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New FASB Nonprofit Accounting Guidelines: 
On Restricted Contributions, Functional Expenses, and 

“Eye-Opening” Disclosures

A conversation with:

Hilda Polanco, FMA and 

Gina McDonald, FMA

Sponsored by

Follow the conversation on social media 

with our special hashtag, #FASBready
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Today’s Presenters

Hilda Polanco

Founder & CEO, FMA

Gina McDonald

Lead Consultant, FMA
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Accounting Standards Update (ASU)

Issued in August 2016

First major revision        
since 1993

Effective Date: Calendar 
2018 or Fiscal Year 2019 

ASU 2016-14:
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How others can 

better read, 

understand, and 

make decisions 

using nonprofit 

financial 

statements

Focus:

ASU 2016-14

Board of Directors

Donors & Funders

Financial Institutions

Key Stakeholders:
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What Does the ASU Impact?

NO

YES

Accounting

Financial Statement Presentation

Disclosures YES
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Key Provisions

Covered in Part 1

Today’s 

Topic

Today’s

Topic
ASU 

2016-14

Liquidity & 
Availability

Expenses

Investment 
Return

Statement of 
Cash Flows

Net Asset 
Classification

Part 3 Part 3

Expenses
Net Asset 

Classification

Investment 
Return

Statement of 
Cash Flows



Net Asset

Classification



8

Consolidating Three Existing Classes of Net Assets Into Two

Net Asset “Classification”

Unrestricted Net 
Assets

Net Assets Without 
Donor Restrictions

Temporarily 
Restricted Net 

Assets

Permanently 
Restricted Net 

Assets

Net Assets With 
Donor Restrictions
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• Reduce complexity

• Increase understandability

• Enable greater use of comparative financial statements that allow 

the reader to identify and assess key trends

Goal of Consolidating Net Asset Classes

Net Asset “Classification”



10

Statement of Activities: Before
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Statement of Activities: New Format
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Balance Sheet: Before



Balance 

Sheet:

New Format

Key Changes
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Enhanced disclosures on the composition of net assets with donor 

restrictions in the notes to financial statements will provide 

information on the:

– Nature,

– Amounts, and

– Effects of the various types of restrictions.

Additional Changes to Net Asset Reporting

Net Asset “Classification”
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Enhanced disclosures for self-imposed limits on the use of 

resources (i.e., board designated)

– This disclosure was previously optional but will now be mandatory

– Disclosure can be provided on the face of the financial statements 

or in the notes

Additional Changes to Net Asset Reporting

Net Asset Classes
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Enhanced Disclosures in the Notes: Example

Net Asset “Classification”



Expenses
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Analysis of expenses by functional and natural classification

• Currently, only voluntary health and welfare organizations are required to 

provide functional expense reporting

• Going forward, all nonprofits will be required to disclose this information, 

which can be presented

– On the face of the Statement of Activities,

– As a schedule in the notes to the financial statements, or 

– As a financial statement (the Statement of Functional Expenses).

• Additionally, disclosure of the methods used to allocate expenses to the 

functional categories will be required

Expenses
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Natural and Functional Expenses

Natural Expenses Functional Expenses

Expenses classified by the 

nature of the expense:

• Salaries 

• Rent

• Utilities

• Supplies

Expenses classified by the 

type of activity for which the 

expense was incurred:

• Programs

• Management and 

general

• Fundraising

Expenses
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Allocation Methodology

Expenses

Definition
A method by which costs associated with more than one program or 

support area (administrative or fundraising) are distributed across 

functions

Purpose
To allocate expenses in order to determine the true costs of programs 

and cost per unit of services
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Possible Methodologies to Support Resource Allocation

Types of costs Can be allocated based on

• Personnel • Staff level of effort 

• Occupancy (rent, utilities, 
maintenance, etc.)

• Headcount (F.T.E)

• Facilities use studies (%)

• Square footage

• Interest

• Insurance

• Depreciation

• Asset use (for debt to acquire property)

• Loan use (for working capital loans)

• Asset use or staff level of effort

Expenses



Direct Program

Expenses

Shared Program

Expenses

Management & General 

and Fundraising Expenses

Tier 1

Tier 2

Tier 3

Three “Tiers” of Costs

Expenses
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Statement of Functional Expenses

“Overhead”
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The costs of providing various programs and other activities have been 

summarized on a functional basis in the statements of activities and 

functional expenses. Accordingly, certain costs have been allocated among 

the programs and supporting services benefited.

Expense Allocation: Sample Disclosure

Disclosure: Before
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The financial statements report certain categories of expenses that 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, 

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. 

Expense Allocation: Sample Disclosure

Disclosure: New
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Effective for annual financial statements issued for fiscal years 

beginning after December 15, 2017

When will the new rules take effect?

Effective Date

Dec 31 year-end: 

Calendar 2018

Fiscal Year 

(i.e. June 30): 

Fiscal year beginning

July 1, 2018 
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Preparing for the Change

Educate members of the board and leadership on 
the new requirements

Clarify and document your board’s intentions as 
they relate to available unrestricted resources

Seek professional advice

Use 2017 as a “dress rehearsal” 
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Questions?
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• Part 3 – February 13, 2018:

– Disclosures… and more disclosures, as well as updates for Statement of 

Cash Flows, Investments, and Endowments 

• Part 4 – May 22, 2018:

– What’s next?  Implementation strategies and tips for success, including a 

helpful implementation tool

If you missed Part 1 on FASB’s new requirements for liquidity reporting, a 

recording of the webinar can be accessed online: 

https://nonprofitquarterly.org/2017/06/28/preparing-one-big-fasb-change-

nonprofit-financial-reporting-per-fasb/

Upcoming FASB Webinars from FMA & NPQ:

Preparing for the Change

https://nonprofitquarterly.org/2017/06/28/preparing-one-big-fasb-change-nonprofit-financial-reporting-per-fasb/
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StrongNonprofits.org

In collaboration with the Wallace Foundation, FMA has created a library of 

tools and resources to help organizations become “fiscally fit”

Four Topic Areas:  Planning |  Monitoring |  Operations |  Governance

Resources
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Online Tutorials for StrongNonprofits.org

FMA offers complimentary orientation one-hour webinars that feature 

an overview of the website and drill down on several of its key resources 

Upcoming webinar dates:

• November 14, 2017 at 2:00pm ET

• January 23, 2018 at 2:00pm ET

To register, or see upcoming webinar dates:

http://fmaonline.net/events

For a 15-minute, on-demand webinar tour of the site:

http://fmaonline.net/SNPonDemand

Resources

Look for a 

refresh in 

Fall 2017

http://fmaonline.net/events
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New York  ● Chicago  ● Oakland  ● Los Angeles 

• Established in 1999 to serve not-for-profit 

organizations around the country

• Provides customized financial 

management, accounting, software, 

organizational development, and other 

consulting services

• Works directly with organizations or 

through funder-supported management 

and technical assistance programs

@FMA4Nonprofits

/FiscalManagementAssociates

/company/fiscal-management-
associates-llc

Hilda Polanco, CPA, CCSA®, CGMA

(212) 931-9240

hpolanco@fmaonline.net

Gina McDonald, CPA

(646) 416-6047

gmcdonald@fmaonline.net 

FMA exists to build a community of 

individuals with the confidence        

and skills to lead organizations that 

change the world www.fmaonline.net
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Thank you for joining us!

Nonprofit Quarterly relies on your generous support. If you 

enjoyed this webinar, please consider donating today!

https://nonprofitquarterly.networkforgood.com/ 

Sponsored by

Follow the conversation on social 

media with our special hashtag, 

#FASBready


