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Upcoming Educational Events

January 17, 2018 – Webinar – The Impact of the Tax Cuts and Jobs 
Act on Not-for- Profit Organizations

January – April – 4 Part Higher Education Webinar Series – Topics 
include sustainability, leadership, assessment of investments and 
tax reform

January 23, 2018 – Live Event – Cybersecurity (Villa Milano)

February 15, 2018 – Lease Accounting Webinar with the Columbus 
Chamber

Spring 2018 (specific date TBD) – Employee Benefit Plan 
Educational Event
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NFP Financial Reporting Model 

• This Accounting Standards Update (ASU) will be applicable for:

o December 31 year-ends – 2018

o June 30 year-ends – 2019

• The amendments should be applied retrospectively to all periods presented with
the option to omit the following for comparative statements:
o Analysis of expenses by both natural classification and functional

classification.
o Disclosures about liquidity and availability of resources.

• Disclose the nature of any reclassifications or restatements and their effect, if 
any, on changes in the net asset classes for each year presented. 
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Better enable NFPs 
to “tell their 

financial story”

Improve information 
in financial 

statements and 
notes about: 
financial 

performance, cash 
flows, and liquidity

Improve net asset 
classification 

scheme

Update, not 
overhaul, the 
current model
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NFP Financial Reporting Model (Cont.)



Overview of Significant Impacts

Net Asset 
Classification

Liquidity and 
Availability of 
Resources

Expense 
Presentation

Investment 
Return

Statement of 
Cash Flows
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Net Asset Classification



Net Asset Classification

• Objectives:
– Better information for users to understand what portion of the net assets 

can be used in operations

• Key changes:
– Three classes moves to two classes – “With donor restrictions” and 

“Without donor restrictions”
– Designations are now required to be more prominently disclosed – either on 

the face or in the accompanying notes
– Underwater endowments will now be reported as a component of “with 

donor restrictions” category

7



Net Assets
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Not‐for‐Profit Section

Unrestricted Temp. 
Restricted

Perm. 
Restricted

Without 
Donor 

Restrictions*
With Donor Restrictions*

Amount, 
purpose, and 
type of board 
designations**

Nature and amount of donor 
restrictions

Current 
GAAP

Revised GAAP

+

Disclosures

* NFPs may choose to disaggregate further
** New disclosure requirement 



Existing Presentation– Statement of Financial Position
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New Presentation – Statement of Financial Position

Minimum presentation required:
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New Presentation – Statement of Financial Position
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Alternative disaggregation allowed



Existing Presentation– Statement of Activities
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New Presentation – Statement of Activities
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New Presentation – Statement of Activities

• Statement of Activities Excerpt:
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Existing Presentation– Footnotes
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Existing Presentation– Footnotes
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New Presentation – Footnotes
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New Presentation – Footnotes (Cont.)
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Reclassification Illustration – University of Chicago
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20

Designations of Net Assets



New Presentation – Statement of Financial Position
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New Presentation – Footnotes

• Alternatively, entities can elect to present in the 
footnotes information regarding designations.
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Endowment Funds
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Underwater Endowments

• New Standard
– Requires any underwater amounts to be included in net assets with 

donor restrictions. 
• Organizations will recognize an accounting change

– Requires disclosure of market value of underwater assets
– Continued emphasis on disclosures on the ability to spend from 

underwater funds and any current appropriations from underwater 
funds
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Existing Presentation– Footnotes
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Existing Presentation– Footnotes (Cont.)

Funds with Deficiencies - From time-to-time, the fair value of assets
associated with individual donor-restricted endowment funds may fall
below the level that the donor has required the Organization to retain as a
fund of perpetual duration. Deficiencies of this nature reported in
temporarily restricted net assets are approximately $200,000 at June 30,
201X. There were no such deficiencies as of June 30, 201Y. These
deficiencies resulted from unfavorable market fluctuations that occurred
shortly after the investment of permanently restricted contributions, along
with continued discretionary appropriations for certain programs that were
deemed prudent by the Board.
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New Presentation – Footnotes
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New Presentation – Footnotes (Cont.)

From time-to-time, the fair value of assets associated with individual donor-
restricted endowment funds may fall below the level that the donor
requires the entity to retain as a fund of perpetual duration. Deficiencies of
this nature exist in several donor-restricted endowment funds, which
together have an original gift value of $3,500,000, a current fair value of
$3,300,000, and a deficiency of $200,000 as of June 30, 201X. These
deficiencies resulted from unfavorable market fluctuations that occurred
shortly after the investment of new permanently restricted contributions for
donor-restricted endowment funds and continued appropriation for certain
programs that was deemed prudent by the Board of Trustees. There were
no such deficiencies as of June 30, 201Y.
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New Presentation – Footnotes (Cont.)

Spending from Underwater Funds:

Included within investment return, net is $125,000 of 201X net
depreciation that occurred in recent donor-restricted endowment funds,
causing the fair value of those funds to be less than the original gift
amount. In addition, so as not to suspend certain programs, the entity’s
Board deemed it prudent to continue to appropriate $75,000 to those
programs.
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Liquidity and Availability of Resources



Liquidity and Availability of Resources

• Objective:
– Provide all users with a better understanding of liquidity and financial 

flexibility

• Key Changes:
– Qualitative information (in the notes) about how the NFP 

manages its liquid resources
– Quantitative information (in the notes or in the statement of 

financial position):
• Availability to meet cash needs for general expenditures within one 

year of the statement of financial position date
• Availability could be impacted by: 

• Nature
• External limits (laws, donors, contracts)
• Internal limits (board designations)
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Liquidity and Availability of Resources (Cont.)

The Organization has approximately $10.08M of
financial assets available within one year of the
statement of financial position date to meet cash
needs for general expenditures consisting of $1.2M in
cash, contributions receivable of $3M, $5.8M in
investments, and accounts and interest receivable of
$80k. All of the investments are subject to donor
restrictions making them unavailable for general
expenditure. As described in Note X, the donor‐
restricted endowment has a spending rate of 5%.
Approximately $5.8M of appropriations from the
endowment will be available within the next 12
months. $15M of the $18M in contributions
receivable are subject to implied time and other
donor restrictions and are not expected to be
collected within one year or are restricted for specific
purposes.

Presentation A, Footnote Disclosure:Presentation A, Statement of Financial Position:
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Liquidity and Availability of Resources (Cont.)

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 regulation within one year of the statement of financial position date.
However, amounts already appropriated from the donor-restricted endowment for general
expenditure within one year of the statement of financial position date have not been
subtracted as unavailable.

Presentation B: Footnote Disclosure
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Liquidity and Availability of Resources (Cont.)

Additional footnote disclosure for both Presentation A and B

The Organization is substantially supported by restricted
contributions. Because a donor’s restriction requires resources to
be used in a particular manner or in a future period, the
Organization must maintain sufficient resources to meet those
responsibilities to its donors. Thus financial assets may not be
available for general expenditure within one year. As part of the
Organization’s liquidity management, it has a policy to structure its
financial assets to be available as its general expenditures,
liabilities and other obligations become due. The Organization
invests cash in excess of daily requirements in short-term
investments. In addition, the Organization has an $8 million line of
credit, of which, it could draw an additional $200k in the event of an
unanticipated liquidity need.
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Expense Presentation



Expense Presentation

• Objective:
– To permit users to understand the types of expenses, allocation of 

resources and cost of services provided

• Key Changes:
– Schedule of both functional and natural expenses in one 

location
• Functional Expense Classification – Allocation of costs according to the 

purpose incurred (Program, Supporting: Management and General and 
Fundraising)

• Natural Expense Classification – Grouping of what costs are incurred 
(Salaries and Wages, Supplies, Rent, Interest, Depreciation, etc.)

– Must include all types of expenses (except investment related)
– Requires disclosures on methodology used to allocate expenses
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Reporting of Expenses

Prior Presentation Example:

As a footnote or within the Statement of Activities:
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Reporting of Expenses (Cont.)

• No one required format but must be in ONE
location

• Potential presentation options
– Statement of Activities (Presentation A)
– Separate Statement (Presentation B)
– Notes to financial statements (Presentation C)
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Reporting of Expenses (Cont.)

Presentation A, 
Statement of 
Activities, excerpt
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Reporting of Expenses (Cont.)

Presentation B, Separate Statement
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Reporting of Expenses (Cont.)

Presentation C – Same as Example B; however, the schedule would be included in 
the footnotes.

Example Disclosure:
Expenses are summarized and categorized based upon their functional
classification as either program or supporting services. Specific expenses that are
readily identifiable to a single program or activity are charged directly to that
function. Certain categories of expenses are attributable to more than one program
or supporting function. Therefore, these expenses require allocation on a
reasonable basis that is consistently applied. The expenses that are allocated
include depreciation and amortization, interest and insurance, which are allocated
on a square-footage basis, as well as salaries, wages and employee benefits, which
are allocated on the basis of estimates of time and effort.
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Other Key Standard Changes



Other Key Standard Changes

• Presentation of investment return

• Statement of Cash Flows

• Accounting for long-lived assets and releases from 
restriction
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Presentation of the Investment Return

• Investment returns are now to be reported net of 
all related external and direct internal expenses.

• Will improve comparability and minimizes the 
cost/difficulty of identifying embedded fees.

• Will require a comparative reclassification.
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Statement of Cash Flows

• No significant changes at this time. 

• The updated standard permits both the indirect 
and direct methods of presenting the statement of 
cash flows. 

• Organizations are no longer required to disclose a 
reconciliation to the indirect method if the direct 
method is used. 
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Operating Cash Flows – Which is Better?

46Not‐for‐Profit Section

Indirect Method                                Indirect Method                                

Direct Method



Accounting for Releases from Restriction

• Requires the placed-in-service approach for 
reporting the expiration of restrictions unless there 
is an ongoing donor stipulation or restriction.

• No longer permitted to use the method of releasing 
items from restriction over the estimated useful life 
of the asset(s). 

• Organizations will be required to restate to release 
those remaining net assets at adoption. 
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Transition Preparation



Implementation Considerations

• Review of key significant agreements that may 
impact the organization’s liquidity or flexibility to 
spend its resources
– Bond/loan agreements (including covenants)
– Contractual reserve requirements
– Donor agreements
– Contracts with state or federal agencies

• Revisit board-designated/internal endowment 
spending policy(ies)
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Implementation Considerations (Cont.)

• Review expense allocation methodologies 
– Review current policies and methodologies (compare to 

mission)
– Examine the impact of any new programmatic or mission 

changes

• Identify any changes needed to existing systems or 
processes to capture the additional information 
now required.
– Capabilities of general ledger versus Excel schedules or 

other tracking mechanisms
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Implementation Considerations (cont.)

• Evaluate possible presentation options and 
disclosures and prepare pro-forma financial 
statements and footnotes under the new guidance 
and share them with key stakeholders
– Bankers/lenders
– Board members
– Key funders/donors
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Implementation Considerations (cont.)

• Be prepared to discuss topics, including:
– Identification of all financial assets 
– Preferred format of disclosures
– Liquidity and how cash is managed
– Availability of resources to utilize in operations and 

available to management
– The impact of any accounting changes required 

• Initial-year investment likely involves more time 
than cost
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Questions?
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Revenue Recognition Update –
Contributions Received and Contributions Made



Revenue Recognition – Contributions Received and 
Contributions Made

Exposure draft issued in August 2017 – comment period 
ended November 2017

– Assist entities in
1. Determining if transactions should be accounted for 

as contributions (nonreciprocal) or as exchange 
transactions (reciprocal)

2. Distinguishing between conditional and 
unconditional contributions
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Revenue Recognition – Contributions Received and 
Contributions Made

Main Provisions – when evaluating if the resource 
provider is receiving commensurate value  in return 
for its resources transferred, consider the following:

1. A resource provider is not synonymous with the general public. 

2. Execution of a resource providers’ mission or the positive 
sentiment from acting as a donor would not constitute 
commensurate value
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Revenue Recognition – Contributions 
Received and Contributions Made
Instances in which the resource provider is not receiving 
commensurate value for the resources provided, the entity 
must determine if the transfer of assets represents a payment 
from a third-party payer on behalf of an existing exchange 
transaction between the recipient and an identified customer.  

If so, then it should be accounted for under other guidance 
(i.e. ASC 606).  
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Revenue Recognition – Contributions 
Received and Contributions Made
Conditional versus unconditional;

1. Does agreement contain a barrier that must be overcome? 
And;

2. Does a right of return of assets transferred or a right of 
release of a promisor’s obligation to transfer resources 

If both of these items exist, the recipient is not entitled to the 
transferred assets until it has overcome barriers. 
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Revenue Recognition – Contributions 
Received and Contributions Made
Indicators of barriers:
1. Inclusion of measurable performance related barrier 

(achieve a certain level of service, identified number of 
units of service, specific outcome)

2. Stipulation beyond administrative tasks and trivial 
stipulations

3. The extent to which a stipulation limits discretion by 
recipient (limited discretion as to how transferred assets 
can be spent)

4. The extent to which the stipulation requires an additional 
action or actions that recipient would not have otherwise 
undertaken 
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Revenue Recognition – Contributions 
Received and Contributions Made
Amendments in this proposed update would be applied on a 
modified retrospective basis in the first set of financial 
statements following the effective date to agreements that are 
either 
1. Not completed as of the effective date
2. Entered into after the effective date

Effective dates for this amendment would be the same as the 
effective date of the amendments in ASU 2014-09 – annual 
periods beginning after 12/15/18
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