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THE COALITION FOR EFFICIENCY

The voluntary sector in the UK accounts for over £45 billion annual expenditure.  
That means if just 1% could be made in efficiency savings, it would be the equivalent  
of 450 extra annual donations of £1 million. The Coalition for Efficiency intends to  
help charities achieve such savings.

Unlike commercial enterprises where success is attached to profit, charities often find it 
hard to define their achievements. The Coalition for Efficiency will encourage charitable 
organisations to measure their outcomes as a way to monitor quality and quantity. 

Through mapping, commissioning research and bringing together organisations  
already at work improving efficiency in the sector, the CfE believes it will be able  
to create a sea-change in charity operations.

If you would like to find out more about the Coalition for Efficiency please  
email brian.smouha@googlemail.com or call 020 7240 6044.

 
THE INSTITUTE FOR PHILANTHROPY

The Institute for Philanthropy is one of the world’s leading organisations providing 
international donor education. The Institute believes that if people who have the capacity 
to give are provided with the skills, knowledge and networks to do so effectively they will 
increase the size and impact of their giving.

Working closely with a global network of over 200 wealthy families, and partnering with 
companies, trusts, foundations and schools the Institute acts as a forum for the development 
of new ideas and produces original and practical research on a range of issues, including 
the management of charitable assets, philanthropy during the economic downturn and 
funding for core support. The Institute for Philanthropy also convenes gatherings for learning 
with leaders in the field, including accomplished philanthropists and academics.

If you have any questions about our work or to find out more, please visit us at  
www.instituteforphilanthropy.org or email us on contact@instituteforphilanthropy.org

 
THE BULLDOG TRUST 

The Bulldog Trust is a charitable trust that has given financial and advisory assistance  
to charities for over 25 years. Intrinsic to the support it provides is the ethos of making  
a real difference to the organisations it helps. 

Bulldog further embraces the spirit of resourceful giving through initiatives to encourage  
and inspire others into philanthropy. The Trust’s headquarters are at 2 Temple Place on  
the Embankment in London.

If you would like to find out more about The Bulldog Trust please  
email info@bulldogtrust.org or call 020 7240 6044.
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A request for funds by a 
charity implies, unless stated 
otherwise, a need for those 
funds to fulfil the charity’s 
mission. It is the trustee’s duty 
to use the funds provided.

The need for voluntary sector 
activity in the UK has seldom been 
more urgent, now that government 
cuts are being experienced.

This paper has been written to 
challenge trustees to stand back 
and consider how to maximise the 
benefit of ALL funds held in the 
charities. The question is whether 
the build up and/or retention of 
free reserves for which there is no 
practical current need, could be 
contrary to the intentions of donors.
It can be argued that there is a 
lack of adequate justification for 
charities in the sector to maintain 
the reserves of £79.0 billion held 
in investments. A financial profile of 
the sector (on page 6) puts this into 
context.

Is excess caution by trustees 
a breach of their duties and a 
symptom of bad governance?

Advice traditionally given to trustees 
has highlighted their responsibilities 
and emphasised the need for 
governance. It is not unnatural for 
this to be interpreted as extreme 
caution.

Trustees’ responsibilities on 
financial matters do not differ 
on the downside from those of 
directors of companies (many 
charities are companies also).

The trustees’ duties are to maximise 
the benefits as set out in their 
objectives, using funds donated 
for those objectives. They normally 
have powers to invest and manage 
funds not currently required for 
their mission or awaiting the time 
for expenditure.

Retaining funds on the basis that 
no voluntary income will received 
in future, except for exceptional 
circumstances, is not justified,  

and fundraising expenditure with 
no expectations of future income  
is not realistic. Trustees in preparing 
cash flow forecasts will allocate 
funds for fundraising which 
presumably they expect to bring  
in further funds.

Insolvency

Trustees, following dire warnings, 
fight to avoid insolvency. Their duty 
is to avoid incurring credit for which 
there are no funds or it is expected 
there will be no funds. Insolvency 
laws for trustees of charities 
are the same as for directors of 
companies. In other words, trustees 
should have less fear in going near 
the edge of the precipice if they 
can justify the expenditure and 
continue to behave in a financially 
responsible way. To fulfil their duties 
and avoid personal liabilities as 
trustees the minimum amounts to 
be reserved will be closure costs 
including such as redundancies, 
funds for completion of contracts 
or committed term grants.

THE TRUSTEE’S DILEMMA
Over the years substantial reserves have built up in many charities. 
For some of these there will be legal restrictions on using more than 
the income, but the greater part is either immediately available 
for use in fulfilling the charities’ missions or can be freed up with 
permission from the Charity Commission.
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There is, and always will be, the 
concern for trustees where the 
service provided by the charity is 
one on which beneficiaries rely and 
where withdrawal of the service 
would cause hardship or problems. 
Trustees need to comply with 
reporting requirements on “going 
concern” but also have to consider 
the longer term needs.

We are not here advocating 
indiscriminate spending on  
the mission but on mature 
maximisation of benefits with  
the funds available.

Basis of reserving

The Charity Commission has 
directed that there should be a 
reserve policy and its basis stated  
in charities’ annual reports:

Deloitte, in their “Review of 
Charitable Trustees’ Annual 
Reports”*, found that:

 
 
 

“50% of charities disclosed their 
target level of reserves in terms of 
months of expenditure with 22% 
of charities disclosing the target in 
terms of a monetary amount. 22% 
of charities did not disclose any 
targeted level of free reserves.”

*Derived by sampling from the 1000 largest 
(by income ) charities in the UK

A number of charities appear  
to use the expenditure/period  
(eg. 6 months’ expenditure) as the 
measure and assume nil income 
over that period even though 
fundraising costs in many cases  
are included in the expenditure.

There are many and good reasons 
why individual charities should 
show great restraint in the use of 
their funds; but they will be different 
for each operating charity and 
internally need to be justified.

 
 
 
 
 

It is unreasonable for charities in 
normal circumstances to assume 
that they will receive no income 
while continuing to operate and 
to spend on fundraising. Cash 
flow forecasts include the possible 
disposal of office and other 
marketable properties should be 
used as the basis for calculation of 
the reserving amounts. There will 
always be a fear that vital services 
provided by a charity would be 
discontinued if the charity were 
to close, but that is not alone 
a justification for the need for 
reserves to support the activity 
forever.

Brian Smouha 
Coalition for Efficiency 
London, February 2011

‘Trustees should have less fear 
in going near the edge of the 
precipice if they can justify 
the expenditure and continue 
to behave in a financially 
responsible way.’
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A FINANCIAL PROFILE OF THE CHARITY SECTOR

Number of charities as at 27th January 2011 180,870

Figures supplied by the Charity Commission

INCOME £bn
Voluntary income 15.19 
Trading to raise funds 4.02 
Investment income 3.37 
Charitable activities income 29.28 
Other 1.56 
Total income 53.43 
Investment losses -2.92 
 
SPENDING £bn
Generating voluntary income 1.71 
Trading to raise funds 2.13 
Investment management 0.34 
Charitable expenditure 45.71 
Governance + Other 1.59 
Total spending 51.48  
 
TOTAL ASSETS AND LIABLITIES £bn
Own use assets 52.91 
Long term investments 73.30 
Short term investments 5.70 
Cash 16.05 
Other assets 9.92 
Short term liabilities 13.31 
Long term liablities 16.06 
Pension fund asset/liability -2.30
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While many charities operate on 
small budgets and with limited 
opportunities to access high levels 
of funding, a small number of 
larger, well-established charities 
with a long history in the voluntary 
sector have built up high levels of 
retained funds. At a time when the 
growing responsibilities of charities 
are leading to greater demands for 
public accountability around their 
affairs, it falls to these charities to 
make sure that they are using their 
funds as efficiently as possible, and 
that their financial management 
is well aligned with their mission 
and charitable objectives. As the 
Charity Commission for England 
and Wales makes clear, “… the 
profile and visibility of the sector [is] 
increasing. Highlighting charities’ 
potential to deliver public services 
and promote active citizenship 
raises people’s expectations of 

accountability and transparency 
and also of professionalism in their 
day-to-day activities.” 1

A central question for operating 
charities with high levels of 
endowments, reserves, designated 
and other retained funds is whether 
the maintenance of these funds 
is helping them to achieve their 
mission. This research paper will 
explore this question, and ask in 
which cases charities might be 
able to work more effectively by 
using the full range of financial 
resources available to them, either 
by spending from endowments and 
large reserves or choosing not to 
retain high levels of funds in the 
first place. To help explore these 
questions, we will look at how 
different kinds of charities make 
decisions around the accumulation 
of funds, and at how the ways 

in which they plan for the future 
affects their financial management. 
In doing so, we will draw on the 
diverse experience of charities 
through three in-depth case 
studies.

This paper follows on from  
research carried out earlier 
this year by the Institute for 
Philanthropy, on spend out 
philanthropy in UK grant-making 
trusts and foundations.2 While 
there are different factors to be 
taken into consideration around 
spending capital rather than 
accumulating it in grant-making 
and operating charities,3 both 
cases in essence come back to 
the core question of how best to 
manage all the financial resources 
available in pursuit of the trustees’ 
objectives, so as to achieve their 
charitable mission.

INTRODUCTION
As the UK’s voluntary sector grows, playing an ever-more important role in the 
development of civil society and the provision of a diverse range of services to  
the British public and abroad, its operating charities are becoming responsible for  
the management of a growing amount of public and voluntary funds. 

‘A central question for operating charities with 
high levels of endowments, reserves, designated 
and other retained funds is whether the 
maintenance of these funds is helping them to 
achieve their mission.’

1 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies (Nov 2006),  
www.charitycommission.gov.uk/Publications/rs13.aspx, p.3

2 See Institute for Philanthropy (Feb 2010) The Power of Now: Spend Out Trusts and Foundations in the UK,  
www.instituteforphilanthropy.org/content/Think+Philanthropy+Papers

3 It can be difficult to divide charities neatly into the categories ‘grant-making’ and ‘operating’. Research publications on the voluntary sector do not always do so in 
the same ways, and even when definitions are agreed upon, some charities – those that fundraise and run their own programmes, but also give grants to other 
organisations – can fall into more than one category. In this paper, we consider ‘grant-makers’ as those that make grants to others to carry out charitable activities, 
and do not usually fundraise or deliver programmes, and ‘operating’ charities as those that fundraise in order to deliver services and carry out programmes 
themselves (even if they also make grants to others as part of their activities).
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The question of how trustees 
decide when to save and when 
to spend is particularly relevant 
now. In the wake of the global 
economic crisis, charities are 
feeling not only the effects of the 
recession on their income – in the 
form of lower levels of voluntary 
income, low interest rates and loss 
on the value of investments – but 
also the increased need it has 
created among their beneficiaries. 
As this paper goes to press, 
the effect of government cuts 
in public spending budgets are 
becoming apparent and charities 
are anxiously calculating how the 
cuts will affect them both directly 
in the form of reduced funding 
and indirectly through the creation 
of greater demand among 
beneficiaries of their services. 
Research from a number of 
sources has already shown 
the impact of the recession on 
charities’ finances. The Charity 
Market Monitor 2009 reports 
that annual growth in fundraising 
income among the UK’s largest 
300 fundraising charities4 is barely 

keeping pace with inflation, that 
“the worst of recessionary impact 
may not be over for charities, 
and that [charities] need to adjust 
to a much more constrained 
income environment.”5 Research 
carried out by the Institute 
of Fundraising, the Charity 
Finance Directors’ Group and 
PricewaterhouseCoopers  comes 
to similar conclusions, stating 
that, “at the moment many of the 
charities which we encounter are 
presenting increasing funding 
gaps, some in the immediate 
future and some further into the 
distance.”6  
In this economic climate, grant-
making trusts and foundations 
are being called upon, where 
possible, to sustain or increase 
their funding to help voluntary 
organisations respond to 
increased need, while operating 
charities need to make sure they 
are using the resources available 
to them as efficiently as possible. 
Those charities (both grant-makers 
and operating charities) with 
access to high levels of retained 

funds are under a particular onus 
to consider whether spending 
from those funds is a possibility, 
with strategic benefits not only 
for their beneficiaries but for the 
voluntary sector as a whole. On 
28th September 2010, Bank of 
England deputy governor Charlie 
Bean urged the public to spend to 
speed up the recovery of the UK’s 
economy, adding that, “… savers 
shouldn't necessarily expect to be 
able to live just off their income in 
times when interest rates are low. 
It may make sense for them to eat 
into their capital a bit.” 7

With the economic outlook for 
the voluntary sector looking set 
to remain uncertain for some 
time to come, this advice may 
be equally relevant to charities 
with high levels of retained funds. 
In addition, the government’s 
agenda for a “Big Society” 
foresees a greater role for UK 
charities, and using retained funds 
can help charities to step up to 
this role.

4 The Charity Market Monitor uses the term ‘fundraising charities’ in place of the more common terminology ‘operating charities’, and we have maintained this   
name when citing from this publication.

5 Pharoah, C. (2009) Charity Market Monitor 2009: Tracking the funding of UK charities, CaritasData in association with Cass Business School & Centre for 
Charitable Giving and Philanthropy, p.8 

6  Institute of Fundraising, Charity Finance Directors’ Group & PricewaterhouseCoopers (2010) Managing in a Downturn: January 2010 survey results: Are charities 
feeling more optimistic? www.institute-of-fundraising.org.uk/research/recessionwatch, p.5

7 The Guardian (28 Sept 2010) Bank of England deputy Charlie Bean says spend, spend to save economy, www.guardian.co.uk/business/2010/sep/28/
spend-save-economy-bank-england-chief

We hope that this paper will go some way towards demystifying 
the complexities of financial decision-making in large operating 
charities – especially the ways in which charities define and manage 
different categories of retained funds – and will draw attention to the 
lack of consensus found within the sector concerning the purpose 
and management of some of these funds. Finally, this paper aims to 
inspire further debate on this topic, in the belief that more discussion 
and understanding of this issue will lead to the adoption of measures 
for greater efficiency, accountability and mission-aligned financial 
management within British charities.
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CATEGORIES OF CHARITABLE FUNDS

In order to engage charities and potential donors in 
debate around the management of their funds, it is 
important that the differences between the kinds of 
funds held by charities are widely understood, and 
that charity trustees and staff are able to work with 
an agreed vocabulary when referring to different 
kinds of funds.  The different terminology used to 
describe charity funds can at times be confusing to 
readers of accounts, particularly as this can vary 
from one charity’s annual report to the next. This 
lack of consensus around the treatment of different 
kinds of funds makes debate around the efficient 
management of retained funds even more complex. 

The Charity Commission does provide clear and 
accessible guidance concerning the definition and 
purpose of different kinds of charitable funds, and 
below we provide an outline of these, followed by a 
discussion of the legal requirements surrounding the 
accumulation and spending of each one. We also 
explain the terminology we have used to talk about 
charitable funds throughout this paper.

Charity funds fall into two initial categories: 
unrestricted income funds and restricted funds.

There are two types of unrestricted income funds: 
 are available to be spent for  

the general purposes of a charity as set out in  
its governing document. These will make up the  
charity’s “unrestricted” or “general fund”.

 are earmarked by a charity’s 
trustees to be used for particular purposes in  
the future. These funds can be re-designated  
or released back to general funds at the  
discretion of the trustees. 

Restricted funds can only be used for particular 
purposes by the trustees. These funds also fall into  
two categories:

 that is subject to a particular restriction 
on its use (as, for example, specified by a donor  
or statutory funder).

, which take the form of 
capital invested to produce income for a charity, 
or tangible assets (such as equipment, land or 
buildings) that are used for the purposes of the 
charity (either directly or to produce an income). 
Endowment funds can be permanent, in which 

case they must be preserved by the trustees and 
cannot be spent as income, or expendable, in 
which case the trustees may choose to convert 
endowed assets into income that can be spent. 

Endowments are usually created at the request of 
an individual or institution making a gift, grant or 
bequest (made in a will) for their donation to be 
used for this purpose. The governing documents 
of some charities, however, give their trustees the 
power to create their own endowment. The use 
of income generated from assets held in both 
permanent and expendable endowments may or 
may not be restricted to a particular purpose.

Free reserves are funds that are freely available to 
be spent by trustees on any of the charity’s purposes.  
They are held to help manage continuity and to 
protect the charity in the case of emergencies. 
Free reserves are part of the category ‘unrestricted 
general funds’, so funds that fall into any of 
the other categories outlined above – including 
designated funds – cannot be defined as free 
reserves. 

It is important to note that some charities refer to 
any retained funds derived from an excess of income 
over expenditure as ‘reserves’, so in some annual 
reports and accounts, designated or restricted funds 
and assets may appear as, for example, ‘designated 
reserves’ or ‘restricted reserves’.
Any of a charity’s funds can be invested to provide 
an investment return, although it is not considered 
appropriate by the Charity Commission for trustees 
to invest free reserves for the sole purpose of 
creating a return on investment.

These definitions have been drawn from the 
following three Charity Commission guidance 
documents, all of which can be downloaded from 
the Commission’s website at  
www.charity-commission.gov.uk:

of Recommended Practice (SORP) (revised 2005, 
updated May 2008)

it be spent? (CSD-1347A) (January 2010)
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LEGAL FRAMEWORK FOR CREATION 
AND SPENDING OF RETAINED FUNDS

By Ann Phillips, Partner, Charities & Education Team,  
Stone King LLP Solicitors

Incoming funds may be retained unspent within a 
charity, either by exercise of the trustees’ powers  
to do so or as a result of a restriction imposed by a 
donor or grantor. 

Incoming funds which are not subject to any donor or 
grantor restriction are required to be applied within a 
reasonable period of receipt. Funds may be applied 
either by being spent or by exercise of the trustees’ 
powers to accumulate or to transfer to reserves or to 
designated funds. A power of accumulation in the 
strict legal sense is a power to convert income into 
trust capital. The power applies only to funds held 
on charitable trusts, not to the general property of 
corporate charities, and is limited in duration, usually  
to the period of 21 years from the commencement  
of the trust. 8

Powers to accumulate and to transfer to reserves 
or designated funds may all therefore be exercised 
to create retained funds within a charity. Trustees 
must, however, satisfy themselves that the proposed 
retention of funds is in the best interests of carrying 
out their charitable purposes, which requires 
consideration of current and future charitable needs. 
As these funds are expendable at the discretion of the 
trustees, their retention should be kept under review. 

 
 
 

In some cases trustees hold historic funds built up 
from informal accumulation of unspent income 
and capital growth. Under the general rule that 
unrestricted funds should be applied within a 
reasonable period of receipt, these funds are 
available for spending. Recognising, however, 
that these funds may provide a stable source of 
income supporting a charity’s activities, the Charity 
Commission takes a pragmatic approach stating, “the 
Commission would not expect trustees to expend the 
unexpended funds in a short period simply in order 
to comply with the general rule.”9  The Commission 
does, however, require that trustees frame their 
reserves policies to cover these funds and that, if need 
arises for substantial capital expenditure, the trustees 
should consider applying historic unexpended funds 
before making a new appeal. 

Where donors or grantors impose restrictions, or 
a restriction on a gift can be inferred, the funds 
concerned will either be expendable endowment 
or permanent endowment. Donors will not always 
be explicit as to their intentions, particularly as to 
whether a donation should be treated as income or 
expendable endowment. In such cases an assessment 
has to be made not only on the basis of documentary 
evidence, including the terms of the gift and any 
related documentation such as correspondence with 
the donor, but also circumstantial evidence. If, for 
example, the gift is very substantial in relation to a 
charity’s usual annual outgoings, this may be an 
indication that the fund was intended to be held as 
expendable endowment.10 

8 See s.14 Perpetuities and Accumulations Act 2009
9 See NHS Charities Guidance at F.2.3. concerning historic accumulation of 

NHS charity funds (Oct 2009), www.charitycommission.gov.uk/Charity_
requirements_guidance/Specialist_guidance/NHS_charities/nhsguidance.aspx

10 See Charity Commission Guidance OG43 at B4 (May 2009),  
www.charity-commission.gov.uk/About_us/Ogs/g043b004.aspx
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Expendable endowment may be spent at the trustees’ 
discretion and expenditure should be planned taking 
into account the potential availability of these funds. 
The trustees should consider whether releasing 
expendable funds for spending is the best means 
of carrying out the charitable purposes, taking into 
account current and future needs. 

Permanent endowment can only be spent in certain 
limited circumstances, that is in accordance with 
terms of the gift or by exercise of Charity Commission 
or statutory powers. 

The Charity Commission has general power to 
authorise spending from permanent endowment 
capital, although it will often make expenditure 
subject to replacement or recoupment of capital 
over a period. The Commission considers each such 
case on its merits, assessing what is expedient in the 
interests of the charity, taking account of the nature of 
expenditure and the expected benefits, the availability 
of alternative funds and the spirit of the original gift. 
Where the benefits of spending are long term (for 
example in building construction) recoupment is 
less likely to be required.11 The Commission is more 
likely to require recoupment if expenditure comes 
from permanent endowment investment funds rather 
than the proceeds of sale of functional permanent 
endowment, such as land. The basis for this is that 
investment assets are assumed to have been provided 
to sustain a charity’s long-term future, whilst the 
proceeds of sale of functional permanent investment 
reflect the fact that the asset concerned is no longer 
usefully employed for its original purpose. 

Powers are also available to charity trustees under 

s.75 Charities Act 1993 to spend permanent 
endowment capital if the trustees consider that this will 
enable the charity’s purposes to be carried out more 
effectively. For smaller permanent endowment funds, 
the Charity Commission’s consent is not required. 
However, where the permanent endowment fund 
has a value in excess of £10,000, generates gross 
income of over £1,00012 and is entirely made up of 
contributions from a particular donor or grantor, or 
a number of donors or grantors pursuing a common 
purpose, the Charity Commission’s concurrence must 
be obtained. 

The Charity Commission considers that the common 
purpose test will cover virtually all charities except 
those relatively unusual cases where the endowment 
has been created by the trustees themselves 
in exercise of the power under their governing 
document. 13 Expenditure of larger permanent 
endowment funds will therefore almost always require 
Charity Commission concurrence. The Commission 
takes into account evidence of the donor’s wishes 
and any subsequent changes in circumstances, 
including changes in the charity’s financial position, 
the needs of beneficiaries and the social, economic 
and legal environment in which the charity operates.

11 See Charity Commission Guidance OG44A1 at C4 and C5 (March 2008), www.charity-commission.gov.uk/About_us/OGs/
g044a001.aspx

12 The income limit is not applied in the case of permanent endowment funds held on special trusts administered by a parent charity.
13 See Charity Commission Guidance OG44B1 (June 2010), www.charitycommission.gov.uk/About_us/OGs/g044b001.aspx

1 1Coalition for Efficiency
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The sector’s income 
The UK Civil Society Almanac 
2010, produced by the NCVO 
(National Council for Voluntary 
Organisations) reports a total of 
171,074 voluntary organisations 
or ‘general charities’ currently 
operating in the UK (this figure 
includes grant-making foundations). 
These charities have a total income 
of £35.5 billion, and a total current 
expenditure of £32.8 billion.14  
The greater part of the sector’s 
income however, is concentrated 
among a small handful of large 
organisations. According to the 
NCVO, ‘micro’ charities make up 
53.2% of the sector, but receive 
only 0.7% of the sector’s total 
income, while ‘major’ organisations 

make up just 0.3%, and receive 
43.9% of the sector’s total 
income.15 While 85% of general 
charities have an income of less 
than £100,000 per annum,16 the 
Charity Market Monitor – which 
provides data on the funding of the 
UK’s major fundraising charities – 
reports that the total income of the 
UK’s top 300 fundraising charities 
totalled £10.1 billion in 2007/08.17

Even within these 300 biggest 
charities, resources are further 
concentrated among an even 
smaller handful of organisations. 
The Charity Market Monitor reveals 
that during the same period, “the 
fundraising income of the top 10 
grew at a real 2.3% compared with 
the average 0.9% for the largest 

300 as a whole, and accounted  
for well over one-quarter of top 
300 income.”18 

Endowments in the sector 
The UK Civil Society Almanac 
2010 reports that £23.8 billion is 
currently held in endowments by 
13,313 voluntary organisations.19 
As the Almanac counts 11,687 
grant-making foundations among 
its overall count of voluntary 
organisations, and it is probably 
the case that the majority of these 
hold endowed funds, we might 
estimate from this figure that 
around 1,626 operating charities 
currently hold endowments, 
although we don’t know how 
much these operating charity 
endowments are worth in total.

FUNDING THE UK’S 
VOLUNTARY SECTOR: 
THE ROLE of 
RETAINED FUNDS
Specific data on the total value of endowment funds and reserves held by operating 
charities (but excluding grant-making foundations) in the UK is not currently 
available, making it difficult to draw a clear picture of the extent of these different 
funds and how they are managed. We can, however, draw on wider data surveys of 
the UK’s voluntary sector to get some sense of the kinds of figures involved. 

14 Clark, J. et al. (2010) The UK Civil Society Almanac 2010, NCVO, p.3 & p.82. It is important to note that the NCVO and the Charity Commission for England and 
Wales use different definitions in their data on charitable organisations, and as such the Charity Commission’s figures differ from those provided by the NCVO.  
The NCVO explains that, “compared to the Charity Commission’s register, which covers England and Wales, we report more organisations but less income.”  
This is because, while the NCVO’s Almanac gives data for Scotland and Northern Ireland as well as England and Wales, it also excludes some organisations included 
in the Charity Commission’s data, because “they are inactive or […] they are duplicates or subsidiaries of other organisations; they belong elsewhere in  
civil society (these include housing associations,  
faith groups, trade associations and independent schools) [… or because] they have charitable status, but are not independent of government.” Ibid., p.25

15 Ibid., p.27 The NCVO classifies ‘micro’ charities as those with an income of less than £10,000, and ‘major’ charities as those with an income of more than £10 million
16 Ibid., p.6
17 Pharoah, C. (2009) Charity Market Monitor 2009: Tracking the funding of UK charities, CaritasData in association with Cass Business School & Centre for Charitable 

Giving and Philanthropy, p.10
18 Ibid., p.8
19 Clark, J. et al. (2010) The UK Civil Society Almanac 2010, NCVO, p.86
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We do have figures on the value 
of the sector’s assets as a whole 
which of course include fixed assets 
used directly by charities to carry 
out their activities. NCVO reports 
that the UK’s 171,074 voluntary 
organisations hold £96.6 billion in 
(fixed and current) assets. However, 
11,687 of these charities are grant-
making foundations, and they 
hold £28.4 billion – over a quarter 
– of these assets.20  This leaves 
159,387 operating charities with a 
total of £68.2 billion in assets. The 
great majority of these assets are 
concentrated among the largest 
charities. The Charity Market 
Monitor states that the top 300 
fundraising charities hold assets 
worth £16 billion,21 although these 
are unevenly distributed among 
even this small number of charities, 
with around a third of the top 300 
holding very small investments, or 
none at all.22  

This data reveals that the 
accumulation of high levels of 
endowed funds and property 
and other valuable assets are 
concentrated in a small handful 
of the UK’s biggest operating 
charities. It is of course difficult to 
make generalisations across the 
sector, and many charities depend 
on ownership of specialised and 
often expensive assets to carry out 
their work. But these statistics do 
draw attention to the need for the 
small number of operating charities 
with high levels of investments to be 
particularly transparent about how 
they are putting these assets to use, 
both in the furtherance of their own 
mission and the wider objectives 
of the UK’s voluntary sector as a 
whole.

20 Ibid., p.82
21 Pharoah, C. (2009) Charity Market Monitor 2009: Tracking the funding of UK charities, CaritasData in association with Cass Business School & Centre for Charitable 

Giving and Philanthropy, p.26
22 See Pharoah, C. (2008) Charity Market Monitor 2008, Volume One: Fundraisers, CaritasData/Cass Business School, p.37

300 biggest 
operating charities£16bn

£28.4 billion

Grant-making foundations

£52.2 billion Other operating charities

ESTIMATED DISTRIBUTION OF  VOLUNTARY SECTOR ASSETS 

Based on data for 2007/08 provided by the The UK Civil Society Almanac 2010, NCVO and Charity Market Monitor 2009.
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23 Clark, J. et al. (2010) The UK Civil Society Almanac 2010, NCVO, p.62 On the same page, the Almanac states that “we have approximated reserve levels by 
subtracting tangible fixed assets from unrestricted funds, correcting anomalies where appropriate.”

24 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies
 (Nov 2006), www.charitycommission.gov.uk/Publications/rs13.aspx, p.14
25 Pharoah, C. (2009) Charity Market Monitor 2009: Tracking the funding of UK charities, CaritasData in association with Cass Business School & Centre for 

Charitable Giving and Philanthropy, p.28-47
26 Oxfam Annual Report and Accounts 2009/10, www.oxfam.org.uk/resources/accounts/annual_report_accounts.html, p.37
27 The Royal Air Force Benevolent Fund Trustees Report and Accounts 2009, www.rafbf.org/about/annual-review-and-report, p.11

How much in reserve?  
As explained above, most 
charities – both those that do and 
do not own assets – hold some 
unrestricted funds as reserves.  
The UK Civil Society Almanac 
reports that the UK’s voluntary 
sector holds £46.7 billion in 
reserves, equivalent to 17 months 
of its current expenditure. This 
figure, however, includes the assets 
held by grant-making foundations, 
and the Almanac notes that “the 
sector’s average of 17 months in 
reserves is clearly influenced by the 
significant unrestricted assets held 
by grant-making foundations and 
research bodies (most of which 
are grant-makers).” In fact, the 
Almanac shows that housing and 
religious charities (that hold 19.9 
and 18.2 months’ expenditure 
in reserves respectively) and the 
above-mentioned foundations 
and research bodies are the only 
types of voluntary organisation that 
hold an average of more than 10 

months’ expenditure in unrestricted 
reserves. Development charities, 
for example, hold 6.7 months’ 
expenditure, while playgroups and 
nurseries hold only 1.4 months’ 
expenditure in reserves.23 

An earlier survey carried out by the 
Charity Commission (using data 
from 2004), found that charities 
with incomes over £10,000 held 
a total of £35.5 billion in reserves. 
The Commission’s survey shows, 
however, that 

“… a sizeable gulf appears 
between smaller and larger 
charities in terms of the total 
amounts of reserves they hold. 
While medium-sized charities 
make up 81% of the sample, they 
hold just 12% of the reserves. In 
contrast, very large charities with 
an income of over £1 million 
represent just 7% of the sample, 
yet hold around 75% of the total 
reserves.”24  

Furthermore, as is the case with 
assets, even the biggest operating 
charities vary widely in terms of 
how much they hold in reserves. 
For example, Oxfam and The 
Royal Air Force Benevolent Fund 
– both of which rank among the 
UK’s 150 biggest fundraising 
charities25 – have markedly 
different reserves policies, reflecting 
the very different nature of their 
charitable activities. While Oxfam 
holds reserves equivalent to three 
months unrestricted expenditure,26  
The Royal Air Force Benevolent 
Fund maintains reserves in the 
range of three to five years’ 
expenditure.27  

DIVERSITY OF RESERVES LEVELS IN A SELECTION OF DIFFERENT TYPES OF CHARITIES 
(shown in number of months’ expenditure)

Research  74.7

Grant-making  44.3

Housing  19.9

Religion  18.2

Education  9.2

Social services  8.0

Development  6.7

Culture and recreation  6.3

Law and advocacy  4.8

Employment and training  4.5

Playgroups and nurseries  1.4
Based on data for 2006/07 presented in  
The UK Civil Society Almanac 2010.
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28 The NCVO defines investment income as: “the proceeds generated from investments and cash balances [including] dividends, interest payments 
[and] rent from investment property.” Clark, J. et al. (2010) The UK Civil Society Almanac 2010, NCVO, p.42

29 Earned income is the most important source of the sector’s funds, at £17.4 billion, followed by voluntary income at £14.9 billion. Ibid., p.42
30 See Pharoah, C. (2009) Charity Market Monitor 2009: Tracking the funding of UK charities, CaritasData in association with Cass Business School  

& Centre for Charitable Giving and Philanthropy, p.21
31 Pharoah, C. (2008) Charity Market Monitor 2008, Volume One: Fundraisers, CaritasData/Cass Business School, p.34 
32 See Institute for Philanthropy / Breeze, B. (April 2008) Investment Matters: In search of better charity asset management.  

The report can be found at www.instituteforphilanthropy.org/content/Think+Philanthropy+Papers

‘As is the case with assets, even 
the biggest operating charities 
vary widely in terms of how 
much they hold in reserves.’

The contribution of investment 
income 
Many endowments and other kinds 
of retained funds contribute 
towards the funding of charities 
through the provision of investment 
income, which can be spent directly 
on charitable activities. But how 
important is this source of income 
to the sector as a whole? The 
NCVO reports that investment 
income28 accounts for £3.2 billion, 
just under 10% of the sector’s total 
income.29 As in other data 
provided by the NCVO, however, 
this figure includes grant-making 
foundations, and we do not have 
accurate data on what percentage 
of operating charities’ funds comes 
from this source. The Charity 
Market Monitor gives us some 
indication, showing that investment 
income accounts for around 4% of 
the total income of the UK’s top 
300 fundraising charities,30 but 

that, “… overall these funds 
represent a small part of the 
income of operating charities, and 
only a few are in the happy position 
of deriving a substantial income 
from investments.”31In addition, in 
the current economic climate 
investment income is feeling the 
effect of low interest rates, and 
probably will do for several years  
to come. Essential to the discussion 
of investment income in charities  
is the issue of how well charities  
are managing their invested funds.  
The Institute for Philanthropy has 
explored this issue in its report, 
Investment Matters: In search of  
better charity asset management, 
presenting original research into 
asset management by larger UK 
endowed charities.32 

 



The Trustee’s Dilemma: To Spend or to Save?1 6Coalition for Efficiency

We can also conclude that most 
endowments, invested capital and 
valuable assets – the source of this 
income – are concentrated among 
a small number of the UK’s biggest 
operating charities. Should these 
charities be considered fortunate to 
have a regular and reliable source 
of invested income for some of 
their activities, that is not subject 
to the uncertainties of their other 
streams of earned and voluntary 
income? Or does the maintenance 
of endowments and other retained 
funds serve, in effect, to hold back 
large amounts of capital that could 
actually better serve charities’ 
mission – and the voluntary sector 
more widely – if it were spent 
directly on charitable activity? And 
finally, can we find one-size-fits-all 
answers to these questions, or do 
different charities benefit in different 
ways from the maintenance of 
retained funds, depending on their 
activities? 

These questions cannot be 
explored in isolation from wider 

discussion about charities’ 
management of all 
of their funds and sources of 
income – particularly reserves – 
and by extension their broader 
strategy for achieving their 
objectives. They also form the 
backdrop of an emerging and 
vibrant debate about the role of 
mission-related investing in the 
furtherance of a charity’s objectives 
(see below). But one of the factors 
which complicates this debate 
is the lack of clarity around the 
definition and purpose of the many 
different categories into which 
operating charities classify their 
funds. While we have set out above 
the definitions by which charities 
are required to report their financial 
activities to the Charity Commission 
(and make public their accounts), 
in practice these categories are 
often porous and we do not always 
find consensus among charity 
trustees over the management and 
application of the funds held in 
each one.

The Charity Commission reminds 
us that “charity law requires any 
income received by a charity to be 
spent within a reasonable period 
of receipt,”33 and this directive and 
its interpretation lie at the heart of 
this debate. While this instruction is 
often understood as an obligation 
to ‘apply’ incoming funds within 
a reasonable period of time 
(which would include the options 
of accumulating, designating or 
transferring funds to free reserves 
in exercise of trustees’ powers, 
as well as the actual spending 
of them), it serves to underline 
the principle that any long-term 
retention of income should be 
justified by trustees in accordance 
with their charitable objectives. 
Charities that cannot explain how 
the maintenance of endowments, 
reserves and other retained funds 
serves their mission risk raising 
suspicion among the public, thus 
reducing their ability to fundraise 
effectively. The NCVO Funding 
Commission, set up in February 

TO SPEND or to SAVE: 
DEFINING THE DEBATE
As demonstrated above, it is difficult to draw a precise picture of the level of endowed  
and other retained funds held by operating charities in the UK, and to assess their  
true contribution to the financing of the sector. From the data available, we can see  
that investment income plays a small role in funding the sector in comparison to 
earned and voluntary income, the two main sources of the sector’s funds.

33 Charity Commission CC19: Charities and Reserves, June 2010 www.charitycommission.gov.uk/Publications/cc19.aspx, p.6
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2009 to look into the funding of 
the third sector over the next 10 
years, recently pointed out that 
“the public (and some funders) 
are suspicious of charities that 
appear to ‘hoard’ reserves, rather 
than spend their money directly on 
beneficiaries. Yet if organisations 
themselves are not clear about why 
they need reserves or how much 
they need, they will be unable to 
allay fears that they are not using 
their money wisely.”34

Below, we examine the differences 
between endowments and reserves 
and the debate around their role 
within the management of charities’ 
finances.  

Rethinking endowments 
As explained earlier in this paper, 
endowments are capital funds or 
assets acquired with the intention 
that they will be held by the charity 
and not spent. Most commonly, 
these will take the form of invested 
capital (which provides investment 
income), or property or other 
assets that are either let to provide 
rental income or used directly by 
the charity for its own activities. 
There are two issues that are 
important to the discussion on 
endowments in operating charities: 
firstly, the conditions under which 
endowments can be created, and 
secondly, the conditions under 
which they can be spent. 

Endowments are usually gifted to 
a charity as a donation or legacy. 
For the gift to be treated as an 
endowment it must be clear that 
the donor intended that the gift 
become an endowment, otherwise 
the gift must be treated as income. 
Trustees can only create an 
endowment fund – or add income 
to the capital of already existing 

endowment funds – if their charity’s 
governing document gives them 
the power to do so. The Charity 
Commission states that “if funds 
are accumulated without a power 
to convert them to endowment then 
they continue to be income funds. 
Such accumulated unrestricted 
income funds count as reserves.”35 

Endowment funds, although 
created with the expectation that 
they will not be spent, can in 
reality often be converted into 
expendable income if the trustees 
consider that spending these funds 
would be in the best interests of 
furthering the charity’s purposes. 
In the case of expendable 
endowments, trustees are free to 
make this decision whenever they 
see fit. As noted above, under the 
Charities Act 2006, most small 
permanent endowments can also 
be spent by trustees where this 
will allow the charity’s purposes 
to be carried out more effectively, 
without the concurrence of the 
Charity Commission. In the case 
of larger permanent endowments, 
trustees are required to seek 
the concurrence of the Charity 
Commission and explain how 
spending from endowment capital 
will enable them to carry out their 
work more effectively.36 

The Charity Commission makes 
a distinction between two main 
types of permanent endowment, 
that becomes key when it is called 
on to decide whether or not 
this kind of endowment can be 
spent by trustees. “Investment” 
permanent endowment refers 
to capital funds used to provide 
income for a charity. The Charity 
Commission considers the 
restriction on spending this capital 
an administrative one, that can 

be removed by an Order if it is 
established that there is good 
reason to do so. “Functional” 
permanent endowment, however, 
usually describes land or buildings 
used for the charity’s own 
purposes (such as village halls, 
historical buildings or housing) 
and often does not produce an 
income. The sale of this kind of 
endowment to create income 
that can be spent may involve 
a “change of purpose”, and a 
Charity Commission Scheme is 
required, with clear justification 
for the change of purpose under 
the cy-près jurisdiction.37  For 
the most part, the arguments 
presented below are more 
relevant to investment permanent 
endowment and to expendable 
endowment than to functional 
permanent endowment, as the 
latter is generally employed directly 
by charities in the pursuit of their 
mission. 

The idea of holding invested 
endowment funds is a tempting 
one for many charity trustees, but 
the perceived benefits of retaining 
capital often go unexamined 
due to a default assumption 
that endowments can only be 
a good thing for a charity and 
its beneficiaries. As the Charity 
Commission states, “the primary 
measure of a charity’s success is 
not the sheer volume of funds and 
assets it holds, but its ability to 
deliver value to its beneficiaries,”38  
and the relationship between the 
size of a charity’s funds, how it 
uses those funds and the quality 
of services it provides for its 
beneficiaries is a complex one. 

Clara Miller, president and CEO 
of the Nonprofit Finance Fund in 
the USA, argues that, 

34 The NCVO Funding Commission (22 June 2010) Paper 1 – Capitalisation and Social Investment – Emerging Findings and Recommendations,  
www.ncvo-vol.org.uk/fundingcommission, p.3

35 See Charity Commission CC19: Charities and Reserves, June 2010 www.charitycommission.gov.uk/Publications/cc19.aspx, p.22-23
36 For more information on spending permanent endowment, see Charity Commission CSD-1347A Permanent Endowment: What is it and when can it be spent?,  

Jan 2010  http://www.charity-commission.gov.uk/manage_your_charity/csd1347a.aspx
37 Ibid.
38 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies (Nov 2006), www.charitycommission.gov.uk/Publications/rs13.aspx, p.6
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“This is not to say that some 
organizations do not have a 
compelling mission-related 
need for an endowment or that 
having cash reserves, sinking 
funds, and similar assets on the 
balance sheet are not evidence 
of enterprise-savvy financial 
management. The problem is our 
sector’s automatic-pilot approach 
to making these decisions.”39 

The ‘autopilot approach’ to 
accumulating capital seen in many 
of the UK’s larger voluntary sector 
organisations may be a result of 
undue cautiousness on the part 
of trustees, who assume that 
endowments and other retained 
funds will naturally bring greater 
security to the charities under their 
governance. Professor Paul Palmer 
of the Cass Business School looks 
to stewardship theory - one of the 
approaches described in corporate 
governance literature on board 
relations and behaviour - to explain 
this attitude, arguing that 

“… stewardship theory with 
its inherently conservative and 
prudent principles best describes 
this behaviour and decision 
making. A board of trustees can 
easily be driven into cautious 
behaviour by an assumption that 

there may be some personal 
financial liability but also quite 
simply by the fact that they do not 
wish the charity to ‘go under’, on 
their watch.”40 

It is not always the case that 
endowed funds will protect charities 
from financial risk, or that they will 
necessarily bring great financial 
returns. In cases where small 
permanent endowments are held 
by charities as land, property or 
investments, Phil Watts of Anthony 
Collins Solicitors points out that, 
“it is often the case that, over 
time, the income generated by the 
capital fund may become so small 
that it is of limited use.”41  All of 
these are reasons for trustees to 
examine assumptions about the 
benefits of accumulating funds. In 
addition, we need to ask whether 
it is really the role of charities to be 
managing high levels of invested 
funds, whether trustees should 
be called upon to act as fund 
managers in this respect and in 
what way this role fits in with their 
charity’s mission and objectives. Liz 
Hazell, National Charities Group 
Leader at PricewaterhouseCoopers, 
points out that in some cases, 
trustees may even find after a 
certain period of time that their 

charitable objectives have been 
met, and that there is no reason for 
the charity to continue to operate. 
Hazell recalls that one charity she 
worked with, “felt that its work had 
been completed, so it donated the 
remainder of its funds to another 
charity and opted for an elegant 
closure.”42 

Essentially, as mentioned 
above, the discussion around 
retained funds is about the 
relationship between good 
financial management and the 
wider strategy in charities’ work. 
Of course, trustees do have a 
responsibility for the financial 
health of their charities, and 
may become personally liable 
if their charity is unable to meet 
its liabilities.43 Finding the right 
balance between ensuring 
charities’ long-term financial 
security and using all available 
resources to work effectively and 
efficiently in pursuit of mission can 
be one of the most difficult aspects 
of charity trustees’ work. Central 
to this task is the design of an 
effective reserves policy, and clearly 
defining the role of different kinds 
of retained funds in the pursuit of 
a charity’s mission is a necessary 
part of this design. This makes 

39 Miller, C. (Spring 2010) The Four Horsemen of the Nonprofit Financial Apocalypse, The Nonprofit Quarterly, Volume 17, Issue 1, p.4
40 Palmer, P. (Feb 2008) Something in Reserve, Charities Direct.com, www.charitiesdirect.com/caritas-magazine/something-in-reserve-195.html
41 Watts, P. (16 July 2008) Keep it legal: Spending capital, Third Sector, www.thirdsector.co.uk/news/archive/831630/Keep-legal-Spending-capital
42 Communication to this paper’s author.
43 In its guidance at CC12 E1, the Charity Commission states that, “charity trustees have a duty to act prudently and reasonably in administering the financial affairs of 

the charity. They must ensure prudent financial management and compliance with the law, including insolvency law. The legal position of charity trustees in an 
insolvent situation varies according to the legal structure of the charity.” For more information see Charity Commission CC12: Managing Financial Difficulties and 
Insolvency in Charities (June 2010) www.charity-commission.gov.uk/Publications/cc12.aspx
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the parallel issues of reserves, 
endowments and other retained 
funds closely interconnected 
elements of the same discussion.

Reserves and reserves policies 
As we have seen above, one of 
the challenges facing the sector 
as it attempts to bring greater 
transparency to charities’ financial 
activities is the lack of consensus 
around how different kinds of funds 
should be defined and managed. 
The identification and purpose 
of ‘free reserves’ is particularly 
complicated. Kate Sayer of Sayer 
Vincent Consultants and Auditors 
explores the varying interpretations 
of the purpose of reserves in her 
paper No Reserves, No Regrets? 
She identifies many purposes 
discussed among professionals in 
the sector: to manage continuity 
and cash flow problems; to be 
used in emergencies; to fund 
future expansion; to cover specific 
liabilities or risks; to replace 
assets in the future; to pay for 
specific future projects and to 
generate income.44  While most 
commentators seem to agree that 
ensuring continuity in the case 
of a fall in income is the primary 
purpose of free reserves – and the 
Charity Commission explicitly states 
that reserves should not be held 
solely for the purpose of generating 
income45 – there is less agreement 
around the others identified.

The Charity Commission states 
that as well as endowments 
and restricted funds, designated 
funds are excluded from free 
reserves.46  In practice, however, 
the boundaries between designated 
funds and free reserves can often 

look blurred, and as Sayer points 
out, “it can be argued (easily) 
that designated funds should 
be included in the definition of 
[such] ‘reserves’, since trustees 
have the discretion to use them 
for the purposes of the charity.”47  
This blurring of definitions is 
especially the case when charities 
hold reserves for the purpose of 
paying for specific future projects, 
liabilities and risks, and for the 
future replacement of assets. This 
can become a problem when, in 
Sayer’s words, “charities appear 
to be holding reserves to cover a 
contingency and yet allowing for 
this risk in budgets as well, thus 
double-counting risk.”48 Charities 
can avoid this double-counting 
– and thus potentially free up 
retained capital – by designing a 
reserves policy that sets out clearly 
why they are holding reserves at a 
particular level, and by making this 
exercise part of a wider examination 
of their allocation and management 
of different kinds of funds.  

The Charity Commission’s SORP 
(Statement of Recommended 
Practice on Accounting and 
Reporting by Charities) states that, 
in their annual financial review, 
charities should explain their policy 
on reserves, showing the level of 
reserves they hold and why they 
are held.49  Research conducted by 
the Charity Commission, however, 
shows that while the number is 
decreasing, a significant number 
of charities still do not hold a 
reserves policy.50  The Charity 
Commission’s advice states that, 
in a sector in which transparency 
and accountability are becoming 
increasingly important, a clear 

reserves policy can help build 
public understanding and trust 
around charities’ financial activities. 
In recent years, charities have 
come under criticism for failing to 
manage their reserves efficiently at 
both ends of the spectrum; some 
have been criticised for appearing 
to ‘hoard’ excessive funds while 
others have been accused of 
failing to put enough funds aside 
to protect themselves against the 
unexpected. A reserves policy 
can make it easier for charities to 
explain their financial decision-
making, helping them to fundraise 
effectively and bringing greater 
security to their own future and that 
of the sector as a whole.51 

Designing an effective reserves 
policy and deciding how much it 
is necessary to hold in reserve is 
an individualised task, and each 
charity’s policy will look different 
from the next. As the Charity 
Commissions states, “no universal 
formula applies when deciding on 
an appropriate amount to either 
hold back or aspire to.” The design 
of a charity’s reserve policy will 
depend on what the charity does, 
the timescales within which it works 
and its financial circumstances. 
For example, “a charity providing 
a direct service to a group of 
beneficiaries requiring continuing 
help may need to hold more in 
reserve to offset unexpected costs 
or uncertain outcomes,” while a 
charity may need to set aside less 
reserves if it “receives guaranteed 
funding; or has a regular and 
reliable income without much risk 
that an interruption to its income 
stream may affect its work.”52  

44 Sayer, K. (20 July 2004) No Reserves, No Regrets? Presentation to the CFDG members' meeting in London, www.cfdg.org.uk/crn/doc_detail.asp?ID=0408KSIS0001, p.1-3
45 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies (Nov 2006), www.charitycommission.gov.uk/Publications/rs13.aspx, p.20
46 Charity Commission CC19: Charities and Reserves, June 2010 www.charitycommission.gov.uk/Publications/cc19.aspx, p.7
47 Sayer, K. (20 July 2004) No Reserves, No Regrets? Presentation to the CFDG members' meeting in London, www.cfdg.org.uk/crn/doc_detail.asp?ID=0408KSIS0001, p.1
48 Ibid., p.2
49 See item 55 in Charity Commission & Accounting Standards Board, Accounting and Reporting by Charities: Statement of Recommended Practice (SORP) (revised 2005, 

updated May 2008), www.charitycommission.gov.uk/Charity_requirements_guidance/Accounting_and_reporting/Preparing_charity_accounts/sorp05docs.aspx
50 In 2006, the Charity Commission reported that 57% of charities still did not have a reserves policy, but that this number had decreased from 69% in 2002. See Ibid, p.11
51 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies (Nov 2006), www.charitycommission.gov.uk/Publications/rs13.aspx, p.5
52  Ibid., p.16
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In essence, developing an effective 
reserves policy is an exercise in 
good financial management and 
forecasting. Liz Hazell comments 
that,

“Charities need to ask themselves 
what their reserves are actually for, 
and think about how they would 
use them in the event of a rainy 
day – a particularly important 
question in the current recession. 
There should be a common 
thread between a charity’s 
strategic aims and the funding it 
requires to achieve those aims, 
and an appropriate reserves level 
will reflect that strategy.”53

Design of a policy needs to take 
into account the financial health of 
the charity, looking at: the stability, 
predictability and diversity of its 
funding sources; its potential to 
generate new funding; its ability to 
manage cashflow and continuity; 
the scale and growth of its 
charitable activities and, essentially, 
a realistic assessment of potential 
risk in its affairs. The Charity 
Commission’s guidance stresses 
that, “setting a reserves policy is 
not a task undertaken in isolation. 
A reserves policy is a product of 
a charity’s strategic planning, 
budgeting and risk management 
processes.”54 

In charities with endowed and 
other retained funds, it is important 
to consider these funds when 
designing a reserves policy, as their 
presence may affect a charity’s 
need for reserves in different 
ways. Expendable (and sometimes 
permanent) endowment, for 
example, can be spent in part or 
full by trustees if they have reason 
to do so, and this flexibility may 
reduce the need for high levels of 
reserves. In contrast, a charity that 
depends on investment income 
generated by an endowment to 
fund its core activities may need 
to build higher levels of reserves.55  
Finally, it is important that a 
reserves policy is regularly reviewed 
and adjusted as necessary to 
take into account any significant 
changes in a charity’s financial 
situation, or its programmatic 
commitments.  

Mission-aligned financial 
management: thinking outside  
the box  
In all discussion around charity 
management and strategy, as Clara 
Miller reminds us, “we must keep 
foremost in our minds that our 
sector exists to serve the public. So 
the question we must continually 
push ourselves on is this: how is the 
public best served by the choices 

we make?”56 In essence, the debate 
around retained funds seeks to 
identify how charities can use the 
financial resources available to 
them in the most strategic, creative 
and effective ways possible to serve 
their beneficiaries and pursue their 
mission. Most charities can safely 
operate on a ‘going concern’ basis, 
basing their forecasts of future 
income on their past experience 
and working on the supposition 
that funds will continue to be raised 
by the charity at levels similar to 
previous years, keeping the charity 
solvent. When it comes to financial 
planning, however, charity trustees 
all too often opt for a perceived 
‘safer’ approach, falling back on 
conservative and cautious strategies 
rather than examining the options 
for a more confident and dynamic 
approach to their finances. As 
Miller argues, this means that 
“projects are frequently undertaken 
in a kind of managerial sleepwalk. 
They are subject to a kind of 
groupthink about capitalization that 
fails to examine alternatives and 
is unlikely to align capitalization 
strategy with program, capacity, 
and market.”57 

While Miller refers to the work of 
non-profit organisations in the 
USA, her comments are equally 

53 Communication to this paper’s author.
54 Charity Commission CC19: Charities and Reserves, June 2010 www.charitycommission.gov.uk/Publications/cc19.aspx, p.31
55 Ibid., p.32
56 Miller, C. (Spring 2010) The Four Horsemen of the Nonprofit Financial Apocalypse, The Nonprofit Quarterly, Volume 17, Issue 1, p.6
57 Ibid., p.5-6
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relevant on this side of the Atlantic. 
In her report for the Institute for 
Philanthropy on asset management 
by larger UK endowed charities, 
for example, Beth Breeze argues 
that, “the importance of investment 
issues is widely under-estimated 
and the investment process is often 
under-resourced.”58  Among the 
questions that the NCVO funding 
commission has set for its enquiry 
into the capitalisation of the UK’s 
voluntary sector over the next ten 
years, is one that goes straight to 
the heart of this debate: “How can 
civil society organisations increase 
their own effectiveness and make 
better use of existing resources to 
achieve their missions?”59 

In order to answer this question, 
charity trustees can begin by 
revisiting their charity’s mission 
and objectives on an annual basis, 
asking how they are measuring 
the problems they seek to resolve 
through their charitable activities 
and how they know when they are 
successfully meeting their aims. 
Financial planning should be 
designed in relation to this analysis, 
looking at the best use of available 
funds moving forward, and 
assessing the benefits of spending 
retained funds quickly or slowly. 
Spending too quickly can of course 
be as inefficient as spending too 
slowly; the issue at stake is finding 
the most efficient way to meet 
charitable objectives. This may 
involve trustees trying out new ideas 
and approaches that can take them 
out of their comfort zone, and each 
trustee board needs to decide for 
itself how innovative it wants to be, 
but there are many possibilities that 
charities can explore for making 
better use of the financial resources 
they have available. 

Firstly, there may be opportunities 
for increasing effectiveness in the 
ways that charities manage their 
finances internally. Managing 
cashflow well, diversifying income 
streams and identifying (and 
budgeting for) risks more precisely 
are all measures that charities can 
take to reduce the need for large 
reserves and other retained funds. 
As Kate Sayer points out, “if you 
are managing your risks well – 
you do not need large reserves. 
Some charities are managing with 
much lower levels of reserves than 
others, so that the funds reach 
beneficiaries more quickly.”60 Sayer 
gives the example of SightSavers 
International, which has re-
designed its financial management 
policy to increase efficiency and 
put retained funds to good use in 
financing the charity’s activities 
across the board. Sayer explains 
that the charity’s former practice

“… had been to put all plans 
into the budget, but this was 
consistently underspent. For 
various reasons there were 
always delays in getting funds 
to beneficiaries. Now they allow 
people to update plans regularly, 
underspends are given up for 
others to use, and managers 
also have a guarantee that 
the money will be there when 
needed once the commitment to 
a programme has been made. 
SightSavers actively use reserves 
to fund committed expenditure if 
necessary – they do not keep it as 
a static fund. This has removed 
some of the fear of overspending, 
and the fear of losing budgets if 
you do not spend them. So waste 
is reduced, and the funds flow 
faster through the organisation to 
the beneficiaries.”61 

In this kind of approach, trustees 
define a core of activities and make 
sure they have the funds to cover 
them, but the charity also carries 
out a range of other activities 
depending on the availability 
of further resources. This might 
be described as an ‘electric car’ 
spending profile, in which a driver 
charges up, spends resources 
on the journey and makes sure 
to leave enough to get home. 
As Sayer concludes, “a good 
understanding of the risks that 
your charity faces and careful 
management of those risks is 
an excellent substitute for a very 
comfortable cushion of unspent 
income.”62  

Ian Oakley-Smith of 
PricewaterhouseCoopers’ Charity 
Team stresses the value of regular 
management information designed 
to give early insight into the 
identified risks facing charities, 
which can support trustees in 
maintaining lower reserves.  
Oakley-Smith argues that, 

“trustees are often unwilling 
to invest resource in obtaining 
sufficient information (arguing 
that it is an overhead or that 
they won't understand it anyway), 
and this inevitably leads to 
increased caution when it comes 
to the size of reserves. Charities' 
finances can be complex, and 
adequate financial expertise is 
needed to ensure that all of the 
different funds are accounted 
for appropriately. Employing 
inadequate resource to access that 
expertise often makes the problem 
worse.”63

With the right financial expertise in 
hand, trustees can gain confidence 
to look at where efficiencies can 

58 Institute for Philanthropy / Breeze, B. (April 2008) Investment Matters: In search of better charity asset management,  
www.instituteforphilanthropy.org/content/Think+Philanthropy+Papers, p.7 

59 The NCVO Funding Commission (22 June 2010) Paper 1 – Capitalisation and Social Investment – Emerging Findings and Recommendations,  
www.ncvo-vol.org.uk/fundingcommission, p.1 

60 Sayer, K. (20 July 2004) No Reserves, No Regrets? Presentation to the CFDG members’ meeting in London, www.cfdg.org.uk/crn/doc_detail.asp?ID=0408KSIS0001, p.4
61 Ibid., p.4
62 Ibid., p.6
63 Communication to this paper’s author.
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be achieved in the management of 
their charities’ fi nances. One area 
in which capital can be freed up 
for spending is through the sale 
of valuable assets. Trustees might 
examine their charity’s own-use 
tangible assets to determine which 
of them they really need to own in 
order to carry out their charitable 
activities – specialised hospital 
equipment might be one example 
– and which could still be utilised 
without them being owned by the 
charity, such as offi ce buildings that 
could potentially be rented using 
charitable income. 

There are also opportunities 
for bigger charities to use 
retained funds to support other 
organisations in the sector. Within 
a more holistic view of the UK’s 
voluntary sector, it makes sense 
that the maximum benefi t possible 
should be drawn from available 
fi nancial resources across the 
board, to increase the public 
benefi t that the sector provides as 
a whole. Through mission related 
investment (MRI) and programme 
related investment (PRI), funds 
are invested by charities in other 
charities or social businesses, 
whose work is in line with their own 
charitable objectives. Mission or 
programme related investments 
are intended to produce both 
a fi nancial and social return, 

and the levels of this return will 
vary depending on the initiative. 
Investing in MRI or PRI enables 
charities with large retained funds 
to hold on to their resources for 
the long term and even to continue 
receiving income on investments, 
while putting their assets to work 
in the short term in the support of 
other organisations whose mission 
is aligned with their own. Charities 
can invest funds in this way directly 
or via Community Development 
Finance initiatives. The NCVO 
funding commission makes MRI 
and PRI a specifi c recommendation 
for charities with high levels of 
retained funds, stating that 

“Larger CSOs [civil society 
organisations] also have the 
potential to invest in developing 
the capacity of smaller CSOs 
operating in the same fi eld. 
This would enable them to 
maximise social impact for their 
benefi ciaries, as well as potentially 
achieving economies of scale 
through collaborative working.”64

Sayer points out that this kind of 
approach “is not just lending, it can 
include equity investment, providing 
guarantee for [other charities’] 
borrowing, or underwriting their 
fi nancial position in some way,”65 
in essence, getting available 
capital out into the sector where 
it can be used for the maximum 
social benefi t possible. Sayer also 
suggests that charities might pool 
their reserves in a system similar to 
the way mutual or friendly societies 
used to work, reducing the need for 
individual voluntary organisations 
to hold high levels of retained 
funds.66 

Ian Oakley-Smith comments that 
grant-makers can also play a role 
in helping operating charities to 
manage risk without the need for 

large reserves, especially in the 
case of those who are funding a 
portfolio of different charities. He 
notes that

“most charities in a funder’s 
portfolio would ideally have a 
"cessation" reserve to cover for 
the risk that their main funding 
streams ceased. However, in 
practice only a small number 
of these would ever draw on 
this reserve in any given year. 
If funders could be more 
coordinated in their approach 
to reserves, they could deal with 
this reserve on a portfolio basis, 
through some kind of indemnity 
or insurance based approach.”67  

Grant-makers can also help their 
grantees plan effi ciently for the 
future by being clear about the 
timescale of their funding, letting 
charities know if they plan to 
offer long-term support through 
multi-year funding commitments 
and when charities can expect to 
receive their grants.

These kinds of creative approaches 
to the capitalisation of voluntary 
organisations challenge the idea 
that high levels of retained funds – 
either in the form of endowments, 
reserves or other investments – are 
necessarily benefi cial to the work of 
all charities, and pose a question 
to trustees of such organisations 
about whether these funds could 
be used more effectively in the 
pursuit of their charity’s aims. 
Below, we look at the experiences 
of three of the UK’s biggest 
charities, and explore their very 
different approaches to retained 
funds.

64 The NCVO Funding Commission (22 June 2010) Paper 1 – Capitalisation and Social Investment – Emerging Findings and Recommendations, 
www.ncvo-vol.org.uk/fundingcommission, p.10-11

65 Sayer, K. (20 July 2004) No Reserves, No Regrets? Presentation to the CFDG members' meeting in London, www.cfdg.org.uk/crn/doc_detail.asp?ID=0408KSIS0001, p.4
66 Ibid., p.6
67 Communication to this paper’s authors.
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CASE STUDIES
In considering the questions posed above, it is of course essential 
that trustees bear in mind the particular circumstances of their 
own charities, as there is no one-size-fits-all approach to the 
most efficient management of charitable funds. Charities 
carry out different kinds of activities, operate within different 
timeframes, work for causes for which it is harder or easier to 
fundraise and have access to a greater or lesser diversity of 
funding streams, and all these factors will influence their need for 
reserves, endowments and other kinds of retained funds. Below, 
we feature case studies on three of the UK’s biggest charities: 
the Royal National Lifeboat Institution, Oxfam and Guy’s and 
St. Thomas’ Charity. These three voluntary organisations differ 
enormously in their charitable activities, levels of retained funds 
and approach to the management of their financial resources, 
and provide a useful introduction to the different ways in which 
charities think about the issues discussed in this paper.

2 3Coalition for Efficiency
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The RNLI also runs a seasonal 
lifeguard service (with around 
800 lifeguards) and carries out 
safety education and accident 
prevention activities. As such, its 
charitable expenditure is split into 
five categories: rescue; prevention; 
operational maintenance; 
innovation and international, with 
the large majority of funds spent 
on rescue, maintenance and 
training. Founded in 1824, the 
RNLI has throughout its lifetime 
relied almost entirely on raised 
voluntary income – especially 
in the form of legacies – and 
continues to do so today. In 
2009, the Charity’s incoming 
resources totalled £167.9 million, 
of which £93.8 million were 
received as legacies and £51.8 
million as other raised voluntary 
income. The remaining £22.3 
million were received principally 
through merchandising and 
trading, investment income and 
lifeguarding. Over 2009, the 
RNLI’s total resources expended 
were £156.4 million.

In its annual report and accounts 
for 2009, the RNLI’s net assets 
are given as £509.8 million. The 
greater part of the reserves are 
represented by the fixed assets of 

£306.9 million, leaving a balance 
of £202.9 million. Mark Hallam, 
the RNLI’s Finance and Information 
Systems Director explains, “this 
figure may well sound large to 
you, and you may well think, ‘why 
are we holding that amount?’, 
but you need to look at how it 
is made up. £67.5 million are 
restricted reserves. A further £80.9 
million have been set aside, or 
designated, for ‘planned capital 
expenditure’ over the next three 
years. £9.2 million are endowment 
reserves where the Charity may 
only spend the income and not the 
capital and the balance of £45.3 
million are our net free reserves. 
Within our restricted funds we have 
over 700 different restricted ‘pots’, 
where donors have effectively 
said that ‘we only want you to 
spend the money at this particular 
lifeboat station,’ or ‘I only want you 
to spend it on crew training at that 
station,’ and we have a policy of 
not spending those funds until they 
really need to be spent, so we hold 
on to them until the expenditure is 
fully and operationally justified.” 

In the case of the Charity’s 
planned capital expenditure, says 
Hallam, the highly specialised 
and ongoing nature of the 

RNLI’s capital asset replacement 
and modernisation programme 
means that the Charity needs 
to take a particularly long-term 
approach to its funding. The RNLI 
works to a twenty-year strategy, 
with a five-year financial plan, 
including a forecast of planned 
capital expenditure. Most of this 
expenditure relates to the building 
and replacement of lifeboats 
and lifeboat stations. As Hallam 
explains, “the RNLI first invented 
the RIB (rigid inflatable boat), 
together with Atlantic College, 
and has always built its inshore 
lifeboats at its boatyard in the 
Isle of Wight. We recently took 
over the manufacturing of our 
carbon fibre all-weather lifeboat 
hulls from the only remaining 
manufacturing facility in the UK, 
to safeguard continuity of supply, 
though we continue to contract 
the fit out to commercial yards. 
All-weather lifeboats need to be 
replaced every 20-25 years, and 
inshore lifeboats around every 
10 years.” The Charity is also “in 
the throes of upgrading our all-
weather fleet to 25 knot boats, as 
that increase in speed can make 
a big difference to saving lives,” 
says Hallam. “In addition, when 
building lifeboat stations”, he says, 

Royal National Lifeboat Institution 
Mark Hallam, Finance and Information Systems Director

The Royal National Lifeboat Institution (RNLI)’s mission is to save lives at sea, 
predominantly off the coasts of the UK and the Republic of Ireland. Its principal activities 
are the maintenance of its 235 lifeboat stations and its fleet of all-weather and inshore 
lifeboats, and the training and coordination of over 7,500 volunteer crew members who 
are responsible for carrying out the Charity’s search and rescue operations. 
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STUDY
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“we have to contract out quite far 
in advance. This is particularly the 
case when we’re building slipway 
lifeboat stations, as this is a very 
specialised business. A number 
of these stations have to be built 
from seaward – using construction 
barges – and there are only a 
small handful of companies that 
do that work. Because it’s such a 
tight market, you have to be able 
to provide the suppliers with the 
confidence that you have the funds 
available.” 

Although the RNLI does actually 
plan capital expenditure well into 
the future, Hallam explains that 
the decision to put aside enough 
to cover spending over just three 
years was made because, “it’s at 
about the three year point that 
plans become more solid. Our 
contractual negotiations usually 
start within the 2-3 year period 
and contracts are signed around 
18 months out, so it’s a judgement 
that that is the most appropriate 
length of time. Any shorter 
wouldn’t guarantee the assurance 
we’re looking to give.” The RNLI’s 
finance department and trustees 
review their expenditure and 
financial plans on a yearly basis, 
to make sure that their approach 
and planning is still in line with the 

Charity’s commitments, objectives 
and incoming resources.

Similar thinking can be 
found behind the RNLI’s free 
reserves policy, with the added 
consideration that, as Hallam 
explains “we retain free reserves 
because we’re not a project-based 
charity, which may well be able to 
start and stop projects to reflect 
income levels; we’re a 24/7, 52 
weeks a year emergency service 
charity. So if we have a financial 
setback for one reason or another, 
the country needs our services 
to continue to be paid for and 
the current economic climate 
underlines the need for prudence 
to ensure we are able to do just 
that.” 

When Hallam arrived at the RNLI 
around five years ago, he and the 
Charity’s trustees brought brought 
in a change to their reserves 
policy, reducing the set reserves 
level range of 1-3 years’ worth of 
expenditure to 6-18 months (the 
RNLI’s free reserves currently sit at 
the equivalent of around 8 months 
expenditure). Hallam explains that 
this new policy was “modelled 
on what I would call the reserves 
burn,” an approach that models 
potential scenarios in which the 

Charity suffers falls in income and 
might need to spend from its free 
reserves, looking realistically at the 
timeframes over which that might 
continue, and how long it would 
take to bring funding back up to 
previous levels. Free reserves are 
then set at the level considered 
necessary to see the Charity 
through these possible situations. 

Essentially, Hallam says that 
the size of the Charity and its 
operations is also an important 
factor in decision-making around 
the timeframe and strategy of 
financial management at the RNLI. 
“It’s too big a machine to risk 
letting things get out of control,” 
he says. “I often refer to us as a 
supertanker. With a supertanker, if 
you put the helm across, it takes 
you a mile before you start to turn, 
and if you take the helm off, it 
will take you another mile before 
anything happens! So you have to 
be very careful and make very fine 
course adjustments, and take your 
time to judge the effect.”
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In the 11 months to 31st March 
2010, Oxfam’s total income 
was £318.0 million, and its total 
expenditure was £294.8 million. 
During this period, most of the 
Charity’s funds came from voluntary 
income (£125.6 million) and 
statutory funding (£112.7 million), 
and a further £74.4 million68 were 
earned through trading in Oxfam’s 
network of shops, selling mostly 
donated goods across the UK. At 
March 2010, Oxfam’s total assets 
(excluding the Charity’s pension 
reserve) stood at £68.3 million, 
divided between restricted funds  
of £39.3 million, endowment funds 
of £2.5 million and unrestricted 
funds of £26.5 million. 

Organising the distribution of 
funding in 63 different countries – 
each with their own currencies and 
local staff and management – is a 
complex process, skilfully managed 
through a three-year strategic plan 
designed by Oxfam’s corporate 
management team. Head of UK 
Finance Alison Jestico explains that 
the management team makes sure 
it stays on mission by deciding on 
the current priorities of the Charity 
as a whole, then working closely 
with country directors to determine 

how those priorities will translate 
into programme objectives in each 
regional context. “At the moment 
Oxfam’s priorities are climate 
change and poor women’s rights,” 
says Jestico, “so in Guatemala, for 
example, the country team will say, 
‘these are the needs in our country 
and these are the areas that we 
want to work on.’ This builds into a 
regional strategy, which then feeds 
upwards into the corporate plan that 
defines how we distribute funds.” 

Within this planning strategy, Oxfam 
aims to move incoming funds 
through the Charity quickly, and to 
avoid accumulating funds wherever 
possible. Glenn Francis, Oxfam’s 
Group Financial Planning and 
Reporting Manager, explains that, 
“this is a balance. From a financial 
stability point of view, the more 
reserves you hold the better, but 
from the point of view of delivering 
programmes and getting resources 
out to people living in poverty as 
quickly as possible, well obviously 
we want to help as many people 
as we can as quickly as we can.” 
Jestico adds that, “donors don’t give 
us money to hold it in the bank. It is 
financially prudent to hold a level of 
reserves, but we do recognise that 

donors don’t give us money for us to 
sit on it.” 

This means, says Jestico, that apart 
from investments in a small number 
of fixed assets (mostly in the form of 
Oxfam’s shops), “designated funds 
are not a mechanism that we use 
very often.” Oxfam’s trustees have 
only set aside funds for a specific 
future project on a handful of 
occasions over recent years. One 
example has been the designation of 
funds to run a long-term micro-credit 
scheme in Azerbaijan, and another 
the creation of a fund to cover 
costs associated with investing in an 
ongoing project to introduce a single 
management structure, which will 
streamline the way Oxfam works with 
its affiliates, 13 other independent 
organisations which form a global 
confederation working together 
as Oxfam International. Although, 
as mentioned above, Oxfam does 
own some of the shops it uses for its 
trading activities, the Charity has a 
policy of reducing its property assets 
where possible. “For example,” 
says Jestico, “when we moved our 
offices five years ago from premises 
in North Oxford, we owned four 
of the buildings of the nine that we 
were occupying at that time, and the 

Oxfam  
Alison Jestico, Head of UK Finance & Glenn Francis,  
Group Financial Planning and Reporting Manager

Oxfam works with others to overcome poverty and suffering around 
the world. The Charity operates in 63 countries spread over seven 
regions, and divides its charitable activities between the categories of 
humanitarian work, development and campaigning. 
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68 Net trading income on this sum of £74.4 million was £16.3 million, after the deduction of £58.1 million spent by Oxfam on trading costs.
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decision was taken that we would sell 
all those buildings. The building that 
we are in now is leased.” In addition, 
says Jestico, Oxfam has avoided 
building up a large investment 
portfolio with its reserves. “It’s our 
policy that if someone donates us 
equities or stocks and shares, we’ll 
sell them for cash,” she explains. 

Oxfam takes a similar approach 
to its free reserves. As Francis 
explains, “the reasons for having 
a reserves policy in place are to 
look at maximising income - in so 
far as holding a level of reserves 
that doesn’t discourage donors to 
give money - but at the same time 
holding enough free reserves to 
ensure the financial stability of the 
organisation, allowing us to carry 
out our plans without disruption and 
make any changes that we need 
to seamlessly.” The calculation of 
what those reserves should be is 
based on a risk model taking into 
account income streams, the nature 
of expenditure and commitments. 
Oxfam’s free reserves are equivalent 
to around three months worth of the 
Charity’s unrestricted expenditure, 
and its reserves policy is reviewed 
on an annual basis to make 
sure that it is still appropriate. If 
changing circumstances in overseas 
programming mean that Oxfam 
doesn’t spend all the funds it had 
planned to in a particular timeframe, 
funds can then be allocated to other 
activities. 

Being such a large charity, and with 
so many people living in poverty 
around the world dependent on its 
programmes, does Oxfam’s finance 
department not worry about holding 
such a low level of reserves? Francis 
and Jestico say that the current 
recession has been a good test of 
the Charity’s policy on accumulating 
funds, and that Oxfam’s success in 
weathering the financial storm has 
been proof that the policy works. 
Jestico says that the key to surviving 
the recession was that the trustees 
“recognised early that it was likely 
to have a major effect on us, and 
took action quickly.” Responding to 
pessimistic forecasts in its financial 
planning for 2009/10, Oxfam took 
steps immediately to cut its central 
costs, while putting in place a plan 
to reduce programme costs over the 
following 18 months. In addition, 
says Jestico, after much discussion 
with the corporate management 
team and the trustees’ audit and 
finance group, “we asked ourselves, 
why are we holding reserves if it isn’t 
for a rainy day? And the outlook 
was that it was going to be pouring. 
So we reached an agreement that 
we would allow general reserves to 
dip as low as £24 million, and the 
trustees said they would be happy 
and confident with that, provided we 
were able to demonstrate that we 
would be able to bring the reserves 
back into the range recommended in 
the policy within two to three years.” 

Jestico explains that having the facility 
to allow reserves to drop so low meant 
that, despite predicting a quick drop in 
income streams during the recession, 
Oxfam was able to plan cuts to 
programming over an eighteen month 
period, rather than making “knee-jerk 
reaction” cuts that would hit people 
living in poverty harder. Throughout 
the next year, she says, “we monitored 
very carefully how income streams 
were moving, and in fact trading held 
out pretty well and the other income 
streams didn’t drop as much as we’d 
thought. So at the end of last year we 
actually ended up in a much healthier 
position than we’d expected.” Jestico 
points out that, “if you’re a hospital 
charity and you’re saving money 
to build a new wing or buy a new 
piece of equipment,” then it might be 
necessary to hold higher reserves, but 
at Oxfam, “we are very operational, 
we’re responding to emergencies and 
people in crisis and we don’t want to 
keep them hanging on.”
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In 2009-10, Guy’s and 
St Thomas’ Charity’s total 
expenditure was £21.3 million 
(£12 million of which was spent 
on grant-making) and its incoming 
resources totalled £13.5 million. 
The Charity’s two main sources 
of income are investment income 
(£11 million in 2009-10) and 
voluntary income (£2.3 million 
during the same period). 

The Charity’s main form of 
expenditure is its grant-making, 
in support of a range of services 
provided by Guy’s and St Thomas’ 
NHS Foundation Trust and other 
NHS Trusts in Lambeth and 
Southwark, and health-related 
research projects carried out by 
academic institutions working in 
partnership with these beneficiary 
Trusts. Grants made by Guy’s 
and St Thomas’ Charity account 
for around two to three per cent 
of the overall funding of Guy’s 
and St Thomas’ NHS Foundation 
Trust. The level of the Charity’s 
grant-making varies from year to 
year; it made grants to the total of 
£18 million in 2007; £4 million 
in 2008; £29 million in 2009 and 
£12 million in 2010. This variation 
is due to some years in which the 

Charity has committed large grants 
for multi-year projects. In 2009, 
for example, grant commitments 
included £8.8 million towards 
multi-year developments in cancer 
services, and nearly £8 million 
towards three years of research 
infrastructure funding.

Guy’s and St Thomas’ Charity 
holds total funds to the value of 
£488.7 million, £368.5 million 
of which are endowed funds. The 
Charity holds 17 small permanent 
endowments (worth a total of £4.9 
million), but most of its endowed 
funds are held in an expendable 
endowment (or ‘general fund’) 
to the value of £363.6 million. 
Director of Finance James Varley 
explains that the endowment 
dates back to the founding of 
St. Thomas’ Hospital in the 16th 
century and Guy’s Hospital in the 
18th century, when the hospitals’ 
founders Edward VI (Henry the 
VIII’s son) and Thomas Guy 
originally endowed these monies 
and land. When the NHS was 
formed in the 1940s, the funds 
were kept separate under the 
control of a board of governors. 
Guy’s and St Thomas’ Charity 
is the successor of that board, 

following the appointment of 
Special Trustees in the 1970s.

Aside from its endowment funds, 
Guy’s and St Thomas’ Charity 
also holds £109.9 million in 
unrestricted (designated) funds and 
£10.4 million in restricted funds. 
The restricted funds, which have 
mostly been gifted to the Charity 
in the form of legacies or research 
donations, are earmarked for 
particular areas such as cancer 
research or children’s services, 
or sometimes as ‘ward funds’ to 
support specific wards in one of 
the hospitals. The allocation of 
these funds is usually guided by 
health professionals working in 
the hospitals in the relevant field, 
in partnership with the Charity. 
Most of the Charity’s designated 
funds (£73.7 million) are invested 
in charitable property, such as 
accommodation for hospital staff 
and some NHS office buildings. 
Designated funds to the value of 
£4.6 million are held in an Art 
and Heritage Fund, which consists 
of the historical collection of art 
and new works on display in the 
hospitals and their grounds, for the 
charitable purpose of improving 
the hospital environment. 

Guy’s and St Thomas’ Charity 
James Varley, Director of Finance

Guy’s and St Thomas’ Charity supports innovations and improvements to enrich the 
healthcare of patients and service users across the London boroughs of Lambeth 
and Southwark, and inform changes to the wider health service. The Charity works 
in partnership with a number of NHS Trusts – particularly Guy’s and St Thomas’ 
NHS Foundation Trust – through a mixture of grant-making, loans, fundraising, art 
and heritage, mission related investing and joint funding. 

CASE
STUDY
Three
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With such a large percentage of 
its total income coming to the 
Charity in the form of investment 
income from its endowment, 
how does Guy’s and St Thomas’ 
Charity make decisions about how 
and for what purposes it should 
fundraise for donations from the 
public? “A lot of our voluntary 
income - especially the legacies 
- comes from family, friends and 
grateful patients who are treated 
in the hospital,” says Varley. “The 
Charity also has a fundraising 
team that focuses on key priority 
areas, such as a campaign we 
ran a few years ago to equip 
the new children’s hospital at 
St Thomas’.” In this case, the 
Charity had made a grant of 
£50 million to pay for the new 
hospital, and then followed this 
up with a fundraising campaign 
to raise the £10 million needed 
to equip the hospital. Varley says 
that, although the public may have 
known that Guy’s and St Thomas’ 
Charity has a large endowment, 
this didn’t prevent the appeal 
being a success. “Some donors 
found comfort in the fact that 
they were giving to a charity that 
was financially secure and would 
carefully manage their gift,” he 
says. “Their primary concern was 
that their money would be put to 
good charitable use. Given that 
the Charity had already made a 
£50 million grant, donors didn’t 
feel it was inappropriate for the 
Charity to fundraise for the extra 
£10 million.” 

Guy’s and St Thomas’ Charity has 
no plans to spend its endowment 
capital. As Varley explains, the 
Charity’s investment policy is 
to maintain the endowment in 
real terms for the long term, and 
to generate funds to use for its 
charitable activities. In a recent 
consultation exercise as part of 
a strategy review, beneficiaries 
supported the maintenance of the 

endowment in real terms. Varley 
believes that the widely held view 
is that the endowment dates back 
500 years, and as such is not there 
for one particular generation to 
spend. Instead there should be a 
balance between current priorities 
for spending and those that might 
arise in the future. 

While not planning to spend down 
from its endowment, Guy’s and 
St Thomas’ Charity has begun to 
look at innovative ways to use its 
unrestricted funds through a series 
of Mission Related Investments. 
Alongside the more well-
established mission investments 
mentioned above (in charitable 
property and art and heritage 
investments), these include a 
Charitable Loans Fund of £1 
million and a Health Venture Fund 
of £750,000. Through the latter, 
the Charity has recently launched 
a scheme called GIFTT (Guy’s 
Innovation Fund for Technology 
Transfer). Varley explains that 
via GIFTT, the Charity funds 
exciting healthcare innovations 
in areas such as medical devices 
and diagnostics – that originate 
from the hospital and also have 
commercial potential. If they are 
commercially successful, some 
of the financial return on these 
investments will come back to the 
Charity. Although the scheme has 
only been running for 18 months, 
it has generated a high level of 
interest and a number of licence 
agreements have been secured 
for the new technologies it has 
in development. “The delivery of 
healthcare is of course connected 
to the commercial world, and 
the NHS – especially through the 
foundation trusts – is becoming 
more commercially focused,”  
says Varley, “so the Charity 
is interested in working in 
collaboration with partners to  
take advantage of opportunities  
that arise in the future.”
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1

Plan around a realistic cash flow 
forecast. Unless there is reason 
not to do so, financial information 
should be prepared on a going 
concern basis. Remember that you 
will have incoming resources over 
the coming years and be realistic 
about how much you really need to 
put aside to cover future long and 
short-term expenses. 

2

Revisit your charity’s reserves 
policy. Consider whether you are 
being over-cautious in the level you 
have set for your reserves and the 
funds set aside for planned capital 
expenditure. Could your charity 
manage risk and carry out its 
activities with lower reserves?

3

Ask funders to clarify the 
time frame for their funding 
commitments. Funders should  
be able to let you know if they  
are planning to offer your charity 
multi-year support or short-term 
funding. Knowing when and for 
how long you can depend on 
receiving grants will enable you to 
be more efficient in your financial 
planning.

4

Consult your staff. Initiate a 
debate within your charity about 
how retained funds could be better 
put to use in pursuit of mission. 
Staff are at the coal face of your 
charity’s activities, and will have 
ideas and experiences to share 
about the most efficient use of 
charitable funds.

5

Forecast possible scenarios for 
freeing up funds. You may find 
that, with good financial planning 
and risk analysis, it is possible to 
work more efficiently with less in 
reserve. 

6

Consider spending from 
endowments. It may be easier  
than you think to spend capital  
from permanent endowments. 
Contact the Charity Commission  
if you are in doubt. 

7

Look at ways to diversify your 
funding streams. Although it can 
be difficult to achieve, increasing 
diversity in the source of funds 
creates a more secure income base 
for charities, which in turn reduces 
the need for high levels of reserves.

  
8

Consider selling property and 
renting office space. Is property 
ownership the most efficient use 
of funds by your charity? Working 
from rented office space can free 
up funds held in fixed assets.

 
9

Speak to trustees in other large 
charities that hold low levels of 
reserves and other retained funds. 
Find out how they manage their 
financial planning and look into 
the possibility of adopting similar 
processes.

10

Consider making mission 
related or programme related 
investments. This could enable 
your charity to put its retained funds 
to work, supporting initiatives in 
line with your own charity’s mission 
without spending from funds 
definitively.

T IPS FOR TRUSTEES
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Conclusion
As the case studies featured in 
this paper show, the decision 
around how much a large charity 
needs to hold in retained funds 
is an individual one, and there 
is no one-size-fits-all calculation 
for deciding what this figure 
should be. Relevant to all 
charities, however, is the exercise 
of revisiting financial planning 
processes and considering 
whether trustees’ approach to 
the management of funds is fully 
aligned with the pursuit of their 
mission and objectives.

As we have seen, the 
management of charitable funds 
is a complex process, which needs 
to take into account a range 
of – sometimes unpredictable – 
factors, and disagreement around 
the purpose and definition of 
different kinds of funds only serves 
to complicate this task further. 
The best way to support trustees 
in managing financial decision-
making, however, is through open 
and constructive debate within the 
voluntary sector, and we hope that 
this paper will help to encourage 
that debate.

Confident long-term financial 
planning helps trustees to allay 
fears about potential risks to 
their charities’ financial security, 
enabling them to find the right 
balance between responsibility 
and excessive caution in 
managing their funds. This in turn 
enables them to work safely while 
maximizing the impact of their 
charities’ activities. As the Charity 
Commission states,

“… a charity that plans its 
reserves in the wider context of 
a medium to long-term strategy 
and tells its story effectively 
to beneficiaries, funders and 
the public generally is more 
likely to operate successfully. 
It will build the confidence of 
its beneficiaries, funders and 
wider stakeholders, therefore 
making its long-term future more 
secure.”69  

 
 
 
 
 
 

Finding this balance can help 
charities to free up funds (or 
avoid accumulating them in the 
first place), benefiting both their 
own charities and the sector 
as a whole. This, in turn, can 
help charities to achieve greater 
accountability, and to work more 
strategically and efficiently in 
pursuit of their mission and in the 
service of their beneficiaries.

‘Relevant to all charities is the exercise  
of revisiting financial planning processes  
and considering whether trustees’ approach  
to the management of funds is fully aligned 
with the pursuit of their mission.’

69 Charity Commission RS13: Tell It Like It Is: The extent of charity reserves and reserves policies (Nov 2006),  
www.charitycommission.gov.uk/Publications/rs13.aspx, p.4
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Designated funds Funds that are earmarked by a charity’s trustees to be used  
for particular purposes in the future.

Earned income Income raised from the sale of goods and services (including 
trading subsidiaries) or in payment for services contracted by statutory bodies.

Endowment A type of restricted fund, taking the form of capital invested to 
produce income or tangible assets (such as equipment, land or buildings) that 
are used for the purposes of a charity (either directly or to produce an income). 
Endowments can be permanent, in which case they must be preserved by the 
trustees and cannot be spent as income, or expendable, in which case the 
trustees may choose to convert endowed assets into income that can be spent.

Free reserves Funds freely available to be spent by trustees on any of the 
charity’s purposes. Free reserves are held to help manage continuity and to 
protect the charity in the case of emergencies.

Grant-making charities Usually called grant-making trusts or foundations,  
these are charities that make grants to others to carry out charitable activities. 
Grant-makers do not usually fundraise or deliver programmes.

Investment income Income generated from investments and rent from 
investment property.

Mission related investments (MRIs) Funds invested by charities in other 
charities or social businesses, whose work is in line with their own charitable 
objectives. MRIs are intended to produce both a financial and social return.

Operating charities Charities that fundraise in order to deliver services and  
carry out programmes (operating charities may also make grants to others as  
part of their activities).

Reserves policy A policy that sets out clearly why a charity is holding free 
reserves at a particular level.

Restricted funds Funds that are subject to a particular restriction on their use  
(as, for example, specified by a donor or statutory funder). Endowments (see 
above) also fall within the category of restricted funds.

Retained funds Any incoming funds that are retained unspent within a charity.

Voluntary income Income received in the form of grants or donations, 
including legacies, from the general public or from grant-making trusts and 
foundations. Can also include grants from statutory sources.

Glossary of Terms
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