IMPROVING the effectiveness of regional operations: ANNEX 8


8. Reserves

Non-for-profit organisation cannot operate in a satisfactory way without reserves, which are needed for four main reasons. 

· They provide the necessary flexibility of operation, obviating cash flow problems and providing a buffer for smoothing out deficits in one year with surpluses in another. Without unrestricted reserves, shortfalls in one project can only be met through cash surpluses in another, if there are such surpluses and if the contract under which those funds are managed allows for such use. At year-end, any such transfers must of course be reversed;
· They provide a buffer against more significant risks or longer-term downturns in the market and in the extreme, allow BCRCs to restructure or cease operating in an orderly fashion, in which any necessary redundancy payments and other commitments are honoured;
· If well invested, they can provide valuable unrestricted income for the organisation.

· They enable the Director to respond to new opportunities and to invest in the development of new activities, within the framework of the agreed programme. 

Most large non-for-profit organisations have what is called a Reserves Policy, which results from an analysis of income and expenditure, cash flow and overall risks that the organisation is obliged to take in its normal operations. The COP has already set the reserve for the SBC at 15% of its annual budget and it is recommended that national NGOs should aim for the same level. Clearly, the reserves for BCRCs could be held centrally within the BD Trust Fund, and transfers made to individual BCRCs when the need arises. But BCRCs are legally independent bodies and those that are regarded legally as national NGOs should do all they can to ensure their sustainability and therefore build up their own reserves.

Reserves can essentially be built up in four ways:

· Unrestricted
 core grant from the host government;

· Membership dues or assessed contributions;

· Grants received from donors specifically for that purpose (rare);

· Surpluses made on project activities usually through lump-sum contracts in which the work is completed before the funds are totally spent;

· Allocating un-earmarked income (typically bank interest and sale of publications);

· Charging overheads on project implementation.

The support provided by the host government is usually in the form of salaries and facilities, but some governments are prepared to make part of even all of their contribution as general unrestricted grant in which case, provided other project income can be found to cover costs of the Centre, some of the core grant can be diverted to reserves.
Surpluses on projects will normally be squirreled away by individual project managers to buffer them against deficits on other projects or for project proposal preparation work, rather than being turned over to the organisation. Imposing an overhead charge is therefore a normal mechanism for building reserves and the main question is how much is reasonable. Even with the best management controls, certain projects will go wrong and lose money, and these project losses should be covered from surpluses on other projects, set aside through the charging of a general overhead. The incorporation in all proposals of a Reserves Overhead of 4% is considered reasonable, comprising 1% for potential losses in the year in question and 3% for the building of the institutional reserve until the target level for the reserve is reached, at which point the overhead charge should be reduced on new activities. It should be noted that we are dealing here with the concept of building a reserve, rather than recommending the exact way in which it should be done. That would come at a later stage. 

Where there is substantial project income and staff time, which would normally be covered by the host government core grant, can be built into project budgets, then the 3% for building the reserve would not be charged to the projects. Donor agencies are reluctant to include allocations to the reserve in their budgets so it is best avoided if possible.

� Unrestricted means that the donor has placed no restrictions on the use of the donation, other than that it be applied to the approved overall programme of the institution. 





PAGE  
8-1

