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Reserves Policy 

 
1. Introduction 

 
1.1. The Charities Act requires that Trustees prepare an annual report and consider 

whether the Charity needs reserves and what level of reserves are appropriate. 
  

1.2.  A statement about the reserves policy must be published in the accordance with the 
Statement of Recommended Practise for Charities better known as the Charity 
SORP.   
 

1.3. A reserve is  part of a charity’s unrestricted funds that is freely available to spend on 
any of the charity’s purposes. 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 held for the charity’s 
use and amounts designated for essential future spending 
 

1.4. It is important to remember that Charity law requires any income received by a 
charity is to be spent within a reasonable period of receipt. Trustees should be able 
to justify the holding of income as reserves. 
 
 
 

2. Fund Types 
 
2.1. Restricted Funds 
 

2.1.1. The restricted funds are funds subject to specific trusts, which may be declared 
by the donor(s) or with their authority (eg in a public appeal) or created through 
legal process, but still within the wider objects of the charity. Restricted funds 
may be restricted income funds, which are spent at the discretion of the 
trustees in furtherance of some particular aspect(s) of the objects of the charity, 
or they may be endowment funds, where the assets are required to be invested, 
or retained for actual use, rather than spent. 

 
2.1.2. The self-generated income (SGI) which the clubs, societies and projects (CSP) 

create is being regarded as the restricted funds of the Union and as such is 
excluded from the definition of being freely available to spend on any activity.  
The SGI is to be used exclusively for clubs, societies and project activities. 

 
2.2. Unrestricted Funds 

 
2.2.1. The surplus or remaining funds generated from the block grant, social 

enterprise activity, mini bus hire, events and advertising less all the associated 
expenditure constitute the unrestricted funds of the Union and as such are 
freely available to spend on any of the charity’s purposes.  

 
2.3. Designated Funds 

 
2.3.1. Designated funds are part of the unrestricted funds which trustees have 

earmarked for a particular project or use, without restricting or committing the 
funds legally. The designation may be cancelled by the trustees if they later 
decide that the charity should not proceed or continue with the use or project for 
which the funds were designated. 
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3. Level of Reserves 
 
3.1. 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. 
 

3.2. When determining a level or range of reserves the following steps are outlined by the 
Charity Commission for consideration: 
 

3.2.1.   Step 1 - Understanding the nature of charitable funds held  
 

3.2.1.1. Within the balance sheet of the Union fund balances can be 
classified into two categories being either restricted or unrestricted.  
 

3.2.1.2. The restricted funds consist of Capital Grants and Student Activities 
(CSP SGI balances). As at 31 March 2015 the Capital Grant balance was 
£3,144,865. The fund represents historical funds provided by College to 
fund capital developments.  This fund will reduce over the depreciated life 
of the capital asset as a small proportion is released each month as 
income to fund the depreciation charge. 
 

3.2.1.3. The Student Activities balance as at 31 March 2015 was £1,058,668. 
 

3.2.1.4. The unrestricted funds fall into two categories namely designated 
and general. The designated funds represent the funding of fixed assets 
and investments less the capital grant as well as the specific designation 
for capital purchases of £304,000 made last year.  
 

3.2.1.5. Restricted and designated funds are excluded from the free reserves 
calculation. 
 

3.2.1.6. The general or free reserve as at 31 March 2015 was £449,086. 
 

3.2.2.   Step 2 - Identifying functional assets 
 

3.2.2.1. The Charities SORP specifically allows funds held as tangible fixed 
assets for charity use to be excluded from reserves. This recognises that 
certain assets will be used operationally and their disposal may adversely 
impact on a charity’s ability to deliver its aims. 
 

3.2.2.2. As at the 31 March 2015 the net book value (NBV) of Fixed Assets 
was recorded as £5,348,069 with just over £5.0m relating to the three 
phases of capital development for South Kensington. The remaining 
balance relates to equipment and mini-buses. Clearly all the fixed assets 
of the Union are essential to the delivery of our charitable aims and could 
not be disposed of without adversely impacting our operations. 
 

3.2.2.3. The NBV of the Fixed Assets less the Capital Grant is therefore set 
aside as designated funds in the balance sheet and is excluded from the 
free reserve calculation. 
 

3.2.3. Step 3 - Understanding the financial impact of risk 
 

3.2.3.1. It is important to consider the financial impact of certain risks, if they 
occur, on the activities of the Union especially the financial impact of 
catastrophic events taking place.  
 

3.2.3.2. The risk register has identified a number potentially significant 
strategic risks which would have a financial impact including the loss of 
our license to operate trading outlets, loss of key staff, reputational risk 



Board of Trustees   Agenda item 12 
7 May 2015 

with impact on funding streams and IT systems failure. The risk register is 
current under review and work has begun to quantify these risks and 
identify additional risks.  
 

3.2.4. Step 4 - Reviewing sources of income 
 

3.2.4.1. Appendix 1 below shows the indicative operating projection over the 
next three years. All the various income sources are shown in summary 
form. 
 

3.2.4.2. We are now entering the final year of a three year funding 
arrangement with College. At present the funding for 16/17 and 17/18 is 
uncertain although it is not expected that funding from College will reduce. 
 

3.2.4.3. Income from Commercial Services (£1.89m) and Retail (£1.06m) 
have a greater degree of volatility and an in year contingency of up to 5% 
is created each year to mitigate any potential income shortfall and to 
encourage managers to create more aspirational operating plans. The 
current level of contingency is £75,000 (2.5%).  

 
3.2.5. Step 5  - Impact of future plans and commitments 

 
3.2.5.1. At present, the process of compiling the next strategy has only just 

begun and it is impossible at this stage to tell how innovative the strategy 
is likely to be or indeed what resources will underpin it.  
 

3.2.5.2. A ten year capital plan is currently being drafted which has a greater 
degree of detail than the previous plan. In order to ring-fence the capital 
resources needed for 15/16 a decision needs to be taken to designate the 
following year’s capital expenditure at the same time the operational 
budget is approved.  

 
3.2.5.3. There are a number of statutory changes in the pipeline in relation to 

financial reporting standards which will affect the amount of reserves 
needed to underpin pension liabilities and the year end provision for staff 
holiday pay. 
 

3.2.6. Step 6 - Reserve Policy – Wording for Final Accounts 
 

The trustees of the Union have reviewed the organisation's needs to generate free reserves 
in accordance with Charity Commission’s guidance.  
 
In the Trustees’ view the Union needs free reserves in order to  
 

 Ensure that funds are available to safe guard the Union for the benefit of our 
membership  

 Ensure that the Union has sufficient cash during periods of volatile trade enabling the 
Union to meet its short term financial liabilities as they fall due 

 Provide the financial resources to enable investment in premises, facilities and 
equipment to enhance the range of services the Union provides to its members 

 Maintain sufficient funds to enable operational activities to be maintained, taking 
account of potential financial risks, uncertainties and contingencies that may arise 
from time to time 

 
 
In light the above, the Union will maintain a target level of free reserves within a range of 
between two to four months average unrestricted expenditure which equates to between 
£800k and £1.5m. 
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4. Conclusion 

 
4.1. The Union is currently in a transitional period having moved from a position of 

negative free reserves in July 2012 to a positive position of £449,086 as at 31 March 
2015. It is expected that the value of reserves will reduce over the coming months 
due to the seasonal nature of Union activity.   
 

4.2. The Reserve Policy and calculation of the desired free reserve balance needs to be 
reviewed at least on an annual basis by Trustees to ensure that the target reserve 
balance is sufficient for the needs of the Union. 
 

4.3. During the next phase of development, consideration will be given as to whether the 
target reserve should be informed by the value of risks delineated on the risk 
register, rather than a general average basis. The Board of Trustees at its recent 
Away Day focused on risk management and there is a need to further develop risk 
awareness and risk assessment across the Union. The level of reserve will fluctuate 
according to the perception of risk and the financial strength of the Union. 
 

4.4. Given the fact the free reserve balance is currently less than the target reserve, 
there is still a way to go and a determined focus is needed by trustees, officers, staff 
and members to ensure we remain on trajectory to achieve the reserve target within 
a reasonable timeframe.  

 
 
 
 
 
Malcolm Martin 
Head of Finance  
 
 
 

 

 
 


