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YOUR PRESENTER

4 ﬂ\ Jill Halford, BDO Charity Partner

» Over 20 years’ experience advising charities

» Specialises in audit and advisory work (especially governance reviews)

» Secondment into charities, working alongside CEQOs, including covering the Finance Director role
» ICAEW charities sub-committee, member of the Charity Finance Group (CFG)

» Experienced tutor and runs training courses for charity finance professionals including Civil
Society and CFG.

» Volunteer roles:
- Treasurer of Association of Chief Executives for Voluntary Organisations (ACEVO)

- Trustee of the School for Social Entrepreneurs
- Advisory Board HighTide (theatre and performing arts charity)

» Clients have included: Great Ormond Street Children’s Charity; RNIB; Action on Hearing Loss;
Breast Cancer Now; Southbank Centre; National Theatre; Somerset House; British Museum; Tate;

Dogs Trust; and ZSL London Zoo.
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AGENDA

» Importance of reserves

» Trustees’ responsibilities

» Reserves policy and good financial governance
» Charity Commission CC19

» Charity Commission reserves research

» Going concern

» Next steps
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IMPORTANCE OF RESERVES
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IMPORTANCE OF RESERVES

Free reserves - the most important figure in the accounts, most difficult
to manage and to calculate!

Why?
» Trustees and exec use this to judge solvency of the charity and what they can spend

» Funders use it to assess the need for funding requests

» Regulators use this to ensure the charity is spending funds in a reasonable time.
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CHARITY FINANCIAL RESERVES CHARITY COMMISSION

It's important to keep money aside as a reserve to protect your charity
against drops in income or allow it to take advantage of new opportunities.
Your charity’s reserves can be spent on any of its aims.

Write a reserves policy to explain to others why you are setting money aside
rather than spending it on your charity’s aims.

Your reserves policy should set out:
 How much your charity needs to hold in reserve and why
 How and when your charity’s reserves can be spent
« How often the reserves policy will be reviewed
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TRUSTEES’ RESPONSIBILITIES AND
RESERVES
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TRUSTEES RESPONSIBILITIES

The Essential Trustee
6 main duties

Ensure your charity
is accountable

Act with
reasonable
care and skill

)

Act in your Manage your charity’s
chalrll',r 5 resources responsibly

m :’C

Ensure your charity is
carrying out its purposes
for the public benefit
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RESERVES POLICY IS KEY TO GOOD FINANCIAL GOVERNANCE

/ i \
Management Risk appetite
information Governance

Reserves policy
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RESERVES POLICY

Top 50 UK charities on average have three
months unrestricted expenditure cover.

BDO reserves study (June 2017)

Current beneficiaries Future beneficiaries

Sustainability l BDO
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CHARITY SORP 2015 AND CC19 AND SECTOR BEST PRACTICE

SORP/CC19 requirement

State the amount of the total funds the charity holds at the end of the reporting period

Identify the amount of any funds which are restricted and not available for general purposes of the charity at the
end of the reporting period

Identify and explain any material amounts which have been designated or otherwise committed as at the end of the
reporting period

Indicate the likely timing of the expenditure of any material amounts designated or otherwise committed at the end
of the reporting period

Identify the amount of any fund that can only be realised by disposing of tangible fixed assets or programme related
investments

State the amount of reserves the charity holds at the end of the reporting period after making allowance for any
restricted funds, and the amount of designations, commitments (not provided for as a liability in the accounts) or
the carrying amount of functional assets which the charity considers to represent a commitment of the reserves
they hold

Compare the amount of reserves with the charity’s reserves policy and explain, where relevant, what steps it is
taking to bring the amount of reserves it holds into line with the level of reserves identified by the trustees as
appropriate given their plans for the future activities of the charity
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CHARITY RESERVES POLICIES: DEMONSTRATING AND BUILDING RESILIENCE
PUBLISHED: 21 NOVEMBER 2018

» Review of the trustees’ annual report and accounts to consider whether:
- the charity had explained its reserves policy, as required
- the charity’s stated level of reserves was calculated correctly

/ LaCk Of \ Explains the charity’s policy on 97%
transparency - reserves
why reserves
held and the

baSiS Of Charities’ States why reserves are held BElVES

CalCUlationS- Meets all three requirements S8

/

l % of charities

States the level of reserves held sFES

|IBDO
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RECENT PRESS

Transparency data

Charity reserves policies: demonstrating and building resilience
Published 21 November 2018

The reserves figure in the trustees’ annual report % of charities
Was not stated 33%

Did not deduct fixed assets held for charity use and/ or designated funds 30%
Deducted fixed asset investments 3%

Included restricted funds 3%

Was shown as net current assets or cash held 5%

Did not appear to relate to the figures in the accounts 4%

Was calculated in accordance with our guidance 22%

Total 100%

IBDO
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CHARITY RESERVES POLICIES: DEMONSTRATING AND BUILDING RESILIENCE

How to calculate reserves

Not just the level of unrestricted reserves but:

unrestricted any unrestricted fund not

reserves (less) readily available for spending

The items that should be excluded from unrestricted reserves are:
» Tangible fixed assets

» Programme-related investments

» Designated funds

» Commitments

IDEAS | PEOPLE | TRUST IBLO

Ref: www.gov.uk/government/publications/charity-reserves-policies-demonstrating-and-building-resilience
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DO YOU UNDERSTAND YOUR FUNDS?
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THE SORP - TYPES OF FUNDS

Civil Society article: largest
charities overstating free
reserves by almost 20%

Charitable funds
|

|
Restrlcteq funds Conduit funding Unrestricted funds
aka special trust Balance sheet only
|
| |

|
Capital Designated

* \

Free Other

reserve reserves

Functional fixed
assets
_ Defined
Sector guidance |l pension reserve

Permanent Expendable

Geography

Endowment Endowment Purpose
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RESERVES POLICY
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TARGETING AND HOLDING THE RIGHT LEVEL OF RESERVES @

Why hold reserves?

» Income risk reserve - protect against a fall in income levels and protect expenditure
until income recovers or adjustments can be made

» Cessation reserve - liabilities can be discharged in the event of cessation

» Working capital reserve - provide working capital if expenditure is needed before
income is received

» Opportunity reserve - funding for new initiatives or opportunities

» Adversity reserve - protect against unplanned adverse events, such as losing key staff,
theft, fire, adverse publicity etc.

Understanding the business...Insurance cover?...Risk appetite?

|IBDO
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GOOD PRACTICE EXAMPLE
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CANCER RESEARCH UK

RESERVES POLICY AND MANAGEMENT

Reserves are maintained at a level that enables the Charity

to manage financial risk and short-termm income volatility
They alkow the Charity to sustain optimal lavels of research
over the long term, ensuring that financial commitments can
be met as they fall due.

D reserves policy takes into consideration thatwe

commit expenditure over the medium temmn, since owr research
commitments span mamny years, whilst recognising that,

aswe are a fundraising charity, we are subject to the effects
of short-term volatility in income. We therefore hold funds in
resene toensure that we can meet our research comimitments
in the face of such fluctuations. We use a rolling five-year

plan to model how we will fund the delivery of our strateqy,
ENEUng resenves remsain at an appropriate level,

We have a single reserves measure. This messure mandates
that the Charity holds a minimum level of cash and investments
to ensure that the Charity will be able to discharge its financial
commitments as they fall due owver the course of the

frve-year plan.

We monitor ‘manzged cash and imestments, which includes
all amounts available to finance the general activities of the
Charity, net of ary overdraft or credit Bne which has been
drawn upon. Council have agreed that Tansged cash

and imvestments’ showld exceed a minimurm of three months
but is not ex pected to exceed five months annualised
forecast cash outflow.

*CRUK 2014/ 15 accounts, page 23

Chur reserves measured at 21 March 2015 are as follows:

Il Warch 31March

ms a4
Managed cash and invesamants £m Em
(Cash and investrments g 293
Less: funds under separate management? (14 (11
Managed cash and investments w282

Momts  Momhs
Months of anmualised forecast cash outflows &7 87

! Consclidated endowments and charities.

At 51 March 2015, although the ‘'managed cash and investrments’
levelis nearty six months of forecast cash outflows, the Charity's
fiwe-year plans include projections for reserves to reduce as
the Charity increases charitable expenditure and completes

its funding contribution for construction of the Crick

The indicative shape is shown belowr.
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INDICATIVE FUTURE RESERVES (EM)
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CANCER RESEARCH UK

RESERVES POLICY

AND MANAGEMENT

Reserves are maintained at a level
that enables the Charity to manage
financial nsk and short-term income
volatility. They allow the Charity o
sustain optmal levels of research
over the long term, ensuring that
financial commitments can be met
as they fall due.

Cur reserves policy states that
managed cash and investments
should exceed three months but are
not expected to exceed five months’
forecast cash outflows. Although since
2016 levels have been greater than

five months' cover, the Charity's
medium-term plan includes projections
for reserves to reduce as we increase
chantable expenditure, bnnging the
anticipated cover to four months, as
shown diagrammatically opposite.

*CRUK 2017/ 18 accounts

HISTORIC AND INDICATIVE FUTURE RESERVES

Em
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# Managed cash and investments [Em)]
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2016/17
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GOING CONCERN
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GOING CONCERN w

Trustees required to prepare the financial statements on the going concern basis
unless it is inappropriate to presume that the charity will continue in business.

Best practice: Regular monitoring throughout the year

When financial statements are approved:

« Trustees consider the going concern basis for at least 12 months
from signing - paper

Auditors role in
robustly
challenging an

» Consider - free reserves, forecast cash flows, commitments, loan
covenants, any significant uncertainties relating to timing of
income and expenditure

organisation’s
own assessment
of “going

» Scenario planning concern”

» Trustees robustly challenge the plans and assumptions

IBDO
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WHAT’S NEXT?
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WHAT’S NEXT?

<&@ Regulator interest - Charity Commission research
Press interest

% Increased focus and guidance

g Liquidity reserves policy

&C') Endowments and restricted funds

3 Clarity in decision making

IBDO

IDEAS | PEOPLE | TRUST

25



ANY QUESTIONS?

Charity Partner
Z 07970 968 998

Jill.halford@bdo.co.uk
in /in/jill-halford-89527518
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FOR MORE INFORMATION:

Jill Halford

+44 (0)20 7893 2068
Jill.halford@bdo.co.uk

This publication has been carefully prepared, but it has been written in general terms and
should be seen as containing broad statements only. This publication should not be used or
relied upon to cover specific situations and you should not act, or refrain from acting, upon
the information contained in this publication without obtaining specific professional advice.
Please contact BDO LLP to discuss these matters in the context of your particular
circumstances. BDO LLP, its partners, employees and agents do not accept or assume any
responsibility or duty of care in respect of any use of or reliance on this publication, and will
deny any liability for any loss arising from any action taken or not taken or decision made by
anyone in reliance on this publication or any part of it. Any use of this publication or
reliance on it for any purpose or in any context is therefore at your own risk, without any
right of recourse against BDO LLP or any of its partners, employees or agents.

BDO LLP, a UK limited liability partnership registered in England and Wales under number
0C305127, is a member of BDO International Limited, a UK company limited by guarantee,
and forms part of the international BDO network of independent member firms. A list of
members' names is open to inspection at our registered office, 55 Baker Street, London W1U
7EU. BDO LLP is authorised and regulated by the Financial Conduct Authority to conduct
investment business.

BDO is the brand name of the BDO network and for each of the BDO member firms.

BDO Northern Ireland, a partnership formed in and under the laws of Northern Ireland, is
licensed to operate within the international BDO network of independent member firms.

Copyright © April 2019 BDO LLP. All rights reserved. Published in the UK.

www.bdo.co.uk




