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Why are financial policies necessary?
• Define practices and approaches for stewardship of 

public funds

• Provide a framework for financial accountability

• Provide guidance and reference points for actions in 
difficult time

• Encourage long-term consistency in financial 
practices and decisions

• Establish guidelines for operational & strategic 
decision making

• Identify acceptable, preferred and/or unacceptable 
courses of action



Policies don’t 
preempt decision-

making



Design Features of Effective Policies
• Explicit, in writing: easy-to-understand guidebook
• Current and relevant: reviewed and updated 

regularly (1-3 years)
• Literal: mean what they say and use plain language
• Easily accessible: available to all stakeholders, 

multiple means of access
• Concise: brief and to the point and separate from 

procedures
• Comprehensive: address the risks and issues that 

impact decision-making



Policy Development Method

Define the 
Problem the Policy 

Will Address
Draft the Policy Executive Team 

Review

Present to Elected 
Official Informally

Formally Consider 
& Adopt Policy

Put Policy into 
Practice

Monitor & 
Maintain Policy



Essential Policies
•Fund balance and reserves
•Operating budget
•Capital budget and planning
•Debt management
• Long-range financial planning
• Investment



Tips for Adoption
• If needed, take it slow and compromise when 

necessary
• Use rating agencies “good financial management” 

statements and state law as incentives to adopt
• Also, GFOA Best Practices!

• Anticipate political issues and be ready to address, 
including very careful wording

• Do not risk overall policies for controversy over one 
policy
• “Don’t let perfect be the enemy of the good.”

• Look for opportunities 



General Fund Reserve Policy Elements

Definition and 
purpose of 

reserves

Reserve target 
levels

Funding the 
target amount

Conditions for 
use of reserves

Authority over 
reserves

Replenishment 
of reserves

Excess 
reserves

Periodic review 
of targets



What are reserves?
“Reserves” is a budget and policy term 
that describes the resources available 
outside of the budget for use if the 
resources appropriated inside of the 
budget are insufficient. This offers 
protection against unplanned, 
unavoidable costs or losses.



Minimum levels
• Depends on revenue and expenditure/expense 

reliability 
and volatility, future plans and risk
• General Fund – 2 months of revenues or expenditures
• Enterprise Fund – 45 day minimum

• With this in mind, GFOA has developed 
resources to help governments optimize their 
reserves based on risk



What is the traditional mental model 
for reserves?
The Savings 
Account
• Easy to grasp
• Seemingly 

obvious 
parallel 
to our personal 
lives



The savings account model is limited

• Savings is more 
commonly seen
as deferred 
spending than a 
way
to manage risk

• Implies that more is 
better



What’s the alternative?
The Insurance Policy
• A reserve manages volatility
• Risk is a product of volatility
• Hence, reserves help manage risk
Advantages
• Obvious parallel to personal lives
• Invites us to think how commercial 

insurance
complements reserves

• Implies there is an optimal amount 



GFOA Reserves Resources
Fund Balance Guidelines for the General Fund
https://www.gfoa.org/materials/fund-balance-
guidelines-for-the-general-fund 

Working Capital Targets for Enterprise Funds
https://www.gfoa.org/materials/working-capital-
targets-for-enterprise-funds 

Should We Rethink Reserves?
https://www.gfoa.org/materials/rethinkingreserves
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GFOA Policy Resources
Financial Policy Challenge: 
view policies that have 
been submitted by GFOA 
members at
www.gfoa.org/financial-
policy-challenge

GFOA Member 
Communities: start a 
conversation at 
community.gfoa.org/
home
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GFOA Policy Templates

GFOA has several 
policy templates 
available on its website: 
https://www.gfoa.org/
materials/topic/fff
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