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	Applies to:
	· [CAO], Select Board, [Finance Committee], [Town School Committee] budget decision-making roles 
· Finance Director and Board of Assessors job duties
· All department heads, boards, and committees that have spending authority and budget planning duties 

	Scope:
	Coordination, development, and adoption processes for the annual omnibus budget, encompassing the operating, enterprise fund, and capital budgets

	Effective:
	Adopted by the Select Board on [Date]



PURPOSE
To promote transparency, procedural consistency, and fiscal sustainability, this policy establishes guidelines for developing, documenting, adopting, monitoring, and reporting the Town’s annual budget. As the Town’s central policy document, the budget prioritizes annual and longer-range objectives and is the means for turning strategic plans into fiscal reality. It constitutes a contract between the Town and its residents, explaining how funds are to be raised and allocated for the delivery of services. 
Interrelated


POLICY
Town officials will work together to prepare a balanced budget for the approval of voters at annual town meeting. The creation of the budget will be guided by and reflect all the other financial planning policies adopted by the Town and contained in its policy manual. Town meeting has the sole authority to appropriate funds for the budget, except for specific instances where appropriation is not required by statute (such as grants and gifts). Further, only a subsequent annual or special town meeting vote can amend any previously approved appropriation.

The [CAO], with assistance from the Finance Director, is responsible for developing the annual budget and will do so according to the vision, goals, priorities, and strategic plans laid out by the Select Board. The [CAO] will cultivate a strong, communicative relationship with the [Town or Regional] School Committee and Superintendent to ensure early knowledge of its expenditure projections and smoothly integrate its budget. To create the omnibus annual budget also requires the [CAO] to [include/prepare] the annual capital requests based on the [Capital Improvement Plan] according to provisions set out in the Capital Planning policy. As the advisor for the interests of town meeting voters, the [Finance Committee] will make recommendations on all articles to be included in the annual town meeting warrant. It is the goal of all these parties to work in a cooperative manner beginning with a joint meeting of the Select Board, [Finance Committee], and School personnel in the fall of each year through presenting voters with a consensus budget in the spring. 

Because of the substantial budget appropriations that arise from obligations to certain regional shared service partners, [most prominently, the [Name] Regional School District, [but also vocational school districts and public safety services], the [Finance Director] will endeavor to stay timely apprised of their annual budget projections.

All parties applicable under this policy are expected to comply with the annual budget calendar’s milestone deadlines when they are set each year. As part of this, department heads will timely provide the [Finance Director] with all information needed for the creation of an informative budget document, which will be made available to voters at least seven days prior to the date of town meeting. 

A. Budget Goals

The goal of the Select Board is to create an efficient, effective, and fiscally responsible budget process that meets the planned needs and goals of the Town, maintains reserves for emergencies, and is accountable to the taxpayer. At minimum each year, the Town’s budget goals will include the following: 

General Fund – The goals for the general fund budget include preserving core services, fulfilling required mandates, and maintaining or enhancing the local quality of life, while also ensuring reserve levels that will allow flexibility to respond to changes in the economy and other unanticipated issues that could potentially affect the Town’s fiscal health. 

Capital Investment — To pay for items in the capital plan, the town will strive to achieve and maintain the annual capital funding levels spelled out in the Capital Planning and Debt Management policies. Additionally, the Town will plan to regularly fund, within departmental operating budgets, the maintenance costs for equipment, facilities, infrastructure, and other capital assets to maximize their useful lifespans.

Enterprise Fund(s) – [enterprise fund name(s)] - The [Finance Director] will seek to ensure that each enterprise fund budget is self-supporting. Therefore, the goal is to avoid or minimize any subsidy from the general fund by raising the revenue through rates and fees necessary to support all the direct, indirect, and capital-related costs to run the operations through user fees only.

B. Principles for Balanced, Sustainable Budgets

The [CAO], with the [Finance Director], will prepare an annual budget proposal for the approval of the Select Board and [Finance Committee] and eventual inclusion in the annual town meeting warrant.

Assuring the creation of a budget that is structurally balanced and sustainable for future years requires the Town to support the recurring expenditures of each annual operating budget using only recurring, or current, revenues. Current revenues are those revenues that the Town brings in during the budgeted fiscal year (e.g., taxes, excises, fees, charges, interest earnings, state aid), and they do not include free cash. 

Additional principles that shall govern the creation of the annual budget include:

1. All departmental budgets will be prepared to reflect the full costs of providing the services and list the proposed and prior-year actual allocations of full-time-equivalent employees.
2. The Town will avoid using any one-time revenue source to fund ongoing services unless necessitated by exceptional circumstances, and any such usage will require the [CAO] to document a plan to replace this source in future years.
3. The Town will not underfund any fixed, recurring costs in the annual operating budget with the expectation that budget supplements will be available during the year but will instead fund them at the realistic amount necessary to complete the year.
4. The Town will not use budgetary procedures that balance the budget at the expense of future years, such as postponing or deferring payment of expenses already incurred, accruing future year revenues, or rolling over short-term debt to avoid making principal payments. 
5. Each officer, elected board, committee, and department authorized to charge a fee for service will review the fee schedules in relation to the cost of providing the service at a minimum of every two years and propose increases when necessary to ensure coverage of service costs.
6. The [CAO] and [Finance Director] will evaluate all contractual obligations, requests, and strategic priorities to determine annual non-collectively bargained pay increases. 
7. When a forecast predicts annual revenues to exceed annual expenditures, the following options should be considered for the excess revenue: 
· Building up reserve fund target levels
· Advancing deferred capital expenditures
· Funding the other postemployment benefits liability
· Accelerating payments on other long-term obligations
· Restoring services reduced from prior years
· Funding new initiatives
· Exploring tax relief
8. The Board of Assessors will vote to authorize a contribution to the overlay account to offset the Town’s liability for unpaid property taxes caused by abatements and exemptions. This amount shall be based on:
· Current balance in the overlay account
· Three-year average of granted abatements and exemptions
· Cases pending before, or on appeal from, the Appellate Tax Board
· Timing of the next five-year certification review by the Division of Local Services 
9. Additional Budget Principles from source documents including:
· Bylaws & Charter
· Board or Committee Policies
· Budget or Capital Improvement Plan Document

C. Budget Calendar

The Finance Director, under the [CAO]’s direction will coordinate an annual budget process that begins with the development of a calendar for approval by the [CAO], Select Board and [Finance Committee]. The calendar will frame the budget process with specific due dates for all milestones to enable early identification and review of major policy issues leading to annual town meeting. The calendar will include:

· Joint meetings of the Select Board, [Finance Committee], and School personnel
· Revenue projections and financial forecast completion, distribution, and updates
· Departmental appropriation guidelines, submissions, and review
· Capital improvement plan guidelines, submission, and review
· Public hearings, reviews, and approvals at different levels
· Budget document compilation and distribution
· Town meeting warrant production and distribution

D. Budget Document

The [CAO] and [Finance Director] will work together to prepare and present a transparent and reader-friendly budget document that presents all proposed expenditures for current operations and capital projects during the ensuing year, detailed by department, purpose, and project. It will contain a [CAO] budget message detailing short- and long-term strategic objectives and explaining the Town’s fiscal challenges. The outlook will include economic trends that will affect the Towns, as well as anticipated major capital investments. The budget message will also highlight important features of the budget, explain any major variations in current year revenue, expenditures, or policies, and summarize the town's debt position.

The model for the budget document will be based on standards established by the Government Finance Officers Association (GFOA) in its Distinguished Budget Presentation program. It will incorporate narrative information on Town departmental and organizational goals, the plans and resource allocations needed to meet those goals, graphical information about available finances, and summary of the Town's five-year capital plan. 

E. Budget Monitoring

The [Finance Director] will continually monitor the budget and provide regular formal reports to the [CAO] and Select Board. The Town will take immediate corrective actions if at any time during the fiscal year expenditure or revenue estimates indicate a projected operating deficit by year-end. Corrective actions can include, but are not limited to, hiring freezes, expenditure reductions, layoffs, or use of contingency funds.

[TOWN] REFERENCES
Charter/Acts:

Bylaw(s):	 

Policies: Capital Planning, Debt Management, Financial Management Team, Financial Reserves, Forecasting, Indirect Cost Allocation, OPEB Liability, Overlay, Year-End Closing

EXTERNAL REFERENCES

2

M.G.L. c. 39, § 10
M.G.L. c. 39, § 16
M.G.L. c. 40 § 6
M.G.L. c. 41, § 15A
M.G.L. c. 41, § 59
M.G.L. c. 41, § 60
M.G.L. c. 44, § 31
M.G.L. c. 44, § 33A
M.G.L. c. 44, § 33B
M.G.L. c. 44 § 53F½
M.G.L. c. 58, § 25
M.G.L. c. 58, § 25A
M.G.L. c. 59, § 21C
M.G.L. c. 70
M.G.L. c. 71, § 16B
M.G.L. c. 71, § 16B½ 


Division of Local Services (DLS) Informational Guideline Release 2017-23: Overlay and Overlay Surplus
DLS Best Practice: Annual Budget Process in Towns

Government Finance Officers Association Best Practices: Achieving a Structurally Balanced Budget, Working Capital Targets for Enterprise Funds, and Distinguished Budget Presentation Criteria


[bookmark: _Financial_Reserves][bookmark: _Toc133577524][bookmark: _Toc517706268][bookmark: _Toc518311507][bookmark: _Toc43217607][bookmark: _Toc204769975]FINANCIAL RESERVES
	Applies to: 
	· [CAO], [Finance Director], Select Board, [Finance Committee], [Capital Planning Committee], [School Official, and School Committee budget decision-making roles
· Board of Assessors job duties

	Scope:
	Goals for and appropriate use of general fund reserves, including free cash, stabilization funds, and overlay surplus

	Effective:
	Adopted by the Select Board on [Date]



PURPOSE
To help assure the Town’s ability to stabilize finances during difficult economic periods so that operations can be maintained and to provide a cash funding source for capital plan items not suitable for bonding, this policy establishes prudent practices for appropriating to and expending reserve funds. With well-planned sustainability, the Town can use its reserves to finance emergencies and other unforeseen needs, to hold money for future purposes, or in limited instances, to serve as revenue sources for the annual budget. Reserve balances and policies can also positively impact the Town’s credit rating and consequently its long-term borrowing costs. 

POLICY
The Town is committed to building and maintaining its reserves so as to have budgetary flexibility for unexpected events and significant disruptions in revenue-expenditure patterns and to provide a source of available funds for future capital expenditures. Adherence to this policy will help the Town withstand periods of decreased revenues and control spending during periods of increased revenues. In total for the general fund reserves under this policy, the Town will strive to maintain a minimum funding level of [range %] of its prior year general fund budget.[footnoteRef:1] For each of the enterprise operations, the Town will endeavor to maintain a minimum reserve amount of [target %] of the operation’s current year budget. [1:  General fund budget is defined as the fiscal year gross revenues less Enterprise Fund revenues, and Community Preservation Fund revenues
] 


POLICY SUMMARY
	General Fund 
Reserve Name
	Funding Target
	Appropriate Usage

	Free cash
	[range %] Prior year general fund budget
	· One-time costs only, including cash capital
· Replace reductions in state aid
· Build stabilization funds to achieve target levels 
· Pay down the OPEB liability

	General Stabilization Fund
	[range %] Current year GF budget
	· Emergencies and unexpected events
· Nonrecurring expenditures

	Capital Stabilization Fund
	[range %] Current year GF budget
	· Cash capital expenditures 
· Funding source for debt service

	Other Special Stabilization or Reserve Fund(s)
	
	· 

	Overlay
	Based on annual analysis of levy shortfall risk and the cumulative balance from prior years
	· Any legal purpose

	Enterprise Fund
	Retained Earnings Minimum Target 
(% prior year budget)
	Appropriate Usage

	Enterprise Fund
	[target %]
	· Rate Stabilization
· Capital improvements



1. Free Cash

The Division of Local Services (DLS) defines free cash as “the remaining, unrestricted funds from operations of the previous fiscal year, including unexpended free cash from the prior year.” DLS must certify free cash before the Town can appropriate it. 

[bookmark: _Hlk137804705]The Town will strive to realize year-to-year free cash certifications equal to [range %] of the prior year’s annual general fund budget. To achieve this, the [Finance Director] with assistance from the [CAO] will propose budgets with conservative revenue projections, and department heads will carefully manage their appropriations to produce excess income and budget turn backs. 

The Town will limit its use of free cash to building reserves, funding nonrecurring costs (i.e., one-time expenditures, such as capital projects, snow and ice deficits, and emergencies), and offsetting the Town’s unfunded liabilities. Unless compelled by urgent circumstances, the Town will leave at least [25%] of the certified free cash amount unappropriated to provide a starting balance for next year’s free cash certification.

The Town will appropriate the remaining free cash as follows:
[Designated Free Cash Appropriations] 
· Apply at least [20%] but no more than [30%]to the cash capital budget.
· Use the lesser of [10%] or [$250,000] for noncapital special articles (e.g., snow and ice deficit, building maintenance, etc.).
· Appropriate at least [10%]to the capital stabilization fund and [15%] to the Town’s general stabilization to achieve this policy’s target balances, with the total appropriations to the stabilization funds capped at [10%] of the previous year’s tax levy.
· Appropriate up to [10%] to the Town’s other postemployment benefits (OPEB) trust fund as defined the OPEB Liability policy.

[image: ]

1. Stabilization Funds

A stabilization fund is a reserve account allowed by state law to set aside monies to be available for future spending purposes, including emergencies or capital expenditures, although it may be appropriated for any lawful purpose. The Town has established [number] stabilization funds as detailed below.

General Stabilization: The Town will endeavor to achieve and maintain a minimum balance of [range %] of current year budget in its general stabilization fund. Withdrawals from the fund should only be used to mitigate emergencies or other unanticipated events that cannot be supported by current general fund appropriations. When possible, withdrawals of funds should be limited to the amount available above the [range %] minimum target. If any necessary withdrawal drives the balance below this minimum, the [CAO] and [Finance Director] will develop a detailed plan to replenish the fund to the minimum level within the next two fiscal years.

[image: ]

Capital Stabilization Fund: 

Define purpose for this fund as approved at town meeting (for example):
· Pay for engineering and design, renovation, reconstruction or construction of Town facilities
· To support the [Capital Investment Plan (CIP)]
· Promote sound financial planning practices

Define target and possible sources for this fund (for example):
· The Town will appropriate annually to the fund so that over time it achieves a minimum target balance in the range of [range %] of the Town’s current year general fund budget. 
· By sustaining funding in this reserve, the Town can balance debt with pay-as-you-go and cash capital funding costs consistent with the Capital Planning policy.
· Appropriation or transfer from any general fund source, including taxation and free cash
· Transfers of unexpended funds from previously approved capital projects (‘capital close outs’) at the close of each project
· Other designated revenue(s)

Define acceptable uses (for example):
· Providing for general fund “pay-as-you-go” capital appropriations 
· Additional funding to support the Town’s CIP for previously approved projects 
· Unanticipated capital projects resulting from a catastrophic or emergency event if the financial burden of the event is in excess of an amount which the Finance Committee Reserve Fund can cover 
· The Town’s share of matching grants 
· Support of critical capital expenses if revenue, from whatever source, including free cash, is less than forecasted in the five-year CIP

[image: ]

Special Purpose Stabilization or Reserve Fund: Define the purpose, target level, possible sources for this fund, and permitted uses (same as Capital Stabilization Fund above).

1. Overlay Surplus

The purpose of the overlay reserve is to offset unrealized tax revenue resulting from abatements and exemptions. It can be used for other purposes only after it is determined to have a surplus. Therefore, unlike the other previous two categories of reserves, this policy does not set a funding target for it. Rather, each year as part of the budget process, the Board of Assessors will vote to raise an overlay amount on the annual tax recapitulation sheet based on the analytical factors outlined in the Annual Budget Process policy. 

At the conclusion of each fiscal year, the Board of Assessors will submit to the [CAO] and [Finance Director] an update of the overlay reserve with data that includes, but is not limited to, the gross balance, potential abatement liabilities, potential costs of current and future ATB cases, and any transfers to surplus. If the overlay balance exceeds the amount of potential liabilities, the Select Board may request that the Board of Assessors vote to declare it as surplus and available for use in the Town’s capital improvement plan or for any other one-time expense.

1. Retained Earnings

[bookmark: _Hlk134456494]The finances of the [enterprise fund(s)] is/are managed individually as enterprise fund(s), separate from the general fund. This allows the Town to effectively identify each of the operations’ true costs—direct, indirect, and capital—and set user fees at levels sufficient to recover them. Under this accounting, the Town may reserve the enterprise fund’s generated surplus (referred to as retained earnings) rather than closing the surplus to the general fund at year-end. 
[bookmark: _Hlk170901444]The Town will endeavor to maintain a minimum reserve amount of [target %] of the/each operation’s prior year budget, which represents [number] months’ worth of expenditures. This reserve shall be used to fund major capital projects and provide rate stabilization in case of any emergencies. Whenever any major infrastructure improvement is being planned for the [specific enterprise operation], it may be necessary to revise the minimum targets upward. 

To maintain the target reserve level for the enterprise fund, the [Finance Director] will review rates annually with the [Enterprise operation officials] and when necessary, make proposals for rate adjustments. 

[image: ]

[TOWN] REFERENCES 
Charter/Act: 

Bylaw: 

Policies: Annual Budget Process, Capital Planning, Debt Management, Forecasting, OPEB Liability, Overlay, Year-End Closing


EXTERNAL REFERENCES
2

M.G.L. c. 40 § 5B
M.G.L. c. 40 § 13E
M.G.L. c. 44 § 53F½
M.G.L. c. 59 § 25


DLS Informational Guideline Releases 2024-12: Stabilization Funds, 2017-23: Overlay and Overlay Surplus, and 2022-16: Enterprise Funds

DLS Best Practice: Free Cash

[bookmark: _Hlk134104216]Government Finance Officers Association (GFOA) Best Practices: Fund Balance Guidelines for the General Fund, Working Capital Targets for Enterprise Funds, and Strategies for Establishing Capital Asset Renewal and Replacement Reserve Policies

[bookmark: _Toc51234377][bookmark: _Toc133577525][bookmark: _Toc499713212][bookmark: _Toc502743989][bookmark: _Toc517706269][bookmark: _Toc12440056][bookmark: _Toc12440102][bookmark: _Toc14420791][bookmark: _Toc43217608][bookmark: _Toc204769976]FORECASTING
	Applies to:
	· [CAO], [Finance Director], Town Accountant, and [Assessor] job duties 
· Select Board, [Finance Committee], [Capital Planning Committee] in their budget analysis and decision-making responsibilities
· [Enterprise operation officials]

	Scope:
	· Creation, revision, and year-to-year conversion of a multiyear forecast of revenues and expenditures as part of the annual budget process
· Guidelines for formulating the assumptions that form the basis for forecast projections

	Effective:
	Adopted by the Select Board on [Date]



PURPOSE
To assess the range of choices available to budget decision makers when determining how to allocate resources, this policy establishes guidelines for creating projections of revenues and expenditures as part of the annual budget process and multiyear fiscal planning. By presenting the future implications of current budget scenarios, forecasting helps local officials to make strategic plans for lasting fiscal sustainability and future investment. 

POLICY
To determine the Town's operating capacity for future fiscal years, the [Finance Director] under the [CAO]’s direction, will annually create a detailed forecast with five-year projections of revenues and expenditures. The [CAO], Select Board, [Finance Committee], [Capital Planning Committee] will use the forecast to support their decision making for the upcoming year’s operating and capital budgets and for the Town’s multiyear capital improvement plan.

To guard against potential deficits, as a general rule, the [Finance Director] will create conservative forecasts. In basic terms, this entails reviewing historical revenue and expenditure trends, anticipating factors that may impact those trends going forward, analytically developing assumptions, and then formulating reasonable revenue and realistic expenditure projections. Overly optimistic estimates can increase the risk of a revenue deficit, which would necessitate a reduction to the subsequent year’s revenue to offset it. Conversely, underestimated projections may result in excess revenue that is unavailable to benefit the public in the same year as accrued and can be perceived as over taxation. 

Early in the annual budget process, the [CAO] will present the initial forecast to a joint meeting of the Select Board, [Finance Committee], and [School Committee]. Throughout the budget development, the [Finance Director] will update the forecast whenever there are changes in circumstances that would materially impact forecast projections and provide revised forecast to the [CAO], who will subsequently share them with the [Finance Committee] and Select Board.

With each new budget year, the [Finance Director] and [CAO] will review the performance accuracy of prior-year forecasts and any evolving factors related to the underlying assumptions to consider how projections in the new forecast may need to be adjusted. Factors to consider include changes in laws, regulations, inflation rate, interest rate, Town goals, and policy decisions. 

1. Guidelines for Revenue Assumptions

The following principles shall guide the formulation of revenue assumptions:

· Projections of the property tax levy will be confined by the limits of Proposition 2½ (absent any overrides) and take into consideration consensus decisions regarding the Town’s level of excess levy capacity.
· New growth projections will consider the Town’s three-, five- and 10-year averages by property class and advice from the [Assessor].
· The levy limit’s relationship to the levy ceiling (which is 2.5 percent of the Town’s real and personal property total value) will be annually assessed to identify potential override capacity and guard against the levy limit approaching or hitting the ceiling, which would impact future levy growth.
· Local aid projections will correspond with economic cycles, while Chapter 70 educational aid will reflect trends in school choice, enrollments, tuition, and charter assessments.
· Estimates for local receipts (e.g., motor vehicle excise, inspection fees, etc.) will not exceed 90% of the prior year’s actual collections without firm evidence that higher revenues are achievable. 
· No one-time revenues will be applied in the projections to support recurring operating expenditures. This means that projections of funds available to support operating budget expenditures in future years will be constrained to those revenues anticipated to be brought in within the given years, as opposed to any usage of residual funds available from the prior year(s), such as free cash or overlay.
· Revenues from grant programs will be reviewed annually to determine their sustainability. 
· The Town will build and maintain reserves in compliance with its Financial Reserves policy.
· Each Enterprise Fund will be reviewed annually by the responsible board, commission, or department head to project revenues and expenditures for the next fiscal year and generate estimates of the current fiscal year and the projections for future years sufficient to cover each enterprise fund’s direct, indirect, and capital costs and thereby minimize any subsidies by the general fund.

1. Guidelines for Expenditure Assumptions

Annually, the [CAO] and [Finance Director] will determine a particular approach for forecasting expenditures, either maintenance (level service), level funded, or one that adjusts expenditures by specified increase or decrease percentages (either across the board or by department). A maintenance budget projects the costs needed to maintain the current staffing level and mix of services into the future. A level-funded budget appropriates the same amount of money to each municipal department as in the prior year and is tantamount to a budget cut because inflation in mandated costs and other fixed expenses still must be covered.

The following principles shall guide the formulation of expenditure assumptions:

· The Town’s current level of services will provide the baseline for projections.
· Historical trends in the growth of operating expenses and employee benefits will prevail.
· The Town will annually meet or exceed the state’s net school spending requirements.
· The Town will cultivate a strong relationship with the Regional School District’s School Committee to receive timely, long-term estimates of district assessments 
· Trends in enrollment, including vocational and technical schools, and school choice, tuition, and charter assessments will be factored.
· Only currently known increases in employee compensation plans will be factored into the projections, leaving any potential, future cost-of-living adjustments to be calculated independently of the forecast.
· The Town will pay its annual pension contributions and make appropriations to amortize its other postemployment benefits (OPEB) liability.
· The forecast will integrate projected capital expenditure data contained in the Town’s multiyear capital improvement plan.
· The Town will pay all existing debt service obligations and adhere to its Capital Planning and Debt Management policies.
· 
· Enterprise funds will reimburse the general fund for indirect costs. 

[TOWN] REFERENCES
Charter/Act: 

Bylaw: 

Policies: Annual Budget Process, Capital Planning, Debt Management, Financial Reserves, Grants Management, Indirect Cost Allocation, OPEB Liability

EXTERNAL REFERENCES

M.G.L. c. 44, § 20
M.G.L. c. 44, § 53A
M.G.L. c. 44, § 53A½
M.G.L. c. 44 § 53F½
M.G.L. c. 44, § 63
M.G.L. c. 44, § 63A


DLS Best Practice: Revenue and Expenditure Forecasting

Government Finance Officers Association article: Financial Forecasting in the Budget Preparation Process



[bookmark: _Toc462150234][bookmark: _Toc472590431][bookmark: _Toc485656210][bookmark: _Toc490555414][bookmark: _Toc490730038][bookmark: _Toc502743985][bookmark: _Toc517706261][bookmark: _Toc518311500][bookmark: _Toc462662932][bookmark: _Toc467238314][bookmark: _Toc516226976][bookmark: _Toc41566589][bookmark: _Toc71802533][bookmark: _Toc136503562][bookmark: _Toc12440065][bookmark: _Toc12440111][bookmark: _Toc14420799][bookmark: _Toc204769977]OVERLAY
	Applies to:
	· Board of Assessors, [Assessor], and Town Accountant job duties
· [CAO], [Finance Director], and [Finance Committee] in budget analysis and decision-making responsibilities

	Scope:
	Funding and maintaining the account for abatements and exemptions (overlay)

	Effective:
	Adopted by the Select Board on [Date]



PURPOSE
To ensure the Town can adequately offset all unrealized tax levy revenues, this policy sets guidelines for determining the annual overlay amount in the Town’s budget and for deciding whether any overlay balance can be certified as surplus. 

BACKGROUND
The allowance for abatements and exemptions, commonly referred to as the overlay, is an account to offset anticipated abatements and exemptions of committed real and personal property taxes, as well as any tax receivables deemed to be uncollectable. State statute allows overlay to be maintained in a single account, so that any levy deficit for a particular year need not be subsequently raised on the tax recapitulation sheet, provided that the total overlay account balance is greater than zero.

POLICY
The Board of Assessors is responsible for proposing an annual overlay amount for the Town budget sufficient to offset potentially unrealized revenue from that year’s tax levy. The [CAO] may propose for appropriation by the legislative body any overlay surplus subsequently determined by the Board of Assessors, for purposes consistent with the Town’s Financial Reserves policy.

Although Sections A - C below refer to the overlay as a single account, to better record historical information and facilitate reconciliations, the Town Accountant will maintain overlay balances by levy year in subsidiary ledgers of the general ledger.

A. Annual Overlay

Each year, the Board of Assessors will vote in an open meeting to authorize a contribution to the overlay account as part of the budget process and to raise it without appropriation on the Town’s tax recapitulation sheet. The [Assessor] will determine and propose to the Board the amount to be added to the overlay account based on the following:

· Current balance in the overlay account
· Three-year average of granted abatements and exemptions
· Potential abatement liability in cases pending before, or on appeal from, the Appellate Tax Board (ATB)
· Timing of the next certification review by the Division of Local Services (scheduled every five years)

The Board of Assessors shall notify the [CAO] and [Finance Director] of the amount of overlay voted.
B. Excess Overlay

Annually, the [Assessor] and Town Accountant will conduct an analysis to see if there is any excess in the overlay account balance by factoring the following:

· Current balance in the overlay account after reconciling with the Town Accountant’s records
· Balance of the property tax receivables, which represents the total real and personal property taxes still outstanding for all levy years
· Estimated total of potential abatements, including any cases subject to ATB hearings or other litigation

Upon determining any excess in the overlay account, the [Assessor] will present the analysis to the Board of Assessors for its review and notify the Town Accountant.

C. Overlay Surplus

[bookmark: _Toc459982936][bookmark: _Toc459983140][bookmark: _Toc460244539][bookmark: _Toc460244563][bookmark: _Toc460244602][bookmark: _Toc460580604][bookmark: _Toc462662933][bookmark: _Toc462666817][bookmark: _Toc462667057][bookmark: _Toc462667368][bookmark: _Toc462667466]If there is an excess balance in the overlay account, the Board of Assessors will formally vote in an open meeting to certify an amount to transfer to overlay surplus and notify the [CAO] and [Finance Director] in writing of its vote. If the Select Board makes a written request for a determination of overlay surplus, the Board of Assessors will vote on the matter within the next 10 days and notify the Select Board, [CAO], and [Finance Director] of the result in writing.

After being certified, town meeting may appropriate overlay surplus for any lawful purpose until the end of the fiscal year. The appropriation should be as prescribed in the Financial Reserves policy. Overlay surplus not appropriated by year-end will close to the general fund’s undesignated fund balance.

[TOWN] REFERENCES 
Bylaw: 

Policies: Annual Budget Process, Financial Reserves, Forecasting, Tax Enforcement

EXTERNAL REFERENCES
M.G.L. c. 59, §25

Division of Local Services Informational Guideline Release 2017-23: Overlay and Overlay Surplus
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	Applies to:
	· Select Board and [CAO] policymaking and management responsibilities
· Board of Assessors as principal overseer of the tax recap process
· Finance Director, Town Accountant, [Assessor], [Treasurer], and Town Clerk job duties

	Scope:
	· Guidelines and responsibilities involved with setting an annual property tax rate and reporting it to the Division of Local Services (DLS)

	Effective:
	Adopted by the Select Board on [Date]



PURPOSE
To ensure the Town timely and appropriately charges taxes to property owners in support of the annual budget, this policy sets forth the roles, responsibilities, and deadlines associated with the tax recapitulation (“tax recap”) process. A timely and accurate annual tax recap helps ensure the Town complies with state statutes, prevents workflow disruptions in its financial offices, and avoids any temporary borrowing costs associated with cash shortfalls. 

BACKGROUND
The property tax levy is [Town]’s largest source of revenue, which therefore makes the tax recap a vital component of the Town’s fiscal operations. The Assessing Office oversees two core phases: property valuation and tax rate setting. However, the full process begins with town meeting, involves many other local officials, and requires careful management, teamwork, and cooperation.

The tax recap forms and schedules present the Town’s annual budget plan for the fiscal year. They summarize all appropriations made by town meeting since the previous year's tax rate was set and identify all non-property-tax revenue sources, such as state aid, local receipts, available funds, and reserves. The difference between these sources and the total budgeted appropriations must be raised through the property tax levy.

By completing the tax recap and submitting it to the DLS for approval, the Town establishes its property tax levy and sets the tax rate for the fiscal year. The Town may issue actual tax bills only after DLS reviews the recap and approves the tax rate.

POLICY
At the [Finance Director]’s direction, the Town’s financial team will annually complete the tax recap process no later than [Date]. The [Finance Director] will develop a realistic plan and timetable to meet this date with the goal of timely production and distribution of actual tax bills. The [CAO] will be kept apprised of progress by the [Finance Director]. If the schedule is delayed, the [Finance Director] will develop a detailed plan to achieve the original deadline.

1. Preparation and Town Meeting 

A successful tax recap process starts with a balanced annual budget, valid funding sources, and proper town meeting actions, which will be accomplished as follows:

The Select Board, through the [CAO] and Town Counsel, will assure the production of a properly written town meeting warrant that will allow town meeting voters, under the Town Moderator’s oversight, to properly authorize annual budget appropriations funded by specific revenue sources (e.g., raise and appropriate, free cash, stabilization, etc.).
The [CAO] will ensure that any annual increase in the tax levy does not exceed the maximum allowed under Proposition 2½.
The [CAO] and [Finance Director] will verify that the proposed budget is balanced.
The Town Accountant will prepare a schedule of sources and uses to monitor the impact of funds available for appropriation by town meeting.
The [Finance Director], [Treasurer], and Town Counsel will ensure any debt issuance authorizations are proper.
The [CAO] will ensure that any proposal for a general override, debt exclusion, or capital exclusion is properly presented in the town meeting warrant and, if passed, put to a town-wide referendum.

Whereas the budget is typically adopted at the spring town meeting, all appropriations and borrowings approved at this, and any other town meetings not recorded in the previous tax rate, must be included in the current tax recap process.

1. Recording Legislative Actions

To allow time for any required corrective measures, the following tasks will be completed within two weeks after town meeting:

· The Town Clerk will record and certify the voting minutes of all town meetings held since the last tax rate was set.
· The Town Accountant will review the Town Clerk’s certified town meeting minutes to ascertain all the voter-authorized appropriation amounts for the tax recap period.
· When the Town Clerk and Town Accountant agree on the individual appropriations by revenue category, the Town Clerk will enter the amounts into the DLS Gateway system (by article on page 4 of the tax recap).
· From the certified town meeting authorizations, the Town Accountant will complete the following Gateway forms:
· Enterprise Fund revenues and expenditures (Form A-2 for each Water, Wastewater, and Transfer Station)
· Community Preservation Fund revenues and expenditures (Form A-4)
· Free cash used (Form B-1)
· Available funds used (Form B-2)
· The [Treasurer] and Town Accountant will prepare the debt exclusion report, including any use of reserved bond premiums (Form DE-1), and report any reserved bond premium amounts used as funding sources (Form B-2).

1. Tax Recap Entries done after the Fiscal Year-end Closing

Within two weeks of closing the books for the fiscal year, the Town Accountant will do the following to complete the tax recap:

Document and report all deficits or other expenditures that must be funded, including debt and snow and ice (page 2 of the tax recap)
Record the actual amounts received for each type of local receipt (page 3, column (a) of the tax recap)
Enter estimated local receipts using the revenue projections from the final budget approved at town meeting (page 3, column (b) of the recap)
Record the actual amounts received for the enterprise funds (A-2, column a)
Record the actual amounts received for the community preservation fund (A-4, column a)

1. Property Value Certification

Assessors must value all taxable real and personal properties and classify them into one of four classes (residential, open space, commercial/industrial, or personal) based on their use as of January 1. To do this, the [Assessor] will:

Update any prior-year omitted and revised assessments that included growth (Form LA-13A, which is transferred to the Levy Limit Worksheet) no later than June 20
Complete the property sales report (Form LA-3) for all sales over $1,000 and submit it to DLS for approval.
Analyze market conditions and set final property values in compliance with DLS certification standards.
Report the total assessed valuation for real and personal property by class (Form LA-4, which is transferred to page 1 of the tax recap).
Report fiscal year tax base growth used to determine the levy limit under Proposition 2½ (Form LA-13, which is transferred to the Levy Limit Worksheet).

The [Assessor] will submit the above forms to DLS for review and certification.

1. Tax Rate Setting

After DLS has certified property values, the Select Board will hold a public hearing for the Board of Assessors to present its analysis of valuation trends and for the Select Board to determine the Town’s tax policy. At this classification hearing, the Select Board may vote for a single tax rate, which thereby allocates the tax levy proportionately across all property classes, or for a shift of the tax burden between the four classes. Leading up to and during this hearing, the following must be done:

The [Assessor] and Town Accountant prepare an overlay analysis (Form OL-1).
The Board of Assessors estimates and votes the amount of overlay to raise.
The Board of Assessors prepares a financial analysis of the various tax alternatives.
The Town Clerk publishes an advance notice of the hearing and reports this on Form LA-5. 
The Select Board votes on residential, small commercial, and open space exemptions.
The Select Board acknowledges excess levy capacity (Form LA-5).
1. Review and Submittal to DLS

The Board of Assessors, working with the [Assessor] and [Finance Director], is responsible for submitting all forms and supporting documents to DLS for tax rate approval. To do this: 

The [Assessor] and [Finance Director] will review all schedules, verify signatures, and confirm that all proper documents are uploaded.
The [Finance Director] will ensure that all budget authorizations are represented and clearly reconcile to the amounts reported in the tax recap schedules.

EXTERNAL REFERENCES


M.G.L. c. 40, § 56
M.G.L. c. 40A, § 11
M.G.L. c. 41, § 15A
M.G.L. c. 41, § 54A
M.G.L. c. 59 § 5C
M.G.L. c. 59, § 21C
M.G.L. c. 59 § 25


DLS Informational Guideline Release 2024-8: Fiscal Year 2025 Tax Bills Quarterly Payment System (updated annually) 

DLS Training Publications: Assessors Course 101 Handbook Chapter 5: Setting the Tax Rate 
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Fiscal Year FY1 FY2 FY3 FY4 FY5

Prior Year General Fund Budget -                             -                             -                             -                             -                           

Free Cash Target Range:

5% -                             -                             -                             -                             -                           

7% -                             -                             -                             -                             -                           

Certified Free Cash -                             -                             -                             -                             -                           

Percentage to GF Budget 0.0% 0.0% 0.0% 0.0% 0.0%
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Fiscal Year FY1 FY2 FY3 FY4

Current Year General Fund Budget -                              -                              -                              -                             

General Stabilization Fund Target Range:

4% -                              -                              -                              -                             

6% -                              -                              -                              -                             

General Stabilization Fund Balance -                              -                              -                              -                             

Percentage to GF Budget 0.0% 0.0% 0.0% 0.0%
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Fiscal Year FY1 FY2 FY3 FY4

Current Year General Fund Budget -                              -                              -                              -                             

Capital Stabilization Fund Target Range:

1% -                              -                              -                              -                             

2% -                              -                              -                              -                             

Capital Stabilization Fund Balance -                              -                              -                              -                             

Percentage to GF Budget 0.0% 0.0% 0.0% 0.0%
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Fiscal Year FY1 FY2 FY3 FY4 FY5

Prior Year Enterprise Fund Budget -                             -                             -                             -                             -                           

Retained Earnings Target Minimum:

25% -                             -                             -                             -                           

Enterprise Certified Retained Earnings -                             -                             -                             -                           

RE Percentage to Enterprise Fund Budget

0.0% 0.0% 0.0% 0.0% 0.0%


