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EXECUTIVE SUMMARY
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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.

The Stakes: Risks vs. Strategic Benefits

Risks of No Policy Benefits of a Formal Policy

Insolvent Trading: |llegal under 3 Resilience: A buffer against grant
company law; personal liability for " delays and unexpected facility repairs.
directors.

Unplanned Closure: Immediate (73 Agility: Ability to seize opportunities or
cessation of services to vulnerable ~ fund 'seed' projects before restricted
beneficiaries. funding arrives.

Finding Clawt.aacks: Useitor L.ose Ik 3 Funder Confidence: Demonstrates
clauses (e.g., Circular 13-2014) if 2 g

= good stewardship to grant-makers.
surpluses are unexplained.

Reputational Damage: Hoarding cash
deters donors; holding too little signals
instability.
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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 Director’s Duty: Legal & Regulatory

Obligations

The Framework

Charities Act 2009: Section 14(1)(i)
empowers the Charities Regulator (CRA) to
issue guidance on administration.

=l

Companies Act 2014: Emphasizes solvency
and director duties for Company Limited by
Guarantee (CLG) structures.

CRA Guidance: Charity Trustees have a
general legal duty to spend income within a
reasonable time; holding reserves requires
justification.

“Reserves are not just a safety net; they are a legal imperative for solvency.” \

The Responsibility

Duty of Care: Trustees must act with
‘reasonable care and skill’ to protect assets.

Solvency: Ensuring the charity can discharge
debts as they fall due.

Justification: Power to hold reserves must
be exercised in the charity's best interests.

>

\)

i(nzunnu;:lunc
T,

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:

e Actin the best interests of the charitable organisation.

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

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

o 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:

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

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

e Section 52: The obligation to prepare and submit an annual report.

5|Page
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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.

6|Page
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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.

Defining ‘Reserves’: What Actually Counts?

Total Unrestricted Funds

Less: Tangible Fixed Assets

(Land, buildings, equipment - cannot be spent).

Less: Designated Funds

Key Distinction:
Restricted Funds
(Endowments/Specific
Grants) are excluded
entirely. They are not
free to use.

(Earmarked for essential future spending).

It is not just cash at bank. It is unrestricted, free-to-use liquidity.

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.

Developing the Strategy: Key Areas to Consider

Working Capital

Managing cash flow
troughs. Do you spend
money before the grant
arrives?

Reserves

Policy

Strategic Phase

Growth (requiring
investment) vs.
Consolidation.
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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

e 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'.

e 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.

@)

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.

The Nuance of Designated Funds

Definition The Rules

Unrestricted funds set aside by Trustees for a specific future

- Must be for a specific purpose, not a vague buffer.
purpose (e.g., “"New Roof Fund").

- Must have a likely timeline for expenditure.
- Administrative Only: Unlike Restricted Funds, Truste
*can reverse the designation if the charity needs cash.

v 4

A\ Warning: Designations cannot be set up retrospectively to reduce stated \

e i WHELAN DOWLING
reserves. Avoid “window dressing’ wealth. SR OCIATES

9|Page

\0\ WHELAN DOWLING



WDA | A Trustee's Guide to Reserve Management for Irish Charities: Securing Your Future

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:

e 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?

e  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?

e 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:

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

e Impact of Cutting: How many beneficiaries, staff, or volunteers would be negatively affected if this
expenditure were suddenly cut?

e 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:

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

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

e Costs associated with contingent operational needs, such as hiring temporary staff to cover maternity
leave.

e Funding for planned future projects or capital spending that cannot be met by anticipated future income
alone.

e 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:

e 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.

o 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.

e Other Resources: Consider other available resources, such as an unused overdraft facility, that could
provide a short-term buffer.

10|Page
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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.

The Calculation: A Risk-Based Approach

HighT 1.Step 1: Analyze Income - Score sources on
certainty (Guaranteed vs. Uncertain).
High Reserve 2.Step 2: Analyze Expenditure - Score based
® biced on priority (Essential vs. Discretionary).
Q .
E 3.Step 3: Quantify the Gap - Calculate the
Q . .
5 cost of operating for X months (typically 3-6)
5 if income stopped. Include winding-up
2 costs.
a5
Low

Low » High
Income Reliability

Worked Example: ‘No Room to Manoeuvre CLG’

Total Funds ssisesssnes snsessmnsisnsves €313;887 | (Lookshealthy?)
Less: Restricted Funds s.esssesssicass (€237,758)
Less: Fixed Assets (Building) ....... (€50,000)
Unrestricted General Funds ............ €25,579
Target Requirement (3 months ops) ..... €150, 000

™ . 7= 2 Py - e
< arvecs QTICTT _
1eSe 2 S BT 1 e o s

Despite €313k on the balance sheet, this charity is effectively
insolvent if funding is delayed. Immediate action required.
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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.

The Policy Document: A Worked Example

Reserves POliCY ~——— 1. Statement: The Directors have established a policy
whereby the unrestricted funds not committed or
The Directors have established a policy invested in tangible fixed assets...

whereby the unrestricted funds not com-
mitted or invested in tangible fixed assets...
— 2. Target: ...should be between 3 and 6 months of

...should be betwgen 3and 6 months — general Operating costs.
of general operating costs.

To cover gaps in statutory funding = B sl : :

(baid in oefedrs) shd unforessen ElT ROt 3. J'us'tlﬁcatlon. To cover gaps in stathory fupdlng

repairs. (paid in arrears) and unforeseen facility repairs.

The current free reserves are €25k

aDgainstatﬁrgetbofdelfO;. The : f€40k;' ———— 4, Addressing the Deficit: The current free reserves
irectors have bu geted a surplus o H H

Ee om0k e i1t 3 years to rebulld are €25k against a target of €150k. The Directors have

the reserve. budgeted a surplus of €40k per annum for the next 3

years to rebuild the reserve.

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

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

e Designated funds that have been formally set aside by the Board for specific future projects.

12|Page
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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.

Monitoring, Review, & Reporting

Report

Track “Free Reserves” Annual Review.
monthly in Management Adjust for inflation, staff
Accounts. Do not wait increments, redundancy
for the audit. accruals, and funding
landscape changes.
Crisis Management Investment
If reserves drop, distinguish between If reserves are high, consider low-risk
short-term- troughs and structural deficits. investment for return, ensuring liquidity.

13|Page
ﬂ\" WHELAN DOWLING



WDA | A Trustee's Guide to Reserve Management for Irish Charities: Securing Your Future

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.

SORP Reporting: The Financial Statements Note

Note 15: Funds

Balance Jan 1 Income Expenditure Transfers Balance Dec 31
Restricted Funds €220,000 €150,000 (€140,000) (€5,000) €225,000
Unrestricted General €50,000 €80,000 (€75,000) €5,000 €60,000

S SO A A oy S
Otal Funas €2/0,000 230,000 €215,000) €200,V

Disclosure Requirements (SORP 1.37 - 1.40)

1. State the policy.

2.State the current level held.

3.Explain any gap between Policy and Actual.

4.If in deficit, explain steps to eliminate it.
. N
| Transparency: Beneficiaries, funders, and the regulator should be able to see how the reserve 0 ‘

' level has been justified. WHELAN DOWLING

)
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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.

14|Page
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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.

15|Page
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7.0 ROADMAP

Creating Your Charity’s Reserve
Policy: A 6-Step Roadmap

0 Step I: Understand What Reserves Are

Unwestricted funds What's Excluded from Reserves?
freely avallable to
spend on any of your f Restricted tunas

i :
charity’s purposes R Fivea assets (ike buikdings)

. Funds designated for specific

= future projects P
Step 2: Assess

Your Chanty‘s
Needs & Risks

Step 3: Set
Your Target
Reserve Level

gyt o Write Your
(eg. 3-8 month of Formal Policy
expenditure) that is The document
justifiable for your should state why
charity you hoid resarves,
the target leve,

and how you will
manage them.

Step 5: Monitor and .

Step 6: Report

and Communicate Review Regularly
- Tlonsp‘“’eﬂﬂy Review your reserves level e/
and policy ot least annucil //
Clocrly exploi yous % port of your buudget and

reserves policy and
current level in your
annual report to build
\ stakehoider confidence.

plonning process,
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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.

Key Takeaways for Directors

Reserves = Resilience: A tool for survival and strategy, not just
hoarding.

Calculate, Don't Guess: Use a risk-based assessment, not a flat %.

Know the Number: Total Funds # Free Reserves. Exclude
Restricted Funds & Fixed Assets.

Be Transparent: Disclose policy, actual figures, and fix plans in
Financial Statements (SORP).

Review Annually: Economic conditions change; your policy must
adapt.
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9.0 ABOUT WDA

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

o 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.

e Our professional staff comprises of 30 staff: - 4 Partners, 20 professional staff including 2 Audit
Managers and 4 support/admin staff.

o 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.

o 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.

DUBLIN OFFICE MAVAN OFFICE

Unit 1+4, Block 1, Unit 4, Meath Enterprise Centre,

Northwood Court, Trim Road, Mavan,
Santry, Dublin 9. Co. Meath.

Y T: (01} 677 1411 T: (046) 907 3318
_HELF[H:[!DWHNG E: info@wda.ie E: info@wda.ie

CIATES

|.-. Mo L

Call 01 677 1411 for a no obligation consultation.

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.

G| & IRISH
ACCOUNTANCY
AWARDS
2023

Medium Practice
of the Year

L
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