Free Cash Fact Sheet
Per DLS: 
Free cash is an “other available fund” revenue source that may be appropriated after certification for any legal purpose by the legislative body of a city or town.  In a city this requires the recommendation of the mayor and city council approval, or a vote of the town council.  In a town, this requires approval by a vote of town meeting.  It is calculated by the Division of Local Services (DLS) Bureau of Accounts (BOA) after June 30, the end of the fiscal year, based on information submitted by a municipality.
Free cash is created (or reduced) by any variances to budgeted revenues and expenditures, including local estimated receipts, such as motor vehicle excise tax, meals and rooms excise tax, and licenses and permits as well as real and personal property taxes.  Certified free cash will also include amounts certified but unexpended from the prior year.  Free cash is reduced by deficits existing in other funds, such as capital project deficits, or grant account deficits.  It may also be reduced by reconciling variances in cash and receivables.
Free cash is not available for use until after the accountant, auditor, or comptroller submits a June 30 balance sheet and other supporting documents to BOA and the Director of Accounts certifies the free cash.  Cities and towns should be conservative in budgeting amounts not yet certified, as only an amount not to exceed the Director’s certification may be appropriated for use.
As a nonrecurring revenue source, free cash should be restricted to paying one-time expenditures, funding capital projects, or replenishing other reserves. We do not recommend that free cash be budgeted for ongoing operational purposes.  
DLS recommends that communities adopt robust free cash policies that address uses of free cash, including what percentage of free cash should be carried forward to the next annual certification, budgeting for the creation of free cash using conservative revenue and expenditure estimates, annual pay-go capital project uses, and reserve funding policies. 
Further, DLS recommends that communities understand the role free cash plays in sustaining a strong credit rating and strive to generate free cash in an amount equal to five to seven percent of its annual budget.
The same rules apply to the DLS certification of retained earnings, which is the enterprise fund equivalent of free cash.


Town of Lunenburg Free Cash Policy:
Section 3.03 Free Cash (Amended 09/02/2014; 10/18/2018) 
A. Free Cash, Definition, Process of Establishing 
1. Free cash is the remaining, unrestricted funds of operations of the Town’s previous fiscal year net after certain revenue deficits (e.g. unpaid property taxes) Free cash is a non recurring source of revenue. It includes: 
a) Unexpended Free Cash from the previous year, 
b) Actual receipts in excess of revenue estimates, and 
c) Unspent amounts in budget line-items. 
B. Provided monies from these three sources are neither encumbered nor reserved, they comprise the Town’s undesignated fund balance [UFB] at the end of the previous fiscal year. 
1. The Town cannot spend monies in the UFB until the MA Dept. of Revenue [DOR] certifies that portion of the UFB is available to be expended by the Town. 
2. Certification of the UFB by the DOR involves identifying if the Town has revenue short falls from the previous fiscal year, (e.g. unpaid property taxes) or other revenue deficits. If so, the Town should apply money from the UFB equal to the amount of these revenue deficits, or if the revenue deficits exceed the amount of the deficits in revenue from the previous year, the entire amount in the UFB. 
3. The portion of the UFB that the DOR certifies becomes Free Cash, which the Town can spend. 
C. Priorities for Applying Free Cash: 
1. The highest priority use of Free Cash should be to increase the balance of the Stabilization Account if necessary to a level of at least five percent of the current fiscal year omnibus budget. 
2. The next highest priority use of Free Cash should be to fund an amount equivalent to at last 10% of the previous fiscal year’s certified General Fund Free Cash for deposit into the OPEB Trust Fund on an annual basis. 
3. The third highest priority use of Free Cash should be to fund an amount for deposit into the Special Purpose Stabilization Account provided the deposit is consistent with all stipulations in the policy on Stabilization funds. The amount is to be calculated each fiscal year during the capital planning process and should be based on the cost of upcoming large capital improvement requests. 
4. Any monies that remain in Free Cash may be used to fund one-time expenditures for specific departments and/or special projects at the discretion of the Town Manager, subject to appropriation by Town Meeting. 
D. Because Free Cash is non-recurring revenue, it should not be used to fund any personnel, program, or initiative that would require expenditures in subsequent fiscal years.
Lunenburg Free Cash History:
	Fiscal Year Certified (FC from Prior Year Close Out)
	Date Certified
	Certified Free Cash as of 7/1
	Operating Budget Prior Year
	Certified Free Cash as a % of the Budget

	2026
	3/11/2026
	3,354,370
	50,420,663
	6.65%

	2025
	12/11/2024
	2,270,060
	49,661,935
	4.57%

	2024
	11/3/2023
	1,870,612
	47,551,576
	3.93%

	2023
	10/25/2022
	2,923,290
	44,742,766
	6.53%

	2022
	10/8/2021
	2,666,962
	42,743,616
	6.24%

	2021
	10/13/2020
	1,804,185
	42,520,507
	4.24%

	2020
	10/18/2019
	1,107,694
	40,482,685
	2.74%

	2019
	10/22/2018
	1,512,483
	39,300,938
	3.85%

	2018
	10/3/2017
	818,886
	36,762,549
	2.23%

	2017
	2/16/2017
	888,944
	34,948,060
	2.54%

	2016
	10/13/2015
	263,188
	32,452,875
	0.81%

	
	
	
	
	

	10 Year Average
	1,770,970
	
	
	Below DLS Recommendation

	5 Year Average
	2,617,059
	
	
	Within DLS Recommendation of 5-7%

	10 Year Median
	1,804,185
	
	
	

	5 Year Median
	2,666,962
	
	
	




