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173 Euston Road
London NW1 2BJ
Restricted funds and Local Meetings in Area Meeting Accounts

What needs to be done

Friends need to conform to the Charity Commission’s (CC’s) Statement of Recommended Practice (SORP) in their definition of funds. These may be described as restricted only if the donor or testator has unequivocally defined the purpose for which the assets may be used, thereby in effect establishing a special trust. This does not generally apply to the funds of local meetings (LMs) although, for convenience, most area meetings (AMs) have hitherto treated them as restricted funds in preparing the consolidated accounts. AM treasurers now need to ensure that within the consolidated accounts LM funds are generally treated as designated, moving them from the restricted into the unrestricted category, unless they are indeed the subject of special trusts. Where restricted funds do exist under the management of LMs they will need to be included as restricted funds of the AM in the consolidated accounts. Endowment funds, where the capital is maintained, are a special case of restricted funds and, as previously, need to be separately noted.

As the recommended action represents a change in accounting policy, it is a good idea to explain it to and secure the agreement of your auditor or independent examiner of accounts.

How to do it

1. Search for and test restricted funds

The question to be answered for each section of the AM is: 'Does it contain any restricted or endowment fund?' Though wishes are often expressed by a donor or testator, it is rare for them to specify unequivocally that money may be used only for one very specific purpose and even rarer to require that the capital should not be expended.

If a gift or legacy is believed to be restricted, the documentary evidence should be consulted and a further question asked: ‘Has this fund now been spent?’ The CC says that there should be a presumption that any expenditure that might, since the date the assets were received, have complied with the terms of gift would have diminished the amount of the fund. Therefore after some years it can be assumed that the restricted money has all been used. (The voluntary addition of further money by a meeting to any fund is, of course, designation and not restriction.)

If the treasurer of a local meeting identifies a restricted fund that has not been spent then details of it should be supplied to the AM treasurer, citing the evidence for this.

2. Presentation of LM funds in the Statement of Financial Activities (SOFA)

The LM treasurer should, as hitherto, present accounts in a columnar format with separate columns for unrestricted, restricted and endowment funds. If there is more than one restricted fund then the individual funds should be itemised in a note to the accounts with the totals for all restricted funds appearing in the SOFA. 

The AM consolidator, in preparing the Statement Of Financial Activities (SOFA), will aggregate the LM data with other unrestricted funds and ensure that notes explain the LM funds and the way in which they are being treated. Such notes might include the following. (Dummy figures are inserted for illustrative purposes only.)

Note Aa: Constituent local meetings
The constituent local meetings keep their own accounts of the funds designated to them by the Area Meeting.  These accounts, summarised on pages xx to yy, are separately examined before consolidation into the Area Meeting accounts. Besides their income, expenditure and transfers within the Area Meeting, constituent meetings handled as agent receipts and payments of £1,234 (note Cc). See also note Bb.

Pages xx to yy will carry such details of the LM accounts as are necessary, unaffected by the change in status except in so far as they will not include any restricted funds. Locally administered restricted funds will need to be separately reported in another note along with the restricted funds administered centrally by the AM.

Note Bb: Constituent local meetings (Note Aa and pages xx-yy)
The funds held by local meetings, in previous years described as 'restricted funds' in the consolidated accounts, have on advice from the Charity Commission now been reclassified as 'designated funds'.  This represents a change of accounting policy. The balances brought forward from the prior year on 31 December 2006 have accordingly been adjusted by the movement of the total value of the local meeting balances, £98,765, from Restricted to Unrestricted.

The SOFA will have an extra line at the bottom to quantify the move of the LM assets from restricted to designated. It might look something like this.

	 
	Unrestricted funds
	Restricted funds
	Endowment funds
	 
	Total 2007

	-----(many lines appear in here)------
	
	
	
	
	 

	 
	
	
	
	
	 

	Net movement in funds
	32,098
	(1,234)
	0
	
	30,864

	 
	
	
	
	
	 

	Reconciliation of funds
	
	
	
	
	 

	Brought forward at 1 January
	987,654
	123,456
	234,567
	
	1,345,677

	Prior year adjustments (Note Bb)
	98,765
	(98,765)
	
	
	0

	Carried forward at 31 Dec
	1,118,517
	23,457
	234,567
	 
	1,376,541


