
Reserves – The long and the short of it.
Sam, the Chair of PovToGlow, a small charity with income of £9m this year, has just emerged from the most tetchy board meeting she has chaired. "I Really didn't see that coming at all" she confided in her best friend Julia that evening. "They almost came to blows. I am going to have to get behind the tension. I can't believe it's really all about something as esoteric as the level of our unrestricted reserves." 
This is Sam's first Charity appointment after a highly successful business development career in a large corporate. Everything has gone swimmingly since she was appointed 18 months ago but she is clearly stunned by today’s outbursts from her colleagues around the board table. 
PovToGlow was founded ten years ago by "Rags to Riches" entrepreneur, Benny Torwell.  Benny had made his fortune in property but had never forgotten his roots. He had lived within a few miles of where he was born in a beautiful old manor house on a hill overlooking the council estate where he was born. Benny had felt that there was a desperate need in his local community to help people in poverty, especially those who had never experienced anything else, by giving them some skills and a bit of cash to start their own micro business. “I always want people to feel that we are there for them if they need us.”
He used his connections in the property and building trade to provide training and experience and donated a large rambling old building for them to practice on and to create a valuable asset for the charity in the future. Today it is a vibrant and thriving social enterprise hub. Benny’s connections with local industrialists also helped greatly and he was able to enlist the support of the local business community to support a range of PovToGlow experiences both with funds and volunteers as well as using their facilities. 
Benny was almost 70 when he founded PovToGlow and his plan was to let his daughter, Tracy, run it for a few years under his tutelage and then if it proved sustainable recruit someone from the charity sector to run it when Tracy has proved she was ready to lead the family business. The charity got off to a tremendous start as Benny and Tracy proved a powerful combination. Sadly though, two years in Benny had a severe heart attack and died a year later. 
Despite this tragedy, Tracy's natural entrepreneurialism, huge energy, resilience and determination to fulfil her father’s dreams for PovToGlow meant that instead of stuttering following the death of its Founder, Povtoglow grew from strength to strength. Her much older cousin Pete had become Chair and he had been real source of calm and encouragement to Tracy.
Three years ago, Tracy became Chair of the family's Property company and decided that it was time to fulfil her dad’s original plan to bring in a charity professional and take PovToGlow to the next level. Daisy her successor as CEO has proven more than up to the job. Her strengths in marketing and operations have enabled PovToGlow to double its impact with only 50% more income and she has been very popular with staff, beneficiaries and local community officials. Tracy remains closely connected through her role as Patron and has been excellent at giving Daisy space but supporting her when required. 

When Sam took over from Pete as Chair last year she was struck by how thrilled he was that Benny and Tracy had built something which was really making a difference locally, wasn't dependent upon the family anymore and was so well run. “Benny couldn’t have wished for more, well apart from being alive to see it”, he had quipped at his retirement party. 

“So, who was arguing?” asked Julia. “Claudia and Bert mostly.” Sam responded. Claudia, was a real coup to land as a Trustee and has been a big driver of increased income through the series of celebrity fundraising dinners she has organised. Sam knew her vaguely beforehand, was impressed by their interactions and had thought that having such a powerful and impressive female role model would inspire the young girls PovToGlow was supporting as well as bring some fresh dynamism to the board.   

Claudia is in her early thirties and something of a local celebrity, having been brilliant at school, landing a first in Natural Sciences at Cambridge, a scholarship to go to Harvard Business School and becoming the youngest Managing Director of a business unit at the investment bank MorganCiti. She’s on numerous “Power” and “Rising star” lists. After having recently married a Premier League football star during the week she lives in their flat in Chelsea. Last year they bought a large house close to the manor that Benny lived in and Claudia has loved spending weekends in Essex, especially in restoring the gardens to their former glory. Olaf, her husband is usually able to join her there on Sundays. 

Sam is delighted that Claudia has been a lot more active than anticipated given how demanding her day job is. She has also provided some very constructive challenge to the board in particular around its ambition. From Claudia’s perspective the Board is far too cautious and, as she put it at a recent board meeting, “We just need to go for it. Our model works we have proven that over a decade. We should be a national charity and twenty times the size. Seems like a no-brainer for me."  
Bert, a former Managing Partner of a small local firm of chartered accountants will be retiring as a trustee and Chair of the Audit Committee in two years. He and Benny were very good friends. Benny relied upon him to give Tracy wise counsel and to ensure that the charity was always under control and he admired Benny’s combination of entrepreneurial flair and grounded approach to financial matters. He remembers Benny’s wise advice fondly and regularly used one of his sayings “It is much easier to be bolder in our work when we are cautious with our cash.”  as a touchstone to guide his coaching of Tracy and Josie. 
Bert respects Sam and Tracy enormously. However, although he doesn’t mean to be, he can come over as a little misogynist and occasionally patronising. At the same time and somewhat ironically, he is easily wound up by Claudia who he considers to be both patronising and ignorant. Out of earshot he sometimes refers to her as "Little Miss Glamthropy". Another favorite saying of his is that “Perhaps we need another woman on the board called Prudence". 
From Bert’s perspective, although he admires Claudia’s work on boosting the fundraising income from her dinners, there is considerable cause for caution over other streams of income. He senses that that the landscape is becoming more challenging and there is growing evidence to support his view. Some of charity’s multi-year corporate funders haven’t renewed given the softening economy. Others have tailed off, having been acquired or restructured or choosing to focus their corporate responsibility activities on national programmes. There are also a number of new charities in the poverty alleviation space operating locally which has made competition for funds more intense. Bert has also noticed that the number of regular direct debit givers has been on the decline and that the growth in contactless payments has hit the tin collections income. At a previous board meeting he proposed a thorough review of PovToGlow’s income and fundraising strategy. 
The spark to the flame at the last board meeting was Claudia’s proposal, as Chair of the Development Committee, that PovToGlow changes its reserves policy from “Holding a minimum of 6 months running costs in unrestricted reserves” to “three months”. “That’s all the Charity Commission need us to have anyway. After all we are starting from the position of having well over a year’s costs in our current account and considerably more than that in our endowment funds” she added before concluding with “And what’s more at the rate my development board is going the team will find it hard to grow at the rate the money is coming in. “
Bert had been simmering for a while but when Claudia uttered the words “My Development Board” this was just too much for him. Reaching boiling point, he decided to remind her that “It’s not your development board it is the Charity’s sub-committee.” He then went on to remind everybody of the principles that Benny and Tracy had adhered to and the great contribution that Josie was making and which had led to PovToGlow’s strong financial position.  Then to finish encouraged Claudia to “Actually read the Charity Commission website where it makes no mention that 3 months is enough. What it says is that There is no single level, or even a range of, reserves that is right for all charities. Any target set by trustees for the level of reserves to be held should reflect the particular circumstances of the individual charity. To do this, trustees need to know why the charity should hold reserves and, having identified those needs, the trustees should consider how much should be held to meet them.”. 
Josie, PovToGlow’s understated but highly effective Finance Director, is universally popular. Despite being seen as a tough cookie from the perspective of staff and suppliers she tends to be somewhat over deferential with the board. She, like a few other members of the management team who were present was unsettled by the conflict and whereas some of her colleagues were almost cheering Claudia on in wanting to go national she was deeply anxious about taking more risk.  Josie has been in the wonderful position during her 8 years at the charity of never having had a cashflow problem and would like to keep it that way. She’s also been a little unsettled by Claudia’s constant offers of mentoring support and introductions to social impact investors 
“What about Daisy?” asked Julia. “Did she join in or keep her head down?” Sam said that she had given Daisy a signal when Bert flared up indicating that she and Sam would chat later and she should not join in the debate during the meeting. 
What would you advise Sam to do if you were Julia?


What are the issues?
It is important her to separate out the various sets of issues. The “Purpose, People and Process” model is a helpful place to start. An obvious first issue and the one that has caused the flare up is the differing appetite for risk around the board table from Claudia’s “Let’s go for it” zestful approach to Bert’s desire for “Prudence”. Yet, as in this and so many situations like it, this is not the only issue and it may be symptomatic of deeper challenges. 
There is clearly an issue over what the board sees as the purpose of PovToGlow. From what we know there doesn’t seem to be any challenge over the core focus being on poverty alleviation or on how it does that but there is over where it does it and on what scale. For example, does it want to stay a focussed local charity or build upon its powerful model and go national? Going national might deliver huge impact well beyond what Benny envisaged and be of great service to the nation. Yet, has PovToGlow got the Board, team and other resources to do this and how would the model translate to communities were it is less deep rooted?
Additionally, given the focus on poverty alleviation and in helping people who have precarious incomes and lives, it could be argued that ensuring PovToGlow is financially strong is an important part of its purpose. As Benny had said “I always want people to feel that we are there for them if they need us.” Would that be put at risk if PovToGlow was too expansive. In summary, is the issue over reserves simply a symptom of the deeper issue that the board hasn’t agreed what the purpose of PovToGlow is?
Another purpose point may be to think about the purpose of the Audit Committee. Do its terms of reference include consideration of financial and other risks? If they do then it could be worth renaming the committee to “Audit and Risk” to reflect that and to raise the level thinking about risk. If they don’t, then it is worth thinking about whether they should. The detailed work of considering risk and making recommendations to the board as well as defining what the key risks are and how they should be mitigated and managed is a key part of an Audit and Risk committee’s role.  
Determining the right policy for the level of reserves for any charity is fundamentally a board decision. Financial strategy being an important element of Strategy as a whole. For restricted reserves i.e. those funds which have been given to a charity for a “Restricted” purpose (e.g. To be spent on a specific programme) but haven’t been spent yet, the issue is easy. You need to keep them in reserve. For other funds which have been given on an “Unrestricted” basis (e.g. Those from general fund raising), the board can decide on the level to hold in “Unrestricted” reserves and what it would be appropriate to spend. Most charity regulators try and guide the charities under their regulation to adopt a balanced approach. This means holding sufficient unrestricted reserves to ensure sustainability whilst at the same time maximising the impact of the funds given to the charity to fulfil its charitable objects.
The specific nature of the charity’s income should also have a bearing on the level of reserves to keep. If you have a range of large multi-year grants with reasonable contributions to core costs or you have significant social enterprise activities (e.g. retail operations) which deliver good steady unrestricted income, then you are likely to need less unrestricted reserves than if you are dependent on a narrower or less secure range of incoe streams. 
From a personal perspective I like to have a lot more than 3 months unrestricted reserves as it provides greater resilience, ability to plan and to take opportunities as they arise. It also makes it easier to do the right thing for the long term as well as to make the charity more attractive to high quality talent and partners.  
When it comes to the people, there are clearly a number of issues apart from Claudia and Bert’s style and the way they conducted themselves at the last board meeting . These include whether PovToGlow has the right board and executive team to meet its purpose, whether they are they working together in the right way and whether they are they strategic enough. It doesn’t feel like either group are at the optimum point on the alignment spectrums on pages XXX and YYY. 
There are clearly talented and committed people around the board table and they may be a more diverse group than they were. However, the corollary to diversity is that you have people with different views and so you need to have an effective way of reaching agreement which balances different appetites to risk and styles of interaction. There are obvious cultural differences in the PovToGlow board and Sam will no doubt be thinking about how she retains the value of the creative tension that this brings in a way that delivers a positive board team dynamic. Given her experience she will be very alive to the distinction between the power of diversity of thought and the dangers of increasingly divergent and strongly held thoughts. 
Sam may also be thinking about the impact of this on Daisy and Josie and, also whether Daisy in particular, should be more involved than seems apparent in driving the direction. Having decided to calm things down in the meeting, help Daisy keep her powder dry and not get involved in what was an emotive discussion, Sam was determined to ensure that Daisy would play a key role in resolving the conflict with Josie’s support. 
There may also be a thought in Sam’s mind as to how did she allow it to get to this point and for the issue to erupt in a board meeting. At the same time, she may see this as an opportunity, having got everything out in the open for her to show leadership and to bring the board together around a clear goal for the next phase of development. 
When it comes to process, the key point here is to ask what the right process should be to review the purpose of PovToGlow and then as a consequence for developing and agreeing its strategy for the next phase of development. Given the likely division around the board table on agreeing this Sam may feel it helpful to have some independent support. Alternatively, she may feel she is able to do this herself and in ding so she make be able to make a significant contribution to the charity. Many chairs of charities feel that it is they who are the guardian of the founders wishes and the driver of the “Objects of the Charity”.
On this latter point if she hasn’t looked at the “Governing document” since joining it is well worth Sam reminding herself, and then the board, as to what the Charity’s charitable objects are. These describe and set out what the purpose of the charity is but provide flexibility in that they don’t say what you do day to day. Most charity lawyers will advise you to draw these up fairly widely but it may be well be in PovToGlow’s case that Benny might have specified the geographic area in which PovToGlow would work. “Objects” can be changed if there is the power of amendment in the governing document or with the approval of the relevant Charity regulator, for example the Charity Commission in the UK. 
The next process point may be to do with what has been noted above in terms of the way in which the Audit Committee (and Risk) committee operates and interacts with the board. Ideally the debate over risk appetite shouldn’t flare up as a consequence of two directors having what appear to be diametrically opposed views. It should really arise as a result of detailed consideration by the Audit and Risk committee with the Finance Director and management and a proper paper being put to the board for information, discussion and then decision. 
Trustees would reasonably expect such a paper to include a detailed financial analysis of the consequences of such a policy change including forecasts of the impact on the charity’s income, cash flow and balance sheet statements as well as any impact to its investment policy. For example, does its risk appetite for investment of endowed or other funds need to change as a result of a less conservative approach to the level of unrestricted funds to be held. In addition does the ability to access such funds need to change for contingency purposes. 
How to decide?
In a situation like this, with strong and able personalities, the natural way to reach a decision over a matter related to strategic direction is through a process led by Sam as Chair and Daisy as CEO which involves the entire board and the executive. The objective of such a process being to result in an aligned overall purpose and strategy which includes clarity over the degree of ambition and risk which is both acceptable to the board and has the right executive and other resources in place to deliver it.
There may be no immediate financial pressure to resolve this situation but given its potential to cause significant damage to relationships on the board and its possible impact on the executive, Sam and Daisy are likely to want to deal with this swiftly. They will want to get control of events and come up with a process to reconcile Claudia’s ambition with Bert’s prudence and take into account the view of other stakeholders, not least others on the board and the executive team as well as Tracy in her capacity as Patron. 
The classic three step approach an experienced Chair would take in such a situation to achieve this would be firstly to gain people’s immediate reflections on the situation, secondly together with the CEO to come up with a  recommended process for approval by the board as a whole and then finally to execute that process. It is probable that as part of that process there would be a board away day preceded by a significant amount of pre work to explore options and to assess the consequences of each option. It might also be a consequence of doing all of this that the board decides that additional board or management expertise might be needed to execute its preferred choice.  
What to decide?
In this case the “Do Nothing” option seems irresponsible and is likely to lead to indecision, frustration and greater conflict. For Daisy and Sam to pick one side or the other without further discussion amongst the board or the executive also seems unlikely to result in the best result for PovToGlow. Even if they did that and were fortunate in making the right strategic choice, implementing it may be challenging given the divergent views. 
So in this situation the Chair and CEO should grasp the nettle, resolve the conflict and more importantly help the board to determine or recommit to the purpose and strategy for the organisation. Deciding what the reserves policy should be will then naturally fall out of those decisions.  
How to communicate it?
Both Sam and Daisy will need to strike the right balance in their communication with the board and executive. They will need an assertive but deft touch to ensure that it is the Chair and CEO leading the process but that people feel that they are appropriately involved and that their views are heard. 
Sam will also need to give constructive feedback to both Claudia and Bert about their interactions at the board. It will be easy to thank them both for bringing something which was probably simmering beneath the surface to the forefront. Easy also to make them aware of the impact of the way that they made their points on others. Assuming that she is highly regarded by Bert and Claudia then this ought to be fairly straightforward for an experienced operator like Sam.
One thing both Sam and Claudia will need to ensure is that any talk of a “Boardroom bust up” is avoided. 
What did Sam do?
Sam found Julia’s questions and the reflections she had on her answers very helpful and combined with a conversation with Daisy the following morning she quickly resolved what to do. Daisy had been a lot more positive than she might have expected her to be. An indication of this was Daisy saying that “It’s really helpful to get all this out Sam. It’s absolutely the right debate for us to be having. Maybe not quite in that way but am sure that we can sort it out. Bert and Claudia may have been at either end of the spectrum but I feel that most of the rest of us are somewhere in between.  We think we could be more ambitious but we don’t want to go to overreach ourselves.” 
Daisy had another suggestion and that was to use a consultant who she had used in her last charity who helped her develop a new strategy. “Ian was terrific with both board and executive and although it was clear that the Chair and I were driving the process he fulfilled a very useful function in gathering views providing a good independent balance of those views and facilitating an away day which allowed the Chair and I to play a full role as participants rather than facilitators.” 
As Chair, Sam really liked this idea and liked even more the fact that Daisy was stepping up so assertively. Together they agreed that Sam would gather in the initial thoughts of the board on the situation and Daisy would do likewise with her executive. Then both would say after having gathered initial feedback that Daisy in consultation with Sam would prepare a paper for the next board on a way forward to resolve the debate over PovToGlow’s ambition and appetite for risk. Sam also set up a meeting with Ian to assess whether he was right person to help if the board decided to go down this route. 
Sam had coffees with both Bert and Claudia early the next week and also called the other Trustees to gain their reflections on the board meeting. Bert was a little sheepish to begin with. He apologised for overreacting before Sam was able to give him that feedback but was still clearly very agitated by Claudia’s “Complete and utter lack of respect for what Benny had in mind when he founded PovToGlow. There’s no way he would have wanted it to be a national charity. He lived and worked around here all his life. If we became national who knows someone might decide not to continuing providing support round here. They might argue perfectly legitimately the need is greater somewhere else.“  
He also found Claudia’s lack of caution regarding reserves deeply troublesome. “I’ve seen this before Sam. There’s a big difference between these city types who manage vast amounts of other people’s money through computer screens and those of us that are responsible for making sure everyone gets paid every week. I know she came from a poor background and I really respect how well she has done. She is astonishingly clever and she has been a huge asset for us, no denying, but she does seem to have long forgotten where she came from and to be getting a bit carried away with herself. Must be hard to keep your feet on the ground as a WAG.”
Claudia, realised that she had been a bit high handed with Bert but her competitive instincts combined with her ambition took over when she met Sam for coffee and she was far less contrite than Bert as illustrated by her welcoming remarks. “I am so glad that we could have this coffee Sam. It was really kind of you to come down and see me and I’m so sorry that we only have half an hour now. I’m guessing that the little tiff that Bert and I had last week was the last thing you needed. I know I could have put it a lot better and I am so sorry for that but really what a dinosaur. Still I’m sure with your help he’ll come round to our way of thinking. I know he retires soon but he is obviously very close to Tracy and as I see myself as your natural successor one day, I wouldn’t like him to poison the well for us. To be honest I also wondered why Daisy went missing in action and assumed you had some reason not to slap him down. Seemed to me you both should have stood up for me and been a bit more assertive with him. I’m sure that you will have a good reason to keep your powder dry but it did make me wonder whether we have the right CEO to grow as quickly as we need to but that’s a longer conservation.” 
Sam discovered new Bert like feelings for Claudia that she hadn’t anticipated. “******g cheek” she said to her friend Julia that evening, adding “but it did make things a little easier to decide”. 
She also had a very illuminating chat with Josie who had been silent on the topic of reserves at the board. Sam was torn over Josie feeling deep respect but also that she may not be the right CFO for for the future. Josie told her that although it was true that Claudia had generated significant income from her dinners, the costs in holding them meant that the profit on each one was a little variable and some of them had actually lost money. On the train home to Lincolnshire Sam reflected that the issue of reserves policy wasn’t a major feature of most of her follow up conversations. “Mustn’t lose sight of it but it is far from the major thing I have to deal with.” she mused.
When Daisy and Sam met the following week they quickly agreed as CEO and Chair that Daisy’s proposal was the right way forward and they issued a joint email to the Board and executive setting out what they proposed to do. They agreed that de-personalising it was important and in their communication thanks both Bert and Claudia for their contribution to helping us have to have this discussion now”. 
Her meeting with Ian went well and he was all Daisy had described, smart, measured and skilful. A date was set for the away day in eight weeks and in the intervening period the executive consulted widely and came up with three core options for the board to discuss. Ian was also able to persuade one of the UK’s leading authorities on poverty to come and start the day with a tour of the “Poverty Landscape” How it was likely to develop, who were the major players in the space and where the gaps where.  
The three core options were the classic ones of “Carry on with our current focus and approach”, “Deliver a step change in impact” and “Expansive growth”. The implications for each in terms of investment, the risks involved and the likely impact and other consequences were presented with great clarity and all trustees and executives as well as key stakeholders had had the opportunity to input into the process.  
During the preparatory work it had become clear that PovToGlow would need to at least treble its income in three years to have a similar level of activity in the nearest two towns. They also realised in looking at similar charities elsewhere in the country that their model was indeed amongst the best and that there might be a way for others to adopt it without PovToGlow incurring the costs of setting it up or running it. Josie’s suggestion of setting up an advisory service to help people set up and run the PovToDEv model might be a low risk way of achieving national impact as well as generating unrestricted income for PovToDEv to deploy locally.
They also discovered during the process of establishing what further room there was to increase impact locally that there was more than they had a first thought. Firstly as a result of a significant influx of disadvantaged families who had been moved from London boroughs to new local less expensive social housing and secondly because of the growing increase in the number of elderly people in poverty a group that PovToGlow had not previously focussed on.
Although Bert was right to be cautious over the vulnerability of existing income it turned out that he was a little too pessimistic in this. 
Ian facilitated the away day with an assured and deft touch enabling everyone to have their day and reach consensus. The moment Claudia had realised that the national option wasn’t really a runner she became less interested. Six months later she announced her retirement from the PovToGlow board on becoming Chair of a new international charity funded by a billionaire and focussed on women’s empowerment. 
[bookmark: _GoBack]On reserves, ironically the decision was that they were indeed a little conservative. In reality PovToGlow had almost two years unrestricted reserves available in accessible liquid assets. This was due to Josie, with Bert’s agreement, classifying all income yield on properties as restricted for maintaining the value of assets. The board agreed to move to an eighteen month policy in order to strike the balance between being prudent in line with the founder’s wishes and maximising impact. 
The other thing that Sam had decided to do shortly after the away day was to strengthen the board and in particular to start by recruiting two new trustees. The first as the eventual successor to Bert and the other, someone with extensive experience of developing social enterprise income through advisory services.
Things have worked out well for PovToGlow it has grown its impact consistently year on year and interestingly Claudia still refers to it when giving speeches as a charity in which she helped to transform ambition! 



