
Using an organization’s reserve funds: Some considerations  
 
Besides grappling with all the tactical issues of keeping employees safe and well equipped to do 
their jobs, serving clients, reaching out to constituents, staying in touch with members, 
conducting business remotely, and many other day to day tasks we face - nonprofits 
everywhere are quickly starting to look down the road to worry about their future.  And for 
good reason: 

“For seven consecutive years Nonprofit Finance Fund’s State of the Sector report 
revealed that less than 25% percent of those nonprofits responding had more than 6 
months of cash in reserve. In fact the majority of the nonprofits responding reported 
that they had less than three months of operating reserves on hand. And close to 10% 
had less than thirty days of cash on hand.”1  

 
Perhaps your board of directors is wondering, “should we dip into our reserves yet or not?” 
Before saying “yes”, the following information may be helpful to know.  
 
Often, an organization thinks of spending its reserves on strategic initiatives only when times 
are good, says SmithBucklin Management Consultants2. Board members have a fiduciary duty 
to make prudent decisions for ensuring the long-term financial sustainability of the nonprofit, 
and they also have oversight for the current financial health of the organization. As such, many 
nonprofit boards adopt policies to maintain an operating reserve as a “rainy day” fund, or for 
use if fundraisers unexpectedly crash. In the unprecedented times of COVID-19, many local 
nonprofits are wondering: “Is now the time to spend our reserves?” 
 
Perhaps your board of directors already has  a reserve policy? If so, that is great! If not, your 
board may wish to craft one and think about including guidance on:  
 

(i) how much money the nonprofit will set aside at all times 
(ii) defining the types of circumstances that will result in assets in reserve being used 
(iii) the process the nonprofit will go through to make the determination whether or not 

to dip into reserves 
(iv) the process and timeframe for repayment into the reserve account 
(v) whether there should be any directions, restrictions, or limitations on what the 

money held in reserve may be used for3. 
 
 
 

 
1 https://www.councilofnonprofits.org/tools-resources/operating-reserves-nonprofits 
 
2 https://www.smithbucklin.com/news/how-to-better-manage-an-associations-reserves-slider/ 
 
3 https://www.councilofnonprofits.org/tools-resources/operating-reserves-nonprofits 
 



Having a board manual with policies in place4,5, such as a reserve policy6,7, can offer a 
“…protocol to follow that, when properly used, helps diminish embarrassing or potentially 
harmful situations, improper behavior, and ineffective decision making.”8 Board policy 
decisions may provide clear communication to the organization’s employees on how to act, 
may keep the board working together as a united team versus in conflict, and as fosters 
organizational strength. Policies that are prudently made in good faith and that align with the 
organization’s mission and are in the best interest of the organization, will help reduce liability 
exposure to claims for improper use of the organization’s funds.”9  Propel Nonprofits claims:  

“To be a viable operating reserve, there should be a board agreement and policy about 
the purpose and use of operating reserves. The purpose of the policy is to define and set 
goals for reserve funds, clearly describe authorization for use of reserves, and outline 
requirements for reporting and monitoring. Without a policy and procedure, reserve 
funds tend to be gradually spent down over time and then are not available the next 
time the funds are really needed. When developing the policy, be sure to allow for some 
flexibility and ease of access. Reserves are there to help the organization operate 
programs and services, not to create an untouchable bank balance to admire.”10  

 
According to the Altitude Community Law Group11, if a board has weighed the benefits of 
borrowing from the reserves against the potential risks of having a diminished or depleted 
reserve, and arrived at the conclusion that borrowing form the reserves is the best solution, 
then it is advisable to do the following: 
 

1. Document the authority to use reserve funds: This declaration provides authority to 
borrow from the reserve, and may be done as a resolution or noted in the minutes. If no 
express authority exists, the board should document the steps it has taken to make a 
good faith, informed, and prudent decision to borrow from the reserves. 

 
4 https://managementhelp.org/misc/Contents-Board-Manual.pdf 
 
5 https://www.nolo.com/legal-encyclopedia/what-governance-policies-should-your-nonprofit-have.html 
 
6 https://www.propelnonprofits.org/resources/nonprofit-operating-reserves-policy-examples/ 
 
7 https://www.giarts.org/sites/default/files/Operating-Reserve-Policy-Toolkit_1stEd_2010-09-16.pdf << wonderful 
resource, mentioned by sgENGAGE: https://npengage.com/nonprofit-management/7-step-policy-guide-for-
nonprofit-operating-reserves/ 
 
8 https://boardsource.org/resources/creating-policies/ 
 
9 https://altitude.law/resources/newsletter/dipping-reserves/  
 
10 https://www.propelnonprofits.org/resources/nonprofit-operating-reserves-policy-examples/ 
 
11 https://altitude.law/resources/newsletter/dipping-reserves/ 
 
 



2. Document the need to use reserve funds:  The board should document its justification 
for borrowing from its reserves. 

3. Establish and document a clear repayment schedule:  Any transfers from the reserve 
account should be repaid within a specified time frame. The transfer should be clearly 
structured as a loan, with an obligation to repay. Again, the board can do this through a 
resolution, or at the very least note the transfer and repayment schedule in the 
minutes. 

4. Stick to the repayment schedule: If the repayment period is going to be fairly long, the 
organization should consult its CPA.  

5. Consider amending the organization’s declaration and/or adopting a policy allowing 
the temporary transfer of reserves to the operating account: Most declarations do not 
have specific authority to borrow from reserves. Amending to include that authority will 
reduce liability exposure to claims for improper use of association funds. 

6. Alternatively, or in addition to amending the declaration: The board should consider 
adopting a policy that establishes when borrowing from reserves is appropriate, and 
when and how the reserves will be repaid, mirroring the steps discussed above. 

7. Consult the organization’s attorney: Before borrowing from reserves, organization’s 
may wish to consult the organization’s attorney to review the authority and options for 
moving forward. 

Using the organization’s reserves is not an easy decision. SmithBucklin Management 
Consultants suggest that organizations first consider which expenses can be reduced or 
eliminated before using reserve funds.12 They go on to say, “…if there are programs that 
consistently lose money, are viewed as less valuable by members or only impact a small portion 
of members, now is the time to eliminate or fix them.” 
 
Several local nonprofits have begun to address expenses by thinking about getting price quotes 
or submitting RFPS for various services like auditing, tax preparation, and payroll services, as 
doing so can often result in money saved. Or, they are rethinking how their organization’s 
marketing is done, especially by placing more emphasis on social media. Other organizations 
are considering changing to a different location. With technology today, maybe downsizing or 
foregoing office space is an option? Board meetings online are recently motivating many board 
members to think of online meetings as a convenience without needing space for face to face 
communication. The various ways that work is being accomplished today is helping 
organizations to become more efficient. For example, online banking, online accounting (e.g., 
Quicken online), keeping documents and files on dropbox or another cloud server, scanning 
from anywhere without need for a computer (e.g., the Raven scanner), hosting Zoom and 
online meetings, as well as utilizing online programs to help organize work (such as Basecamp, 
Workflowy, Google docs and calendars, or dozens of other options) are all moving us away from 
paper and shared physical space while allowing us to better preserve our “organizational 
memory and history” for many future leaders who will serve after us.  

 
12 https://www.smithbucklin.com/news/how-to-better-manage-an-associations-reserves-slider/ 
 



 
Take this time to also reflect on the organization and reassess it. As SmithBucklin suggests, 
several questions to ask include: Does the mission still meet members’ needs? Are operations 
being as efficiently managed as they can be? Is the organization evolving or is it doing what it 
has always done in the past? 13 What changes can we make using our current situation as 
justification? Implementing change can reinvigorate an organization and create new 
opportunities, lessening the burden or even dependency on reserves. 
 
According to SmithBucklin, “there are no easy answers.”  “Ultimately,” they say, “the goal is to 
have appropriate resources available to successfully manage unexpected events that negatively 
impact an organization’s immediate financial health or to use reserves to create products and 
services that will reinforce the organization’s mission and overall value.”14  
 
This about the present situation as an opportunity to revitalize and grow. Consider having 
policies and strategies in place, and come to the table with open-minds as to how opportunity 
for change can result.15  
 
 
 
This article was compiled and written by Ann Echols, LEADERSHIP 2010, and is meant only as 
“food for thought.” Ann is by no means a lawyer or pretending to be one, but simply suggesting 
some resources to help guide nonprofit board members in thinking about their organization’s 
reserves. 
 
  
 
 

 
13 https://www.smithbucklin.com/news/how-to-better-manage-an-associations-reserves-slider/ 
 
15 https://www.ideasforleaders.com/ideas/crisis-as-opportunity-leadership-change-and-renewal) 
 


