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Guidance based on the Charity Commission’s CC19 - Charity 

reserves: building resilience (January 2016) 

https://www.gov.uk/government/publications/charities-and-reserves-cc19   

Charity reserves  

The new guidance covers: 

 what the trustees’ duties are towards the interests of their charity 

 what is meant by the term ‘reserves’ 

 the importance of a reserves policy 

 how to develop a policy on reserves for smaller and larger charities 

 how trustees must report their reserves policy in their annual report in a way that meets 
the requirements of the Charities SORP and the requirements of the Regulations 

1. Trustee duties in the context of building resilience 
 

Trustees have a legal duty to act in the best interests of the charity, and to fulfil this duty should 
develop a reserves policy that: 

 fully justifies and clearly explains keeping or not keeping reserves 

 identifies and plans for the maintenance of essential services for beneficiaries*  

 reflects the risks of unplanned closure associated with the charity’s budget, spending 
commitments, potential liabilities and financial forecasts 

 helps to address the risks of unplanned closure on their beneficiaries* (in particular, 
vulnerable beneficiaries), staff and volunteers 

(* Beneficiaries in the Methodist church context would include members of the church, users 
of its buildings, and the wider community supported by the church.) 
 
They should publish the reserves policy (even if not required to by law) and ensure it is tailored 
to the charity’s circumstances – it should not be just a standard form of wording. It should 
explain to donors, beneficiaries, the public and the Charity Commission exactly what reserves 
are kept (or not kept) for and when they are to be used. 
  
Larger charities are required to publish their assessment of the risks that the charity faces and 
how to manage them in their annual report 
 
Trustees should:  

 make sure that their reserves policy is put in place and operated  

 regularly monitor and review the effectiveness of the policy in the light of the changing 
funding and financial climate and other risks 

2.  What are reserves? 
 

Reserves are that part of a charity’s unrestricted funds that are freely available to spend on 
any of the charity’s purposes.  Reserves are held to help the charity operate effectively. 
 
This definition excludes restricted income funds and endowment funds, although holding such 
funds may influence a charity’s reserves policy. Reserves will also normally exclude tangible 
fixed assets such as land, buildings and other assets held for the charity’s use. They also 
exclude amounts designated for essential future spending. 
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Trustees should consider for what purpose restricted funds are held and how they are being 
used in order to identify those resources that are freely available to spend. 
 
3.  The importance of a reserves policy 
 
A reserves policy explains to existing and potential funders, donors, beneficiaries and other 
stakeholders why a charity is holding a particular amount of reserves. A good reserves policy 
gives confidence to stakeholders that the charity’s finances are being properly managed and 
will also provide an indicator of future funding needs and its overall resilience. 
 
Deciding the level of reserves that a charity needs to hold is an important part of financial 
management and forward financial planning.   Failure to do this may result in reserves levels 
which are either: 

• higher than necessary and may tie up money unnecessarily. Holding excessive reserves 
can unnecessarily limit the amount spent on charitable activities and the potential benefits a 
charity can provide 

• too low, increasing the risk to the charity’s ability to carry on its activities in future in the 
event of financial difficulties, and increasing the risks of unplanned and unmanaged closure 
and insolvency. 

All charities need to develop a policy on reserves which establishes a level of reserves that is 
right for the charity and clearly explains to its stakeholders why holding these reserves is 
necessary. 
 
4.  How should a reserves policy be developed? 
 
a)  Establishing the purpose of the policy 
 

There is no single method or approach to setting a reserves policy. The approach adopted 
will vary with the size, complexity of activities, legal structure and the nature of funds 
received and held by a charity.  

However, for all charities, setting a reserves policy will involve: 

 All charitable churches and circuits needing to think about uncertainties they may face 
in the future; they should therefore consider the need to hold some reserves to meet 
an unexpected call on funds or opportunities that may present themselves.  Larger 
charities are likely to have a formal risk management process for this purpose.   

 All charitable churches and circuits needing to think about their future budgets and 
future projects or spending plans that cannot be met from the income of a single year.   
Larger charities are likely to have strategic and operational plans for this purpose. 

 Consideration of the nature of the funds received and held by the charity - are the funds 
unrestricted or restricted income?  Is an endowment an expendable endowment or 
permanent endowment?  Understanding the nature of the funds allows trustees to 
identify unrestricted funds which can be spent on any purposes of the charity. 

 Trustees choosing to adopt a ‘zero level’ reserves policy must say in their annual return 
that they have adopted such a policy and should explain why; such a policy can create 
heightened financial risk from the possibility of unforeseen expenditure, sudden 
closure, trustee liability, a shortfall in income or an inability to control costs, unless the 
trustees have a workable alternative to holding reserves for addressing these risks  

By working through these steps the trustees will be well placed to identify why reserves 
might need to be held and to decide the amount of reserves needed to operate effectively. 
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b)   What level or range of reserves is required? 
 
There is no single level, or even a range of, reserves that is right for all charities. Any target 
set by trustees for the level of reserves to be held should reflect the particular 
circumstances of the individual charity. To do this, trustees need to know why the charity 
should hold reserves and, having identified those needs, the trustees should consider how 
much should be held to meet them. 

 
The charity’s target level of reserves can be expressed as a target figure or a target range 
and should be informed by: 

 its forecasts for levels of income for the current and future years 

 its forecasts for expenditure for the current and future years  

 its analysis of any future needs, opportunities, commitments or risks 

 its assessment, on the best evidence reasonably available, of the likelihood of a 
shortfall  

Trustees who hold (or do not hold) reserves without attempting to relate their need for 
reserves to factors such as these will have difficulty in satisfactorily explaining why they 
hold (or do not hold) the amount of reserves that they do. 

 
c)    Monitoring and maintaining reserves 
 
Trustees should keep their reserves policy and the level of reserves held under review. 
Trustees should also monitor the level of reserves held throughout the year. In this way 
trustees will be aware of the build-up of excess reserves or of reserves being unexpectedly 
or rapidly depleted. 

 
5.  Explaining the charity’s reserves policy in its annual report 

 
The Charities SORP requires all charities preparing accruals-based accounts, other than 
those charities following a more specialist SORP, to set out their reserves policy in their annual 
report. 
 
The London District recommends that churches and circuits which maintain Receipts and 
Payments Accounts should also set out their reserves policy in their annual report. 
 
The regulations also require a charity that does not have a reserves policy to state this fact in 
their annual report. 
 
The Charities SORP (Statement of Recommended Practice: Accounting by Charities) requires 

trustees to include in their annual report: 

 a statement of their policy on reserves 

 the level of reserves held and an explanation of why they are held 

 where material funds have been designated, the amount and the purpose of the 
designation should be explained 

 where designated funds are set aside for future expenditure, the likely timing of that 
expenditure 

 
These requirements of the Charities SORP are given legal force by the Regulations (Charities 
(Accounts and Reports) Regulations 2008 (SI 2008 No. 629)), which also require a statement 
in the event of a charity not having a reserves policy. 


