
Reserve funds, like other savings plans, are mechanisms for accumulating cash for
future capital outlays and other allowable purposes. The practice of planning ahead
and systematically saving for capital acquisitions and other contingencies is considered
prudent management. Saving for future capital needs can reduce or eliminate interest
and other costs associated with debt issuances. Similarly, certain reserve funds can be
utilized to help protect the budget against known risks (a potential lawsuit) or unknown
risks (a major ice storm). 

Most reserve funds are established to provide resources for an intended future use. An
important concept to remember is that a reserve fund should be established with a
clear intent or plan in mind regarding the future purpose, use and, when appropriate,
replenishment of funds from the reserve. Reserve funds should not be merely a
“parking lot” for excess cash or fund balance. Local governments and school districts
should balance the desirability of accumulating reserves for future needs with the
obligation to make sure taxpayers are not overburdened by these practices. There
should be a clear purpose or intent for reserve funds that aligns with statutory
authorizations.

Each statute that authorizes a reserve fund sets forth a particular underlying purpose for
the fund. For example, provisions of the General Municipal Law (the GML) and the
Education Law allow municipalities and school districts, respectively, to establish capital
reserves for future equipment purchases and capital improvements. The GML also
authorizes the establishment of an employee benefit accrued liability reserve for the
payment of the monetary value of accumulated, unused leave time to employees upon
separation from service. Planning today and saving incrementally for expected future
events can help mitigate the financial impact of major, nonrecurring or unforeseen
expenditures on your annual operating budget. Establishing and funding allowable
reserve funds for a clear purpose can help smooth out spikes in the annual budget and
in the real property tax levy.
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