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Departmental Reserve Accounts

This guidance is supplementary guidance to the Financial Regulations (November 2025) section
and relates to the use of Departmental Reserve Accounts which are commonly known as ‘third
stream’ activities. It is important to note that these are two distinct concepts as described in the
guidance below.

Definitions: Departmental Reserve Account

¢ A departmental reserve account is an accounting treatment which creates a designated
reserve balance for a specific purpose on an individual activity code.

¢ |n practice, this allows the net position, either a surplus or a deficit, to be reported at the end
of each financial year on a balance sheet account code included within Unrestricted Reserves in
the statutory Financial Statements.

® These accounts by their nature fall outside of budgeting, management accounts reporting
and financial performance governance, and therefore should have specific and limited uses
only. Spend is monitored against the opening and in-year balances, rather than against a
budget.

Other accounting purposes for Departmental Reserve Accounts, such as managing donated
funds and gifts, are referenced in the Donations Policy which is currently being finalised [Sept
2026] (available via the Policy Hub once finalised).

Departmental Reserve Accounts (DRAs)

1.1 DRAs, as university funds, are subject to the same oversight and regulations as any
other account or activity within the university. This guidance should be read in
conjunction with the university’s Financial Regulations (Available via the Policy Hub).

1.2 The university typically manages its financial activities by whether they are classified
as:

‘Unbudgeted’ which includes appropriate activities where there is a specific
and approved rationale as to why they should not be
incorporated into budgets via the Integrated Planning Process.
Most often, this is due to them having nil effect on contribution
[they expect to be fully spent on a single, low value, activity over a
reasonable time period]
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1.3

1.4

1.5

‘Budgeted’ which forms part of the annual ‘Integrated Planning Process’ (IPP)
and in-year corporate reporting and monitoring against these
budget, which are annually set against targets.

Unbudgeted activities are managed through a ‘Departmental Reserve Account’
(DRA) rather than the annual budgeting cycle (IPP). The DRA creates a designated
reserve which enables accumulated balances to be visible over multiple financial
years. Importantly, DRAs enable spending which is unbudgeted by the university and
as such can have a negative impact on cashflows and other financial metrics if not
managed effectively, and carry risk of deficits accumulating.

Note, it is not the type of activity which determines the applicability for a
Departmental Reserve Account. ‘Third Stream’ activity, which has historically led to
the assumed use of DRAs, is a broad conceptual term. ‘Third Stream’ does not
preclude budgeting and reporting being required and should usually form part of the
university’s Integrated Planning Process (budgeting).

The purpose of these Department Reserve Accounts is for the receipt of ad-hoc
revenue which is expected to be fully utilised by the beneficiary over a
reasonable period of time.

For example: Income received by an academic for running a conference or an external
award (often retained within ‘personal research accounts’); or income relating to
windfalls from company spinouts or one-off payments for intellectual property or
patents where amounts received are to be spent (note, larger amounts will require
spend plans for cashflow purposes).

Given the varied and evolving nature of income generating activities within the Higher
Education sector, the applicability of a DRA will be principles-based considering
that:

v Income is ad-hoc in nature and expected to be fully utilised by the beneficiary
over a reasonable period of time.

v" Amounts are strictly ringfenced for a specific purpose or activity and cannot be
transferred to another activity or individual, nor utilised to build ongoing
surpluses. Faculty and Directorate budget holders remain accountable for these
activities and the appropriateness of spend.

v' Activities do not carry significant risk including, but not limited to, financial,
operational and reputational risks.

v' Activities are not expected to result in a deficit balance over the life of the
activity; where this occurs, it will need to be remedied.

v" Staff costs should be for a short period and a specific purpose related to the
funded activity.
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Department Reserve Accounts must not be used to:

x  Avoid university governance including the budgeting regime, investment
appraisal and approvals, or adjusting management accounts.

X Appoint permanent staff roles unless expressly approved by the Vice President
(Finance) / Chief Financial Officer or Senior Finance leadership.

X  Capture income and expenditure of major recurring trading activities.

X Build surpluses for capital equipment replacement, which should be planned
for during the IPP. Where significant a request should be made to Strategic Capital
Investment Fund (SCIF) with an appropriate business case, per approval limits.
[To note, King’s Community Business Services (Estates Trading) Infrastructure
fund has been established within SCIF to replace Estates Trading Maintenance
funds, previously managed through DRAs].

X Generate surpluses with no specific or agreed intended use, given the
increased risk to university finances from any unbudgeted liabilities.

X Facilitate multi-year management reporting which can be resolved through
additional/bespoke reporting tools instead.

x Internal awards: These are spent and reported via the management accounts if
they are to be spentinyear (e.g. Vice Chancellors awards). If they relate to grant-
funded research optimisation (Kings Together, Prize fellowships, Public
Engagement and Supervisory Excellence) and have a longer horizon — usually no
more than 2 years — these will (from 2026/27) be reported as part of the
university’s Strategic and Capital Investment Funds (SCIF). Fixed term activity
codes will be used to ensure funding is spent within agreed timeframes.

Upon expiry of the award, any deficit incurred must be remedied by the
department receiving the award to compensate SCIF. Any underspend will be
released into general reserves when the activity code is closed and is not
allocated to the awarding area.

x Innovation income: Regular payments relating to royalty, licenses, patent
income, and recurring investment income from spin-offs. These should be
accounted for as part of the university’s budgeted activities. Departmental
Reserve Accounts are allowable for exceptional income relating to windfalls
(one-off payments) from company spinouts or large payments for intellectual
property or patents; where amounts are reinvested into faculties (note, larger
amounts will require spend plans for cashflow purposes).

In some cases, income and expenditure within an activity may not align to a financial
year creating an inherent risk of volatile in-year balances i.e. unpredictable
surpluses or deficits. This is not a reason for a DRA being applicable and this risk

should be managed as part of the budgeting cycle with consideration given to
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1.8

1.9

contribution target, or local budget management, impacts. Business areas are
encouraged to take a portfolio approach to their activities to manage and balance
financialrisk. The three year Integrated Planning Process horizon allows for projected
variations between financial years to be highlighted, explained and where possible
approved.

Budgeted activities include all primary university activities underpinning its
education and research mission, related infrastructure, and includes ongoing
commercially focused operations and consultancy activities under contract. To
ensure the robustness of the budgeting process, the routine movement of
transactions between budgeted and unbudgeted activities is prohibited except
for when deficits in DRA accounts need to be resolved. For example, it is prohibited
to move expenditure transactions from a DRA account (which is unbudgeted) into the
income and expenditure management accounts for the purpose of utilising a budget
underspend whilst protecting surplus held in reserve accounts.

All activities, whether budgeted or unbudgeted, are to support the university’s primary
aims and are not personal funds of staff (see 7.79) nor should they be used for private
expenditure. Where an unbudgeted activity is entitled to a reserve account it is
expected to be ringfenced to support a particular department or activities within
departments, hence the name “departmental reserve account” [Departmental
referencing that these are not faculty level funds].

As a general principle, no contracted / trading activities should be run through
reserves accounts, as this activity represents income and expenditure as a result of
King’s operations and should be recognised as such in how they are accounted for
and financially managed.

For all trading activities there should be formal contracts in place, setting out the
obligations of the counterparty and the university. Where appropriate, full economic
costing should be applied to new ventures. Contracts must be authorised in
accordance with the Contracts Policy (available via the Policy Hub).

Departmental Reserve Accounts - New Activity Requests & Operation

1.11

DRAs are requested when a new activity code is set up, usually via a Business World
form (within the finance system), and require rationale and evidence to be provided
considering the principles provided in this section. To ensure completeness this
should include:

A clear activity code description which explains the nature of the activity.

Source and type income (example one-off or recurring) and method for how the
income will be received (via invoice, award, contract etc).

Quantum of both income and expenditure for this activity including any staff
related payroll costs.
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Estimated timings of spend against income and when the reserve will be fully
spent.

Where applicable, an indicative end date to be applied to the activity code.

Faculty or Directorate approval must be provided for the DRA [approver will be
dependent on faculty structure and defined responsibilities]. Whilst there is no formal
limit, requests where amounts exceed £100k need specific Director of Operations /
Director approval as they are unlikely to fall within defined principles.

Finance approval is via a Finance Business Partner or Management Accountant.
Where approvals are deemed in dispute these will be escalated to a Senior
Professional Services (SPS) Finance contact for discussion with the relevant Director
of Operations / Director.

AUl DRA income should be banked directly into a university bank account and any
invoices raised should be raised in accordance with university policy. Receiptinto a
personal bank account, even if later transferred to the university is prohibited, and
could result in tax liabilities on the individual.

As a general principle, DRA activities will be subject to an overhead charge. This is
recognised as miscellaneous income within the budgeted income and expenditure
reporting — supporting contribution targets which fund wider operational costs. Some
exclusions may apply, please discuss further with your Finance Business Partner.

Quarterly reporting of balances is provided to appropriate contacts, and more regular
reporting is available on demand via Business World self-service for approved Report
Viewers and Budget Holders (see Business World Reporting Guidance).

The account holder [budget holder equivalent] must ensure that the account remains
in credit, or is expected to be in credit, over the life of the activity. Where material
deficits are expected, requests will be made to account holders to produce an action
plan indicating how the deficit balances will be cleared. At the end of each financial
year a review will be undertaken as part of the routine year-end procedures. These
year-end procedures will include:

Closing of activity codes where it has been determined the activity has ceased. Any
surplus balances will be ‘released’ into wider University reserves effectively
removing the designated reserve. In exceptional cases surpluses may be used for
resolving deficit balances (see section on Closure below).

Reviewing deficit balances, and where these are not expected to be resolved,
recharging as a cost to be managed within the department’s core budget.
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Departmental Reserve Accounts — Closure

1.18

As these are university funds, in a scenario where an individual has received income
while at King’s and the individual moves to another institution, funds would not
ordinarily be transferred to that institution, nor to a different internal activity or
individual. Any exceptions require specific approval by the Vice President (Finance) /
Chief Financial Officer. Where the contractual status of a member of staff who is
named on an account (e.g. through retirement) changes, the Head of Department
must confirm the future use of the account, including nominating a new designated
account holder. Until this is received the account will be held as inactive, preventing
its use.

Where deficit balances prevent the closure of a DRA account, it is expected that the
department will be held responsible and for the amount to be recharged as a cost to
be managed within the department’s budget. In exceptional circumstances, such
as significant affordability constraints, other DRA surpluses may be utilised with
approval from the Senior Finance Business Partner.

Departmental Reserve Accounts — Legacy Balances

1.20

1.21

In some instances, there may be legacy balances remaining on historic DRA activity
codes, where these activities have now transferred into the budgeted reporting.
Utilisation of these balances, where material, will need to be approved annually, as
part of the IPP process, given the financial statement and cashflow impacts.

The retention of these legacy balances will be dependent on the activity. For example,
if upon review it is deemed that the activity was not entitled to a department reserve
account under the current and former guidance, any surplus amount will be released
into general reserves — removing the ringfence around the balance, resulting in it not
rolling forward.
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