


What are the new net asset classes?

The new standard consolidates the current net asset 
classes (unrestricted, temporarily restricted and 
permanently restricted) into net assets with donor 
restrictions and net assets without donor restrictions. 
It also requires additional disclosures related to 
board designations and donor-imposed restrictions, 
such as: 

›  Funds earmarked for a specific purpose, 

›  The passage of time (for example, when the funds 
may be used only after a specific number of years 
have passed),

›  The funds included in board-designated operating 
reserves, or

›  The occurrence of a specific event — for example, 
the attainment of a desired programmatic outcome. 

The ASU changes the reporting of “underwater” 
endowments whose fair value is less than the  
original gift amount. It now requires the under- 
water portion to be classified as net assets with 
donor restrictions, and enhanced disclosures will  
be required. 

The new standard also generally eliminates the  
over-time method for reporting the expiration of 
restrictions on capital gifts used to purchase or  
build long-lived assets such as buildings. Unless  
the gift includes additional donor restrictions,  
you must use the placed-in-service approach  
to reclassify these gifts as net assets without  
donor restrictions in the year the asset is placed  
in service, rather than spreading out the expiration 
of the restrictions over the asset’s useful life. This 
could affect debt service ratios and other loan  
covenants.

Making sense of FASB’s new  
accounting standard for nonprofits

The Financial Accounting Standards Board (FASB) recently released its first update to the financial reporting 
rules for nonprofits since 1993. The new Accounting Standards Update (ASU) No. 2016-14, Not-for-Profit Entities 
(Topic 958): Presentation of Financial Statements of Not-for-Profit Entities, will affect the financial statements of 
most nonprofits when it takes effect. So now is the time to get ready for the coming changes.
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The FASB’s new accounting standard for nonprofits is intended to increase the transparency and use-
fulness of financial reporting information presented by organizations. It says that applying the standard 
also will:

›  Reduce cost and complexity for nonprofits when classifying net assets,

›  Provide more relevant information on how imposed limits on resources (for example, board designations) 
affect the availability of those resources,

›  Make comparing expenses and investment returns between nonprofits easier, and

›  Provide greater transparency about organizations’ service efforts and ability to continue providing 
services, too.

FASB’s goals for the new standard



How has liquidity and 
available resources  
reporting changed?

Under ASU 2016-14, your  
financial statements must 
include certain qualitative  
and quantitative disclosures  
of information to help the 
financial statement user  
evaluate your organization’s 
liquidity. The quantitative  
information — which will  
show the availability of your 
financial assets to meet cash 
needs for general expenses within the year following 
the balance sheet date — is now required in a more 
specific format. The newly mandated qualitative 
information will show how you plan to manage liquid 
available resources to meet cash needs for general 
expenses within a year of the balance sheet date.

The qualitative disclosure requirements might prove 
among the most challenging to implement because 
they call for a high degree of judgment. But the stan-
dard gives you a lot of flexibility and includes exam-
ples of disclosures (although you aren’t required to 
replicate the format used in the examples).

What about reporting your  
expenses and investment return?

The new standard requires you to classify expenses by 
both nature and function in one location (function 
was already required) and present an analysis of 
expenses by both nature and function. “Nature” refers 
to expense categories such as salaries and wages, 

rent and utilities. “Function”  
primarily means program ser-
vices and supporting activities, 
such as management and 
general and fundraising. This 
information also is required  
on IRS Form 990, “Return of 
Organization Exempt From 
Income Tax,” so you shouldn’t 
have trouble collecting it. 

You must present investment 
income net of all related  
external expenses (expenses 

paid to third parties such as investment managers) 
and direct internal expenses. The new standard also 
eliminates the current requirement to disclose the 
components of net investment income.

How to present operating cash flows?

The FASB had previously proposed requiring  
nonprofits to use the direct method to present the 
net amount of operating cash flows. But the new 
standard lets you opt for either the direct or indirect 
method. If you opt for the direct method, you won’t 
need to include an indirect method reconciliation, 
as is currently required. 

What should you do next?

The FASB doesn’t expect ongoing compliance costs 
to be significant for most not-for-profits. Even your 
initial costs should be manageable, as changes to 
your financial reporting will require only a one-time 
reformatting. But it may take some time to familiarize 
stakeholders, such as the board of directors and 
management, with the requirements and changes 
to how information is presented. You might want to 
revise a recent set of financial statements according  
to the ASU and share them with your board and 
management teams to help them understand the 
changes to come. 

Effective date

The new standard takes effect for annual financial 
statements issued for fiscal years beginning after 
December 15, 2017, and for interim periods within 
fiscal years beginning after December 15, 2018. Early 
application is allowed. n
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You might want to 
revise a recent set of 
financial statements 
according to the 
ASU and share them 
with your board and 
management teams.



1. Define the purpose. The first — and most  
important — task in creating a survey is to define  
its main goal. What does your nonprofit want to  
learn from respondents? How will you use the data 
you collect? Say that you’re planning to build a  
new recreation center. You’d want to ask specific 
questions — for example: What hours and days of 
the week would you most likely use the pool? How 
much would you be willing to pay per visit? Would 
you use the pool mainly to swim laps? Respondents’ 
answers would give your leadership guidance for 
making construction and programming decisions.

2. Keep your survey short. Ideally, it should take no 
longer than five minutes to complete a survey. Online 
survey maker SurveyMonkey says six to 10 minutes 
is acceptable, but it sees “significant abandonment 
rates” after 10 minutes. 

3. Get some online help. Speaking of SurveyMonkey, 
it’s one of the most popular online survey tools. For 
free, your nonprofit can create a basic survey with 
10 questions and 100 responses. SurveyMonkey also 
sells nonprofit templates in areas including volunteer 
satisfaction, donor feedback, fundraiser event plan-
ning and market research. Other survey tools include 
Google Forms, SurveyGizmo and Typeform. Each has 
certain benefits in terms of pricing, creativity or the 
ability to analyze your results.

4. Consider offering an incentive. According to 
research, people are significantly more likely to  
complete a survey if they’re offered an incentive.  
And the response rate increases with the value of  
the incentive given. If you do offer one, choose an 
incentive that’s appropriate. A big reward could  
skew survey results.

5. Speak your respondents’ language. When  
devising the survey, speak the language of those 
who’ll be taking it. Avoid industry jargon and techni-
cal lingo, and don’t assume the survey taker knows 
the ins and outs of your organization or its field. If 
you’re going to make an insider’s reference, explain it. 

6. Structure your survey logically. Begin with a brief 
introduction that explains the survey’s purpose and 
importance. Then group similar questions together  
to create flow. Place easy questions at the beginning 
of the survey and put more difficult or sensitive ques-
tions, such as those about income or ethnicity, at the 
end. Your goal should be to engage the respondent 
through the entire survey, so try to:

›  Present one idea per question.

›  Use closed-ended questions whenever possible — 
they’re much easier for the survey taker and easier 
to analyze than open-ended questions.

8 tips for creating your own survey

So you want to survey your members, donors or other constituents for feedback on a program or 
project? If you haven’t created a survey before, don’t fret. Just keep in mind certain rules and the rest 
will follow. Here are eight tips for writing an effective survey.
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But no organization can afford to rest on its laurels. 
In fact, mature not-for-profits often face a critical fork 
in the road. The next step can lead to renewal — or 
stagnation and eventual decline. 

Shift to financial sustainability

If you lead a nonprofit in the maturity stage, you 
should set your sights toward sustainability. By now, 
your organization should have a good handle on 
its current resources and be adept at forecasting 
its needs. From a financial perspective, that means 
maintaining sufficient cash on hand to support daily 
operations, as well as adequate operating reserves. 
This also may be the time to initiate your planned 
giving and endowment efforts to sustain programs 
into the future. 

›  Keep rating scales consistent throughout the survey.

›  Give special attention to multiple-choice ques-
tions; for instance, provide respondents with all 
options for answering, including “not applicable” 
or “don’t know.” 

7. Avoid bias and pledge privacy. Take care  
not to lead respondents to answers you’d like to  
hear. Avoid loaded words and strong language, 
and consider seeking the services of a survey 
professional to ensure objectivity. Also remember 
that privacy is important to most people. Reassure 

respondents at the beginning of the survey or  
in a cover letter that their replies will remain  
confidential.

8. Test and remind. Try out your finished survey on staff 
or a small sample of your target audience. Time their 
responses and ask for feedback. You’ll want to find out 
if any questions were confusing. Once the survey has 
been distributed, don’t hesitate to send out reminders  
to potential respondents you haven’t heard from. 
According to some survey experts, sending several 
reminders significantly boosts response rates. n

Nonprofit life cycle

Mature nonprofits face changing priorities

Successful nonprofits typically proceed along a standard life cycle. Their early stage precedes a 
growth period that runs several years, followed by maturity. The maturity (or governance) stage  
generally begins around an organization’s eighth year. By this time, the nonprofit has built its core 
programs and achieved a reputation in the community.
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Your organization probably requires more funds than 
ever. However, a nonprofit of this age must be wary of 
“mission drift,” which happens when an organization 
begins to make compromises to generate funds rather 
than stick to its mission.

At this point, organizations often see more program 
and operational coordination and more formal 
planning and communications. Your nonprofit also 
may explore the possibility of alliances with other 
organizations. Such affiliations can 
both extend your organization’s 
impact and increase its financial 
stability. Alliances also can help 
reinforce your mission focus and 
prevent your nonprofit from get-
ting too bogged down by policy 
and procedures.

The mature board of directors

Another way to increase financial 
stability is to add members to your 
board. A mature nonprofit’s brand 
identity may enable it to attract 
more wealthy, prestigious and 
well-connected members. Ideally, 
these members will have more to 
offer than simply money, such as 
expertise in a certain area or a 
strong personal commitment to your mission.

As your executive director and staff concentrate 
more on operations, your board needs to take an 
even greater leadership role by setting direction  
and strategic policy. The board may become  

more conservative, though. (The boards of younger 
nonprofits are usually more entrepreneurial and 
willing to take risks because less is at stake.)

Program considerations

When it comes to programming, mature nonprofits 
must take care not to be lulled into complacency. 
It’s important to regularly review your programming, 
including the actual curriculum or content, for rel-

evance and effectiveness. Your 
strategic plan should focus on  
the long range and may outline 
new opportunities.

Surveys can be a good way 
of keeping up to date on your 
constituents’ needs and interests, 
which can change over time. 
(See “8 tips for creating your 
own survey” on page 4.) The 
results might lead to dramatic 
changes. One literacy nonprofit, 
for example, stayed relevant to 
its community by shrinking its 
literacy programming and offer-
ing more English as a Second 
Language services instead.

Celebrate but strive

In today’s competitive environment, any nonprofit 
that makes it to maturity has reason to celebrate. 
To continue to serve your mission, though, your 
organization must be strategic in both financial and 
program planning. n

Mature nonprofits 
must take care  
not to be lulled 
into complacency. 
It’s important to 
regularly review 
your programming 
for relevance and 
effectiveness.



ALS Association continues to reap  
benefits of Ice Bucket Challenge

The ALS Association 
recently announced 
that research funded 
through donations 
from its 2014 “Ice 
Bucket Challenge” 
has identified a new 
gene that contributes 
to the disease and 
that can become  
a target for drug 
development. The 
association also 
announced a new 
campaign called 
“Every Drop Adds  
Up” to follow up  
on the “Ice Bucket 

Challenge,” which raised about $115 million  
globally. It’s a good reminder of a “best practice”: 
Keep donors informed about how their donations 
make a real difference to potentially generate  
subsequent donations. n

Legacy not-for-profits go digital  
to attract Millennial donors

Large organizations 
such as United Way 
and the American 
Red Cross are turning 
to online appeals 
to reach Millennial 
donors who are 
“rewriting the rules of 
fundraising,” Adweek 
reports. One of the 
biggest challenges 

is engaging these donors through new fundraising 
channels. The not-for-profits are responding by ramping 
up efforts in crowdfunding, mobile and other digital  
modes of giving. United Way, for example, raised 
$570,000 for its “Restore Baltimore” campaign via 
crowdfunding. n

Fitness app leverages Pokémon GO craze

The fitness 
app Charity 
Miles — which 
lets people 
raise money 
for more than 
30 charities 
by tracking 
the distance 
they walk, run or bike — is now allowing users to 
collect miles while playing the popular Pokémon GO 
game on their smartphones.

As players roam their cities and neighborhoods in 
search of Pokémon characters, they can participate 
in the Charity Miles Pokémon GO Challenge. For every 
“Challenge Team,” the organization pays charities  
out of a pool of money from corporate sponsors, in  
proportion to the miles accumulated for each charity. n

Survey sheds light on hiring challenges

According to this year’s Nonprofit Employment 
Practices Survey™ from Nonprofit HR and GuideStar, 
the ability to pay competitive wages ranks as the 
top staffing challenge faced by nonprofits for the 
fifth consecutive year. Since 2014, the second largest 
challenge has been finding qualified staff.

Organizations have the 
most trouble retaining 
employees in direct 
services (positions that 
work directly with clients), 
followed by fundraising 
development. And these 
are areas where the most 
job growth is expected in 
the coming year, suggest-
ing the possibility of more staffing problems going 
forward. The survey report asserts that the increasing 
number of “entities that are blending purpose and 
profit” (for example, Ben & Jerry’s and Patagonia) 
means job seekers have more opportunities to 
engage in mission-driven work than ever before. n
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