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Business Wisdom Delivered

A Letter from the Publisher

The rapid rise of change 
This edition of BWD devotes four pages to the changes impacting companies 
that recognize revenue from contracts with customers. This new guidance on 
“revenue recognition” will ripple throughout the business world. Maybe you 
haven’t felt it yet, but it’s quite possible that you will soon. Regardless, there’s 
one unmistakable element at play here that you have felt: 

This revenue recognition change is just one among many.

Over the past few years, businesses have been asked to navigate the 
Affordable Care Act, revised tangible property regulations (TPR) and lease 
accounting standards, and more. It’s a lot to juggle on top of running your 
business.

We’re all familiar with the popular saying, “The more things change, the more 
they stay the same.” However, I’m not sure all of this activity will actually 
result in “more of the same.” The acceleration of change we’re seeing today 
does not appear to be slowing. The iPhone didn’t exist 10 years ago, but 
the iPhone 5 — already an outdated model — has nearly three times the 
processing power of a 1985 supercomputer. There are already self-driving 
cars on the road, and 7-Eleven made the first commercial delivery via drone 
earlier this year. Yes, Slurpees were included.

There’s no “more of the same” with such developments. We’re living in truly 
amazing times. Amazing times that can be challenging. 

At Rehmann, when tax, audit or any other changes that impact you or your 
business come along, our associates work tirelessly to put themselves in your 
shoes and turn compliance adjustments into a value proposition. They look at 
the situation from each client’s perspective and tailor a unique solution for it. 
When you read about the revenue recognition changes on pages 16-19 in this 
edition, or the updated TPR and lease accounting standards from our Spring/
Summer 2016 edition, rest assured that we’re ready to begin offering you 
those solutions today … just as we’ve done for the past 75 years.

Well, look at that. Maybe some things don’t change after all.

Randy Rupp, CPA 
CEO
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Financial planning is like building a house, and preparing for college expenses is a single brick. 
“Is your financial house built to last?” — a Rehmann-exclusive whitepaper — can help you 
develop a blueprint to achieve your financial goals. 

Check it out today at rehmann.com/your-financial-house 

As tuition and other costs continue to climb, few families can afford a college education without some 
assistance. If you’re preparing to send a child to college, here are some financial aid tips to keep in mind:

Paying for college: 
Know your ABCs

APPLY EARLY. Whether you’re seeking need-based or merit-based aid, apply as early as possible. Filing deadlines 
vary, and some states and colleges provide assistance on a first-come, first-served basis.

BORROW WISELY. Don’t take on student loans unless you have a realistic plan for repaying them.

CHOOSE COLLEGES CAREFULLY. When researching colleges, find out how your child compares academically 
with a typical incoming freshman class. Many colleges offer preferential aid packages (more in grants, less in loans) to 
applicants in the top 25 percent (based on grades and test scores).

DON’T SAVE IN YOUR CHILD’S NAME. Student-owned assets have a much bigger impact on financial aid 
eligibility than parent-owned assets.

EDUCATE YOURSELF on the Expected Family Contribution (EFC), which the U.S. Department of Education 
describes as “a measure of your family’s financial strength … calculated according to a formula.” Elements that are 
considered include a family’s taxed and untaxed income, assets, family size and the number of family members 
attending college during the year. You should learn about the different methodologies colleges use to determine your 
EFC, as well as different strategies available to boost your financial aid eligibility by reducing your EFC. For example, 
under the federal methodology, home equity doesn’t count in determining your EFC. That makes it possible to 
decrease your EFC by using other assets — such as cash — to pay down your mortgage. This strategy wouldn’t work, 
however, at schools that use the “institutional” methodology, which does consider home equity in determining the EFC.
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NUGGETS OF WISDOM

Two in five millennials 
concerned about their 
level of debt 
Consumer-finance trend research has revealed that 
37 percent of millennials aged 25-34 are concerned 
about their level of debt, while 33 percent are 
interested in getting assistance to help manage debt.

After residential mortgages, the biggest debt burden 
for this age group is student loans, with 32 percent of 
millennials saying they owe $20,000 or more. A close 
second is auto loans, with 45 percent reporting they 
owe $7,000 or more.

Across all age groups, email emerged as the preferred 
channel for general late payment notifications. Sixty-
five percent wanted to be contacted this way when 
their student loans were overdue by less than 90 days. 
The biggest exception was around home equity or 
residential mortgages, where more than 35 percent 
wanted an in-app notification for late payments less 
than 90 days overdue, but preferred a simple phone 
call regarding any payments more than 90 days late.

(Source: FICO)

Anger, aggression, road rage: 
All in a day’s commute
A significant number of U.S. drivers reported engaging in angry and 
aggressive behaviors over the past year, according to a study by the 
AAA Foundation for Traffic Safety. Such behavior included: 

• Purposefully tailgating: 51 percent (104 million drivers)
• Yelling at another driver: 47 percent (95 million drivers)
• Honking to show annoyance or anger: 45 percent  

(91 million drivers)
• Making angry gestures: 33 percent (67 million drivers)
• Trying to block another vehicle from changing lanes: 24 percent 

(49 million drivers)
• Cutting off another vehicle on purpose: 12 percent  

(24 million drivers)

Nearly two in three drivers believe that aggressive driving is a bigger 
problem today than three years ago, while nine out of 10 believe 
aggressive drivers are a serious threat to their personal safety.

Consider these tips to help prevent road rage:

• Don’t offend: Do not cause another driver to change their speed 
or direction. That means never forcing another driver to use their 
brakes or turn the steering wheel in response to something you 
have done.

• Be tolerant and forgiving: The other driver may just be having a 
bad day. Assume that it’s not personal.

• Do not respond: Avoid eye contact and making gestures, maintain 
space around your vehicle and contact 911 if needed.

(Source: AAA)
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Americans harbor major 
retirement fears ... but fail 
to take action
Fifty percent of Americans are afraid of outliving their income 
or being unable to maintain their current lifestyle in retirement. 
Nearly 20 percent are worried about having enough money to 
cover healthcare expenses during their golden years. 

The same survey also found that despite these valid fears, 
Americans are failing to take action to address them. For example, 
a quarter of baby boomers and more than half of millennials have 
less than $5,000 saved for retirement. 

These findings indicate that when it comes to retirement, 
Americans are most afraid of the unknown. While they can budget 
for things such as leisure and travel, healthcare expenses and life 
expectancy are entirely unpredictable.

Other findings from the survey include:

• Nearly one in five Americans doesn’t know how much 
they’ve saved for retirement.

• 37 percent of millennials have nothing saved for retirement.

Retirement planning doesn’t have to scare you. Contact your 
financial advisor or Rehmann today to develop a strategy that fits 
your unique requirements.

(Source: Indexed Annuity Leadership Council)

The average startup launches 
with $17,500 in funding
Options for funding entrepreneurial ventures are increasing in the 
U.S., particularly with the growth of crowdfunding and the prevalence 
of informal investors. Still, entrepreneurs depend on bootstrapping 
and support from family and friends to finance startups, according to 
a report on entrepreneurship.

In 2015, entrepreneurs needed a median level of $17,500 to start their 
businesses and financed 57 percent of that amount themselves.

Women reported needing half as much funding to start companies as 
men — $10,000 and $20,000, respectively — suggesting that women 
felt they could accomplish what they needed with fewer resources or 
that they simply have fewer resources to apply to their businesses.

Beyond personal means, the most popular funding source for 
entrepreneurs came from banks, at 36 percent. The government also 
played an important role. In addition to financing 22 percent of all 
entrepreneurs, government programs were the most powerful source 
of funding for social entrepreneurs, revealing the importance of 
government policy in helping entrepreneurs create lasting economic 
and social value. Crowdfunding, a still-emerging source, contributed 
to the financial needs of 12 percent of entrepreneurs.

Entrepreneurs, on average, drew funding from:

• Self (57 percent)
• Banks (36 percent)
• Family (24 percent)
• Private equity or venture capital (24 percent)
• Government (22 percent)
• Employers or work colleagues (16 percent)
• Friends (15 percent)
• Crowdfunding platforms (12 percent)

(Source: Babson College)
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With millions of cyber attacks occurring 
every few minutes, here are 7 ways to 
secure your company’s global defenses 

By Jessica Dore, CISA, and Chris Lavrack, CISA

Every minute, approximately half a million cyber-attack attempts take place. When these 
attempts are successful, 60 percent compromise the targeted organization within minutes. 
From malware and wire transfer fraud to phishing and ransomware, there is a dizzying array 
of fraud to combat. For global companies, it is imperative to stay on top of these threats. 
Here are seven steps to help protect your company at home and abroad — to ensure the 
security of your data and the growth of your business.  

Every minute counts
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Malicious cyber attacks vary from country to country. For example, 55 percent of all breaches in France are 
committed by hackers and criminal insiders. In Brazil, this number is 30 percent. Therefore, it’s important to 
thoroughly review and gain an understanding of the biggest threats in the new market, as well as all of the cyber 
security rules and regulations. 

Align your cyber security strategy with your business objectives and the aforementioned laws. Determine 
whether you need customized strategies for the different regions in which you do business, or whether a 
centralized security department would work better for your company. The former provides organizations with 
experts on the regulations, laws, customs and culture of their new location. However, those who prefer the latter 
find that a unified cyber security strategy is a better option for their companies. 

Train all of your employees on the proper safeguards to implement in the countries in which they work. 
Employee awareness can determine whether or not an attack is successful, as 23 percent of recipients open 
phishing messages and 11 percent click on attachments. It is necessary to ensure that employees are familiar with 
the most common cyber security risks in their areas and realize their responsibility in avoiding them. 

Focus on the confidentiality, integrity and availability of your organization’s data. Ensure access to data is only 
given to those who need it to perform their job responsibilities. Regularly confirm the accuracy of the data to 
avoid corruption. And make sure the data is available to those with approved access whenever it is needed. 

In 2015, the amount of zero-day vulnerabilities — that is, vulnerabilities unknown to the software’s manufacturer 
— increased by 125 percent. When securing data centers, deploy controls similar to those at your local offices. 
Put a firewall in place and make sure company devices are tested for any vulnerabilities. When zero-day 
vulnerabilities are found, follow a predetermined protocol to identify the new risk, inform key stakeholders and 
immediately implement a plan of action to seal them. 

While traveling for business, make sure laptops and mobile devices are encrypted and secured. These devices 
should not be connected to public wireless networks; instead, portable hotspots should be used. Additionally, be 
aware that there are data import and export restrictions that differ by country.

Conduct a geopolitical risk assessment that takes into account threats and vulnerabilities based on your 
organization, industry and the business expansion location. This assessment should include government stability, 
disaster recovery and business continuity planning. Research has shown that having a business continuity plan in 
place can reduce the cost of a data breach by approximately $7.10 per compromised record.  

When your company expands internationally, keep in mind that many of the cyber security issues you face 
locally are the ones you’ll continue to face — simply on a larger and more complex scale. Planning ahead 
and educating your employees on how to protect your company’s data is the most effective way to handle 
any cyber attacks that come your way … every minute of every day. 

1)

2)

3)

4)

5)

6)

7)
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According to the Association of Certified Fraud Examiners, more than 2,400 cases of 
occupational fraud occurred internationally during a 12-month period between 2014 and 
2015. Total losses incurred surpassed $6 billion. If you suspect your organization is a victim 
of such malicious schemes, employing the proper investigative strategy is paramount in 
identifying the perpetrator(s), mitigating the losses and protecting your business.  

The following two scenarios highlight different approaches taken to confront this issue. One 
company unintentionally complicated the process, while the other experienced a seamless 

investigation, thanks to a strategy developed and deployed by Rehmann investigators.

The vaporous vendor 
As part of his job responsibilities, the long-term sales director at Corp Ltd.* was supposed to relay client feedback 
and ideas to the company. 

But when one particularly lucrative idea was proposed, he didn’t pass it on to the company. Instead, he:

1. Secretly started a side business based on the idea.
2. Leveraged his role as sales director to approve the side business as a Corp Ltd. vendor.
3. Hired relatives and friends to work for him, profiting from invoices sent to the company.

Tackling fraud in the workplace
A tale of two crimes 
By Bill Kowalski, J.D.

0000 1234 5678 9000

CREDIT CARD



Fall/Winter 2016-2017  |  BWD  11

By using the Corp Ltd. sales structure to siphon work into his own 
pocket, he ultimately collected close to $1 million in improper earnings.

When the company became suspicious that fraudulent activity might be 
occurring, human resources began interviewing employees — a move 
that proved to be unfortunate. While some already knew about the 
issue, others became aware as a result of these interviews, bringing more 
attention to a situation that should have been kept under wraps.

By the time Rehmann was brought on board, the pot had already been 
stirred, adding to the complexity and duration of the investigation. The 
team worked around this hurdle and interviewed current employees 
who were willing to talk, as well as former employees who were 
undaunted by the prospect of coming forward. Rehmann also analyzed 
financial records and created a timeline of the sales director’s activities.

Once the investigation was complete, Corp Ltd. was hesitant to 
terminate the sales director or press charges. Their concern: negative 
publicity that might result from involving law enforcement and, 
potentially, the media. In response, Rehmann created a detailed report 
that highlighted what the company stood to lose if they did not take 
action, in terms of further monetary loss, reputational damage and 
potential copycat behavior from other employees. 

Ultimately, Corp Ltd. chose to dismiss the sales director to protect its 
assets, data and reputation, and deter others from attempting fraud.    

The crooked credit card
When a trusted employee at StarGaze Rentals* decided to commit 
credit card fraud, she started small. If anyone questioned her, she 
intended to claim that she carried many credit cards in her wallet and 
accidentally used the wrong one. 

When some time passed and nobody noticed, she began utilizing the 
company credit card to a greater degree, and for much larger monetary 
purchases. She also began funneling cash to her bank accounts 
through pre-signed company checks. She eventually misappropriated 
approximately $700,000 before the dubious credit card charges and 
forged checks raised a red flag. 

With that red flag flying, StarGaze Rentals immediately hired Rehmann. 
Because company leaders did not alert employees to the fact that 
something was amiss, Rehmann’s investigation was shorter than that for 
Corp Ltd., and, as a result, more efficient.  

After forensically analyzing financial transactions, it was determined the 
credit cards the suspect had access to were indeed used inappropriately. 
In addition, investigators confirmed the employee’s ties to the 
bank accounts where the pre-signed checks were deposited. When 
confronted, she confessed and was immediately terminated.

ABOUT THE AUTHOR

Bill is a Principal and Director of Operations 
for Rehmann Corporate Investigative 
Services. He served as a Special Agent 
with the FBI for 26 years. He currently 
oversees complex fraud investigations  
for public and private sector entities. 
Contact him today at  
bill.kowalski@rehmann.com. *Company name has been changed.

Investigative  
strategy for  
best results 
If you suspect occupational fraud at your 
company, turn to experienced investigators for 
advice and consultation. This will help control 
costs, protect evidence and preserve the 
integrity of the investigation. Make sure the firm 
you hire has forensic accounting expertise and a 
law enforcement background. 

To be as effective and thorough as possible, their 
investigative strategy should provide:

1. Identification of key personnel to interview 
(with the help of the organization’s 
management team), followed by 
investigative interviews. 

2. Analysis of policies, procedures and 
internal controls. 

3. Implementation of background intelligence 
research.

4. Employment of digital forensics analysis of 
data and communications.

5. Enactment of forensic accounting on 
appropriate financial transactions. 
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By 2030, the over-65 population will nearly double as members of the baby boomer generation (born between 1946 and 1964) 
age. Along with this demographic shift will be a sea change in a number of industries. Here’s a snapshot of three of them.

These are just a few of the industries impacted by our nation’s aging population — we haven’t even touched on 
manufacturing, information technology and others that will also be affected. To learn more about what your company can 
begin doing now to successfully face these challenges, contact Rehmann at 866.799.9580.

An age of change

REAL ESTATE
With nearly 20 percent of the country’s population in the 65+ category, 
real estate is going to have to evolve. In fact, 56 percent of respondents to 
the 2015 Akerman U.S. Real Estate Industry Outlook Report survey ranked 
population aging as the trend that will have the most significant effect on 
the real estate market over the next three years. Also of note:

• 58 percent of real estate executives said they believe that the 
multifamily sector will continue to lead commercial real estate 
through the economic recovery.

• Seven out of 10 real estate executives agree that apartment 
development will drive multifamily activity, compared with senior 
living facilities (17 percent) and condominiums (11 percent).

• Today, real estate investment trusts (REIT) are more influential in 
the acquisition of senior living facilities than ever before. With a 
flourishing landscape, the senior living industry saw a $25.5 billion 
increase in publicly announced acquisitions from 2013 to 2014.

CONSTRUCTION
In the construction industry, the total number of workers over 60 
has increased more than any other age group. (Over 40 percent 
of construction workers are baby boomers.) Of 58 construction 
firms surveyed, half said the industry’s aging workforce would 
“negatively” or “very negatively” affect their businesses. 

How did it reach this point? When work was scarce, some workers 
retired early and others switched careers. The median age of 
construction workers climbed from 37.9 in 2000 to 40.4 in 2010, 
according to The Center for Construction Research and Training. 
The chief concerns among age-pressured construction firms are:

• Recruiting competent job applicants.

• Transferring knowledge to less-experienced employees.

• Compensating for the low skill levels of new employees.

HEALTHCARE
Managing chronic conditions, along with a patient’s level of 
disability, will increase the financial demands on our healthcare 
system. The average 70-year-old requires approximately three times 
more prescription drugs than the average 40-year-old. Additional 
challenges include the fact that:

• A shortage of healthcare professionals is expected. Adding 
to the problem: The diversity of caregivers lags behind the 
growing diversity of patients.

• Care has often been focused on a single disease. But the 
country’s future likely includes an increase in comorbidity — 
where a patient requires treatment for two or more chronic 
conditions or diseases.

• The Affordable Care Act impacts the way healthcare providers 
service patients, as well as the cost of their treatment. 
Increased governmental policies and procedures also affect 
how well providers can maintain patient data and information. 

Industries face an unprecedented aging surge within the workforce
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It’s a given that first impressions are important. But in today’s hard-
charging and rapidly changing business world, a good first impression 
isn’t enough. Every subsequent impression must also be as remarkable 
as possible. In an ongoing effort to continue earning its high customer 
satisfaction results, Rehmann consistently focuses on how to ensure 
exemplary client experiences. 

Mitch Reno knows a thing or two about this topic. As the Director of 
Client Experience at Rehmann — one of a select number of firms that 
received Inavero’s 2016 Best of Accounting™ Award for client satisfaction 
— he devotes his efforts every day to raising the customer service bar. 
Here, he shares insights into what it takes to create experiences that 
exceed expectations and make every impression a positive one.  

Q: Why is the business world so focused on client 
experience today?

A: Companies know keeping their customers happy is key to business 
success. Business leaders recognize that the future health of their 
business is in the hands of their clients. From Wall Street to Main Street, 
organizations realize they need to listen to customers more effectively 
and more often than ever before.

Q: Why have client surveys become a matter of course of 
doing business for so many companies?

A: We all get tired of being asked to complete surveys, but as customers, 
this is our chance to make an impact on the quality and desirability of 
products and services we buy. From the products that are developed to 
the way services are delivered to us, customers are now in the driver’s 
seat when it comes to creating the experience they want to have in the 
future. And, trust me, companies listen. I know at Rehmann, we take 
every survey response seriously. 

Q: How does Rehmann focus on creating better 
experiences for clients?

A: For more than a decade, we’ve been using surveys and personal 
interviews to better understand how to deliver our services in a way 
that sets us apart from our competitors. We use client feedback to 
generate fresh ideas on how we can create service plans that provide 
quality and value. Most importantly, we hope to create moments during 
this collaborative process that exceed expectations and stand out as 
being remarkable. So, as you can see, this is a journey of continuous 
improvement that gives more value to our clients with every interaction 
or engagement.

Q: What do clients tell you they want most?

A: Here’s what I’ve learned in 15 years of working with our 
clients: They expect quality deliverables, on time, every 
time, without hassles. But they also want innovative ideas, 
proactive outreach and someone who cares about their 
financial future as much as they do. 

Q: How can clients get more from their experience 
with Rehmann?

A: Be collaborative early and express your expectations as 
clearly as possible. Ask to meet more of the people at the 
Firm who can provide the necessary resources to meet your 
goals. Be quick to express concerns if your expectations are 
not being met. The team at Rehmann really wants to make 
your experience special — you can help us do so through 
open communication. 

An interview with Rehmann’s Director of 
Client Experience

ABOUT THE ADVISOR 

Mitch Reno is the Director of Client 
Experience for Rehmann. He is 
responsible for the direction of the 
Firm’s corporate service strategy 
focused on driving retention, loyalty 
and satisfaction.

Enhancing the 
client experience

Do you have ideas for making client experiences 
even better? Contact Mitch today at 989.797.8381 
or mitch.reno@rehmann.com.
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This is a year of milestones for Rehmann. In addition to our 75th anniversary, 2016 also 
marks the 15th year of publication for BWD. 

This publication is created with equal parts duty and pride: We are sincere in our efforts 
to deliver business wisdom and proud to be among the many outstanding people who 
have contributed to it. 

From launching a new brand to celebrating 
75 years of delivering business wisdom

15 years of BWD
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Here’s to the next 15 years.  
Thank you for reading!
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In the coming years, companies that follow U.S. generally accepted accounting principles (GAAP)  
will be required to adopt a new accounting standard related to the recognition of revenue.  
(In business parlance, this is commonly referred to simply as “revenue recognition.”) This new 
standard may significantly change these companies’ current revenue accounting processes. 

Over these four pages, BWD will examine this issue. First, Magdalena Marriott, CPA, and Stephen 
Chang, CPA, offer advice on how you can begin preparing now for the revenue recognition change. 
Then, Carol Wright, CPA, and Liesl Morelli, CPA, take a closer look at the change’s tax implications.

Though the new revenue recognition standard will not become effective for public companies until 
2018 (2019 for non-public companies), the time to begin preparing is now. 

The clock is ticking
How to prepare for the new  
revenue recognition standard 
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The new revenue recognition standard requires companies to 
apply a five-step model to recognize revenue from customers. 
The five steps are:  

1. Identify the contract with a customer. 
2. Identify each performance obligation in the contract. 
3. Determine the transaction price. 
4. Allocate the transaction price to each performance 

obligation. 
5. Recognize revenue when or as each performance 

obligation is satisfied. 

The new standard will also require:
• A substantial increase in the amount of disclosures needed 

to describe the company’s revenue process and contracts. 
• Important management judgment calls regarding 

accounting for revenue recognition.

These changes will have a far-reaching impact on 
organizations’ policies, processes and systems. If this all  
sounds a bit intimidating, don’t worry. Here’s how to prepare. 

1) Establish a team
The key to success in implementing a standard of this magnitude 
is pulling together the right team. This cross-functional 
implementation team should include participants from different 
company functions. We suggest creating your team with 
colleagues from accounting, tax, information technology (IT), 
engineering, sales and marketing, and human resources.     

2) Perform a readiness assessment 
The implementation team should perform an assessment to 
review existing contracts. They’ll seek to determine:

• How the existing contracts should be accounted for  
under the new standard.

• Whether the company’s systems and processes are  
capable of accommodating the new requirements. 

Understanding your contracts and system capabilities is vital to 
determining your organization’s readiness in a timely fashion.      

3) Select a transition method
The standard requires companies to transition using one of two methods. 
Those methods are:      

Modified retrospective method 
Under this approach, companies 1) recalculate revenue using the 
new standard for all contracts not completed by the adoption date, 
and 2) record a cumulative-effect adjustment to the opening balance 
sheet for the year of adoption. 

The adjustment reflects the difference, as of the adoption date, 
between the cumulative revenue the company recognized under 
current GAAP and the amount it would have recognized had it 
applied the new standard to those uncompleted contracts. 

Under this approach, the company need not restate comparative 
prior-year periods. But it must disclose the impact of the new 
standard on each financial statement line item in the year of 
adoption, and explain the reasons for any significant changes.

Full retrospective method
Under this approach, companies must restate revenue for all prior 
periods presented in their adoption-year financial statements. To 
ease the burden of retrospective application, however, the new 
standard offers several “practical expedients” to streamline the 
process. For example, a company need not restate contracts that 
began and ended within the same annual reporting period.

Note: In addition to applying the new standard to prior periods, 
companies using the full retrospective approach must also 
determine the cumulative effect of applying the new standard as of 
the beginning of the first period presented.      

4) Develop a project plan 
At this point, you’re ready to develop a project plan, which should include:

• Drafts of new accounting policies and procedures.
• The identification of controls to help confirm information accuracy.
• An implementation plan.
• Consideration over whether any IT system changes are required in 

order to accommodate the requirements of the new standard.  

4 steps to preparing for a big accounting change
By Magdalena Marriott, CPA, MBA, CISA, and Stephen Chang, CPA 
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By Carol Wright, CPA, and Liesl Morelli, CPA 

Tax implications of the revenue  
recognition standard

Suppose, for example, that a contract calls for you to construct a building and to supply and install certain 
equipment. Depending on the facts and circumstances, the contract may be divided into two performance 
obligations. This would require you to allocate the transaction price between construction and equipment 
installation, and to recognize revenue from each separately.

The new standard may also affect accounting for long-term contracts. Typically, contractors use the percentage-of-
completion method to recognize revenue over the life of a project. Under the new standard, revenue is recognized 
when control of a good or service is transferred to the customer. Depending on several factors, control may be 
transferred when the contract is complete or it may be transferred gradually over the life of a contract.

Other areas potentially affected by the new standard include contract-related costs, change orders, collectability, 
uninstalled materials, claims and warranties. 

Here are a few more examples of how the new revenue recognition standard may affect taxes and tax planning.

Acceleration of taxable income. Under certain circumstances, revenue recognition for tax purposes is required to 
align with its treatment for financial reporting purposes. 

So, if application of the new standard accelerates revenue recognition for financial reporting purposes, it may also 
accelerate recognition of taxable income. Suppose, for example, that your contracts call for advance payments. 
Generally, for tax purposes, advance payments are included in taxable income in the year they’re received. But 
there’s a limited exception. This limited exception allows you to defer tax on advance payments for goods and 
services for one year, to the extent they are deferred in your audited financial statements.

The good news is that the new revenue recognition standard represents a single model to 
replace industry-specific — and often inconsistent — rules. The not-so-good news is that 
the tax implications of this development can be perplexing.  

Today, contractors usually account for a contract as a single performance obligation. Under 
the new standard, however, within certain contracts two or more distinct performance 
obligations may be identified that must be accounted for separately. 
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In some cases, the new standard’s “transfer-of-control” model may 
require you to accelerate revenue from advance payments into the 
year they’re received. If this happens, taxable income related to those 
payments will similarly be accelerated.

Percentage-of-completion method. With certain exceptions, the tax 
code requires contractors to account for long-term contracts using the 
percentage-of-completion method. But the new standard may require 
adjustments to that treatment for financial reporting purposes. 

If the tax and financial reporting treatments diverge, applying the 
new standard may create a book vs. tax income difference (or alter an 
existing book-tax difference) that must be tracked and reported on 
your tax returns.

Changes in tax accounting methods. If the new standard requires you 
to change an accounting method for financial reporting purposes, 
it may be necessary or desirable to make a similar change to the 
corresponding tax accounting method. Changing a tax accounting 
method requires you to file Form 3115, “Application for Change in 
Accounting Method.” Depending on the nature of the change, approval 
may be automatic or it may require advance consent from the IRS.

System changes. As just described, adoption of the new 
revenue recognition standard may cause you to change your 
tax accounting methods, or it may create (or alter) differences 
between book and tax income. Either way, you must ensure that 
you have updated systems, policies, processes and controls in place 
in order to gather the data you need for both financial and tax 
reporting and to track any book-tax differences. (Our colleagues 
Magdalena and Stephen addressed this in the fourth step of the 
plan they shared on page 17.)

If you fail to prepare …
We’re reminded of the adage, “If you fail to prepare, you prepare to 
fail.” Although it’s as old as the hills, that saying certainly applies to 
the new revenue recognition standard. Don’t wait to take a deeper 
dive into what this means for your tax returns and financial 
statements — lay out the groundwork your company needs today 
to successfully address revenue recognition tomorrow. 

ABOUT THE AUTHORS

Carol is a Tax Principal at Rehmann. She has more than 30 years of experience in both public and 
private accounting. She advises a wide range of middle-market businesses on tax planning, business 
transactions and operational issues. Contact her today at carol.wright@rehmann.com. 

Liesl is a Senior Tax Manager with Rehmann. She assists businesses and individuals with tax 
compliance and reporting obligations and provides tax consulting and planning services. Contact her 
today at liesl.morelli@rehmann.com. 

Under the new standard, revenue is recognized when 
control of a good or service is transferred to the customer. 
Depending on several factors, control may be transferred 
when the contract is complete or it may be transferred 
gradually over the life of a contract.

Start today
The new revenue recognition standard will have  
an impact on essentially every company. Organizations 
should begin now by becoming familiar with the new 
standard, assessing the rules on specific issues that impact 
them, and implementing an effective and efficient plan. 
Contact your Rehmann advisor or call 866.799.9580.
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By Jennifer Baldini, CRPC®, CFP® 

All wrapped up
Reviewing your insurance policy with an eye 
toward year-end gift giving



Fall/Winter 2016-2017  |  BWD  21
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offered through Rehmann Financial, a Registered Investment Advisor not affiliated with Royal Alliance Associates, Inc.

As we approach the end of the year, our thoughts often turn to 
giving — to our families, friends or the charities we support. 
It’s also a good time to review our financial and estate plans to 
ensure we can make these gifts comfortably and tax efficiently. 

As you review your plans, don’t overlook your life insurance 
policy, particularly if it’s held in an irrevocable life insurance 
trust (ILIT). Too often, people file their policies and trust 
documents away and forget about them. But it’s important to 
review your life insurance policy at least every three years to 
ensure it continues to meet your needs. What if your ILIT owns 
an underperforming universal life insurance policy that’s in 
danger of lapsing unless you pay higher premiums? What if 
you purchased insurance to fund estate taxes that are no longer 
relevant?

Many people take advantage of the annual gift tax exclusion 
(currently, $14,000 per recipient; $28,000 for gifts to married 
couples) to fund their ILITs. This allows them to make tax-
free gifts to the trust to cover the premium payments. But if 
they no longer need the insurance policy, or if more efficient 
investments are available to accomplish their goals, they may be 
better off using the exclusion for direct gifts to their loved ones.

View insurance as an asset
To properly evaluate life insurance, it’s important to view it as 
an asset rather than merely an expense. Does the return on your 
investment (ROI) justify the continued expense? If your original 
purpose was to cover an estate tax liability that no longer exists, 
perhaps not. On the other hand, if you purchased life insurance 
to provide a specific dollar amount to your children or other 
beneficiaries, fund a buy-sell agreement or create wealth for 
charitable giving, it may continue to be a good investment.

Even if you need a policy’s “death benefit” — the amount 
paid to the beneficiary upon the death of the insured person 
— to accomplish your goals, you should determine whether 
continued premium payments are necessary to preserve the 
death benefit. If not, your premium dollars may be better spent 
on more efficient investments. Consult with your advisors to 
determine whether the policy’s cash value can support the 
death benefit and, if so, for how long. There may also be a 
“reduced paid-up” option. In other words, you accept a reduced 
guaranteed benefit and give up the cash savings in exchange for 
the right to stop paying premiums.

Review your options
If you no longer need a life insurance policy held in an ILIT, you 
have several options. However, keep in mind that because the trust is 
irrevocable, surrendering the policy and taking back its cash value isn’t 
one of them. Here are a few possibilities:

• Stop paying the premiums and have the trustee use the policy’s 
cash value to make distributions to your spouse, children or 
other beneficiaries.

• Elect the reduced paid-up option and use your premium funds 
to make gifts or for other purposes. Make sure the reduced death 
benefit is guaranteed and not tied to a certain level of market 
returns.

• Do a Section 1035 tax-free exchange to trade the policy for an 
updated one that offers lower premiums, more attractive benefits 
or both (assuming you’re insurable). For example, you might 
exchange a policy whose death benefit depends on market 
returns for one that offers a guaranteed benefit regardless of 
market returns. Or you might upgrade to a policy that includes 
long-term care coverage.

• Do a Section 1035 exchange for a deferred annuity that provides 
your beneficiaries with a guaranteed income stream for life.

Other options to consider include selling the policy to a third party in 
a “life settlement,” removing the policy from the trust by exchanging 
it for an asset of comparable value (if the trust allows) or donating the 
policy to charity.

Look at the big picture
If you feel you no longer need a life insurance policy, be sure to consult 
your wealth management and insurance advisors before taking any 
action. They can help you evaluate the policy in the context of your 
overall financial and estate plan, identify alternative investment 
options and review the terms of your ILIT to determine which actions 
are permissible.
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The Fourth Industrial Revolution 
Klaus Schwab

Schwab believes we are at the tipping point of the convergence of the 
physical, digital and biological trends fueling our next economic wave. 
He examines trends and their impact on the economy, businesses, 
government, society and the individual. This book captures the drivers 
behind the changes and offers a preview of where we are headed.

Platform Revolution: How Networked Markets 
are Transforming the Economy and How to 
Make Them Work for You
Geoffrey G. Parker, Marshall W. Van Alstyne  
and Sangeet Paul Choudary

The platform business model has catapulted Amazon, Google and 
Facebook to record heights and revitalized Apple and Microsoft. 
Companies across industries are harnessing the platform and 
leveraging the network effect to transform their businesses 
and dominate their markets. This book provides a roadmap to 
understanding the platform business model and using it to spur your 
own success. 

The Inevitable: Understanding the 12 
Technological Forces That Will Shape Our Future 
Kevin Kelly

Do not let the title of this book fool you: It is not about technology, but 
rather how we interact with the technological forces that are changing 
the world. Kelly has developed 12 themes that are intermingled, yet 
independently influential on our progress. Each one is a window into 
what shapes our daily experiences. If you are looking to broaden your 
perspective and glimpse into the future, this one is for you.

Blockchain Revolution: How the Technology 
Behind Bitcoin is Changing Money, Business, 
and the World 
Don Tapscott and Alex Tapscott

There is a lot of hype around the blockchain and how it is going 
to revolutionize our world. Tapscott and Tapscott explore its basic 
functionality, as well as how it can be leveraged to drive commerce 
going forward. We cannot predict the outcome; however, if the 
pundits are correct, the blockchain could be the foundation to a new 
business paradigm. It is time to get acquainted with this data structure 
and this book is a good place to get started.

We are living in a dynamic time: As the pace of innovation 
gains momentum, every aspect of our lives is changing on 
a daily basis. Let’s explore four books that provide insights 
into the growth of the Information Age, as well as concepts 
that will influence our future. As always, good reading!

Carpp’s  
Book Corner

Jim Carpp, CISA/CIRM, CRISC
Director of Rehmann Consulting 
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rehmann.com/bwd-cyber

Cyber threats  
are constant
… and so are our attempts  
to thwart them.
In 60 percent of cases, attackers are able to compromise an 
organization within minutes. Rely on Rehmann’s cyber security 
consultants to help fend off digital assaults that disrupt your 
business and hurt your bottom line.

Visit rehmann.com/bwd-cyber to watch our exclusive video series 
on ways to bolster your cyber defense. 

SOURCE: Verizon 2015 Data Breach Investigations Report
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Rehmann has been 
named a 2016 Best  
of Accounting™ winner.
Fewer than one percent of all accounting firms in the United 
States and Canada earned the 2016 Best of Accounting Award for 
providing remarkable service quality to their clients. We are proud 
to be among them and humbled by our clients’ kind feedback. 

Best of Accounting™ recognizes accounting firms that have proven high 
service quality marks based completely on the ratings given to them by 
their clients. The award program provides statistically valid and objective 
service quality benchmarks for the accounting industry, revealing which 
firms deliver the highest quality of service to their clients.




