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Municipal Finance Glossary 


Actuarial analysis – calculation of long-term cost of a program taking into account age at retirement, average life span, etc. and the projected earnings on investment for the life of the person.

Assessed valuation – a valuation set upon real estate or other property by a government as a basis for levying taxes. In Massachusetts, assessed valuation is based on “full and fair cash value,” the amount a willing buyer would pay a willing seller on the open market. Assessors must collect, record, and analyze information about the physical characteristics of the property and the market in order to estimate the fair market value of all taxable properties in their communities.

Assessments – charges made to a municipality for services provided by the state, for example, school choice and transportation.

Audit – an examination of systems, procedures and financial data by a certified accountant, reporting on the fairness of financial statements and compliance with statutes and regulations. An audit is a valuable management tool for evaluating the fiscal performance of a community.

Base Aid – the Education Aid that a municipality received in the previous year.

Bond – a written promise to pay a specified sum of money at a specified date (the maturity date) with periodic interest at a specified rate.

Budget – a plan of financial operation embodying an estimate of proposed expenditures for a given period and the proposed means of financing them.

Capital Outlay Expenditure Exclusion – one-time override for a specific capital item, such as purchasing a fire truck. 

Chapter 70 – state law that authorized the seven-year funding program for education and that established spending targets for school districts as a means to remedy educational inequities. Scheduled to end by FY 2000, the program has been extended, pending agreement on further reforms.
Chapter 70 distribution formula – the algorithm used to decide how new state aid for education moneys should be distributed to municipalities. The goal of this formula is to provide more aid to municipalities with greater need.

Charter School – a Commonwealth Charter School is a public school that is governed by a board of trustees and operates independently of any school committee under a five-year charter granted by the state Board of Education. For each child that a Commonwealth charter school enrolls, it receives a tuition amount from the state equal to a per-pupil amount calculated by the state Department of Education’s School Finance Unit. The state then deducts the same amount from the sending district’s (school district pertaining to the municipality in which the student resides) state aid account. The Horace Mann Charter Schools are under the control of the local school committee. See DOE website for funding details, http://finance1.doe.mass.edu/charter/.

Cherry Sheet – the official notification to cities, towns and regional school districts of the next fiscal year’s state aid and assessments, named for the cherry-colored paper on which they were originally printed. The aid is based on formulas and reimbursements that provide funds for costs incurred during a prior period for certain programs or services. In addition, communities may receive “offset items” which must be spent on specific programs. Local assessors are required to use these figures in setting the local tax rate. Cherry Sheet figures are estimates; final aid and assessment may differ. (See Cherry Sheet assessments, Cherry Sheet estimated receipts.) 
Cherry Sheet assessments – estimates of annual charges to cover the cost of certain state and county programs. Prior to FY04, if the year-end actual assessments or charges differed from the estimates, adjustments were made on the subsequent year’s Cherry Sheet. However, adjustments are no longer being made.

Cherry Sheet estimated receipts – revenue coming from the state to municipalities.

Consumer Price Index – the statistical measure of changes in the overall price level of consumer goods and services based on prices of goods and services purchased by urban wage earners and clerical workers, including families and single persons. The index is often called the “cost-of-living index.”

Credit rating/bond rating – a determination by an independent rating authority on the ability and willingness of an issuer of debt to make debt service payments in full and on time. Credit ratings are provided by several companies including Moody’s Investment Service, Standard and Poor’s, and Fitch Investors Service. To develop ratings on bonds, four areas are researched: economics, finance, debt and management. A good credit rating will get a lower interest rate for the municipality issuing the bonds. Moody’s ratings range from the highest Aaa down through Aa, A- 1, A, Baa- 1, Baa, Ba, B, Caa, Ca, C. Standard & Poor’s ratings include: AAA, AA, A, BBB, BB, B, CCC, CC, C, DDD, DD, and D. 

Debt exclusion – an increase in a community’s property tax levy of a specific dollar amount over the Proposition 2½ limit in order to cover specific items of borrowing. A debt exclusion must receive a majority vote both at town meeting or city council and at a general election. An amount so voted is not added to the property tax levy permanently but declines as the debt payments decline, and is eliminated when the debt is paid off. 

Equalized valuation (EQV) – the full and fair cash value of all taxable property in each municipality as of January 1 of the current fiscal year. It is used in the allocation of local aid distributed through the lottery formula, aid to public libraries, reimbursement of school construction projects, and in the calculation of Chapter 70 funding. Certain Cherry Sheet charges also use EQV: county tax, Boston Metropolitan Transit District, Mosquito Control Projects and Air Pollution Control Districts. In addition, equalized valuation is used in calculating a community’s debt limit (Massachusetts General Laws Chapter 44, §10).

Excess levy capacity – the difference between the levy limit and the actual property tax levy of a community in a given year. 

Exemption – an exception, established by statute, from the obligation to pay all or a portion of a property tax. The exemption is available to particular categories of property or persons upon the submission and approval of an application to the local assessors. Properties exempt from taxation include hospitals, schools, houses of worship, and cultural institutions. Persons who may qualify for exemptions include veterans, blind individuals, surviving spouses, and persons over 70 years of age.

Expenditure – an outlay of money made by municipalities to provide the programs and services within the approved budget.

Fiscal policy – pertaining to the laws or rules that control all aspects of the use of money.

Fiscal Policy Update Committee (FPU) –a Massachusetts League committee approved at the May 2005 biennial Massachusetts League Convention to restudy/update fiscal policy positions, as these policies relate to local services. The impetus for the study came from the fiscal struggles that many Massachusetts municipalities have faced since the economic downturn of 2001, which resulted in deep cuts to state aid. The committee has been meeting since May 2005 for “pre-study” working sessions to learn about the factors that affect both local revenues and expenses. Reports on some of these meeting topics have appeared in The Massachusetts Voter. The focus is on the relationship between the state laws/policies and local services. The committee is composed of volunteers from numerous local Leagues and is open to all League members.
Fiscal year – state and municipal budget cycle beginning on July 1 and ending June 31. The date of the fiscal year is that of the calendar year in which the fiscal year ends. The federal government fiscal year begins October 1 and ends September 30.

Fixed costs – costs that are legally or contractually mandated, such as employee retirement, FICA/Social Security, employee health insurance, and debt service costs or interest on loans. 

Foundation Budget – in Massachusetts, the definition of an adequate spending level for a school district. A district’s foundation budget is derived by multiplying the number of pupils in 14 enrollment categories by cost rates in 11 functional areas.

Foundation enrollment – the number of students who are enrolled on Oct 1 of a particular year, which is used as the basis for calculating Chapter 70 aid for the following fiscal year.

Free cash– money that accumulates from the preceding fiscal year from unexpected revenue, prior year’s free cash, unspent budgetary funds, and taxes collected from prior years. Free cash is certified by the state before it can be appropriated the following fiscal year and it is unrestricted in use.

FTE – fulltime equivalent, used both for students and for teachers. If students (for example, kindergartners) are in school half time, they are counted as .5 FTE. If teachers work part time, they are considered some portion of a FTE. For example, a teacher working half time is .5 FTE.

Full and fair cash value (FFCV) –defined by the Massachusetts Supreme Judicial Court as “fair market value, which is the price an owner willing but not under compulsion to sell ought to receive from one willing but not under compulsion to buy… The fair cash value is the value the property would have on January first of any taxable year in the hands of any owner, including the present owner” (Boston Gas Co. v. Assessors of Boston, 334 Mass. 549, 566 (1956).

General fund expenditures – the fund used to account for most financial resources and activities governed by the normal town meeting/city council appropriation process, not including spending from special revenue, enterprise, capital projects, and trust funds. 

Group Insurance Trust Fund – holds the income for a community’s self-insurance fund, comprised of the municipal appropriation (town’s portion of the insurance), the payroll deduction from employees and recoveries from “stop loss” policies. (“Stop loss” is reinsurance the municipality purchases to cover catastrophic expenses of single cases or group overages.)

Hold harmless – the principle that, in any year, a municipality will not receive less Chapter 70 aid than it received in a previous year. 

IBNR – “incurred but not reported” health care services administered to employees during a fiscal year but which are not billed until later. Cities and towns are required to account for these costs and pay for them from the next year’s funds eventually, although they are currently allowed three years.

Joint purchase group insurance plan – Chapter 32B Section 3A of Massachusetts General Laws which authorizes municipalities to become part of a joint purchase group such as one offered through the Massachusetts Municipal Association. 

Levy – (n) the amount of revenue a community raises through the property tax. The levy can be any amount up to the levy limit.

Levy ceiling – a limitation on the total amount a community can raise in property taxes annually, equal to 2½ percent of the total assessed valuation of all taxable real and personal property in the community. 

Levy limit – a limitation on the annual increase in a community’s total property tax levy, equal to 2½% of the prior year’s tax levy. This is neither a limit on the tax rate nor a limit on the tax paid by any individual property owner. 

Local aid (state aid) – revenue allocated by the Commonwealth to cities, towns, and regional school districts. Estimates of local aid are transmitted to cities, towns, and districts annually by the Cherry Sheets. The three major sources are Chapter 70 education aid, lottery aid, and additional assistance. Gross local aid is aid prior to the deductions made for assessments.

Local effort – the funding that municipalities are supposed to provide for education from local revenues (property taxes and other municipal revenue sources). Initially, the target for local effort was $9.40 per thousand of “income adjusted” property value (that is, approximately 1% of its per capita EQV). However, some municipalities have never been able to reach this and are routinely excused from the requirement. After 2007 the local effort was capped at 82.5% of the Foundation Budget.

Local option tax – a tax passed by the state Legislature which individual communities may adopt by vote of town meeting or city council. The legislation sets forth limitations and procedures for collecting the tax. Example: the Community Preservation Act.

Local receipts – locally generated revenues, second to property taxes in amount, including motor vehicle excise tax, local option taxes (taxes on hotel room, jet fuels, Community Preservation Act), fines, licenses and permits, charges for services such as water, sewer and waste collection, departmental revenues, and investment income. Outside of hotel/motel and motor vehicle excise taxes, it is user fees, licenses and permits that constitute most local receipts. 

Medicare – federal program that provides healthcare benefits to people over the age of 65; requires contribution by person or spouse to Social Security to qualify.

MGL Chapter 32 – Massachusetts General Law that requires that municipalities pay at least 50% of health insurance costs for employees.

Motor Vehicle Excise tax – an annual tax assessed to owners of motor vehicles registered to an address within the municipality – cars, trucks, motorcycles, and trailers – based on vehicle valuation that depreciates over time. It is set by statute at $25 per $1000 of value. Owner registration and billing information is maintained by the state Registry of Motor Vehicles and made available to cities and towns.

Municipal employee pensions – required by Massachusetts General Law Chapter 32; must be fully funded by 2028.

Municipal Revenue Growth Factor – an estimate of the percentage change in a municipality’s revenue growth for a fiscal year. It represents the combined percentage increase in the following revenue components: automatic 2½% increase in the levy limit, estimated new growth, the change in selected unrestricted state aid categories, and the change in selected unrestricted local receipts (Education Reform Act of 1993).
Municipality – the governmental body of a city or town.

New growth – the additional estimated taxes from new construction, used for calculating the municipality’s property tax levy.

Out of district – students who are educated in a district where they do not live.

Overlay Reserve – an account that assessors must annually establish to cover the anticipated abatements and exemptions for property taxes levied in that year.
Override – an increase in a community’s property tax levy of a specific dollar amount over the Proposition 2½ limit. An override must receive a majority vote both at town meeting or city council and at a general election. An amount so voted is added to the property tax levy permanently but may be eliminated by a similar process, called an underride.
PILOT (payment in lieu of taxes) – a voluntary, negotiated payment by a tax-exempt institution such as a hospital or school to a community in which it holds property. Usually figured as a percentage of the property tax that would be assessed if it were not exempt. 

Property tax – the total amount a municipality raises by placing a levy (tax) on real and personal property
Proposition 2½ – a Massachusetts law passed by initiative petition in 1980 which limits the total amount of a community’s tax levy to 2½% of total property assessments and limits the annual increase in the levy to 2½% of the prior year’s levy plus estimated taxes on new development (new growth).

Revenue – money. 

School choice – also known as interdistrict school choice. School districts may choose to allow out-of-district students to enroll in its schools and receive tuition for each student. School choice tuition charges are assessed against sending districts (the districts from which the students transferred) and paid to receiving districts. Payments and deductions are handled automatically through adjustments to local aid and are reflected in the Cherry Sheets. 

Self-insurance plan – Chapter 32B Section 3A of Massachusetts General Laws allows cities and towns to operate self-insurance plan. At the end of 2005, over 65 cities and towns were self-insured.

SPED – Special Education.

SPED Circuit Breaker – state law designed to reimburse districts for instructional and tuition costs for high-cost SPED students. Districts are reimbursed a percentage of instructional costs that exceed four times the statewide Foundation Budget. (In 2006, this percentage was 75%, subject to appropriation.)Transportation costs are not included and are potentially reimbursed under Ch 71B sec 14,  subject to appropriation and are not currently  funded.) 

Stabilization Fund – a “rainy day” fund set aside by a municipality after approval by voters at town meeting or by a city council. A majority of town meeting/city council is required to appropriate into the fund but a two-thirds majority is required to appropriate from the fund. The fund may be used for any legitimate municipal purpose; in 2003 legislation passed allowing creation of a stabilization fund for a specific purpose.

Tax exempt property – property on which some or all of the property tax is not paid, upon approval of the Board of Assessors, if it falls into categories established by statute, such as hospitals, schools, houses of worship and cultural institutions.

Tax rate – the amount of property tax paid per unit assessed value of taxable property; the amount of property tax per thousand dollars of assessed valuation, such as $10.51 per $1000 of assess valuation.
Unfunded pension liability – the difference between value of investments made from employer and employee contributions compared to the costs of retirees today plus employees who will retire in the future.
User charges/fees – a municipal funding source where payment is collected from the user of a service to help defray the cost of providing the service. While a user fee cannot be a way of instituting a “hidden tax,” state law allows municipalities to establish user fees to recover all of the direct and indirect costs of providing a service. 
Valuation (100%) – requirement that the assessed valuation must be the same as the market value for all properties.

Sources
Cherry Sheet Manual. www.mass.gov/Ador/docs/dls/cherry/csmanual.pdf
“Finance Committee Handbook.” Association of Town Finance Committees, November 2006.

“Local Communities at Risk: Revisiting the Fiscal Partnership Between the Commonwealth and Cities and Towns.” Municipal Finance Taskforce Final Report, Metro Mayors Coalition (also known as the Hamill Report), September 2005. www.mapc.org/Municipal_Finance_Task_Force/Local%20Communities%20At%20Risk%20Report.pdf
Massachusetts Department of Education. www.doe.mass.edu
Massachusetts Department of Revenue. www.dor.state.ma.us
Massachusetts Department of Revenue Division of Local Services. Municipal Finance Glossary, www.dor.state.ma.us

Note: Some definitions have been developed or modified by FPU Committee members.
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