TOWN OF NORWELL
RESERVE POLICY

Amended 9/4/13

The establishment and maintenance of adequate financial reserves is essential in providing the
Town of Norwell with financial flexibility and security and can be used to finance unforeseen or
emergency needs, to hold money for specific purposes, or in some cases, to serve as a revenue
source for the annual budget. Levels of reserved fund balance and unrestricted fund balance in
the general fund are monitored by credit rating agencies in evaluating creditworthiness that
impacts the Town of Norwell’s credit rating and consequently, its long term cost to fund major
capital projects.

The Town shall establish the following prudent financial goals and reserve policies for funding
and maintaining reserves:

* Reserve Fund — to provide for extraordinary and unforeseen expenditures, a reserve fund
shall be established under the provisions of MGL Chapter 40, Section 6. It shall be the goal of
the Town to provide a funding level of between .50% and .75% of annual General Fund 1
expenditures. Any unexpended balance at the end of the fiscal year must revert back to the
General Fund toward the calculation of free cash.

* Unassigned Fund Balance/Stabilization Fund — It shall be the goal of the Town to
maintain a level of unassigned fund balance plus unrestricted stabilization fund balance, as
defined in the Town’s audited financial statements, equivalent to no less than 5% of annual
general fund expenditures with a goal of 10%-15%.

1) Stabilization Fund — The stabilization fund shall be established under the provisions of
MGL Chapter 40, Section 5B.

a) The Town will maintain the stabilization fund as its main financial reserve in the
event of an emergency or extraordinary need. [t shall be the goal of the Town to
achieve and maintain a balance in the stabilization fund equivalent to 3% to 5% of
the Town’s general fund operating budget.

b} The use of the stabilization fund shall be restricted to non-recurring and/or capital
expenditures no greater than 20% in the aggregate of the unrestricted stabilization
fund balance in any fiscal year. Non-recurring or one-time expenditures include
capital improvements, capital equipment and extraordinary snow and ice removal
expenses. New operating costs associated with capital projects should be funded
through the operating budget but reflected in the capital improvement plan.
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¢) It shall be the goal of the Town to replenish any amount appropriated from the
stabilization fund in the prior fiscal year in the subsequent fiscal year. Said funding
shall come from free cash.

2) Free Cash - Free Cash shall be used for funding the stabilization fund and used primarily
as outlay for non-recurring and/or capital expenditures and recurring non-operational
expenditures greater than $10,000. If free cash must be used for operations, its use
should be restricted as a general revenue source for the ensuing year’s budget in an
amount no greater than 25% of the total free cash certified for the previous fiscal year. It
shall be the goal of the Town fo achieve and maintain an annual certification of free cash
in the amount of 3 to 5% of the Town’s general fund operating budget.

* Overlay Reserve — established per MGL Chapter 59, Section 25, the overlay is used as a
reserve, under the direction of the Board of Assessors, to fund property tax exemptions and
abatements resulting from adjustments in valuation. The Board of Selectmen shall annually
request in writing the Board of Assessors to submit the balance in the overlay account in excess

surplus to fund the senior citizen property tax work-off program, the Town’s Capital
Improvement Plan (CIP) or for any other one-time €xpense. Any balance in said overlay reserve
fund at the end of the fiscal year shall revert back to the General F und toward the calculation of
free cash.
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TARGET SHEET
FY2014 GOAL
ACHIEVED
(Y)OR(N)  ACTUAL%
1) RESERVE FUND FY2014 ANNUAL GENERAL FUND EXPENDITURES $45,445,012
{source documaent - 6/30 year end 5-.75%
general fund expenditure ledger) of annual
0.50% = $227,225 Gen Fund
0.75% = $340,838 Expenditures
Actual FY2014 reserve fund appropriation: $200,000 {N) 0.44%
2) UNASSIGNED FUND BALANCE/
STABILIZATION FUND UNASSIGNED FUND BALANCE $3,117,501| not < 5% and
STABILIZATION FUND BALANCE $1,731,191 5-15%
TOTAL $4,848,692| of annual
{source document - audited financials) Gen Fund
5% = $2,272,251 Expenditures
10% = $4,544,501 45,445,012
15% = $6,816,752
Actual FY2014 balance: $4,848,692 {Y) 10.67%
a) Stabilization Fund Maintenance
FY2014 General Fund operating budget (ART 2} $44,656,230 3-5%
water operating  {$1,144,925)| of Town's
water principal {$190,000)] Gen Fund
water interest ($29,800)| Operating
water temp int $0 Budget
cpa operating {$53,000)
net oper budget  $43,238,505
3% = $1,267,155
5% = $2,161,925
Actual FY2014 Stabilization Fund Balance: $1,731,191 (¥} 4.00%
b) Stabilization Fund Use| Restricted: funding nonrecurring and/or capital expenditures not > 20%
unrestricted stabilization fund balance in any fiscal year
20% = $346,238
Actual FY2014 Stahilization Fund use: 50 ) 0%
3) FREE CASH
a) Free Cash Maintenance 3-5%
FY2014 General Fund net operating budget {ART 2) $43,263,505| of Town's
3% = $1,297,905 Gen Fund
5% = $2,163,175 Oper Budget
Actual FY2014 Certification of Free Cash : $1,512,898 [\4] 3.50%
b) Free Cash Use Restricted: funding stabilization fund, outlay for non-recurring and/or
capital expenditures, and recurring non-operational exp > $§310K
If must be used for operational purposes, funding must not be > 25%
of prior year certification FY13 certification 52,298,014
25% = $574,504
Actual Total FY2014 Free Cash use: 1,948,345 84.78%
operaticnal $187,000 v 8.14%
capital Art 3 $428,345 [\ 4]
non-recurtring $715,000 )
recurring captl art 569,000 )
{le. SSWRC, OPEB) recurring articles $545,000 )
total free cash $1,948,345
4) OVERLAY RESERVE
Actual FY2014 Overlay Declared Surplus: $326,000 {Y)
Actual FY2014 Overlay Surplus use:
operational 50
capital Art 3 S0
one-time articles $288,000 {)
recurring articles 538,000 M




