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UPMIFA – One Year Later

Continuing legal and accounting implications

March 25, 2010
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Agenda

• 11:30 a.m. – 12 p.m. Networking

• 12:00 p.m. – 12:40 p.m. Lunch/Speakers

• 12:40 p.m. – 1:00 p.m. Open Discussion
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Speakers

Kim McCormick

Partner
Grant Thornton LLP

Kim.McCormick@gt.com

Erik Dryburgh

Attorney and Principal at 
Adler & Colvin

Dryburgh@adlercolvin.com
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Objectives:

• Understand how to decide and document prudent endowment spending

• Know how to work with donors to ensure you can take advantage of the 
new law’s flexibility

• Understand how law should impact investment policies

• Be aware of financial statement disclosure clarifications that have 
emerged since last year

• Understand the accounting for underwater endowments and those 
emerging back above water

• Putting it all together- understanding the annual 5-step process for 
accounting for endowments
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What is an Endowment?

• To a donor

• To an accountant

• To a lawyer

• “True” endowment vs. board-restricted (or “quasi-
endowment”)
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How Much of an Endowment Can You Spend?

• UMIFA 
 Income

 Appreciation Over Historic Dollar Value

• UPMIFA 

 No Historic Dollar Value Floor

 Spend Prudently, Given Fund Purposes
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How Does an Endowment Get Created?

• Via terms of a “gift instrument”

• A “gift instrument” is a written record,

including an institutional solicitation
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Review Your Gift Instruments

• Specific Spending Language

• Three Categories of Endowments
– Specific spending rule

– UPMIFA-governed

– Quasi-endowment
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Decide Your Spending Approach

• Specific Spending Rule

• Subject to UPMIFA
– Review the facts

– Review the law

– Document the process
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Review Your Endowment Policy

• Compliance with UPMIFA

• Gift Minimums
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Review Your Investment Policy

• Compliance with UPMIFA

• Board Standard of Care
– Reliance on experts
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Disclose Your Endowment Terms to Donors

• Contact Donors

• Disseminate Endowment Policy Terms

• Provide Bequest Language to Donors
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Endowment Accounting and Disclosures
FSP FAS 117-1 (ASC 958-205)
Recap

Endowments of Not-for Profit Organizations: 
Net Asset Classification of Funds Subject to an Enacted Version of 

UPMIFA, and Enhanced Disclosures

• The classification of net assets subject to UPMIFA

• Expanded disclosure requirements – whether or not subject to an 
enacted version of UPMIFA

• Effective for fiscal years ended after December 15, 2008
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Endowment Accounting and Disclosures
FSP FAS 117-1 (ASC 958-205)
Recap – actions already taken

• Governing board concluded  what portion of endowment is 
Permanently Restricted Net Assets (PRNA) – fund of 
permanent duration

• Recorded cumulative effect of change in accounting to 
reclassify accumulated & unappropriated endowment 
earnings from URNA to TRNA and re-instated purpose 
restrictions, as applicable

• Added significant new disclosures regarding endowment 
funds

• Dealt with accounting and disclosures for underwater 
endowments
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Endowment Fund Disclosures
Disclosure requirements

• Description of governing board's interpretation of relevant 
law underlying net asset classification

• Description of endowment spending (distribution) policy 
(ies)

• Description of endowment investment policy (ies)

– Return objectives and risk parameters

– How the objectives relate to spending policy (ies)

– Strategies for achieving objectives

• Composition of endowment by net asset class

• Endowment roll-forward by net asset class
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Sample Endowment Composition Disclosure 
(No Underwater Funds)

Endowment Net Asset Composition by Type of Fund
As of June 30, 200Y

                                  

Temporarily Permanently
Unrestricted Restricted Restricted    Total

Donor-restricted endowment funds $ - $ 49,774 $ 97,959 $ 147,733
Board-designated funds $ 8,247 $ - $ - $      8,247

Total funds $ 8,247 $ 49,774 $ 97,959 $ 155,980
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Sample Endowment Composition Disclosure 
(Underwater Funds)
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Sample Endowment Roll-forward Disclosure 
(Ongoing year)
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Implementation issues
FSP FAS 117-1 (ASC 958-205)
Question

For purposes of the tabular disclosures of endowments 
required under FSP FAS 117-1 (ASC 958-205), should 
disclosures include assets outside of the internally 
managed endowment, such as permanently restricted 
pledges receivable and perpetual trusts managed by 
others?
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Implementation issues 
FSP FAS 117-1 (ASC 958-205) 
Debrief

For purposes of the tabular disclosures of endowments 
required under FSP FAS 117-1 (ASC 958-205), should 
disclosures include assets outside of the internally 
managed endowment, such as permanently restricted 
pledges receivable and perpetual trusts managed by 
others?

Tabular disclosure should include all assets an organization 
considers to be part of its endowment fund(s)
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Implementation issues
FSP FAS 117-1 (ASC 958-205)
Question

For purposes of the tabular disclosures of endowments 
required under FSP FAS 117-1 (ASC 958-205), what 
should one consider a Board designated endowment 
fund, as opposed to just a long-term reserve?
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Implementation issues
FSP FAS 117-1 (ASC 958-205)
Debrief

For purposes of the tabular disclosures of endowments 
required under FSP FAS 117-1 (ASC 958-205), what 
should one consider a Board designated endowment 
fund, as opposed to just a long-term reserve?

Look to how the fund: 

Is invested and spent

Has been publicly characterized by the organization
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Reminders: Underwater Endowments

Making the determination

Once an organization determines how much should be 
classified as permanently restricted in accordance with the 
appropriate state law and donor intent, that amount is 
compared to the current market value to determine whether or 
not there is an underwater endowment

If market value is below amount calculated as 
permanently restricted endowment, the fund is 
underwater
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Reminders: Underwater Endowments

Recording losses

In the absence of donor stipulations or law to the contrary, 
losses on permanently restricted endowment funds are 
recorded as follows: 

1. Reduce temporarily restricted net assets to the extent that 
there is appreciation from the SPECIFIC underwater fund 
accumulated there

2. Reduce unrestricted net assets
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Reminders: Underwater Endowments

Required disclosures

• Aggregate amount of the deficiencies for all donor-
restricted endowment funds for which the fair value is less 
than the level required by donor stipulation or law at the 
reporting date

• Depending on the severity, a discussion of the 
organization’s liquidity and operating needs as impacted by 
these underwater endowments



26

Reminders: Underwater Endowments

Other best practice disclosures

• Any change in organization’s spending rate based on 
underwater situation

• Description of how deficiencies originated and how 
accounted for
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Reminders: Underwater Endowments

Endowments emerging back above water

In the absence of donor stipulations or law to the contrary, 
subsequent gains on underwater endowment funds are 
recorded as  follows:

1. Re-instate unrestricted net assets for SPECIFIC 
endowment funds that were underwater (back to sea level)

2. Increase temporarily restricted net assets
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step I:  New gift comes in for endowment, without explicit 
donor language affecting initial net asset classification

– Managed as one fund, likely part of an investment pool

– All classified as PRNA for financial reporting purposes
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step II:  Investment activity
– Allocated to fund based on unitization or pro-rata share

– PRNA normally does not increase or decrease 

– Increase or decrease is to TRNA

• Exception: In underwater situations, TRNA cannot be negative so 
URNA would be decreased.

• Very Important: that URNA “deficit” is within the endowment. (see 
earlier slide )
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step III:  Moneys are spent elsewhere for the same  
purpose
– No effect on either the fund balance or on net asset classification

– A time restriction is still in place until appropriation and thus the funds are 
unavailable for spending for that purpose

– In other words, unlike with net asset classification for UMIFA 
endowments, the “deemed spent” rule does not apply here and there is no 
reclassification to URNA for financial reporting purposes
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step IV:  Board approves funding from the endowment for 
next year’s budget
– No effect on either the fund balance or net asset classification until 

next year is reached
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step V:  Next year is reached and the amounts approved 
are now available for spending
– Fund balance is reduced by that amount, even if the cash is not yet 

transferred:  in effect the cash is due to the corresponding non-
endowment fund where it will be spent (operating fund, plant fund, etc.)
• Alternative treatment:  in a corresponding board-designated endowment fund 

until the cash is moved

– The UPMIFA time restriction for accounting purpose expires because 
appropriation for accounting purposes is now deemed to be complete.
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Net Asset Classification with UPMIFA:
Putting It All Together

• Step V, cont’d:
– If the fund has no purpose restriction (beyond being an endowment), there 

is a reclassification of those amounts from TRNA to URNA
• Very important: Such net assets are no longer associated with the donor 

endowment.  Remember, the only URNA amounts associated with donor 
endowments are negative URNA (“deficits”) when the fund is underwater.

– If the fund has a purpose restriction, the reclassification would not occur 
until the amounts are spent or deemed spent for that purpose.
• Without the time restriction, such amounts are now available for spending and 

the deemed spent rule would apply.
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QuestionsQuestions


