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ASU 2014-09
New Revenue Recognition Guidance

• Five-step revenue recognition model
> Identify the contract(s) with a customer
> Identify the performance obligation(s) in the contract
> Determine the transaction price
> Allocate the transaction price to the performance obligation(s) in 

the contract
> Recognize revenue when (or as) the entity satisfies a performance 

obligation
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ASU 2014-09
CCRC specific considerations

• The AICPA Healthcare Revenue Recognition Task 
Force continues to analyze the following primary 
issues related to CCRCs
> Accounting for monthly / periodic fees and nonrefundable entrance 

fees under the different contract types (for Type A Contracts)

> Significant financing component considerations for refundable and 
nonrefundable entrance fees

> Obligation to provide future services and use of facilities

> Contract acquisition costs
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ASU 2014-09
CCRC Current Guidance - Superseded

• ASC Subtopic 954-605 (revenue recognition ) is 
superseded

• ASC Subtopic 954-340-35-1 (costs of acquiring initial 
continuing-care contracts) is superseded

• ASC Subtopic 954-430 (entrance fees) is superseded

• ASC Sections 954-440-25, 954-440-35 and 954-440-55 
(obligation to provide future services and use of 
facilities) have basically remained intact
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ASU 2014-09
Performance obligations 

• CCRCs should review their contracts and the services
offered to determine if the goods and services promised in
the contracts are capable of being distinct within the context
of paras. 19-21 of FASB ASC 606-10-25.
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ASU 2014-09
Performance obligations 

• 606-10-25-20 states that…For example, the fact that the 
entity regularly sells a good or service separately would 
indicate that a customer can benefit from the good or 
service on its own or with other readily available resources.

• 606-10-25-21 c. states that…For example, the fact that a 
customer could decide to not purchase the good or service 
without significantly affecting the other promised goods or 
services in a contract might indicate that the good or service 
it not highly dependent on, or highly interrelated with, those 
other promised goods or services.
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ASU 2014-09
Performance obligations

• The following distinct performance obligations could 
potentially be identified in a Type A CCRC contract:

> An obligation to provide the use of facilities in an 
independent living setting 

> An obligation to provide services and use of facilities in an 
assisted living setting

> An obligation to provide services and use of facilities in a 
skilled nursing setting
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ASU 2014-09
Transaction price

• Under FASB ASC 606-10-32-2, an entity shall consider 
the terms of the contract and its customary business 
practices to determine the transaction price. The 
consideration promised in a contract with a customer 
may include fixed amounts, variable amounts, or both.

• When determining the transaction price, it may be 
important for CCRCs to consider both the nonrefundable 
entrance fees and the future monthly fees. 
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ASU 2014-09
Transaction price

• Entrance fee is generally a fixed amount.

• Monthly fees may be considered variable consideration, 
under FASB ASC 606-10-32-6, as the monthly fees to 
be received by the CCRC are contingent on the resident 
continuing to live at the CCRC.  
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ASU 2014-09
Transaction price

• FASB ASC 606-10-32-8 (B) indicates that an entity should
estimate an amount of variable consideration by using either
the expected value or the most likely amount, depending on
which method is expected to better predict the amount of
consideration to which an entity will be entitled.

• Under the most likely amount method, a CCRC would need to
evaluate each entity’s specific historical patterns, but
generally for a CCRC contract, the most likely amount would
be based on a resident’s life expectancy as well as the
number of years a resident is expected to reside in each level
of care.
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ASU 2014-09
Transaction price

• FASB ASC 606-10-32-4 states that for the purpose of 
determining the transaction price, an entity shall assume 
that the goods or services will be transferred to the 
customer as promised in accordance with the existing 
contract and that the contract will not be cancelled, 
renewed, or modified.  
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ASU 2014-09
Transaction price

• A CCRC contract generally allows the resident to cancel 
the contract at any time. However, if the contract is 
cancelled, the resident would forfeit all or a portion of the 
nonrefundable portion of their entrance fee, as well as 
an implied monthly prepayment for access to future 
services

• The potential forfeiting of these amounts may be 
construed as a substantive termination penalty to the 
resident and an indication that the contract creates an 
enforceable right such that the duration of the contract is 
the resident’s life expectancy.
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ASU 2014-09
Transaction price

• An estimate of the total transaction price in the CCRC 
environment may be made by using the actuarially 
determined life expectancies of residents.

• Further, it is important that a CCRC consider the relative 
portion of a resident’s life expectancy that is expected to 
be spent in each level of care to determine the 
transaction price.
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ASU 2014-09
Transaction price

• CCRCs may use available internal historical or industry 
data to estimate the amount of time a resident is 
expected to live in each level of care given the resident’s 
age and other factors at the time of admission.

• In summary, at CCRC contract inception, the transaction 
price may be the sum of the nonrefundable entrance fee 
plus the estimated amount of monthly fees expected to 
be received over the estimated life expectancy of the 
resident.
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ASU 2014-09
Allocating the transaction price

• FASB ASC 606-10-32-28 states….The objective when 
allocating the transaction price is for an entity to allocate 
the transaction price to each performance obligation (or 
distinct good or service) in an amount that depicts the 
amount of consideration to which the entity expects to 
be entitled in exchange for transferring the promised 
goods or services to the customer.
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ASU 2014-09
Allocating the transaction price

• Further, FASB ASC 606-10-32-29 states…. To meet the 
allocation objective, an entity shall allocate the 
transaction price to each performance obligation 
identified in the contract on a relative standalone 
selling price basis in accordance with paragraphs 606-
10-32-31 through 32-35….and paragraphs 606-10-32-39 
through 32-41 (for allocating consideration that includes 
variable amounts).

17



ASU 2014-09
Allocating the transaction price

• A CCRC may apply the guidance in FASB ASC 606-10-
32-32 and determine standalone selling prices 
associated with individual performance obligations 
based on observable prices to the extent they exist.

• In the absence of observable selling prices for individual 
levels of care, CCRCs should apply the guidance in 
FASB ASC 606-10-32-33 and estimate the standalone 
selling price.  
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ASU 2014-09
Allocating the transaction price

• Standalone selling prices are generally expected to be 
highest for skilled nursing, followed by assisted living, 
and then independent living.

• In summary, the standalone selling prices for each level 
of care, combined with the estimated amount of time 
(that is, months or years) that a resident is expected to 
spend in each level of care, would need to be used to 
allocate the transaction price amounts (monthly fees and 
nonrefundable entrance fees) received from a resident 
each year.
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ASU 2014-09
Recognizing revenue

• For a CCRC that identifies separate performance
obligations for services to be provided within each level
of care, progress toward satisfying the performance
obligation for each level of care that has been allocated
a portion of the transaction price may be measured with
the passage of time, with revenue recognized ratably
over the estimated time period for which the resident is
expected to be in that level of care.
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ASU 2014-09
Recognizing revenue

• CCRCs likely will apply the revenue recognition criteria 
to their resident contracts on a contract by contract 
basis; that is, to account for each resident individually.  
However, as a practical expedient and as described in 
FASB ASC 606-10-10-4, a CCRC may also apply FASB 
ASC 606 to a portfolio of contracts with similar 
characteristics if a CCRC reasonably expects that the 
effects on the financial statements of applying FASB 
ASC 606 to the portfolio would not differ materially from 
applying FASB ASC 606 to the individual contracts.
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ASU 2014-09
Recognizing revenue

• In accordance with FASB ASC 606-10-32-43, 
subsequent changes in the transaction price should be 
allocated to the identified performance obligations on the 
same basis as the allocation performed at CCRC 
contract inception. However, an entity should not 
reallocate the transaction price to reflect any changes in 
the standalone selling prices after contract inception.
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ASU 2014-09
Recognizing revenue

• In accordance with FASB ASC 606-10-25-35, as 
circumstances change over time, the CCRC should also 
update its measure of progress to reflect any changes in 
the outcome of the performance obligation satisfied over 
time. These changes should be accounted for as a 
change in accounting estimate in accordance with FASB 
ASC 250-10
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Revenue Recognition

Illustration of Potential Revenue Recognition Model 
for a Type A CCRC

Note that this illustration is for discussion purposes only and is not intended to represent
authoritative guidance. The revenue recognition model under FASB ASC 606 for Type A CCRCs
continues to be deliberated.
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ASU 2014-09

Revenue Recognition Model for a 
Single Resident – Type “A” or 
“Life Care” Contract

Assumptions
Non-refundable entrance fee $   200,000 
Monthly fee at contract inception - Independent Living (IL) $       5,000 

Inflation factor 3.00%

Expected years in IL 10 
Expected years in Assisted Living (AL) 2 
Expected years in Skilled Nursing (SN) 2 
Percentage likelihood that resident will utilize AL 50%

Percentage likelihood that resident will utilize SN 50%

"Stand-alone" selling prices at contract inception:

IL - Monthly Fee $       2,500 

AL - Daily Rate $          200 

SN - Daily Rate $          350 
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ASU 2014-09
Type “A” or “Life Care” Contract

Estimated Transaction Price

Year Monthly Fees
Nonrefundable
Entrance Fee Totals 

1 $      60,000 $    200,000 $  260,000 
2 61,800 61,800 
3 63,654 63,654 
4 65,564 65,564 
5 67,531 67,531 
6 69,557 9,557 
7 71,644 71,644 
8 73,793 73,793 
9 76,007 76,007 

10 78,287 78,287 
11 80,636 80,636 
12 83,055 83,055 
13 85,547 85,547 
14 88,113 88,113 

Totals $ 1,025,188 $    200,000 $1,225,188 
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ASU 2014-09
Type “A” or “Life Care” Contract

Projected “Standalone” Selling Prices, Considering 
Percentage Likelihood that Resident will 
utilize  AL and SN services

Year Independent Living (1) Assisted Living (2) Skilled Nursing (3) Totals
1 $      30,000 $                - $             - $   30,000 
2 30,900 - - 30,900 
3 31,827 - - 31,827 
4 32,782 - - 32,782 
5 33,765 - - 33,765 
6 34,778 - - 34,778 
7 35,821 - - 35,821 
8 36,896 - - 36,896 
9 38,003 - - 38,003 

10 39,143 - - 39,143 
11 - 49,053 - 49,053 
12 - 50,525 - 50,525 
13 - - 91,070 91,070 
14 - - 93,802 93,802 

Totals $    343,915 $      99,578 $  184,872 $ 628,365 

Relative values 54.73% 15.85% 29.42% 100.00%
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ASU 2014-09
Type “A” or “Life Care” Contract

Projected “Standalone” Selling Prices, Considering 
Percentage Likelihood that Resident will 
utilize AL and SN services

Notes for Example

(1) Monthly fee for IL times 12 months

(2)
Daily rate for AL times 365 days times percentage likelihood that resident will 
utilize AL services

(3)
Daily rate for SN times 365 days times percentage likelihood that resident will 
utilize SN services 

Note: Inflation factor of 3% applied to fees in all levels of care
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ASU 2014-09
Type “A” or “Life Care” Contract

Allocation of Transaction Price to 
Performance Obligations

Independent Living Assisted Living Skilled Nursing Totals

Transaction Price $ 1,225,188 $ 1,225,188 $ 1,225,188 $ 1,225,188 

Relative value 54.73% 15.85% 29.42% 100.00%

Allocation $    670,545 $    194,192 $    360,450 $ 1,225,188 
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ASU 2014-09
Type “A” or “Life Care” Contract

Revenue Recognition over 
Pattern of Transfer

Year Revenue Recognized (1) Monthly Fees Deferred Revenue (2)

Independent Living

1 $      58,492 $      60,000 201,508 
2 60,247 61,800 203,061 
3 62,054 63,654 204,661 
4 63,916 65,564 206,309 
5 65,833 67,531 208,007 
6 67,808 69,557 209,756 
7 69,842 71,644 211,558 
8 71,938 73,793 213,413 
9 74,096 76,007 215,324 

10 76,319 78,287 217,292 

Total independent living 670,545 
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ASU 2014-09
Type “A” or “Life Care” Contract

Revenue Recognition over 
Pattern of Transfer

Year Revenue Recognized (1) Monthly Fees Deferred Revenue (2)

Assisted Living

11 $95,661 $80,636 $202,267 
12 98,531 83,055 186,791 

Total assisted living 194,192

Skilled Nursing

13 177,562 85,547 94,776 
14 182,889 88,113 -

Total skilled nursing 360,451 

Total all levels of care $ 1,225,188 
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ASU 2014-09
Type “A” or “Life Care” Contract

Revenue Recognition over 
Pattern of Transfer 

Notes for Example

(1)
Transaction price allocated to performance obligation divided by
expected years that performance obligation will be satisfied.

(2)

Initial deferred revenue balance is equal to the nonrefundable entrance fee paid 
by resident.  Thereafter, deferred revenue balance is equal to beginning 
deferred revenue balance plus monthly fees less revenue recognized.
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Revenue Recognition

Other Revenue Recognition Considerations 
for CCRCs
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ASU 2014-09
Refundable entrance fees

• Current thought process is that refundable entrance 
fees will no longer be allowed to be amortized into 
revenue

> 606-10-32-10 - An entity shall recognize a refund liability if the 
entity receives consideration from a customer and expects to 
refund some or all of that consideration to the customer……
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ASU 2014-09
Future service obligation

• ASU 2014-09 does not change the guidance related to 
the calculation of the obligation to provide future 
services and use of facilities; however, the 
determination of deferred revenue and deferred 
marketing costs components of calculation may change
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ASU 2014-09
Costs of acquiring CCRC contracts

• The accounting for contract costs under ASU No. 2014-09 differs 
from existing acquisition cost guidance as described in ASC 954 
below. Under the new guidance, certain costs of acquiring and 
fulfilling contracts are capitalized and amortized over a period 
based on the terms of the contract.

• EXISTING GUIDANCE - ASC 954 allows for the capitalization of 
certain costs of acquiring continuing care contracts when a facility 
is being initially occupied.  Costs of acquiring contracts once a 
CCRC is substantially occupied or one year following completion 
should be expensed. 
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ASU 2014-09
Costs of acquiring CCRC contracts

• NEW GUIDANCE - The accounting for contract costs under ASU No. 
2014-09 states that certain incremental costs for acquiring all 
contracts can be capitalized.

> These costs are not limited to those incurred during the initial occupancy of the 
building.  These would include costs incurred in “second generation” contracts.

> The incremental costs of obtaining a contract that can be capitalized are those 
costs that an entity incurs to obtain a contract with a customer that it would not 
have incurred if the contract had not been obtained.

> Costs to obtain a contract that would have been incurred regardless of whether the 
contract was obtained shall be recognized as an expense when incurred, unless 
those costs are explicitly chargeable to the customer regardless of whether the 
contract is obtained. 
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ASU 2014-09
Significant financing component

• CCRCs often have advance (entrance) fee arrangements 
with residents as part of their contracts. FASB ASC 606 
requires CCRCs to evaluate whether each of their contractual 
arrangements with residents provide a significant benefit of 
financing to either party of the contract. The financing 
component may be explicitly identified in the contract or, as 
frequently occurs in this industry, may be implied by payment 
terms of the contract.
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ASU 2014-09
Significant financing component

• The assessment of significance requires the CCRC to apply 
judgment. BC234 of ASU No. 2014-09 states “that for many 
contracts, an entity will not need to adjust the promised 
amount of customer consideration because the effects of the 
financing component will not materially change the amount of 
revenue that should be recognized in relation to a contract 
with a customer.”
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ASU 2014-09
Significant financing component

• If a CCRC determines that a significant financing component 
is present and adjusts the promised consideration 
accordingly, the entity would continue to use the same 
assumed discount rate at contract inception unless there is a 
contract modification.
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ASU 2014-09
Significant financing component

• CCRCs often have advance (entrance) fee arrangements
with residents as part of their contracts. FASB ASC 606
requires CCRCs to evaluate whether each of their contractual
arrangements with residents provide a significant benefit of
financing to either party of the contract. The financing
component may be explicitly identified in the contract or, as
frequently occurs in this industry, may be implied by payment
terms of the contract.
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ASU 2014-09
Significant financing component
Applicable????

• BC233c states, in part, that “The primary purpose of those payment 
terms may be to provide the customer with assurance that the entity 
will complete its obligations satisfactorily under the contract, rather 
than to provide financing to the customer or the entity, respectively.”

• FASB ASC 606-10-32-17 states that, “Notwithstanding the 
assessment in paragraph 606-10-32-16, a contract with a customer 
would not have a significant financing component if the customer 
paid for the goods or services in advance, and the timing of the 
transfer of those goods or services is at the discretion of the 
customer…
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Revenue Recognition

Significant Financing Component Analysis -
Refundable Entrance Fees 

(Nonrefundable Entrance Fees would also need to be considered in the significant 
financing component analysis)

Note that this analysis is for discussion purposes only and is not intended to represent
authoritative guidance. The revenue recognition model under FASB ASC 606, including the
existence of a significant financing component as it relates to entrance fees, for CCRCs
continues to be deliberated.
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ASU 2014-09
Existence of Significant Financing Component –
Refundable entrance fee example

Assumptions
Refundable entrance fee $   100,000 
Nonrefundable portion of entrance fee $   100,000 

Life expectancy 5 years
Discount rate 5% 
Amortization method Straight-line 

Accounting for Refundable Portion of Entrance Fee Debit Credit
Receipt of Entrance Fee

Cash $100,000
Refundable Entrance fee (at net present value) 78,350
Deferred Revenue (financing component) 21,650

Interest Recognized in Years 1 to 5
Deferred revenue (financing component) **
Revenues **
Interest expense **** 4,330
Refundable entrance fee 4,330
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ASU 2014-09
Existence of Significant Financing Component – Refundable 
entrance fee example

** Revenue related amounts recorded each year in connection with 
the $21,650 of deferred revenue will follow the same pattern of 
revenue recognition used for the nonrefundable entrance fee and 
monthly fee. The revenue related amounts recorded each year will 
not be materially different from the interest expense amount recorded 
each year during the term of the contract.

**** During the 5 years subsequent to contract inception, the entity 
accretes the refundable entrance fee (contract liability) using an 
assumed discount rate of 5%, which is assumed to be the entity’s 
incremental borrowing rate. For purposes of this example, the 
accretion has been recorded on a straight-line basis.  
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