
Endowments of Not-for-Profit Organizations: Net Asset Classification of Funds Subiect t o  an Enacted 

Version of the Uniform Prudent Management o f  Institutional Funds Act. and Enhanced Disclosures for 

All Endowment Funds (FSP FAS 117-1) 

In August 2008, the Financial Accounting Standards Board (FASB) issued Endowments of Not-for- 

Profit Organizations: Net Asset Classification of Funds Subject to  an Enacted Version of the Uniform 

Prudent Management of lnstitutional Funds Act, and Enhanced Disclosures for All Endowment Funds 

(FSP FAS 117-1). The provisions of FSP 117-1 are effective for fiscal years ending after December 15, 

2008. 

This FASB Staff Position (FSP) has two important components: 

1) It provides guidance on the net asset classification of donor-restricted endowment funds 
that are subject to the Uniform Prudent Management of lnstitutional Funds Act (UPNIIFA); 

and 

2) It includes new required disclosures for endowment funds, both donor-restricted and 

board-designated, whether or not they are subject to UPMIFA. 

Net Asset Classification 

The section of FSP 117-1 related to net asset classification provides guidance for classifying 

those funds that are donor-restricted endowment funds (as defined by UPMIFA) subject to the 

restrictions regarding 'appropriation for expenditure or accumulation of endowment funds' described in 

subsection 4(a) of UPMIFA. If your board, after consulting with legal counsel, determines that some, or 

all, of your funds are subject to those restrictions, you may need to  change the net asset classification of 

some of your funds. 

The APCfs interpretation of FSP 117-1 is that appropriate classification of these funds will further 

depend on your organization's governing documents and relevant gift instruments. If such documents 

allow expenditure of corpus, the donor-restricted endowments will be classified as temporarily 

restricted net assets, and amounts approved for expenditure will be reclassified to unrestricted net 

assets. If your governing documents and/or gift instruments do not allow expenditure of corpus, the 

portion of donor-restricted endowments that your board determines cannot be expended will be 

classified as permanently restricted. The remainder of the funds will be classified as temporarily 

restricted, with amounts approved for expenditure reclassified as unrestricted. 

Your foundation is not subject to  the guidance regarding net asset classification if: 

1) Your state has not adopted UPMIFA. To date, about half of the states have adopted 

UPMIFA, and several states are considering adoption. You can check the status of 

UPMIFA in your state at www.upmifa.org/Desl<topDefault.aspx?tabindex=5&tabid=68 ., 
or 



2) Your state has adopted UPMIFA, but your board, after consulting with legal counsel, has 
determined your funds are not donor-restricted funds subject to the restrictions 

regarding expenditures from endowed funds. 

Exhibit 1 is a flow chart to assist you in determining what, if any, changes you need to make in 

net asset classifications on your foundation's financial statements. It is important to note that there are 

differences in the way states are adopting UPMIFA. We anticipate there also will be differences in the 

legal opinions community foundations receive as to whether the UPNllFA restrictions regarding 

expenditures from donor-restricted funds apply to community foundations that have variance power 

and the ability to  spend corpus. We expect that these differences will result in increased differences in 

the classification of net assets on community foundations' financial statements. 

If you determine that UPMIFA applies to your funds it will be necessary to review existing funds 

in the period in which UPNllFA is adopted by your state, or in the first period that FSP 117-1 is 

applicable. If it is necessary to reclassify certain net assets (usually funds that have been classified as 

unrestricted may need to be reclassified as temporarily restricted) such reclassification will be recorded 

in a separate line item within the statement of activities, outside a performance indicator or other 

intermediate measure of operations, if one is presented. 

Required Disclosures 

The section of FSP 117-1 regarding enhanced disclosures for endowment funds applies to all 

community foundations, whether or not your funds are subject to UPMIFA. The required disclosures 

apply to both donor-restricted and board-designated endowment funds. In summary, required 

disclosures include: 

1, a description of the board's interpretation of the law(s) that underlie the organization's net 

asset classifications 

2. a description of the organization's endowment spending policy(ies) 

3. a description of the organization's investment policies 

4, the composition of the organization's endowment by net asset class, and 

5, a reconciliation of the beginning and ending balance of the organization's endowment, in 

total and by net asset class. 

It is likely that your financial statements already include some of these required disclosures. 

Exhibits 2-5 provide sample disclosures. You will, of course, need to modify these disclosures to  fit your 

foundation's particular situation. 

Conclusion 

The guidance provided in this paper is meant to assist you as your foundation implements this 

new FSP. Included with this paper (Exhibit 6) is a memo from Janne Gallagher, the Council on 



Foundation's legal counsel that provides some historical background regarding classification of 

community foundation net assets and her interpretation from a legal perspective of how FSP117-1 

applies to  community foundation funds. The guidance provided here is not meant to be authoritative. 

Each foundation should refer to the FSP (http://www.fasb.org/pdf/fsp~fasl17-l.pdf) for authoritative 

requirements and consult its legal counsel and auditor to determine how to implement the FSP. 

We anticipate, as did the FASB when they approved FSP 117-1, that it will take some time before 

UPMIFA is clarified by legal interpretations and enforcement by the adopting states. We also anticipate 

that FSP 117-1 will be refined and clarified as community foundations, other non profits, and auditors, 

apply it in practice. The APC will monitor the FSPfs implementation and report to you any trends we 

observe. 



EXHIBIT 1 

Has your state adopted 
LIPMIFA? 

No change to current net 
asset classification 

I I 

I Yes 

No 

Do your organization's 
gowning documents 
andlor the gift 
instrument allow 

I I Classify portion of fund 

After consulting with legal counsel, 
has your organization determined 
that your funds are donor-restricted 
endowment funds subject to 
UPMIFA's "Appropriation for 
Expenditure or Accumulation of 
Endowment Fund; Rules of 
Construction" ? 

(See Note regarding Section #) 

Yes 

Classify fund as 
temporarily restricted. 
Reclassify amounts 
approwd for expenditure 
as unrestricted. 1 

No change to current net 
asset classification. 

as permanently 
restricted and portion 
as temporarily 
restricted. Relassify 
amounts approed for 
expenditure as 
unrestricted. 

Note: The section number in UPMIFA as drafted by the National Conference Of Commissioners On Uniform 
State Laws is 4(a). The section number in UPMIFA as adopted by your state may differ. 



Sample Footnote Disclosures 

EXHIBIT 2 UPMIFA State - Most funds not subject to UPMIFA 

Summary of Significant Accounting Policies 

(a) Net Asset Classifications 

In August 2008, The Financial Accounting Standards Board issued Staff Position No. FAS 

117-1, Endowments of Not-for-Profit Organizations: Net Asset Classification of Funds 

Subject to  an Enacted Version of the Uniform Prudent Management of Institutional 

Funds Act, and Enhanced Disclosures for All Endowment Funds (FAS 117-1). FAS 117-1 

provides guidance on the net asset classification of donor-restricted endowment funds 

for a not-for-profit organization that is subject to  an enacted version of the Uniform 

Prudent Management of Institutional Funds Act of 2006. (UPMIFA). The FAS 117-1 also 

improves disclosures about an organization's endowment funds (both donor restricted 

endowment funds and board designated endowment funds) whether or not the 

organization is subject to  UPMIFA. 

The State of X adopted UPMIFA effective Month 1, 20XX. The Foundation has adopted 
FAS 117-1 for the year ended December 31, 20XX. The Board of Directors, on the advice 
of legal counsel, has determined that the majority of the Foundation's net assets do not 
meet the definition of endowment under UPMIFA. The Foundation is governed subject 
t o  the Governing Documents for the Foundation and most contributions are subject t o  
the terms of the Governing Documents. Certain contributions are received subject to  
other gift instruments, or are subject to  specific agreements with the Foundation. 

Under the terms of the Governing Documents, the board of directors has the ability to  
distribute so much of the corpus of any trust or separate gift, devise, bequest, or fund 
as the board in its sole discretion shall determine. As a result of the ability to  distribute 
corpus, all contributions not classified as temporarily restricted or permanently 
restricted are classified as unrestricted net assets for financial statement purposes. 

Temporarily restricted net assets consist of irrevocable charitable trusts, lead trusts, 

restricted contributions receivable, and the remaining portion of donor-restricted 

endowment funds that are not classified as permanently restricted net assets. When 

donor restrictions expire, that is, when a stipulated time restriction ends or a purpose 

restriction is fulfilled, temporarily restricted net assets are reclassified t o  unrestricted 

net assets and reported in the statements of activities as net assets released from 

restrictions. 

Permanently restricted net assets represent the fair value of the original gift as of the 
gift date and the original value of subsequent gifts t o  donor-restricted endowment 
funds. 

[Additional disclosure in year of adoption of FSP 117-1: 



During the year ended December 31,20XX the Foundation has reviewed all endowment 

funds and has transferred to temporarily restricted net assets those that are subject to 

LIPMIFA that were previously classified as unrestricted.] 

(b) Endowment investment and Spending Policies 

-the Foundation has adopted investment and spending polices for endowment assets 

that attempt to provide a predictable stream of funding to programs supported by its 

endowment while seeking to maintain the purchasing power of the endowment assets. 

The Foundation's spending and investment policies work together to achieve this 

objective. The investment policy establishes an achievable return objective through 

diversification of asset classes. The current long-term return objective is to return 8%) 

net of investment fees. Actual returns in any given year may vary from this amount. 

To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return 

strategy in which investment returns are achieved through both capital appreciation 

(realized and unrealized) and current yield (interest and dividends). The Foundation 

targets a diversified asset allocation that places a greater emphasis on equity-based 

investments to achieve its long-term return objectives within prudent risk parameters. 

The spending policy calculates the amount of money annually distributed from the 

Foundations' various endowed funds, for grantmaking and administration. The current 

spending policy is to distribute an amount equal to 5% % of a moving four-year average 

but not less than 4% % or greater than 6.25% of current market value. Accordingly, over 

the long term, the Foundation expects current spending policy to allow its endowment 

assets to grow at an average rate of 2.5% annually. This is consistent with the 

Foundation's objective to maintain the purchasing power of endowment assets as well 

as to provide additional real growth through new gifts and investment return. 



EXHIBIT 3 UPMIFA State - Most funds subiect to  UPMIFA 

(a) Net Asset Classifications 

In August 2008, The Financial Accounting Standards Board issued Staff Position No. FAS 

117-1, Endowments of Not-for-Profit Organizations: Net Asset Classification of Funds 

Subject to an Enacted Version of the Uniform Prudent Management of Institutional 

Funds Act, and Enhanced Disclosures for All Endowment Funds (FAS 117-1). FAS 117-1 

provides guidance on the net asset classification of donor-restricted endowment funds 

for a not-for-profit organization that is subject to an enacted version of the Uniform 

Prudent Management of Institutional Funds Act of 2006. (UPMIFA). The FAS 117-1 also 

improves disclosures about an organization's endowment funds (both donor restricted 

endowment funds and board designated endowment funds) whether or not the 

organization is subject to UPMIFA. 

The State of X adopted UPlVllFA effective Month 1, 20XX. The Foundation has adopted 
FAS 117-1 for the year ending December 31,20XX. The Board of Directors, on the 
advice of legal counsel, has determined that the majority of the Foundation's net assets 
meet the definition of endowment funds under UPMIFA. The Foundation is governed 
subject to the Governing Documents for the Foundation and most contributions are 
received subject to the terms of the Governing Document. 

Under the terms of the Governing Documents, the Board of Directors has the ability to 
distribute so much of the corpus of any trust or separate gift, devise, bequest, or fund 
as the board in its sole discretion shall determine. In accordance with UPNIIFA, the 
organization 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 the organization. 

As a result of the ability to distribute corpus, the Board of Directors has determined 

that all contributions received subject to the Governing Document, and subject to 

UPMIFA, are classified as temporarily restricted until appropriated, at which time the 

appropriation is reclassified to unrestricted net assets. Contributions that are subject 

to other gift instruments may be recorded as permanently restricted, temporarily 

restricted or unrestricted, depending on the specific terms of the agreement. 



Generally, i f  the corpus of a contribution will at some future time become available for 

spending it is recorded as temporarily restricted, if the corpus never becomes available 

for spending it will be reported as permanently restricted. In addition, contributions 

that are promised to  be given in a future period are presented as temporarily restricted 

until the payments are due. 

[Additional disclosure in year of adoption of FSP 117-1: 

During the year ended December 31, 2OXX the Foundation has reviewed all endowment 
funds and has transferred to  temporarily restricted net assets those that are subject to  
UPMIFA that were previously classified as unrestricted.] 

(b) Endowment Investment and Spending Policies 

-the Foundation has adopted investment and spending polices for endowment assets 

that attempt to  provide a predictable stream of funding to  programs supported by its 

endowment while seeking to  maintain the purchasing power of the endowment assets. 

The Foundation's spending and investment policies work together to  achieve this 

objective. The investment policy establishes an achievable return objective through 

diversification of  asset classes. The current long-term return objective is to  return 8%, 

net of investment fees. Actual returns in any given year may vary from this amount. 

To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return 

strategy in which investment returns are achieved through both capital appreciation 

(realized and unrealized) and current yield (interest and dividends). The Foundation 

targets a diversified asset allocation that places a greater emphasis on equity-based 

investments to  achieve its long-term return objectives within prudent risk parameters. 

The spending policy calculates the amount of money annually distributed from the 

Foundations' various endowed funds, for grantmaking and administration. The current 

spending policy is to  distribute an amount equal to  5% % of a moving four-year average 

but not less than 4% % or greater than 6.25% of current market value. Accordingly, over 

the long term, the Foundation expects current spending policy to  allow its endowment 

assets to  grow at an average rate of 2.5% annually. This is consistent with the 

Foundation's objective to  maintain the purchasing power of endowment assets as well 

as to  provide additional real growth through new gifts and investment return. 



EXHIBIT 4 Non - UPMIFA State 

(a) Net Asset Classifications 

In August 2008, t he  Financial Accounting Standards Board issued Staff Position No. FAS 

117-1, Endowments of Not-for-Profit Organizations: Net Asset Classification of Funds 

Subject to an Enacted Version of the Uniform Prudent Management of lnstitutional 

Funds Act, and Enhanced Disclosures for All Endowment Funds (FAS 117-1). FAS 117-1 

provides guidance on the net asset classification of donor-restricted endowment funds 

for a not-for-profit organization that is subject to an enacted version of the Uniform 

Prudent Management of Institutional Funds Act of 2006. (UPMIFA). The FAS 117-1 also 

improves disclosures about an organization's endowment funds (both donor restricted 

endowment funds and board designated endowment funds) whether or not the 

organization is subject to UPMIFA. 

The State of X has not adopted UPMIFA. The Foundation has adopted FAS 117-1 for the 
year ending December 31,20XX. The Foundation is governed subject to the Governing 
Documents for the Foundation. The Board of Directors, on the advice of legal counsel, 
has determined that the majority of the Foundation's contributions are subject to the 
terms of the Governing Documents. Certain contributions are received subject to other 
gift instruments, or are subject to specific agreements with the Foundation. 

Under the terms of the Governing Documents, the board of directors has the ability to 
distribute so much of the corpus of any trust or separate gift, devise, bequest, or fund 
as the board in its sole discretion shall determine. As a result of the ability to distribute 
corpus, all contributions not classified as temporarily restricted or permanently 
restricted are classified as unrestricted net assets for financial statement purposes. 

Temporarily restricted net assets consist of irrevocable charitable trusts, lead trusts, 

restricted contributions receivable, and the remaining portion of donor-restricted 

endowment funds that are not classified as permanently restricted net assets. When 

donor restrictions expire, that is, when a stipulated time restriction ends or a purpose 

restriction is fulfilled, temporarily restricted net assets are reclassified to unrestricted 

net assets and reported in the statements of activities as net assets released from 

restrictions. 

Permanently restricted net assets represent the fair value of the original gift as of the 
gift date and the original value of subsequent gifts to donor-restricted endowment 
funds. 

(b) EndowmentlnvestmentandSpendingPolicies 

The Foundation has adopted investment and spending polices for endowment assets 

that attempt to provide a predictable stream of funding to programs supported by its 



endowment while seeking to maintain the purchasing power of the endowment assets. 

The Foundation's spending and investment policies work together to achieve this 

objective. The investment policy establishes an achievable return objective through 

diversification of asset classes. The current long-term return objective is to return 8%) 

net of investment fees. Actual returns in any given year may vary from this amount. 

To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return 

strategy in which investment returns are achieved through both capital appreciation 

(realized and unrealized) and current yield (interest and dividends). The Foundation 

targets a diversified asset allocation that places a greater emphasis on equity-based 

investments to achieve its long-term return objectives within prudent risk parameters. 

The spending policy calculates the amount of money annually distributed from the 

Foundations' various endowed funds, for grantmaking and administration. The current 

spending policy is to distribute an amount equal to 5% % of a moving four-year average 

but not less than 4% % or greater than 6.25% of current market value. Accordingly, over 

the long term, the Foundation expects current spending policy to allow its endowment 

assets to grow at an average rate of 2.5% annually. This is consistent with the 

Foundation's objective to maintain the purchasing power of endowment assets as well 

as to provide additional real growth through new gifts and investment return. 



EXHIBIT 5 - Footnote Disclosure, all Foundations (UPMIFA AND NON-UPMIFA States) 

I Endowment net assets, beginning of year 41 0,000,000 2,100,000 2,500,000 414,600,000 

1 

Interest and Dividends, net of investment expl 8,100,000 100,000 8,200,000 
Net Appreciation 490,000 10,000 500,000 

Contributions 21,000,000 10,450,000 31,450,000 
Amounts Appropriated for Expenditure (22,440,000) (5,110,000) (27,550,000 
Others Changes 

Change in Endowment Net Assets 7,150,000 5,450,000 12,600,000 

Changes in Endowment Net Assets 

For the year ended December 31,20XX 
Temporarily Permanently 

Unrestricted Restricted Restricted Total 

I Endowment net assets, end of year 41 7,150,000 7,550,000 2,500,000 427,200,000 

Donor Designated Endowment Funds: 250,000 2,500,000 2,750,000 

2 

Other Endowment Funds: 

Undesignated 200,000,000 200,000,000 
Field of Interest 1 10,000,000 1 10,000,000 
Donor Advised 50,150,000 50,150,000 
Designated 55,000,000 7,300,000 62,300,000 

Subtotal Other Endowment Funds 41 5,150,000 7,300,000 422,450,000 

Endowment Net Asset Composition by Type of Fund 

as of December 31,20XX 
Temporarily Permanently Total 

Unrestricted Restricted Restricted Net Assets 

I Board Designated Endowment Funds 2,000,000 2,000,000 

I Total Endowment Funds 41 7,150,000 7,550,000 2,500,000 427,200,000 



In addition to endowment net assets, the Foundation also manages other non-endowed funds. 

The following table summarizes all Foundation net assets as of December 31, 20XX 

Endowment Funds 41 7,150,000 7,550,000 2,500,000 427,200,000 

3 " ~  

Non-Endowment Funds: 
Donor Advised 378,000,000 378,000,000 

Total Non-Endowment Funds 378,000,000 378,000,000 

Temporarily Permanently Total 
Total Net Asset Composition Unrestricted Restricted Restricted Net Assets 

I Split Interest Agreements 8 850,000 17,500,000 1 ,I 00,000 19,450,000 
Perpetual Trusts 

Total Net Assets 796,000,000 25,050,000 3,600,000 824,650,000 



EXHIBIT 6 

Memo 

To: Members of the FAOG Accounting Practices Committee 

From Janne Gallagher 

Re: UMIFA, UPMIFA and FASB Staff Position 117-1 

Date: December 1, 2008 

This memorandum considers whether adoption of the Uniform Prudent Management of 
Institutional Funds Act (UPMIFA)' requires changes t o  existing guidance regarding the reporting 
and classification of assets held by community foundations. Current guidance is incorporated in 
a 1997 memorandum, Report on Classification of Net Assets by Community Foundations, 
prepared jointly by the Legal Advisory Subcommittee of the Committee on Community 
Foundations and a committee of the Community Foundations Fiscal and Administrative Officers 
Group (FAOG). 

The 1997 memo considered the reporting consequences that f low from two  basic types of 
donor gift restrictions. These are: 

Purpose restrictions - restrictions included in gift or fund agreements that limit expenditures 

from the fund to either: 

o a specific charitable purpose, such as protection of the environment (field of interest 

funds), or 

o a specifically identified charitable organization, such as the Boys and Girls Club 

(designated funds) 

Endowment restrictions - restrictions that affect the timing and amount of distributions from a 
fund. Endowments can be permanent or for a term of years3 

UPMIFA has been enacted in 25 states and the District of Columbia. For information about enactments see 
www.upmifa.orfi. 

h t t ~ : / / w w w . c a f . o r ~ f i l e s / D o ~ ~ ~ m e n t s / C n  Foundations/Professional Groups/FAOG/AcctAlerts/APCManual.pdf. 
1 discussed the content of this memo with the Community Foundations Legal and Regulatory Standing Committee and its 
Legal Subcommittee at a meeting on November 17. Members present at the meeting were generally in agreement with 
the conclusions. 

3 - this memo uses the terms "principal" or "corpus" to describe the portion of an endowment fund that is not fully 
expendable under applicable law. 



EXHIBIT 6 

Purpose Restrictions 

All community foundations possess the variance power. The classic statement of this power is 
taken from Treas. Reg. 1.170A-9(f)(11)(v)(!3)(1): 

To modify any restriction or condition on the distribution of funds for any 
specified charitable purposes or to specified charitable purposes or to 

specified organizations if in the sole judgment of the governing body 
(without the necessity of the approval of any participating trustee, 
custodian, or agent), such restriction or condition becomes, in effect, 
unnecessary, incapable of fulfillment, or inconsistent with the charitable 
needs of the community or area served 

The 1997 memo concluded that because this power gives a community foundation the 
unilateral right to change the purpose of a fund, or to redirect funding from the originally 
designated charity to  another, assets in otherwise fully expendable field of interest and 
designated funds should be reported as unrestrictedn4 

However, the 1997 memorandum also concluded that "for most community foundations, the 
variance power does not allow them t o  invade principal." This is because the standard wording 
of the power, quoted above, conveys authority only to  modify restrictions "for any specified 
charitable purposes or t o  specified charitable purposes or to  specified organizations." While 
this guidance reflected the standard wording of the power, the 1997 memo noted that some 
community foundations may have a variance power that is broader than the standard. These 
community foundations should consider whether their power is broad enough to  give them 
authority to  fully expend a fund that is otherwise subject to  an endowment restrictionn5 

Endowment Restrictions 

Power to  invade: The 1997 memo cited several bases for community foundations possessing 
the power t o  invade corpus. According to  the memo, community foundations in trust form 
often have a power in their trust declarations that is described as "appropriation of corpus," 
although the amount that can be expended may be limited to  a stated percentage over a period 
of time, such as 2 percent a year or 20 percent over five years. This authority gives community 
foundations holding i t  the power to  expend principal up to  the stated yearly maximum. Some 

Agency endowments are governed by FASB Statement 136 and are not recorded as assets of the community 
foundation that holds them. 

For example, a version that omitted the clause, "for any specified charitable purposes or t o  specified charitable 
purposes or t o  specified organizations," would grant complete powers of modification to  the governing board. 



EXHIBIT 6 

versions of this power give community foundations the discretion to  change the allowable 
percentage. 

Community foundations in corporate form may have three sources of authority t o  draw on a 
fund's corpus: 

Some may have authority in their organizing documents to make: 
o Expenditures from corpus up to a stated percentage (similar to the trust provision for 

appropriation of corpus) 
o Expenditures from corpus a t  the discretion of the community foundation, or 
o Expenditures based on a spending rate with discretion in the governing board to 

establish and change the applicable rate 

Some may have a broader version of the variance power than the one required by the 
regulations 

IVlany will have fund agreements that incorporate a reference to the community foundation's 
spending policy or that authorize distributions from both principal and income6 

The 1997 memo also cited the Uniform Management of Institutional Funds Act (UMIFA) as 
authority for expending corpus. However, this was a limited grant of authority since LlMlFA 
permitted only the appropriation for expenditure of the amount by which a fund exceeded its 
historic dollar value. While technically this authorized spending from corpus since traditional 
trust accounting required capital appreciation t o  be added t o  corpus, UMIFA did not grant the 
right t o  expend that portion of corpus that constituted a fund's "historic dollar value." 

Impact of UPWIIFA 

UPMIFA eliminated historic dollar value as a floor on spending from an endowment and 
replaced i t  with authority for governing boards to  adopt prudent spending policies.7 The 
primary effect of this for community foundations is t o  provide additional spending authority to  
those foundations that do not have provisions in their organizing documents or fund 
agreements that permit them to  expend principal. 

Both UNIIFA and UPNIIFA provide that the basic definition of an endowment fund is "an 
institutional fund or part thereof that, under the terms of a gift instrument, is not wholly 
expendable by the institution on a current b a s i ~ . " ~  UPMIFA adds the caveat that assets an 
institution sets aside for its own use are not endowment funds. UMIFA addressed this point in 

Some care is needed here. Some policies allow only expenditures of a fund's income and net appreciation. Such 
a policy would not be a basis for expenditures that take a corpus below its historic dollar value. 

The Act enumerates several criteria for the board t o  consider, including preservation of the purchasing power of 
an endowment. 

'Section l(3) of ClMlFA and section l(2) of CIPMIFA. 



EXHIBIT 6 

a comment, referring t o  such funds as "quasi-endowment." Since the basic definition is 
unchanged, a fund that legally was not an endowment fund under UMIFA will not become an 
endowment fund under UPMIFA. The converse is also true - if a fund was an endowment fund 
under UMIFA, it remains one under UPMIFA. 

In determining whether funds are endowment funds, community foundations will need to  
examine their authority for spending from a fund to  determine whether that authority is 
sufficiently broad to  permit a fund to  be fully expended "on a current basis." Consistent with 
the guidance in the 1997 memo, funds that are "fully expendable" would include: 

Any fund f o r  w h i c h  the re  is b lanket  author i ty  t o  invade o r  expend principal o r  corpus 

Any fund t h a t  is subject t o  a spending policy if t h e  c o m m u n i t y  founda t ion  m a y  change t h e  pol icy 

at  i ts discret iong 

These funds are not, as a matter of law, endowment funds, although community foundations 
may administer them as such if donors expressed a hope that the fund would be permanent in 
character. 

The guidance in the 1997 memo was that community foundations with organizing documents 
that establish a specific percentage by which the community foundation can draw on corpus, 
but which do not authorize the community foundation to  alter that percentage, should classify 
such funds as temporarily restricted on the theory that such a fund could eventually be spent 
out even if it took hundreds of years. These funds would be endowment funds within the 
UMIFA/UPMIFA definition because they cannot be fully expended on a current basis. 

Classification of Funds for Accounting Purposes 

The Financial Accounting Standards Board's definition of endowment fund is broader than the 
legal definition. The FASB definition1' encompasses all funds established t o  provide income for 
the support of an institution, including unrestricted funds set aside by the board of the 

Unless, as noted above, the spending policy itself is limited to  expenditures of income and appreciation. 

10 Endowment fund: An established fund of cash, securities, or other assets t o  provide income for the 
maintenance of a not-for-profit organization. The use of the assets of the fund may be permanently restricted, 
temporarily restricted, or unrestricted. Endowment funds generally are established by donor restricted gifts and 
bequests t o  provide a permanent endowment, which is t o  provide a permanent source of income, or a term 
endowment, which is t o  provide income for a specified period. The portion of a permanent endowment that must 
be maintained permanently-not used up, expended, or otherwise exhausted-is classified as permanently 
restricted net assets. The portion of a term endowment that must be maintained for a specified term is classified 
as temporarily restricted net assets. An organization's governing board may earmark a portion of its unrestricted 
net assets as a board-designated endowment (sometimes called funds functioning as endowment or quasi- 
endowment funds) t o  be invested t o  provide income for a long but unspecified period. A board-designated 
endowment, which results f rom an internal designation, is not donor restricted and is classified as unrestricted net 
assets. FASB Statement 117, Financial Statements of Not-for-Profit Organizations, Glossary (emphasis supplied). 
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institution as endowment.'' Thus, a fund that is not an endowment fund legally may 
nonetheless be an endowment fund for accounting purposes. 

Compliance with FASB Statement 117 requires both the identification of funds as endowment 
funds and the allocation of each such fund t o  one of three categories: permanently restricted, 
temporarily restricted or unrestricted. The definition of permanently restricted net assets is: 

The part of the net assets of a not-for-profit organization resulting (a) from 
contributions and other inflows of assets whose use by the organization is limited 
by donor-imposed stipulations that neither expire by passage of time nor can be 
fulfilled or otherwise removed bv actions of the organization, (b) from other asset 
enhancements and diminishments subject t o  the same kinds of stipulations, and 
(c) from reclassifications from (or to)  other classes of net assets as a consequence 
of donor-imposed stipulations. 12 

Applying this definition, the 1997 memo recommended that funds be classified as permanently 
restricted only if both the following conditions are met: 

The donor does not allow principal invasions in the gift instrument 

'The governing documents of the community foundation do not provide for the invasion of 

corpus 

A recent FAOG survey suggests that most community foundations are classifying most of their 
assets as unrestricted or temporarily restricted. 

FASB Staff Position 117-1 

On August 6, 2008, FASB staff issued Position 117-1, which provides guidance on the net asset 
classification of endowment funds in states that have adopted UPMIFA. FSP 117-1 also 
provides for increased disclosures with respect t o  all endowment funds and these requirements 
apply without regard t o  whether the state has adopted UPNIIFA. The changes in net asset 
classification primarily affect only permanently restricted endowment funds. To the extent that 
community foundations are correctly classifying their assets as unrestricted or temporar~ly 
restricted, these changes would not affect them. 

However, the disclosure requirements apply to  all endowment funds, including funds that are 
board designated as endowment as well as those that are subject to  donor restrictions. This 
will require community foundations t o  determine whether assets they are correctly reporting 

11 The funds that UMIFA/UPMIFA characterize as "quasi-endowment." 
12 

Id. 
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as unrestricted or temporarily restricted are subject t o  the disclosure requirements because 
they are within the accounting definition of an endowment fund. 

An interpretation of FASB 117 that determined that these funds are within the accounting 
definition of an endowment fund would have the impact of requiring that community 
foundation financial statements include the information required by paragraph 11 of FSP 117-1. 

a. A description of the governing board's interpretation of the law(s) that underlies the 

organization's net asset classification of donor-restricted endowment funds. 

b. A description of the organization's policy(ies) for the appropriation of endowment assets for 

expenditure (its endowment spending policy(ies)). 

c. A description of the organization's endowment investment policies. The description shall include 

the organization's return objectives and risk parameters; how those objectives relate to the 

organization's endowment spending policy(ies); and the strategies employed for achieving those 

objectives. 

d. The composition of the organization's endowment by net asset class at the end of the period, in 

total and by type of endowment fund, showing donor restricted endowment funds separately 

from board-designated endowment funds. 

e. A reconciliation of the beginning and ending balance of the organization's endowment, in total 

and by net asset class, including, at a minimum, the following line items (as applicable): 

investment return, separated into investment income (for example, interest, dividends, rents) 

and net appreciation or depreciation of investments; contributions; amounts appropriated for 

expenditure; reclassifications; and other changes. 

Most  community foundations describe themselves as institutions that hold endowed or 
permanent funds for the benefit of their communities. While a power t o  invade corpus may 
make the  funds they hold not endowment funds in  the legal definition, many funds are 
intended by donors t o  be permanent and are being managed accordingly. The question of 
whether funds that are being managed as if they were endowment are within the FASB 117 
definit ion of endowment is an accounting issue rather than a legal one. However, I believe 
there are benefits t o  adopting a broad interpretation of the definition. 

Making the FSP 117-1 disclosures wi th respect t o  funds that are managed wi th the intent that 
they be permanent would provide useful information t o  donors and would let them form a 
more accurate picture of the community foundation. Disclosure may also be helpful in dealing 
wi th regulators, again allowing them t o  understand an important aspect of the  investment and 
distribution policies of many community foundations. To the extent that there is room for 
interpretation wi th respect t o  what may be required by FSP 117-1, I'd encourage you t o  
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consider interpreting it as allowing community foundations t o  make appropriate disclosures on 
their financial statements and in Form 990. 

Implications for Form 990 

Organizations that hold endowment funds must now report information relating t o  their 
endowments on Part V of Schedule D of the revised Form 990. The instructions for Schedule D 
adopt the definition of endowment from FASB Statement 117 rather than the legal definition. 
The instructions also adopt the distinctions between funds that are permanently restricted, 
temporarily restricted, and unrestricted but set aside as endowment by the organization's 
board. Accordingly, community foundations reporting assets as permanently restricted or 
temporarily restricted on their balance sheets will need t o  complete the endowment section of 
Schedule D. Whether community foundations reporting assets as unrestricted will need to  
complete Part V will depend on whether those assets, even though unrestricted, fall within the 
FASB definition of an endowment fund. 


