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1.0 INTRODUCTION: SECURING YOUR CHARITY'S FUTURE 
A well-defined reserves policy is not merely a financial document to be filed and forgotten; it is a cornerstone of 

strategic governance. For any Irish charity, it represents a commitment by the board of trustees to the long-term 

sustainability of the organisation and its mission. In an environment of economic uncertainty and evolving funding 

landscapes, a robust reserves policy is the key to navigating financial challenges, seizing unexpected opportunities, 

and, most importantly, ensuring uninterrupted service to beneficiaries. 

 

At its core, the concept of charitable reserves is straightforward. Best practice defines reserves as: 

 

"that part of our unrestricted funds that is freely available to spend on any of our purposes." 

 

This guide provides a practical framework for the trustees and senior management of Irish charitable organisations 

to understand, develop, and implement an effective reserves policy. We will analyze the legal imperative under Irish 

law, explore the strategic benefits, provide a step-by-step methodology for policy development, present a worked 

example, and outline essential reporting requirements. To fully appreciate its strategic importance, we must first 

understand the legal and regulatory framework that makes a reserves policy an indispensable tool for good 

governance. 
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2.0 THE LEGAL & REGULATORY IMPERATIVE FOR IRISH CHARITIES 
A reserves policy is not merely good practice; it is the primary documentary evidence your board will use to 

demonstrate it is actively fulfilling its duties under Irish law. While the Charities Act 2009 (the Principal Act) does not 

mandate a specific level of reserves, it—along with the landmark Charities (Amendment) Act 2024—establishes a 

clear framework of accountability that makes such a policy essential. 

 

 

 

The 2024 Amendment Act is a significant development, as it codifies the general duties of charity trustees for the first 

time. The new Section 54A of the Principal Act explicitly requires trustees to, among other things: 

 

• Act in the best interests of the charitable organisation. 

• Exercise the care, skill, and diligence that a reasonably prudent person would exercise in the circumstances. 

• Ensure the charitable organisation is managed in a manner that is consistent with its constitution and the law. 

• Manage the financial affairs of the charitable organisation in a prudent and responsible way. 

This duty of prudent financial management is further supported by specific obligations within the Principal Act that a 

reserves policy helps to fulfil: 

 

• Section 47: The duty to keep proper books of account. 

• Section 48: The requirement to prepare an annual statement of accounts. 

• Section 52: The obligation to prepare and submit an annual report. 
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These duties align with the general function of the Charities Regulatory Authority (CRA) to promote the "effective 

use of the property of... charitable organisations" under Section 14(1)(c) of the Act. 

 

Furthermore, Section 74 ("Protection of charitable organisations") grants the High Court extensive powers to 

intervene where a charity's property is being "misapplied" or "endangered." This power is extensive and can include 

orders to suspend trustees, freeze assets, or even appoint new trustees, highlighting the severe consequences of 

mismanagement. A reasoned, board-approved reserves policy is powerful evidence that trustees are acting prudently 

to safeguard the charity's assets and are therefore complying with their legal duties. 

 

Fulfilling these comprehensive legal duties is not just a matter of compliance; it is about 

mitigating significant strategic risks, which we will explore next. 
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3.0 THE STRATEGIC VALUE OF A RESERVES POLICY: BENEFITS VS. RISKS 
Beyond legal compliance, a reserves policy is a vital strategic tool that builds resilience and enables a charity to fulfil 

its mission more effectively. Proactive reserve management provides a crucial buffer in an unpredictable world, while 

neglecting it exposes an organisation to significant and often avoidable risks. The following analysis contrasts the 

tangible benefits of a reserves policy with the serious consequences of inaction. 

 

 

 

Strategic Analysis: Benefits of a Reserves Policy vs. Risks of Inaction 

Benefits of a Reserves Policy Risks of Inaction 

Financial Resilience: Provides a crucial buffer to 

absorb unexpected falls in income or unforeseen 

increases in expenditure, preventing a financial shock 

from becoming a crisis. 

Operational Instability: Facing a potential crisis due to 

an inability to manage short-term cash flow deficits or 

absorb financial shocks, leading to reactive and 

damaging decisions. 

Operational Continuity: Ensures that core services 

and programmes for beneficiaries are not disrupted 

during periods of financial stress, safeguarding the 

charity's primary mission. 

Mission Endangerment: Being forced to cut or suspend 

essential services, directly harming the beneficiaries the 

charity was established to support. 

Strategic Agility: Creates the capacity to fund future 

opportunities that cannot be met from anticipated 

income, such as providing match funding for a grant or 

investing in a new programme. 

Missed Opportunities: Lacking the funds to pursue 

strategic initiatives or respond to new funding 

opportunities, leading to stagnation and a failure to grow 

impact. 
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Enhanced Stakeholder Confidence: Demonstrates 

robust financial management and strategic foresight to 

funders, donors, and the public, which can be a key 

factor in securing future support. 

Reputational Damage: Appearing poorly managed to 

potential funders and donors, who increasingly expect to 

see a robust reserves policy as a sign of a well-run 

organisation. 

Demonstrated Trustee Prudence: Acts as clear 

evidence that the board of trustees is fulfilling its duty to 

manage the charity's assets responsibly and protect its 

long-term future. 

Breach of Trustee Duty: Failing to demonstrate prudent 

management, creating a potential breach of the codified 

duties under Section 54A of the Charities Act 2009 and 

exposing the charity to High Court intervention under 

Section 74. 

 

 

Having established the compelling legal and strategic case for a reserves policy, we now turn to the practical, risk-

based framework for developing one tailored to your charity's unique circumstances. 
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4.0 A FRAMEWORK FOR DEVELOPING YOUR RESERVES POLICY 
This section provides a structured, risk-based methodology for calculating an appropriate level of reserves. This 

approach moves beyond simplistic formulas to create a policy that is tailored to your charity's specific income streams, 

expenditure commitments, and strategic objectives. 

First, it is crucial to be clear about what constitutes "reserves" for the purpose of your policy. 

 

Defining Your Reserves 
• What are Reserves? Reserves are the portion of a charity's unrestricted funds that are freely available to 

be spent on any of its charitable purposes. They are sometimes referred to as 'free reserves'. 

• What is Excluded? The following items are typically excluded from the calculation of free reserves: 

o Tangible fixed assets used to carry out the charity's work (e.g., buildings, vehicles). 

o Restricted funds, which must be spent on a specific purpose designated by the donor. 

o Designated funds, which are unrestricted funds that the trustees have set aside for an essential 

future purpose (e.g., a planned capital project). Crucially, unlike restricted funds, the board can re-

allocate designated funds if priorities change, but doing so requires a formal board decision. 

o Programme-related investments held solely to further the charity's purposes. 

With this definition in mind, trustees can follow a step-by-step process to determine a target reserve level. 
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Step 1: Analyze Your Unrestricted Income 
The first step is to evaluate the reliability and stability of each source of unrestricted income. This requires a realistic 

assessment rather than simple optimism. Trustees should ask critical questions about each income stream: 

• Certainty: How guaranteed is this income? Is it secured through a multi-year contract, or is it based on an 

annual appeal with an uncertain outcome? 

• Stability: What is the recent trend for this income stream? Has it shown a consistent upward trend, remained 

static, or shown a downward trend over the last three years? 

• Donor Base: Does this income rely on a single donor or a small group of supporters, making it vulnerable? 

Or does it come from a wide and diverse base of supporters? 

Step 2: Evaluate Your Expenditure Commitments 
Not all items of expenditure carry the same level of commitment. Trustees should conduct a risk assessment of core 

operational costs to understand which are truly essential. Key questions include: 

• Priority: How essential is this item of expenditure to meeting our core charitable objectives? 

• Impact of Cutting: How many beneficiaries, staff, or volunteers would be negatively affected if this 

expenditure were suddenly cut? 

• Funding Source: Is this expenditure covered by general unrestricted funds, or is it tied to a contractual 

obligation that carries legal and financial penalties if not met? 

Step 3: Assess Your Future Needs and Contingencies 
A reserves policy must also be forward-looking. Trustees should identify and quantify potential needs and liabilities 

that may require funding beyond the normal operating budget. Examples include: 

• Covering a known short-term cash flow deficit where expenditure is required before grant funding is 

received. 

• Funding for future known liabilities, such as dilapidations on a leased property at the end of its term. 

• Costs associated with contingent operational needs, such as hiring temporary staff to cover maternity 

leave. 

• Funding for planned future projects or capital spending that cannot be met by anticipated future income 

alone. 

• The ability to seize unforeseen opportunities, such as providing match funding for a grant application. 

Step 4: Consider Mitigating Factors 
An expert approach also considers factors that might legitimately reduce the need to hold a high level of free reserves. 

Trustees should assess: 

• Restricted Funds: While restricted funds themselves are not reserves, holding significant restricted funds 

for specific programme areas may reduce the need for general reserves to cover those same areas. 

• Reserves Held by Subsidiaries: If the charity has a trading subsidiary that holds its own reserves, these 

could potentially be drawn upon in a crisis, which may reduce the level of reserves the parent charity needs 

to hold. 

• Other Resources: Consider other available resources, such as an unused overdraft facility, that could 

provide a short-term buffer. 
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Step 5: Determine Your Target Reserve Level 
Based on the rigorous analysis in the preceding steps, the board of trustees can make a reasoned judgment on the 

appropriate level of reserves. This target is not an arbitrary number but the outcome of a strategic risk assessment. 

The target can be expressed as a specific figure or, more commonly, as a range (e.g., the equivalent of 3 to 6 months 

of essential operational expenditure). A range provides operational flexibility, acknowledging that the level of reserves 

will naturally fluctuate throughout the year. This structured framework provides the methodology; the next section 

brings it to life with a practical, worked example. 
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5.0 WORKED EXAMPLE: 'ABC CHARITY CLG' RESERVES POLICY 
 

This section provides a practical, illustrative reserves policy for a fictional Irish charity, 'ABC Charity CLG ' . This 

example translates the framework from the previous section into a formal document that is clear, concise, and 

demonstrates best practice. 

 

 

ABC Charity CLG: Reserves Policy 

1. Scope This policy explains to our funders, donors, beneficiaries, and other stakeholders why ABC Charity CLG 

holds financial reserves. It provides confidence that our organisation's finances are managed prudently and serves 

as an indicator of our financial resilience and future funding needs. 

2. Oversight This reserves policy is a living document. The Board of Trustees will formally review the policy and 

the target level of reserves annually as part of the budget-setting and strategic planning process. 

3. Definition of Reserves For the purposes of this policy, reserves are defined as that part of our unrestricted 

funds that is freely available to spend on any of our charitable purposes. 

The following funds are excluded from this definition: 

• Restricted funds, which are tied to specific projects or outcomes. 

• The value of our tangible fixed assets, specifically our owned office building, which is required for our ongoing 

operations. 

• Designated funds that have been formally set aside by the Board for specific future projects. 
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4. Target Level of Reserves Based on a detailed analysis of our income and expenditure, the Board of 

Trustees has determined that the target level of reserves for ABC Charity CLG is a range equivalent to 3 to 6 months 

of essential operational expenditure. Based on the current budget, this equates to a target range of €50,000 to 

€60,000. 

This level was determined after a rigorous analysis of our unrestricted income, assessing the certainty of our primary 

statutory grant funding and the stability of our annual fundraising appeal, balanced against the priority of our core 

expenditure commitments. This level provides a sufficient buffer against these risks, ensuring we can maintain 

operational continuity and protect our core services to beneficiaries during any period of financial uncertainty. 

5. Monitoring The finance subcommittee of the Board is responsible for monitoring the level of reserves on a 

quarterly basis. Any significant or sustained deviation from the target range will be reported to the full Board of 

Trustees at its next meeting, along with a recommended course of action. 

6. Reporting ABC Charity CLG is committed to transparency. In compliance with the Charities Statement of 

Recommended Practice (SORP) (FRS 102), our annual report will include a statement on our reserves policy, the 

level of reserves held at the end of the financial year, and the reasons for holding them. If the level of reserves is 

outside our target range, we will explain the reasons for this and the steps we are taking to address it. 

7. Version Control 
Version No Approved By Approval Date Main Changes Review Period 

1.0 Board of Trustees 28 Nov 2025 Initial draft approved Annually 

 

A well-drafted policy like that of ABC Charity CLG is a powerful internal document; however, its value is fully realised 

only when it is communicated transparently to external stakeholders. 
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6.0 FINANCIAL REPORTING AND TRANSPARENCY 
Creating a robust reserves policy is the first step; communicating it clearly and transparently is equally important. 

These disclosures are essential for meeting the requirements of the Charities Statement of Recommended 

Practice (SORP) (FRS 102), demonstrating accountability to the Charities Regulatory Authority, and building trust 

with funders, donors, and the public. 

A brief note should be included within the accounting policies section of your annual financial statements. 

 

 

 

Sample Accounting Policy: Reserves 
 

The charity has established a reserves policy to protect its services in the event of unforeseen 

financial difficulties. The trustees have set a target to maintain unrestricted funds, not committed or 

invested in tangible fixed assets ('free reserves'), at a level equivalent to [X to Y] months of essential 

expenditure. This level of reserves is deemed necessary to provide stability and ensure the continuity 

of our charitable activities. 

A more detailed and narrative explanation should be included in the Trustees' Annual Report. This is 

your opportunity to explain the 'why' behind the numbers. 
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Sample Note in the Trustees' Annual Report: Our Reserves Policy 
 

The trustees have adopted a formal reserves policy, which is reviewed annually. Our policy is to 

maintain free reserves at a level equivalent to a range of [X to Y] months of essential operational 

costs. 

As of the year-end, our free reserves stood at €[Amount], which is within our target range. 

OR (if outside the target range) 

As of the year-end, our free reserves stood at €[Amount], which is [below/above] our target range. 

The trustees have a plan to [rebuild/utilise] these reserves over the next [Number] months by [briefly 

state the action, e.g., launching a targeted fundraising campaign / investing in a planned project 

expansion]. 

Clear reporting closes the loop on accountability. The final step is to embed this entire process into 

your charity's regular governance cycle, transforming the policy from a document into a practice. 
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7.0 ROADMAP 
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8.0 CONCLUSION: EMBEDDING YOUR POLICY INTO PRACTICE 
 

A reserves policy is far more than a compliance exercise; it is an essential governance tool that underpins a charity's 

resilience, strategic capacity, and long-term sustainability. As we have seen, it is grounded in the legal duties of 

trustees under the Charities Act 2009, as amended, provides significant strategic advantages, and can be developed 

through a logical, risk-based framework tailored to your organisation's unique reality. 

 

Your board must treat this policy not as a static document to be filed away, but as a dynamic tool for strategic financial 

governance. To be effective, it must be embedded into the charity's financial management and strategic planning 

cycles. The annual review process, conducted by the trustees, is essential. This ensures the policy remains relevant 

and responsive to changes in the charity's operating environment, income streams, and strategic priorities. 

 

Ultimately, diligent and transparent reserve management is fundamental to good governance. It is a core 

responsibility of trustees, enabling them to protect their charity's vital mission, serve its beneficiaries effectively, and 

secure its positive impact on the community for years to come. 
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9.0 ABOUT WDA  
 

• We are a mid-tier firm with two offices servicing our client bases in Dublin and Meath. 

 

• WDA specialise in the provision of professional audit and consultancy services including to the Charity 

& Not for Profit Sector, with over 150 Charity clients across all sectors of the industry.   

 

• Our professional staff comprises of 30 staff: - 4 Partners, 20 professional staff including 2 Audit 

Managers and 4 support/admin staff.  

 

• Whelan Dowling & Associates has been providing audit and accounting services to the charity sector 

for over 40 years and are affiliated with the Chartered Accountants Ireland. 

 

• Whelan Dowling & Associates are an award-winning firm having achieved the “Best Medium Sized 

Accountancy Practice in Ireland in May 2023” and runner-up to best overall firm in Ireland. 

 

 

 

 
 

 

 
Disclaimer This document, A Trustee’s Guide to Reserve Management, is prepared by Whelan Dowling & Associates 

(WDA) for general guidance purposes only and does not constitute professional accounting, legal, or audit advice. While 

every effort has been made to ensure the accuracy of the information regarding the Companies Act 2014 and the 

Charities SORP, this guide is not a substitute for independent professional advice tailored to your charity's specific 

circumstances. As outlined in this guide, the responsibility for assessing reserves is a non-delegable duty of the trustees. 

Consequently, WDA accepts no liability for any loss or damage occasioned to any person acting or refraining from 

action as a result of any material in this publication. Trustees should consult with their auditors or professional advisors 

to ensure compliance with their specific statutory and fiduciary obligations. 


