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WHAT ARE THE CHALLENGES NGOs FACE?

e How to comply with applicable laws/requirements
e How to find the value from compliance

« How to meet the stakeholders’ (clients, Government, local
communities) demands

o Ability to create efficiencies and benefit communities from
maximizing the use of LSG reserve

o Setting strategy and aligning it to appropriate resource management
and service processes

e Diversity and culture differences of NGOs
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WHAT ARE THE CHALLENGES WE FACE?

e Leading a cohesive not-for-profit organization
« Establishing the right culture

e Finding first signs of problems / risks

e Motivating employees

e Reviewing performance

o A safe and rewarding place to work
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THE NEED FOR EFFECTIVE GOVERNANCE

Leading your NGO to effective corporate governance practice
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GOOD CORPORATE GOVERNANCE

Good governance means transparent
decision-making process, implementation,
enforcement and accountability of the
Board and management in a NGO to the
public and their stakeholders.

Effective governance serves to ensure a
strategic guidance of the NGO, effective
monitoring of NGO’s management by the
Board, and the Board’s accountability to
its stakeholders - its clients, the
government (as a source of funds) and the
community.
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IMPORTANCE OF CORPORATE GOVERNANCE IN BPM

e Helps achieve NGOs’ objectives
o Helps fulfill the expectations of the stakeholders
e Fosters and promotes an ethical and healthy NGO culture in Hong Kong

« Performs a self-assessment of compliance related to communication,
roles and responsibilities of the governing board and management, and
their duties in handling complaints, and other relevant human resources
management expectations

e Provides a self-assessment checklist on NGO’s progress of BPM
implementation and helps planning for its continual improvement

CpA Hong Kong Institute of
Certified Public Accountants
-y ThAeMLe 7




WE INTUITIVELY HAVE THE NEED FOR STRONG
CORPORATE GOVERNANCE

Board

Stakeholders/Society » Ensure stewardship
frameworks in place (risk

mgmt, financial reporting,

* Needs are fulfilled
* Impact on community

. Sustainable development Stakeholders/ internal controls,
Society Board compliance)
» Balance all stakeholders’
interests
\ *. Enhance NGO reputation
Employees Management
Employees Management
* maximise work time & * maximise the use of
remuneration LSG reserve
* minimise works * minimise costs

There are conflict of interests
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WE INTUITIVELY HAVE THE NEED FOR STRONG
CORPORATE GOVERNANCE

» stronger leadership « accountability & expectation
e consistent & transparent management
policies (equality) e drive out unethical behaviour
e credit worthy management e lead crisis management
e governed by system but not
dictatorship
o Benefits/needs met
e Properly maximize the use of
LSG Performance Conformance

Benefits Balance Costs
e Willingness to form business

relations with the NGOs

Chinese idiom: Balance creates harmony
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CORPORATE GOVERNANCE

Corporate governance is a set of processes,
customs, policies, laws, and institutions
affecting the way an organisation is
directed, administered or controlled.

Corporate governance includes the
relationships among the many stakeholders
(e.g. the governing board, employees,
clients, government, and the community at
large) involved and the goals for which the
organisation is governed.
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ROLES AND DUTIES OF NGOs’ GOVERNING
BOARDS
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GOVERNING BOARD

« The Board has a legal responsibility for the governance and oversight of the
NGO and it should be carried out with duty of care, loyalty and obedience.

* It is responsible for creating an environment in which NGO is able to provide
real value:
v’ Effective and valued social welfare services
v Accountability to funders
v Trust and respect of the community

« Functions that require the Board to design processes for its governance
include:
v Accountability
v Financial control
v Compliance
v’ Policy and Procedures
v Public reporting
v’ Risk management
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GOVERNING BOARD (cont'd)

e Board structure - high level of Independence

« Board responsibilities (duties; time commitment; monitoring; balancing
demands)

e Board meetings (hnumber of meetings; attendance)
« Board delegations (terms of reference; management and committees)

« Board leadership (roles and responsibilities of chairman, secretary,
treasurer)

e Board appointment and termination (succession planning; retirement by
rotation)

e Remuneration of senior management, and staff
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THE EFFECTIVE BOARD

All opinions given equal weight
* All options considered

The Talking Shop

* No effective decision making/

implementation process
» Makes clear decisions * Lack of direction from the * Short-term needs of investors
» Listens to in-house expertise chairman considered
+ Ensures decisions are implemented » Lack of focus on critical issues * Prudent decision-making

The Rubber Stamp No evaluation of previous meeting The Number Crunchers
* Does not consider alternatives * Focus on financial impact
» Dominated by executives * Lack of blue-sky thinking
0 II§elies on fed information g The Effective Board 0 :.ack otf dfiversfil:ly&of bo'ard memtb(lers
+ Focuses on supporting evidence o T 18 « Impact of social & environmenta
* Does not listen to criticism + Clear strategy allgned to capab1llt1es issues largely ignored
s Role of NEDs limited * Vigorous implementation of strategy - Risk averse
* Key performance drivers monitored
* Effective risk management

- Long-term strategies » Sharp focus on views of key
« Insufficient focus on current stakeholders » Strong focus on external environment

concerns . * Intellectually challenging
e e * Regular evaluation of board ThD GErd DEEG G

environmental implications performance + Out of touch with the company

The Dreamers » Little attempt to implement decisions
« Insufficient focus on current » Poor monitoring of decision - making
concerns * If out of touch with external

« Fail to identify and/or manage environment, board becomes totally
key risks +Clear decisions taken detached

« Unrealistically optimistic +Decisions implemented

The Adrenalin Groupies
sLurch from crisis to crisis
*Focus on short - term only
sLack of strategic direction

Source: LSE Practical Guide to Corporate Governance - “Internal focus
which had taken from RSM Robson Rhodes LLP :Tendency to micro- manage
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GOVERNING BOARD
Accountability, risk management and aduits

e Board’s responsibilities and accountability for financial resources and
financial reporting and disclosure preparation

» Selection, appointment and or dismissal of external auditors

e Annual review of the effectiveness of the system of internal control of the
company

e Annual review of adequate staff qualifications and experience in financial
reporting function

e Review cover all material controls, including financial, operational and
compliance controls and risk management functions

« ldentifying, evaluating and management significant risks faced by NGOs
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CORPORATE GOVERNANCE AND
ACCOUNTBILITY

Coping with BPM's corporate governance expectations and
recommendations
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Best Practice Manual Structure

The BPM covers the areas of financial management, human resource
management, and corporate governance and accountability.

The BPM is structured with 2 levels of guidelines :

* Level ONE guidelines are expected to be followed by NGOs unless
with strong justification.

» Level TWO guidelines are those that NGOs are encouraged to adopt.
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Corporate Governance and Accountability
Purpose
Aims to encourage NGOs under the Lump Sum Grant Subvention

System (LSGSS) to enhance their corporate governance framework
ensuring:

 the strategic guidance of the NGOs,

» the effective monitoring of the NGOs’ management by the Board,
and

» the Board’s accountability to its stakeholders - its clients, the
government (as a source of funds) and the community.
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Corporate Governance and Accountability
Highlights
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Corporate Governance and Accountability
Complaints Handling (Level One)

v Policies that clearly spell out the responsibilities and duties of appropriate
personnel at different levels in handling complaints (including NGOs, their
staff, senior management and board members) are in place

v All persons involved must be free from conflict of interests

v All complaint cases and parties involved are to be handled fairly with
appropriate monitoring/review in strict accordance to procedures set out
by the NGO/Independent Complaints Handling Committee (ICHC)

v NGOs are required to retain documents of complaints that spell out the
control measures to each case of complaints handling for timely submission
to ICHC for investigation

v" All follow-up actions taken must also be recorded and retained
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Corporate Governance and Accountability
Management Strategies (Level Two)

Effective Communication

 Establish effective channels of communication (e.g. emails, meeting,
hotlines, suggestion boxes) between the Board, management, staff and
service users for efficient feedback

* Documented procedures on how communications between staff/service
users and the Board/management are carried out to ensure efficient
feedback from staff/service users should be in place. Such information
should be accessible by users/staff with the channels provided by NGO.
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Corporate Governance and Accountability
Governing Boards (Level Two)

Term of Office

» A succession mechanism for the governing board members especially with key roles
(e.g. chairman, secretary), including terms of office, # of terms should be documented,
in place and made known to public

» Documented procedures on how communications between staff/service users and the
Board/management are carried out to ensure efficient feedback from staff/service
users should be in place. Such information should be accessible by users/staff with the
channels provided by NGO.

Roles

NGOs should enhance the knowledge of their governing board and committees through

various arrangements to strengthen their leading roles:

» Provide frequent updates of service information (objectives, # of staff and service
users)

» Meet with subvented staff and service users to familiarize with the operations of their
subvented services
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Corporate Governance and Accountability
Boards and Management's Decision Making (Level Two)

Delineation of the Board and management’s roles and responsibilities

 The membership, roles and responsibilities between the governing
board, committees and senior management should be clearly
delineated in the terms of reference

« An organization chart which illustrates the structure and
membership of the above parties should be documented and
accessible via appropriate channels for the staff and service users
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Corporate Governance and Accountability
Boards and Management's Decision Making (Level Two)

NGOs’ decision making process

« NGOs must consult staff and service users as far as practicable on
important decisions that may affect them:
v Change of existing establishment structure and staff ratios, etc.;
v' Change of remuneration package/the working conditions;
v Re-engineering and rationalizing service delivery modes, and the
v’ corresponding manpower redeployment;
v’ Service re-engineering;
v Change of existing service delivery mode; and
v" monitoring compliance with service performance standards.

» Polices and procedures on feedback collection from staff/service users
(e.g. opinion surveys, emails, questionnaires, newsletter) should be
established and in place.
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Corporate Governance and Accountability
Boards and Management's Decision Making (Level Two)

NGOs’ subsequent process on made decisions

» Polices and procedures on the dissemination of important made
decisions (e.g. meetings, visits to service units, newsletter ,
notice boards) to the staff/service users should be established
and in place

» Such dissemination of information should be made in a timely
manner
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HUMAN RESOURCES MANAGEMENT

Coping with BPM's human resources expectations
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Human Resources Management

« Human resources are the greatest asset of welfare services

 To maintain good governance, and enhance transparency -- best
to involve staff in management matters, and service users in
service planning, delivery and monitoring; and obtain updated
feedback from relevant stakeholders.

* NGOs should have clear Human Resource Management
policies and procedures in respect of performance appraisal,
pay and reward systems, training and development,
manpower planning, and recruitment and staff communication.
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Human Resources Management
Salary Package Policy and Administration (Level One)

* NGOs must spend the allocation for salary adjustment for the designated
purpose timely to all staff members subvented by LSG

» The spending must be in accordance to the relevant orders imposed by the
Finance Committee of the Legislative Council (granting the allocation), the
latest LSG Manual and Circulars, relevant letters/notifications of SWD
(designated purpose of the allocation)

* When spending the allocation on salary adjustment, NGOs are required to
either:

v Adjust the staff salary by the same % of the Civil Service Pay Adjustment, or

v Spend the full amount of the additional allocation for salary adjustment on
salary adjustment for staff

* NGOs must timely inform and explain to all staff members about the salary
adjustment for the financial year
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OUTLINE

Why do NGOs need a reserve policy?
What is a reserve policy?

How to develop a reserve policy?

O O 0O 0O

Reserve policy and strategic planning
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Why do NGOs need areserve policy?
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» Reserve is unspent income fund.

> In principle, income received by an NGO should be spent within a
reasonable period of time after receipt for the purpose of achieving
its goals.

Section 61 of UK Charities Act: “It is hereby declared that a trust
for charitable purposes places a trustee under a duty, where the
case permits and requires the property or some part of it to be
applied cy-pres, to secure its effective use for charity by taking
steps to enable it to be so applied.”

Paragraph 2.36 of LSG Manual: “Both LSG and LSG Reserve are
accounted for under recurrent subvention and, in essence, are
intended for operating expenditure for Funding and Service
Agreement or FSA related activities.”

CpA Hong Kong Institute of
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» If an NGO holds substantial reserve, funders, grant-makers, donors
and other stakeholders may consider the NGO:

» Not providing sufficient social services

» Not providing quality social services

» Not keeping abreast of the societal needs
« Not innovating the way in providing service
« Not capturing new service opportunities

» Not controlling cost at a reasonable manner

CpA Hong Kong Institute of
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Percentage of cumulative reserve to 2012/13 LSG subvention

LSG reserve as % of Number of
2012/13 LSG subvention subvented NGOs

Above 50% 24
41% to 50% 17
31% to 40% 22
21% to 30% 26
11% to 20% 32
0% to 10% 44

Total 165

Source: Controlling Officer’s Reply to Question Raised by Hon CHEUNG Kwok-che
during Examination of Estimates of Expenditure 2015/16
(Member Question No. 619)
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Reserve Position of Registered Charities in the UK (Year 2006)

Charity’s grouping by income

With annual income £10,001 and £250,000 18.0
With annual income £250,001 and £999,999 16.6
With annual income £1 million or above 10.2

Source: The Extent of Charity Reserves and Reserves Policies
by the UK Charity Commission in November 2006
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What charities’ reserves are for

80%
70%
To ensure continuity in the event of a
60% - large variation of income (71%)
| To spend in emergencies (41%)
50% e .
To pay for specific future projects
(40%)
40% -
. To bridge cash flow problems (37%)
30% To cover specific liabilities (29%)
0% . To generate income (20%)
Other (including to cover development
i 0
10% and major replacement costs (1%)
| | | l |

Note: total adds up to more than 100% as respondents could give more than one answer.

Source: Charity Reserves by the UK Charity Commission in March 2003
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» Purpose of a reserve policy
« Enabling of sound financial management
« Demonstration of financial and service sustainability
 Ability to forward service planning
* Indicator of future funding needs

« Management of reputational risk from holding substantial reserve

CpA Hong Kong Institute of
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What is a reserve policy?
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» Areserve policy is an official statement about:

« Purpose of maintaining reserve
« Target reserve level and the rationale
« Perquisite for utilizing reserve and the procedure

 Review mechanism

» NGOs normally manage more than one reserve fund, each of which
IS subject to different regulations and circumstances

> Areserve policy should be developed for each category of reserve:
 LSG reserve
« General fund reserve

« Designated fund reserve
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How to develop areserve policy?
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» Most NGOs in Hong Kong already have a reserve policy in place

» Areserve policy can be developed in a systematic manner:
Step 1. Stating the reasons for maintaining reserve
Step 2: Reviewing income and expenditure pattern
Step 3: Understanding the financial impact of risk
Step 4. Determining the target reserve level

Step 5. Communicating the reserve policy

> Areserve policy is a written record of the above five steps

CpA Hong Kong Institute of
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STEP 1:
STATING THE REASONS FOR MAINTAINING RESERVE

» Maintaining a reserve means holding back of financial resources
which could otherwise be deployed for service provision in current
year

» Areserve policy explains to funders, grant-makers, donors and other
stakeholders why a reserve needs to be maintained

v Income variation

v' Emergency spending
v Income generation
v Future commitment
v Cash flow mismatch

CpA Hong Kong Institute of
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Example: Cancer Research UK

Reserves policy and management

Reserves are maintained at a level that enables the Charity

to manage financial risk and short-term volatility. They allow
the Charity to sustain optimal levels of research over the long
term, ensuring that financial commitments can be met as they
fall due.

Since our research commitments span many years, we plan

over the long term. But as a fundraising charity, we are subject

to the effects of short-term volatility in income. We hold funds in
reserve to ensure that we can meet our research commitments
IN the face of such fluctuations. We use a rolling five-year plan

to model how the Charity will manage resources optimally In
delivering its strategy, while holding reserves at a level considered
to be necessary. We have two reserves measures.

Source: 2013/14 Annual Report and Accounts of Cancer Research UK
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Example: MacMillian Cancer Support

As a dynamic organisation relying almost
entirely on voluntary giving, we need to hold
adequate reserves so that we can react both
to challenging economic times and to
unexpected opportunities to support people
affected by cancer. We also need to ensure that
we have enough reserves set aside to cover
any future pension commitments. At the same
time, we always aim to maximise the money
we can spend now to support people affected
by cancer.

Source: 2013 Annual Report of MacMillan Cancer Support
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Example: Children with Cancer UK

The Trustees have adopted a reserves policy which they consider appropriate to ensure the continued
ability of the Charity to meet its objectives. The Trustees have reviewed their reserves policy during the
course of the year and agreed to continue to aim to find a balance between maximising charitable work,
preparation for contingencies and investing in our infrastructure. Consideration was given to assessing the

risk, probability and likely impact on the Charity’s ability to meet its financial obligations and reduce
expenditure following any short-term decline in income.

Source: 2013 Annual Report of Children with Cancer UK
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Example: Tearfund

General fund

The general fund is unrestricted income which is available to
spend at the discretion of the directors in furtherance of any of
the charity’s objectives. In previous years the appropriate level
has been determined by taking into account coverage of general
expenditure. In 2013/14 an exercise was carried out to review this
to ensure the level was in the best interest of the charity. It was
determined that Tearfund’s requirements for general reserves are:

m to fund working capital;

m to give flexibility to respond to unexpected opportunities;

m to provide a cushion against seasonal variations in income
and expenditure;

m to provide contingency provision against unexpected costs;

m to provide contingency provision to respond to changes in the
charity’s environment in which it operates;

m to fund strategic plans outside of normal operations.

Source: 2013/14 Annual Report of Tearfund
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STEP 2:
REVIEWING INCOME AND EXPENDITURE PATTERN

» NGOs need to review the pattern of their income source and then
assess its characteristics

Diversity of income source:

v' Single or dominant source
v' Multiple sources

Characteristics of each income source:

v" Vulnerability
v’ Stability
v Certainty
v Predictability

CpA Hong Kong Institute of
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STEP 2:
REVIEWING INCOME AND EXPENDITURE PATTERN

» NGOs also need to review the diversity of their expenditure items
and then assess their characteristics

Diversity of expenditure items:

v' Dominance of a particular expenditure item (mainly staff costs)

Characteristics of each expenditure item:

v' Predictability
v’ Stability

CpA Hong Kong Institute of
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Example: Children with Cancer UK

Since the charity relies solely on donated income, the Trustees feel it is necessary to hold reserves of
between £9m and £11m, to mitigate the risks associated with such income streams and to give the Charity
the stability to continue the development of its broader remit to fight childhood cancers. The charity plans to
utilise its reserve base to make its income generation more sustainable. This includes embarking on a
growth strategy and upgrading our charity wide infrastructure.

Source: 2013 Annual Report of Children with Cancer UK
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Example: Cancer Research UK

SINce our research commitments span many years, we plan

over the long term. But as a fundraising charity, we are subject

to the effects of short-term volatility in income. We hold funds in
reserve to ensure that we can meet our research commitments
IN the face of such fluctuations. We use a rolling five-year plan

to model how the Charity will manage resources optimally in
delivering its strategy, while holding reserves at a level considered
to be necessary. We have two reserves measures.

Source: 2013/14 Annual Report and Accounts of Cancer Research UK
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STEP 3:
UNDERSTANDING THE FINANCIAL IMPACT OF RISK

» Risk = uncertainty
» Risk management is essential for sound NGO governance
» Certain risk events shall have a financial impact

Variation in existing income source:

« Termination of existing funding sources
« Decrease in existing funding sources
« Changing public perception

Unexpected spending:

 Unforeseen rise in demand for services
« Emergency spending

CpA Hong Kong Institute of
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Financial Secretary John Tsang suspends June
funding for three government bodies due to
ongoing filibuster

Phila Siu PUBLISHED : Sunday, 17 May, 2015, 12:36pm
phila.siu@scmp.com UPDATED : Monday, 18 May, 2015, 7:14pm

A Hospital Authority spokesman said 90 per / \
cent of its recurrent expenses came from B e T EREY R ERE B
government funding, but the authority would e E R T 454001 0 B
be able to mobilize cash to cover daily H X588 m40(E T - HRNEE
expenses so services would not be affected. EEEESEL0ETE - FEIE SR
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Hong Kong Institute of Source: SCMP, 17 May 2015, and Apple Daily, 19 May 2015
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Government bureaus must cut growth in
spending by 1pc for two years

Two-year scheme beginning in 2016 will save HK$6 billion and avert fiscal crisis, advisers say

"For departments and bureaus that are spending mostly on manpower and
giving out subsidises to others, like education and social welfare departments,
there will be room for further discussion on how they can attain the financial

target," one source said.

Source: South China Morning Post, 2 August 2014
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STEP 4:
DETERMINING THE TARGET RESERVE LEVEL

» There is no one-size-fits-all level of reserve that is appropriate for all
NGOs

» The target level of reserve depends on:
* Income pattern
« Expenditure pattern
« Financial impacts of risks
« Future plans and commitments

» The target level of reserve can be expressed as:
v" An absolute figure/range ($ 5 million or $4 million to $6 million)
v’ Arelative figure/range (3 month of operating expenditure)
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STEP 4:
DETERMINING THE TARGET RESERVE LEVEL

Proper timeframe

» Cash flow forecast is normally used to determine a target reserve
level

» Itis crucial to adopt a proper timeframe to perform the cash flow
forecast

v' Monthly

v Quarterly

v Yearly

v Other appropriate timeframe
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Example: Cancer Research UK

Reserves policy and management

Reserves are maintained at a level that enables the Charity

to manage financial risk and short-term volatility. They allow
the Charity to sustain optimal levels of research over the long
term, ensuring that financial commitments can be met as they
fall due.

Since our research commitments span many years, we plan

over the long term. But as a fundraising charity, we are subject

to the effects of short-term volatility in income. We hold funds in
reserve to ensure that we can meet our research commitments
IN the face of such fluctuations. We use a rolling five-year plan

to model how the Charity will manage resources optimally in
delivering its strategy, while holding reserves at a level considered
to be necessary. We have two reserves measures.

Source: 2013/14 Annual Report and Accounts of Cancer Research UK
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STEP 4:
DETERMINING THE TARGET RESERVE LEVEL

Multiple timeframe

» Itis advisable for NGOs to use more than one timeframe to perform
cash flow forecast

v Short-term volatility problem (cash flow mismatch)

v' Seasonal variation (major fundraising event in a particular month)

v' Long-term structural problem (unsustainable salary increment
policy)
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STEP 4:
DETERMINING THE TARGET RESERVE LEVEL

Stress test

> Itis crucial to perform stress test on the “normal” cash flow forecast

v' Base-case scenario

v' Worst-case scenario (10% drop in subvention, termination of
major funding source, and etc.)
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A simplified template

April May June
Income
LSG subvention $500,000 $500,000 $500,000
Fee income $20,000 $18,000 $20,000
Expenditure
Salaries ($400,000) ($400,000) ($400,000)
Provident fund ($24,000) ($24,000) ($24,000)
Other charges ($90,000) ($90,000) ($90,000)
Net Cash inflow / (outflow) $6,000 $4,000 $6,000
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Vulnerability? Stability?
Certainty? Predictability?

Income
LSG subvention $500,000 $500,000 $500,000
Fee income $20,000 $18,000 $20,000

Expenditure N

Salaries \ ($400,000) ($400,000) ($400,000)
Provident fund  \ ($24,000) ($24,000) ($24,000)
Other charges  \_ ($90,000) ($90,000) ($90,000)
Net Cash inflow / (outflow\ $6,000 $4,000 $6,000

\ Predictability? Stability?
Risk events?
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Example: Macmillian Cancer Support

Target reserve range: 0.5 to 2 months of operating expense

Each year, the trustees review the amount

of money we keep in our general reserve

fund to ensure that we get this balance right.
Our current target level of £20 million for
general reserves, with a target range of
between £10 million and £30 million,

is unchanged since 2012. Our reserves level
reflects the strong liquidity in our Balance Sheet
and the flexibility of our grant-giving activities.

Source: 2013 Annual Report of Macmillan Cancer Support
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Example: Macmillian Cancer Support

Legacies
£59.2 million

Direct marketing

£59.2m £38.5 million

Fundraising events
£37.2 million

Trust and corporate income
£21.5 million

General donations
£19 million

Local fundraising committees
£8.6 million

Donated services and facilities
£1.7 million

Merchandising income
£1.2 millon

Total fundraised income
= £186.9 million

Other
-+ £2.8 million

~ e
£1.7m Our total income
PEde Ramenoie- 1%

£1.2m
£2.8m

) Source: 2013 Annual Report of Macmillan Cancer Support
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Example: Children with Cancer UK

Target reserve range: One-year operating expense

The Trustees have adopted a reserves policy which they consider appropriate to ensure the continued
ability of the Charity to meet its objectives. The Trustees have reviewed their reserves policy during the
course of the year and agreed to continue to aim to find a balance between maximising charitable work,
preparation for contingencies and investing in our infrastructure. Consideration was given to assessing the
risk, probability and likely impact on the Charity’s ability to meet its financial obligations and reduce
expenditure following any short-term decline in income.

Since the charity relies solely on donated income, the Trustees feel it is necessary to hold reserves of
between £9m and £11m, to mitigate the risks associated with such income streams and to give the Charity
the stability to continue the development of its broader remit to fight childhood cancers. The charity plans to
utilise its reserve base to make its income generation more sustainable. This includes embarking on a

growth strategy and upgrading our charity wide infrastructure.
Source: 2013 Annual Report of Children with Cancer UK
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Example: Help for Heroes

General Funds

The General Fund represents free reservers. Our policy is to hold between 6 and 12 months of anticipated fixed running costs of the Charity.
At 30 September 2014, the General Fund stands at £4.8m and represents five months of fixed running costs for the coming year. The
Trustees are satisfied that the level of free reserves is therefore adequate.

Income

The Group generates income through fundraising activities, including donated services, as well as trading activities and
investments and cash deposits.

£m
£40.6m
40 —
£37.2m
£33.9m
30 —
20 £19.6m
£14.2m
10 —
0 30 Sept 2008 I 30 Sept 2009 30 Sept 2010 I 30 Sept 2011 30 Sept 2012 I 30 Sept 2013 30 Sept 2014 :
Hong Kohg Institute of Source: 2014 Annual Report of Help for Heroes
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Example: Help for Heroes (cont’d)

Designated Funds:

Individual Support

Given the urgency for some of our individual grants, many via the Quick Reaction Fund, it is necessary to protect this essential support
from potential fluctuations in income. This emergency reserve is held at £2m, representing one year’s costs, against any future volatility
of income.

Emerging Projects

Projects and grants are classified as emerging until needs are confirmed and costs approved. Trustees have designated reserves to
recognise their potential commitment to projects and grants currently being assessed. At 30 September 2014, there are emerging
projects and grants with a total value of £11.8m.

Recovery Running Costs

The largest of the reserves, this is held to ensure that Recovery Delivery services continue to
operate. The Trustees have set a policy that this reserve should represent 4 to 5 years of fixed
running costs for Recovery Delivery less those costs provided for through other specific designated or restricted reserves.

Source: 2014 Annual Report of Help for Heroes
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STEP 5:
COMMUNICATING THE RESERVE POLICY

» NGOs should communicate their reserve policy to their
stakeholders:

v Staff
v' External parties

» Communicating reserve policy with staff can be made through:

v" Release of reserve policy

v Disclosure of level of reserve held and explanation of why they
are held

> External parties

v Inclusion of a statement about reserve policy and current reserve
level in annual report
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Reserve policy and strategic planning
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> A properly executed reserve policy helps:

v' demonstrate financial and service sustainability
v’ forward service planning
v" indicate future funding needs

v indicate the need for reviewing current strategy

» Therefore, reserve policy is linked to strategic planning because:
v' Reserve policy helps justify the need for strategic planning

v Reserve policy proves the financial sustainability of a strategic
plan
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Example: Cancer Research UK

A review of the policy is conducted every year. As a result of
the review undertaken during 2013, we have a policy that
states that ‘'managed cash and investments should exceed

a minimum of two months, but Is not expected to exceed five
months, annualised forecast cash outflow whilst the ‘adjusted
net assets should exceed 10% of our annualised forecast
fundraising contribution.

31 March 21 March

’ 2014 2013

Managed cash and investments £m £m
Cash and investments 293 192
Less: funds under separate management! (11) (13)
Managed cash and investments 282 179
Months of annualised forecast 57 3.8
cash outflows months months

Source: 2013/14 Annual Report and Accounts of Cancer Research UK
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Example: Cancer Research UK (cont’d)

At 31 March 2014, although the 'managed cash and investments’
level is nearly six months of forecast cash outflows and ‘adjusted
net assets' represents 63% of forecast fundraising contribution,
the Charity's five-year plans include projections for reserves

to reduce as the Charity increases research expenditure and
completes its funding contribution for construction of the Crick.

Source: 2013/14 Annual Report and Accounts of Cancer Research UK
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Example: Macmillian Cancer Support

Each year, the trustees review the amount

of money we keep in our general reserve

fund to ensure that we get this balance right.
Our current target level of £20 million for
general reserves, with a target range of
between £10 million and £30 million,

is unchanged since 2012. Our reserves level
reflects the strong liquidity in our Balance Sheet
and the flexibility of our grant-giving activities.

Source: 2013 Annual Report of Macmillan Cancer Support
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Example: Macmillian Cancer Support (cont’d)

Actual reserves

2013 was a record year for fundraising with
very strong performance late in the year across
many income lines, particularly our key events
including World’s Biggest Coffee Morning. This
has led to a one year surplus of £12.9 million.
This surplus meant our general reserves stood

at £47 million at 31 December 2013.

Source: 2013 Annual Report of Macmillan Cancer Support

BREHMAE
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Example: Macmillian Cancer Support (cont’d)

Due to the very strong performance our
reserves sit above our agreed range. We are
planning increased charitable expenditure and
income growth in 2014 and are targeting a

deficit budget in 2014 and for the next two
years with a plan to get within our agreed
target range by the end of 2015. We think
carefully about how we spend our money,
so don't rush to use it if our income does
better than expected.

Source: 2013 Annual Report of Macmillan Cancer Support
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Thank You
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