CASH-ONLINE: POLICY (RESERVES) 

COMMUNITY ACCOUNTANCY SELF HELP

Reserves Policy Mar 01

1.0
Cash needs reserves to:

1.1
Meet contractual liabilities should the organisation have to close.  
This includes redundancy pay, amounts due to creditors and 
commitments under leases.

1.2
To meet unexpected costs like break down of essential office 
machinery, staff cover re illness, maternity leave, parental leave, 
and legal costs defending the charities interest.

1.3
To replace equipment as it wears out.

1.4
Ensure that the charity can continue to provide a stable and quality 
service to those who need them.  Within this context to minimise 
recruitment, staff training, staff induction and marketing costs by 
avoiding the need for redundancies caused by financial crisis.

1.5
To provide working capital when funding is paid in arrears and place 
the charity in a position where it could bid for ESF funding which can 
be paid up to 12 months in arrears.

1.6
From time to time funding has certain restrictions which means 
that by law it must be held in a restricted reserves until it is spent 
in line with the funding agreement.

2.0
CASH's funding.

2.1
CASH is currently funded by eleven different organisations 
including LBG, four local authorities, two SRB projects, one ESF 
project and three trusts.  This is likely to grow to 20 separate 
organisations over the next three years.

2.2
Whilst this range of funders creates a high level of administration it 
does provide some security in so far as at any point in time some 
funders are likely to be in place.

2.3
CASH plans its fund raising in advance having an eighteen month 
view of the cash flow.  Typically it takes 12 months to secure a new 
funder from initial research through the application process to 
receiving the first cheque.  

2.4
Some funders repeat their funding each year and the trustees are of the view that this pattern is likely to continue.  An assessment of the risk that a funder will not renew funding is made below.

3.0
Analysis of funders.


Funder
Amount
Pattern
Out put 
Risk of






agreement
non 





renewal


RBKC
£17,000
Annual
Yes
Low



Campden Charities
£17,000
Annual
No

Low


L B Ealing
£8,000 
Annual
Yes

Low



Westminster
£5,000
Annual
Yes

Low


Hammersmith & F
£15,000
Annual
Yes

Low


London Borough Gr
£45,000
Annual
Yes

Low


Golborne SRB
£10,000
Annual
Yes

Medium


Paddington SRB
£9,000
2 Years
Yes

Medium


Lord Ashdown
£5,000
One off
No 

N/A


Lloyds TSB
£12,000  
One off
yes

N/A


Urban ESF
£3,000
1 Year
Yes

N/A

4.0
A prudent level of reserves

4.1
Cash aims to have reserves in the band 16% to 28% of current 
expenditure.   

4.2
Were CASH to close the organisation would incur a number of 
winding up costs.

4.3
Costs of closure



Redundancy costs

Director TF
 
£2,530



Community Accountant JR

£990



-------



£3,520
£3,520


Notice period to staff  (Assuming new contract)


Director TF
9 weeks
£5,420


Community Accountant  JR
5 weeks
£2,680


Community Accountant  CS
1 week
£500




-------




£8,600
£8,600


Office Lease  3 months
£1,600


Other running costs for 9 weeks
£2,000


Creditors as per balance sheet 31/10/00
£3,000


Audit costs
£900


Running costs incurred during time it takes to 


convene a trustee meeting.  2 weeks
£3,000



-------



£22,620

4.4
This represents 16% of the current year’s forecast expenditure of 
£140,000.

4.5
Assuming an ongoing organisation

There are a number of events that could occur during a year that are generally not budgeted for and would be typically funded from reserves.


Sickness

Director TF

£4,000


Community Accountant  JR

£3,000


Community Accountant  CS

£3,000




---------




£10,000


The probability of all staff being sick for their maximum 

entitlement in one year is very low so this reserve has 


been reduced by 66%  to £3,330
£3,330


Other types of leave requiring cover: maternity leave; 


parental leave; adoption leave etc.
£2,000


Unexpected  replacement of machinery  
£1,000


Provision to cover unexpected loss of a regular funder.
£10,000



---------



£38,980

4.6
This represent 28% of the current years forecast expenditure of 
£140,000.

4.7
It is assumed that most capital purchases will be funded from 
specific grants for capital purchases.

5.0
Potential for short time working.

5.1
Whilst the trustees have to take a prudent position and allow for 
redundancy in the event of a financial crisis the charity does have a 
good relationship with its staff and the options of part-time working 
and short term lay-offs would also be considered.   It should though 
be noted that increasingly funding is related to out puts and a move 
to part-time working could jeopardise some funding.

6.0
Restricted Funds

6.1
Cash is funded by several borough councils, LBG and trusts that place geographical boundaries on where funding can be spent.  For this reason most funding is restricted in some way.  Liabilities such as redundancy payments are incurred whilst this funding is spent. An item is included for contingent liabilities like redundancy costs in all funding applications.

7.0
Establishing and maintaining a prudent level of reserves.

7.1
In the event of reserves dipping below the target CASH will aim to restore the reserves to at least 16% of expenditure over the next four years. This could be achieved by increased fund raising, increasing earned income or reducing expenditure.

7.2
If reserves exceed 28% of expenditure CASH will consider the likely expenditure over the next two years and aim of reserves to be less than 28% of turnover by the end of two years. This could be achieved by reducing fund raising, allocating less time staff time to earned income activities, reducing prices, or increasing "free" activities and so increasing expenditure.   Increasing "free" activities could be one off in areas like courses and fact sheets, or expanding the organisation generally.  In the latter case due attention will be paid to identifying funding that would sustain the expansion after the reserves had been brought below 28% of expenditure. If CASH's turnover is growing year on year this might mean that there  is no 
need to reduce reserves for the target to be met within two years.  

8.0
Bringing actual reserves into line with the policy.

8.1
Reserves were £9,000 at 31/3/00 being 10% of expenditure during the year.  Reserves had been drawn down to 10% to meet a requirement of London Borough Grants and L B Ealing that reserves do not exceed 10% of expenditure. Since then LBG has indicated that it might relax its policy. L B Ealing has not been asked if it would relax its policy.


8.2
If difficulties with funders can be resolved then the trustees have set 
the following targets for reserves.










Forecast 
Target


Year
Expenditure
Reserves


at year end



2000/01 
£145,000
£30,000
21%


2001/02
£200,000
£40,000
20%



2002/03
£280,000
£56,000
20%


2003/04
£320,000
£64,000
20%

9.0
Monitoring and reviewing of reserves policy.
9.1
The trustees will consider current costs of closure and examine the 
level of reserves each year when setting the following years 

budget.

9.2
This reserves policy will be reviewed every two years.
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