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The Director’s Duty: Legal & Regulatory

Obligations

The Framework

o—m'-b Charities Act 2009: Section 14(1)(i)
= empowers the Charities Regulator (CRA) to
issue guidance on administration.

51113 Companies Act 2014: Emphasizes solvency
= and director duties for Company Limited by
Guarantee (CLG) structures.

Am-o CRA Guidance: Charity Trustees have a

== general legal duty to spend income within a
reasonable time; holding reserves requires
justification.

The Responsibility

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

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

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

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




The Stakes: Risks vs. Strategic Benefits

Risks of No Policy

Insolvent Trading: lllegal under
company law; personal liability for
directors.

Unplanned Closure: Immediate
cessation of services to vulnerable
beneficiaries.

Funding Clawbacks: "Use it or Lose it"
clauses (e.g., Circular 13-2014) if
surpluses are unexplained.

Reputational Damage: Hoarding cash
deters donors; holding too little signals
instability.

Benefits of a Formal Policy

@ Resilience: A buffer against grant
delays and unexpected facility repairs.

@ Agility: Ability to seize opportunities or
fund 'seed’ projects before restricted
funding arrives.

@ Funder Confidence: Demonstrates
good stewardship to grant-makers.



Defining ‘Reserves’: What Actually Counts?

Key Distinction:
Restricted Funds
(Endowments/Specific

Total Unrestricted Funds

Less: Tangible Fixed Assets

I . Grants) are excluded
(Land, buildings, equipment - cannot be spent).

entirely. They are not
free to use.

Less: Designated Funds
(Earmarked for essential future spending).

-] Less: Programme-related Investments

‘ - Equals: Free Reserves
(Liquidity available for general purposes)

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



Developing the Strategy: Key Areas to Consider

Working Capital

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

Strategic Phase

Growth (requiring
investment) vs.
Consolidation.

Reserves

Producer Note:

Align the reserves

Income Risk strategy with the

Reliability of sources. ARG T,

High Certainty (SLASs) vs.
Low Certainty (Public
fundraising).

Expenditure
Commitments
Fixed vs. Variable costs.

Redundancy liabilities
and legal obligations.



The Calculation: A Risk-Based Approach
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1.Step 1: Analyze Income - Score sources on
certainty (Guaranteed vs. Uncertain).

2.Step 2: Analyze Expenditure - Score based
on priority (Essential vs. Discretionary).

3.Step 3: Quantify the Gap - Calculate the
cost of operating for X months (typically 3-6)
if income stopped. Include winding-up
costs.

Low
Income Reliability

» High



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.

A\ Warning: Designations cannot be set up retrospectively to reduce stated
reserves. Avoid “window dressing’ wealth.
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Worked Example: ‘No Room to Manoeuvre CLG’

TOtal FUNAS «ovnevnrnernennnnennenns. €313,337 | (Looks healthy?)
Less: Restricted Funds : s :: s swis sme (€237,758)‘
‘Less: Fixed Assets (Building) ....... (€50,000)‘
Unrestricted General Funds ............ €25,579
Target Requirement (3 months ops) ..... €150, 000

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



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 betwc_een 3 and 6 months — genera| operating costs.

of general operating costs.

To cover gaps in statutory funding
(paid in arrears) and unforeseen facility

.___r— 3.Justification: To cover gaps in statutory funding

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

The current free reserves are €25k

aDgainit a t'?rgetbofdelftsog. The o e 4. Addressing the Deficit: The current free reserves
Irectors nave puageted a surpius o H H

et i i tha Tt 3 yearsto refailld 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.



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

Total Funds €270,000 €230,000  (€215,000) €285,000

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

O’

Transparency: Beneficiaries, funders, and the regulator should be able to see how the reserve
level has been justified.

A
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Monitoring, Review, & Reporting

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.



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.

Contact us for a review of your Reserve Strategy.



Get In Touch

Dublin: Unit 1 + 4, Block 1, Northwood
Court, Santry, Dublin 9.

Navan: Unit 4, Meath Enterprise & A _
Centre, Trim Road, Navan, Co. Meath. " P Dublin

Tel: (01) 6771411
Email: info@wda.ie
Website: wda.ie

PROFESSIONAL - PRACTICAL - DIFFERENT
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