[ORGANIZATION NAME]

OPERATING RESERVES POLICY

PURPOSE:

The operating reserves policy is established by the Board of Directors (“Board”) of
[ORGANIZATION NAME] in order to provide that an adequate level of operating reserves be
maintained by [ORGANIZATION NAME] to allow for flexibility of the operations and to
provide security from economic uncertainties which may impact the financial condition and
operations of the organization from time to time.

DEFINITIONS:

Working Capital Reserves: Current Assets less Current Liabilities.

Operating Expenses: Total Expenses before depreciation and amortization.
Annual Operating Expense Run Rate: Operating Expenses for the last twelve (12)
months divided by twelve (12).

Working Capital Reserve Ratio: Working Capital Reserves divided by the Quarterly
Operating Expense Run Rate, reported in months (rounded to one decimal).
Restricted Net Assets: Net assets which have been temporarily or permanently
restricted by the original donor or legally binding means.

Unrestricted Net Assets: Net assets not specifically restricted by donors or legally
binding means. Board-designated funds are included.

Operating Reserve Percentage: Unrestricted Net Assets divided by Operating Expenses,
expressed as a percentage.

RATIONALE:

The Board of Directors of [ORGANIZATION NAME] recognizes the need to maintain
operating reserves at a level appropriate to support the organization’s mission, absorb
financial shocks, and sustain operations in the event of funding disruptions or unforeseen
expenses.

[ORGANIZATION NAME] relies on revenue sources including [insert major sources such as
government contracts, foundation grants, individual donations], which may be subject to
variability due to external factors. To mitigate the impact of revenue delays or reductions,
reserves should be sufficient to maintain service delivery and staff continuity during
temporary funding gaps.



The organization’s expense structure includes a significant proportion of fixed costs, such as
[insert examples: payroll, facility expenses, program delivery costs], which cannot be quickly
or substantially reduced without compromising operations. Accordingly, reserves provide a
financial cushion to protect against these rigid cost structures.

In addition, the nature of the services provided—/[insert description of mission-critical
programs or long-term commitments]—requires consistent and reliable delivery to
vulnerable or dependent populations. Maintaining reserves ensures that [ORGANIZATION
NAME] can continue fulfilling these commitments even during periods of financial
uncertainty.

The target reserve level established under this policy reflects the organization’s current risk
tolerance, operational model, and strategic objectives. The Board will periodically reassess
this rationale as circumstances evolve.

LEVEL OF OPERATING RESERVES:
The Working Capital Ratio (defined above) shall be calculated quarterly on a rolling twelve
(12) month basis.

The Operating Reserve Percentage (defined above) shall be calculated annually based on the
organization’s most reliable year-end financial statements, which may include internally
prepared or Board-reviewed financials in the absence of an independent audit.

In accordance with the above guidelines and in order to carry out the purpose of this Policy,
it is the goal of [ORGANIZATION NAME] to maintain an Operating Reserve Ratio of at least
[Insert Desired Target, e.g., 3.0] months and an Operating Reserve Percentage between
[Insert Range, e.g., 25% and 75%)].

The Finance Committee of the Board is empowered to propose adjustments to the Operating
Reserves Ratio and Operating Reserve Percentage. Any proposed changes shall be reviewed
by the Executive Director (or Chief Executive) for operational impact and submitted for
formal ratification by the full Board of Directors at its next scheduled meeting.

POLICY REVIEW AND AMENDMENT:

This Operating Reserves Policy shall be reviewed at least annually by the Finance
Committee of the Board. Revisions may be recommended as necessary to reflect changes in
the organization’s operating model, financial risks, or strategic objectives. The policy shall
be reaffirmed or amended upon approval of the Board of Directors.

Adopted by the Board of Directors of [ORGANIZATION NAME]

this day of , 20XX.
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