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and the
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Nonprofits and S(]Uifl'ElS by Richard F. Larkin

* Most of us have at least a few “squirrel” tendencies. It is
comforting to have something put aside for the winter or the
proverbial rainy day.

* Being rich, in the nonprofit sector, is not an unmitigated
blessing.

* Of course being poor is not the answer either.

* There is a continuing tension between wanting to be rich
and needing to look poor — because the need for our services
Is great whether we are putting something aside for the
future or not.

* Squirrels must be well programmed to
handle this, as there are always lots of
squirrels still around at winter’s end.

* Non-profits need to learn to be more like
squirrels
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Agenda

 Why are we talking about operating reserves?

* Overview of Reserve Guidance
— Nonprofit Operating Reserves Initiative (NORI) White Paper
— Making the Case
— Defining the Operating Reserve
— Factors for determining a Reserve Ratio
— Operating Reserves Policy Toolkit

* Practical Applications
— Missing the “red flags”
— Building reserves from the ground up
— A step beyond - cash flow forecasting
* Investments Considerations

* Questions & Answers
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Why are we talking about reserves?

Research indicates that a
large portion of nonprofits
may not have sufficient
reserves.

For example, according to
analysis of IRS Form 990
data (2003):

— 1,516 or nearly 50% of 3,154
nonprofits located in
Washington, D.C. had year-end
operating reserves below 25
percent or less than 3 months
of their annual expense budget.

— In fact, 996 nonprofits (32%)
had reserves of zero to 25
percent while 620 nonprofits
(16%) actually had negative
reserves ratios.

Nonprofit Operating Reserves Initiative I
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Why are we talking about reserves?

Washington-Area Nonprofit Operating Reserves

AMY BLACKWOOD, THOMAS H. POLLAK THE URBAN INSTITUTE
http://www.urban.org/publications/411913.html

This report, funded by the Eugene and Agnes E.
Meyer Foundation, looks at the operating
reserves—the cash and other liquid assets—of
public charities in the Washington Metropolitan
area. Using IRS Form 990 data, the report found
that 57 percent had reserves insufficient to
cover three months of expenses, a level that
many experts consider the minimum necessary
for financial stability. This leaves them especially
vulnerable to the rapid declines in revenue or
increases in expenses that occur in economic
downturns like the present. A substantial
percentage of all types and sizes of organizations
lacked adequate reserves.
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Why are we talking about reserves?

Nonprofit Times, March 22, 2010

Survey: No Cash On Hand At 12% of Charities

by Nonprofit Finance Fund (NFF)
http://www.nptimes.com/10Mar/news-100322-1.html

America’s nonprofits expect that 2010 will be financially more difficult or as
difficult as 2009, according to a survey, the results of which were released by
Nonprofit Finance Fund (NFF). And, some of them don’t have enough cash on
hand to get through a dry patch of more than 100 days.

The survey of more than 1,300 nonprofit leaders in markets nationwide also
found strong evidence of the dramatic and creative steps that organizations
are taking to maintain and even expand service delivery to meet increased
demand during this time of continued economic uncertainty.

Key findings include:
* The majority (61%) has less than three months of cash available
* 12% have none.
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The Nonprofit Operating Reserves Initiative (NORI)

A diverse group of experienced individuals representing multiple facets of
the nonprofit sector convened to address the need for maintaining
operating reserves at levels adequate for achieving financial stability.

 Two over-arching objectives:
— Define an operating reserves ratio
— Bring focus to the importance of financial
stability
* Process:

— Nonprofit leaders, service providers, and
concerned professionals gathered multiple
times to discuss concept and terms.

* Results:
— General consensus

— (Call to action - increase the number of nonprofits
that maintain operating reserves at levels adequate for
achieving financial stability

— A Whitepaper = Maintaining Nonprofit Operating Reserves
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The NORI Whitepaper

“Maintaining Nonprofit Operating Reserves, An
Organizational Imperative for Nonprofit Financial
Stability”

Used the United Way Guide to
Establishing and Maintaining Reserves
as a starting point

Incorporated many of the NCCS
definitions

Endorsed by many prominent
national non-profit organizations

To read the whitepaper, go to:

http://www.nccs2.org/wiki/images/3/3c/OperatingReservesWhitePaper2009.pdf
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Making the case for having an Operating Reserve

* “Nonprofit” does not mean “no surplus allowed”
— Accumulated surpluses to create Operating Reserves are a necessary component of nonprofit success.

 Continued Fulfillment of Mission

— Operating Reserves help organizations preserve their capacity to deliver on their missions in the event
of unforeseen financial shortages.

e Sound Investment

— Individual donors and institutional funders (should!) perceive organizations with operating reserves as
more likely to remain sustainable making them a better risk for investment of contributions and grants.

 Improved Cash Management
- Having a line of credit in place is a good cash management strategy, but a line of credit is not a
replacement for adequate reserves.

e Reduces Stress

— Operating reserves reduce stress on the organization and its leaders, reduce turn-over of key staff who
can burn-out under sustained chronic cash flow issues.

* Fosters Strategic Decisions

- Without an operating reserve, an organization can be thrown into cash flow stress and become
distracted from good long-term decision-making or forced to make expensive short-term crisis-based
decisions, or worse; it may not have the resources to continue delivery of its programs.

The real question is “Can we afford not
to have an Operating Reserve?”
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Defining Operating Reserves

Statement of Financial Position

Assets
< Liabilities >

Net Assets

Current Liabilities
Accounts Payable
Accrued Expenses
Payroll Liabilities
Deferred Revenue . .
Refundable Advances Liabilities
Line of Credit
Current Portion of Loan

Long Term

ﬁ%‘fgage N et A ssets Unrestricted

Loan (over 1 year) Temporarily Restricted

Permanently Restricted

Debit Credit
Balance Balance
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Defining Operating Reserves

Unrestricted Net Assets

Available

Unrestricted Net Assets available
for designation by the board

Not Available

(Excluded from available net assets)
Equity in Fixed Assets is not available
for designation by the board

Board-Designated
Operating Reserves

(Board establishes minimum

Operating Reserve Ratio
___ % of annual operating expenses)

Undesignated
Operating Funds

Undesignated portion of
available net assets
(Can include non-current, non-

liquid net assets excluded from a

funded reserve)

Board-Designated
(Non-Operating)

Special Purpose Funds
Quasi-endowment (if applicable)
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Defining Operating Reserves

Available

The simplest definition of reserves

e The portion of unrestricted net assets that is
available for designation as reserves after
excluding non-available net assets

Not Available

Can’t be considered as operating

reserves

e Equity in Fixed Assets (the value of Fixed Assets
net of mortgages and notes that are secured by
such assets)

Non-Current

Should not be considered as part of

operating reserves

e Non-current and/or non-liquid assets such as
long-term pledges, inventory, prepaid expenses
and deposits held by others.

Nonprofit Operating Reserves Initiative I
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Board-designated
Operating Reserve
Formally designated by the board

e Fixed amount or based on a minimum operating
reserve ratio determined as a percentage, or
number of months, of annual expenses (prior
year actual or current year expense budget).
Preferably “funded” - represented by highly
liquid available assets.

Other Board-designated
Funds
Formally designated by the board

e Funds for special purpose(s)
e Quasi-endowment

Undesignated

e Funds that fluctuate up or down according to
day-to-day changes in normal cash flow activity
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Deeper Definitions

* Funded Reserve

— A fund consisting of liquid assets and investments

— Accounted for in the financial statements separately
from operating funds and available net assets

— Notrequired to be physically segregated in separate
bank account

* Liquid Assets

= il
— Assets that can be converted to cash l 1 w
quickly and easily = | “
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Operating Reserves Ratio

Calculating the Ratio

* Can be calculated in terms of a percentage:

Operating reserves divided by annual operating expense*
$75,000 (available) + $600,000 (annual expense) = 0.13 or 13%

e Or number of months:

Operating reserves divided by 1/12th of the annual operating expense
$600,000 (annual expense) + 12 = $50,000 per month
$75,000 (available) + $50,000 (1/12th annual expense) = 1.5 or 1 % months

* Use either prior year actual expenses or current year budgeted expenses

= URBAN
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How much? It depends.

Determining the appropriate ratio

e The minimum operating reserve ratio at the lowest point during the year
suggested by the Nonprofit Operating Reserves Initiative Workgroup is 25%
or about 3 months of the annual operating expense budget.

e Regarding what level of operating reserves above this minimum might be
adequate for financial stability, the Workgroup reached the conclusion that
“it depends” - each organization must arrive at its own rationale for what
it considers adequate.

e There is no single correct solution or benchmark - one size simply does not fit
all when it comes to setting the amount for Operating Reserves.

e An organization must begin by examining the common factors at play in their
operation
- Revenue volatility factors
- Spending flexibility factors
- Governance & Management factors
- Level of programmatic risk
- Organization life cycle stage
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Revenue Volatility Factors

Common risk factors for volatility in revenue
streams include, but are not limited to:

11/16/2010

Stability of donated revenue from primary sources
Predictability of pledge collections
Reliability of grants and contracts for services

Uneven cash flow (cash inflows and outflows out of sync) such as
deferred revenue for future programs or covering expenses for
reimbursable grants

Level of dependence on one or two major donors
Level of dependence on a single fundraising event

Foundation policies on support of overhead, indirect expenses
(operating vs. restricted support)

Economic health of the community

Publicity that could adversely affect current or future revenues
Likelihood of severe weather or natural disasters that would affect
implementation of programs.

(Adapted from the Nonprofit Operating Reserves Initiative Toolkit 2010)
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Spending Flexibility Factors

Common factors that influence the ability to
adjust spending levels include, but are not
limited to:

11/16/2010

The organization’s importance in community crisis situations (for
example if the organization’s mission involves disaster relief)

The extent to which economic downturns or other types of events
may affect demand for services, either up or down

Ability to downsize operations quickly and still provide programs
Long term leases with substantial penalties for cancelation
Balance of permanent fulltime staff vs. temporary part-time
Relationship with (obligations to) labor unions, union contracts
Dependence on key person

The extent of funding commitments made for longer than one year
Amount of unsecured debt carried by the organization

(Adapted from the Nonprofit Operating Reserves Initiative Toolkit 2010)
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Governance & Management Factors

Indicators for a higher
level of Operating Reserve

11/16/2010

Our governing board takes a longer-
term view of provision of services
and its attitude is to be very sure
there are always resources
available.

Our governing board’s approach to
planning and budgeting is a
conservative and prudent one, and
considers that maintaining
operating reserves is a
fundamentally sound financial
management practice.

Our planning and budgeting
processes have historically proved
to be less accurate in forecasting
financial results.

Nonprofit Operating Reserves Initiative I

Indicators for a lower level
of Operating Reserve
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The governing board believes it is
of overriding importance that every
possible resource is used in the
provision of current program
services.

The governing board believes it is
of overriding importance that every
possible resource is used in the
provision of current program
services.

Our planning and budgeting
processes have historically proved
to be fairly accurate in forecasting
financial results.
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Reserve Balance Decision Matrix

Operating Reserve Balance Decision Matrix

HIGH

Risk for Spending Volatility

Storm on the Horizon
LOW HIGH

v

Risk for Revenue Volatility

e Asthelevel of risk for revenue volatility increases, so does the level of reserves
e As thelevel of spending volatility increases, so does the level of reserves
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NORI’s Call to Action

Every nonprofit organization should have a
written Reserve Policy that:

— Defines its own “adequate” operating

reserve level
(general recommendation is three months of
operating expenses +/- risk factors),

— Defines how its operating reserves
are calculated, and

— Provides the rationale that led the
Board to create those policies.

/
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An Operating Reserves Toolkit

Work Began on the Toolkit in the fall of 2009

— A Task Force established to create the toolkit
including representatives from:

* American Heart Association

* American Sport Education Program

* Association of Fundraising Professionals
* BBB Wise Giving Alliance

* BDO Seidman’s Institute for Non-Profit Excellence
* EHF Nonprofit Finance Consulting
* GuideStar USA

* Merrill Lynch Wealth Management

 National Center for Charitable Statistics
of the Urban Institute

* National Human Services Assembly
* Spectrum Nonprofit Services

* United Way Worldwide (Chair of the Task Force)
* World Learning

— An Exposure Draft was released for comment in March 2010
— The Toolkit was officially launched in September 2010
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What kind of stuff is in the Toolkit?

e Content

— Operating Reserves: What are they and why have them?
— Can we afford a Board Designated Operating Reserve?

— Developing a Written Operating Reserve Policy

— Managing the Operating Reserve

— Investing assets related to the Operating Reserve

— Legal, Tax, and Accounting Implications

. Appendlces

— Glossary of Terms
— Sample Operating Reserve Policies

— Sample Text for Audit Footnotes and IRS Form 990
Disclosure

— Illustrative Statements of Financial Position
— Operating Reserve Needs Analysis Worksheet
— Investment considerations

. . T URBAN
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Steps in Developing Policy

* Suggested sequential process for developing an
Operating Reserve Policy

11/16/2010

1. Make the case for the need for an operating reserve to the board of directors.

— In advance of the board meeting, a copy of the whitepaper “Maintaining an
Operating Reserve” by the Nonprofit Operating Reserves Initiative Workgroup
is provided to board members as background.

. The board concurs with the case and asks the finance (or other) committee to

create an operating reserve policy draft.

. The finance committee and chief administrative and finance staff use tools from

the “Operating Reserve Policy Toolkit” to determine a reserve ratio and/or a
target amount for the reserve and to draft the actual policy document using
outlines and sample language from the ToolKit.

. The draft policy is presented to the board.
. The board discusses and either approves the policy or requests changes based

on discussion.

. The policy is finalized and approved.
. Implementation of the policy commences.
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Developing Policy

* Basic Components of a Reserve Policy

» Statement of purpose / philosophy
— Why is this board designating the funds?

— What are the objectives?

 Establishment of the fund

— When established? Opening balance? Target amount? Ratio
calculation method?

* Definition of terms (if appropriate)

* Use and replenishment
— Who may access the fund? What authorization is given or required?
- What communication methods are acceptable?
— What is the standard expectation for repayment of accessed funds?
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Developing Policy

* Basic Components of a Reserve Policy continued

 Management and monitoring
- Who is responsible for managing the fund?

— Is a separate bank account is required? Who may open and/or monitor
bank accounts?

— What are the accounting procedures, reporting requirements, and
disposition of any interest income?

- What are the liquidity requirements for funds comprising the
operating reserve? Can they be invested?
* Role of the Finance Committee
- How will the committee monitor the activity in the funds?

— How often and in what manner will they report to the Board about
funds activity?

— How often will the Operating Reserve Policy be reviewed and updated?

11/16/2010 Nonprofit Operating Reserves Initiative il URBAN
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Legal, Tax & Accounting Implications

* Does the Operating Reserve fall under FASB Staff
Position 117-1?

— Footnote 2 to paragraph 1 of the FSP defines endowment as:

An established fund of cash, securities, or other assets to provide income for
A
@ T the maintenance of a not-tor-protlt organization. The use of the assets of
the fund may be permanently restricted, temporarily restricted, or
unrestricted. Endowment funds generally are established by donor-restricted
gifts and bequests to provide a permanent endowment, which is to provide a
! permanent source of income, or a term endowment, which is to provide income

e for a specified period. .....

An organization’s governing board may earmark a portion of its unrestricted net assets as a
board-designated endowment (sometimes called funds functioning as endowment or quasi-
endowment funds) to be invested to provide income for a long but unspecified period. A board-
designated endowment, which results from an internal designation, is not donor restricted and
is classified as unrestricted net assets.

This FSP uses the term endowment to mean all of an organization’s endowment funds
collectively, which thus encompasses both donor-restricted endowment funds and those
established by board designation (herein called board-designated endowment funds). The latter
are sometimes called funds functioning as endowment or quasi-endowment funds.
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Legal, Tax & Accounting Implications o

* Whether or not some portion of an ‘g/j
organization’s assets are covered by the
FSP depends on the organization’s '
intention regarding the assets. —

— Since operating reserves are normally not donor-restricted, the
question becomes one of the intentions regarding any board-
designated amounts.

— If the board has formally designated such reserves as endowment (or
specifically for the long-term production of investment income,
regardless of whether the word ‘endowment’ is used), then they are
covered by 117-1.

— If the purpose is expressly or implicitly for some other purpose - even
though some income may incidentally be earned from temporary
investment of the funds - then they would not be covered by 117-1.
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Sample Text for Audit Footnotes

* Board-Designated Operating Reserves are a portion
of the accumulation of unrestricted surpluses that
are available for use at the discretion of an
organization’s board. The presence of a Board-

—— Designated operating reserve increases an
f— organization’s ability to absorb or respond to
temporary changes in its environment or
= circumstances, for example the unanticipated event
of significant unbudgeted increases in operating
expenses and/or losses in operating revenues.

|

* The organization maintains an Operating Reserve policy that requires the
board set aside a portion of Available Unrestricted Net assets at the end of
each fiscal year to fund a Board-Designated Operating Reserve. The policy
also establishes a goal for the Board-Designated Operating Reserve of a
minimum target balance equal to two months of operating expenses

($300,000) and a maximum balance of five months operating expenses
($750,000).
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Sample Text for Audit Footnotes ..

e Available Unrestricted Net Assets are defined as the portion of total
unrestricted net assets that are available for designation by the board
for operating reserves and for non-operational special purposes or
board-designated quasi-endowment that further the mission of the

organization.
Unrestricted Net Assets at 12/31/09 are:
Total Unrestricted Net Assets $967,450
Less Equity in Fixed Assets <$ 75,300>
Less Board Designated for Special Initiatives <$ 50,000>
Less Board Designated Quasi-Endowment <$375,000>
Less Board Designated Operating Reserve <$350,000>
Undesignated Operating Funds $117,150

* The Board of the organization has established an objective of $350,000
(2.3 months of operating costs) of Unrestricted Net Assets as an Board-
Designated Operating Reserve in accordance with the policy.
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Missing the “Red Flags”

* If you saw this on a NFP financial statement,
would you be concerned about their

reserves?
2009 2008 2007 2006 2005

Total Unrestricted
Net Assets 4,377,519 6,415,144 7,374,403 7,239,967 6,473,898

. . e =N | JRBAN United ~
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Missing the “Red Flags” iom

 What if you saw it this way?

2009 2008 2007 2006 2005
Board Designated Funds
for Special Purposes 3,450,749 4,902,030 4,437,006 4,776,432 3,475,611
Board Designated
Operating Reserve 536,737 536,737 536,737 536,737 718,386
Property & Equipment
(net of outstanding
debt) 2,101,663 2,214,055 2,295,114 2,404,539 2,541,808
Undesignated Operating
Funds/ Borrowed from
Designated funds If (1,711,630) (1,237,678) 105,546 (477,741) (261,907)
Negative
Total Unrestricted
Net Assets 4,377,519 6,415,144 7,374,403 7,239,967 6,473,898

— This organization had used some or all of its designated operating reserve plus
some of the other designated funds for operations in all but one of the five years
shown.
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Missing the “Red Flags” o

 How did they get here?

— CEO headed for retirement and “checked out”

— COO running the show and very focused on being an
“Innovator”

* Always looking for funding for new initiatives
» Always asking the board to set aside funds for specific purposes

— Outgoing CFO raising concern but the message never got out
of the Finance Committee

* Administrating a new government program requiring them to

make payments (as much as $600,000) and then seek
reimbursement

 Large DAF program (more than $3,000,000) made it possible to
“float” funds for a while, hiding the imminent cash flow crisis
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Missing the “Red Flags” o

 How did this play out?
— Situation comes to a head:

* New CFO draws a line in the sand by stopping allocation and designation
payouts until the board addresses the problem

* CEO and COQO insist that there is plenty of cash in the bank

— Board Chair steps in to sorting things out
* Looked at the audit and quickly saw the problem.

 Recommended elimination of all the board
designated “funds” and reserve since they really
didn’t exist.

 Recommended the board acknowledge the
problem with the agencies and pledge to work
quickly to find a resolution.
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Missing the “Red Flags” o

* What remedies were taken?
— The Board stepped up to the plate:

 Communicated with agencies on actions and plans to
rebuild faith

* Longterm recovery plan paying short term dividends in
the media

* CEO opted to retire earlier than planned so the board
appointed a board/staff executive liaison to keep the
changes on track until a new CEO was found

* Board appointed interim CFO (a local CPA with extensive
NFP experience) to work with them until new CEO hired a
new CFO

— Reviewed the basis for each board designated fund and reduced or
eliminated them from the books

— Allowed them to identify true cash position

— Opted to dip into DAF money for the short term in order get payouts
up to date

— Working on a plan to rebuild cash balances and operating reserves
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Rebuilding Reserves

e Before e After

In August 2004, NFP’s “Net Cash Current net cash balance in

Position” was -$1.1 million, with corresponding period was $1.6
$1.0 million in debt and an million, with cash balance
exhausted credit line. January of $2.4 million
— Ignoring the costs of borrowing — No debt on the books
— The building was mortgaged and — Operating Cash Balance of $.8
the credit line “maxed” out for million in January 2010
eight straight months. :
— Operating Reserve fund balance
— The Operating Cash “book of $1.6 million in January 2010
balance’ was a negative — Operating Reserve fund
$291,000 drawdown made in August 2009
— Net operating deficits in recent to cover cash needs determined
years due to "funding” more than by the organization’s Operating
‘raising” (unrealistic budgeting) Reserve fund policy
— Big hearts over-ruled good — 2009-2010 Budget projects a

surplus available to fund
Operating Reserve fund balances
as determined by the policy

decision making
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Strategies to Build Reserves

* Budgeting for operating surpluses

* Funded depreciation

— Specific budget line item to build the reserve
(and what to call it)

* Capital Budgets

* Capital Campaigns

11/16/2010
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Strategies to Build Reserves

.. * A Volunteer “Champion”
* A Strong Finance Committee/Strong Board
* Sometimes you have to just say no.

. Rea}llistic Conservative Budgeting with an emphasis on
cash.

* Strong Financial Reporting
* No “deficit funding/deficit operations”

* Adopt an Operating Reserve Policy based on
guidance from NORI and United Way.

* Understand that the organization’s mission needs to be

met five years from now and not just today.

* Understand that every dollar of interest expense is a dollar
taken from the organization’s mission.

* Require a motion from the Finance Committee to the Board of
Directors for any access to this fund.
(Protects future boards)
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A Step Beyond ~ Cash Flow Forecasting

* Eliminate surprises

— Forward-looking approach to reserve adequacy much safer than
looking in rear-view mirror

* Influences allocation and other spending decisions

* Gives Board assurance that its spending decisions are
fiscally responsible

* May reduce need for Line of Credit

* Diagnose business trend changes
— Collections

— Timing of pledge payments
* Influences investment decisions to enhance yield

— Money Market rates near zero
— CD’s or other instruments provide greater investment return
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Investment Considerations
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Establish Different Investment Funds

/Operati

Dollars

Time

For illustration only
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A Common Mistake

* Nonprofits often do not create a separate Operating Reserve

* May lead to draw-downs from long-term / quasi-endowment /
endowment assets at inopportune times

Dollars

Time

For illustration only
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Time Horizon

* Determining Investment Time Horizon For
Operating Reserves
— Not “when is the money needed?”
— But “when might we need the money?”
— The answer is “Soon.”
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Categorize Your Cash by Time Horizon

Operating Reserves

A
[ |

Operating Cash Strategic Cash

0-6 months 6-12 months 12-24 months

Investment
Horizon

Varies; accessibility
determined prior to
investments

Liquidity Regular access to Occasional access to a
Needs cash portion of cash

Investment Low-risk, incremental

Liquidity eturn Optimization of returns

Focus

Ii. URBAN United
mm INSTITUTE Way 3




Increased Complexity in Cash Management

* Cash was once considered as safe and a no-risk
asset class

* Now cash is recognized as:

— Multi-faceted
— Complex

— Subject to some risk
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Develop a Cash Investment Policy

* An Investment Policy Statement (IPS) be incorporated
as part of the overall investment policy statement

— May be overshadowed by more complex investments typically used
in long-term / endowment funds

* Consider a separate document ‘

— Gives cash management more attention
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Important Considerations: Risk Tolerance

Risk tolerance is the most important factor to consider when developing a cash IPS

Types of Risk

Risk that a security’s value will change due
Credit Risk to a ratings downgrade or, in the case of a
distressed security, default.

= Ratings downgrade
= Default

Risk that a security’s value will change due
to a change in interest rates or the shape
of the yield curve

Interest Rate
Risk

= Change in the level of interest rates
= Change in the shape of the yield curve

Risk that arises from the difficulty of selling
an asset: security cannot be bought or sold
quickly enough to prevent or minimize a
loss

Liquidity Risk = Secondary market bid availability

Risk of change in value of a security due to
Spread Risk a change in the relative spreads in the = Hybrid of credit and liquidity risk
market
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Important Considerations: Portfolio Objective

* Some examples:

— Preserve principal
— Meet forecasted cash flow needs
— Provide income/yield

— Deliver prudent, risk-managed total return
— Seek above-benchmark returns

A nonprofit may have
multiple cash pools each
with a distinct purpose
and investment objective.
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Cash Investment Policy Statement

Components of a Typical
Cash Investment Policy Statement

1. Definition of Portfolio 7. Credit Criteria

2. Investment Objective 8. Other Investment

3. Benchmark Practices

4. Maturity/Duration 9. Reinvestment of Income
Guidelines 10. Custodian

5. Asset Guidelines 11. Accounting Agent

6. Asset Allocation 12. Other Vendors
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Investment Considerations Summary

* A separate cash investment policy
statement is important

* Cash investments are just as
important as long-term
investments - pay attention to
cash management

>
-

* There can be several distinct cash
funds, each for a specific purpose
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Become a Supporting Sponsor

* As a Toolkit Sponsor you are asked to:

Endorse the concept of building operating reserves,
Inform your constituents and colleagues about the Toolkit,
Post a link to the Toolkit on your website,

Use the press releases and/or brief “e-blast” articles we will provide for
your electronic newsletters,

Use the first edition of the toolkit(*) as the starting point for tailoring a
reserve policy toolkit for your members/clients/constituents, and

Recruit presenters and have them trained by NORI coordinators to ensure
uniform presentations.

See any of us after the presentation or contact us afterwards at BessfromNORI@gmail.com

(*) We will continue to add to the toolkit by creating a “toolkit package” with additional examples, worksheets, etc. that can
be downloaded by sponsors and others who want to spread the word or by users who want to implement policy
development.
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Additional References

Determining Appropriate Levels of Reserves, and Nonprofits and Squirrels or, How big a reserve do
you need?

by Richard Larkin, CPA, National Technical Director of Not-for-Profit Accounting and Auditing, BDO USA, LLP,
Bethesda Maryland

http://www.nccs2.org/wiki/images/7 /73 /Determining Appropriate Levels of Reserves.pdf

Washington-Area Nonprofit Operating Reserves

by Amy Blackwood and Tom Pollak, National Center for Charitable Statistics, Center on Nonprofits and
Philanthropy, The Urban Institute

http://www.urban.org/url.cfm?ID=411913

Operating Reserves resources from the Nonprofits Assistance Fund at
http://www.nonprofitsassistancefund.or ages/Resources Reserves and
http: //www.nonprofitsassistancefund.org/files/MNAF /Updated Resources/Operating Reserves.pdf

Hidden in Plain Sight: Understanding Nonprofit Capital Structure by Clara Miller, 2003
http://www.nonprofitfinancefund.org/docs/Miller Capital Structure.pdf

The Grasshopper or the Ant: A Review of Endowment Giving Policy Options
By Russell Willis Taylor for the Doris Duke Charitable Foundation Arts Program, 2006
http://www.ddcf.org/Global/doris duke files/download files/GrasshopperortheAnt.pdf
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Additional References

Survey: No Cash On Hand At 12% of Charities
An article from NPT Weekly, a publication of The NonProfit Times, March 22,2010
http://www.nptimes.com/10Mar/news-100322-1.html

Cash Investment Policy Statement - Developing, Documenting and Maintaining a Cash
Management Plan, published by BlackRock, 2009,

copies available from Enver Majid at enver majid@ml.com

A Whitepaper: Maintaining sufficient reserves to protect your not-for-profit organization

by Grant Thornton LLE, 2010
http://www.gt.com /staticfiles/GTCom /Not-for-

profit%?20organizations/NotForProfit%?20files/NFP Sufficient-Reserves WP.pdf

Organizational Slack (or Goldilocks and the Three Budgets)

by Woods Bowman
http: //www.thecentrepoint.ca/email brdcasts/centrepoint focus/fall 2007 /organizational slack.pdf

SPECIAL “Plug” for:

Operating Reserves - NonprofitAccountingBasics.org website sponsored by the Greater Washington
Soczety of CPAs Educatzonal Foundatlon
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Thank You !}

Bess Hamilton Foley

President, EHF Nonprofit Financial Management Consulting
Chair, Nonprofit Operating Reserves Initiative (NORI) Workgroup
BessfromNORI@gmail.com

All NORI documents can be found at:

http://www.nccs2.org/wiki/index.php?title=Nonprofit Reserves Workgrou
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