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As clients or friends of Mercadien, we appreciate our business relationship with you, and we strive 
to help keep you aware of accounting and financial reporting standards changes impacting your 
organization. Changes to your upcoming year-end financial statements will be required as a result 
of the FASB's ASU 2016-14, Presentation of Financial Statements of Not-for-Profit Entities.  

The document below describes each of the major changes of ASU 2016-14. For each of the five 
major changes, there is a description of main provisions, items for management's considerations, 
items for the board of trustees' considerations, definitions, as well as examples of how to implement 
the changes.  

ASU 2016-14's Major Changes:  

1. Net Asset Classification  

2. Liquidity & Availability 

3. Expense Reporting 

4. Investment Return 

5. Statement of Cash Flows  

Net Asset Classification 
Main Provisions  

 The new guidance requires NFPs to present, on the face of the statement of financial position, 
the amounts for each of two classes of net assets -- net assets with donor restrictions and 
net assets without donor restrictions -- as opposed to three net asset classes currently 
required.  

 The previous categories of temporarily and permanently restricted net assets are no longer 
presented but are combined into a single category. The previous category of unrestricted net 
assets will now be presented as net assets without donor restrictions.  

 To enhance readers' understanding of the donor restrictions, footnote disclosures will be 
required to include the timing and nature of the restrictions, as well as the composition of net 
assets with donor restrictions at the end of the period. The disclosures will continue to show 
an analysis by time, purpose and perpetual restrictions.  

 However, the guidance does retain current requirements to provide information about the 
nature and amounts of different types of donor-imposed restrictions and requires similar 
information about governing board designations.  

 The disclosures should highlight the importance of information about how those restrictions 
and designations affect the use of resources, including their liquidity.  
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 Endowments  

o Underwater endowments are classified; rather than reducing unrestricted net assets 
for amounts by which endowment funds are underwater, those amounts will be 
reported within net assets with donor restrictions.  

o Disclosure of the aggregate amount by which the funds are underwater, the original 
gift amount (or amount required to be maintained by the donor or law), and any 
governing board policy or decisions to spend, or not to spend, from such funds. 

o Expanded disclosures will be required to include the following information:  

 The original amount of the endowment; 

 The NFP's policy relating to spending from these funds; and  

 Whether that policy was followed.   

 Placed-in-service approach  

o Without specific donor restrictions stated otherwise, expiration of restrictions on gifts 
or cash or other asset to be used to acquire or construct a long-lived asset; NFPs are 
required to use the placed-in-service approach.   

o The option to imply a time restriction and release the restriction over an asset's useful 
life will no longer be permitted.  

Definitions  
 Net assets with donor restrictions - the part of net assets that is subject to donor-imposed 

restrictions.  

 Net assets without donor restrictions - the part of net assets that is not subject to donor-
imposed restrictions.  

 Underwater endowment funds - 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.  

 Board-designated net assets - net assets without donor restrictions subject to self-imposed 
limits by action of the governing board. Board-designated funds may be earmarked for future 
programs, investment, contingencies, purchase or construction of fixed assets, or other uses.  

 Donor-imposed restrictions: a donor stipulation that specifies a use for a contributed asset 
that is more specific than broad limits resulting from the following:  

o Nature of the NFP;  

o The environment in which it operates; and 

o The purposes specified in its articles of incorporation or bylaws or comparable 
documents for an unincorporated association.  
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Management Considerations  

 Are current classifications appropriate? Review current classifications and board 
designations.  

 For all board designations, are there policies in place or otherwise documented in minutes/ 
resolutions?  

 Does the NFP have underwater endowments? Identify underwater funds, assess impact of 
transfers, reaffirm spending policy. 

 What is the best presentation? Columnar vs. stacked, level of detail. Show more detail on the 
face of the statement or in the notes?   

 How will the NFP address new disclosures - Potential system changes or process changes, 
level of detail.  

 Do you have a policy for spending on underwater endowments if the donor instrument is 
silent?  

Board Discussions  

 Explain new net asset categories - Terminology changes, illustrations of changes, impact of 
changes.  

 Reaffirm prior board decisions - Board designation of net assets, endowment spending policy.  

 Discuss additional costs associated with changes - Additional audit fees, systems or process 
changes.  
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Examples 
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Statement of Financial Position and Net Assets Disclosure - United Way WorldWide  
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Liquidity & Availability  
Main Provisions  

 In order to provide more transparency, new requirements aimed at improving the ability of 
financial statement users to assess a NFP’s available financial resources and liquidity. 

 Disclosure of both quantitative and qualitative information about the availability of and how 
the NFP manages it liquid available resources to meet cash needs for general expenditures 
within one year of the statement of financial position date.  

o Qualitative information on how a NFP manages its liquid available resources and its 
liquidity risk (in the notes).  

o Quantitative information that communicates the availability of a NFP's financial 
assets at the balance sheet date to meet cash needs for general expenditures within 
one year (on the face and/or in the notes).  

 Availability of a financial asset may be affected by  

o Its nature;  

o External limits - imposed by donors, laws, and contracts with others; and 

o Internal limits - imposed by governing board decisions.  

 Additional information about liquidity shall be provided by any of the following:  

o Sequencing assets according to their nearness of conversion to cash and sequencing 
liabilities according to the nearness of their maturity and resulting use of cash.  

o Classifying assets and liabilities as current and noncurrent for statements of financial 
position.  

o Disclosing in notes to financial statements any additional relevant information about 
the liquidity or maturity of assets and liabilities, including restrictions on the use of 
particular assets.  

 Consider qualitative disclosures about the following:  

o NFP's responsibility to maintain resources to meet donor restrictions, which may 
make those resources unavailable for general expenditures. 

o NFP's goals for maintaining financial assets.  

o NFP's policies for investing excess cash.  

o NFP's policies for spending from board-designated (quasi) endowment funds.  

o Contractual agreements that make certain financial assets unavailable to fund 
general expenditures.  

o Lines of credit that would be drawn down if the NFP did not have any liquid, available 
financial assets.  



 

Mercadien Accounting Standards Update 2016-14 Implementation Guide                                    8 

Management Considerations 

 Consider the message you wish to convey.  

 Identify the best way to present your message - will it be two separate disclosures for liquidity 
and availability or combined.  

 Identify current procedures around board designations. 

 Review current policies.  

 Consider system and process changes.  

 What level of financial assets does your organization strive to maintain for daily 
requirements?  

 What is the policy for how cash in excess of daily requirements is handled?  

 What resources are available for unanticipated needs?  

Board Discussion  

 Explain the disclosure requirement. 

 Discuss best presentation for achieving transparency.  

 Review board designations. 

 Recommend any policy changes or additions. 

 Discuss anticipated costs of preparing disclosures.  
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Examples  

Liquidity Dislcosure - United Way  
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University of Chicago - Combined option  
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Combined - Dallas Theological Seminary  
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Expense Presentation  
Main Provisions  

 In order to make information about expenses more comparable and useful, the new guidance 
requires all NFPs (not just voluntary health and welfare organizations) to provide information 
about their operating expenses by both nature and function. 

 This can be done on the face of the statement of activities, as a separate statement, or in the 
notes to the financial statements.  

 While a separate statement of functional expenses is not required, it may be the most 
effective presentation option for NFPs with more than one program.  

 A supplementary schedule that is not part of the financial statements is no longer permitted.  

 Enhanced disclosures about the methods used to allocate costs among functions is required.  

Definitions 

 Functional Expense Classification - a method of grouping expenses according to the purpose 
for which costs are incurred. The primary functional classification of a NFP entity are program 
services and supporting activities.  

 Management and General Activities - supporting activities that are not directly identifiable 
with one or more program, fundraising or membership-development activities.  

o Oversight 

o Business management 

o General recordkeeping and payroll  

o Budgeting 

o Financing, including unallocated interest costs  

o Soliciting funds other than contributions and membership dues, for example, the cost 
associated with:  

 Promoting the sale of goods or services to customers, including advertising 
costs; and 

 Responding to government, foundation, and other requests for proposals for 
customer-sponsored contracts for goods and services.  

 Natural expense classification - a method of grouping expenses according to the kinds of 
economic benefits received in incurring those expenses. Examples of natural expense 
classifications include salaries and wages, employee benefits, professional services, 
supplies, interest expense, rent, utilities and depreciation.  
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Management Considerations  

 What is the best format for presenting the expense analysis?  

 Do current allocation methodologies need to be revisited?  

o How are costs allocated among program and support functions?  

o Which expenses are based on actual costs and which are allocated?  

o How are salaries of supporting staff allocated?  

 Are functional classifications accurately captured in the financial system?  

Board Discussion  

 Explain the need for an analysis of expenses by function and nature.  

 Discuss how this might differ from what's included in the Form 990. 

 Discuss anticipated costs of preparing disclosures.  

 

Examples
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Investment Return  
Main Provisions  

 A net presentation of investment expenses against investment return will be required on the 
face of the statement of activities; external and direct internal investment expenses will be 
netted against the investment return. A disclosure of the components of investment expense 
will no longer be required.  

 After the adoption of ASU 2016-14, organizations are no longer allowed to present investment 
expenses with other expenses in the statement of activities.  

 Direct internal investment expenses involved the direct conduct or direct supervision of the 
strategic and tactical activities involved in generating investment return. Examples:  

o Chief Investment Officer's Compensation: potentially all of the expense. 

o CFO's Compensation: Potentially a partial allocation of expense. 

o Investment Accountant's Compensation: Potentially a partial allocation of expense. 

o CIO's Travel Expenses to Visit Fund Managers: Potentially all of the expense. 

o Accountant Performing Endowment Allocations: None.  

 What disclosure are no longer required?  

o Amount of investment expenses netted against investment income.  

o Reconciliation of investment return to the amounts on the face of the statement of 
activities if the investment return is divided into operating and nonoperating 
comments, and the components of investment income.  

Management Considerations  

 Identify the costs, if any, that are being netted today.  

 Evaluate which costs are appropriate to net under the new guidance. 

 Consider how to communicate any material changes to net investment return. 

 Decide if reports outside the financial statements should be changed for consistency.  

 Discuss how this might differ from what's presented on the Form 990.  

Board Discussion 

 Explain the new requirements. 

 Identify differences in amounts that will be netted. 

 Discuss any implication of change in balances. 

 Explain the new requirements to investment or finance committee and ensure reporting 
meets their requirement.  
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Statement of Cash Flows  
Main Provisions 

 NFPs can either present the direct or indirect method of reporting operating cash flows.  

 The presentation or disclosure of the indirect method reconciliation is no longer required if 
the NFP uses the direct method.  

Management Considerations  

 Which presentation is best for your organization?  

 If contemplating a change, consider:  

o Recasting your most recent statement in the new format; 

o Determining if any financial system changes will be necessary to support the new 
format; and  

o Determining if any process changes will be needed.  

Board Discussion 

 Review the pros and cons of the different methods.  

 Prepare statements using each method and highlight differences. 

 Identify any additional costs associated with making a change.  
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Effective Date & Transition  
 Effective for fiscal years beginning after December 15, 2017.  

o Years ending December 31, 2018, March 31, 2019, June 30, 2019, and September 
30, 2019.  

 NFPs will apply the ASU's guidance on a retrospective basis in the year that the update is 
first applied.   

 If presenting comparative financial statements, a NFP can elect to omit the following 
information for any period’s presentation before the period of adoption:  

o Analysis of expenses by both natural classification and functional classification (the 
separate presentation of expenses by functional classification and expenses by 
natural classification is still required). NFPs that previously were required to present 
a statement of functional expenses do not have the option to omit this analysis; 
however, they may present the comparative period information in any of the formats 
permitted in this ASU, consistent with the presentation in the period of adoption. 

o Disclosures about liquidity and availability of resources. 

 In the period that the amendments are first applied, a NFP should disclose the nature of any 
reclassifications or restatements and their effects, if any, on changes in the net asset classes 
for each period presented.  

Management Considerations  

 Will you show comparative or single year? What will your Board or users of your financial 
statement expect?  

 If comparative, will you take advantage of implementation practical expedients?  

o Analysis of expenses by both functional classification and natural classification in one 
location, however, the separate presentation of expenses by functional classification 
and expenses by natural classifications is still required  

o Disclosures about liquidity and availability of resources.  

 Will you have any restatements as a result of implementation? (i.e., reclassification of 
underwater endowments, other net assets re-classifications, reclassification for capital gifts 
for constructions since placed in service has to be followed if donor is silent).  
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Impact on 990:  
 IRS is aware of the changes being made and they will be updating instructions. The actual 

990 may not be changed for several years.  

 There is an AICPA task force that's working with the IRS.  

 Discrepancies  

o Form 990, Part X, Lines 27-29. Currently those lines read “unrestricted, temporarily 
restricted and permanently restricted net assets.”  

 ASU 2016-14 replaces three classes of net assets with two, net assets without 
donor restrictions and net assets with donor restrictions.  

o Form 990, Schedule D, Part V, Endowment funds required percentage allocations of 
the endowment between the three net asset classes.  

Resources:  
 Organizations who have adopted the new standard early and can be utilized as examples:  

o United Way Worldwide and Subsidiary (December 31, 2017)  

o The University of Chicago (June 30, 2017)  

o Foundation for the Carolinas (December 31, 2017)  

 FASB Accounting Standards Update: 
https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168381847&accept
edDisclaimer=true 

 Mercadien - we're here to assist in providing guidance and assisting with implementation!  
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