
Guidance on FASB’s Upcoming Changes to Financial Reporting 
 Impacting Not-for-Profit Entities and Health Care Entities 

September 22, 2016 

 

Presented by: 

Candice Meth 

William Epstein 



• We are pleased to welcome you to today’s webcast. In order to 
qualify for your CPE Certificate, you will need to: 

– Remain logged on for at least 50 minutes  

– Respond to ALL 3 polling questions 

– We would appreciate if you would complete the evaluation survey 
following the event. A link to the survey will be emailed to you 
automatically within the hour following the webinar.  

• You may submit questions and we will try to address them 
during the program. However, if time does not permit us to 
answer a question posed during the webcast, it will be 
answered offline after the event. 

Webinar Introduction 
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• For those who meet the criteria, a CPE certificate will be deposited into your 
Checkpoint Learning account. Our activity history and CPE certificates are 
now managed using Checkpoint Learning. In order to receive your CPE 
certificate for this program, you must register for a Checkpoint Learning 
account through our Executive College before the webinar begins.  

• To apply for a complimentary account visit the Executive College page at 
www.eisneramper.com. CPE certificates will be distributed into your 
Checkpoint Learning account 10-14 business days AFTER the webinar. 

• Disclaimer: There is a possibility we will be unable to offer CPE certificates to 
people who log in to the webinar using: 

◦ Google Chrome 

◦ GoToWebinar Instant Join 

◦ iPads or mobile devices 
These login methods may prevent you from being registered on the final attendee report.  To ensure that you 
show up on the final attendee report, please log in using a different method than the ones listed above. 

CPE Certificate Information  
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http://www.eisneramper.com/


Speakers 
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Today’s Agenda 

Goals of the Project and Why the Financial 

Accounting Standards Board (“FASB”) Believed 

Changes were Needed 
 

Key Components of the Accounting Standards 

Update (“ASU”) 
 

 

Example Formats for the Primary Statements, 

Functional Expenses, and Note Disclosures Using the 

New Guidance 
 

 

Implementation Timeline 
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Goals of the FASB/Reasons for Change 

Goals: 

Revisit net asset classifications/terminology 

Improve liquidity portrayal 

More clearly communicate NFP performance 

Enhance relevance and clarity of NFP-specific disclosures 

Provide framework for community & analysis on operations/financial 
health.  
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Net Asset 
Classification  Liquidity 

Financial 
Performance: 

Operating 
Measure/ 
Activities 

Stmt. Format 

Reporting of 
Expenses  

Financial 
Performance: 

Cash Flow 
Statement  

NFP Note 
Disclosures 

Key Areas Discussed in the ASU 
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NOTE: In the original exposure draft the FASB outlined 8 major areas but two 
of the areas (the “placed in service approach” for gifts related to construction 
of a long-lived asset, and reporting net income net of investment expenses) 
are covered in the six areas outlined above. 



Financial Statements of Not-for-Profit Entities Project 

Status: After Exposure Draft Issued in April 2015, Divided Into 2 Phases 

Phase I –  Of the eight topics, those topics where there was 
consensus from stakeholders and FASB Board members were 
included as part of the ASU issued in August. 

Phase II – Complex areas where there seemed to be less 
agreement are delayed as a future project (date to be 
determined).  These areas include: operating measures (whether 
to require intermediate measures), realignment of certain items 
within the statement of cash flows (related to adoption of 
operating measure), and option of segment reporting.   
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Key Phase 1 Decisions (Amendments to Current GAAP) 

• Changes to classification scheme and improving disclosures for 
net asset classes (“with donor restrictions” vs. “without donor 
restrictions”) 

• Enhancing disclosures about underwater endowments 

• New disclosures about the liquidity and availability of financial 
resources 

• Reporting of investment return net of investment expenses 

• Presenting expenses by nature and function and description of 
expense allocation methodology 

• Allowing free choice between direct method and indirect 
method in presenting operating cash flows (no change to 
existing GAAP) 
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Topics of Phase 2 of Financial Statements Project 

• Requirement and definition of an 
intermediate measure of operations for all 
NFPs 

• Realignment of certain line items on 
Statement of Cash Flows 

• Exploring option of segment reporting 
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Which best describes your role? 

A. Finance staff of a not-for-profit 

B. Board member of a not-for-profit 

C. Public accountant serving the not-for-profit sector 

D. Chief Executive Officer of a not-for-profit 

E. Other 

Polling Question #1  

11 



Overview 
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Net Asset Classification 

 

 

 

 

 

 

 

 

Current GAAP           New GAAP 
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Three categories of net 
assets: 

Unrestricted 

Temporarily restricted 

Permanently restricted 

Two categories of net assets: 

Without donor restrictions 

With donor restrictions 



Net Asset Classification: Definitions 
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These terms are gone: 
 

Temporarily restricted 

Permanently restricted 

 
  

New Definitions: 
Net Assets With Donor 
Restrictions : The part of net 
assets of a not-for-profit entity 
that is subject to donor-imposed 
restrictions (the term “donors” 
includes other types of 
contributors, including makers of 
certain grants). 
 
Net Assets Without Donor 
Restrictions: The part of net 
assets of a not-for-profit entity 
that is not subject to donor-
imposed restrictions (the term 
“donors” includes other types of 
contributors, including makers of 
certain grants). 



Sample Statements   
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The following slides are solely for the 

purpose of illustrating how the new 

statements may look. 

 

Other layouts are possible! 

 
  



Statement of Financial Position Format 

16 
Source: ASU 2016-14 



Statement of Activities Format 
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Source: ASU 2016-14 



Net Asset Classification (cont.) 

• In addition to new presentation format, financials 
must now: 

• Include disclosures for both without and with donor 
restrictions: 

• amount and purpose of board designations (new) 

• nature and amount of donor restrictions (this is not 
new – always did this for temporarily and 
permanently restricted, now disclosures just have 
different headings) 
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Net Asset Classification (cont.) 

Example disclosure for net assets without donor restrictions: 

– amount and purpose of board designations 
 

Sample Disclosure Under New Guidance:  

Note C: The Organization’s governing board has designated 

from net assets without donor restrictions of $92,600, net assets 

for the following purposes as of June 30, 2019: 

 Board-designated endowment   $ 31,000 

 Capital projects reserve                  6,000  

                   $ 37,000 
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Do you believe the new financial statement 
reporting model will make not-for-profit financial 
statements more informative? 

A. Yes 

B. No 

C. Unsure 

 

Polling Question #2  
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Underwater Endowments 

FASB now provided an official 
definition of underwater endowment: 
A donor-restricted endowment fund for which the fair value of 
the fund at the reporting date is less than either the original gift 
amount or the amount required to be maintained by the donor 
or by law that extends donor restrictions. 
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Underwater Endowments (continued) 

Underwater endowments: 

• will now be reflected in net assets with 
donor restrictions 

– moves from former category of 
“unrestricted net assets” within the 
endowment note disclosure 

• new disclosures about underwater 
endowments required 
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Underwater Endowments (continued) 

Sample Disclosure Under New Guidance: 

For each period for which a statement of financial position is 
presented, a NFP shall disclose each of the following, in the 
aggregate, for all underwater endowment funds: 

A. The fair value of the underwater endowment funds 

B. The original endowment gift amount or level required to be 
maintained by donor stipulations or by law that extends 
donor restrictions 

C. The amount of the deficiencies of the underwater 
endowment funds (A less B) 
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Underwater Endowments (continued) 

Sample Disclosure Under New Guidance: 

Additionally, as part of an Organization’s required endowment 
disclosures it must include: 

• A description of the governing board’s interpretation of the 
law or laws that underlie the NFP’s net asset classification of 
donor-restricted endowment funds, including its 
interpretation of the ability to spend from underwater 
endowment funds. 

• A description of the NFP’s policy or policies for the 
appropriation of endowment assets for expenditure (its 
endowment spending policy or policies), including its policy, 
and any actions taken during the period, concerning 
appropriation from underwater endowment funds. 
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Gifts for Capital Purposes 

Gifts for Capital Purposes 

“Placed-in-Service” Approach 
 

Without donor restrictions: 
• Recorded within operations when received 

With donor restrictions: 
• Recorded as revenues with donor restrictions 

• Release donor restrictions when placed into service  

• No longer release over depreciable life 
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Cash Flow Statement 
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Current GAAP 

• Direct or 
indirect 
method 
acceptable 

New GAAP 

• Choice of 
whether to 
use direct or 
indirect 
method – no 
change! 



Reporting of Expenses 
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Current 
GAAP 

• Schedule of functional expenses 
mandatory for health and welfare 
organizations and recommended, 
but not required, for other NFPs 

New GAAP 

• Expenses reported by nature and 
function either in statement of 
activities, schedule of functional 
expenses or in notes for ALL NFPs 



Reporting of Investment Expenses 
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show investment 
return revenue 

net of identifiable, 
direct external 

investment 
expenses 

**disclosure of 
investment 

expense is not 
required 

New GAAP 

investment return 
revenue shown 

net of investment 
expenses 

 

Or 

 

investment 
expenses shown 

in expenses 

Current GAAP 
(diversity in practice) 



Reporting of Expenses (cont.) 
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Not-for-profits must now disclose the relationship between 
functional and natural classification for all expenses. This shall be 
presented in an analysis that disaggregates functional expense 
classifications by their natural expense classifications. 
Investment expenses that are netted against investment return 
shall not be included.  
 
A qualitative description of the methods used to allocate costs 
among program and support functions must also now be included 
in the notes to the financial statements. 



Reporting of Expenses (cont.) 
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Sample Disclosure: Expense by nature and function  one place in the F/S  
(statement of activities, separate statement, or schedule in notes) 

 

 

 



Reporting of Expenses (cont.) 
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Sample Disclosure: Description of allocation methodology 
                                 **Example provided by FASB** 
 
 Note X: Methods Used for Allocation of Expenses from 
 Management and General Activities  

 The financial statements report certain categories of expenses 
 that are attributable to one or more program or supporting 
 functions of the Organization. Those expenses include 
 depreciation and amortization, the president’s office, 
 communications department, and information technology 
 department. Depreciation is allocated based on square footage, 
 the president’s office is allocated based on estimates of time and 
 effort, certain costs of the communications department are 
 allocated based on estimates of time and effort, and the 
 information technology department is allocated  based on 
 estimates of time and costs of specific technology utilized. 



Liquidity 
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Current GAAP                            
no requirement to disclose 
information about liquidity, 
although statement of financial 
position must be presented in 
order of liquidity 

New GAAP  
disclosure of quantitative 
and qualitative information 
about liquidity – still NO 
requirement to present 
classified statement of 
financial position  



Quantitative:  

– The total amount of financial assets 

– Amounts that are not available to meet 
cash needs  

– Total amount of financial liabilities that 
are due 

Qualitative:  

– How the organization manages its liquidity  

 

Liquidity (cont.) 
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Note G: 

The following reflects the Organization’s financial assets as of 
the statement of financial position date, reduced by amounts 
not available for general use because of contractual or donor-
imposed restrictions within one year of the statement of 
financial position date. Amounts not available include 
amounts set aside for long-term investing in the quasi-
endowment that could be drawn upon if the governing board 
approves that action. However, amounts already 
appropriated from either the donor-restricted endowment or 
quasi-endowment for general expenditure within one year of 
the balance sheet date have not been subtracted as 
unavailable. 

Example of Liquidity Disclosures Provided by FASB 
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Example of Liquidity Disclosures Provided by FASB 
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Example provided by FASB 



Implementation 
Timeline

 



Effective Date / Timeline 
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ASU Released 
August 18, 2016 

9/16 – 12/17 

 Hold discussions with 
Board, management, 
donors, etc. about the 
forthcoming changes, 
prepare accounting 
systems to provide 

necessary information for 
both functional expense and 

liquidity disclosures 

Calendar Year-ends 

must begin reporting 

using new ASU 

(effective for 12/31/18)  

January 1, 2018 

July 1, 2018 

June fiscal-year 
ends must begin 
reporting using 
the new ASU 
(effective for 

June 30, 2019) 

Reports 
applying the 

ASU are issued  
 

2019 

***Early adoption is permitted, this timeline is for those 
organizations who choose NOT to early adopt. 



Staying Current 

Best ways to stay current: 
 

 Sign up for FASB’s electronic Action Alert 

 FASB on Twitter 

 www.fasb.org 

 Pages on FASB website for NFPs 

 Project summaries 

 FASB in Focus executive summaries 

 Podcasts 

Webcasts 
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http://www.fasb.org/


Polling Question #3  

Which section of the new guidance do you like 
the least? 

A. Presenting expenses by both nature and class  

B. Liquidity disclosures 

C. Collapsing temporarily restricted and 
permanently restricted into one category called 
“with donor restrictions” 

D. Additional underwater endowment disclosures 
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Takeaways 
 

• The ASU impacts many different areas of the financial statements and 
note disclosures - management, the Board, donors, etc. all need to be 
educated on these changes 

• Although implementation is not required until calendar year 2018 
(fiscal-year 2019), early adoption is permitted 

• In order to adopt the changes, organizations will need to look at 
whether their accounting systems are providing the information in a 
usable format specifically with respect to the functional expense 
disclosures and liquidity disclosures 

• Although the net asset categories of permanently restricted and 
temporarily restricted no longer exist, the required record keeping 
with respect to endowment funds and purposes/time restricted 
donations remains the same -  the note disclosures for those funds 
are still required! 
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Questions? 



Thank You! 
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This publication is intended to provide general information to our clients and friends, It does not 

constitute accounting, tax, or legal advice; nor is it intended to convey a thorough treatment of the 

subject matter. 

 


