Reserve Operating Funds
Ask the Experts:

Are yearly reserves to revenue ratios and contribution to reserves ratios important indicators for my association to monitor?


Associations should track reserve contributions to yearly revenue to compare with FTE operating ratios to see if the association is saving to much each year at the expense of operations. We find that most associations maintain 35-50% of yearly revenue in reserve and put away between 2-5% yearly. 
Groups that are saving beyond 5% (unless they have a cash cow) might be cutting operations at the expense of building the treasure chest. Most policies we review call for a 50% reserve and a yearly contribution in the vicinity of 3-4%. 
We also find that many groups, with large reserves, divide reserves into several funds so that it does not give the appearance that the assn is "rich" or hoarding funds. They will have building funds and venture capital funds for entrepreneurial program development, research funds and the like. Most of these maintain a 50% rainy day fund as well, which would equate to most other associations full reserve.
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AMMR is full service association and foundation management consulting and research firm, which provides programs, assessments, interventions, transitions and trusted advice in the areas of association and nonprofit strategic planning, governance, management, marketing, and communications. See information on AMMR's new 2010 Strategic Planning, Marketing Research and Nonprofit Trends and Issues Workbooks on the website!
