Not for Profit

How to recognise legacies under
FRS102 SORP 2015
MHA MacIntyre Hudson “How to
Guides” are designed to provide
practical assistance with meeting
legal or regulatory obligations, aid
operational effectiveness, or improve
management/governance processes.
They often include models, proformas or templates that can easily
be adopted by organisations.

will receive and as such many charities have
been uncomfortable recognising legacy income
before it has been received. The introduction
of the new Charities SORP 2015 means that
legacies will, potentially, be recognised earlier
than they would have been under SORP 2005.
The aim of this ‘how to guide’ is to provide
some clarity on when a legacy should be
recognised under SORP 2015 and how that
might have differed under SORP 2005. This
guide will assist you deciding whether a
transitional adjustment in needed when you
first apply SORP 2015. SORP 2015 is effective
for accounting periods beginning on or after
1 January 2015. Whilst there are two SORPs
(FRS102 SORP and FRSSE SORP), given the short
shelf life of the FRSSE SORP all references to
SORP 2015 in this guide relate to FRS102 SORP
2015 and not the FRSSE SORP 2015 (although
the accounting treatment is very similar under
the latter).

The Guides address a wide range
of areas from major strategic
methodologies
and
policies
to
operational processes where advice on
good practice is needed. Accordingly
they vary in length and format. All
have the key characteristic of being
practical not theoretical, and based
on our team’s decades of real-life
experience working both with and
within a very wide range of not for
profit organisations.
Recognising legacy income has often been
a source of contention under the Charities
Statement of Recommended Practice (SORP
2005). By its very nature legacy income
is unpredictable and the timescale from
notification to receipt can be extensive
depending upon the complexity of the estate.
In the case of complex estates there is often
uncertainty over the exact amount the charity

1

Legal/Regulatory Background [and key purpose]
The recognition criteria
The following table lays out both sets of income recognition criteria under SORP 2005 and FRS102
SORP 2015

General income
recognition

SORP 2005

FRS102 SORP 2015

Para 94. Incoming resources...
should be recognised in the
Statement of Financial Activities
when the effect of a transaction
or other event results in an
increase in the charity’s assets.
This will be dependent on the
following three factors being
met:

Para: 5.8. Income is recognised
in the Statement of Financial
Activities (SOFA) when a
transaction or other event
results in an increase in the
charity’s assets or a reduction
in its liabilities. Income must
only be recognised in the
accounts of a charity when all
of the following criteria are
met:

1. Entitlement – normally
arises when there is control
over the rights or other
access to the resource,
enabling the charity to
determine its future
application;
2. Certainty – when it is
virtually certain that the
incoming resource will be
received;
3. Measurement – when the
monetary value of the
incoming resource can be
measured with sufficient
reliability.

1. Entitlement – control over
the rights or other access
to the economic benefit has
passed to the charity.
2. Probable – it is more likely
than not that the economic
benefits associated with the
transaction or gift will flow
to the charity.
3. Measurement – the
monetary value or amount
of the income can be
measured reliably and
the costs incurred for the
transaction and the costs
to complete the transaction
can be measured reliably.

The move from virtually certainty to probable (more likely than not) has an important impact. It
now means that income could be recognised earlier which has a knock on impact and means that
the real focus on whether or not a legacy can be recognised has become whether the amount
receivable can be measured reliably or not. The following legacy specific paragraphs are important
to consider:

Legacy Specific

Para. 123 States that ...’A
charity should not, however,
regard a legacy as receivable
simply because it has been
told about it. It should only do
so when the legacy has been
received or if, before receipt,
there is sufficient evidence to
provide the necessary certainty
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Para 5.29. For accounting
purposes, entitlement to a
legacy cannot arise without the
charity knowing of both the
existence of a valid will and the
death of the benefactor......For
accounting purposes, evidence
of entitlement to a legacy
exists when the charity has

Legacy Specific
(Continued)

that the legacy will be received and
the value of the incoming resources
can be measured with sufficient
reliability.
Para 124 There will normally be
sufficient certainty of receipt, for
example, as soon as a charity
receives a letter from the personal
representatives of the estate advising
that payment of the legacy will be
made or that the property bequeathed
will be transferred. It is likely that
the value of the resource will also be
measurable from this time. However,
legacies which are not immediately
payable should not be treated as
receivable until the conditions
associated with payment have been
fulfilled (e.g. the death of a life
tenant).
Para 125 It is unlikely in practice that
the entitlement, certainty of receipt
and measurability conditions will be
satisfied before the receipt of a letter
from the personal representatives
advising of an intended payment
or transfer. The amount which is
available in the estate for distribution
to the beneficiaries may not have
been finalised and, even if it has,
there may still be outstanding matters
relating to the precise division of
the amount. In these circumstances
entitlement may be in doubt or it
may not be possible to provide a
reasonable estimate of the legacy
receivable, in which case it should
not be included in the Statement of
Financial Activities.

sufficient evidence that a gift has
been left to them and the executor
is satisfied that the property in
question will not be required to
satisfy claims in the estate.
Para 5.31: Receipt of a legacy must
be recognised when it is probable
that it will be received.
Receipt is normally probable when:
• there has been grant of probate;
• the executors have established
that there are sufficient assets
in the estate, after settling any
liabilities, to pay the legacy; and
• any conditions attached to the
legacy are either within the
control of the charity or have
been met.
Para 5.33. Where a payment is
received from an estate or is notified
as receivable by the executors after
the reporting date and before the
accounts are authorised for issue but
it is clear that the payment had been
agreed by the executors prior to the
end of the reporting period, then it
should be treated as an adjusting
event and accrued as income if
receipt is probable.

Para 5.34. In some cases, a charity
may have entitlement to a legacy
but there is uncertainty as to
the amount of the payment. For
example, subject to challenge or the
charity’s interest may be a residual
one. If the interest of the charity in a
pecuniary or residuary legacy cannot
be measured reliably, details of the
Para 126 Where a charity receives a
legacy should be disclosed as a
payment on account of its interest in
contingent asset until the criteria for
an estate or a letter advising that such income recognition are met. Where a
a payment will be made, the payment, legacy is subject to the interest of a
or intended payment, on account
life tenant, the legacy would not be
should be treated as receivable.
recognised as income until the death
of the life tenant.
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Legacy Specific
(Continued)

Para 127 ‘where a payment is received
or notified as receivable (by the
personal representatives) after the
accounting year end, but it is clear that
it had been agreed by the personal
representatives prior to the year
end (hence providing evidence of a
condition that existed at the balance
sheet date), then it should be accrued
in the Statement of Financial Activities
and the balance sheet.’

Para 5.35. Charities should
measure or estimate the fair
value of the legacy income
receivable based on the
information available. The fair
value receivable will generally be
the expected cash amount to be
distributed to the charity from
the estate. Legacy income must
only be recognised when it can
be measured or estimated with
sufficient reliability.

SORP 2005 makes numerous references ‘to receipt of a letter from the personal representatives of the
estate’ as being a key hallmark for when a legacy should be recognised, whereas SORP 2015 does not
make any reference to such a letter. In our view the letter from the executors performed a key role in
determining the virtual certainty of receipt under SORP 2005. Such a letter has lesser importance under
SORP 2015 as legacies could be recognised before this letter is written.
That said, a key paragraph under SORP 2015 is 5.33 which indicates that if confirmation is received from
the executors that a distribution had been agreed at the year end then the legacy should be recognised.

For the purposes of this briefing we have not
discussed the portfolio approach which can be
adopted if a charity receives a significant number
of immaterial legacies in a reporting period. An
estimation approach can be used across a range of
legacies rather than considering each individually.
Further details of this approach can be found in
section 5.32 of the 2015 SORP.

•

any conditions attached to the legacy are either
within the control of the charity or have been
met. (this point would apply to legacies that are
subject to the interest of a life tenant, which
cannot be recognised until that interest lapses –
this treatment is consistent with SORP 2005).

When reviewing for entitlement we would therefore
recommend that the starting point should be to

We will now look at the three recognition criteria of
entitlement, certainty of receipt and measurement
in closer detail:

Detailed guidance
Entitlement
SORP 2005 was less prescriptive and therefore a
number of charities chose to treat entitlement as
the date probate was granted, others took the view
that entitlement passed when the estate accounts
were drawn up. SORP 2015 however, provides
some clarity, by laying out more clearly the three
specific requirements which must be met in order
to accrue for a legacy:
• there has been grant of probate;
• the executors have established that there are
sufficient assets in the estate, after settling any
liabilities, to pay the legacy; and
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establish the date that probate was granted. This
date is not normally in doubt as it is provided
by the courts and provides the preparers of the
accounts with an accurate and definitive cut off
point.

have been easier to apply, but the probable test
will require greater judgements to be exercised in
such circumstances.
Measurement
In order to meet this criterion you must be able
to provide a ‘reliable’ estimate, this is an exercise
in judgement and will often be a source of debate
amongst the preparers of accounts, trustees and
auditors.

The charity should then perform an assessment of
all legacies (if the portfolio approach is not used)
on which probate has been granted before the
year-end to assess whether there is probability of
receipt and whether a reliable measurement can
be made.

The debate that takes place is often complicated
by information received after the balance sheet
date.
Information received after the year end and
up until the time of signing may mean that an
adjusting post balance sheet event has occurred
and, if material, will require the accounts to be
adjusted. Therefore we have always advocated
entering into dialogue with the executors of
the estate at the year end to mitigate the risk
of subsequent information arising after the
accounts have been prepared.

Recent court ruling and increased levels of
contested legacies may cause some difficulties for
charities. In the past the certainty test would have
been easier to apply, but the probable test will
require greater judgement to be excised in such
circumstance.
Certainty of receipt
The change from virtually certain to probable
(more likely than not) may have a big impact,
especially when dealing with complex legacies
that take a long period of time to settle. It follows
that legacies may be recognised sooner than
before. Under SORP 2005 virtually certain often
equated to the receipt of the funds or notification
of impending receipt, this has now changed and in
doing so brings measurement more into question.
For instance, when a charity is notified of a legacy
and estate accounts have been drawn up, or the
executors confirm that there are sufficient assets
within the estate to make a distribution, then
it is more likely than not that a payment will be
made, the issue is estimating the amount of that
payment. This contrasts to SORP 2005 where there
was an argument to state that until the executors
have informed you that a payment would be made
then it was not virtually certain.

Both SORPs para 127 (SORP 2005) and para
5.33 (SORP 2015) noted in the table above
provide guidance on how to treat post year end
notifications or payment and are consistent in
their treatment as they draw from a separate
financial reporting standard, FRS 21 entitled
‘events after the balance sheet date’.
FRS 21 sets out the recognition and measurement
requirements for two types of event after the
balance sheet date:
• Those that provide evidence of conditions
that existed at the balance sheet date for
which the entity shall adjust the amounts
recognised in its financial statements or
recognise items that were not previously
recognised (adjusting events).

Recent court rulings and increased levels of
contested legacies may cause some difficulties
for charities. In the past the certainty test would
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•

Those that are indicative of conditions that
arose after the balance sheet date for which
the entity does not adjust the amounts
recognised in its financial statements (nonadjusting events). For example, a decline
in market value of investments between
the balance sheet date and the date when
the financial statements are authorised for
issue.

Transition adjustments
When reviewing your legacy debtors in the
year of transition (from SORP 2005 to 2015) it
is important to factor in the three recognition
criteria above. SORP 2015 is effective for
accounting period stating on or after 1 January
2015, and therefore in practice impacts the
opening balances of the preceding financial
period (i.e. 1 January 2014 and onwards). So for
charities with a March year end they will need
to review the legacies receive in the year to
31 March 2015 to see if any of those amounts
should have been accrued as a debtor as at 31
March 2014. If so, and if material, the 2014
debtor will require restating, thereby affecting
the income recorded in 2015. Similarly the 31
March 2015 debtor will also require review to see
if legacies received in the year ended 31 March
2016 would have met the recognition in the
previous year.

SORP 2015 sets out prescriptive guidance in
paragraph 5.33 for events after the balance
sheet date and identifies what represents an
adjusting event.
In deciding whether a ‘reliable measurement’
can be made of the amounts due to the charity
the preparer of the accounts should take into
account the views of the executors of the estate
as well as other industry experts (such as
surveyors, estate agents and valuers).
Trustees have a responsibility to the
beneficiaries to ensure that the charity takes
steps in order to maximise the benefits to
those beneficiaries. In order to discharge those
duties the Trustees or charity executives should
take steps to identify the assets due to them
and ensure that the executors of the estate
act in the best interest of the beneficiaries of
the estate. It would follow that active legacy
management would involve communication with
the executors of the will and the appropriate
challenging of estimates and judgements made.
Those charities who actively communicate
with the executors will find it much easier to
establish whether a reliable measurement of the
legacy can be made at the year end.

Conclusion
When reviewing your transitional adjustments
under the new SORPs it is important for charities
to understand the complexities involved in legacy
accounting. In our view, reliable measurement
will be a key issue and can be made simpler if
the charity is in active communication with the
executors of the estates.
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Worked example
In order to illustrate the differences between SORP 2005 and SORP 2015 we have created a fictional
example. In this example our ‘charity’ will have a year end of 31 December and we will be drawing up a
set of accounts for the year ended 31 December 2015. For simplicity our charity is large (and will produce
accounts under FRS 102 SORP 2015).
In the past three years the charity has received three legacies (numbered 1-3) and has included the
following transactions in its financial statements:

From previous finalised accounts (SORP 2005)
Y/E
2013
£’000

Legacy
No

Y/E
2014
£’000

Legacy
No

Y/E
2015
£’000

Legacy
No

Balance
Sheet
Debtor b/
fwd

200

1

550

2

300

3

Cash
received

(200)

1

(1550)

2

(300)

3

Amounts
accrued
in Yr

550

2

1300

3

Debtor c/
fwd

550

2

300

3

Income in
SOFA

550

1300

When applying SORP 2015 for the first time the charity needs to assess the impact on the comparative
figures too. In effect this means starting with the debtor brought forward in the 2013 accounts of £200
(legacy number 1).
The charity is now in the process of producing the 2015 accounts. The charity must now retrospectively
apply the SORP 2015 principles to the opening balances of the comparative period. In doing so the charity
reviews the following three legacies and makes an assessment as follows:
Legacy 1
This was a residuary legacy. The charity received notification of the legacy (from Mrs A) and that probate
had been granted on 1 May 2013 the amounts held within the net estate were confirmed to the beneficiaries on 1 December 2013 and a letter confirming the distribution received on 20 December 2012 the £200k
was received on 3 February 2014. The charity concludes the following treatment:
Criteria
Entitlement
Measurement
Level of certainty
Decision

YE 31/12/13 - SORP 2005

YE 31/12/13 - SORP 2015

Y

Y

Y – accrue £200k

Y – accrue £200k

Y – virtually certain and supported
by a post balance sheet event

Y

Accrue £200k

Accrue £200k
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Legacy 2
A residuary legacy. Notification of the legacy was received June 2013, probate was granted in October
2013, net estate accounts were drawn up in November 2013 which showed that the charity was entitled
to 1/3 of the net estate. A preliminary valuation gave the estimated amount due to the charity of £1.5m.
In December 2013 the executors communicated that an interim distribution of £550k would be made in
January 2014 and the remaining estate would be distributed in the summer of 2014. The interim payment
was made in January and the final distribution was made in June 2014 for £1m. The 2013 accounts were
signed in May 2014.
Criteria
Entitlement
Measurement
Level of certainty

Decision

YE 31/12/13 - SORP 2005

YE 31/12/13 - SORP 2015

Y

Y

Y - accrue £550k possibly
£1,550k

Y - accrue £550k possibly
£1,550k

Y – virtually certain and supported
Y – it is probably that a
by a PBSE for the £550k but not
distribution will be made of
the additional £1m
£1.5m therefore criteria has been
met
Accrue £550k

Subject to measurement – accrue
between £550k and £1.55m

Interestingly the change in certainty criteria has now allowed us to look further at whether more than just
the £550k can be accrued. It now comes down to measurement and whether a reliable estimate can be
calculated. This will largely depend upon the information known to the charity and the contents of the net
estates. If estate accounts have been drawn up and clearly show the assets and liabilities of the estate and
you have comfort over the amounts assigned to each asset and liability a reliable estimate can be made
and as such an accrual must be made.
Legacy 3
A pecuniary or specific legacy. Notification of the legacy was received in November 2014; the amount
specified was £700k. However a significant asset of the estate was a property whose sale was restricted by
a life tenant. In December 2014 the executors announced that there were sufficient assets within the estate
to cover the entire pecuniary legacy and that an interim distribution would be made in February of £300k,
the remaining £400k would only be received on the passing of the life tenant and the realisation of the
property asset.
Criteria
Entitlement
Measurement
Level of certainty
Decision

YE 31/12/13 - SORP 2005
Y – but only the cash element of
£300k

YE 31/12/13 - SORP 2015
Y – but only the cash element of
£300k

Y – £700k

Y – £700k

Y – executors have confirmed in
writing

Y- executors have confirmed in
writing

Accrue £300k

Accrue £300k

In conclusion the only adjustment, as a result of adopting SORP 2015 is for Legacy 2. The accounts would
be restated as shown on the next page, assuming the £1.55m legacy can be reliably calculated.
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From previous finalised accounts (SORP 2005)
Y/E
2013
£’000

Legacy
No

Y/E
2014
£’000

Legacy
No

Y/E
2015
£’000

Legacy
No

Balance
Sheet
Debtor b/
fwd

200

1

550

2

300

3

Cash
received

(200)

1

(1550)

2

(300)

3

Amounts
accrued
in Yr

1550

2

300

3

Debtor c/
fwd

1550

2

300

3

Income in
SOFA

1550

300

So in the 2015 accounts the 2014 comparative for legacy income would be restated from £1.3m to
£0.3m. The funds brought forward as at 1/1/15 would not require restating in this example.
Further advice/guidance
If you would like to discuss any matter arising from this please contact me at Stuart.McKay@mhllp.
co.uk, 020 7429 4100 or your usual MHA MacIntyre Hudson contact.

		Stuart McKay

		Manager
		
MHA MacIntyre Hudson
		March 2016
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