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GLOSSARY OF COMMON MUNICIPAL FINANCE TERMS 

Abatement – A reduc�on or elimina�on of a real or personal property tax, motor vehicle excise, fee, charge, or special assessment imposed 
by a governmental unit. Granted only on applica�on of the person seeking the abatement and only by the commi�ng governmental unit.   

Appropria�on – An authoriza�on granted by a town mee�ng, city council or other legisla�ve body to expend money and incur obliga�ons 
for specific public purposes. An appropria�on is usually limited in amount and as to the �me period within which it may be expended. 

Assessed Valua�on – A value assigned to real estate or other property by a government as the basis for levying taxes. In Massachusets, 
assessed valua�on is based on the property's full and fair cash value as set by the Assessors. 

Capital Asset – Any tangible property used in the opera�on of government that is not easily converted into cash and that has an ini�al 
useful life extending beyond a single financial repor�ng period. Capital assets include land and land improvements; infrastructure, such as 
roads, bridges, water and sewer lines; easements; buildings and building improvements; vehicles, machinery and equipment. Communi�es 
typically define capital assets in terms of a minimum useful life and minimum ini�al cost.   

Capital Budget – An appropria�on or spending plan that uses borrowing or direct outlay for capital or fixed asset improvements. Among 
other informa�on, a capital budget should iden�fy the method to finance each recommended expenditure (e.g., tax levy or rates) and 
iden�fy those items that were not recommended.   

Cherry Sheet Assessments – Es�mates of annual charges to cover the costs of certain state and county programs. 

Community Preserva�on Act (CPA) – Enacted as MGL c. 44B in 2000, the CPA permits ci�es and towns accep�ng its provisions to establish a 
restricted fund from which monies can be appropriated only for a) the acquisi�on, crea�on and preserva�on of open space; b) the 
acquisi�on, preserva�on, rehabilita�on, and restora�on of historic resources; c) the acquisi�on, crea�on, preserva�on, rehabilita�on, and 
restora�on of land for recrea�onal use; d) the acquisi�on, crea�on, preserva�on and support of community housing; e) the rehabilita�on 
and restora�on of open space or community housing that is acquired or created using monies from the fund; and (f) a municipal affordable 
housing trust. Acceptance requires town mee�ng or city council approval or a ci�zen pe��on, together with referendum approval by 
majority vote. The local program is funded by a local surcharge up to 3 percent on real property tax bills and matching dollars from the state 
generated from registry of deeds fees. 

Debt Limit – The maximum amount of debt a municipality may authorize for qualified purposes under state law. Under MGL c. 44 § 10, debt 
limits are set at 5 percent of EQV. By pe��on to the Municipal Finance Oversight Board, a community can receive approval to increase its 
debt limit to 10 percent of EQV. Debt Service – The repayment cost, usually stated in annual terms and based on an amor�za�on schedule, 
of the principal and interest on any par�cular bond issue. 

Debt Exclusion – An ac�on taken by a community through a referendum vote to raise the funds necessary to pay debt service costs for a 
par�cular project from the property tax levy but outside of the limits under Proposi�on 2½. By approving a debt exclusion, a community 
calculates its annual levy limit under Proposi�on 2½, then adds the excluded debt service cost. The amount is added to the levy limit for the 
life of the debt only and may increase the levy above the levy ceiling. 

Debt Service – The repayment cost, usually stated in annual terms and based on an amor�za�on schedule, of the principal and interest on 
any par�cular bond issue. 

Enterprise Fund – Authorized by MGL c. 44 § 53F½, an enterprise fund is a separate accoun�ng and financial repor�ng mechanism for 
municipal services for which a fee is charged in exchange for goods or services. It allows a community to demonstrate to the public the 
por�on of a service’s total costs recovered through user charges and the por�on subsidized by the tax levy, if any. With an enterprise fund, 
all costs of service delivery--direct, indirect, and capital --are iden�fied. This allows the community to recover total service costs through 
user fees if it chooses. Enterprise accoun�ng also enables communi�es to reserve the "surplus," or retained earnings, generated by the 
enterprise opera�on rather than closing this out to the general fund at year-end. Services that may be treated as enterprises include, but 
are not limited to, water, sewer, hospital, and airport services.   

Excess Levy Capacity – The difference between the levy limit and the amount of real and personal property taxes actually levied in a given 
year. Annually, the select board or city council must be informed of excess levy capacity and their acknowledgment must be submited to 
DLS when se�ng the tax rate. 

Fiscal Year (FY) – Since 1974, the Commonwealth and municipali�es have operated on a budget cycle that begins July 1 and ends June 30. 
Since 1976, the federal government fiscal year has begun on October 1 and ended September 30. In each case, the designa�on of the fiscal 
year is that of the calendar year in which the fiscal year ends.   
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Free Cash – Remaining, unrestricted funds from opera�ons of the previous fiscal year, including unexpended free cash from the previous 
year, actual receipts in excess of revenue es�mated on the tax recapitula�on sheet, and unspent amounts in budget line items. Unpaid 
property taxes and certain deficits reduce the amount that can be cer�fied as free cash. The calcula�on of free cash is based on the June 30 
balance sheet, which is submited by the community's auditor, accountant, or comptroller. Free cash is not available for appropria�on un�l 
cer�fied by the Director of Accounts.  

General Fund – The fund used to account for most financial resources and ac�vi�es governed by the normal town mee�ng or city council 
appropria�on process. 

Levy – The amount a community raises through the property tax. The levy can be any amount up to the levy limit, which is reestablished 
every year in accordance with Proposi�on 2½ provisions. 

Levy Limit – A levy limit is one of two types of levy (tax) restric�ons imposed by MGL c. 59 § 21C (Proposi�on 2½). It states that the real and 
personal property taxes imposed by a city or town may only grow each year by 2½ percent of the prior year's levy limit, plus new growth 
and any overrides or exclusions. The levy limit can exceed the levy ceiling only if the community passes a capital expenditure exclusion, debt 
exclusion, or special exclusion.   

Local Receipts – Locally generated revenues other than real and personal property taxes. Examples include motor vehicle excise, investment 
income, hotel/motel tax, fees, rentals, and charges.   

Long-term Debt – Community borrowing, or outstanding balance at any given �me, involving loans with a maturity date of 12 months or 
more. 

New Growth – The addi�onal tax revenue generated by new construc�on, renova�ons and other increases in the property tax base during a 
calendar year. It does not include value increases caused by normal market forces or revalua�ons.   

OPEB (Other Postemployment Benefits) – Many public employees earn benefits over their years of service that they do not receive un�l 
a�er their government employment ends. While pensions are the most common of these, other postemployment benefits generally include 
combina�ons of health, dental, vision, and life insurances. These are provided to eligible re�rees and some�me to their beneficiaries, and as 
a group, are referred to as OPEB. 

Opera�ng Budget – The plan of proposed expenditures for personnel, supplies, and other expenses for the coming fiscal year. 

Override – A vote by a community at an elec�on to permanently increase the levy limit. An override vote may increase the levy limit no 
higher than the levy ceiling. The override ques�on on the elec�on ballot must state a purpose for the override and the dollar amount.   

Proposi�on 2½ – A state law enacted in 1980, Proposi�on 2½ regulates local property tax administra�on and limits the amount of revenue a 
city or town may raise from local property taxes each year to fund municipal opera�ons 

Raise and Appropriate – A phrase used to iden�fy an expenditure’s funding source as money generated by the tax levy or other local 
receipt. 

Revolving Fund – A fund that allows a community to raise revenues from a specific service and use those revenues without appropria�on to 
support the service.   

Stabiliza�on Fund – A fund designed to accumulate amounts for capital and other future spending purposes, although it may be 
appropriated for any lawful purpose (MGL c. 40 § 5B). Communi�es may establish one or more stabiliza�on funds for different purposes and 
may appropriate any amounts into them. A two-thirds vote of town mee�ng or city council is required to establish, amend the purpose of, 
or appropriate money from a stabiliza�on fund. A majority vote of town mee�ng or city council is required to appropriate money into a 
stabiliza�on fund.   

Tax Rate – The amount of property tax stated in terms of a unit of the municipal tax base; for example, $14.80 per $1,000 of assessed 
valua�on of taxable real and personal property.  

Valua�on – The legal requirement that a community’s assessed value on property must reflect its market, or full and fair, cash value. 
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