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New Financial Accounting Standards for Nonprofits and What 
They Mean for Your Ministry 

For fiscal years starting in 2018 

On August 18, 2016, the Financial Accounting Standards Board (FASB) issued new rules1 
for nonprofits. It is the first major set of changes to nonprofit financial statement 
presentation standards since 1993. The new rules take effect for fiscal years starting in 
2018. 

What are the goals of the new rules? 

The FASB’s goals for the new rules are to provide better information to donors, grant 
makers, creditors, and others who read nonprofit financial statements. The new rules will 
improve how a nonprofit organization can tell its story through its financial 
statements. FASB hopes the changes will improve the usefulness of nonprofit financial 
statements and/or reduce the complexities and costs of financial reporting. 

What organizations are affected by the new guidance?  

The new rules affect substantially all nonprofit organizations, including charities, 
foundations, private colleges and universities, health care providers, cultural institutions, 
religious organizations, and trade associations, among others. Chances are, if your 
nonprofit currently has independently prepared financial statements, these rules will apply 
to the presentation of your financial statements. Even if your organization doesn’t require 
an audit level engagement, the rules would still apply to “review” or “compilation” level 
statements that are required to be prepared in accordance with Generally Accepted 
Accounting Principles (GAAP). 

What do the new rules do? 

The new rules address the following issues: 
 
Simplicity and Clarity 
The new rules simplify the treatment of net assets in the financial statements by focusing 
on the existence or absence of donor-imposed restrictions, as opposed to the types of 
restrictions (i.e., temporarily restricted vs. permanently restricted). (The classification of 
temporarily restricted versus unrestricted assets has long been an area of confusion.) 
Under the new rules the Statement of Financial Position will only have two classes of 
“Net Assets” – net assets with donor restrictions, and net assets without donor 
restrictions. The footnotes will also be changed to explain these classifications. 

                                                                                    
1https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168381847&acceptedDisclaimer=

true  

 

https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168381847&acceptedDisclaimer=true
https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168381847&acceptedDisclaimer=true
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The new rules also replace the current three required classes of net assets (unrestricted, 
temporarily restricted, and permanently restricted) with two new classes (those with 
donor restrictions and those without donor restrictions). The goal of this change is to 
simplify the tracking of donor-imposed restrictions. Other advantages of this change are 
that the financial statements will now also provide more useful information about the 
nature, amounts, and types of donor restrictions. Nonprofits will still have to track net 
assets and follow any restrictions imposed by donors; however, there is no longer a 
requirement to distinguish between temporarily and permanently restricted net 
assets. Instead, new disclosure requirements will allow nonprofits to provide more useful 
information about limits placed on net assets by both boards and donors.  
 
Clarify cash on hand and available assets 
The new rules require quantitative and qualitative information to explain how an 
organization manages its liquid resources available to meet cash needs for general 
expenditures within one year of the balance sheet date. The requirement for qualitative 
information will be satisfied by a “classified” presentation on the statement of financial 
position (i.e., a breakdown of current and non-current assets and liabilities). The 
requirement for quantitative information will be satisfied by disclosure of whether or not a 
financial asset’s availability is limited by (a) its nature, (b) external limits imposed by 
donors, or (c) internal limits imposed by governing boards. The idea here is to inform the 
reader of the financial statements about any limitations on the use of liquid assets 
(typically cash and investments) by the nonprofit. 
 
Ensure consistency in the reporting of investment expenses and investment returns 
The new rules require investment income to be reported net of related internal and 
external investment expenses (this is currently optional), but also eliminate the related 
requirement to disclose the amount of those netted investment expenses.  The result of this 
change is not only a consistent presentation across nonprofit entities, but also it gets rid of 
the difficulty and costs associated with identifying embedded investment fees in the 
investment returns used by some nonprofits, such as mutual funds and hedge funds.   
 
Correct misunderstandings about the statement of cash flows and related 
presentation options 
The new rules continue to allow nonprofits the freedom to choose to present operating 
cash flows using either the direct or indirect method (whichever method best serves the 
informational needs of those reading the nonprofit’s financial statements).  However, the 
new rules eliminate the requirement to present or disclose the indirect method in the notes 
if the direct method is presented on the statement of cash flows. The result is anticipated to 
be a more useful statement of cash flows and a reduction in costs to prepare the financial 
statements    
 
Other Changes 
There are a few additional areas where changes have been made, such as; in the functional 
allocation of expenses and endowment disclosures. You should be sure and read the full 
report from FASB and then be prepared to discuss them with your CPA. 
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Why do these changes matter? 
These changes will not materially affect how nonprofit finance teams handle 
underlying transactions, but staffs will need to be ready to explain the difference in the 
look of the financial statements they present to the board and others. Also, board members 
will need some training on the new rules as they pertain to their organization’s financial 
statements.  You may want to consider asking your CPA to explain the impact of the new 
rules to your board of directors. 
 

When are the new FASB standards effective? 
As noted at the beginning of this brief article, the new rules go into effect for fiscal years 
beginning January 1, 2018. (Ok…so it’s actually for annual financial statements issued for 
fiscal years beginning after December 15, 2017. But do you know of any nonprofits who 
start their fiscal year mid-month?) So, if you are only now becoming aware of the changes 
you are already behind in making any potential changes to your internal financial 
statements and practices to conform to the required changes. That being the case, now is 
the time to get in touch with your CPA to talk about any changes that may be need to your 
internal accounting and reporting practices. 
_________________________________________________________________ 
Additional Articles and Resources 
 
https://wvnpa.org/content/uploads/WVNPA-Webinar_-New-FASB-Rules.mp4 

https://nonprofitquarterly.org/2016/09/13/new-fasb-nonprofit-accounting-standards/ 

 

 
 

 
 

DISCLAIMER 

 
This material is presented with the understanding that the author is providing basic information only and assumes 

no liability whatsoever in connection with its use. Tax laws are constantly changing, are subject to differing 

interpretations, and the facts and circumstances in any particular situation may not be the same as those presented 

here. Therefore, we urge you to do additional research and make sure that you are fully informed and 

knowledgeable before using the information contained herein. 

 

To ensure compliance with Treasury Regulations (31 CFR Part 10, §10.35), we are required to inform you that any 

tax advice contained in any correspondence or other communication from us is not intended or written by us to be 

used, and cannot be used by you or anyone else, for the purpose of avoiding penalties imposed by the Internal 

Revenue Code. 

https://wvnpa.org/content/uploads/WVNPA-Webinar_-New-FASB-Rules.mp4
https://nonprofitquarterly.org/2016/09/13/new-fasb-nonprofit-accounting-standards/

