
Reserves Policy

(Adopted 12/17/2003 Revised 11/2/2006, 9/10/2018, 2/11/2019, 11/19/2024, and 9/23/25)

The Town of Lincoln regularly sets asides funds, specifically Reserve Fund, Stabilization Fund, and Free Cash, to:

· Address any unanticipated and emergency situations that may arise;

· Offset borrowing needs for current or anticipated large capital projects;

· Minimize variability in year-over-year tax bill changes, including as a result of potential capital projects;

· Maintain financial metrics consistent with strong credit worthiness as determined by rating agencies.
Reserve Fund
The Reserve Fund is part of the General Fund and is intended to cover extraordinary and unforeseen needs of the Town, the Lincoln Public Schools, and independent Boards. The Town holds all contingency funds for all budgeting agencies in this Reserve Fund including the Town, LPS, and Library, with the exception of Lincoln-Sudbury Regional High School, which has its own contingency fund. 
The Reserve Fund is funded on an annual basis from the Operating Budget to address any “extraordinary or unforeseen” expenditures (as defined in M.G.L. Ch. 40 §6).

Reserve Fund transfers for specific budget line items require a majority vote of the Finance Committee.

Stabilization Fund
The Stabilization Fund is separate from the General Fund and is intended to address any unanticipated or emergency situation, to offset borrowing needs for a current or anticipated large capital project, or to minimize variability in year-over-year tax bill changes. Colloquially, it functions as the Town’s “savings account.”
Contributions to Stabilization are sourced from excess funds available in the annual budgeting process as well as excess Free Cash.
A majority / two-thirds vote at Town Meeting is required to appropriate to / from the Stabilization Fund. 
Free Cash

Free Cash is available to fund current and future Town Operations, including capital expenditures, and results from the Town’s remaining, unrestricted funds from its operations of the previous fiscal years. It generally includes actual receipts in excess of revenue estimates and unspent amounts in departmental budget line items, plus unexpended Free Cash from the prior years. Colloquially, it functions as the Town’s “checking account.”

Free Cash from excess receipts and unspent budgets are typically available for use two years later as Free Cash. Free Cash is not generally certified until after the subsequent FY Budget has been finalized (i.e., FY24 certified Free Cash becomes a funding source in FY26).

A majority vote at Town Meeting is required for appropriations to and from Free Cash.
Finance Committee Policy

In order, to maintain adequate financial reserves and metrics consistent with strong credit worthiness as determined by rating agencies, the Finance Committee will aim to:

· Reserve Fund: Set aside at least 1.3 percent of the prior fiscal year’s total funds available for “extraordinary or unforeseen” expenditures. Note that while 1.3 percent is the recommended target, the Finance Committee may increase this target in times of uncertainty (e.g., global pandemic). Any unspent funds at the end of the fiscal year close to Free Cash. 
· Stabilization Fund: Maintain a Stabilization Fund balance between 5 and 10 percent of the prior fiscal year’s total funds available. The Committee may exceed 10 percent in Stabilization leading up to anticipated large capital projects and fall below 5 percent when funding current capital projects.

· Free Cash: Maintain a certified Free Cash balance between 10 and 15 percent of the prior fiscal year’s total funds available. The Committee may exceed 15 percent in Free Cash leading up to anticipated large capital projects.
Note that managing to this target will require management and oversight of unexpended Free Cash from prior years (5-10 percent) as well as actual receipts relative to revenue estimates and unspent departmental budgets (5-10 percent).
· Combined Reserves: Maintain Combined Reserves, which includes Stabilization and Free Cash balances (Free Cash includes any unspent funds closed from the Reserve Fund), between 15 and 20 percent of the prior fiscal year’s total funds available. 15 percent is considered the lower end to maintain financial metrics consistent with strong credit worthiness as determined by rating agencies.
Accumulating reserves beyond the 20 percent level risks ‘taxation inequity’ where residents of past years bear the burden of future expenses and capital projects. Absent a specific, anticipated, near-term large capital project(s), the Committee should consider leveraging reserves in excess of 20 percent to provide tax relief by recommending (a) using some available cash to service debt, (b) a budget below the levy-limit, and/or (c) any other mechanism available to the Committee. 
When recommending these mechanisms, the Committee should be mindful of tax “smoothing” and avoid scenarios that result in steep year-over-year tax increases.

The Committee should periodically review this policy, especially when there is a change to the methodology used to assign credit ratings.

