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Effective Dates



Effective Dates

Effective for financial 
statements for fiscal years 

beginning after December 
15, 2017

* Early adoption is permitted



Key Objectives of
ASU 2016-14



Key Objectives of ASU 2016-14

• Update, not overhaul, the current model

• Improve net asset classification presentation

• Improve information in financial statements and notes 
about: financial performance, cash flows, and liquidity

• Better enable NFPs to “tell their financial story”



Net Assets



• Available for current operations

• Board Designated Net Assets

• Invested in Property and 
Equipment

Unrestricted

• With donor restrictions that 
expire once a purpose is 
accomplished or with the 
passage of time

Temporarily 
Restricted

• Donor restrictions that do not 
expire

• Funds to be held in perpetuity

• Endowment Funds

Permanently 
Restricted

Previous Guidance
Net Assets



• Unrestricted

Without
Donor 

Restrictions

• Temporarily Restricted

• Permanently Restricted
With Donor 
Restrictions

New Guidance
Net Assets



After December 17, 2017
Net Assets



Disclosure After December 15, 2017
Net Assets



Disclosure After December 15, 2017
Net Assets



Board designations, appropriations, and
other related self-imposed limits.

Those disclosures would include:
– a description of the purpose,

– amounts,

– types of transfers

– qualitative information, and

– quantitative information

Without Donor Restrictions
Net Assets



– Placed in service 
approach

Implied Time Restrictions on Capital Contributions
Net Assets

New Guidance Previous Guidance

– Release as dollars are spent

– Placed in service approach

– Imply a time restriction,
release ratably over useful
life of asset



Include required disclosures:
– Interpretation of the NFP’s ability to spend from the 

underwater endowment funds

– NFP’s policy and any actions taken during the period, 
concerning appropriation from underwater endowment 
funds, 

– the aggregate 

• fair value of such funds, 

• original gift amounts 

• amount by which funds are deficient

Underwater Endowment Funds
Net Assets



Example Disclosure:
From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or the Uniform Prudent
Management of Institutional Funds Act (UPMIFA) requires the Organization to retain as
a fund of perpetual duration. Deficiencies of this nature exist in 3 donor-restricted
endowment funds, which together have an original gift value of $3,500, a current fair
value of $3,300, and a deficiency of $200 as of June 30, 2017. These deficiencies
resulted from unfavorable market fluctuations that occurred shortly after the
investment of new contributions for donor-restricted endowment funds and continued
appropriation for certain programs that was deemed prudent by the Board of Trustees.
The Organizations has a policy that permits spending from underwater endowment
funds depending on the degree to which the fund is underwater, unless otherwise
precluded by donor intent or relevant laws and regulations. The governing board
appropriated for expenditure $75,000 from underwater endowment funds during the
year, which represents 3 percent of the 12-quarter moving average, not the 5 percent
it generally draws from its endowment.

Underwater Endowment Funds
Net Assets



Investment Return



• Investment income 
and investment 
expenses separately

• Investment income
net of expenses (note
disclosure required)

Investment Return

• Investment return 
net of expenses 

New Guidance Previous Guidance



Investment Expenses
• Report external and direct internal investment expenses

as a component of net investment return
• Exclude those expenses from the presentation of

expenses by nature and function
• Establish procedures to accumulate the investment

expenses to be netted against investment return

Investment Return



Functional Expenses



Functional Expenses

• All NFPs must present an analysis of expenses by
function and nature in one location. Presentation options
include:
• Separate statement of functional expenses
• Present a table in the notes to the financial

statements
• Incorporate into the statement of activities

• Include a description of the method(s) used to allocate
costs among program and support function.

• Comparative presentation is not required.



Separate Statement - Comparative
Functional Expenses



Example Disclosure:
The expenses that are allocated include
depreciation, interest, and office and occupancy,
which are allocated on a square-footage basis, as
well as salaries and benefits, which are allocated on
the basis of estimates of time and effort.

Functional Expenses



Statement of Cash Flow



• Direct Method with
indirect reconciliation
of operating activities

• Indirect Method

Statement of Cash Flow

New Guidance Previous Guidance

• Direct Method
• Indirect Method

Other proposed changes were
deferred to Phase 2



Statement of Cash Flow

DIRECT METHOD INDIRECT METHOD



Liquidity



Information on how an NFP manages its liquid
available resources and its liquidity risk (note
disclosures)

Information that communicate the availability of
an NFP’s financial assets to meet cash needs for
general expenditures within one year (on the face
and/or in the notes)

NFPs are required to provide

Qualitative

# Quantitative

Liquidity



• Comparative presentation not required

• Identify all financial assets and any limitations on 
availability for expenditure in the next 12 months

• Determine the format to present the required quantitative 
disclosure of liquidity information

– Display gross amounts of financial assets, then 
adjustments to arrive at available for expenditure 
amounts, or

– Display only the net amounts available for expenditure

Implementation

Liquidity



• Presentation of a classified statement of financial 
position (SOFP) to enhance or simplify the quantitative 
disclosure requirements (considering other effects 
elsewhere in the FS and notes)

• Develop a formal policy for managing the 
organization’s liquidity needs

– Will be articulated in the qualitative portion of the 
note disclosure

Considerations

Liquidity



LIQUIDITY

Draft the note disclosure describing: 

How the entity manages its liquid assets and 
liquidity needs, including conditions under which 
certain board-designated net assets may be 
undesignated

Access to the lines of credit or other financing 
sources

Other information useful in understanding the 
entity’s liquidity

Liquidity



Example 1



Example 1



In addition, KLRF invests cash in excess of daily requirements in
short-term investments. Occasionally, the board designates a
portion of any operating surplus to its liquidity reserve, which
was $1,300 as of June 30, 20X1. There is a fund established by
the governing board that may be drawn upon in the event of
financial distress or an immediate liquidity need resulting from
events outside the typical life cycle of converting financial
assets to cash or settling financial liabilities. In the event of an
unanticipated liquidity need, KLRF could also draw upon
$10,000 of available lines of credit (as further discussed in Note
XX) or its quasi-endowment fund.

Example 1



The Association strives to maintain liquid
financial assets sufficient to cover

Financial assets in excess of daily cash
requirements are invested in certificates
of deposit, money market funds and
other short-term investments.

90

Example 2

days of general expenditures. 



The following table reflects the Association’s financial
assets as of December 31, 2017, reduced by amounts that
are not available to meet general expenditures within one
year of the statement financial position date because of
contractual restrictions or internal board designations.
Amounts not available include certain alternative
investments with redemption limitations as more fully
described in note XX and a board-designated special
projects fund that is intended to fund special board
initiatives not considered in the annual operating budget.
In the event the need arises to utilize the board-
designated funds for liquidity purposes, the reserves could
be drawn upon through board resolution.

Example 2



Cash and cash equivalents $   2,740,000

Investments 11,100,000

Accounts receivable 325,000

Total financial assets 14,165,000

Less amounts not available to be used within one year:

Investments in non-liquid securities (1,250,000)

Cash collateral related to letter of credit (275,000)

Board-designated special projects fund (1,000,000)

Financial assets available to meet general

expenditures within one year $ 11,640,000

Example 2



Example 3

Note #4 Liquidity and Reserves

Total financial assets $    4,454,636 

Donor-imposed restrictions:

Funds subject to time restrictions $     (191,567)

Endowments $     (115,500)

Net financial assets after donor-imposed restrictions $    4,147,569 

Less:

Board-designated funds $     (359,114)

Agency allocations payable $  (4,034,689)

Financial deficiency $     (246,234)



The Organization receives significant contributions each year
from donors, which are available to meet annual cash needs
for general expenditures. Allocations to agencies are paid
monthly over a 12-month period. During that same 12-month
period, additional contributions are received from donors.
The Organization has a policy to designate all net assets
without donor restrictions, which results in a shortfall of
financial assets to meet cash needs as shown above. All
board-designated funds can be made available to meet
operating needs if necessary. During the year ended June 30,
20X1, the organization was able to meet its cash needs
utilizing designated reserves.

Example 3
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