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MEMORANDUM

To:
Municipal Officials

From:
  Abigail Friedman, Director VLCT Municipal Assistance Center



  Jim Barlow, VLCT Senior Staff Attorney



  William Hall, VLCT Chief Financial Officer


Date:
December 9, 2009

RE:
Model Fund Balance Reserve Policy

Like any planning effort, municipal budgeting involves an element of risk.  When preparing and adopting a proposed budget neither the selectboard nor the voters can precisely predict circumstances during the coming year.  A municipal budget must necessarily be built on certain assumptions and estimates of revenues and expenditures.  

In most cases these assumptions and estimates prove accurate and a municipality will end its fiscal year on target, but an economic downturn can increase property tax delinquencies, commodity prices can rise sharply, or the state may delay payment of financial aid.  Unusual weather conditions can require additional labor and equipment expenditures to keep the roads open for travel or a key piece of equipment can break down. These temporary revenue shortfalls and unpredicted expenditures can force a municipality to increase taxes, reduce service levels, delay anticipated projects or incur short-term debt to cover a deficit.    

Through establishment of a reserve fund, local governments can mitigate the impact of unforeseen events on the municipal budget.  Twenty-four V.S.A. §2804(a) allows municipalities to establish a reserve fund under the control and direction of the selectboard.  Money in the reserve fund can be expended by the selectboard for such purposes for which the reserve fund was established or for other purposes when authorized by a majority of the voters at an annual or special meeting.  Creation of a reserve fund would require voter approval of a warning article similar to this: 

Shall the voters establish a reserve fund, in an amount not to exceed  5% of the general and highway fund budget to cover unanticipated revenue shortfalls and to pay non-recurring and unanticipated general and highway fund expenses, in accordance with 24 V.S.A. § 2804(a)?   

A reserve fund balance policy can assist the selectboard in administering such a reserve fund by guiding decisions about how money will be set aside in the reserve fund and the circumstances under which money in the reserve fund will be spent.  This model policy provides that the selectboard will propose funding of the reserve fund through the town budget to maintain the balance at the maximum amount authorized by the voters.  Most financial municipal experts agree that a municipality should maintain financial reserves of at least 5 percent of annual operating expenditures and that the more unstable a municipality’s revenue base, the larger its reserves should be.  In this regard, Vermont municipalities that rely more heavily on local option tax revenues may consider larger reserves than those that depend almost exclusively on the municipal property tax. 

The model policy provides that the selectboard will only utilize the reserve fund “to alleviate unanticipated short-term budgetary issues such as revenue shortfalls or unforeseen expenses.”  It also requires the selectboard to hold a public hearing before authorizing expenditure from the reserve fund.   If any reserve fund expenditure reduces the fund balance below 75% of the maximum amount authorized by the voters, the selectboard must develop a plan to restore the funds to the prescribed level. 

Please note that this model financial policy has been developed for illustrative purposes only. VLCT makes no express or implied endorsement or recommendation of any financial policy, nor does it make any express or implied guarantee of legal enforceability or legal compliance, nor does VLCT represent that any particular policy is appropriate for any particular municipality. Your legal counsel should review any proposed financial policy before adoption.

RESERVE FUND BALANCE POLICY

Town of __________

PURPOSE.  The selectboard of the Town of __________ believes that sound financial management requires that sufficient funds be maintained by the Town for unanticipated expenditures and revenue shortfalls during the course of the fiscal year as may be caused by economic downturns, natural disasters, and other unforeseen circumstances.  Maintaining such funds will help maintain the stability of the Town tax rate and reduce the need for short- term borrowing.  

OBJECTIVE.  Upon recommendation of the selectboard, on March __, 201_, voters of the Town authorized establishment of a reserve fund in accordance with 24 V.S.A. § 2804(a).  The selectboard’s objective is that adequate funds be set aside in this reserve fund in a planned and consistent manner and that these moneys not be spent for regular Town expenditures or used to reduce property taxes.  

RESERVE FUND EXPENDITURES.  The reserve fund was established by the voters for the purpose of covering unanticipated revenue shortfalls and paying non-recurring and unanticipated general and highway fund expenditures of the Town.  To this end, the selectboard will only utilize the reserve fund to alleviate unanticipated short-term budgetary issues such as revenue shortfalls or unforeseen expenses.  Any expenditure of the reserve fund by the selectboard for such purposes shall require approval of majority of selectboard members after due notice and a public hearing.  In accordance with 24 V.S.A. § 2804(a), expenditure of the reserve fund for any other purpose shall require the authorization of a majority of the voters present at an annual or special town meeting.  

RESERVE FUND APPROPRIATIONS.  Annually, the selectboard will propose funding of the contingency reserve fund through the town budget to maintain the balance at the maximum amount authorized by the voters.   In the event an expenditure reduces the contingency reserve fund balance below 75% of the maximum amount authorized by the voters, the selectboard will, as part of its approval, adopt a plan to restore the funds to the prescribed level. 

The foregoing Policy is hereby adopted by the selectboard of the Town of __________, Vermont, this day of _____________ and is effective as of this date until amended or repealed.
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