GLOSSARY

Appendix B
Glossary

The following definitions explain the meaning of some of the terms frequently used in documents and discussions

related to the Town’s financial matters:

Abatement

A reduction or elimination of a real or personal property tax, motor vehicle
excise, a fee, charge, or special assessment imposed by a governmental
unit. Granted only on application of the person seeking the abatement and
only by the committing governmental unit. (See Commitment).

Accounting system

The total structure of records and procedures that identify, record, classify, and
report information on the financial position and operations of a governmental
unit or any of its funds, account groups, and organizational components.

Accrued interest

The amount of interest that has accumulated on the bond since the date of the
last interest payment, and in the sale of a bond, the amount accrued up to but
not including the date of delivery (settlement date). (See Interest).

Ad valorem

A Latin phrase meaning according to the value. For example, the property tax is
an Ad Valorem tax because it is based on the full and fair cash value (FFCV) of
the real or personal property. (See Assessed Valuation).

Adopted Budget

The resulting budget that has been approved by the Town Council.

Advance refunding of
debt

This occurs when new debt is issued to replace or redeem old debt before the
maturity or call date of the old debt. Under these circumstances, the proceeds
of the new debt must be placed in escrow and used to pay interest on old,
outstanding debt as it becomes due, and to pay the principal on the old debt
either as it matures or at an earlier call date. (See also Refunding of Debt).

Allocation

The distribution of available monies, personnel, buildings and equipment
among various Town departments, divisions or cost centers.

Amortization

The gradual repayment of an obligation over time and in accordance with a
pre-determined payment schedule.

Annual budget

An estimate of expenditures for specific purposes during the fiscal year (July 1 -
June 30) and the proposed means (estimated revenues) for financing those
activities.

Appellate Tax Board
(ATB)

Appointed by the governor, the ATB has jurisdiction to decide appeals from
local decisions relating to property taxes, motor vehicle excises, state owned
land (SOL) valuations, exemption eligibility, property classification, and
equalized valuations.

Appropriation An authorization granted by a town meeting, city council or other legislative
body to expend money and incur obligations for specific public purposes. An
appropriation is usually limited in amount and as to the time period within
which it may be expended. (See Encumbrance, Line-Item Transfer, Free Cash).

Arbitrage As applied to municipal debt, the investment of tax-exempt bonds or note

proceeds in higher yielding, taxable securities. Section 103 of the Internal
Revenue Service (IRS) Code restricts this practice and requires (beyond certain
limits) that earnings be rebated (paid) to the IRS.

Assessed valuation

A value assigned to real estate or other property by a government as the basis
for levying taxes. In Massachusetts, assessed valuation is based on the
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property's full and fair cash value as set by the Assessors. (See Ad Valorem; Full
And Fair Cash Value).

Assessment date The date property tax liability is fixed. In Massachusetts, property taxes are
assessed as of the January 1 prior to the fiscal year. Assessors determine the
physical status of taxable real and personal property, its ownership, fair cash
value and usage classification as of that date. By local option (MGL Ch. 59
§2A9a), the physical status of real property on June 30 is deemed to be its
condition on the previous January 1.

Audit An examination of a community's financial systems, procedures, and data by a
certified public accountant (independent auditor), and a report on the fairness
of financial statements and on local compliance with statutes and regulations.
The audit serves as a valuable management tool for evaluating the fiscal
performance of a community.

Audit committee A committee appointed by the selectmen, mayor, or city council, with specific
responsibility to review a community's independent audit of financial
statements and to address all issues relating to it as well as those outlined in
the accompanying management letter.

Audit management An independent auditor's written communication to government officials,
separate from the community's audit. It generally identifies areas of

letter deficiency, if any, and presents recommendations for improvements in
accounting procedures, internal controls and other matters.

Audit report Prepared by an independent auditor, an audit report includes: (a) a statement

of the scope of the audit; (b) explanatory comments as to application of
auditing procedures; (c) findings and opinions; (d) financial statements and
schedules; and (e) statistical tables, supplementary comments, and
recommendations. Almost always accompanied by a management letter.

Automated An automated method that municipalities can use to submit data for the
. . annual tax recapitulation process. DLS provides this Excel-based alternative to
recapltUIatlon submitting data on paper forms. Municipal personnel enter required data in

specially designed Excel spreadsheets and send the completed spreadsheets as
computer files to DLS for uploading to a database.

Available funds Balances in the various fund types that represent non-recurring revenue
sources. As a matter of sound practice, they are frequently appropriated to
meet unforeseen expenses, for capital expenditures or other onetime costs.
Examples of available funds include free cash, stabilization fund, overlay
surplus, water surplus, and enterprise retained earnings. (See reserves).

Balance sheet A statement that discloses the assets, liabilities, reserves, and equities of a
fund or governmental unit at a specified date.

Balance budget A budget in which receipts are greater than (or equal to) expenditures. A
requirement for all Massachusetts cities and Town:s.

Base aid A component of Chapter 70 state aid to a municipality for education costs.

Districts are guaranteed a certain base amount of aid that is increased annually
by new increments in the following categories:
Minimum aid Foundation aid School Choice aid

Betterments (special Whenever part of a community benefits from a public improvement, or
betterment (e.g., water, sewer, sidewalks, etc.), special property taxes may be
assessments) assessed to the property owners of that area to reimburse the governmental

entity for all, or part, of the costs it incurred in completing the project. Each
property parcel receiving the benefit is assessed a proportionate share of the
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cost which may be paid in full, or apportioned over a period of up to 20 years.
In this case, one year’s apportionment along with one year’s committed
interest computed from October 1 to October 1 is added to the tax bill until the
betterment has been paid.

Boat excise

An amount levied on boats and ships in lieu of a personal property tax for the
privilege of using the Commonwealth’s waterways. Assessed annually as of July
1, the excise is paid to the community where the boat or ship is usually moored
or docked.

Bond

A means to raise money through the issuance of debt. A bond issuer/borrower
promises in writing to repay a specified sum of money, alternately referred to
as face value, par value or bond principal, to the buyer of the bond on a
specified future date (maturity date), together with periodic interest at a
specified rate. The term of a bond is always greater that one year. (See Note).

Bond and interest
record (bond register)

The permanent and complete record maintained by a municipal treasurer for
each bond issue. It shows the amount of interest and principal coming due
each date and all other pertinent information concerning the bond issue.

Bond Anticipation Note
(BAN)

Short-term debt instrument used to generate cash for initial project costs and
with the expectation that the debt will be replaced later by permanent
bonding. Typically issued for a term of less than one year, BANs may be re-
issued for up to five years, provided principal repayment begins after two years
(MGL Ch. 44 §17). Principal payments on school related BANs may be deferred
up to seven years (increased in 2002 from five years) if the community has an
approved project on the Massachusetts School Building Authority (MSBA)
priority list. BANs are full faith and credit obligations.

Bond authorization

Action of town meeting or a city council authorizing the executive branch to
raise money through the sale of bonds in a specific amount and for a specific
purpose. Once authorized, issuance is by the treasurer upon the signature of
the mayor, or selectmen. (See Bond Issue).

Bond counsel

An attorney or law firm engaged to review and submit an opinion on the legal
aspects of a municipal bond or note issue.

Bond issue

The actual sale of the entire, or a portion of, the bond amount authorized by a
town meeting or city council.

Bond premium

The difference between the market price of a bond and its face value (when
the market price is higher). A premium will occur when the bond’s stated
interest rate is set higher than the true interest cost (the market rate).
Additions to the levy limit for a Proposition 2% debt exclusion are restricted to
the true interest cost incurred to finance the excluded project. Premiums
received at the time of sale must be offset against the stated interest cost in
computing the debt exclusion. If receipt of the premium and the payment of
interest at maturity of an excluded debt occur in different fiscal years,
reservation of the premium for future year’s debt service is required at the end
of the fiscal year when the premium was received.

Bond rating

A credit rating assigned to a municipality to help investors assess the future
ability, legal obligation, and willingness of the municipality (bond issuer) to
make timely debt service payments. Stated otherwise, a rating helps
prospective investors determine the level of risk associated with a given fixed-
income investment. Rating agencies such as Moody's and Standard and Poor’s
use rating systems, which designate a letter or a combination of letters and
numerals where AAA is the highest rating and C1 is a very low rating.
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Bonds authorized and
unissued

GLOSSARY

Balance of a bond authorization not yet sold. Upon completion or
abandonment of a project, any remaining balance of authorized and unissued
bonds may not be used for other purposes, but must be rescinded by town
meeting or the city council to be removed from community's books.

Budget

A plan for allocating resources to support particular services, purposes and
functions over a specified period of time. (See Level Funded Budget,
Performance Budget, Program Budget, Zero Based Budget)

Budget basis of
accounting

The Town’s general fund and enterprise fund budgets are prepared on a basis
other than generally accepted accounting principles (GAAP basis). The actual
results of operations are presented on a “budget (cash) basis” to provide a
meaningful comparison of actual results with the budget.

Budget calendar

The schedule of key dates or milestones which a government follows in the
preparation and adoption of the budget.

Budget message

A statement that, among other things, offers context by summarizing the main
points of a budget, explains priorities, describes underlying policies that drive
funding decisions, and otherwise justifies the expenditure plan and provides a
vision for the future.

Business-type activities

One of two classes of activities reported in the GASB 34 government-wide
financial statements. These activities are financed in whole or in part by fees
charged to users for goods or services. Some examples are enterprise (MGL
Chapter 44 §53FY% ), special revenue (MGL Ch. 41 §69B) water, and municipal
electric fund.

Capital assets

All tangible property used in the operation of government which is not easily
converted into cash, and has an initial useful live extending beyond a single
financial reporting 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.
Communities typically define capital assets in terms of a minimum useful life
and a minimum initial cost. (See Fixed Asset).

Capital budget

An appropriation or spending plan that uses borrowing or direct outlay for
capital or fixed asset improvements. Among other information, a capital
budget should identify the method of financing for each recommended
expenditure, i.e., tax levy, rates, and identify those items that were not
recommended. (See Capital Asset, Fixed Asset).

Capital expenditures
/improvements

Items generally found in the capital budget such as construction or major
repairs to municipal buildings. The fees for architects, engineers, lawyers, and
other professional services, plus the cost of financing advance planning, may be
included in addition to the cost of materials and installation/construction.

Capital improvements
program

A blueprint, for planning a community's capital expenditures that comprises an
annual capital budget and a five-year capital program. It coordinates
community planning, fiscal capacity and physical development. While all of the
community’s needs should be identified in the program, there is a set of
criteria that prioritizes the expenditures.

Capital outlay

The exchange of one asset (cash) for another (capital asset), with no ultimate
effect on net assets. Also known as "pay as you go," it is the appropriation and
use of available cash to fund a capital improvement, as opposed to incurring
debt to cover the cost.
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