CHARITY SECTOR

CHARITIES RESERVES POLICY
MANAGEMENT
BEST PRACTICE EXAMPLES
Charities are required to publish a reserves
policy to explain to all stakeholders why they
are setting money aside rather than spending
it on their principal aims.
In our most recent review of charity reserves,
we found that improved charity reserves
policies and disclosures could help individual
charities become more sustainable and
protect the reputation of the sector as a
whole. We have therefore outlined below
two policies that we consider good examples
of best practice.
A robust reserves policy
A robust reserves policy should set out the
following three key elements:
1. How much the charity needs to hold in
reserve and why
2. How and when the charity’s reserves can
be spent
3. How often the reserves policy will be
reviewed
Our review, and our experience working with
charities, shows that few charities review
and update their reserves policy as part of
ongoing financial planning. In almost all
cases, the reserves policy is only reviewed at
the year end when the statutory accounts
are being signed off. Reviewing the reserves
a charity holds and why they are held
should be part of ongoing financial planning
throughout the year – much as reviewing
strategy, risk appetite and management
information already is.

Source: Cancer Research UK Annual Report & Accounts 2014/15, page 23

It is not always clear that charities are
designing reserves policies that are fit for
purpose. We believe that to be effective and
useful, a reserves policy should be riskfocused and assessed against the economic
environment. The policy should also take into
account the level of working capital required
to continue core work. Charities will need an
understanding of, and agreement on, what
core work the charity wants to protect, how
much that costs and how is it funded.
We consider these examples of best practice
particularly because they:
X set the tone of the financial approach of
the organisation
X clearly define the charity’s reserves policy
and why it is holding reserves
X provide details on the measurement criteria
X show the current level of reserves against
targets and provides an explanation on
variances. Furthermore, they provided
details on indicative future reserves levels,
based on the impact of the charity’s own
five year strategy
X make clear why the charity is holding the
reserves at the level it is
X provide details on the level of working
capital that the charity determines
sufficient to protect the continuity of work
X show comparison of like-for-like data yearon-year
X link to both the liquidity policy as well as
the investment policy.
It’s important to include this level of detail
as it allows the users of the accounts (i.e.
beneficiaries, funders, employees, members
and the general public) to understand the
approach to future planning of those charged
with governance within the charity.
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The reserves policy allows this by demonstrating
that the charity’s money is being used to good
effect, and why a charity is maintaining or
seeking a certain level of reserves. If high levels
of reserves are maintained with no explanation,
this may be subject to scrutiny and possible
investigation by the charity commission.

Source: Cancer Research UK Annual Report & Accounts 2017/18, page 36

Showing prior year comparisons and future
indicative levels provides additional evidence
that the charity is adhering to their policy and
helps to build further credibility.
If you would like BDO to review your reserves
policy, get in touch.
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