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Introductory Notes
Both the PowerPoint presentation slides and this accompanying script are password protected and the contents (which are copyright) cannot be modified.
But t can both be opened and view in Read Only mode without a password.
Please be aware that, if you go through all the slides following the script, this presentation will take about 50min.   But you can, of course, break off at any point and resume later.
The theme of this presentation falls into 4 sections:
Slides 1 – 8	What are “Reserves”? – and why to charities need them?
Slides 9 - 25	What should a charity’s Reserves Policy look like?
Slides 26 – 35 	Do charity Reserves Policies actually work in practice?
Slides 36 – 53 	Another way of creating a Reserves Policy ?
Throughout this script, Click indicates where you should advance the PowerPoint presentation.   Sometimes this will be adding an extra component to the slide, at other times it will be advancing to the next slide.
In the interests of transparency and verification, where the presentation refers to external evidence to justify the point being made the slide includes a URL link which will take you to the website or downloadable document being referred to.
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	Thank you for viewing this presentation.
Let me start off by explaining that I started my career as a research biochemist and ended up as a Director of Health Informatics in the acute sector of the NHS.   
So I am not a qualified accountant – but I am reasonably numerate.   
Since I retired – quite a while ago, now – I’ve kept myself occupied offering pro bono support to the typical non-accountant unpaid volunteer trustees of small charities – 
ie: those with annual incomes significantly less than £250,000.
Click
	1. 
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	So I don’t see charity financial management in general – and reserves policies in particular –from the perspective of commercial entrepreneurs and investors looking for big profits.
But more from the perspective of other non-accountant, non-lawyer unpaid volunteer trustees of small charities preparing their Trustees’ Annual Reports and Accounts on a Receipts & Payments basis in their spare time with minimal or no paid professional support.
Click
	2. 
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	So my everyday understanding of terms like “Reserved and Reserves” is the same as you find in most dictionaries – describing things like tickets, venue seats – and money – as 
“having been set aside and deliberately held currently unused to meet a particular future need.”
Click
So I was absolutely confused to find that the Charity Commission's definition of reserves seems to be exact opposite.
“Money which can be spent on anything – money which is not being held for a planned – ie: budgeted - purpose”.
Click 
It’s like going into a restaurant only to find that all the tables are marked “Reserved”.   But when you ask the waiter if the restaurant is fully booked that evening he says “Oh no – in this restaurant, ‘Reserved’ just means that the table is reserved for anyone coming in for a meal”.
Click
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	And the Charity Commission’s guidance actually confirms that explicitly, stating that funds set aside to meet essential future spending, are excluded from the reserves.
Click
Only to contradict that later by stating that funds for planned commitments and designations which cannot be met by future income are included in reserves.
Click
	4. 
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	Continue ploughing through the first 13 pages of financial jargon and you eventually get to section 5.2 where there’s another pragmatic reason why charities should have a “reserves” policy,.
Reserves policies are not just about trustees making sure they have some “loose change” handy to cover any unexpected expenditure or loss of income.   Most people already understand that from having to manage their own finances.
Reserves Policies are also a way of reminding trustees that they “have legal duty to spend income within a reasonable time of receipt.”
Click 
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	The original Charity Commission guidance CC19, published in 2010, was updated in 2016 to put more emphasis on “Building Resilience.   That updating was probably prompted by the collapse of several charities, including the Kids Company, the previous year.
But it seems that the Charity Finance Group was – shall we say – “significantly less than enthusiastic” about the updated version.
Click
Because on the same day that the 2016 updated version was published the Group put a blog on its website, pointing out:
*  the “muddled thinking” of the guidance;
*  that the focus of the guidance had moved from the covering
    day to day ad hoc cash-flow issues to closure costs;
*  making it the antithesis of a reserves policy.
And 4 yrs later the CFG thought it appropriate to remind everybody that even the, then, Chair of the Charity Commission had expressed concern that muddling “Reserves Policies” for charities which were felt to be “a going concern” with provisions for winding up a charity at risk of collapse created inconsistencies and confusions that were “a hard act to follow”!
Click
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	Returning to the current – 2023 updated – Charity Commission guidance on developing a Reserves Policy.
Despite further revisions – that muddle created by referring to a need for contingency plans for long-term closure costs alongside contingency plans for short-term cash-flow problems in a single reserves policy still remains – a decade after it was first criticised by the Charity Finance Group.
The opening Section 2 of the current Guidance uses 4 lines to talk about the importance of Reserves in managing unplanned closures – but only 2 lines to talk about the importance of managing short-term cash-flow issues.
And specifically says that it shouldn’t just replicate a “standard form of wording” – ie: a “one size fits all” formula.
Click
And then the following Section 3 the Guidance goes on to say that tangible assets and designated funds SHOULD be excluded from a Reserves policy which it has previously said SHOULD include provision for total closure of the charity.
That is just an outright self-contradiction.
It is true that selling off tangible assets or cancelling future designated projects is RARELY a good way to deal with short-term cash-flow difficulties. 
But either or both would certainly have to be “on the table” as feasible ways of avoiding complete collapse of the charity into insolvency.   Not least because – if the charity collapsed because it was not financially viable (ie: not a “going concern” in accountancy jargon) those tangible assets would have to be sold off – and the designated projects cancelled – anyway.
Click
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	And then, just as one is beginning to think that reading the guidance on Reserves is like trying to have a sensible conversation with Humpty Dumpty – Section 5 introduces another “meaning” of the word “Reserves”.
In addition to being about managing short-term cash-flow issues
… and/or about managing unexpected closure issues …
… Reserves Policies are also about discouraging excessive “Reserves” – ie: the unjustified hoarding of cash for no specific purpose !
Click
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	So how can the typical non-accountant trustee of small charities cope with this quagmire of inconsistency and contradictions in the Charity Commission's guidance on Reserves Policies? 
Click
One way might be to take a look at the Charity Commission’s example trustee's annual reports and accounts to get a more pragmatic idea of what a good Reserves Policy looks like.
Click
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	There are seven such examples.   But only two of them are relevant to the needs of the vast majority of small non-company charities.
They are the St.Emilion Parochial Church Council and the Westbeach Youth Club, both of which have opted to prepare receipts and payments accounts.
Click
The other five examples are for the small minority of charities with annual incomes over £400,000 pounds which must produce Accruals Accounts.
Click
	10. 
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	But most of the issues with Reserves Policies are common to all “small” charities regardless of which reporting scheme they use.
So let’s start with a small charitable company preparing Accruals accounts – the fictitious Dorsetshire Drugs Advice Centre.
As you can see – its Reserves Policy is quite wordy – so I’ve highlighted the key points.
Click
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	The policy just uses a common rule-of-thumb, ie: is based on the average expenditure on operational cost over three to six months – giving a target range of reserves between £137,000 and £275,000 pounds.   But there is no justification of why three to six months is the appropriate period of time or, up to £275,000 is the appropriate level of “reserves”.
Click
At first sight, the Reserves Policy review in the Trustees’ Annual Report section appears to report the charity having two designated funds:
   £20,000 for a training project;
   £22,500 for office equipment 
leaving £14,297 as the end-of-year “free Reserves”.
Click
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	But when you look at the charity’s Balance Sheet there is no reference to a SECOND designated fund for office equipment.
So what actually caused the end-of-year Reserves to be reported as £14,297 if the £22,500 set aside for office equipment was not – formally – a second “designated” fund.
Click
Rummage around the Balance Sheet a bit further and you stumble across some unspecified “tangible assets” which – conveniently – are also currently valued at £22,500 pounds.
I’m NOT saying that the charity’s Reserves Policy is intended to mislead.   But I certainly think there is a case for saying that it is – shall we say – muddled.   Particularly as it then goes on – almost casually – to conclude that:
·  its current reserves are “significantly short of the target level” –
     ie: less than a mere tenth –;     and
· ”it is unlikely that the target range can be reached for at least five years”.
Click
	13. 
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	On this slide I’ve just summarised my main comments about this example policy.
But note that there is no reference to protecting against insolvency  or the costs of impending closure.
That’s presumably because the Accruals accounts have been prepared on the “Going Concern” basis and so the charity is not anticipating insolvency in the next 12 months or more.
And in any case, with nearly £46,000 in Fixed Assets, the charity has enough non-money resources which could be realised to cover the costs of closure.
Click
	14. 
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	The next example is from the Parochial Church Council of the fictitious St.Emilion C of E Church.
I’ve again highlighted the most relevant parts.
Like the previous example, the target level of reserves is “defined” as “at least three months of unrestricted payments, equivalent to £15,000” without any explanation of why that period of time and/or that amount of money were considered to be appropriate.
And, like the previous example, the review casually goes on to observe that the actual level of reserves held “…did not match this target.
At just under £5,000 – less than 1/3rd of the target – that is rather obvious.   But there was no indication of how the charity intended to deal with that shortfall.
Click
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	Looking at the charity’s Receipts & Payments Statement of Assets and Liabilities one can see that the charity’s “Reserves” had increased by 50% within a few weeks, if not days, of the end of its financial reporting year.   That was due to receipt of the Gift Aid on donations made in the previous year.
It is a good example of why the level of “Reserves” on the last day of the financial reporting period is a rather haphazard measure of a charity’s financial status.   
And a good example of the confusions and inconsistences created under Receipts and Payments accounting rules.
Click
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	A similar issue occurs with the outgoing payment for the cost of organ cleaning and repairs.   The charity had anticipated the work and made provision for it by “designating” appropriate funds to cover part of the costs.
But – although the work had been undertaken in the financial year being reported – at the end of that financial year the cost of the work had remained unpaid as an outstanding liability.
Which creates a “Humpty-Dumpty” conundrum !
Click
The CC19 Guidance on Reserves is clear that “Designated” funds relate to money put aside for potential FUTURE expenditures which are NOT yet committed legal liabilities.
So – on the assumption that the charity is following the Charity Commission guidance – saying that it is carrying £5,550 forward as a designated fund implies THAT money is put aside in anticipation of the NEXT episode of organ cleaning and repairs –NOT to cover the costs of completed work and now a legal liability.
Click
	17. 
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	To my mind, the full costs of the organ repair should instead have been reported as an outstanding liability in the general fund, the money in the Organ Repair fund having been de-designated back to the general fund to cover most of the payment of that liability.
So what SHOULD have been reported as the charity’s “Reserves” at the end of its last financial year:
     The £4,900 in its Trustees’ Annual Report?
     The £10,450 in its end-of-year bank current account?
     or the £6,790 including its outstanding debtors and creditors?
Head spinning ?     Or thinking that I’ve gone mad? – or it’s just professional bureaucrats “dancing on the head of a pin”?
I can agree with that!
Coping with accountancy Humpty-Dumpty jargon and the inconsistencies of the Charity Commission guidance has that effect – particularly if, like me, you are not a professional lawyer or accountant.
Click
	18. 

	[image: ]
	Again, I've summarized what I see as the main points relating to this example. 
Again there is no reference to protecting against insolvency  or the costs of impending closure.
Because the charity is reporting its accounts on the Receipts and Payments basis, there is no requirement to report on the “Going Concern” basis.  But with closure of the charity unlikely in the next 12 months or more and a further £20,000 in investments assets there seems no reason to plan for potential insolvency.
I will return to the comment about the template later, if there is time.
Click
	19. 
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	The West Beach Youth Club is the only other example Trustees’ Annual Report for small charities preparing Receipts & Payments accounts.   And it similarly has a number of curious inconsistencies.
As in the previous two examples, the level of reserves is defined as a period of operational costs – in this case, four months.
Click
Again, there is no justification why four months – or about £11,000 – defines the appropriate amount of reserves.
So it was “convenient” that – at £12,000 pounds – the current end-of-year cash funds were just over the average operational cost for four months of the year.
Click
And all the more so as the previous year had NOT ended with Reserves equal to four months’ operational costs for that year – but with a mere £2,800 – sufficient for less than three weeks!
Click
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	The Statement of Assets & Liabilities section of the accounts reports a small outstanding liability for PC Services.
It also reports an outstanding Gift Aid claim – but the amount is not mentioned.   Given that the Trustees’ Annual Report & Accounts was signed off on 31 March of the following year, what self-respecting Treasurer doesn’t know the amount of a Gift Aid claim 3 months after the end of the year to which it relates? 
If the Gift Aid was – “immaterial” – why bother to mention it at all?     
If the amount was significant enough to influence the effective reserves at year end – why wasn’t it included?
Click
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	Looking a bit more widely at the example accounts ……
….. it is interesting to note that in both the financial year being reported, and in the previous year, the charity enjoyed significant operational surpluses.
The surplus in the previous year had been just over £9,000;
and rose to just under £14,000 in the current year;
That’s 21%, and 40%, of the respective operational costs.
Click
	22. 
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	And those surpluses were achieved even after contributions from participants towards their activity costs had been reduced from £11½ thousand pounds in the previous year down to £5½ thousand pounds in the current year.   
That was, effectively, the charity INCREASING it’s subsidies of activity costs for participants from 11% in the previous year up to 61% in the current year.
Click
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	In the statutory trustees’ Annual Report, the trustees’ brief statement of the charity’s policy on reserves refers to:
The main financial risk to the charity is loss of funding from the Council and reduced donations.
If I were a potential new Trustee, reading that Annual Report for the first time I would be VERY concerned that the charity’s donors – and particularly the local Council facing other pressures on its funding – would be SERIOUSLY considering wondering why they should continue pouring money into the charity in the absence of credible justification for such significant operational surpluses.
Click
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	My summary of the Westbeach Youth Club Trustees’ Annual Report and Accounts.
The recurring pattern is now clear.
Charities ignoring the guidance to avoid a simple “one size fits all” Reserves Policy.   
All three have defined their “Reserves Policy” using a “standard form of wording” as a period of average operational costs without any justification of why that time period – or the associated operational costs – are relevant to their particular situation.
And all three examples have failed to include the required Reserves for “Resilience” – ie: the Reserves necessary to minimise the risk of unplanned closure.
So it probably won’t surprise you to see that I am – shall we say – “less than enthusiastic” – about the effectiveness of the Charity Commission’s Guidance and examples of “best practice” in reporting charity reserves policies.
Click
	25. 
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	And that’s not just my opinion.
I have already referred to the Charity Finance Group’s criticism of “muddling together” policies for managing short-term cash-flow issues with long-term organisational closure issues.
In order to promote public trust in charities – in 2015 the Commission initiated reviews of the quality of a random sample of Trustees Annual Reports and Accounts for financial years ending in 2012 and 2013.
And initially reported that it was encouraged to find that – and I quote – “the majority of the accounts were of acceptable quality”.
Though whether the public, and most donors, would regard it “acceptable” for 1/3rd to 1/2 of accounts NOT to be compliant with the Commission’s benchmark standards is a different question.
Click
Four years later, 1/3rd of Annual Reports and Accounts for financial years ending in 2017 were STILL not compliant with the benchmark standards – and the Commission’s “encouragement” had now waned to “concern”.
Click
Particularly as many of the reports had been signed off by qualified accounts declaring that they had carried out their Independent Examination following the Charity Commission’s Directions.
Click
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	At that point the Commission stopped reviewing Annual Reports and Accounts.   And in 2022 the collection was formally withdrawn (though you can still find it on the internet).
Click
	27. 
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	So in 2025 I downloaded from the Register of Charities a random sample of the Trustees’ Annual Reports & Accounts of 150 “small” charities with annual incomes in the range £25,000 to £250,000.
ie: charities which were eligible to prepare their accounts on a Receipts & Payments basis if they were not charitable companies.
I categorised each of the Reserves Policies as:
· Explaining why a policy was “Not Required”;
· Specified as cash – ie: a specific amount or range of money;
· Specified as a period of average operational cost – either in months or in years;
· Vague – ie: something like “sufficient to meet unexpected expenditure”
· No Policy – the Trustees’ Annual Report made no mention of a Reserves Policy – ie: in breach of the regulations.
And I sub-categorised them by the charity’s legal status.
The left hand chart shows the ACTUAL number of Reserves policies falling in each category and sub-category.   The right hand chart shows the same data as a percentage in each category.
What stands out immediately – particularly in the right hand chart – is that more than a third of all the charities reviewed did not report a Reserves Policy at all, or why they didn’t need one:
ie: were in clear non-compliance with the regulations.
If you add in those charities which had only given a very vague statement of reserves then the number of non-compliant charities rose to over half. 
And if you also include as “inadequate” those charities which had opted to report their Reserves just using “the bog-standard form of words” – namely the average operational costs for a specified period of time, but without giving any more explicit justification for that amount or range of Reserves – the level of non-compliance with the Guidance rises to close to 100%.
Click
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	This chart shows the same data, but with the distribution 
sub-categorised by the professional qualification(s) of the person who undertook the Independent Examination.
What stands out is the significant number of professionally qualified Independent Examiners who had signed off Trustees’ Annual Reports and Accounts which had either inadequate or totally non-compliant Reserves Policies.
In other words, the high levels of non-compliance with the CC19 guidance cannot simply be brushed off as due to the lack of accountancy skills in the non-accountant trustees who had prepared their Annual Reports & Accounts.
Click
	29. 
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	In this slide I’ve highlighted where – in section in 1.3 of Guidance CC19 – the statutory requirements for a charity Reserves Policy should contain are explicitly stated.
Note particularly that the guidance explicitly cautions against the indiscriminate use of “standard forms of wording” (eg: Reserve levels described in terms of a charity’s average operational costs over a period of time).
Click
And where – in Direction 9 of Guidance CC32 Independent Examination of Charity Accounts – the statutory obligations of the Independent Examiner to check for compliant Reserves Policies are explicitly stated.
Click
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	It is self-evident that, overall, a large proportion of Reserves Policies seem to be pure “Bullshit” – including those signed-off (ie: “approved”) by professional Independent Examiners.
With apologies to those who hear “Bullshit” as a rather “naughty expletive” – let me explain that I am using the term here as more eloquently defined by Prof.Harry Frankfurt in his 2005 best-selling book “On Bullshit”.   Under that definition, Bullshit is not about knowingly telling the truth, nor about telling lies.   Bullshit  is just:
“Words just picked out or made up 
 to suit the purpose of the moment.”
Click
	31. 
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	And just to back up that point.
In preparing for this webinar I went to Microsoft’s CoPilot AI system and asked it to prepare a Reserves Policy for me.
My question – and CoPilot’s Sample Policy Outline in response – are shown VERBATIM on this slide. 
As you can see, I had deliberately phrased my question to be as bland and minimalistic as I could.   To my mind, the only possible “INTELLIGENT” answer to that request is:
“Sorry – I need a lot more information about your charity’s activities, income streams and operating context in order to create a Reserves Policy which complies with the statutory requirements”
But that didn’t deter CoPilot from responding with pure Bullshit.
Just words to suit the purpose of the moment.
No clarification or justification of the policy in sight.
Just a paraphrase of the Charity Commissions own examples.
So it’s no surprise that a high proportion of the Reserves Policies which now routinely appear in the statutory Trustees’ Annual Reports in the official Register of Charities are similar – just good enough to get the necessary tick in the box – Bullshit.
Click 
	32. 
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	So – is the proof of the pudding in the eating ?
I’m afraid it is !
Click
And, moreover, that is not just my opinion.   The Charity Finance Group was also saying that a decade ago !
The bureaucratic Humpty-Dumpty-isms in the Guidance has got it the wrong way round.   And, in doing so, has unnecessarily created a complete muddle with inappropriate consequences.
Particularly for the vast 75%+ majority of small charities
Click
As Einstein wisely pointing out – You can’t solve a problem by using the same thinking that created it.
Click
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	The problem originates from thinking that the Financial Reporting Standards which apply to the commercial sector also apply to the charity sector.   
The Overview to the FRS boldly asserts that is it – and I quote – “designed to apply to …. those that are not profit-orientated”. 
Of course – there WILL be some similarities.   
Click
But there is a fundamental difference.
Commercial organisations are in the business of making at least as much money – if not significantly more – to pay back to their investors and shareholders as a significant personal benefit.
While charities are in the “business” of spending all of their money for the benefit of others, and the public in general.
Click
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	So, if the 400 pages of the FRS is so well-designed to be appropriate to the charity sector – why does it need another 200 paged of the Charity SORP – plus 23 pages of Charity Commission guidance – to explain to the charity sector how to apply it.
Click
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	What’s a different way of thinking about it ?
The Charity Finance Group observation – “A reserves policy is not an alternative to having a sustainable business model” – hits the nail RIGHT on the head.
A Reserve Policy DOESN’T “inform” a charity’s budget.
It’s the other way round.
Good financial management, delivering value-for-money Efficiently, Effectively and Economically for public benefit….
....has at its core a coherent dynamic budget.…
….based on a robust business and financial plan….
….which determines what levels of readily accessible financial resources (or “Reserves” as Humpty-Dumpty likes to call them)….
…. a charity should be holding at ANY POINT in its financial year.
(Not just on the one day at the end of the financial year).
This slide is just a very superficial diagram of how I see dynamic budgeting working in practice.
The staring point is the charity identifying a need to be addressed within its charitable objects, along with an initial “identification of what outcome would address that “need”.   
The initial plan identifies the actions and activities needed to deliver the outcome…..
Click
….and hence the resources – tangible, intangible and human that will be needed – and where the funding for those resources will be coming from.
That is often an iterative process.   Any difficulties in getting the required resources will need adjustments to the plan to mitigate or remove such obstructions.   And, as the difficulties are identified and resolved, the solutions get built into the budget.
Click
And as the practicalities of the plan mature, the process expands to include risk analysis.
Issues which are external to the plan – but can, nevertheless, intervene to disrupt or prevent the desired outcome – need to be identified and resolved.   
That process is can also be very iterative – necessitating adjustments to the budget and – in more significant cases – to the overall plan itself.   And what emerges is an extension to the charity’s existing policy (or policies) on creating and managing its “readily accessible financial resources”.
Click
And with it, comes the initial solution to the need – delivery of the first outcomes – and completion of the hopefully virtuous circle of feedback and continuous improvement.
Click
	36. 
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	This slide illustrates what a dynamic budget might look like.
A “dynamic budget” is not just a start-of-the-year overview of how much money the trustees expected to receive and spend in the coming year.   
Instead, it is a detailed breakdown report of how much money the charity expects to receive and spend category-by-category on a month-by-month basis throughout the coming financial year.
A dynamic budget therefore takes full account of the expected fluctuations in income and expenditure during the year and the levels of readily accessible cash at any point during the year.
The top row illustrates the plan for income from membership subscriptions.   Subscriptions totalling £2,500 are due at the beginning of the financial year and the dynamic budget expects £1,500 to have been received on-time in January and the remaining late payments to have been received as £750 in February and the final £250 in March.
The second row illustrates the plan for income from ad hoc donations throughout the year.   These are usually small individual amounts totalling about £3,000 in a year.   So the dynamic budget allows for average monthly receipts of £250 – with shortfalls in some months being off-set by larger amounts in others.
All other income/receipts and expenditure/payments categories are budgeted in the same way – whether regular monthly amounts (eg: utilities bills) or seasonal activities (eg: summer or Christmas events).
Click
	37. 

	[image: ]
	Dynamic budgeting in this way also allows the charity to analyse for potential cash-flow risks, whether due to income which is late or defaulted or cancelled, or to unexpected expenditure .
This slide shows a charity’s predicted monthly income & expenditure throughout the year – the blue and orange columns respectively.   And the resulting readily accessible cash-in-hand – as the dotted blue line.
This charity has been awarded a significant grant scheduled to be paid in February – indicated by the tall blue column.   
What is the potential consequence of receipt of the grant being delayed?
Click
This now shows the predicted monthly cash-in-hand if receipt of the grant was delayed until May.   The impact would be noticeable, but the level of readily accessible cash (dotted blue line) during the period January to April would have remained higher than at the beginning of the year.
Click
And now shows the predicted monthly cash balance if receipt of the grant is delayed until August.   By July the charity would have been dependent on the cash-balance brought forward from the previous year.
Click
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	Then, as the charity moves into and through the financial year, data on the actual amounts received – and when – can be incorporated into the dynamic budget chart.
Click
The chart now shows both the expected (ie: accrued) and actual (ie: Receipts & Payments) cash-in-hand assets simultaneously at the end of January.
The monthly aggregated actual receipts and payments are illustrated by the full-colour columns.   And can be compared with the original dynamic budget expectations (accruals) – the light-colour columns.
The chart solid line shows the actual readily accessible cash-in-hand at the end of each month.   And the dashed line shows the accrued cash – ie: as expected but not necessarily in hand yet.
Click
As anticipated – the grant due in February was delayed.
The February dark-blue column for actual cash receipts is therefore significantly lower than light-blue column for budgeted (accrued) cash receipts.
The dashed line showing the expected (ie: accrued) level of readily accessible cash has risen along with the dotted dynamic budget line, anticipating the grant which had accrued but not yet been paid.
While the solid-line chart showing actual readily accessible cash at the end of February remains at the lower level, showing – as anticipated from the earlier risk-analysis.   Fortunately, the delay in the grant had NOT caused the level of freely accessible cash to fall below the year opening level.
Click

Then in March the delayed grant was received, restoring both the actual and accrued cash levels to about the dynamic budget level.
This method of real-time monitoring of actual readily accessible cash levels against the dynamically budgeted levels continues throughout the financial year.
Click
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	I recognise that the Dynamic Budget Cash-Flow Chart that I have illustrated is a very “blunt tool”.   
While the chart might show cash-flow deviations from the budget, what is causing them can be more difficult to identify – particularly if several deviations are occurring at the same time.
So the Treasurer and trustees should also be regularly reviewing a detailed category-by-category dynamic budget report – an example of which is shown here.
Click
This slide shows the income and just some of the top expenditure lines from the January budget report of the entire list of categories in this example charity’s accounting system.
The third column from the left shows the total budget for the year for each category.
The fourth column shows the accumulated dynamic budget to the month of the report – in this case, month-1 January.
Click
As mentioned earlier, donations of about £3,000 in total are expected to be received in an ad hoc manner throughout the year, pragmatically budgeted as 1/12th of £3,000 = £250 each month. 
So column 4 shows £250 – the dynamic budget total for the month, and columns 5 and 6 both show the amount actually received to January
Click
But the £11,250 restricted grant for the year is scheduled by the donor to be given as £7,500 in February and the remaining £3,750 in August.   So the 3 columns on the right all show zero pounds because no funds were expected or received in January.
Click
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	Move on to February and the report now shows £7,500 in the dynamic budget column 3 and £7,500 in the Accruals column 5.   The £582 in the R&P column 4 is just an unexpected donation.    Although accrued in February, the scheduled grant amount hadn’t actually been received by February and so doesn’t appear here, but is included in column 6.
Click
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	Move on to March and the delayed £7,500 had now been received and is reported in the two right-hand columns.
This process continues automatically and in “real time” as transactions data are entered throughout the year.
Click
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	And by the end of the financial year the dynamic budget report has accumulated ALL the data necessary to populate the charity’s Annual Account – ready for Independent Examination and submission to the Charity Commission, if required.
Click
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	As you can now see – creating and monitoring a dynamic budget is a MUCH more efficient (and less haphazard) way of determining what levels of readily accessible cash the charity should be holding – at ANY point in the financial year – to manage the inevitable “financial wobbles” – rather than just raising a wetted finger to the wind and hoping for the best.
Click
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	I’ve listed here what, to my mind, are the Concerns which most, if not all, charity reserves policies need to address.
Some, such as Creditors. Cashflow and Contingency are pretty universal and straightforward.   So I’m not going to spend much time on those.
Click
	45. 
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	Let me start with a Reserves Policy for closure.
I’m going to dismiss this pretty emphatically, as the Charity Finance Group did a decade ago when Reserves Policies for charities were first introduced.
Coping with a charity closure is a completely different “kettle of fish” from coping with the inevitable “ups and downs” of routine charity financial management.
And it necessarily involves dealing with issues that aren’t a normal element of Reserves Policies – 
for example:  the costs of making staff (if any) redundant.
Or the value of fixed assets which would have to be sold in the event of closure but are explicitly excluded from reserves policies.
All part of the guidance muddle that I mentioned early.
Fortunately the Humpty-Dumptyisms in the guidance do provide a “Get out of jail free” card in saying that a charity doesn’t have to have a Reserves Policy if the trustees feel there is no need for it.
So trustees who feel that their charity isn’t in imminent risk of insolvency or other reason for closure might feel that is a legitimate justification for not including a policy on “closure” in their Reserves Policy.
Click
	46. 
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	Creditors;     This is simply about making sure that charities have clear records of how much money they owe to others and whether they have the resources to clear those liabilities when they become due.
A dynamic budget does exactly that in real time.
Click
	47. 
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	Commitment:   Is rather like “Creditors” – its about what proposals and assurances they have made to beneficiaries, donors and other stakeholders.   But on a much broader and less formal / legalistic scale – ie: without creating the same level of debts or other legal liabilities.
Legalistically, ALL a charity’s funds are “restricted” in the sense that they can only be used for the specific purposes defined in the charity’s objects.
So what are commonly called “Restricted fund” are simply funds which are subject to even more restrictions than the restrictions on what the charity’s general funds can be used for.   
So, the Humpty Dumpty language of Reserves Policies, what name should we give to those 
“Funds which are that part of a charity’s restricted funds that is freely available to spend on any of the charity’s purposes which are within the terms of the restriction”?
Click
	48. 
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	Cash-flow:   is the operational side of dynamic budgeting.   The “planning” element is about organising the charity’s activities and financial operations to make sure that the right money WILL be in the right place at the right time.
Click
	49. 
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	Contingency:   is the risk analysis element of charity financial planning and management.
It is unlikely that many charity trustees will be professional actuaries.   So for most small charities, financial contingency management will be a combination of guess-work and experience.
Dynamic budgeting and cash-flow management is not just about financial bean-counting the money coming in and going out.
It’s more important benefits come from the experience gained from being able to see not just the immediate impacts of unintended deviations from the budget but also their future consequences.
And also from the ability to test contingency options in advance.
Click
	50. 
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	Another “inconvenience” in the guidance on Reserves Policies is the inherent inconsistency between:
* the obligation on trustee to only spend charity funds in accordance with their charity’s objects and for the public benefit;
* and their {I quote} “general legal duty to spend income within a reasonable time of receipt”
I first came across that over a decade ago when a charity I was helping unexpectedly received a large (ie: reserves-shattering) legacy from a former member.
What were that to do with that?   Spending in straight away would necessarily involve some very low – to the point of irresponsible – “priorities”.   Keeping it till some more important “contingencies” arose could be seen as illegal hoarding.
The solution was an agreement to designate the donation and over the next 5 years to release 20% of the funds into the general fund to allow the charity to be more effective and generous in delivering its other regular charitable objects to its beneficiaries.
Click
	51. 
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	So – amidst all the confusions and self-contradictions of the current guidance – I find this a useful pragmatic approach.
But as I’m not a qualified accountant or lawyer, it is more than my Professional Indemnity Insurance is worth to advise or recommend that you take a similar approach.
The best I can do is hope you have found this presentation informative and helpful and given you some constructive ideas that might be appropriate in your charity’s circumstance.
Click
	52. 
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	In summary
   Click
      Click
         Click
	53. 
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	So thank you for watching this presentation.
And thank you in advance for any comments and suggestions for improvement, sent to.
cqcceb@smallnfpsupport.uk
I’ll do my best to respond and  incorporate them for the benefit of others watching the presentation.
	54. 
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