant would be 
recognised as income or a reduction of depreciation expense over the life of the asset.  
Under AASB 1058, the grant is recognised as income as the asset is 
constructed/acquired – assuming there are no requirements to provide specific goods or 
services to third parties using the asset.  
 
Other transactions 

There are a number of other areas the standard addresses, including volunteer 
services, donated inventories, endowments and bequests.  Entities will need to evaluate 
their current practices regarding these types of transactions to determine whether any 
changes are required. 
 
Disclosures 

AASB 1058 does not exclude not-for-profits from applying the disclosure requirements 
of AASB 15, which can be extensive.  Further, AASB 1058 includes some incremental 
disclosures that are relevant to NFPs, such as the disaggregation of income (eg. grants 
and volunteer services if recognised), timing of when an entity satisfies obligations, and 
optional disclosures about the entity’s reliance on donated inventories and volunteer 
services. 
 
When does the standard apply? 
The standard applies to annual reporting periods beginning on or after 1 January 2019, 
although early adoption is permitted provided entities also concurrently apply AASB 15. 
Certain transition provisions also apply, including relief from restating comparatives for 
contracts completed under AASB 1004. 
 
What should I do now? 
This new standard may significantly change how NFPs account for grants, donations 
and leases. The changes will require new judgements and changes to existing 
accounting policies, as well as potential impacts to systems, contracting processes and 
internal budgeting and reporting. For help implementing the new standard, please 
contact one of our experts below. 
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