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Qualified Bonds

Massachusetts has a unique program
to improve the marketability of bonds
for municipalities that have marginal
credit ratings: the state treasurer pays
the debt service directly from the com-
munity’s local aid, reinforcing the secu-
rity of the bonds. In recent years, is-
suers of “Qualified Bonds” have been
able to obtain bond insurance that was
otherwise not available. These credit
enhancements have reduced the cost
of borrowing by % to % percent. Moody's
Investors Service, one of the major na-
tional rating agencies, has recently an-
nounced a “program” rating of A2 on
most issues of Qualified Bonds.

The Emergency Finance Board (EFB)
authorizes issuance of these bonds, as
provided in Chapter 44A. Qualified
bonds can be issued for any legal bor-
rowing purpose. At the end of 1998, 11
cities and two regional school districts
had been authorized to sell such
bonds, some of them having received
several authorizations. The treasurer of
the city, town or regional school district
files an application, accompanied by a
copy of the original vote authorizing the
indebtedness, and a copy of the vote
of the appropriate executive board
granting the treasurer authority to file
the application, with the EFB. The EFB
then investigates the need for the im-
provements to be financed from the
proceeds of the proposed bonds; the
ability of the borrowing entity to provide
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other essential public improvements
and to repay the debt service; the rea-
sonableness of the amounts to be ex-
pended; and the amount of the local
aid payments likely to be made to the
city, town or regional school district. If

Significant savings
for communities.

the EFB is satisfied that the entity filing
the application is entitled to issue qual-
ified bonds, the Board adopts a resolu-
tion authorizing issuance within 60
days of the application’s submission.
The Board may require future debt re-
strictions or other fiscal limitations that
it deems necessary as a result of its in-
vestigation. These requirements, which
are in writing, are binding but may be
modified in the future.

The Department of Revenue’s Division
of Local Services (DLS) prepares a
coverage analysis demonstrating the
ratio of the available state aid to all po-
tential deductions from state aid plus
the payment of principal and interest
due on the Qualified Bond issue in the
first full year. This standard financial
tool is used by rating agencies and
other analysts in evaluating the sale of
the bonds. Qualified bonds are then is-
sued by the city, town or school district
for not less than 10 nor more than 30
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years. Each bond must have language
on its face stating that it has been is-
sued pursuant to the Qualified Bond
Act. The treasurer must certify the matu-
rity schedule of the debt issue, the inter-
est rate(s), and the debt service pay-
ment schedule to the state treasurer
within 10 days after the date of issue.
The state treasurer pays the principal
and interest on the qualified bonds. The
payments are automatically withheld
from the community’s state aid or any
other amounts due to the city or town.

The rapid expansion in the use of the
Qualified Bond program indicates the
efforts of issuers, their financial advi-
sors, the bond counsel, the EFB and
DLS are generating significant savings
to cities and towns. m
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[ EGAL

in Our Opinion

Q: A property owner’s house abuts a
town sewer line and the owner has the
opportunity to hook into the system. He
has no intention of connecting to the
system. Should his home be subject to
a sewer assessment?

A: Yes. A betterment or special
assessment is a tax that is permitted
where a property within a limited and
determinable area receives a special
benefit or advantage from the con-
struction of a public improvement, sep-
arate and distinct from a general bene-
fit received by the entire community. If
parcels abutting or adjacent to the im-
provement receive the special benefit,
all or a portion of the cost of the public
improvement may be assessed to those
properties.! The special benefit, in this
instance, is the ability to hook up to the
sewer. Betterments and special assess-
ments are assessed on all real proper-
ties benefiting by the construction of the
improvement. Accordingly, all parcels
abutting a sewered street, whether or
not they are actual users, are likely sub-
ject to the assessment.?

The Massachusetts Appeals Court an-
alyzed these statutory provisions in a
case where a taxpayer challenged a
sewer assessment. The Court exam-
ined the language of Chapter 83 Sec-
tion 15. Citing an earlier case, the Ap-
peals Court noted that three classes
benefited from the sewer and were
therefore subject to assessment: (1)
those with houses who do not wish to
hook up to the sewer; (2) those with va-
cant lots and (3) those with houses
who do wish to enter their drains into
the sewer. The Court held that “the
statute contemplates assessing those
remotely benefited as well as those im-
mediately benefited by the sewer.” Re-
lying on Stepan, we believe the house
is subject to the assessment even if
the owners do not wish to hook up to
the sewer system.

Q: Would a private school that is ex-
empt from property taxes also be ex-
empt from a betterment or special as-
sessment?

A: No. The only parcels exempt from
betterments and special assessments
are (1) those owned by a governmental
entity for public purpose,* and (2) those
properties that could never connect to
the system. [Chapter 83 Section 14
states in pertinent part that “no assess-
ment in respect to any such land,
which by reason of its grade or level or
any other cause cannot be drained
into such sewer, shall be made until
such incapacity is removed.”]

There are no exemption provisions in
Chapters 80 and 83 for individuals, or
charitable or religious organizations.
Years ago, the Supreme Judicial Court
ruled that Harvard College was not ex-
empt from an assessment imposed by
the board of aldermen of Boston for
the widening of Devonshire Street.® In
another decision the Court also held
that the charitable exemption “has
been decided to extend only to taxes
imposed for the usual public purposes
and not to include special assess-
ments for particular benefits.”® Under
the facts presented, the private school
would be subject to a betterment or
special assessment.

Q: What is the land of low value
procedure?

A: The land of low value procedure is
an alternative collection procedure,
available only for parcels with a value
of not more than $5,000.7 Under normall
circumstances when taxes are unpaid
on a parcel, the collector makes a tax
taking to protect the community’s lien.
The instrument of taking must be re-
corded or registered at the Registry of
Deeds within 60 days of the date of the
taking. Such property, called a Tax Title,
becomes the responsibility of the city
or town treasurer. Ordinarily, the trea-

surer will pursue foreclosure of the tax
title in the Land Court. The land of low
value procedure provides a less ex-
pensive, more convenient alternative.

Under this expedited statutory proce-
dure, the treasurer files a written appli-
cation, at least 90 days after the tax
taking, with the Commissioner of Rev-
enue. The Commissioner must be of
the opinion that the parcel’s value does
not exceed $5,000. If proper evidence
has been presented, the Commissioner
will issue an affidavit which authorizes
the treasurer to foreclose through a
public auction. The affidavit will be re-
corded or registered by the treasurer
at the Registry of Deeds. By statute, the
treasurer must post and publish notice
at least 14 days in advance of the auc-
tion. Although not required by law, it is
recommended that the treasurer also
notify interested parties such as the
owner, mortgagee or attaching credi-
tors, by certified mail at least 14 days
prior to the auction. The treasurer acts
as the auctioneer at the appointed time
and place. Although the statute is silent
as to minimum bid, the Department has
recommended that the bidding begin
at the amount due for the redemption
of the tax title. A successful bidder must
make full payment, including recording
fees, within 10 days. If no bid is ac-
cepted, the treasurer prepares and
records a deed to the municipality for
this tax possession parcel. m
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FOCUS

on Municipal Finance

Stabilization Funds

This month City & Town looks at stabi-
lization funds over the ten-year period
from FY1987 to FY1997. The article de-
scribes stabilization funds as a percent
of the total budget and discusses
which communities have consistently
maintained a high percentage of their
total budgets in stabilization funds.
Some communities have no stabiliza-
tion fund either by choice or by eco-
nomics, and other communities have
less than .1 percent of their budget in
their stabilization fund.

Generally, communities may not retain
funds from year to year without specific
legislative authority. In addition to sta-
bilization funds, communities may re-
tain funds in enterprise funds and in
certain specific instances, such as am-
bulance fees, may have receipts re-
served for appropriation. Another way
of saving money is free cash. Some
cities and towns budget conservatively
to provide extra money in their operat-
ing budgets which will eventually be-
come free cash. Free cash may be
spent after certification by the Director
of Accounts with a simple majority vote
of the legislative body.

The stabilization fund is a mechanism
for setting aside money either for un-
foreseen needs or for capital projects.
A fund equalizes the effect of capital
expenditures over time, as capital ap-
propriations can change considerably
from year to year. For other needs, it
provides a “rainy day” fund. The bal-
ance in the fund will build up during
years when revenues are strong and
expenditures are low. During years with
high capital expenditures or lower than
expected revenues, the community can
transfer money from the fund to reduce
the impact on the tax rate or the amount
of borrowing required.

A community may appropriate up to 10
percent of the previous year’s tax levy
into the fund, as long as the balance in
the stabilization fund does not exceed
10 percent of the community’s equal-
ized valuation. Interest earned on any
fund balance is retained as part of the
fund. A majority vote by the commu-
nity’s legislative body (town meeting or
city or town council) is required to ap-
propriate funds into the stabilization
fund. Two thirds of the same body must
vote to appropriate money out of stabi-
lization funds.

In 1991, the uses of stabilization funds
were expanded to include “any lawful
municipal purpose” enabling communi-
ties to use these funds for general oper-
ating expenses if needed.* Prior to that
time stabilization funds could only be
used to finance capital expenditures
for which a community could borrow.?
The change in potential uses for stabi-
lization funds coincided with a down-
turn in the economy, making an analy-
sis of the impact of the change difficult
at the time it occurred. With the ten-

Figure 1

year perspective, however, it seems
clear that economic conditions have
impacted stabilization fund balances
far more than the liberalization of pro-
posed uses.

Mirroring the local economy, stabiliza-
tion funds increased from FY1987
through FY1989 then decreased until
FY1992. Figure 1 shows the yearly to-
tals from FY1987 to FY1997. The de-
crease in funds beginning in FY1990
may indicate that because of the diffi-
cult fiscal situation at the local level
caused by the decline in state aid
coupled with decreased local rev-
enues during the recession of the early
nineties, communities appropriated
fewer dollars into stabilization funds
while at the same time drawing from
those funds for capital projects and
other needs. As the economy im-
proved, stabilization funds increased
slowly in FY1993 and continued to in-
crease through FY1997. From FY1993
to FY1997 stabilization funds in-
creased by 113.5 percent.

continued on page six [

Stabilization Fund Totals FY87-FY97
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Stabilization Funds
O continued from page three

Table 1 lists all 351 cities and towns
and shows their total budgets, the total
in stabilization funds, and the stabiliza-
tion funds as a percent of their budgets
for FY1993, FY1995 and FY1997. State-
wide in FY1993, 85 communities either
had no stabilization fund or had a bal-
ance of less than .1 percent of their
total budgets. In FY1995, 66 communi-
ties were in that category and by
FY1997 only 44 communities did not
have stabilization funds equal to at
least .1 percent of their budgets. The
statewide total of funds deposited in
stabilization funds in FY1993 was $88.5
million. In FY1995 the total increased
to $111.6 million and by FY1997 to
$189 million. Looking at stabilization
funds as a percent of the statewide total
budgets, the improving economy is
also reflected. The amount of money
held in stabilization funds statewide as
a percent of the statewide budget was
.09 percent in FY1993. The percent in-
creased to 1.0 percent in FY1995 and
finally to 1.6 percent in FY1997.

Interestingly, many of the same com-
munities maintained similar positions in
FY1993, FY1995 and FY1997. Adams,
East Brookfield, Gosnold, Rowe, South-
wick and Windsor have remained in
the top 10 communities when ranked
on stabilization funds as a percent of
total budget for all three years. East
Brookfield, the top ranked community
for two of the three years, had 31.49
percent of its budget in a stabilization
fund in FY1993 and 29.25 in FY1995.
Rowe edged out East Brookfield for
FY1997 with an amount equal to 42.51
percent of its budget held in a stabiliza-
tion fund. Concord, North Andover and
Stoughton have had stabilization funds

of only .1 percent of their budgets for
the same time period.

The communities which had no stabi-
lization fund in all three years include
many of our cities. Beverly, Boston,
Fitchburg, Lawrence, Lynn, Malden,
Revere, Springfield and Woburn did
not have stabilization funds in FY1993,
FY1995 and FY1997. Although Spring-
field and Lawrence do not have regu-
lar stabilization funds, they do have fis-
cal stability accounts mandated by the
legislature. Towns which have had no
stabilization funds in all three years in-
clude Aquinnah (Gay Head), Dennis,
Marblehead, Reading, Salisbury, Swan-
sea, and Wilmington. Some of these
communities may have established
capital acquisition funds, similar to the
former stabilization funds, through spe-
cial acts of the legislature.

The information on stabilization funds is
from each community’s Schedule A. m

written by Jean McCarthy
data provided by Debbie DePerri and Stan Nyberg

1. Chapter 138 of the Acts of 1991.
2. Chapter 40 Section 5B.

Countdown to Y2K

Get Ready

fo Celebrate!

A new law, Chapter 59 of the Acts of
1998, creates a special fund into which
cities and towns may appropriate funds
to be used to celebrate the millennium
or any centennial. Appropriations to
the fund may be made in the five years
prior to the celebration. Enterprising
communities may charge admission
fees for commemorative ceremonies or
events, and sell commemorative items
to raise money for this fund. All interest
remains with the fund. The mayor or city
manager, the selectmen, or the major-
ity of a special committee established
to plan the celebration may spend the
money in the year before, the year of,
and the year after the celebration.
They must report such expenditures to
the treasurer. Any money not spent on
celebrating returns to the general fund.

New Fans for the

Data Bank

Recently Stan Nyberg, Director of DLS’
Municipal Data Bank, conducted a ses-
sion on Accessing Municipal Financial
and Demographic Data at a confer-
ence on Geographic Information Sys-
tems (GIS) held at Bristol Community
College in Fall River. Organized by the
Boshe Institute, a non-profit organiza-
tion centered in Hyannis, and the Bris-
tol Community College Center for Busi-
ness and Industry, the conference drew
participants from Virginia to Maine.
Representatives from federal, state and
local government agencies currently
supporting or developing GIS systems,
as well as staff from non-profit organi-
zations and private business, learned
about the types of information they can
access through DLS’ Data Bank. m
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New Fund to Aid
Elderly and
Disabled Taxpayers

Communities may now establish a fund
to defray the real estate taxes of low in-
come elderly and disabled persons. A
city or town must accept the provisions
of Chapter 166 of the Acts of 1998 be-
fore establishing the elderly and dis-
abled taxation fund. Modeled after the
municipal scholarship program, the
new program allows taxpayers to con-
tribute to the fund through a check-off
on the municipal tax bill or the motor
vehicle excise bill. Tax bills can have
designated areas to specify the amount
donated, or the community can use a
separate form mailed with the tax bills.
The donation can be any amount above
a $1.00 minimum. The donated amount
does not reduce the tax, but will be in
addition to the amount otherwise due
and payable. Should payment not be
made, no interest or penalties apply.
Any community which adopts this stat-
ute should consider including an insert
with the tax bill which explains the pur-
pose of the fund and procedures for
collecting monies.

In 1986, legislation instituted a local
option authorizing the establishment of
municipal scholarship funds collected
through a check-off system on local tax
bills.t Deserving individuals, chosen by
a local committee, can receive educa-
tional financial aid from this fund. In
1993 the Education Reform Act ex-
panded the scholarship fund statute to
permit taxpayers to contribute to a fund
to provide supplementary money for
local school needs. Once the provi-
sions of the statute are accepted by a
majority of town meeting, town council
or city council, taxpayers may donate
money to one or both of the funds. Al-

though similar to the education options,
the elderly and disabled statute which
inserts a new Section 3D into Chapter
60 may be accepted independent of
the others.

Communities which establish the el-
derly and disabled taxation fund must
form a taxation aid committee consist-
ing of the chairman of the board of as-
sessors, the city or town treasurer and
three residents appointed by the mayor
or the board of selectmen. After estab-
lishing guidelines to identify recipients
of aid, the committee may spend the
funds without appropriation.

The tax collector, the treasurer and
their office staff play key roles in the
program. The collector is responsible
for collecting, segregating and turning
over funds to the treasurer who invests
them in an interest bearing trust fund
account. This account is governed by
the usual municipal limitations of trust
funds. Since collecting the taxation aid
funds involves additional work, the ad-
ditional responsibilities should be eval-
uted up front to ensure success.

1. Chapter 60 §3C.

More Counties
To Be Abolished

Hampshire, Essex and Berkshire Coun-
ties will soon exist only as geographic
boundaries. Chapter 300 of the Acts of
1998 provides for the abolition of the
governments of those counties, and
transfers certain county functions to
the Commonwealth. Hampshire county
government is abolished as of January
1, 1999; Essex County as of July 1,
1999; and Berkshire County as of July
1, 2000, or earlier if that county fails to
make a payment due on a bond or
note. The transfer of functions will also
occur on those dates, except for

Hampshire County where the transfer
was effective as of September 1, 1998.
Franklin, Middlesex, Worcester and
Hampden Counties were abolished in
1997 and 1998.

The Commonwealth assumes valid
debts, obligations, leases and con-
tracts of the abolished counties. There
are provisions limiting the Common-
wealth’s liability for certain debts in
Hampshire County. Land, buildings,
courthouses, registries of deeds, jails
and houses of correction become the
property of the Commonwealth. Certain
Hampshire County leases and con-
tracts, as well as ownership of certain
assets, remain with the Hampshire
Council of Governments, established in
January 1999. Revenues including all
of the deeds excise will now belong to
the state. The Commonwealth will take
over operation of the county jails and
houses of correction, registries of
deeds and courthouses.

The statute also provides that the Es-
sex County Agricultural and Technical
Institute will be under the operation of a
seven-member board of trustees. The
governor will appoint the trustees, who
must be residents of Essex County. The
Department of Education will provide
general supervision and the school’s
budget will be approved by the state
Board of Education.

Within 60 days after the abolition of
each county government, the Secre-
tary of Administration and Finance will
establish an amortization schedule to
assess the member cities and towns
for an amount not to exceed the county
tax assessed for the fiscal year immedi-
ately prior to the abolition date, as a de-
duction from state aid for as many
years as needed to recover the amount
expended for county debts and other
liabilities. m
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Municipal Fiscal Calendar

April 1
Collector: Mail 2nd Half Semi-Annual Tax Bills

Y2K Local Outreach Program

The Division of Local Services’ (DLS) outreach program to small towns is
going very well. As of the beginning of February, over one-third of eligible
communities had registered or received direct assistance. DLS has found that
communities typically have a mix of new and old (non-compliant) computers,
tested and untested applications, and varied awareness of the potential scope
of Y2K vulnerabilities.

DLS staff is conducting inventories in municipal governments, school districts,
utility districts etc., to assist communities with populations of less than 5,000 in
evaluating their Y2K readiness. Letters offering assistance have gone out to
100 communities in that population group. Participation is completely volun-
tary. DLS provides the testing at no charge to the local community.

DLS staff helps identify vulnerabilities and provides information to aid commu-
nities in providing for Y2K-related issues in the FY2000 budget. The commu-
nity can plan remedies and a Y2K contingency account. The community re-
tains responsibility for the accuracy of data collected and the appropriateness
of the proposed solutions.

Data Bank Highlight

Stabilization Fund information from
FY87 through FY97 is available on the
DLS website under the heading “Debt
and Other Financial Indicators.” This
report shows the stabilization fund bal-
ance as of July 1, the total budget and
stabilization fund as a percentage of
budget for each city and town for each
year. These reports or comparison re-
ports can be requested from the Data
Bank staff printed out on hard copy or
as Microsoft Excel files which can be
sent by e-mail over the Internet.

To obtain Municipal Data Bank information contact
Medi Ba, Dora Brown, Debbie DePerri or Stan Ny-
berg at (617) 626-2300. For technical assistance

contact Burt Lewis at (617) 626-2358. The World
Wide Web address is listed below. B
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Reminder

The Division of Local Services will be moving to 51 Sleeper Street in Boston in
early March. All telephone numbers will remain the same. All mail should continue
to be sent to: Division of Local Services, PO Box 9655, Boston, MA 02114-9655
until further notice.

City & Town is published by the Massachusetts
Department of Revenue’s Division of Local Serv-
ices (DLS) and is designed to address matters
of interest to local officials. DLS offers numerous
publications on municipal law and finance, avail-
able by calling (617) 626-2300, or through the
DLS World Wide Web site at http ://www.state.
ma.us/dis or by writing to PO Box 9655, Boston,
MA 02114-9655.

Marilyn H. Browne , Managing Editor

Jean M. McCarthy , Editor
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