
RESTRICTED FUND METHODS

If you own, operate, or work for an NPO, it may be worthwhile to review the differences between deferral and restricted
fund contribution revenue recognition. In accounting for charitable contributions for Canadian non-profits, accountants
have two choices to consider: deferral.

One way to avoid confusion is to give donors a choice of designation at the time of the donation. For example,
donations for capital assets such as computer equipment or a building must be recognized over the same
period that the assets are charged to expenses. Failure to comply may result in the donor taking legal action
and reporting the nonprofit to the Office of the Attorney General. All restricted funds are recognized
immediately. Failure to do so would typically result in the funds being refunded to the donor. Restricted fund
method Unrestricted contributions are recognized as revenue of the general fund in the year received. By
focusing on net assets without restrictions, organizations are given the most accurate and relevant picture of
the net assets available for use. Choosing the Right Path Forward The differences between restricted and
deferral methods are clear, but which do you choose? Examples include a grant, graduation of a scholarship
recipient, or the completion of a building project. The Donor Loyalty Study found that most donors trust that
the charities they give to will use their funds wisely. Organizations may choose one of the following two
methods to account for contributions received: a the deferral method or b the restricted fund method.
Permanently restricted funds often go into an endowment that supports a particular activity or the organization
in general. A typical example of an unrestricted contribution is that of a cash donation made by an individual
to an organization for general use. If you own, operate, or work for an NPO, it may be worthwhile to review
the differences between deferral and restricted fund contribution revenue recognition. How Are Restricted
Funds Designated? Nonprofit employees should be trained to identify expenditures that require allocation to
restricted funds. Income Statement The accounting requirements for restricted funds can be managed in a few
different ways, depending on the accounting software being used and the sophistication of the chart of
accounts. In accounting for charitable contributions for Canadian non-profits, accountants have two choices to
consider: deferral method or restricted fund method. Time-restricted means that the donation can be used for a
particular purpose for a specified period, or it must support a specific program or campaign. On the other
hand, organizations that receive many restricted contributions often choose to use the restricted method of
accounting in order to add more value to financial statements. Types of contributions There are three main
types of contributions: restricted, endowment and unrestricted. Restricted fund method Endowment
contributions are recognized as revenue of the endowment fund in the year received. Second, income must be
recognized, or recorded in the accounting records, in the year that an unconditional commitment for the funds
is received, regardless of when the related expenses will occur. As a result, revenue may be recognized under
both the restricted fund and deferral methods in a single set of financial statements. Restricted contributions
received for which there is no designated fund should be recognized in the general fund under the deferral
method. The timing of recognition of contribution revenue depends on whether there are externally imposed
restrictions placed on the contributions. Note that the restricted fund method is not the same as an organization
reporting on a program-by-program basis. Since no charity wants to turn down a donation just because the
donor wants it restricted, organizations must understand the legal ramifications and obligations that
accompany restricted gifts. Organizations that receive minimal restricted contributions may prefer the deferral
method, choosing to show amounts on a statement of operations as expenses are incurred. Under the restricted
fund method contribution revenue is generally recognized in the period contributions are received. Definitions
Donors may legally restrict the use of their contributions to nonprofits. Confusion can arise at the time annual
financial statements are prepared, especially where revenue recognized in the audited statements is
significantly different from that expected by management. An organization with a June 30 year end charging
membership fees on a calendar basis would determine what portion of the services had been rendered by June 
Earned revenue Revenue in both the for-profit and not-for-profit sectors is recognized when goods have been
delivered or services rendered and when payment for the good or service can be reasonably assumed. This
treatment is significantly different than that under the deferral method where the endowment contribution is
never recognized as revenue. Accurate accounting is especially important for contributions and grants with
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donor restrictions that are intended for use over a multi-year period. If a donor restricts a donation to a
particular purpose and the nonprofit does not comply, the donor can demand a refund. For this reason, it is
strongly recommended to report restricted dollars separately, and to pay particular attention to the unrestricted
amounts when planning and making operational decisions.


