Battershell, Nichols & Blum
Welcomes You

Understanding Restricted Funds For Churches
And Christian Ministries

The presentation will begin shortly...




CPE Needed?

Within one week, send an email requesting CPE, complete the course
evaluation and provide a list of CPE codes given during the presentation to:

info@bnb.cpa
(Only available for those attending live)

All CPE codes are provided in the presentation via polls



Remote Accounting Services

We provide bookkeeping services to churches and Christian nonprofits including:
® Produce a monthly financial report for leadership
® Process contributions and bills
® Record all transactions in the general ledger
® Reconcile bank accounts, credit cards, and close the books each month
® Process payroll and file all quarterly and annual payroll forms
® Provide budget and cash flow projection oversight

® Give assistance with internal controls



Remote Accounting Services

Why do we provide this service?

® With online software solutions dramatically improving, outsourced
bookkeeping has become a popular alternative to in-house bookkeeping

® Top reasons our clients use our remote accounting services:
v"Managing finances distracts the organization from its mission
v Leadership and members have increased confidence in their finances
v Tax and accounting regulations are complex and changing faster than ever

v" They want a trusted advisor to provide CPA oversight



DISCLAIMER:

® The author is not engaged by this text or webinar in the rendering of tax, accounting,
or similar professional services.

¢ While the tax, and accounting issues discussed in this material have been reviewed
with sources believed to be reliable, concepts discussed can be affected by changes
in the law or in the interpretation of such laws since this text was printed. For that
reason, this information and the opinions based thereon cannot be guaranteed.

® Before taking any action, all references and citations should be checked for accuracy
and completeness, and updated accordingly.



Understanding Restricted Funds For Churches
And Christian Ministries

By: Robin Nichols, CPA, CGMA




Why This Matters: The Real-World Problem

Restricted gifts are a trust issue: Donor Intent and Stewardship
= Mistakes create confusion: “Do we have money or not?”
= Clear tracking helps:

0 Prevent overspending restricted funds

2 Reduce board tension

2 Improve reporting and decision-making

0 Gain trust of donor base
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Gift with donor restriction: Donor tells you how / when it must be used

Gift without donor restriction: Leadership decides how to use it
Board-designated: Board sets money aside (can be changed by the board)
Release from restriction: Restriction is satisfied (funds become usable)

Endowment: Gift intended to last long-term, often with spending rules
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Donor-Restricted vs. Board-Designated

= Donor-Restricted: = Board-Designated:
1 Set by donor wording 0 Set by leadership / board minutes
Gift, pledge card, email, grant 0 Can be undesignated if the board
agreement votes to change it

0 Cannot be changed without donor
permission (in most cases)
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Common Examples with Donor Restrictions

= Benevolence fund gifts = Donations in response to a specific appeal
= Building fund gifts (specific project or capital 0 If the leader says, "We are raising money for the
purpose) youth mission trip,” and donors give in response

to that appeal, the contributions are likely donor-
restricted for that mission trip

= Grant for a specific program or time period 0 The restriction may be implicit from the appeal,

= Missions trips/outreach event giving even if the donor simply writes “donation” or
leaves the memo line blank, because the stated

objective of the fundraising appeal can make
the donor’s restriction clear

= Youth camp / VBS scholarships

One Important Caution: if donors are giving to support a specific individual rather than the organization’s
mission trip program, the organization should be careful that it retains control and discretion over the funds
and does not merely act as a conduit for a personal benefit.



Common Examples without Donor Restriction

= “General Fund” gifts = Program fees
0 Gifts with no stated purpose 2 Children’s Ministry
2 When the donor indicates “general fund” 0 Bible Studies
2 When the donor indicates “where 0 Camp Registrations

needed most” = Mission trip funds (cost of trip paid for by

= Donations made in response to general the person going on the trip)
ministry appeal

0 “Support the work of our ministry”
without naming a specific program
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The Core Principle: Match The Gift To The Documentation

= Use the donor’s words as the source of truth
= Keep restriction documentation:
0 Gift note / check memo / online giving designation
0 Grant agreement or award letter
2 Donor email or letter
= |f unclear:
2 Ask the donor

2 Document your interpretation and apply consistently
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How To Record Restricted Gifts

= Whatever you choose, it must:

= Option A: Cash Subaccounts
2 Rollforward: show

= Option B: Separate fund or accounting

class Beginning Balance + Additions - Releases

= Ending Balance
= Option C: Spreadsheet and monthly

tie-out (if options A or B are not available) - Restricted Assets = Restricted Net

Assets
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Suggested Setup - Simple Fund List

= Create a short, controlled list of restricted funds:
2 Benevolence
2 Building Project — Phase 1
2 Missions — General
2 Scholarships
2 Grant — Program Name — FY

= Avoid dozens of micro-funds unless required
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Releases from Restriction

When Does It Happen?
= When the purpose is met (spent on the stated
purpose), and / or

= The time period has passed (time restriction
satisfied)

= The release should match real activity:
0 Expense incurred or paid, or
0 Program delivered, or

0 Time elapsed per agreement

How to Track

= Record the expense in applicable expense
account from operations or Other Expense (below
Net Operating Revenue)

= Record the release / Accounting reclass:
0 Reduce net assets with donor restrictions

0 Increase net assets without donor
restrictions

= Key clarification: releases are driven by
satisfying donor restrictions, not by moving cash



Releases from Restriction: How To Track (Continued)

Method 1: Cash Subaccounts
(Tracking Only)

= Record the expense to the account that is
tethered to Restricted Cash Subaccount

= Pay it from the checking account assigned to
restricted expenses

= Adjust the cash subaccount by the net activity
for that month (revenue less expenses)

Method 2: Separate Funds / Classes /
Projects (in accounting software)

= Code the expense to the restricted
fund/class/project that matches donor
documentation

= Post the software’s release / transfer entry
(class/fund transfer or journal entry) to reflect:

0 Decrease restricted activity / net assets with
donor restrictions

0 Increase unrestricted activity / net assets
without donor restrictions



Mini Example: Benevolence

= For the Cash Subaccount method, you increase
the restricted Benevolence fund by $1,000 ($3,000
&evenue less $2,000 expenses). Ending balance is
6,000.

= You have a beginning balance of $5,000 in the = For the Separate Fund method:

Benevolence Fund
= Revenue: $3,000 for restricted gifts, record an

= You received $3,000 of donor-restricted gifts increase in “With donor restrictions - Benevolence”

earmarked for Benevolence = Expense: $2,000 to benevolence expense (operating).

= You spend $2,000 on qualifying benevolence Release: $2,000 reclass from “Net Assets With donor
expenses restrictions - Benevolence” to “Net Assets Without
donor restrictions”

= Ending separate restricted fund balance is $6,000
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Communicating Balances to Leadership and Board

= Provide two numbers:

0 Cash in bank (what exists) * Use plain labels:
2 Unrestricted available (what can be used for - "Restricted — Benevolence
general needs) 0 “Restricted — Building”
= Show restricted funds as: 0 “Board-Designated — Reserve”

0 “Held for purpose / time” with current
balances
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A Board-Friendly Table

= As of: June 30, 2026

= Total Cash: $125,000

= Less: Donor-restricted balances: $12,500

= Less: Board-designated reserves: $25,000

= Equals Balance of Unrestricted Cash: $87,500
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Common Mistakes and How to Avoid Them

= Treating internal budget categories as donor restrictions
= “Borrowing” restricted funds on general expenses “temporarily”
= Forgetting to record releases — restricted balance looks too high
= Not saving donor documentation
= Mixing restricted and unrestricted deposits without a tracking method
= Comingling balances
0 e.g. donor restricted missions funds and board designated mission funds

0 Maintain a separate balance for restricted versus board designated missions
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When the Restricted Program No Longer EXxists

Review the restriction and documentation Decide if the purpose can still be fulfilled in a
= Check: substantially similar way

. : : = [sitthe same:
2 memo or online designation

o Donor letter or email 0 Mission intent
0 Grant agreement 1 Beneficiary group
0 Appeal language 4 Type of activity
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When the Restricted Program No Longer Exists, Continued

Contact the donor (when possible) for written consent

= Modify, release, or re-purpose the restriction

0 Keep approval in your files

If donor is unavailable or consent can’t be obtained

= Management may need to approach a court or the state attorney general to release or modify the
restriction (Uniform Prudent Management of Institutional Funds Act)

= Do not move funds to general operations based solely on management decision

0 Close the loop: document analysis + approvals record / account for any release or modification
appropriately



Internal Controls and Documentation

= Written policy: how you define / accept restrictions
= Who approves creating a new restricted fund?
= Donation processing checklist:
0 Review designation
0 Save documentation
0 Code correctly
= Board minutes for board-designated funds

= Periodic review: dormant or unclear funds
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Endowments

Endowment = Gift intended to support mission long-term

= Donor-restricted endowment: Donor sets the long-term rule

= Board-Designated Endowment (quasi-endowment): board
sets aside funds long-term

2 Investment account(s)
0 Spending policy (percent or amount)

0 Documentation and approvals
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Underwater Endowments

“Underwater”: Current investments are worth less than the original gift
amount, or the required level

= Why it matters:

2 May limit spending

0 Requires extra board attention and clear communication
= Practical response:

2 Review donor terms and state rules

2 Document decisions and rationale
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Endowment Spending - Simple Guardrails

= Always confirm:
1. Donor instructions
2. Board-approved spending policy
3. Who must approve appropriations
= Separate:
2 Investment activity tracking
0 Spending / appropriation tracking
= Document the decision:
2 Meeting minutes or written approval
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Practical Workflow

Monthly Close Checklist

Reconcile bank and donations reports Review negative balances (red flag)
Confirm restricted gifts coded to the Prepare leadership report
right fund = Cash

Update restricted funds: = Restricted totals

= Add new restricted gifts = Board-designated totals

= Record releases based on expenses / time = Unrestricted available
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Pick one tracking method you can maintain (software or spreadsheet)

Create/clean up your restricted fund list (fewer, clearer funds)
Start a monthly restricted funds tie-out
Improve documentation + approvals

Schedule a board conversation to align on reporting language



CPE Needed?

Within one week, send an email requesting CPE, complete the

course evaluation and provide a list of CPE codes given during the
presentation to:

INFO@BNB.CPA
(Only available for those attending live)

All CPE codes are provided in the presentation via polls



Interested in Joining Our Team?

As our firm continues to grow, we are
seeking a talented professional to join
our Audit, Accounting, and Tax team.

To learn more about the position and
qualifications, visit www.BNB.cpa and
review the Career Opportunities listing
near the bottom of the page.

About

About Us
Meet Our Team
Client Testimonials

Contact Us

Career Opportunities




Thank You for Joining Us

Please reach out with any questions:
INFO@BNB.CPA
(253) 839-1620
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