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Learning Objectives

¢ |dentify the most significant and complex challenges in adopting FASB’s new financial
statement standard.

©2018 CliftonLarsonAllen LLP

e Determine policies, procedures, and systems that should be in place as a result of the
standard.

¢ |dentify implementation techniques that could assist in converting a not-for-profit’s
financial statements and footnotes to the new standard.

@ We promise to know You and help yov.
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Refresher

ASU 2016-14 Changes

Topics covered in Part One:

©2018 CliftonLarsonAllen LLP

¢ New liquidity and availability disclosures required
¢ Net asset classes reduced from three to two
Topics covered today:

¢ All not-for-profits (NFPs) must report expenses by nature and function in one place, and describe
the methods used to allocate among functional categories

¢ Net investment return replaces other alternatives

¢ Use of direct method in a statement of cash flows eliminates reconciliation of change in net
assets to cash flows from (used for) operating activities

e Additional disclosures for underwater endowments

@ We promise to know You and help yov.
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Tools - Implementation Checklist

General Implementation
1) The presentation of financial statements for Not-for-Profit (NFP) entities is effective for fiscal years beginning after December
15, 2017, and interim periods within fiscal years beginning after December 15, 2018. Early application is permitted.

a) Has your organization decided to early adopt the new provisions or plan to adopt at the above noted effective date?

b) Has your organization drafted a footnote for a change in accounting principal?

c) Have proper individuals attended training to understand the new changes in financial reporting?

d) Has your organization discussed with its auditors the impact of the new changes related to audit timing and planning?

&) Has your organization identified the team members who will lead the implementation of the new financial reporting

©2018 CliftonLarsonAllen LLP

reguirements?

2) The new guidance shall be applied on a retrospective basis. However, if presenting comparative financial statements, an NFP
would have the option to omit the following information for any periods presented before the year of adoption: i) Analysis of
expenses by both functional and natural classification, i) Disclosures about liguidity and availability of resources.
a) Does your organization present comparative financial statements? If so, while analyzing the below steps remember that
retrospective application is required, except for the omissions noted above.

3) In the year of adoption, an NFP shall disclose the nature of any reclassifications or restatements and their effects, if any, on
changes in the net asset classes for each year presented.
a) Has your organization identified restatements and reclassifications?
b) If the above answer is yes, has a footnote been drafted noting the nature and effects on changes in the net asset classes for
year presented?

@ We promise to know you and help yov.

Functional Expenses
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Requirements for Reporting Expenses

e All NFPs, including Voluntary Health and Welfare Entities, must present an analysis of expenses
by function and nature in one location

©2018 CliftonLarsonAllen LLP

— Present a separate statement of functional expenses
— Present a table in the notes

— Incorporate into the statement of activities

¢ Include a description of the method(s) used to allocate costs among program and support
functions

e The ASU includes improved and expanded guidance about management & general expenses

@ We promise to know you and help yov.
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[All NFPs are required to report information about expenses in one location, either on the face of the statement of Save Our Charities 5

activities, as a schedule in the notes to the financial statements, or as a separate financial Consolidated of Functional Expenses <

statement. Presenting this information as supplementary information does not meet the requirement.] Year Ended December 31, 20X1 2

&
=
be]
Program Services draising and Cost of o]
Advisory Traming Total and General  Development  Goods Sold Total =
o
&
Grants and other assistance s 294261 § - 8 294261 S - 8 - 8 - 8 294261 ©
Salaries and wages 6769754 1061585 7.831339 370234 254,176 - 8455749
Employee benefits 1398.503 310,865 1,709368 99963 26222 - 1.835553
Payroll taxes 541,580 84927 626,507 25619 19.823 = 675,949
Professional services 1306,807 87197 1394004 12,780 1,704 - 1408488
Accounting fees - - - 40,073 - - 40,073
Legal fees - 7939 7.939 - - 7.939
Advertising and promotion 33,085 21,006 54,091 79261 132478 = 265830
Office expenses 87.071 36.654 143,725 5.867 22794 = 176.386
Information technology 37.858 606535 644393 12399 14,653 - 671.445
Occupancy 446601 29799 476,400 14918 55427 - 546745
Travel 170957 18283 189240 149292 - - 338532
Confe ions and i 32,516 66287 98.803 11505 - - 110308
Interest 387428 - 387428 B 9457 - 396,885
Insurance 198174 12556 210,730 5443 1,022 - 217195
Training and development 457617 20659 478276 5.113 33.669 = 521,058
Gift shop cost of goods sold 59,621 = 39621 = = = 59,621
Cost of direct benefits to donors - - = = = 12.601 12,601
Depreciation and amortization 1.147.186 74425 1221611 20112 13.960 = 1.255,683
Bad debt expense - E - 16.892 - 16.892
Other 31,569 5977 37546 2122 7474 - 47142
Total expenses by function 13400588 2464694 15865282 883593 592.859 12,601 17354335
Less expenses included with revenues
on the statement of activities
Gift shop cost of goods sold (59.621) - (59.621) - (59.621)
Cost of direct benefits to donors - - - (12,601) (12.,601)
Total expenses inchided in the
expense section on the statement
of activities S 13340967 § 2464694 S 15805661 S 883593 § 592859 § - 8 17282113

@ We promise to know You and help yov.



5/22/2018

Option to Present on Statement of Activities

©2018 CliftonLarsonAllen LLP

Expenses:
Grant activities -

Grants 12,125
Salaries, benefits and taxes 1,808
Occupancy costs 970
Depreciation 845
Supplies 1,255
Other 56
17,059

Management and general -
Salaries, benefits and taxes 452
Occupancy costs 243
Depreciation 211
Supplies 314
Other 14
1,234
Total expenses 18,293

L4
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Implementation — Expenses

e Determine where/how to present all expenses by nature and function in one place

©2018 CliftonLarsonAllen LLP

— In a statement of functional expenses

— In the statement of activities

— In a note to the financial statements

— Note - presentation in a supplementary schedule is prohibited

¢ |f not already in place, develop formal allocation methodologies to be used to allocate expenses
among programs and supporting services

¢ Draft the note disclosure of the methods utilized in the allocation process

@ We promise to know You and help yov.
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Refresher — Types of Expense Allocations

©2018 CliftonLarsonAllen LLP

¢ Required by accounting
standards

¢ Included in audit and
990 and specifically
identified on Guidestar

¢ Used by donors, charity
watchdogs, etc.

¢ Used by those with
federal contracts

¢ Specific direction given
through Uniform
Guidance (Title 2,
Subtitle A, Chapter II,
Part 200, Subpart E
and Appendix IV)

¢ Used by the Federal
Government and
tested in single audits

e Optional

o Allocates all expenses
to programs to identify
true resource
requirements

¢ Used for management
and board decision-
making

-
<
=
o
-
O
2
S
L

INDIRECT COST RATE
FULLY-LOADED

@ We promise to know you and help yov.
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3 ALLOCATION
TYPES

- All expenses are identified within
three categories:

©2018 CliftonLarsonAllen LLP

» Required by
accounting standards

* Included in audit and
990 and specifically
identified on Guidestar

* Used by donors, charity
watchdogs, etc.

=Program
=Direct mission work
=Management and General

=Accounting, budgeting, grant
applications, billing, annual report,
HR functions, other administration

FUNCTIONAL

=Fundraising and Development
=Soliciting contributions

@ We promise to know You. and help yov.
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3 ALLOCATION
TYPES

- Used for cost reimbursable
grants, contracts, and other
agreements awarded by the
Federal Government

—>The purpose is to identify
what proportion of indirect cost
each program should bear

- The rate is a ratio between
total indirect expenses and
some direct cost base

@ We promise to know you and help yov.
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 Used by those with
federal contracts

» Specific direction given
through Uniform
Guidance (Title 2,
Subtitle A, Chapter I,
Part 200, Subpart E and
Appendix IV)

* Used by the Federal
Government and
tested in single audits

©2018 CliftonLarsonAllen LLP

3 ALLOCATION
TYPES

—>Theoretically assumes that a program
cannot run without administrative and
fundraising support; likewise it assumes
that the administration and fundraising
components would not exist other than
for the support of programs

- Allows management and boards to
identify the “true” cost of each program
in order to make more well-informed
decisions about program expansion,
contraction, elimination, or subsidies

@ We promise to know You. and help yov.

FULLY-LOADED

* Optional

* Allocates all expenses
to programs to identify
true resource
requirements

* Used for management
and board decision-
making

©2018 CliftonLarsonAllen LLP
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3 ALLOCATION TYPES

e Allocations are not mutually exclusive

©2018 CliftonLarsonAllen LLP

e Your organization may use one, two, or all three types of allocations for different
purposes

* You may be able to use the information gathered for one type of allocation,
organized in a new way, to depict another type of allocation

NOTE: If you are/want to use multiple allocations, it is helpful to call them something

other than “allocations”— they are easily confused!

@ We promise 1! nd helpo yov.

Tools — Implementation Checklist

Reporting of Expenses by Nature and Function
1) All NFP's shall report information about all expenses (by nature and function) in one location - on the face of the statement of
activities, as a schedule in the notes to the financial statements, or in a separate financial statement.

a) Has your organization decided where to present all expenses by nature and function?

©2018 CliftonLarsonAllen LLP

2) The relationship between functional and natural classification for all expenses shall be presented in an analysis that
disaggregates functional expense classifications, such as major classes of program services and supporting activities by their
natural expense classifications , such as salaries, rent, electricity, supplies, depreciation, awards and grants to others, and
professional fees.

a) Does your organization track expenses by both natural and functional classifications?

b} Does your organization have a written policy or methodology as to how expenses are classified into functional expense

categories including consideration for any needed allocations?

Allocations

Activities that represent direct conduct or direct supervision of program or other supporting activities would require
allocation from management and general activities. Additionally, certain costs benefit more than one function and,
therefore, shall be allocated. Forexample, information technology generally can be identified as benefitting various
functions, such as accounting and financial reporting, human resources, fundraising, and program delivery.
Information technology costs generally would therefore be allocated among the functions receiving direct benefit.

@ We promise to know You and help yov.
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Tools — Implementation Checklist (continued)

Example Note 1: Functional Expenses
The table below presents expenses by both their nature and function for fiscal year 20XX.

©2018 CliftonLarsonAllen LLP

Program Activities Supporting Activities
Management Fund-
A B C Programs and General Raising SupportingTotal Expenses
Salaries and benefits $ 7,400 $ 3,900 5 1,725 S5 13,025 s 1,130 5 960 S 2,090 S 15,115
Grants to other organizations 2,075 750 1,925 4,750 - - - 4,750
Supplies and travel 865 1000 490 2,355 240 560 200 3,155
Services and professional fees 160 1430 600 2,250 200 390 590 2,340
Office and occupancy 1,160 600 450 2,210 218 100 318 2,528
Depreciation 1,440 800 570 2,810 250 140 390 3,200
Interest 196 109 77 382 0 0 - 382
Total expenses S 13,296 S 8649 5 5837 5 27,782 5 2,038 52,150 S 4,188 5 31,970

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 both allocated on a square footage basis, as well

as salaries and benefits which are allocated on the basis of estimates of time and effort.

19
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Management and General Expenses

e Business management

©2018 CliftonLarsonAllen LLP

¢ General recordkeeping and payroll

e Budgeting

e Financing, including unallocated interest costs

¢ Soliciting funds other than contributions and membership dues

¢ Administering government, foundation, and similar customer-sponsored contracts, including billing and collecting fees and grant and
contract financial reporting

¢ Disseminating information to inform the public of the NFP’s stewardship of contributed funds

e Producing and disseminating the annual report

¢ Employee benefits management and oversight (human resources)

¢ All other management and administration except for the direct conduct or direct supervision of program services, fundraising

activities, or membership development activities

10
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When to Allocate M&G Expenses

e Activities that represent direct conduct or direct supervision of program or other supporting

activities require allocation from management & general activities to those program or other

©2018 CliftonLarsonAllen LLP

supporting activities

e Examples from the ASU
— IT - benefits various functions and generally would be allocated
— CEO - could be allocated to program, fundraising, M&G
— CFO —could be allocated to M&G and investment expense
— HR —generally would assign all to M&G

— Grant Accounting and Reporting — program reports would be program (grant-related) but
financial reports and related accounting would be M&G

@ We promise to know you and help yov.

Tools — Implementation Checklist (continued)

Case Study A: CEO Allocation

The broad responsibilities of a CEP generally include administrative and programmatic oversight. At
NFP A, the CEO spends a portion of time directly overseeing the research program. Additionally, a
portion of time is spent with current and potential donors on fundraising cultivation activities. A

©2018 CliftonLarsonAllen LLP

portion of the CEQ's compensation and benefits and other expenses would be allocated to the
research program and to the fundraising function representing the portion of time spent on those
activities because they reflect direct conduct or direct supervision. If the remainder of the CEQ's
time is spent indirectly supervising the other areas of NFP A, including the administrative areas,
those activities would not constitute direct conduct or direct supervision, and the ratable portion
of compensation and benefit amounts would remain in management and general activities.

Case Study B: CFO Allocation

The CFO at NFP B has primary responsibility for (a) accounting and reporting, (b} short-term
budgeting and long-term financial planning, ( c) cash management, and (d) direct oversight
of the NFP's endowment. A portion of the CFO's compensation and benefits and other
expenses would be allocated to management and general activities for the accounting and
reporting, short-term budgeting and long-term financial planning, and cash management
functions because they benefit the overall organization. A portion would also be allocated
to investment expenses for management of the investment strategy of the endowment and
would be netted against investment return. However, any portion of time spent supervising
the accounting for investments or other fiduciary oversight would not be allocated to investment
expenses because that time is related to an accounting and general management activity
that benefits the overall organization and should be allocated to management and general
activities.

22
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Tools — Implementation Checklist (continued)

Case Study C: Human Resources Department Allocation
The human resources department at NFP C generally is involved in the recruitment of all

©2018 CliftonLarsonAllen LLP

personnel of the NFP. If NFP C hired an employee to work in Program A, the human resources
department's related costs would not be allocated to that program. Rather, those costs
would remain a component of management and general activities, because the human
resources department's efforts to hire an employee for a particular function are not deemed
to be direct conduct or direct supervision of programmatic activity.

Case Study D: Grant Accounting and Reporting Allocation

NFP D receives federal grants and employs an accountant who is responsible for grant accounting
and reporting. In some cases, under the terms of the grant agreement, a fiscal report is required

to be filed that details expenses incurred and charged against the grant. The fiscal report is not
part of the direct conduct or direct supervision of the grant but rather is an accounting function.
Therefaore, the grant accountant's compensation and benefits would not be allocated to the
programmatic area. However, a scientific report prepared by a principal investigator who is
responsible for the research activity would be indicative of direct conduct and/or direct supervision
of the grant activity, and the principal investigator's compensation and benefits would be allocated
to the grant.

@ We promise | d l/\d{) yov. 23

Tools — Implementation Checklist (continued)

3) A description of the methods used to allocate costs among program and support functions shall be disclosed in the notes to
financial statements.

©2018 CliftonLarsonAllen LLP

a) Does your organization have a formal policy documenting the basis for allocations of expenses to support the required note
disclosure?

Example Note 2: Functional Expenses

The financial statements report certain categories of expenses that are attributable to one or more
program or supporting functions of the Organization. Those expenses include depreciation and
amortization, the president's office, communications department, and information technology
department. Depreciation is allocated based on a sguare footage basis, the president's office

is allocated based on estimates of time and effort, certain costs of the communications department
are allocated based on the benefit received, and the information technology department is allocated
based on estimates of time and costs of specific technology utilized.

24
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FUNCTIONAL ALLOCATIONS

@

Step 1: Separate Direct from Indirect Expenses

DIRECT EXPENSES

INDIRECT EXPENSES

Interest

Facility

Allocate

We promise to know you and help you.

nAllen LLP
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FUNCTIONAL ALLOCATIONS
Step 2: Identify Allocation Methods for Indirect
Expenses

@

Staff Time

Square Footage

*Full Time Equivalents

eTotal Salary

Functional allocations are an estimate. Use your best

judgment.

We promise to know you and helfp yo.
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nAllen LLP

FUNCTIONAL ALLOCATIONS

©2018 CliftonLarsol

Step 3: Determine Method for Each Expense

Staff Time

== == Allocation Method

e Office supplies
e Telephone The way staff spend
e Travel their time is the

primary driver for
these expenses

| JS— |
'
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FUNCTIONAL ALLOCATIONS

©2018 CliftonLarsonAllen LLP

Step 4: Apply Allocations to Indirect Expenses

Allocation

Program A:

$2,500

Allocation Method

Program B:
Indirect Expense 7 A
Staff Time:

2504 - A Office Program C:
25% - B supplies: $1,500
15% - C $10,000
25% - Admin
10% - Fundraising

Admin:
$2,500

Fundraising:
$1,000

@ We promise to know You and help yov.
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nAllen LLP

FUNCTIONAL ALLOCATIONS

e Funders often judge an organization by their program percentage.

©2018 CliftonLarsol

Step 5: Report and Defend

@

We promise to know you and help you.

Investment Return
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Net Investment Return

¢ Presented on a net basis, with all external and direct internal investment management and
custodial expenses netted against the return

©2018 CliftonLarsonAllen LLP

¢ No longer required to report investment income components and related expenses
separately

¢ Internal expenses include the direct conduct or direct supervision of the strategic and
tactical activities involved in generating investment return

— Salaries, benefits, travel, and other costs associated with staff responsible for
development and execution of investment strategy, including supervising, selecting and
monitoring external managers

— Excludes costs not associated with generating investment return, such as administrative
management, contracts, and pooled-fund administration

L4
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Programmatic Investments Excluded

¢ This guidance is not applicable to programmatic investments

©2018 CliftonLarsonAllen LLP

— Programmatic Investing: The activity of making loans or other investments that are directed
at carrying out an NFP’s purpose for existence rather than investing in the general production
of income or appreciation of an asset (for example, total return investing). An example of
programmatic investing is a loan made to lower-income individuals to promote home
ownership.

@ We promise to know You and help yov.
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Implementation — Investment Expenses

e Report external and direct internal investment expenses as a component of net investment
return

©2018 CliftonLarsonAllen LLP

¢ Exclude those expenses from the presentation of expenses by nature and function

e Establish procedures to accumulate the investment expenses to be netted against investment
return

33
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Tools — Implementation Checklist

2018 CliftonLarsonAllen LLP

Investment Return
1) Investment expenses shall be reported on the statement of activities netted against investment return and reported in the net
asset category in which the net investment return is reported. Investment expenses include both internal and external
investment expenses.

a) Does your organization currently net all internal end external investment expenses with investment return?

©

2) Direct internal investment expenses 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 1) salaries, benefits, travel, and other costs
associated with the officer and staff responsible for the development and execution of investment strategy and ii) 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 the generating investment return.
For example, the costs associated with unitization and other such aspects of endowment management would not be allocated.

a) Does your organization have internal investment expenses? If so, are they currently tracked in a manner so they can be

netted against investment return?

34
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Statement of Cash Flows
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Statement of Cash Flows

@

NFPs may use either the direct or indirect method

If the direct method is used, NFPs are no longer required to show the reconciliation of the
change in net assets to cash flows from operating activities

Other proposed changes under consideration were deferred to Phase 2:
— Reclassifications among types of activities (i.e. operating, investing and financing)

— Changes to improve alignment of the statement of cash flows with the statement of activities

We promise to know you and helfp yo.
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Operating Cash Flows — Which is Better?

e User surveys indicate a strong preference of the direct method — FASB is listening!

©2018 CliftonLarsonAllen LLP

Cash flows from operating activities:
Cash received from contributors 10,645
Cash received from service receipients 5,020
Interest and dividends received 8,570
Miscellaneous receipts 150 Direct Method
Cash paid to employees (13,400)
Cash paid to suppliers (5,658)
Interest paid (382)
Grants paid (5,175)
Net cash used by operating activities (230)
Cash flows from operating activities:
Change in net assels 15,450
Adjustments to reconcile change in net assets to net cash
Depreciation 3,200
Net gains on investments (15,800)
Met gain on sale of equipment {90)
o Net change in operating assets and liabilities -
Ind irect MethOd Contributions receivable (325)
Accounts receivable (460)
Prepaid expenses and other assets 390
Accounts payable and accrued expenses 870
Grants payable (425)
Contributions restricted for long-term i (3,040)
Net cash used by operating activities (230)

UA We promise ¢ nd helpp yov. -

[An NFP may choose to report cash flows from Save Our Charities
‘operating activities under either the direct or indirect method.  Consolidated Statements of Cash Flows
If the direct method is used, a reconciliation of the change in Years Ended December 31, 20X1 and 20X0
net assets from operating activities may be reported but is not required ]

©2018 CliftonLarsonAllen LLP

38

19



5/22/2018

Implementation - Statement of Cash Flows

¢ |f using the direct method, eliminate the reconciliation of the change in net assets to the net cash
provided by (used in) operating activities

¢ [If using the indirect method, determine the usefulness of changing to the direct method

@ We promise to know you and help yov.

Endowment Funds

nAllen LLP
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Tools — Implementation Checklist

@

4) Endowment funds can be either with donor restrictions or without donor restrictions. Those without donor restrictions are
referred to as board-designated endowment funds. A board-designated endowment fund is created when a governing board
designates or earmarks a portion of its net assets without donor restrictions to be invested generally for a long but possibly
unspecified period of time. Endowment funds with donor restrictions are referred to as donor-restricted endowment funds. A
donor-restricted endowment fund results from a gift with a stipulation that those resources be invested either for a long,
specified period of time or in perpetuity.

a) Can the current tools used to track endowment funds be converted to track endowments per the revised definitions above?
Are any reclassifications required from current funds accounted for as endowments to meet the above definitions?

5) Donor-restricted endowment funds generally result from a donor's stipulation or by extension of a donor restriction imposed
through the Uniform Prudent Management of Institutional Funds Act of 2006 (UPMIFA) that limits an NFP's use of net assets of an
endowment fund. The original gifted amount, any additional gifts to that fund, and any resulting investment returns shall initially
be classified as net assets with donor restrictions. Therefore, unless stated otherwise in the gift instrument, the assets in an
endowment fund are donor-restricted assets until appropriated for expenditure by the NFP's governing board.
a) Does the current ERP system or other tracking tool the organization uses need to be updated to track endowments per the
above guidance?

We promise |
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Tools — Implementation Checklist (continued)

@

6) The amount of net assets with donor restrictions is reduced by appropriations for expenditure from the donor-restricted
endowment fund. Upon appropriation for expenditure, the time restriction expires to the extent of the amount appropriated
and, in the absence of any purpose restrictions on the use of the appropriated returns, results in a reclassification of net assets of
that amount from net assets with donor restrictions to net assets without donor restrictions. However, if a restricted purpose also
exists, the reclassification of net assets shall not occur until that purpose restriction is also met.
a) Does the organizations current method for tracking net assets released from restriction comply with the above noted
guidance?

Net assets were released from donor restrictions by incurring isfying the
or by occurrence of the passage of time or other events specified by donors as follows for the year
ended June 30, 20XX:

Purpose restrictions accomplished:

Program A expenses $ 15,800
Program B expenses 4,600
Program C expenses 1,590

21,930

Program A equipment acquired
and placed in service 1,500

Time restrictions expired:

Passage of specified time 850
Death of annuity beneficiary 400
1,250
Release of appropriated endowment
returns without purpose restrictions. 7,500
Total restrictions released $ 32,240

We promise to know you and helfp yo.
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Tools — Implementation Checklist (continued)

7) A NFP shall disclose, for each period it presents financial statements, a reconciliation of beginning and ending balance of the
MFP's endowment, in total and by net asset class, including, at a minimum, all of the following line items that apply:

i) Investment return, net

i} Contributions

iii) Amounts appropriated for expenditure
iv) Reclassification of net assets

v} Other changes

a) Does the current tool or method used to prepare the required endowment footnote capture all of the above activity?

@

©2018 CliftonLarsonAllen LLP
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Tools — Implementation Checklist (continued)

NFP A's endowment consists of approximately 100 individual funds established for a variety of purposes. Its
endowment includes both donor-restricted endowment funds and funds designated by the Board of Trustees

to function as endowments. As required by GAAP, net assets associated with endowment funds, including funds
designated by the Board of Trustees to function as endowments, are classified and reported based on the
existence or absence of donor-imposed restrictions.

NFP A is subject to the State Prudent Management of Institutional Funds Act (SPMIFA) and, thus, classifies
amounts in its donor-restricted endowment funds as net assets with donor restrictions until the Board of
Trustees appropriates such amounts for expenditure and any other purpose restrictions have been met.
The Board of Trustees of NFP A has interpreted SPMIFA as not requiring the maintenance of purchasing
power of the original gift amount contributed to an endowment fund, unless a donor stipulates the contrary.
As aresult of this interpretation, when reviewing its donor-restricted endowment funds, NFP A considers a
fund to be underwater when the fair value of the fund is less than the sum of (a) the original value of
initial and subsequent gift amounts donated to the fund and (b) any accumulations to the fund that are
required to be maintained in perpetuity in accordance with the direction of the applicable donor gift
instrument. NFP A has interpreted SPMIFA to permit spending from underwater funds in accordance with
the prudent measures required under the law. Additionally, in accordance with SPMIFA, NFP A considers
the following factors in making a determination to appropriate or accumulate donor-restricted endowment
funds:

(1) The duration and preservation of the fund

(2) The purposes of the organization and the donor-restricted endowment fund

(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments

(6) Other resources of the organization

(7) The investment policies of NFP A

Endowment net asset compaosition by type of fund was as follows as of June 30, 20xX:

Without
Donor  With Donor
Restrictions Restrictions  Total

©2018 ClittonLarsonAllen LLP

Board-designated endowment funds $ 7084 § - $ 7,084
Donor-restricted endowment funds:
Original donor-restricted gift amount
and amounts required to be retained
by donor - 97,759 97,759
Portion subject to appropriation
under SPMIFA - 35,201 35,201
Term - 4,388 4,388
Total funds $ 7,084 $ 137,308 $144,432

Changes in endowment net assets were as follows for the year ended June 30, 20XX:

Without
Donor  With Denor
Restrictions Restrictions  Total
Endowment net assets, beginning of year  $ 6,947 $ 142,053 $149,000

Investment return, net 10 372 382
Contributions - 2,000 2,000
Appropriation of endowment assets for
expenditure (373) (7,077) (7,450}
Other changes:

Transfers to create board-designated

endowment funds 500 - 500
Endowment net assets, end of year $ 7,084 $ 137,348 $144,432

A We promise to know you and helfp yo.
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Tools — Implementation Checklist (continued)

From time to time, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level that the donor of SPMIFA requires NFP A to retain as a fund or perpetual duration.
Deficiencies of this nature exist in three donor-restricted endowment funds, which together have an
original value of $3,500, a current fair value of 53,300, and a deficiency of $200 as of June 30, 20XX. These
deficiencies resulted from unfavorable market fluctuations that occurred shortly after the investment of
new contributions for donor-restricted endowment funds and continued appropriation for certain programs
that was deemed prudent by the Board of Trustees.

MFP A has a policy of appropriating for distribution each year 5% of its endowment fund's average fair
value over the prior 12 guarters through the calendar year-end preceding the fiscal year in which the
distribution is planned. In establishing this policy, NFP A considered the long-term expected return on
its endowment. Accordingly, over the long-term, NFP A expects the current spending policy to allow its
endowment to grow at an average of 3% annually. NFP A has a policy that permits spending from
underwater endowment funds depending on the degree to which the fund is underwater, unless
otherwise precluded by donor intent or relevant laws and regulations. The governing board appropriated
for expenditure $75 from underwater endowment funds during the year, which represents 3% of the
12-quarter moving average, not the 5% it generally draws from its endowment.

©2018 CliftonLarsonAllen LLP

. a5
@ We promise to know you and help yov.
Tools — Implementation Checklist (continued)
8) Other required disclosures include: 5
g
i} If not provided on the face of the financial statements, discussion of the following: i) Information about the nature and ©
amounts of different types of restrictions that affect how and when, if ever, the resources (net assets) can be used and ii)
information about additional limitations placed on net assets, such as information about the amounts and purposes of board
designations of net assets without donor restrictions.
ii} Composition of net assets with donor restrictions at the end of the period and how the restrictions affect the use of
resources.
a) Does the organization currently track the above noted information in a manner that can be summarized in the required note
disclosure?
46

@ We promise to know You and help yov.
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H H Example Note 1: Net Assets with Donor Restrictions
o 0 s m p e m e n a I o n e c I S Net assets with donor restrictions are restricted for the following purposes or periods as of June,

30, 20000

(continued) it ndns b

Program A activities:

Purchase of equipment $ 1530
Research 2,128
Educational seminars and publications 760

Program B activities:
Disaster relief 1120
Educational seminars and publications 1,079
Program C activities, general 1484
Buildings and equipment 1,075
Annuity trust agreements for research 1,425
10,601

Example Mote 2: Net Assets without Donor Restrictions
NFP A's governing board has designated net assets without donar restrictions for the following

Subject to passage of time:

For periods after June 30, 20XX 3,140
purposes as of June 30, 20XX:

subject to NFP spending policy and appropriation:

Quasi-endowment S 34,658 Investment in perpetuity (including amounts above
Liquidity reserve 1,300 original gift amount of $22,377), the income from
Total 3 028 which is expendable to support:
L1 Program Aactivities 27,524
Program B activities 27,403
Program C activities 13,662
Any activities of the organization 105,793
174,382

Subject to appropriation and expenditure when a specific
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 procesds
upon death of insured for an endowment to support

general activities 80
2,290

Not subject to appropriation or expenditure:
Land required to be used as a recreation area 3,000
Total net assets with donor restrictions §193413

@ We promise to know you and help yov.

L4
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Underwater Endowments
¢ Now defined in Master Glossary

— 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

¢ The entire balance of the endowment fund is reported in the “with donor restrictions” class of
net assets

@ We promise to know You and help yov.
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Underwater Endowments

¢ New disclosure requirements:
— Interpretation of the NFP’s ability to spend from underwater endowment funds

©2018 CliftonLarsonAllen LLP

— NFP’s policy, and any actions taken during the period, concerning appropriation from
underwater endowment funds

— For each period presented - each of the following, in the aggregate, for all underwater
endowment funds:

1. The fair value of the underwater endowment funds

2. The original endowment gift amounts (or level required to be maintained by donor
stipulations or by law that extends donor restrictions)

3. The amount by which the original gift amount exceeds the fair value (the deficiency = 2
less 1)

@ We promise to know you and help yov.

L4

Implementation — Endowments

¢ Recast your endowment note to conform to the new two-net-asset categories presentation

©2018 CliftonLarsonAllen LLP

e 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 the deficiencies of each underwater fund

e Remember that the underwater portion of endowments is now presented entirely in funds with
donor restrictions

@ We promise to know You and help yov.

25



5/22/2018

Implementation — Endowments (continued)

e Remember that investment return is now presented net of external and direct internal
investment expenses, and does not require a separate break-out of the components of
investment return

¢ Determine the changes needed to properly identify direct internal investment expenses if you
haven’t been doing this before now

@ We promise to know you and help yov.

L4
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Tools — Implementation Checklist

Underwater Endowment Funds
1) A NFP is required to disclose i) its interpretation on the ability to spend from underwater endowment funds, ii) its policy to
either reduce expenditure or not spend from underwater endowment funds, if any, and if this policy was followed, iii) for each

period a statement of financial position is presented each of the following, in the aggregate, for all underwater endowment
funds:
- the fair value of the underwater endowment funds
- the original endowment gift amount or level required by donor stipulations or by law that extends donor restrictions
- the aggregate of the amount of the deficiencies of each of the underwater endowment funds

a) Does the current tool or system used to track endowment funds able to determine if an individual endowment fund is
underwater (current market value below that of the original gift(s)?

b} If underwater endowment funds exist, has a supporting schedule that contains the amount of the initial gift(s), current fair
value and the calculated difference prepared to support the footnote?

@ We promise to know You and help yov.
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Tools — Implementation Checklist (continued)

Underwater Endowment Funds

1) A NFP is required to disclose i) its interpretation on the ability to spend from underwater endowment funds, ii) its policy to
either reduce expenditure or not spend from underwater endowment funds, if any, and if this policy was followed, iii) for each
period a statement of financial position is presented each of the following, in the aggregate, for all underwater endowment
funds:

©2018 CliftonLarsonAllen LLP

- the fair value of the underwater endowment funds
- the original endowment gift amount or level required by donor stipulations or by law that extends donor restrictions
- the aggregate of the amount of the deficiencies of each of the underwater endowment funds

a) Does the current tool or system used to track endowment funds able to determine if an individual endowment fund is
underwater (current market value below that of the original gift(s)?

b) If underwater endowment funds exist, has a supporting schedule that contains the amount of the initial gift(s), current fair
value and the calculated difference prepared to support the footnote?

From time to time, the fair value of assets associated with individual donor-restricted endowment funds NFP A has a policy of appropriating for distribution each year 5% of its endowment fund's average fair
may fall below the level that the donor of SPMIFA reguires NFP A to retain as a fund or perpetual duration.  value over the prior 12 quarters through the calendar year-end preceding the fiscal year in which the

Deficiencies of this nature exist in three donor-restricted endowment funds, which together have an distribution is planned. In establishing this policy, NFP A considered the long-term expected return an
lozlle $EB ALY & Il a5ty 2Tl 2 i S SIS Er T ST A THEss its endowment. Accordingly, over the long-term, NFP A expects the current spending policy to allow its
deficiencies resulted from unfavorable market fluctuations that occurred shortly after the investment of

o ) X - X endowment to grow at an average of 3% annually. NFP A has a policy that permits spending from
new contributions for donor-restricted endowment funds and continued appropriation for certain programs ) . B
that was deemed prudent by the Board of Trustees. underwater endowment funds depending on the degree to which the fund is underwater, unless
otherwise precluded by donor intent or relevant laws and regulations. The governing board appropriated
for expenditure $75 from underwater endowment funds during the year, which represents 3% of the
12-quarter moving average, not the 5% it generally draws from its endowment.
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CLAconnect.com

m linkedin.com/company/ facebook.com/ u cwittoniomTe o n-yomub:

cliftonlarsonallen cliftonlarsonallen

27



