Draft Reserve Fund Policy of Clean Air Partnership
FAQ

Why have a reserve fund policy?
Besides ensuring the financial security of the organization, there are two main legal reasons for
registered charities to have a reserves policy:

1. The Board has a fiduciary duty to ensure the continuation of the charity’s work
towards the charitable purposes. In the context of economic downturns, health and
environmental crises, and other shocks, reserves are a cornerstone of prudent planning.

2. The Board of Directors may wish to guard against its personal liability for future
contingencies. The Board has an obligation to exercise due diligence in managing the
assets of the charity, including by ensuring that debts are paid.

Where to put this policy?

If the Charity is planning on doing any public fundraising campaign, the CRA recommends
making reserve policies public so that potential donors fully understand the financial position of
the charity and why it is holding on to any assets while asking the public for support." If no
fundraising campaign is planned, the reserves policy can be kept an internal document along
with other internal policies.

When to review the policy?

The CRA further recommends that the reserve policy be regularly reviewed.? Given the rapidly
changing state of the organization’s finances, we would suggest revisiting this policy at least
annually and every time a major change in finances occurs.

' CG-013 Fundraising by Registered Charities, para 162 available at: https://www.canada.ca/en/revenue-
agency/services/charities-giving/charities/policies-guidance/fundraising-registered-charities-
guidance.html#toc10

2 |bid at para 164.
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Operating and Capital Reserve Funds Policy

Last approved/amended: MM/DD/YYYY
Last reviewed: MM/DD/YY

Purposes of Operating and Capital Reserve Fund Policy
To build and maintain an adequate level of unrestricted funds to meet Clean Air Partnership’s
future:
e operating expenses in the event of unforeseen shortfalls (“Operating Reserve Fund”),
e contingencies in the event of unforeseen liabilities or costs resulting from changes in
law, staffing, or as the result of an unforeseen incident (“Contingency Reserve Fund”),

These shall each be referred to below as “Reserve Funds”.

How the Board will Determine the Amount of Each Reserve Fund

Each financial year, as part of the development of the budget, the Board of Clean Air
Partnership (“the Board”) shall seek advice from staff and advisors, as appropriate, and pass a
resolution setting the amount of each Reserve Fund according to the factors and steps set out
below (“Reserve Fund Factors”). The Board shall document in writing how it assessed the
advice it received, and applied the Reserve Fund Factors to arrive at the amount it determined.
The Board may delegate the calculation to a Finance Committee or to an officer, and the Board
may simply vote to approve their written justification.

1. Operating Reserve Fund The Operating Reserve Fund shall be determined as follows:
a. After the annual budget (excluding Reserve Funds) has been determined, the
average monthly operating costs for next year shall be assessed.
i.  Operating costs includes all recurring, predictable expenses, including but
not exclusive to:
1. salaries and benefits,

2. occupancy,
3. office,

4. travel,

5. program, and

6. ongoing professional services.
ii. Operating costs do not include:
1. Depreciation, in-kind, and other non-cash expenses
2. emergency capital repair,
3. contingencies, and
4. major capital purchases.

b. In recognition of the current highly unstable economic and geopolitical climate,
the Operating Reserve Fund shall equal four (4) months worth of average
monthly operating expenses.

2. Contingency Reserve Fund: The Contingency Reserve Fund shall be determined as
follows:



a. The legal and operational environment will be assessed for potential major
liabilities that arise above the level of what ordinary operating expenses could
address (e.g. lawsuits, layoffs, regulatory changes) over the next five (5) years.

b. Professional advice shall be obtained as to the extent and risk of occurrence.

c. The contribution each year to the Contingency Fund shall equal the anticipated
costs multiplied by a factor of their probability of occurring in that year, until the
full amount of anticipated expenses has been met.

What Assets May be Used in Making up Each Reserve Fund

Each Reserve Fund shall be made up of cash or cash equivalents (e.g. short-term GICs)
obtained from unrestricted surplus assets. No funds that are legally required to be applied to a
specific purpose (“Restricted Funds”), including endowments, may be considered part of the
reserve fund.

What Reserve Funds May be Spent On
Clean Air Partnership will not spend reserve funds if doing so would compromise the financial
sustainability of the organization.

1. Operating Reserve Fund: The Operating Reserve Fund shall be used to cover
temporary shortfalls in income. In the event that there is a permanent loss of income or
structural change in the Charity’s finances, the Board shall make every reasonable effort
to seek new income or reduce expenses, and shall not rely on the Operating Reserve
Fund to make up the difference longer than is reasonably necessary.

2. Contingencies Reserve Fund: The Contingencies Reserve Fund shall be spent on
liabilities resulting from major one-time events such as lawsuits or lay-offs. In the event
that a change in law or regulation results in a major expense, the Contingencies Reserve
Fund may be used for costs associated with adjustment to the new rules, but not
ongoing compliance.

Nothing in this Policy shall be construed to mean that Reserve Funds are Restricted Funds. It
remains at the discretion of the Board to spend Reserve Funds in the way they believe best
reflects the best interests of Clean Air Partnership.

How the Spending of Reserve Funds must be Approved
In all of the above cases, the Operations Director of Clean Air Partnership (“Operations
Director”) shall identify the need for the use of Reserve Funds and advise the Treasurer of
Clean Air Partnership (the “Treasurer”). The Treasurer shall then shall submit an application to
the Board or, as applicable, a Board committee authorized to approve spending of Reserve
Funds. The application shall include the following information:

e identified amount, and

e a justification for why the identified expense meets the above listed criteria for spending

Reserve Funds.

The Board shall review the application in a reasonable time, having regard to the urgency of the
situation giving rise to the potential expense, and shall respond to the Treasurer with approval,
rejection, or request for further information.




Who is Responsible for Ensuring the Policy is Adhered to
The Treasurer, with oversight by the auditor then appointed of Clean Air Partnership (“Auditor”)
shall each be individually responsible for ensuring that the Reserve Funds are:
calculated,
created,
maintained,
that all spending in done solely in accordance with the above listed procedures and
purposes, and
e replenished.
In fulfillment of the above, where any Reserve Funds are below their targeted amount, the
Treasurer, with oversight of the Auditor, will regularly report on steps taken to replenish Funds.

How Will Reserves be Accounted For

Each Reserve Fund shall be accounted for separately on the financial statements and budget of
the Foundation. All Reserve Funds may be maintained in a single bank account or investment
fund segregated from other funds.

Whether Reserves Will Be Invested

Reserve Funds may be invested according to all laws and regulations that govern investments
by trustees of charitable property as well as any Investment Policy Clean Air Partnership
establishes. However, investment of reserve funds may only be made in highly liquid assets, so
that all Reserve Funds remain available on short notice at all times.

When Will This Policy Be Reviewed
This Policy will be reviewed annually prior to the amount of Reserve Funds being determined.

Consistency With Other Governing Documents and Laws

Under no circumstances does this Policy require the Clean Air Partnership to spend or refrain
from spending where doing so would violate the articles, bylaws, or any law of Canada or
Ontario or any contractual agreement. In particular, the Policy does not prevent the Foundation
from meeting its minimum disbursement obligations under the Income Tax Act or the reserve
fund policies of any of its funders.

Gabriella Kalapos Eric McGoey
Executive Director Chair



