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Advisory Guidance
Implementing FASB ASU 2016–14, Not-for-Profit Entities (Topic 958):
Presentation of Financial Statements of Not-for-Profit Entities

In August 2016, the Financial Accounting Standards Board (FASB) issued
Accounting Standards Update (ASU) 2016–14, Not-for-Profit Entities (Topic
958): Presentation of Financial Statements of Not-for-Profit Entities.The ASU
is effective for annual financial statements issued for fiscal years beginning
after December 15, 2017—FY19 for most independent institutions. To assist
institutions in implementing the new standards, NACUBO has developed
Advisory Guidance.
The ASU requires changes in a number of areas
throughout the financial statements. With
some changes, important details may be lost
on the face of the statements, making it more
difficult for lenders, analysts, and others to easily
calculate key ratios and assess debt covenants
or financial health. FASB’s intent was to improve
net asset classification and liquidity information
while providing flexibility, so that a not-for-profit
entity (NFP) can effectively communicate—tell
its story—to financial statement users. NFPs
should consider taking advantage of additional
disclosure requirements and presentation
flexibility to convey essential information.

Considering FASB’s intent, new disclosure
requirements, and built-in flexibility, NACUBO’s
Advisory Guidance identifies presentation
considerations, makes recommendations, and
provides examples to help illustrate requirements
in the following areas:
1.
2.
3.
4.
5.
6.

Net assets.
Underwater endowments.
Expiration of capital restrictions.
Reporting of expenses.
Investment expenses.
Operating measure requirements (if the
institution chooses to present such a
measure).
7. Statement of cash flows presentation.
8. Liquidity and availability of resources.
9. Transition
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1. Net Assets
The three classes of net assets have been
replaced with two classes: those with donorimposed restrictions and those without. This
change is reflected by combining temporarily
restricted and permanently restricted net assets
into a single net asset class: net assets with
donor restrictions. Unrestricted net assets should
now be referred to as net assets without
donor restrictions.
In order to ensure that there is no loss of
information and to enable colleges and
universities to “tell their story” —explain how
internally and externally imposed constraints on
resources relate to mission—disclosures about
the nature and amounts of donor restrictions on
net assets must be presented, either on the face
of the statements or in the notes. Amounts and
purposes of board-designated net assets are
also required.
Many organizations are likely to show only the
totals of each net asset class on their statement
of financial position and provide additional detail
in the notes. NACUBO believes, however, that
continuing to show the portion of net assets with
perpetual restrictions (e.g., amounts required to
be retained in perpetuity by donors or relevant
law) on the face of the statements is valuable
information for readers of an institution’s
financial statements. This information is essential
for many ratio calculations. If rating agencies,
investors, analysts, federal agencies (such as
the Department of Education), and others are
unable to determine the perpetual portion, it
could result in inaccurate ratios that negatively
affect institutions.
The following excerpt (Example 1A) from a
statement of financial position illustrates this
recommendation. (Note that if an institution

chooses to provide details in the notes, at a
minimum for reasons cited above, the perpetual
portion of an institution’s endowment should
be disclosed.)

EXAMPLE 1A
Net assets:
Without donor restrictions

$

127,540

With donor restrictions
Time or purpose

92,040

Perpetual

96,875

Total with donor restrictions
Total net assets

188,915
$

316,455

Some institutions may wish to break out the
portion of net assets restricted by time or
purpose between those that are endowmentrelated and those that are not. Institutions may
also choose to separately display underwater
amounts. Example 1B illustrates how this might
be shown.

EXAMPLE 1B
Net assets:
Without donor restrictions

$

127,540

With donor restrictions
Time or purpose

39,550

Endowment returns subject
to future appropriation

52,490

Perpetual

100,900

Underwater endowments

(4,025)

Total with donor restrictions

188,915

Total net assets
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$

316,455

Some institutions may wish to further break out net assets without donor restrictions on the face
of the statement of financial position. Institutions with significant capital assets, large boarddesignated endowments, or other board designations may find this particularly appealing. While
this information is required to be disclosed, showing it on the face of the statements promotes
transparency. Such a presentation is shown in Example 1C.

EXAMPLE 1C
Net assets:
Without donor restrictions
Board-designated endowment

$

26,600

Other board-designated

12,500

Net investment in plant

14,625

Undesignated

73,815

Total net assets without donor
restrictions

127,540

With donor restrictions
Time or purpose

92,040

Perpetual

100,900

Underwater endowments

(4,025)

Total net assets with donor
restrictions

188,915

Total net assets

$

316,455

Example 1C meets the minimum requirements for reporting net assets and may be sufficient for
some institutions. NACUBO recommends, however, that more detailed information be included
in the notes so that financial statement users can easily understand how the college or university
supports its mission.
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Example 1D presents information about the components of net assets that institutions may wish to
include in their notes. In Example 1D, only the portion of net assets without donor restrictions that
has been designated by the board for a specific purpose is required to be disclosed. However, for
completeness and ease of readability, NACUBO recommends providing detail for the entire balance
of net assets without donor restrictions if possible.

EXAMPLE 1D
Net assets with donor restrictions comprised
the following at June 30, 20X1:

Net assets without donor restrictions comprised
the following at June 30, 20X1:

Subject to expenditure when a specified
event occurs:
Capital construction

$

Board-designated:
26,050

Research

8,500

Financial aid

5,000
39,550

Endowment returns subject to future appropriation:
Educational programs

21,200

Research

15,150

Financial aid

16,140

Endowment funds

7,500

Capital asset acquisition

5,000

Total board-designated

39,100

Net investment in plant

14,625

Undesignated

73,815

Total net assets without
donor restrictions

92,040

Amounts with perpetual restrictions:
Educational programs

42,500

Research

14,200

Financial aid

35,750

General use

8,450

Total net assets with perpetual
restrictions

100,900

Underwater endowments

(4,025)

Total net assets with donor
restrictions

$

26,600

Bond sinking fund

52,490
Total net assets restricted by
time or purpose

$

188,915
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$

127,540

2. Endowments
Underwater endowments

The FASB Master Glossary defines an
underwater endowment fund as “A donorrestricted 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.” Under the new guidance, amounts
by which endowment funds are underwater
will be reflected within net assets with donor
restrictions. In addition, institutions with
underwater funds will be required to disclose
their policy for spending on underwater
endowments and the aggregate original gift
amounts of underwater funds, along with the fair
value of those funds.
Institutions that had underwater funds at the
end of the year prior to adoption will need to
reclassify those amounts from unrestricted net
assets to net assets with donor restrictions.
If comparative statements are presented,
both years should have net assets with donor
restrictions reduced by underwater amounts.
These amounts may be netted against net assets
with donor restrictions or shown as a separate
line item both on the face of the statements and
in the endowment footnote. (see example 1B)

Underwater considerations

The amount by which an endowment fund is
underwater depends on donor specifications,
or relevant law. For example, a donor may not
allow an institution to spend below the corpus
of their endowment fund. In that case, should
the fund fall below the corpus, the institution
would reflect that underwater amount as a
negative value within net assets with donor
restrictions (see Example 1B). In other cases,
the donor may allow the institution to invade
the corpus, if necessary, to fulfill the purpose
of the endowment fund. When that is the case,
amounts by which the fund is underwater reduce
the perpetual portion of the endowment fund.

In cases where an endowment fund is
underwater and the donor prohibits invasion of
the corpus, institutions may wish to approach
the donor and ask if the perpetual portion of
the fund can be lowered. Such a request may
be necessary if an institution has insufficient
expendable net assets to satisfy debt covenants
or federal financial responsibility standards.
Consultation with auditors and legal counsel is
recommended in such circumstances.
If a donor has not specified the perpetual
portion of their endowment fund, in states that
have enacted the Uniform Prudent Management
of Institutional Funds Act (UPMIFA), the level
required by law is the amount determined by
the organization’s governing board that must be
retained (preserved) perpetually (permanently).
Consequently, an institution’s governing board
can approve a reduction in the perpetual portion
of the fund, in consultation with legal counsel
and documented via policy or meeting minutes.

Endowment investment returns

When presenting the roll-forward of endowment
funds, it will no longer be necessary to display
investment return components (income earned
and net realized and unrealized gains or losses).
Example 2A incorporates the new guidance
for endowments. Note that while there is no
requirement to separately report underwater
endowments in the composition of the
endowment, it provides additional transparency.
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EXAMPLE 2A

Composition of endowment by type of fund
Without donor
restrictions
Donor-restricted endowment funds

$

—

Board-designated endowment funds
Underwater endowments
Total

With donor
restrictions
$

153,390

Total
$

153,390

26,600

—

26,600

—

(4,025)

(4,025)

$

26,600

$

149,365

$

175,965

$

26,337

$

151,403

$

177,740

Changes in endowment
Endowment, beginning of year
Investment returns, net
Contributions
Transfers
Appropriation for expenditure
Endowment, end of year

$

A donor-restricted endowment fund is
considered to be underwater if the fair value
of the fund is less than either the original
gift amount or the amount required to be
maintained by the donor or by law. At times, the
university may have individual donor-restricted
endowment funds that are underwater. The
university has a policy that permits spending
from underwater funds depending on the
degree to which the fund is underwater, unless

380

3,132

3,512

—

2,400

2,400

1,200

—

1,200

(1,317)

(7,570)

(8,887)

26,600

$

149,365

$

175,965

specifically prohibited by the donor or relevant
laws and regulations. At June 30, 20X1, the
amount by which funds were underwater was
calculated as follows:
Aggregate original gift amount

$

Aggregate fair value
Aggregate deficiency
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5,500
1,475

$

(4,025)

3. Expiration of Capital Restrictions
Absent specific donor stipulations, donorimposed restrictions on capital assets will be
released when the asset is placed in service. The
option to imply a time restriction that expires
over the useful life of a contributed capital asset
(including gifts restricted to acquire or construct
such assets)—sometimes referred to as the
“bleeding-in” method—has been eliminated. For
institutions that previously used the bleeding-in
method, any amounts remaining in net assets
with donor restrictions will have to be reclassified
to net assets without donor restrictions upon
adoption.
Today, some institutions release amounts from
restrictions as they are spent when constructing
a capital asset, rather than waiting until the asset
is placed in service. The new guidance is clear
that restrictions are met when the asset is placed
in service. Therefore, for those institutions that
currently release restrictions as capital assets are
constructed, a process or system change may be
necessary to comply with the new guidance.

4. Reporting of Expenses
The new standard requires expenses to be
reported by both their functional and natural
classifications. An analysis that shows the
relationship of total expenses by both their
function and nature must be presented in
a single location either on the face of the
statement of activities, as a schedule in the
notes to financial statements, or in a separate
financial statement. Enhanced disclosures about
how costs are allocated among functions are
also required. (Note that current GAAP requires
an entity to report expenses by their functional
expense classification, such as major classes
of program services and supporting activities.
There is currently no requirement to report
expenses by their natural classification.)
In the examples of functional and natural
expense reporting contained in the ASU,

program services and supporting services are
distinctly labeled. Program services are the major
purpose for, and the major output of, the NFP.
In higher education, program services should
reflect the major activities of the institution such
as education/educational activities (instruction
and academic support), student services (in some
cases, depending on the type of institutions,
student services could be included with
educational activities), research, and auxiliaries.
Institutions with academic medical centers would
typically include those activities as a separate
function under program services. A small number
of institutions nationally use the independent
operation function (federally funded research
and development centers), which would also be
considered a programmatic function.
Institutions will need to consider the level
of granularity of both natural and functional
expenses that they want to present in order to
make the information most useful to readers. The
following examples show functional categories
that differ from the detailed functional expense
categories defined in NACUBO’s Financial
Accounting and Reporting Manual (Chapter
700, Section 701) and required in the Integrated
Postsecondary Education Data System (IPEDS)
Finance Survey. While this is acceptable and
perhaps preferable for financial statement
purposes, it’s important to note that NACUBO’s
functional expense categories have not changed.
Therefore, functional expense information should
continue to be kept at a more detailed level in
order to accurately report the data in IPEDS.
In Example 4A, instruction and academic
support have been combined into a category
titled “educational activities.” Although some
institutions may choose to also combine student
services into the “educational activities”
category, in this illustration, student services
is separately reported because the institution
felt that the costs were significant enough to
highlight. Lastly, this example includes a header
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at the top that separates programs from support activities. While this header is not required, it
may be helpful for users of the financial statements. Institutions may also include a column for
total program expenses, if desired. (For detailed information on higher education functional
definitions, refer to the NACUBO FARM Section 701.)

EXAMPLE 4A
Programs
Educational
activities
Salaries and
wages

$

Research

44,678

$

4,686

$

7,030

$

8,592

Support
activities
$

15,620

Total
$

80,606

9,807

1,029

1,543

1,886

3,429

17,694

Services

5,195

4,232

2,893

1,539

2,112

15,971

Supplies

3,463

2,822

1,929

1,026

3,167

12,407

Occupancy
and utilities

2,885

2,351

5,438

855

2,843

14,372

Depreciation

5,605

1,520

950

665

760

9,500

425

115

72

50

58

720

27,989

$ 151,270

Total
expenses

$

72,058

$

16,755

$

Allocations

In the above analysis, the costs of operation
and maintenance of plant, depreciation, and
interest expense have been allocated across all
functional expense categories to reflect the full
cost of those activities. Costs are allocated using
the following methods:

•

Student
services

Auxiliaries

Benefits

Interest

•

Support

Expenses for the administration, supervision,
operation, maintenance, preservation, and
protection of the institution’s physical plant
are allocated based on square footage.
Depreciation expense for buildings is
allocated based on the square footage
used to support each function. Depreciation
expense on equipment is allocated to
other functions based on the location of
the equipment and the use of that space.
These allocations are based on information
obtained through a periodic inventory of
space and equipment usage.

19,855

•

$

14,613

$

Interest expense on capital debt, payments
on capital leases classified as interest
expense, and interest expense on other
borrowings is allocated based on usage of
debt-financed space.

Although the following is not a required
disclosure, institutions may wish to consider
including this to provide greater transparency to
users of their financial statements.
Expenses are categorized on a functional
expenses basis as follows:
Educational activities include expenses for
all activities that are part of the institution’s
instructional program such as expenses for
academic, vocational, and technical instruction;
remedial and tutorial instruction; regular, special,
and extension sessions; and academic support.
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Research includes all expenses for activities specifically organized to produce research, whether
commissioned by an agency external to the institution or separately budgeted by an organizational
unit within the institution.
Auxiliary enterprises include all expenses relating to the operation of the institution’s auxiliary
activities such as housing, food service, parking, and so forth.
Student services are considered programmatic and include activities that, as their primary purpose,
contribute to students’ emotional and physical well-being and intellectual, cultural, and social
development outside the context of the formal instruction program. This category also includes
expenses incurred for offices of admissions, student financial services, and the registrar.
Support activities includes centralized expenses incurred to provide support services for the
institution’s primary mission and program functions. This category includes the university’s
fundraising activities as well as executive management, fiscal operations, general administration and
central technology.
Example 4B presents only two functional categories while still providing the same natural expense
line items.

EXAMPLE 4B
Salaries and wages

Academic and research
$

Administration

64,986

$

15,620

Total
$

80,606

Benefits

14,265

3,429

17,694

Services

13,859

2,112

15,971

Supplies

9,240

3,167

12,407

11,529

2,843

14,372

8,740

760

9,500

662

58

720

Occupancy and utilities
Depreciation
Interest
Total expenses

$

123,281

Allocations

Operation and maintenance of plant,
depreciation and interest expense are allocated
across all functional expense categories
as follows:

•

Expenses for the administration, supervision,
operation, maintenance, preservation,
and protection of the institution’s physical
plant (O&M) are allocated based on square
footage. There is no dedicated line showing
the allocation because the O&M category
contains natural expenses such salaries,
benefits, supplies, occupancy, and utilities.

$

27,989

$

151,270

•

Depreciation expense for buildings is
allocated based on the usage of the
buildings. Depreciation expense on
equipment is allocated to other functions
based on the location of the equipment and
the use of that space. These allocations are
based on information obtained through a
periodic inventory of space and
equipment usage.

•

Interest expense on capital debt, payments
on capital leases classified as interest
expense, and interest expense on other
borrowings is allocated based on usage of
space.
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5. Investment Expenses
Although not a substantive change from current
practice for many institutions, investment
returns must now be presented net of external
and direct internal expenses in the statement
of activities. The requirement to disclose the
amount of netted investment expenses has been
eliminated. As previously noted, NFPs are no
longer required to display the investment return
components (income earned and net realized
and unrealized gains or losses). Investment
expenses netted against returns may not be
included in the functional to natural
expense analysis.
FASB describes direct internal investment
expenses as those that involve the direct
conduct or direct supervision of the strategic
and tactical activities involved in generating
investment return. These include, but are not
limited to, both of the following:

•

Salaries, benefits, travel, and other costs
associated with the officers and staff
responsible for the development and
execution of investment strategy.

•

Allocable costs associated with internal
investment management and supervising,
selecting, and monitoring of external
investment management firms.

Direct internal investment expenses do
not include items that are not associated
with generating investment return. For
example, the costs associated with aspects of
endowment management for the college or
university—such as unitization of the investment
pool, administering the distribution of the
endowment payout, reporting to donors, audit
preparation and preparation of external financial
statements—would not be allocated.

Institutions will need to consider which of their
internal investment expenses meet FASB’s
criteria. Those that manage their investments
primarily in-house are likely to have considerably
more internal expenses than those that
outsource the activity.
NACUBO believes that institutions should
consider the activities that an external
investment manager would provide (and whose
costs would be netted against investment
returns) to determine which internal expenses
may appropriately be netted. For example,
assume that a university manages its investments
in-house. It has an investment management
group that is responsible for developing and
executing the university’s investment strategy. It
also has an investment accounting group that is
responsible for, among other things, reconciling
and verifying activities of the custodian bank and
other external investment sources, accounting
settlement entries for sales and purchases,
cash settlement and reconciliation, or analyzing
monthly investment activity and preparing
reports for management. In this example,
the functions performed by the investment
accounting department are tactical activities
involved in generating investment return
and, therefore, should be netted against the
investment return for financial
statement presentation.
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6. Operating Measure Disclosures
Institutions that report an operating measure on their statement of activities and reflect governing
board designations, appropriations, and similar actions within that measure are required to
disaggregate and describe them by type (either on the face of the financial statements or in the
notes). This is in addition to the existing requirement to disclose the nature of the reported
measure of operations or those items excluded from operations, if it is not apparent from the
details on the face of the statement of activities.
Example 6A is an example of a disclosure for an institution describing its measure of operations
and board-designated activities included on the face of the statement of activities.

EXAMPLE 6A
Measure of Operations

The university’s operating revenues in excess of (less than) expenses and transfers include all
operating revenues and expenses that are an integral part of its programs and supporting activities,
net assets released from donor restrictions to support operating expenditures, and transfers from
board-designated and other nonoperating funds to support current operating activities. The
measure of operations excludes investment return in excess of (less than) amounts made available
for current support and contributions received for use in future periods.

7. Statement of Cash Flows Presentation
An organization may choose to present cash flows from operations using either the direct or
indirect method. For those that choose to use the direct method, the indirect reconciliation is not
required (but may still be provided if desired). The guidance does not require any changes to the
classification of amounts as currently reported in the statement of cash flows.
In an effort to provide more meaningful and understandable information to financial statement
users, NACUBO offers illustrations (Examples 7 A and B) for institutions that may want to change
from the indirect to the direct method of reporting cash flows. NACUBO suggests that institutions
consider changing to the direct method.
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EXAMPLE 7A

EXAMPLE 7B

Cash flows from operating activities:

While no longer required, some institutions that
adopt the direct method of reporting cash flows
from operating activities may wish to continue
to provide the indirect reconciliation such as the
one in example 7B.

Tuition and fees received

$

Cash received for research
activities

120,560
9,960

Cash received from
contributors

600

Cash collected on
contributions receivable for
general expenditures

4,200

Interest and dividends
received

225

Interest paid

(720)

Cash paid to employees and
suppliers

(126,830)

Net cash provided by
operating activities

7,995

Cash flows from investing activities:
Purchase of equipment

(1,210)

Purchase of investments

(94,320)

Increase in net assets

$

20,385

Adjustments to reconcile increase in net assets to
net cash provided by operating activities
Realized and unrealized
gains on investments

(4,940)

Depreciation

9,500

Permanently restricted
contributions

(9,500)

Increase in contributions
receivable

(2,500)

Decrease in accounts
receivable

1,310

Decrease in inventories
and prepaid expenses

1,740

Proceeds from sale of
investments

91,125

Decrease in accounts
payable

(2,960)

Student loans disbursed

(4,725)

Decrease in refundable
advance

(5,040)

Student loans collected

6,900

Net cash used for investing
activities

(2,230)

Net cash provided by
operating activities

Cash flows from financing activities:
Proceeds from contributions
restricted for long-term
purposes

9,500

Payments of annuity
obligations

(145)

Payments on notes payable

(1,140)

Payments on long-term debt

(3,000)

Net cash provided by
financing activities

5,215

Net increase in cash and
cash equivalents

10,980

Cash and cash equivalents at
beginning of year

22,165

Cash and cash equivalents at
end of year

$

33,145
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$

7,995

8. Liquidity and Availability of Resources
The ASU requires both qualitative and
quantitative information about liquidity and
availability of resources as follows:

•

•

Qualitative information that communicates
how the institution manages its liquid
resources available to meet cash needs for
general expenditures within one year of the
balance sheet date.
Quantitative information that communicates
the availability of the institution’s financial
assets at the balance sheet date to meet
cash needs for general expenditures within
one year of the balance sheet date. The
availability of a financial asset may be
affected by its nature; external limits imposed
by donors, laws, and contracts with others;
and internal limits imposed by
governing boards.

Although this is described as a liquidity
disclosure, the intent is actually to provide
information that allows a user to understand
the availability of an institution’s resources.
Therefore, it’s necessary to consider both
liquidity and restrictions when preparing the
disclosure. Liquidity is the nearness of an asset
to cash, while restrictions are constraints on
how resources can be used. This disclosure
should contain elements of both concepts, i.e.
what assets will be available as cash to cover
expenditures and what resources are available
either because they are not restricted by donors
or are restricted for purposes that are consistent
with the organization’s basic mission. The
disclosure can take many forms depending on
the relative liquidity of an institution’s resources,
donor-imposed restrictions on those resources,
internal board designation of resources, and so
on.

Example 8A begins by showing the components
of financial assets and then separately identifies
the amounts that could be made available to
meet general expenditures within one year of
the balance sheet date. It also highlights amount
that are expected to be used to meets costs
incurred in the construction of capital assets.

EXAMPLE 8A
The university’s financial assets comprised the
following at June 30, 20X1:
Cash and cash equivalents

$

Accounts receivable, net

33,145
9,450

Contributions receivable, net

23,700

Student loan receivables, net

22,825

Investments convertible to
cash in the next 12 months

149,861

Other long-term investments

107,369

Total financial assets at
year-end

$

346,350

As of June 30, 20X1, the following financial
assets could readily be made available within
one year of the balance sheet date to meet
general expenditures:
Cash and equivalents

$

33,145

Accounts receivable, net

9,450

Contributions (without donor
restrictions) due in one year
or less

8,500

Payout on donor-restricted
endowments

7,468

Payout on board-designatedendowments

1,400

Investments not subject to
donor or board restrictions

Examples 8A, B, C, D, and E present a variety of
approaches that meet the requirements of
the standard.
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50,678
$

110,641
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The university regularly monitors liquidity
required to meet its operating needs and other
contractual commitments, while also striving to
maximize the investment of its available funds.
For purposes of analyzing resources available
to meet general expenditures over a 12-month
period, the university considers all expenditures
related to its ongoing mission-related activities
as well as the conduct of services undertaken
to support those activities to be general
expenditures.
Student loans receivable are not considered
to be available to meet general expenditures
because principal and interest on these loans are
used solely to make new loans.

The university’s governing board has designated
a portion of its resources without donor
restrictions for endowment and other purposes.
These funds are invested for long-term
appreciation and current income but remain
available and may be spent at the discretion
of the board. At June 30, 20X1, the following
amounts were designated for specific purposes
by the board:
Endowment funds (Note B)

$

Board-designated
investments

7,500

Designated for capital projects

5,000

Total board-designated funds

30,000
5,000

$

26,600

Bond sinking fund (Note C)

In addition to financial assets available to meet
general expenditures within one year, the
following amounts are expected to be released
from donor-restricted and board-designated
financial assets over the next 12 months to meet
expected construction costs:
Donor-restricted investments

$

35,000

In addition to financial assets available to meet
general expenditures over the next 12 months,
the university operates with a balanced budget
and anticipates collecting sufficient revenue
to cover general expenditures not covered
by donor-restricted resources. Refer to the
statement of cash flows, which identifies the
sources and uses of the university’s cash and
shows positive cash generated by operations for
fiscal years 20X1 and 20X0.
The university has various sources of liquidity at
its disposal, including cash and cash equivalents,
marketable debt and equity securities, lines of
credit, and commercial paper facilities. See Note
C for information about the university’s lines of
credit and commercial paper facilities.
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$

39,100

The next example (8B) provides information about the institution’s financial assets available to meet
general expenditures at the end of the fiscal year as well as other sources of liquidity within a single
table. Note that a qualitative discussion, similar to 8A, about how the university manages its liquidity
would need to be included in order for this example to meet all of the disclosure requirements.

EXAMPLE 8B
Financial assets available
Cash and cash equivalents

Resources available
at 6/30/20X1
$

33,145

Resources
appropriated by the
board and available
in 20X2
$

—

Total
$

33,145

Accounts receivable

9,450

—

9,450

Contributions (unrestricted) due in 1 year
or less

8,500

—

8,500

Payout on donor-restricted endowments

—

7,468

7,468

Payout on board-designated endowments

—

1,400

1,400

50,678

—

50,678

101,773

8,868

110,641

Commercial paper (no balance outstanding
at 6/30/20X1)

100,000

—

100,000

Bank line of credit (no balance outstanding
at 6/30/20X1)

50,000

—

50,000

Investments not subject to donor
restrictions or board designations
Liquidity resources

Total financial assets and other liquidity
resources

$

251,773

$

8,868

$

260,641

In addition, at June 30, 20X1, the university had $26,600 of board-designated endowments that,
with the board’s approval, could be made available for operations.
Rather than listing the line items on the institution’s balance sheet that comprise total financial
assets, Example 8C identifies the purposes for which the financial assets have been earmarked.
This presentation provides the reader with a picture of how the institution manages its
resources.
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EXAMPLE 8C
The university regularly monitors the availability of resources required to meet its operating needs
and other contractual commitments, while also striving to maximize the investment of its available
funds. For purposes of analyzing resources available to meet general expenditures over a 12month period, the university considers all expenditures related to its ongoing mission-related
activities as well as the conduct of services undertaken to support those activities to be general
expenditures
At June 30, 20X1, the university’s financial resources were earmarked as follows:
Unencumbered financial assets

$

93,273

Payout on donor restricted endowments for use over next 12 months

7,468

Payout on board-designated endowments for use over next 12 months

1,400

Contributions for general expenditures due in one year or less (Note A)

8,500

Financial assets available for general expenditures over next 12 months

110,641

Student loans receivable, net

22,825

Future expendable board-designated endowment

26,600

Future expendable board-designated reserves for bond repayment and capital
projects

12,500

Restricted by donors for future capital projects

26,050

Restricted by donors for use in future periods

5,000

Future expendable donor-restricted endowment

45,022

Portion of donor-restricted endowment to be retained in perpetuity

96,875

Trusts held by others

837

Total financial assets

$

In addition to financial assets available to meet
general expenditures over the next 12 months,
the university operates with a balanced budget
and anticipates collecting sufficient revenue
to cover general expenditures not covered
by donor-restricted resources. Refer to the
statement of cash flows, which identifies the
sources and uses of the university’s cash and
shows positive cash generated by operations for
fiscal years 20X1 and 20X0.
The university’s governing board has designated
a portion of its resources to function as
endowment and for other purposes. Those
amounts are identified as board-designated
in the table above. These funds are invested
for long-term appreciation and current income
but remain available and may be spent at the
discretion of the board.

346,350

The university also has lines of credit and
commercial paper facilities available to meet
short-term needs. See Note C for information
about these arrangements.
Example 8D is similar to one included in the ASU
in that it begins with total financial assets and
then backs out amounts that are not available
to meet general expenditures within one year
to arrive at the amount that is available to
meet general expenditures.
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EXAMPLE 8D
The university regularly monitors liquidity
required to meet its operating needs and other
contractual commitments, while also striving to
maximize the investment of its available funds.
The university has various sources of liquidity at
its disposal, including cash and cash equivalents,
marketable debt and equity securities, lines of
credit, and commercial paper facilities. See
Note C for information about the university’s
lines of credit and commercial paper facilities.
For purposes of analyzing resources available
to meet general expenditures over a 12-month
period, the university considers all
expenditures related to its ongoing missionrelated activities as well as the conduct of
services undertaken to support those activities
to be general expenditures.

Student loans receivable are not considered to
be available to meet general expenditures
because principal and interest on these loans
are used solely to make new loans.
In addition to financial assets available to meet
general expenditures over the next 12 months,
the university operates with a balanced budget
and anticipates collecting sufficient revenue to
cover general expenditures not covered
by donor-restricted resources. Refer to the
statement of cash flows which identifies the
sources and uses of the university’s cash and
shows positive cash generated by operations for
fiscal years 20X1 and 20X0.

As of June 30, 20X1, the following financial assets could readily be made available within one year
of the balance sheet date to meet general expenditures:
Financial assets at year-end
Cash and cash equivalents

$

Accounts receivable, net

33,145
9,450

Contributions receivable, net

23,700

Student loan receivables, net

22,825

Investments convertible to cash in the next 12 months

149,861

Other long-term investments

107,369

Total financial assets at year-end

346,350

Less amounts not available to meet general expenditures within one year
Student loans receivable, net

22,825

Board-designated endowment

26,600

Board-designated reserves for bond repayment and capital projects

12,500

Restricted by donors for future capital projects

26,050

Restricted by donors for use in future periods

5,000

Future expendable donor-restricted endowment

45,022

Portion of donor-restricted endowment to be retained in perpetuity

96,875

Trusts held by others

837

Financial assets available to meet general expenditures within one year
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$

110,641

Advisory Guidance FASB ASU 2016–14
The final example (8E) breaks the required disclosures into two separate pieces: (1) availability of
resources and (2) liquidity. In addition, it provides details concerning both resources that are
available to meet general expenditures and those that are not. It also specifies the amounts of
donor-restricted resources that the institution does not consider to be available to meet general
expenditures within one year.

EXAMPLE 8E
The university regularly monitors liquidity required to meet its operating needs and other
contractual commitments, while also striving to maximize the investment of its available funds.
For purposes of analyzing resources available to meet general expenditures over a 12-month
period, the university considers all expenditures related to its ongoing mission-related activities
as well as the conduct of services undertaken to support those activities to be general
expenditures. Student loan receivables are not considered to be available to meet general
expenditures because principal and interest payments on these loans are used solely to make
new loans.
Availability of resources
As of June 30, 20X1, the university considered the following financial assets available to meet its
general expenditures within one year:
Cash, cash equivalents and investments available for general expenditures:
Payout on donor restricted endowments for use over next 12 months

$

Payout on board-designated endowments for use over next 12 months

7,468
1,400

Amounts not restricted by donors available to meet general expenditures over next
12 months

83,823

Total cash, cash equivalents and investments available for general expenditures over
next 12 months

92,691

Accounts receivable, net

9,450

Contributions for general expenditures due in one year or less (Note A)

8,500

Total financial assets available to meet general expenditures over next 12 months

110,641

Financial assets not available for general expenditures over next 12 months:
Cash, cash equivalents and investments

197,684

Contributions not due within one year

15,200

Student loan receivables

22,825

Total financial assets

$
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346,350

In addition to available financial assets, the university operates with a balanced budget and
anticipates collecting sufficient revenue to cover all general expenditures. Refer to the statement of
cash flows, which identifies the sources and uses of the university’s cash and shows positive cash
generated by operations for fiscal years 20X1 and 20X0.
Certain donor restrictions must be considered when managing resources available to meet general
expenditures. At June 30, 20X1, the university had the following donor-restricted net assets that are
not considered to be available to meet general expenditures within one year:
Subject to expenditure when a specified event occurs

$

31,050

Subject to NFP endowment spending policy and appropriation

45,022

Required to be retained in perpetuity

96,875

Total net assets with donor restrictions

$

172,947

The university’s governing board has designated a portion of its unrestricted resources for
endowment and other purposes. These funds are invested for long-term appreciation and current
income but remain available and may be spent at the discretion of the board. At June 30, 20X1, the
following amounts were designated for specific purposes by the board:
Endowment funds (Note B)

$

26,600

Bond sinking fund (Note C)

7,500

Designated for capital assets

5,000

Total board-designated funds

$

39,100

The university also has lines of credit and commercial paper facilities available to meet short-term
needs. See Note C for information about these arrangements.
Liquidity
Approximately 22 percent of the university’s investment portfolio consists of highly liquid
investments; 36 percent of the portfolio’s investments may be redeemed either at future specified
redemption dates or currently by incurring a penalty. Finally, certain investments (approximately 42
percent) in real estate, private equities, and private investments are subject to constraints that limit
the university’s ability to withdraw capital after such investments are made or may limit the amount
available for withdrawal at a given redemption date. These constraints may limit the university’s
ability to respond quickly to changes in market conditions.
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9. Transition
To assist readers of the institution’s financial statements understand the impact of adopting ASU
2016–14, additional disclosures may be helpful. Examples 9A and 9B illustrate such disclosures.
The first provides both quantitative and qualitative information, while the second provides only a
qualitative discussion of the impact of adoption. Institutions should assess the magnitude of the
changes to determine the appropriate level of disclosure.

EXAMPLE 9A

Not-for-Profit Financial Statement Presentation
In 20X1, the university adopted ASU No. 2016–14—Not-for-Profit Entities (Topic 958):
Presentation of Financial Statements of Not-for-Profit Entities. The standard is intended to
improve net asset classification requirements and the information presented in the financial
statements and notes about an NFP’s liquidity, financial performance, and cash flows.
The standard requires the university to reclassify its net assets from three categories (i.e.,
unrestricted, temporarily restricted, and permanently restricted) into two categories: net assets
without donor restrictions and net assets with donor restrictions. It also requires recognition of
underwater endowment funds as a reduction of net assets with donor restrictions. In addition, the
guidance requires enhanced disclosures about governing board designations; composition of net
assets with donor restrictions; the university’s liquidity; and expenses by both their natural and
functional classification.
The effect on the university’s net asset balances at June 30, 20X1 as a result of implementing ASU
2016–14 are as follows:
ASU 2016-14 Classifications
With donor
restrictions

Without donor restrictions

Total net

As previously presented:
Unrestricted

$

123,515

$

—

$

123,515

Temporarily restricted

—

92,040

92,040

Permanently restricted

—

100,900

100,900

123,515

192,940

316,455

4,025

(4,025)

—

Net assets as previously presented
Reclassifications to implement
ASU 2016–14:
Underwater endowments
Net assets, as reclassified

$
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127,540

$

188,915

$

316,455

EXAMPLE 9B
Not-for-Profit Financial Statement Presentation
In 20X1, the university adopted ASU No. 2016–14—Not-for-Profit Entities (Topic 958): Presentation
of Financial Statements of Not-for-Profit Entities. ASU 2016–14 provides for additional disclosure
requirements and modifies net asset reporting. The standard requires the university to reclassify its
net assets (i.e., unrestricted, temporarily restricted, and permanently restricted) into two categories:
net assets without donor restrictions and net assets with donor restrictions, among other
requirements. As a result of adopting this standard, certain prior year amounts including $4,025 of
underwater endowment funds were reclassified to conform to the presentation requirements.
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Appendix A. Supporting Financial Information
The examples included in this Advisory Guidance were developed using information included in the
following financial statements and other supplemental schedules.
ABC University
Statement of Financial Position
at June 30, 20X1 and 20X0
20X1

20X0

Assets:
Cash and cash equivalents

$

33,145

$

22,165

Accounts receivable

9,450

10,760

Inventories and prepaid expenses

2,875

4,615

Contributions receivable

23,700

21,200

Student loan receivables

22,825

25,000

257,230

249,095

86,625

94,915

Investments
Land, buildings, and equipment, net
Total assets

$

435,850

$

427,750

Liabilities and net assets:
Accounts payable

$

12,910

$

15,870

Refundable advance

7,680

12,720

Notes payable

9,850

10,990

Annuity obligations

16,955

17,100

Long-term debt

72,000

75,000

119,395

131,680

127,540

115,520

92,040

89,500

100,900

94,150

Underwater endowments

(4,025)

(3,100)

Total with donor restrictions

188,915

180,550

316,455

296,070

Total liabilities
Net assets:
Without donor restrictions
With donor restrictions
Restricted by time or purpose
Perpetual in nature

Total net assets
Total liabilities and net assets

$
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435,850

$

427,750

ABC University
Statement of Activities
For the Year Ended June 30, 20X1
Without donor
restrictions

With donor
restrictions

Total

Operating activities
Revenues and support
Net tuition and fees

$

119,250

$

—

$

119,250

14,981

—

14,981

3,400

—

3,400

225

—

225

Endowment spending used in operations

8,887

—

8,887

Net assets released from restrictions

6,882

—

6,882

153,625

—

153,625

Educational activities

72,057

—

72,057

Research

16,755

—

16,755

Auxiliaries

19,855

—

19,855

Student services

14,613

—

14,613

Support services

27,990

—

27,990

151,270

—

151,270

2,355

—

2,355

Contributions and grants

—

16,322

16,322

Net assets released from restrictions

—

(6,882)

(6,882)

482

16,995

17,477

(1,317)

(7,570)

(8,887)

10,500

(10,500)

—

Total nonoperating activities

9,665

8,365

18,030

Total increase in net assets

12,020

8,365

20,385

115,520

180,550

296,070

Sponsored awards
Contributions
Investment income used in operations

Total operating revenues and support
Operating expenses

Total operating expenses
Increase in net assets from operations
Nonoperating activities

Investment return, net
Endowment income distributed for
operations
Capital gifts released from restriction

Net assets
Beginning of year
End of year

$

127,540
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$

188,915

$

316,455
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ABC University
Statement of Cash Flows
For the Year Ended June 30, 20X1
Cash flows from operating activities:
Tuition and fees received

$

Cash received for research activities

120,560
9,960

Cash received from contributors

600

Cash collected on contributions receivable for general expenditures

4,200

Interest and dividends received

225

Interest paid

(720)

Cash paid to employees and suppliers

(126,830)

Net cash provided by operating activities

7,995

Cash flows from investing activities:
Purchase of equipment

(1,210)

Purchase of investments

(94,320)

Proceeds from sale of investments

91,125

Student loans disbursed

(4,725)

Student loans collected

6,900

Net cash used for investing activities

(2,230)

Cash flows from financing activities:
Proceeds from contributions restricted for long-term purposes

9,500

Payments of annuity obligations

(145)

Payments on notes payable

(1,140)

Payments on long-term debt

(3,000)

Net cash provided by financing activities

5,215

Net increase in cash and cash equivalents

10,980

Cash and cash equivalents at beginning of year

22,165

Cash and cash equivalents at end of year

$
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33,145

Indirect Reconciliation
Increase in net assets

$

20,385

Adjustments to reconcile increase in net assets to net cash provided by operating
activities
Realized and unrealized gains on investments

(4,940)

Depreciation

9,500

Permanently restricted contributions

(9,500)

Increase in contributions receivable

(2,500)

Decrease in accounts receivable

1,310

Decrease in inventories and prepaid expenses

1,740

Decrease in accounts payable

(2,960)

Decrease in refundable advance

(5,040)

Net cash provided by operating activities

$
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7,995

