Worksheet / Outline for development of written reserve policies 

Answering the following prompts will assist you in creating an 

operating reserves policy for your organization.  See also:

Operating Reserves and Reserves Policy Toolkit:

http://www.nccs2.org/wiki/index.php?title=Nonprofit_Operating_Reserves  
NAME OF ORGANIZATION

BOARD-DESIGNATED OPERATING RESERVE FUND

Approved by ORG Board on [DATE].

I.

Statement of Purpose / Philosophy

(
 Define the purpose(s) and objective(s) of this Organization’s operating reserve.  

II.

Board-Designated Operating Reserve Fund Balance


( 
Describe the establishment of the fund.  Include such details as: 

· The ultimate goal amount for the fund and method / rationale for determining the amount
· Current operating reserve fund balance, if any, or amount of existing funds to be designated 
· Any planned additions to the reserve using identified grant money and, if applicable, whether any required matching money is to be designated as part of the reserve fund

· The timeline and incremental plan for reaching the desired ultimate fund balance, if applicable
· Relationship to annual budgeting process and fundraising plan

III.
Use of the Board-Designated Operating Reserve Fund


( 
Describe terms and use of the fund.  Include such details as:
· Who may access the fund

· What authorization is given or required
· What communication methods are acceptable for authorization

· Conditions (if any) under which funds can be accessed without explicit authorization 
· The threshold (time and/or amount) requiring a higher level of authorization

· The standard expectation for repayment of accessed funds
· The method for reporting on the status of repayments including frequency and  recipient(s) of the reports
· List specifically what the funds can be used for (or not used for) 

· Describe the relationship between the reserve and a commercial line of credit (if applicable) i.e,, which should be used first, etc.

IV.
Management of the Board-Designated Operating Reserve Fund

( Describe the management of the fund.  Include such details as:
· Who is responsible for managing the fund
· Whether a separate bank account is required
· Who may open and/or monitor bank accounts
· Accounting procedures (if these are covered in a separate finance manual, include a reference to the manual section in the policy)
· Reporting requirements
· Disposition of any interest income  
· Liquidity requirements for funds comprising the reserve and whether and how they can be invested 
· Define the “numerator” in the reserve calculation listing which assets will be included or excluded in the formula for monitoring the reserve balance.  For instance, whether the numerator excludes non-liquid or non-current line items such as prepaid expenses, inventories, fixed assets, long-term receivables, and deposits held by others produces a more conservative reading.  (Not necessary for a fully funded reserve)
V.
Authorization of Drawdown* from the Board-Designated Operating Reserve Fund

(
Define the terms and conditions for drawing down the fund for operating purposes in the case of a financial emergency, including procedures for eventual replenishment.  (See also: “Operating Reserve Shortfalls”, below.)
*Note: this essentially decreases the fund from the established target level and is not recommended except under extraordinary circumstances.

VI.
Operating Reserve Shortfalls
(
Describe the Board’s policy for restoring its Board-Designated Operating Reserve to target level (once achieved) if the fund has been depleted to below the target level.  Include time and amount thresholds for which the replenishment policy will become applicable.
VII.
Responsibilities of the Finance Committee
(
Describe the responsibilities of the Finance Committee with regard to operating reserve and other board designated funds oversight.  Include: 

· How the committee will monitor the activity in the funds
· How often and in what manner they will report to the Board about funds activity
· How often the Operating Reserve target amount and ratio will be reviewed and updated 
· How often the Operating Reserve Policy will be reviewed and updated
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