
Free Cash and Stabilization Fund Proposal 
 

 
A proposal to the Acton Finance Committee by Allen Nitschelm and Charlie Kadlec 

 
 
Introduction
 
Acton is in an unusual financial situation.  Both the Free Cash (FC) account and the Stabilization Fund (SF) 
are essentially depleted.   This is an excellent time to establish a policy to guide the replenishment and 
future use of these funds.   This proposal is intended to start this process and offers a specific plan to be 
considered and adopted by the Acton Finance Committee. 
 
 
Definitions 
 
Free Cash and Stabilization Funds are defined by the Department of Revenue (DoR) and are shown in 
Appendix A. 
 
 
Why should the Town of Acton adopt a Free Cash / Stabilization Fund Policy? 
 

1. To make the yearly budget process more predictable and consistent.  Every year, the question of the 
appropriate use of Free Cash (and, occasionally, the Stabilization Fund) absorbs significant 
budgeting time and effort.  For many years, it was considered wise and necessary to maintain a 
significant Free Cash position.  Last year, the opposite decision was made and almost all of the 
available Free Cash was used.   These decisions are influenced by the town’s financial situation but 
primarily reflect the preferences of the individuals then serving on the various boards.  A written 
policy, although not binding, will provide short-term guidance and may help the town make wiser 
long-term financial decisions. 

 
2. To provide funding for long-range goals such as acquisition of open space.   With both funds 

depleted, there is no way that the Town could quickly take advantage of an opportunity to 
implement any of the goals of the Master Plan if any funds are needed.   A good example is the 
possible sale by the State of the land on Route 2. 

 
3. To avoid, or at least diminish, the recurrent budget crisis.   The problems funding our yearly 

operating budgets are well known from the recent override discussions, but that is only part of the 
crisis.  Deferred maintenance and deferred replacement of capital items are another part.  We have 
been very lucky not to have had any major equipment or other infrastructure failures – the Douglas 
School heating system problems last year being a small example of what can happen.   If we lost a 
fire truck in an accident, had a serious roof problem, etc, we do not have any funds to pay for 
repairs and/or replacement.   A policy would address this problem. 

 
4. Development of a policy on the use of Free Cash is recommended by the Department of Revenue 

and implied by the Association of Town Finance Committees (MA). 
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Why address Free Cash and Stabilization Fund in the same policy? 
 

1. Both are potential sources of funds for Town Meeting appropriations. 
 

2. The two are related but there are important differences in their use and fund availability. Having 
both funds increases the Town’s flexibility in funding unexpected expenses. 

 
3. Moving funds out of Free Cash and into a Stabilization Fund gives us a better financial picture of 

our savings and can help differentiate between using some free cash for certain expenses and not 
using stabilization funds for others. 

 
 
 
Why should this be a FinCom policy? 
 

1. Although it is desirable (perhaps necessary) for the Board of Selectmen and the School Committee 
to endorse any policy that addresses the use of Free Cash and the Stabilization Fund, it is the 
FinCom that has the over-all responsibility for guiding the town’s finances. 

 
2. The Finance Committee is charged with making financial recommendations to the voters at town 

meetings. Developing fiscal policies is within FinCom’s scope and is an appropriate use of 
FinCom’s time and resources. 

 
3. FinCom should recommend its policy to the Regional School Committee as a suggestion for using 

its Excess & Deficiency funds (the Regional District’s equivalent of Free Cash). 
 

4. The Finance Committees of many towns comparable to Acton have adopted similar policies. 
 

 
 
What should such a policy include? 
 
A Free Cash / Stabilization Fund policy should address three things: 
 

1. The fund levels to be maintained, as a percentage of the total town budget.  We propose that the 
goal be to maintain a Free Cash (FC) balance of 1% to 3% and a Stabilization Fund (SF) balance of 
2% to 4% of the total town budget.   

 
2. The permissible / planned use of these funds.  The state “best practices” publication, the Association 

of Finance Committee handbook and policies adopted by other towns all discourage the use of FC / 
SF for yearly operating budgets.  We support this concept, but we propose that the Finance 
Committee first determine, each year, how the (certified) amount of Free Cash was generated, 
dividing the total into three parts, and that the policy specify the use of Free Cash based on how it is 
generated:  
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a. Funds from under-spending of the appropriated monies for yearly operating budgets, further 

divided into the amount generated by the municipal budget and the amount generated the 
local school budget.  To encourage such under-spending (as opposed to the current practice 
of spending it all, “use it or lose it”), we propose that the policy provide that 50% of any 
under-spent budget amounts be automatically credited to the respective budgets (municipal 
or local school) for the following fiscal year.  The other 50% would be retained in FC until 
the 1% minimum FC balance is achieved, then appropriated to replenish the SF until its 
minimum 2% balance is achieved, then divided equally between the two funds. 

 
b. Funds from revenues in excess of the budgeted amounts.  These funds should first be 

allocated to FC until its minimum 1% balance is achieved, then allocated 50/50 to FC and 
SF. 

 
c. Funds from unusual, “windfall” events such as taxes for properties taken out of Chapter 61, 

etc.  Because these events are random and cannot be depended on to provide funds every 
year, the policy should provide that all such funds be allocated to the SF. 

 
We propose that the policy specify that when Free Cash exceeds the 1% minimum, the balance can be 
considered for appropriation to fund Articles for capital items that have a useful life of up to ten years, 
and/or deferred maintenance per a schedule that the FinCom may wish to establish and maintain.  It is 
also available to pay for any unexpected costs due to accidents, fire, “acts of God” or nature (unusual 
snowfall), reducing the need to provide reserve funds in the yearly operating budgets. 

 
We propose that the policy specify that the Stabilization Fund only be used for unique and/or infrequent 
capital expenditures such as purchase of open space, replacement of infrastructure items that have a 
useable life of at least ten years, etc.  SF is available for “all legitimate uses” and the policy can provide 
that it can be used for other purposes in an emergency. 

 
When both the FC and the SF reach their maximum respective amounts per this policy, any excess FC 
will be used to reduce the tax rate. 

 
3. How the Stabilization Fund is replenished.  SF is replenished from FC by an appropriation voted at 

Town Meeting.  Paragraph 2 (above) describes how the policy would address the amounts to be 
appropriated. 

 
 
 
The Proposed Policy 
 
Policy on Free Cash and Stabilization Fund 
By the Town of Acton Finance Committee 
 

1. As a goal, the Free Cash balance shall be maintained at 1-3% of the total town budget. 
2. As a goal, The Stabilization Fund balance shall be maintained at 2-4% of the total town budget. 
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3. Each year, the Finance Committee will first identify the sources of additions to Free Cash in three 
categories: under-spending of appropriated budgets, revenues in excess of budgeted amounts, and 
funds from “windfall” events. 

4. The uses of Free Cash per this policy shall be as follows: 
a. 50% of any under-spent budget amounts shall be credited to the respective municipal or 

local school budget for the following fiscal year. The remainder will be retained in Free 
Cash until the minimum Free Cash balance is achieved, then allocated to replenish the 
Stabilization Fund until its minimum 2% balance is achieved, then divided equally between 
the two funds. 

b. Revenues in excess of budgeted amounts shall remain in Free Cash until its minimum 1% 
balance is achieved, then allocated 50% to Free Cash and 50% to the Stabilization Fund. If 
Free Cash reaches 3% of the total town budget, all additional revenues shall be allocated to 
the Stabilization Fund. 

c. Any additions to Free Cash due to windfall events shall be allocated to the Stabilization 
Fund. 

d. When Free Cash exceeds 1% of the total town budget, the balance can be considered for 
appropriation to fund Articles for capital items that have a useful life of up to ten years, 
and/or for deferred maintenance. 

e. When the Stabilization Fund exceeds 2% of the total town budget, the balance can be 
considered for appropriation but shall be earmarked for unique and/or infrequent capital 
expenditures. 

f. When both the Free Cash and Stabilization Fund reach their maximum respective amounts 
per this policy, any excess Free Cash will be used to reduce the tax rate. 

5. This policy shall remain in effect unless superceded or repealed by a vote of the Finance 
Committee. 
 
Approved by: (signature lines for the members of the Finance Committee, plus the Chairman of the 
Board of Selectmen and the local School Committee.) 

 
 
 
Some facts : 
 
From the Department of Revenue (DoR) FY2005 information available on-line (see “useful links” below): 
 

• For the current fiscal year (FY’05) Acton’s certified Free Cash balance was $ 85,425 as of 7-1-04.  
By DoR’s calculation, that’s 0.12% of the budget (the budget number they use is $ 68,881,312).   
Free Cash certification is only good for the fiscal year; it will expire at the end of this month (June).  
At this time, there is no information about the Free Cash amount that will be available (certified) as 
of 7-1-05 for possible appropriation next fiscal year. 

 
• Acton’s Stabilization Fund balance as of 6-30-04 was $ 3,718, or 0.01% of the budget as calculated 

by the DoR. 
 

• The average Free Cash balance for the 351 cities and towns listed in the FY2005 DoR spreadsheet 
is 2.72 % of the budget;  the average Stabilization Fund is 2.54 % of the budget. 
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• The Acton-Boxborough Regional School District, which is a separate legal entity and maintains its 

own funds, had a balance of $ 605,474 for the current fiscal year in its “Excess and Deficiency” 
fund.  This E&D amount is 2.26% of the gross FY’05 Regional School District budget 
(approximately $26,750,000).    

 
 
Other sources : 
 

• The Association of Town Finance Committees (Massachusetts) handbook states:  “Typically, a 
community will attempt to maintain a free cash balance of between three and five percent of its total 
budget as a hedge against unforeseen expenditures, to ensure there will be an adequate reserve to 
prevent sharp fluctuations in the tax rate, and to prevent expensive short-term borrowing. 
(Maintenance of an adequate free cash level is not a luxury but a necessary component of sound 
local fiscal management. Credit rating agencies and other members of the financial community 
expect municipalities to maintain free cash reserves; judgments regarding a community's fiscal 
stability are made, in part, on the basis of free cash.)” 

 
• The state Department of Revenue Technical Assistance Section “Best Practices” publication states 

under Free Cash:    “….  DOR recommends that communities understand the role free cash plays in 
sustaining a strong credit rating and encourages the adoption of policies on its use.  Under sound 
financial policies, a community would strive to generate free cash in an amount equal to 3-to-5 
percent of its annual budget.  Free cash would not be depleted in any year, so that the following 
year's calculation would begin with a positive balance.  Conservative revenue projections and 
departmental appropriations would be orchestrated to produce excess income and departmental turn 
backs. As a non-recurring revenue source, a prudent use of free cash would be to fund one-time 
expenditures, a capital purpose or to replenish other reserves.  If projected as a revenue source to 
support the ensuing year's operations, the amount used would be restricted to a percentage of total 
free cash. ….”. 

 
 
 
 
Useful links:
 

1. General town finance information 
• http://www.mass.gov/portal/index.jsp?pageID=mg2subtopic&L=5&L0=Home&L1=State+Gov

ernment&L2=Local+Government&L3=Finance&L4=Resources+for+budgeting&sid=massgov2 
• http://www.dls.state.ma.us/mdmstuf/technical_assistance/best_practices/freecash.htm 

 
2. Financial data for cities and towns 

• http://www.dls.state.ma.us/MDMSTUF/debt.htm 
• http://www.dls.state.ma.us/allfiles.htm#indicators 
• http://www.dls.state.ma.us/mdmstuf/otherlocalaid.htm 
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Appendix A 
 
From the Department of Revenue 
 
Free Cash: Unrestricted funds from operations of the previous fiscal year that are certified by the Director 
of Accounts as available for appropriation. Remaining funds include unexpended free cash from the 
previous year, receipts in excess of estimates shown on the tax recapitulation sheet, and unspent amounts in 
budget line-items. Unpaid property taxes and certain deficits reduce the amount that can be certified as free 
cash. The calculation of free cash is based on the balance sheet as of June 30, which is submitted by the 
community's auditor, accountant, or comptroller. 
 http://www.dls.state.ma.us/reference/glossary/refgls_freecash.htm
 
 
Stabilization Fund: A fund within a municipal accounting system used to accumulate amounts for capital 
or other future spending purposes, although it may be appropriated for any lawful purpose per MGL Ch. 40 
- Powers and Duties of Cities and Towns § 513. Communities may appropriate into this fund an annual 
amount not to exceed ten percent of the prior year's tax levy or a larger amount with the approval of the 
Emergency Finance Board. The aggregate of the stabilization fund shall not exceed ten percent of the 
community's equalized value, and any interest shall be added to and become a part of the fund. A two-
thirds vote of town meeting or city council is required to appropriate money from the stabilization fund. 

http://www.dls.state.ma.us/reference/glossary/refgls_stabilizationfnd.htm
 

 
Appendix B 
 
OTHER ATTACHMENTS 
Policies and other written materials from selected Massachusetts’s towns that have discussed Free Cash 
and/or Stabilization Funds are attached from the towns of Andover, Concord, Easton, and Groton. 
 
 
 
Comments on this policy may be sent to the authors at: 
 
Allen Nitschelm: Allen@TheHomesteader.com
Charlie Kadlec: stomail@stolab.com
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Town of Andover 
FINANCIAL POLICIES 

 
FISCAL POLICIES/GENERAL FUND 
 
All current operating expenditures will be paid for with current operating revenues. 
 
The purpose of this policy is to maintain a financially sound operating position for the town by promoting 
Andover's ability to 1) balance its budget on a current basis, 2) maintain reserves for emergencies, and 3) 
have sufficient liquidity to pay bills on time to avoid short-term borrowing costs. 
 
The town will avoid budgetary procedures that balance current expenditures at the expense of meeting 
future years' expenses, such as postponing expenditures, accruing future years' revenues or rolling over 
short-term debt. 
 
The combined balance of Free Cash and Stabilization Fund should be maintained at 3%-7% of general fund 
operating revenues. 
 
a. The Town will endeavor to maintain a certified Free Cash balance equal to 3% - 7% of general 
fund. The Free Cash balance is an important indicator of whether a town is living within its means. A 
declining balance means that the town is spending more on an annual basis than it is collecting in revenues.  
Andover's goal is to maintain its Free Cash balance at 3% - 7% as a reserve which can be tapped in case of 
emergency and to provide enough cash in the bank to meet payrolls and pay the bills without having to 
borrow in anticipation of taxes. Together with the Stabilization Fund the 3-7% goal is a widely accepted 
measure of good financial standing and a factor in Andover's bond rating. 
 
Free Cash provides a financial cushion against events such as a sudden loss of a revenue source, an 
economic downturn, emergency or other unanticipated expenditures, non-recurring capital expenditures 
and uneven cash flow. A constant decline or a low level of Free Cash indicates a problem in meeting 
current expenditures and revenue targets, subsidizing the current operating budget, or utilizing reserves for 
purposes not planned. A sudden decline in free cash may be temporary or related to planned purposes. 
 
b.  The Town will endeavor to maintain a Stabilization Fund. Funds held in Stabilization may be 
appropriated for one-time capital expenses only. 
 
The Town may appropriate monies into the Stabilization Fund over two or more years for a specific 
planned capital project in order to avoid borrowing costs. 
 
3. Free Cash in excess of goal should be used for non-recurring or emergency expenditures or appropriated 
to a stabilization h d for future capital projects and equipment purchases. 
 
This goal, combined with Policy 2, will provide a strategy to avoid creating future operating deficits by 
over reliance on Free Cash to subsidize the operating budget. The policy should allow, once a reasonable 
level of Free Cash is attained, for a contingency reserve (either appropriated or unappropriated) to be used 
for expenditures of a non-recurring nature, capital and equipment purchases, or unexpected, nonrecurring 
small increases in public service costs. 
 



The Report of the Finance Committee, Town of Concord, 2005 
 
(Mailed to all Concord residents) 
 
Page 11: 
 
The Concord Finance Committee was established by Town bylaw in 1921 and comprises 
15 members appointed by the Moderator….The appointment process is designed so that 
the Finance Committee remains independent of the Town’s administrative structure and 
elected boards. 
 
Page 11-12 
 
The Finance Committee has the following responsibilities: 
 

• Establishing fiscal guidelines for the Town Manager, the Concord Public School 
Committee, and the Concord-Carlisle Regional School Committee in preparing 
their budgets…. 

• Conducting special studies and activities to gather and disseminate information 
about financial issues affecting the Town. 

 
 
Page 12 
 
Finance Committee Policies 
For many years, the Finance Committee has supported a set of long-range financial 
policies for prudent financial management of the Town. Starting this year, the Town has 
begun documenting these in the Town Manager’s annual budget in a comprehensive way, 
following the recommended practices of the Government Finance Officers Association of 
the U.S. and Canada. Following is a summary of some of those policies, from the 
perspective of the Finance Committee: 
 

• Maintain a fixed percentage of the annual budget in Free Cash. This forms the 
core of the Town’s reserves and its working capital. Since the mid-1990’s, that 
percentage has been 5% equivalent to about $3.1 million as we enter FY06. 

• Spend about 7-8% of the annual budget on routine capital maintenance and 
renewal of the Town’s facilities and infrastructure (including schools.) Included 
in this, 5% is reserved for debt service for large items and projects funded by 
borrowing. 

 
 



Policy #52 
 

FINANCIAL MANAGEMENT PRINCIPLES 
 
PART 1:  GENERAL 
 
Section 1: To protect the town’s financial stability, to ensure the availability of adequate financial 

resources in times of emergency, to capitalize on high bond ratings (and thus low interest 
rates), it is essential that guiding principles regarding the town’s financial management be 
adopted and adhered to in the preparation and implementation of the town’s operating 
and capital budgets. 

 
PART 2:  GUIDING PRINCIPLES 
 
Section 1: Reserves and one-time revenues will be used only for capital or other non-recurring 

expenses. 
 
Section 2: The Town will strive to maintain unappropriated free cash at a minimum of 1% of 

revenues, and unappropriated free cash should never be less than ½ % of revenues. 
 
Section 3: The stabilization fund should, at a minimum, be at a level equal to 2% of revenues, and 

should be increased with surplus funds whenever possible. 
 
Section 4:  Revenue estimates should be realistic, yet conservative, to minimize the potential of 

shortfalls in the subsequent year’s operating budgets and corresponding impacts on free 
cash. 

 
Section 5: State aid forecasts will be based on best available sources, with the most likely source 

being the Massachusetts Municipal Association, however, other sources maybe taken into 
consideration including but not limited to the Governor’s budget, the House budget and 
the Massachusetts Taxpayers Foundation forecasts. 

 
Section 6: The undesignated fund balance should be maintained at a level equal to 5% of total 

revenues. 
 
Section 7: Existing reserves should be enhanced whenever possible. 
 
Section 8: Whenever practical, capital funding should be done only in the fall after free cash has 

been certified. 
 
Section 9: Whenever practical, the issuance of expensive short-term Tax Anticipation Notes should 

be avoided by applying these financial management principles. 
 
Section 10: Carefully monitor capital project schedules to minimize borrowing costs while 

optimizing investment opportunities. 
 
Section 11: Balances in prior Town Meeting funding articles shall be reviewed annually and excess 

balances shall be closed out to free cash. 
 
PART 3:  IMPLEMENTATION OF PRINCIPLES 
 
Section 1: If financial conditions warrant actions that are in contradiction to these principles, the 

Board of Selectmen and/or Town Administrator will acknowledge such actions to the 
Town Meeting and the reasons therefore.   

 
Adopted by Board of Selectmen 2/23/04  
Approved by Finance Committee 2/5/04 

Approved by School Committee 3/4/04 with 
the addition of the phrase “Whenever  

possible,” at the beginning of Part 2, Section 1. 
 

34A 



TOWN OF GROTON 
OVERALL FINANCIAL MANAGEMENT POLICIES 

 
Introduction 
 
The following financial principles set forth the broad framework for overall fiscal 
planning and management of the Town of Groton's resources.  In addition, these 
principles address both current activities and long-term planning.  The principles are 
intended to be advisory in nature and serve as a point of reference for all policy-makers, 
administrators and advisors.  It is fully understood that Town Meeting retains the full 
right to appropriate funds and incur debt at levels it deems appropriate, subject, of course, 
to statutory limits such as Proposition 2½. 
 
The principles outlined in this policy are designed to ensure the Town's sound financial 
condition now and in the future.  Sound Financial Condition may be defined as: 
 

 Cash Solvency - the ability to pay bills in a timely fashion. 
 

 Budgetary Solvency - the ability to balance the budget annually. 
 

 Long-Term Solvency - the ability to pay future costs. 
 

 Service Level Solvency - the ability to provided needed and desired services. 
 
It is equally important that the Town maintain flexibility in its finances to ensure that the 
Town is in a position to react and respond to changes in the economy and new service 
challenges without measurable financial stress. 
 
Policy Statements 
 

1. The Finance Committee under the direction of the Board of Selectmen 
shall prepare a balanced budget and comprehensive Budget Message 
annually as required by State Law.  The Budget Message shall include a 
detailed examination of trends in tax levy "new growth" revenues, local 
receipts, state aid and available funds as well as discussing extraordinary 
or new expenditures.  

2. The Town will avoid budgetary procedures that balance current 
expenditures at the expense of meeting future years' expenses, such as 
postponing expenditures, accruing future years' revenues or rolling over 
short-term debt. 

 
3. Ongoing operating costs will be funded by ongoing operating revenue 

sources.  This protects the Town from fluctuating service levels and avoids 
concern when one-time revenues are reduced or removed.  In addition: 

 
 



Cash balances should be used for one-time expenditures, such as capital 
improvements, capital equipment or extraordinary expenses, for increasing 
stabilization fund balances and reducing the tax rate.  Priority will be given to 
maintaining the stabilization fund as outlined in # 4. below: 

a. New operating costs associated with capital projects should 
be funded through the operating budget but reflected in the 
Capital Improvement Plan. 

 
4. The Town will maintain a Stabilization Fund as its main financial reserve.  

It shall be the goal of the Town to achieve and maintain a balance in the 
Stabilization Fund equal to 5% of its current year total expenditures.  Any 
balance beyond the 5% level will be accumulated and added to the Capital 
Stabilization Fund in conjunction with the Capital Plan to reduce overall 
borrowing and associated costs. 

5. The Town will continue to maintain a Conservation Fund to be used in 
part for the purchase of land, or conservation restrictions or agricultural 
preservation restrictions on lands that exhibit high value for protection 
because they contain important natural resources.  The Conservation 
Commission is responsible for formulating and prioritizing a list of such 
parcels so that a plan may be established for future purchases.  

6. The Town is committed to both reducing the overall debt service ratio and 
to shortening the term of borrowing for future capital projects.  Please 
refer to the Town's "Debt Management Policy" for a more complete 
discussion of this subject matter. 

7. Investment practices will be in accordance with the Town's Investment 
Policy. 

 
POLICY ENDORSEMENT: 
 
 
______________________________  ______________________________ 
Chairman, Board of Selectmen   Administrative Officer 
 
 
______________________________  ______________________________ 
Town Treasurer     Town Accountant 
 
 
______________________________ 
Chairman, Finance Committee 
 
 
 
Adopted: April 12, 2004 
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