
Net Assets and Endowment Funds

Accounting Standards Update (ASU) 2016-14, Not-for-Profit 
Entities (Topic 958): Presentation of Financial Statements of 
Not-for-Profit Entities, implements various changes in financial 
reporting requirements for not-for-profit entities. The objective 
of the standard is to provide more useful information to donors, 
grantors and other users of not-for-profit financial statements. 
This article is the fourth in a series about this new standard  
and focuses on the requirements for reporting and classifying  
net assets.

Net Asset Classification 
The ASU modifies current guidance, which requires three 
net asset classes: unrestricted, temporarily restricted, and 
permanently restricted, to requiring just two net asset classes: 
with donor restrictions and without donor restrictions. Included 
in the “with donor restrictions” classification are those net 
assets that are currently found in the temporarily restricted 
classification and “funds of perpetual duration”, which replaces 
the current “permanently restricted” classification. The term 
“donors” includes individuals and other types of contributors, 
such as foundations and other grant makers. Included in the 
“without donor restrictions” classification are those net assets 
currently found in unrestricted net assets, including board-
designated net assets. 

See Figure 1: For a net assets presentation example.

Relevant information about the nature and amounts of donor 
restrictions on net assets, either on the face of the statement of 
financial position or in the notes, will continue to be required 
along with enhanced disclosures as to how and when the 
resources can be used, including the specified purpose(s), 
specified time(s), and identification of funds of perpetual nature. 

See Figure 2: Sample footnote disclosure.

Board Designated Net Assets 
The FASB ASC has revised the definition of board-designated 
net assets as follows: “net assets without donor restrictions 
subject to self-imposed limits by action of the governing board. 
Board-designated net assets may be earmarked for future 
programs, investment, contingencies, purchase or construction 
of fixed assets, or other uses. Some governing boards may 
delegate designation decisions to internal management. Such 
designations are considered to be board-designated net assets. 
The ASU will now require not-for-profits to include enhanced 
disclosures concerning board-designated net assets, which 
includes disclosing the amounts and purposes of board-
designated net assets either on the face of the statement of 
financial position or in the notes. These enhanced disclosures 
are intended to provide users with more relevant information 
about how internally imposed limits affect the availability of 
resources. In addition to these enhanced disclosures, not-for-
profits will need to have policies and procedures regarding the 
conditions under which board-designated net assets can be 
designated and how such net assets may be spent. financing, and 
soliciting funds other than contributions and membership dues. 
Some governing boards may delegate designation decisions to 
internal management. Such designations are considered to be 
board-designated net assets.”

Underwater Endowment Funds 
The FASB ASC now includes a formal definition for underwater 
endowments, which is defined as follows: “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”. Under the new ASU, not-for-
profits will now be required to aggregate the amount by which 
endowment funds are underwater as unrestricted net asset 
category. The assessment of underwater position is by individual 

By Christine Slade, CPA 



NET ASSETS AND ENDOWMENT FUNDS

rehmann.com

fund and does not permit netting of the aggregate of all funds. 
Additionally, a not-for-profit will be required to disclose the 
following:

1. A not-for profit’s policy and any actions taken during
the period concerning appropriation from underwater
endowment funds,

2. The aggregate fair value of such funds, and
3. The aggregate of the original gift amounts (or level

required by donor or law) to be maintained
The requirement to disclose a not-for-profit’s policy 
concerning the appropriation of underwater endowment funds 
is required (regardless if the not-for-profit has underwater 
funds). The enhanced disclosures surrounding underwater 
investments are intended to inform users about the relative 
degree to which such funds are underwater, of potential 
actions that governing boards might take in response, and of 
how such actions could affect a not-for-profit’s liquidity.

Effective Date 
The implementation deadline for ASU 2016-14 is December 
31, 2018 for calendar year entities, or 2019 for fiscal year 
entities. Early implementation of the standard is permissible, 
and retrospective application is required. 

What Steps to Take Now 
Management and those charged with governance should begin 
considering the steps needed to implement the new standard 
as it relates to net asset presentation and disclosure. Steps to 
ensure smooth implementation include:

Net Asset Classification
• Determine whether you need to adjust your GL,

excel spreadsheet, or other tracking mechanism to
accommodate the new terminology and presentation.

• Determine the appropriate level of disaggregation of
net assets you need to present: net assets without donor
restrictions; those with donor restrictions that will be
satisfied over time and/or by expenditure for a particular
purpose; and those that will be maintained in perpetuity.

• Decide the degree of disaggregation you wish to present
on the face of the statement of financial position versus
the footnotes.

Board Designated Net Assets
• Assemble information about the amounts and purposes of

board-designations of net assets without donor restrictions
to be provided in notes and/or on the face of the statement
of financial position.

• Determine proper presentation of any board-designated
endowment funds in the related endowment note.

• Formalize policies and procedures regarding board-
designations on net assets including conditions under
which board-designated net assets can be designated and
how such net assets may be spent.

• Draft language to include in the liquidity and availability
note pertaining to the self-imposed limitations on board-
designated funds and the conditions under which such
funds would be made available to meet expenditure needs.

Underwater Endowment Funds
• Formalize policies regarding the appropriation from

underwater endowment funds.
• Recast your endowment note to conform to the new two

net asset categories presentation
• For underwater endowments, determine:

• The fair value of underwater funds
• The original gift amount or level required by donor

stipulations or law that extends donor restrictions
• The aggregate amount of deficiencies of underwater

funds
• Remember that the underwater portion of endowments

is now presented entirely in funds with donor
restrictions.

With early adoption of the new standard permitted for future 
year-ends, and the final implementation deadline quickly 
approaching, we encourage you to begin preparing your 
organization now for this important transition. Rehmann 
professionals are ready to help guide you through all aspects of 
implementing ASU 2016-14.
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FIGURE 1

Statements of Financial Position
June 30, 20X1 and 20X0

20X1 20X0
Assets:

Current assets

Cash and cash equivalents 4,575$             4,960$             

Accounts and interest receivables 2,130               1,670               

Inventories and prepaid expenses 610                  1,000               

Contributions receivable 1,825               1,200               

Short-term receivables 1,400               1,000               

Long-term investments appropriated for current use 10,804             10,075             

Total current assets 21,344             19,905             

Noncurrent assets

Contributions receivable 1,200               1,500               

Assets restricted to investment in land, buildings and equipment 5,210               4,560               

Land, buildings and equipment 61,700             63,590             

Long-term investments, net of amounts appropriated 207,266           193,425           

Total noncurrent assets 275,376           263,075           

Total assets 296,720$         282,980$         

Liabilities and net assets:

Current liabilities

Accounts payable 2,570$             1,050$             

Refundable advance -                       550                  

Grants payable 550                  600                  

Notes payable -                       140                  

Annuity trust obligations 985                  1,050               

Total current liabilities 4,105               3,390               

Noncurrent liabilities

Refundable advance -                       100                  

Grants payable 325                  700                  

Notes payable -                       1,000               

Annuity obligations 700                  650                  

Long-term debt 5,500               6,500               

Total noncurrent liabilities 6,525               8,950               

Total liabilities 10,630             12,340             

Net assets:

Without donor restrictions 92,677             73,619             

With donor restrictions 193,413           197,021           

Total net assets 286,090           270,640           

Total liabilities and net assets 296,720$         282,980$         
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Footnote Disclosure
Subjec t to expenditure for  spec if ied purpose:

  Program A activities:

    Purchase of equipment 1,530$            

    Research 2,128              

    Educational seminars and publications 760                 

  Program B activities:

    Disaster relief 1,120              

    Educational seminars and publications 1,079              

  Progam C activities: 1,484              

Building and equipment 1,075              

Annuity trust agreements for research 1,425              

10,601            

Subjec t to the passage of t ime:

  For periods after June 30, 20X1 3,140              

Subjec t to NFP spending polic y  and appropr iation:

  Investment in perpetuity (including amounts above

   original gift amount of $22,337), the income from

   which is expendable to support:

       Progam A activities 27,524            

       Progam B activities 27,403            

       Progam C activities 13,662            

       Any activities of the organization 105,793          

174,382          

Subjec t to appropr iation and expenditure when a

   spec ifed event occurs :

  Endowment requiring income to be added to 

    original gift until fund's value is $2,500 2,210              

  Paid-up life insurance policy that will provide

   proceeds upon death of insured for an endowment

   to support general activities 80                   

2,290              

Not subjec t to appropr iation or  expenditures

  Land required to be used as a recreation area 3,000              

With Donor  Res tr ic t ions 193,413          
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FIGURE 2
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