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ASU 2016-14 and Churches: Reconciling Liquidity to Net
Assets without Donor Restrictions, an Addendum

By Richard Lindley, Audit Supervisor

All churches that issue external financial statements (complete with footnote disclosures) for fiscal years beginning after
December 15, 2017 (calendar year 2018 and fiscal years ending in 2019) are subject to the new nonprofit financial
reporting requirements in Financial Accounting Standards Board (FASB) Accounting Standards Update (ASU) 2016-14.
We previously issued a two-part article on this ASU and the implications of the liquidity and availability disclosures for
churches. Part 1 explains the quantitative or numerical aspects of this ASU, and Part 2 describes additional qualitative
or non-numerical disclosures.

While one of the goals of this ASU is to improve information in nonprofit financial statements and notes about liquidity
and availability, we continue to receive questions from church management, boards, and other financial statement users
about how the “Net assets without donor restrictions — undesignated” amount compares to “Financial assets available
to meet cash needs for general expenditures within one year” total. This addendum focuses on that specific question
and provides an additional analysis that may be used to explain this difference with management, boards, and others.

Reconciling Liquidity to Net Assets Without Donor Restrictions

In Liquidity & Availability Disclosure Considerations for Churches in ASU 2016-14, we provided the reconciliation in
Figure 1 as a tool to help explain that difference. Figure 1 shows the reconciliation in that article:

Figure 1

RECCONCILIATION OF NET ASSETS WITHOUT DONOE RESTRICTIONS -- UNDESIGNATED TO
FINANCIATL ASSETS AVAILABLE TO MEET CASH NEEDS:

Net Assets Without Donor Restrictions - Undesignated: $ 23,000
Less:
Prepaid Expenses (21,000)
Other Assets (18,000}
Tnventory {9,000}
Add:
Arcounts payable 44 000
Arcrued payroll 15,000
Accrued expenses 7.000
Deferred revenue -- school tuition and fees 57,000
Deferred revenue - community center and fees 13,000
Debt used to fund operations 14,000
Drawn operating line of credit. 39,000
Financial Assets Available to Meet Cash Needs for General Expenditures Within One Year S  164.000
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Some individuals continue to have questions about the reconciliation presented in Figure 1. So Figure 2 provides a
different approach using the same information as Figure 1, but presented in Balance Sheet statement format. If you
separate out just the operating component of assets, liabilities, and net assets, it becomes much simpler.

The statement of operating assets, liabilities, and net assets below may be used to further present these amounts and
their differences. (Note: This statement is not intended to be included in the external financial statements or related
footnotes, but rather function as a management tool to assist users in understanding the difference between the two
amounts.)

Figure 2

Operating Assets, Liabilities and Net Assets
December 31, 201X

OFERATING ASSETS:
Financial assets available to meet cash needs for general

expenditures within one vear 5 164,000
Prepaid Expenses 21,000
Other Aszets 18.000
Iventory 9000
Total Operating Assats 5 212,000
OFERATING LIAEILITIES AND NET ASSETS:
Operating liabilities:
Accounts pavable 5 44000
Accrued payroll 13,000
Accrued expenses 7,000
Deferrad revenus — school mition and faes 37.000
Deferred revenue — community center and fees 13,000
Debtused to fund operations 14,000
Drawn operating line of credit. 39,000
Total operating liabilities 189,000
Net Aszzete Without Doner Restricions - Undesignated: 23,000
Total Operating Liabilities and Net Assets 5 212 000

Again, we emphasize that your church should not use the new disclosure amount to measure operating
reserves. One tool that can be very useful to management and the board in monitoring these reserves is the
CapinCrouse Church Financial Health Index™, an online dashboard with key measures, ratios, benchmarks, and peer
information. Many churches use this tool with their church boards to monitor cash reserve levels.

If your church hasn’t considered how the liquidity disclosures will look in the footnotes, do it soon so you have time to
consider the factors discussed in Part 1 and Part 2 before the end of the fiscal year. This is especially important for
churches with a December 31, 2018, fiscal year-end.
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