
Oblong  Financial  Reserves Policy and Guidance

Guidance

Disclosure

Guidance from the Charity Commission for England and Wales was used in
developing the policy and as such, some of the detail in this document comes
from guidance from the Charity Commission for England and Wales
(https://www.gov.uk/government/publications/charities-and-reserves-cc19/char
ities-and-reserves).

What are reserves?

Reserves are that part of a charity’s unrestricted funds that is freely available
to spend on any of the charity’s purposes. The starting point for calculating the
amount of reserves held is therefore the amount of unrestricted funds held by
a charity. However, some or all of the unrestricted funds of a charity may not
be readily available for spending. This is because spending those funds may
adversely impact on the charity’s ability to deliver its aims. The items that
should be excluded from reserves are:

● tangible fixed assets used to carry out the charity’s activities, such as
land and buildings

● programme-related investments those held solely to further the
charity’s purposes

● designated funds set aside to meet essential future spending, such as
funding a project that could not be met from future income

● commitments that have not been provided for as a liability in the
accounts

Restricted funds

Restricted funds fall outside the definition of reserves, but the nature and
amount of such funds may impact on a charity’s reserves policy. Where
significant amounts are held as restricted funds the nature of the restriction
should be considered, as such funds may reduce the need for reserves in
particular areas of the charity’s work.

Why is a reserves policy important?

A reserves policy explains to existing and potential funders, donors,
beneficiaries and other stakeholders why a charity is holding a particular
amount of reserves. A good reserves policy gives confidence to stakeholders
that the charity’s finances are being properly managed and will also provide
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an indicator of future funding needs and its overall resilience.

The Charities SORP (Statement of Recommended Practice) requires a
statement of a charity’s reserves policy within its annual report. In addition, if a
charity operates without a reserves policy, the regulations require this fact to
be stated in the annual report.

In more detail

All charities need to develop a policy on reserves which establishes a level of
reserves that is right for the charity and clearly explains to its stakeholders
why holding these reserves is necessary.

A reserves policy provides essential accountability to funders, donors and
other stakeholders. A good reserves policy will explain how reserves are used
to manage uncertainty and, if reserves are held to fund future purchases or
activities, it will explain how and when the reserves will be spent. A reserves
policy provides assurance that the finances of the charity are actively
managed and its activities are sustainable.

In particular, a reserves policy will:
● give confidence to funders by demonstrating good stewardship and

active financial management
● demonstrate the charity’s resilience and capacity to manage

unforeseen financial difficulties to beneficiaries, funders and the public
● give voluntary funders, such as grant-makers, an understanding of why

funding is needed to undertake a particular project or activity
● give assurance to lenders and creditors that the charity can meet its

financial commitments
● manage the risk to a charity’s reputation from holding substantial

unspent funds at the year-end without explanation

A simple approach to developing a reserves policy

Question 1. Why might you need reserves for the charity to be effective?
The basis of a good reserves policy is thinking through exactly why you might
need to hold back some funds as reserves. In a small charity, with a simple
structure and uncomplicated activities, the reasons might include:

a) The risk of unforeseen emergency or other unexpected need for funds, eg
an unexpected large repair bill or finding ‘seed-funding’ for an urgent project.

b) Covering unforeseen day-to-day operational costs, eg employing temporary
staff to cover a long-term sick absence.

c) A source of income, eg a grant, not being renewed. Funds might be needed
to give the trustees time to take action if income falls below expectations.



d) Planned commitments, or designations, that cannot be met by future
income alone, eg plans for a major asset purchase or to a significant project
that requires the charity to provide ‘matched funding’.

e) The need to fund short-term deficits in a cash budget, eg money may need
to be spent before a funding grant is received.

If, after considering the above, you think that reserves are needed please go
to question 2. If you conclude that your charity does not need to hold any
reserves, then you must explain that in your annual report.

Question 2. How much do you need in reserve?
The reserves level may be a target amount or a target range. For example, for
each reason set out in question 1:

a) An amount might be needed to meet an unforeseen emergency or other
unexpected need - consider risks and how much might be needed for such
contingencies; this will involve judgment of events that may occur and their
likelihood.

b) Look at your expenditure budget - do you need a small contingency fund to
meet unforeseen operational costs?

c) Uncertainty over future income might mean having reserves equivalent to a
number of weeks of income equivalent to a range of £x to £y, to allow time to
develop new sources of income or to cut-back on related expenditure.

d) A planned spending commitment which cannot be met from future income
would imply a need for a specific sum to be set aside - often this amount will
be included within designations in accounts.

e) An amount might be needed to cover ‘troughs’ in the cash budget - review
budgets to ascertain how much might be needed.

In summary, the financial risks you identify should influence the amount of
reserves you target to hold and be explained in your reserves policy.



Reserves Policy

Introduction

The board of Oblong is keenly aware of the need to secure our viability
beyond the immediate future. In order to be able to provide reliable services
over the longer term, Oblong must be able to absorb setbacks and to take
advantage of change and opportunity. We provide for this by putting aside,
when we can afford it, some of the current income as a reserve against future
uncertainties.

Reserves Policy

The Trustees have set a reserves policy which requires:

Reserves are built and maintained at a level which ensures that six months of
the organisation's current activity could continue during a period of unforeseen
difficulty.

This amount is in addition to three months running costs and an Oblong staff
redundancy fund, which is what would be required to wind down the charitable
activities of Oblong if operations were to cease.

The Trustees of Oblong will monitor the level of income and expenditure each
month through information provided by the Finance Worker in the monthly
management accounts. This will ensure that Trustee’s are able to monitor
actual income and expenditure figures against the agreed budget and raise
any concerns over items that may affect the financial reserves in a timely
manner.

Reserves – Disclosure
Oblong's statutory accounts should state the level of reserves on the last day
of the financial year and the future needs, opportunities, contingencies and
risks relevant to the level of reserves.
Trustees will be responsible for monitoring Oblong’s level of reserves based
on the information provided in Oblong’s statutory accounts.

Reserves Policy – Timing
The Oblong Reserves Policy will be reviewed every three years, which is in
line with Oblong’s policy cycle.
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