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Reserves Policy

1. Purpose

The purpose of this policy is to is to outline expectations for RACMA in terms of contribution, retention,
investment and use of reserves to ensure its financial stability and long-term sustainability.

2. Scope

This policy applies to the Board, the Finance Risk and Audit Committee, the Chief Executive and the
Chief Financial Officer.

Reserves are that part of the College’s funds that are freely available to spend on any of its purposes.
They do not include:

a) funds designated for specific future use (designated reserves)
b) restricted funds (e.g. grantor restricted), nor
c) fixed assets or investments that are not readily liquid (e.g. property).

Reserves do include funds invested by the College that have high liquidity (see Investment Policy
Statement), however reserves cannot comprise solely of invested funds (see section 3.2.3).

3. Policy Statement

3.1 Intent

3.1.1  RACMA will hold reserves to provide a safeguard against unexpected financial challenges and
build capital to be able to deliver on large, long-term objectives and strategies.

3.1.2  The objectives of reserves are to:

a) ensure continuity of operations during periods of major unforeseen reduced income or
major unexpected expenditure or liabilities, which may threaten the financial stability or
viability of the College

b) invest in future opportunities aligned with the strategic plan and charitable purpose of the
College, and

c) enable an orderly wind-down in the unlikely event the College cease operations.

3.1.3 Reserves are not intended to cover an ongoing budget gap, replace a permanent loss of funding,
or address recurrent cash flow issues.

3.1.4 RACMA will not divert funds or withhold funds in reserves unnecessarily where this results in
forgoing opportunities for growth or investment aligned with the strategy and purpose of the
College.
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Target Reserve Level

The College aims to have reserves that are sufficient to maintain ongoing operations and programs
for a set period, measured in months of budgeted operating costs (includes all recurring,
predictable expenses such as salaries, office, travel and program costs).

The target reserve level is set by the Board as part of the annual budget. It takes into consideration:
a) the financial position of the College, including current level of reserves

b) revenue streams and their reliability

c) committed expenditure and ability to control costs in light of revenue changes

d) magnitude of exposure to external risks and ability to respond to external challenges, and

e) strategic objectives / opportunities, operations forecast over the next 3-5 years and
associated planned investments.

The target reserve level should align with the following:
a) The optimum reserve target is 6 months of budgeted operating costs.
b) The minimum reserve target should be 3 months of budgeted operating costs.

c) The minimum reserve target should ideally be in a separate savings account, but the Board
accepts that this will be built over time following a period of operational investment.
Minimum reserves in the corpus with high liquidity are currently acceptable.

The actual reserve target is the one set by the Board.

a) If the actual reserve falls below the minimum reserve target, this should trigger a risk
mitigation discussion at the Board level.

Building Reserves

Contributions to reserves may arise from:

a) Unrestricted income not fully spent in a financial year

b) Investment income or returns on unrestricted assets, and

c) Operating surpluses generated from programs, services, or sponsorship.

The part of reserves that is kept in the bank is in a stand-alone account, separate from operating
accounts.

Reserves will be invested in line with the Investment Policy and Investment Policy Statement.

a) Increases in the value of the underlying assets should be accounted for as increases in the
reserve value.

Use of Reserves

Reserves may only be used after approval by the Board, for a use that aligns with the objectives
of reserve (see section 3.1)
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The use of reserves should not compromise the financial sustainability of the organisation without
a clear recovery plan. Reserves should be replenished within a reasonable period of time.
Monitoring, Reporting and Review

The bi-monthly financial report distributed to the Finance Risk and Audit Committee and the Board
will include:

a) the level of reserves, both in Australian dollars and as a proportion of annual operating
expenses

b) comparison with the target reserves level, and
c) comparison with prior years.
The Chief Executive will flag any material change in reserves to the Board promptly.

The reserves level and reserves target will be reviewed annually as part of the annual budget
process and whenever there is a significant change in risk profile, strategy, or financial position.

Reserves are identified as a separate line item in RACMA's financial statements.

Roles and responsibilities

Body/Person Responsibilities

Board Set the target reserve level annually

Approve any drawdown from reserves not included in the approved budget
Ensure use of reserves aligns with the organisation’s strategy and risk

appetite
Finance, Risk and Review reserve adequacy as part of financial risk management
Audit Committee Advise the Board on reserve-related matters

Monitor reserve levels

Chief Executive Oversee management of reserves and compliance with this policy

Propose reserve use for Board approval where appropriate
Consider reserves in financial and strategic planning

Propose target reserve level for consideration by FRAC and approval by the
Board

Monitor reserve trends and report any material risks or shortfalls.

4,

Related documents

Investment Policy
Investment Policy Statement
Risk Management Policy
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