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Fiscal Tool Brief:

Tax Rate Stabilization
Reserve Funds

Tax rate stabilization reserve funds help
municipalities smooth revenue fluctuations,
absorb financial shocks, and maintain
stable tax or utility rates over time.

Tax rate stabilization reserve funds are municipal
financial management tools designed to help

local governments manage revenue volatility and
maintain predictable tax and utility rates over time.’
Municipalities allocate surplus revenues or one-time
windfalls from strong fiscal years into these reserves,
which can then be drawn upon during years of fiscal
stress, such as times when revenues decline due to
economic downturns, when unexpected expenditures
arise, or when unanticipated emergencies strain the
budget. This approach enables municipalities to
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absorb financial shocks without imposing sudden
tax increases or cutting essential services. Some
municipalities use stabilization funds as part of

a broader long-term fiscal strategy, integrating
them into multi-year financial plans to ensure
sustainable service delivery and smooth year-over-
year budgeting. It is important to note that this
reserve fund represents a non-sustainable source
of annual funding and usually aims to support
normal municipal operations when the revenues
decline. Therefore, it is designed for use to reduce
annual tax rates on a routine basis. Serving as

a buffer, the tax rate stabilization reserve fund
support the provision of services and programs to
the community and ensure the long-term municipal
financial stability and sustainability.
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Figure 1. Visual representation of how Tax Rate Stabilization Reserve Funds work
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Examples

Various municipalities in Canada have established tax rate
stabilization reserve funds to manage their municipal revenue. For
example, Toronto (ON) maintains a Tax Rate Stabilization Reserve
as a contingency fund to address unanticipated and emergency
events, ensuring prudent financial management and fiscal stability.?
Given the uncertainty of future federal and provincial funding,

this reserve is embedded in its broader reserve and reserve-

fund framework and aims to support fiscal stability rather than
simply service one-off expenditures, allowing the City to manage
unforeseen costs while maintaining a balanced budget.® To uphold
financial resilience, Toronto has committed to retaining a Tax Rate
Stabilization Reserve balance of no less than 2% of its annual
property tax revenues.

Clearwater County (AB) maintains restricted surpluses, formerly
known as financial reserves, that act as a savings mechanism

for major infrastructure projects and unforeseen expenditures to
ensure stable financial management and long-term sustainability.
These reserves allow the County to save portions of annual revenues
for specific purposes, and one component of Clearwater County’s
reserve strategy is their Tax Rate Stabilization Reserve, which
helps maintain fiscal stability by offsetting revenue fluctuations
and unexpected expenditures. This reserve allows the County to
draw funds during economic downturns, infrastructure failures,

or emergency events such as severe weather or environmental
hazards without imposing abrupt tax increases on residents or
businesses. It also provides a funding buffer for one-time or
intermittent projects that would otherwise cause temporary spikes
in property taxes. By maintaining this reserve, Clearwater County
minimizes financial volatility, safeguards against short-term budget
shortfalls, and upholds steady tax rates while continuing to meet
community and infrastructure needs.*

In addition, Middlesex Centre (ON) established their tax rate
stabilization reserve fund by the council through a municipal bylaw.
Setting up reserve funds is part of the municipality’s annual operating
budget and a critical tool to ensure the normal operations of
municipal projects and the long-term financial sustainability of the
municipality.® As one of the reserve funds Middlesex Centre has
established, the tax rate stabilization reserve fund aims to aside
funds to support municipal operations during tax revenue shortfalls,
for one-time expenditures, as well as other unexpected events.®
This reserve fund is funded through annual operating budget
contribution, allocation of year end surpluses, and the interest
earned. The municipality maintains a target reserve balance of 10%
of the municipal tax levy of the previous year. Other municipalities
that have established a tax rate stabilization reserve fund include
Innisfil (ON), Abbotsford (BC), and Banff (AB).

Relevance to Advancing Adaptation

Tax rate stabilization reserve funds can be a critical tool to advance
climate adaptation because they provide municipalities with fiscal
flexibility to respond to and recover from climate-related shocks
while sustaining investment in long-term resilience. As extreme
weather events such as floods, heatwaves, and wildfires become
more frequent and costly, stabilization funds can act as a financial
safety net, enabling municipalities to cover emergency repair costs
or initiate urgent adaptation measures without disrupting planned
budgets. For example, following a severe flood event, a municipality
could use its stabilization reserve to finance immediate
infrastructure repairs or ensure the consistent operation of municipal
services such as emergency responses. By ensuring continuity of
funding and avoiding abrupt tax increases after climate disasters,
stabilization reserves help municipalities maintain public trust and
fiscal stability while integrating adaptation into regular financial
planning cycles.
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https://www.toronto.ca/legdocs/mmis/2024/ex/bgrd/backgroundfile-251040.pdf
https://www.clearwatercounty.ca/p/municipal-financial-reserves
https://www.middlesexcentre.ca/sites/default/files/2022-07/Primer%20on%20Reserves%20and%20Reserve%20Funds.pdf
https://www.innisfil.ca/media/file/property-tax-operating-surplus-or-deficit-disposition-tax-rate-policy
https://laws.abbotsford.ca/civix/document/id/coa/coaother/c01705#z251cef316a8fb8
https://banff.ca/DocumentCenter/View/17298/2024-Town-of-Banff-Financial-Plan

Accessibility

Tax rate stabilization reserve funds offer a highly accessible
mechanism for municipalities to manage fiscal volatility because
they are embedded in existing budgetary frameworks and funded
through surpluses from normal operations. Since municipalities
already collect property taxes and utility revenues and already
generate year-end surpluses or deficits, using those surpluses to
feed into a stabilization reserve does not require creating a new
revenue stream. In addition, the mechanism is integrated into
municipal budgeting processes and deposits surpluses into
reserve funds through municipal bylaws or policies. Therefore,
this means the tool is available to any municipality that has
governance and budgeting capacity. While it needs legal
requirements (e.g., establishment of a municipal policy), the fact
that many municipalities already report and manage reserve funds
makes accessibility relatively strong. It does not depend on
external grants, special funding rounds, or new tax-tools, making
it accessible across a wide spectrum of municipalities regardless
of their size.

Feasibility

Establishing and operating tax rate stabilization reserve funds are
generally feasible for municipalities because the administrative

and governance frameworks are already in place and the reserve
fund can be embedded into existing budgeting systems. Practical
steps to establish and operate such reserve funds typically involve
a council bylaw or policy defining the reserve, target funding levels,
contribution sources (e.g., year-end surplus, an allocation from the

tax levy), and conditions under which the reserve may be drawn.
In addition, since the implementation is primarily financial policy
and administrative monitoring, this approach is technically and
operationally feasible. Moreover, many municipalities already track
and report on their surpluses and manage various reserve funds,
which means the incremental workload is lower than launching a
new financial mechanism. Thus, it is feasible for municipalities with
sound financial management practices to implement and operate
this reserve mechanism.

Risk

While tax rate stabilization reserve funds provide meaningful
benefits, there are several risks municipalities must manage to
ensure the tool remains effective and doesn’t introduce new
vulnerabilities. One key risk is the use of the reserve as a source of
ongoing operational financing rather than a buffer for one-time or
extraordinary events. To address this risk, many municipalities have
explicitly stated in their policies that the reserve fund is intended
for one-time, unexpected events and should not use it for recurring,
ongoing operational costs. Another risk is insufficient target levels
or failure to replenish the reserve after drawdowns. If the reserve
balance is under its targeted levels, the municipality becomes

more vulnerable to future shocks. Therefore, municipalities have
established rules on regular monitoring and reporting to maintain its
resilience to future unexpected events. Overall, while the reserve
tool mitigates risks of financial volatility, it can be vulnerable to
misuse, and thus, sound and transparent policies on its usage,
monitoring, and replenishment are needed.
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Scalability

Tax rate stabilization reserve funds have strong scalability potential
because the mechanism can be embedded in a municipality’s
fiscal capacity and its long-term financial planning strategies.
Since municipalities usually need bylaws to establish and operate
these reserve funds, the reserve structure can be adjusted with
relative ease (e.g., modifying contribution policies and withdrawal
conditions), especially when municipalities experience community
growth or have changes in their revenue composition. This
flexibility allows tax rate stabilization reserve funds to evolve,

and therefore, they can be adapted to address climate-related
pressures, enabling larger or more frequent allocations to buffer
revenue volatility from extreme weather events, infrastructure
disruptions, or unexpected economic shocks. Therefore, when
supported by clear policies and transparent governance, tax rate
stabilization reserve funds help form a comprehensive financial
resilience framework for municipalities, mitigate the impacts of
inconsistent service delivery during unexpected events, and
support the long-term resilience for municipalities.
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High

High

High

High

High
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+1

+1

+1
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Supports fiscal
stability, not
direct funding

Embedded
in existing
budgetary
systems

Avoids sudden
tax increases

Maintains
stable tax rates

Standard
municipal
practice

Integrated
into reserve
frameworks

Assessment

Enables continuity and
response capacity but
does not directly finance
adaptation infrastructure.

Low-cost and
administratively efficient
use of surplus revenues.

Smooths fiscal shocks
over time, reducing
regressive impacts on
households.

Widely accepted as
prudent financial
management with low
public resistance.

Easily implemented
through existing bylaws
and financial systems.

Strongly aligned with
municipal finance systems
and complements other
tools.
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Find More Fiscal Tool Briefs Online

This brief is part of a larger catalogue. The Catalogue of Fiscal
Tools to Advance Adaptation examines how municipalities can use
and optimize existing fiscal tools to support climate adaptation and
climate-resilient infrastructure. Each brief included in this catalogue
explores a specific tool, assesses its strengths and limitations
through a common analytical framework, and highlights examples
of how it has been applied in practice.
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Learn more and download additional
briefs online at ICLEICanada.org/project/
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