PRACTICE INSIGHT – CHANGES TO THE NFP REPORTING MODEL
On August 18, 2016, the FASB issued Accounting Standards Update 2016-14, Presentation of Financial Statements for Not-for-Profit Entities, which makes a number of improvements to the not-for-profit financial reporting model. Under the new ASU
1. The existing three category classification of net assets (i.e., unrestricted, temporarily restricted, and permanently restricted) will be replaced with a simplified model that combines temporarily restricted and permanently restricted into a single category called “net assets with donor restrictions.”
2. NFPs will continue to have flexibility to decide whether to report an operating subtotal and if so, to define what is included or excluded.
3. The ASU imposes several new requirements related to reporting expenses. In addition to reporting expenses by functional classifications (i.e., programs and supporting activities) as is required today, NFPs will be required to provide information about expenses by their nature.
4. Investment return will continue to be presented net of investment expenses. However, the expenses that can be netted will be limited to “external investment expenses and direct internal investment expenses,” which is narrower than what is permitted today.
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