Donations and Endowments De Minimis Threshold

Purpose
The purpose of this paper is to propose the implementation of new recommended de minimis thresholds to be used when accounting for donations and endowments.

Principle
When the words ‘restricted’ and ‘unrestricted’ are used in this paper these words have specific meanings in accountancy terminology, which may differ from how they are more commonly understood.

Please note that, regardless of how the donation is classified for accounting purposes, the University will ensure that, for all donations, the spirit and intent of the original benefaction is maintained.  A donation will only be spent in line with the donor’s spirit and intent.   

Rationale
The University is currently undergoing a review of all accounting processes that will be affected by the implementation of the 2015 SORP (and FRS 102).

The implementation of the 2015 SORP introduces an additional level of complexity into the accounting treatment of donations and endowments, due to introducing new classifications of donation, and due to the new requirement to differentiate between restricted and unrestricted reserves.

The more complex an accounting treatment is, then the more accounting transactions that the University will need to process.  The higher the volume of accounting transactions, then the greater the likelihood of error, and also there is a greater cost to the University to process these transactions.  

Therefore, new recommended de minimis thresholds (to be applied whenever possible) are being proposed to keep the accounting treatment of donations and endowments as simple as possible, to reduce the likelihood of error and to reduce the cost to the University.

Donations
There are now three classifications of donation, as follows:
· unrestricted donation
· restricted donation
· donation with performance-related conditions

For an outline of how the University will interpret ‘restricted’ and ‘performance-related conditions’ in the context of donations, please see Appendix A.

The timing of revenue recognition, and the presentation in reserves (between unrestricted and restricted) will differ, depending upon how the donation is classified.

Please note, regardless of whether a donation is classified in the accounts as ‘restricted’ or ‘unrestricted’ the timing of the income recognition will be the same.  Therefore it will make no difference to a Faculty’s or School’s accounts whether a donation is classified as ‘restricted’ or ‘unrestricted’.


The accounting treatment for each type of donation is as follows:

Unrestricted Donation
· Income is recognised on receipt
· No reserves accounting required

An unrestricted donation is the simplest type of donation to account for.  Therefore, it has the least likelihood of error, and incurs the lowest cost.  

Restricted Donation
· Income is recognised on receipt
· The restricted income received is held in restricted reserves until the related expenditure is incurred

Due to the required reserves accounting, a restricted donation is the most complex type of donation to account for.  

Donation with Performance-Related Conditions (PRCs)
· Income is deferred until the University has full entitlement 
· No reserves accounting required

The 2015 SORP states that, ‘it is expected that donations with performance-related conditions will be rare’.  For a further discussion of this, please see Appendix A.

Proposal - Donations
	
	
	

	
	It is proposed: 
• any donation (restricted or unrestricted) received of a value more than £50,000 will be accounted for within the specified area, via the Major Gifts account

• any donation pledge received of a value less than £50,000 to be classified as a unrestricted donation

• if this donation (<£50k) has requirements attached it will be accounted for within the specified area, via the Major Gifts account; or,

• if this donation (<£50k) has no requirements attached it will be added to the Annual Fund

DDAR will work with donors, to try to minimise the volume of gifts accounted for via the Major Gifts account.  In particular, for donations of a value less than £10,000, DDAR will strongly encourage the donor towards making a contribution to the Annual Fund, unless there is a strategic reason for doing otherwise.

However, regardless of how the donation is classified for accounting purposes, the University will ensure that, for all donations, the spirit and intent of the original benefaction is maintained.  A donation will only be spent in line with the donor’s spirit and intent.   
 
	

	
	
	


This proposal has been discussed and agreed with Chris Cox and his team within DDAR.


Impact of Proposal
The impact of this proposed change has been assessed through a review of the Major Gifts account (managed by DDAR).

As at 31st July 2014, the Major Gift account can be analysed, as follows:

· £3.5m of donation income was received in financial year 13/14
· This £3.5m comprised of nearly 100 separate donations (albeit, a number of these will be pledge instalments, rather than the full donation amount)
· Of these donations only 13 were for a value of £50,000 or more; 32 were for a value of £10,000 or more, with the remaining 67 being under £10,000 in value

	Category
	No. of Donations Received
	Value of Donations Received (£000)

	Over £1m
	1
	1,500

	Between £500k and £1m
	1
	500

	Between £250k and £500k 
	1
	250

	Between £100k and £250k  
	3
	356

	Between £50k and £100k  
	7
	440

	Between £25k and £50k  
	7
	230

	Between £10k and £25k 
	12
	181

	Under £10k
	67
	105

	TOTAL
	99
	3,562



A similar analysis of the volume of 2014/15 donations accounted for via Major Gifts account will be produced at the end of this financial year, and a cost/benefit analysis performed to review whether the above proposal is still considered to be the most appropriate threshold.

Endowments 
Under the 2015 SORP, there are no changes to the classifications of endowments, which are as follows:
· restricted permanent
· unrestricted permanent
· restricted expendable

Accounting for endowments was complex under the 2007 SORP, and becomes even more so under the 2015 SORP.  This is due to the introduction of the concept of restricted reserves.  In addition to this (and as it was previously), separate administrative and governance processes are required for each individual endowment, for which there are costs associated.  

Per the 2015 SORP, ‘a donation to establish an endowment fund, which prohibits the conversion of the capital into income, creates a permanent endowment fund.  A permanent endowment fund must generally be held indefinitely.’  

Therefore, the University can only spend the accumulated income earned on a permanent endowment, and cannot spend the capital.  For the University to derive benefit from a permanent endowment, the accumulated income earned in a year would need to exceed the annual costs of administering the fund.  The amount of accumulated income earned on the fund is dependent on the capital amount.  Setting a de minimis threshold on the capital amount required to set up a permanent endowment would ensure that for each new endowment the benefits will exceed the costs.  In addition, regardless of whether the capital must be held permanently or not, Charity Law requires the income earned to be spent “within a reasonable period of receipt”.

Proposal – Endowments
	
	
	

	
	[bookmark: OLE_LINK1]It is proposed:

• to set a de minimis threshold of £100,000 for setting up a permanent endowment (in line with Oxford University)

• it will be permissible for a donor to set up a restricted expendable endowment of a capital value less than £100,000; however,

• any proposed restricted expendable endowments less than £100,000 must be approved by Finance Sub Committee
  
DDAR will discourage donors from setting up restricted expendable endowments of a capital value less than £50,000, unless there is a strategic reason for doing otherwise.  Where possible DDAR will encourage donors to add to the new endowment funds being created as a result of the restructure of the pre 2004 endowments.
	

	
	
	


This proposal has been discussed and agreed with Chris Cox and his team within DDAR.

Recommendation
The Committee is asked to approve:

Donations
· any donation (restricted or unrestricted) received of a value more than £50,000 will be accounted for within the specified area, via the Major Gifts account

· any donation received of a value less than £50,000 to be classified as a unrestricted donation

· if this donation (<£50k) has requirements attached it will be accounted for within the specified area, via the Major Gifts account; or,

· if this donation (<£50k) has no requirements attached it will be added to the Annual Fund

Endowments
· to set a de minimis threshold of £100,000 for setting up a permanent endowment (in line with Oxford University)

· it will be permissible for a donor to set up a restricted expendable endowment of a capital value less than £100,000; however,

· [bookmark: _GoBack]any proposed restricted expendable endowments less than £100,000 must be approved by Finance Sub Committee 
Appendix A

Restrictions
A Restriction is a type of requirement, which FRS 102 defines as:
‘a requirement that limits or directs the purposes for which a resource may be used that does not meet the definition of a performance-related condition’.

When assessing if a gift is restricted or not, it is therefore important to differentiate between a restriction and a donor requirement.

Requirements
The dictionary definition of ‘requirement’ is, ‘a thing that is needed or wanted’.  A donor requirement is not deemed to be a restriction if it aligns with the University’s own chosen purpose and strategy.  This is because the donor is aiding as opposed to directing.    

Donor requirements could typically include:

· a gift to be given to a broad organisational area, such as a Faculty, School, Institute or department 
· a gift to fund a broad * area of research
· a gift to fund an academic teaching post - that aligns with University strategy 
· a gift to fund the scholarship of a student - that aligns with University strategy


Restrictions
A donor requirement only becomes a ‘restriction’ if it is so specific that it significantly limits the University’s ability to spend the money received and/or it does not align with the University’s own chosen purpose and strategy.[footnoteRef:1]  Also, a requirement would become a restriction if the gift was to fund an activity that the University would not normally do. [1:  Please note, DDAR always seek strategically aligned gifts, so instances of this are expected to be rare.  However, it is possible that the University may be left a gift in a donor’s will, and therefore DDAR may have no influence over the intended purpose. ] 


Donor restrictions could typically include:

· a gift to fund a defined * area of research 
· a gift to fund an academic teaching post - that does not align with University strategy, and/or it is unlikely the requirement can be satisfied
· a gift to fund the scholarship of a student - that does not align with University strategy, and/or it is unlikely the requirement can be satisfied

	Area 
	Definition

	Broad 
	An area of research is deemed to be ‘broad’ if it does not meet the definition of ‘defined’.

	Defined
	The dictionary definition of ‘defined’ is to ‘state or describe exactly the nature, scope, or meaning of’.  Therefore a ‘defined’ area of research is deemed to be limited to a detailed research question that the donor requires the University to research, which does not fall into any department’s existing key research themes.





Restrictions in the context of endowments
The definition of ‘restrictions’, used above in the context of donations, cannot be applied to endowments.  This is because, in creating an endowment, the donor places a legally-binding obligation on the University to set up a charitable trust.  This means that any requirement(s) specified by the donor are legally-binding, and therefore under trust law are deemed to be a restriction(s), unless the donor categorically states otherwise.

Permanent Endowments  
· If a donor wishes to create an endowment, and there is a requirement to invest the capital permanently, this will be classified as ‘restricted permanent’. 

· However if the donor categorically states that the income can be applied for general university purposes or for the general purpose of a faculty, school, or Institute, the endowment will be classified as ‘unrestricted permanent’.

Expendable Endowments
· If a donor wishes to create an endowment, and there is no requirement to invest the capital permanently, this will be classified as ‘restricted expendable’.  


Performance-Related Conditions
FRS 102 defines a Performance-Related Condition as:
‘a condition that requires the performance of a particular level of service or units of output to be delivered, with payment of, or entitlement to, the resources conditional on that performance’.

The SORP states that, ‘it is expected that donations with performance-related conditions will be rare’.

This is true, due to the fact that the University would not recognise a donation in the accounts until the cash had physically been received. [footnoteRef:2]  This is because a donor is not under any obligation to give a donation, and therefore the University does not have any entitlement to the income until the cash is received.   [2:  This may differ for legacy donations.  A legacy donation would be recognised when receipt is deemed probable.  ] 


At the point of receipt, it is deemed that the University is entitled to the income, and therefore the income should be recognised.  The donor may attach conditions to the gift, but, unless it was probable that the donor would ask for the gift to be returned if these conditions were not met, these are only conditions, rather than performance-related conditions.  This is because a condition only becomes performance-related, if the payment of, or entitlement to the gift is conditional on performance.  As it states in the SORP, ‘some conditions (including procedural type conditions) are not performance-related and would be ignored for the purposes of determining when recognition occurs’ (17.14c).  

The exception to this would be if the donor attached a time condition to the gift, regarding when the gift can be spent, as in the following example:

Example 
A donor gifts £50,000 to be spent on 2 PhD students in Physics (£25,000 to be spent on each).  The donor attaches a condition to the gift that one student is to commence their studies in 2015, and the other student is to commence their studies in 2018.

In this example, at the point of receipt the University does not have full entitlement to the £25,000 that relates to the 2018 student.  Therefore this is deemed to be a performance-related condition, because the University is not entitled to spend this portion of the gift until 2018.  In 2015, 2016 and 2017 the accounting treatment would be to defer this £25,000, and then recognise as income on full entitlement in 2018.  



      
