
To:  Boards of Directors, American Brain Foundation 

From:  Jane Ransom, Timothy Engel 

Date:  September 16, 2018 

 

 

1. Issue.  Establishment of Operating Reserve Policy 
 

2. Proposed Motion.  The ABF Boards of Directors hereby authorizes and approves an 
Operating Reserve Policy that establishes a reserve equal to seventy-five percent (75%) of 
average of the last two years actual expenses and succeeding years operating budget as 
further defined in the discussion below. 

 
3. Discussion. All organizations not-for-profit or for-profit need reserves to account for 

seasonal flow of revenue and expense, unanticipated expenses or sudden decline in 
revenue streams. ABF has been experiencing a period of significant investment in staff and 
infrastructure to implement the strategic plan.  The operating budget was $3.3M in 2015 
and in 2018 is $4.8M. The unrestricted portion, excluding awards and scholarships has 
increased by $730K over the last three years. During the same time period support for AANI 
has declined from $1M to $650K.  ABF is now developing and testing various donor 
programs to fund operating expenses.  Until these programs reach maturity ABF needs to 
have sufficient reserves. At December 31, 2018, unrestricted reserves stood at $3.2M.  
However, the is no rational as to if these level is adequate as ABF continues to expand its 
operating footprint and donor base. 

 
The rule of thumb in accounting literature and auditor recommendations is a reserve of fifty 
(50%) percent of operating revenue is a good guideline.  The level is dependent on the life 
of the organization, a good diversification of support, dependence on one main revenue 
source or donor and if in a period of expansion. 

 
ABF should for the short-term establish a reserve at seventy-five (75%) of annual operating 
budget net of support for awards and clinical training scholarships.  These two items are 
funded by restricted grants from donors and the level of expenditure will be based on 
committed support.  The balance of the budget is supported by unrestricted operating gifts 
and administrative fees earned on restricted grants. ABF is in a period of expansion and 
therefore should maintain a considerable level of reserves.  

 
 

Operating Reserve:  The Operating Reserve is intended to provide an internal source of 
funds for situations such as a sudden increase in expenses, one-time unbudgeted expenses 
or unanticipated loss in funding. Operating Reserves are not intended to replace a 



permanent loss of funds or eliminate an ongoing budget gap. It is the intention Operating 
Reserves to be used and replenished within a reasonably short period of time.  

 
The Operating Reserve Fund is defined as a designated fund set aside by action of the Board 
of Directors. The target minimum Operating Reserve Fund is equal to nine months (75%) of 
average of the last two years actual expenses and succeeding years operating budget. The 
calculation of average monthly operating costs includes all recurring, predictable expenses 
such as salaries and benefits, occupancy, office, travel, program, and ongoing professional 
services.  Awards, scholarships non-cash expenses (depreciation, in-kind) are excluded in 
the calculation. The amount of the Operating Reserve Fund target minimum will be 
calculated each year after approval of the annual budget and reported to the Finance 
Committee/Board of Directors. 

 
The level of Operating Reserves based on the above definition would be as follows for 2017 
and 2018. 

      
 2015 2016 2017 2018 
Revenue     
Operating  $3,341,151   $2,948,636   $2,967,608   $4,188,600  
Restricted - CRTS    (1,955,479)  (962,011)  (1,079,596)  (2,070,109) 

  $1,385,672   $1,986,625   $1,888,012   $2,118,491  
     

Operating Reserve Calculation (Average of Last Three Years)  
Average Operations over three years   $1,753,436   $1,997,709       
Reserve (75%)    1,315,077   1,498,282       
Unrestricted Net Assets    2,850,063   3,258,063  

Excess Reserves    $1,534,986   $1,759,781       
In the process of preparing this recommendation and reviewing prior Board actions for the 
year 2000 we discovered the board defined financial stability as having six months reserves of 
in unrestricted net assets. 

 
4. Fiscal Impact. Approval has no current financial impact.  ABF has sufficient undesignated 

unrestricted net assets to support the proposed level of reserves.  Operating 
results(shortfalls) could potentially limit the ability of ABF to meet the reserve requirement.  
 

5. Legal Implications. No comments 
 
6. Coordination: The following have been consulted: 

• Jane Ransom, Executive Director/CEO 
 

7. Enclosures. NONE 
 

8. Executive Directors Recommendation. Recommend approval. 
 


