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REPORT OF THE GOVERNOR'S 

TASK FORCE ON LOCAL FINANCE 

Early this fiscal year, a panel of government and busi­
ness leaders was assembled by Governor Dukakis to 
form the Governor's Task Force on Local Finance. The 
Task Force was chaired by Shawmut Bank's John P. 
Hamill and was charged with reviewing current 
problems in local finance, studying the history of those 
problems and developing recommendations for solv­
ing them. The findings and recommendations of the 
Task Force were previewed in December and the final 
report was issued in late January. 

This issue of CITY & Town is almost entirely devoted 
to explaining in summary the conclusions and recom­
mendations of the Hamill Task Force, for they will 
undoubtedly prove to be at the center of discussions 
on coping with the fiscal stress currently being 

experienced by Massachusetts communities. It is 
therefore advisable for CITY & Town readers to familia­
rize themselves with the report's contents and major 
recommendations. Following our summary of the 
report, this month's FOCUS examines the projected 
dollar impact of the recommended changes. 

We hope you find this information useful. The Shaw­
mut Bank has distributed the Hamill report to all cities 
and towns. Please contact the office of your Mayor or 
Board of Selectmen to obtain a copy of the report. 

TASK FORCE GOALS AND RECOMMENDATIONS 

The goal of the Task Force was to recommend a struc­
ture for financing local government. The Hamill report 
examines government finance since Proposition 2 1/2 
and attempts to anticipate the factors that will influence 
local costs in the future, such as demographic, eco­
nomic, and state and local policy changes. 

These recommendations "envision a local revenue 
structure in which the two largest revenue streams -
local property taxes and state revenue sharing funds 
- are predictable, dependable, and responsive to eco­
nomic reality. The Task Force seeks greater flexibility
with regard to sources of income. The use of that
flexibility, whether for cost recovery through fees,
local option excise taxes or additional state support for

Stephen W Kidder, Commissioner 

particular program priority, will depend on decisions 
to be taken at the local and state level, and the politi­
cal will to make and implement those decisions." 

The Task Force report stresses that its recommenda­
tions on local aid and property taxes be considered 
as interdependent , with the objective being a stable 
local revenue structure. Statewide impacts conceal 
enormous differences between communities. To allow 
all local governments equal benefit from a more 
responsive revenue structure, the Task Force con­
cludes, changes must be made in existing local aid 
and in property tax policies. 

Edward J. Collins, Deputy Commissioner 
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LOCAL AID RECOMMENDATIONS 

Among all its conclusions and recommendations, the 
Task Force perceives as central its proposal regard­
ing the future of local aid, which it calls revenue 
sharing. T he report stresses the importance of 
revenue sharing as a key ingredient of the state and 
local partnership, particularly in light of the increased 
reliance by local governments on state aid over the last 
decade. In its words, "T he Task Force believes that 
a formal revenue sharing policy is an essential 
component of the commonwealth's financial structure." 

As background to its recommendations, the Task Force 
observes, "In the years following adoption of the local 
tax limit, until the current year, the state followed an 
informal revenue sharing policy that made it possible 
for local governments to reduce and stabilize property 
taxes and continue to support schools, protect public 
safety and provide the other services that citizens 
require or expect of their cities and towns . .. the poli­
cy resulted in the allocation of an increasing share of 
state revenues to local support. It was an ambitious 
policy that could not be sustained when revenue 
growth flattened ... ' '  

T he Task Force identifies three major issues to be 
addressed in development of this policy: What is the 
appropriate level of aid? How should aid be allocat­
ed? When should aid decisions be made? 

Further, the Task Force offered a number of criteria it 
felt should govern a revenue sharing policy. First, the 
policy must be even-handed, favoring neither state nor 
local interests or programs. Second, to the extent 
possible, all state-collected taxes should be included 
in the shared funds. Finally, revenue sharing should 
be predictable in both timing and allocation method, 
for state budget makers and local officials alike. 

The Task Force's recommendations on local aid are 
summarized as follows: 

Base level of local aid on fixed percentage of known 
state taxes. For local aid to be stable and predictable, 
the Task Force recommends a revenue sharing policy 
that allocates a fixed percentage of state taxes for 
unrestricted local support. T he percentage should be 
applied to the most recent known year of actual state 
revenue collections in order to eliminate both debate 
about the amount of money that should be available 
and the problems inherent in using estimates of future 
revenue collections. In practice, this means going back 
two fiscal years to get final, complete data. 

T he level of aid recommended by the Task Force is 
26% of all state taxes except gas tax revenues 
earmarked by the constitution for the highway fund, 
plus revenues of all the games run by the State Lot-
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tery Commission. T his percentage is deemed to be 
where the local share of these taxes stands now (in 
FY89, the share would have been 25%). T his level of 
new aid would fund increases in unrestricted aid, now 
funded under the titles of Ch. 70 school aid, regional 
school aid, additional assistance and the lottery distri­
bution. 

The task force recommends that the local share be 
revisited if there is a significant change in state-local 
responsibilities. 

Allocate aid using existing needs-based formula. 
T he task force recommends that the present process 
for allocation of revenue sharing funds under the 
"needs based" formula be continued for all aid except 
regional school aid; this means that the existing 
lottery formula would be eliminated. The Task Force 
further recommends that the needs-based formula 
continue to be scrutinized annually for necessary 
changes, and that the current Chapter 70 formula be 
reevaluated as to its usefulness and appropriateness 
as a school funding formula. 

Provide early notification. T he Task Force recom­
mends that estimates of receipts from the state be 
available when local officials are developing spending 
plans. The payment schedule during the budget year 
should be reliable and strictly adhered to so that local 
governments can manage cash flow and plan 
accordingly. 

Existing categorical aid (which represents an additional 
$600 million in direct local aid) is intentionally not 
addressed in the Hamill report. According to the Task 
Force, "the funding for these aid programs will con­
tinue to reflect decisions made as a part of the annual 
state budget process. As a part of this annual process, 
special aid programs should be reviewed to ensure that 
each one continues to implement a goal that is a 
continuing state priority." Examples of such programs 
include: School Building Assistance, School Transpor­
tation Aid, Equal Educational Opportunity Grants, 
library aid, and reimbursements for property tax 
exemptions for senior citizens and veterans. 

Regarding local aid recommendations, the Task Force 
believes "the commitment a fixed revenue sharing poli­
cy requires and the discipline it imposes should 
establish a relationship that will benefit both state and 
local governments." 
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Impact of Recommendations of 

The Governor's Task Force on Local Finance 
This FOCUS examines the community-by-community 
impact of four of the recommendations made by the 
Governor's Task Force on Local Finance (see related 
article in this issue of CITY & Town). We look at the 
following recommendations: 

o Index the annual, automatic increase in the levy
limit to inflation. The measure proposed to replace
the current 2.5% increase is a three year average
of the index of prices paid by state and local govern­
ments for goods and services, calculated by the U.S.
Department of Commerce.
The impact of this recommendation is an esti­
mated $92 million in additional taxing capacity
statewide in FY91.

o Include the value of all improvements in new
growth.

The annual impact of this recommendation is an
estimated $18 million statewide.

o Allow communities to tax in the current fiscal
year, new construction and improvements built
between January 1 and June 30. This provision
is at local option .

This new law is estimated to have a one-time
statewide impact of $61 million in FY91.

o Allow communities to have property taxes paid
on a quarterly basis. This provision is at local
option.

This new law is estimated to have an annual
statewide impact of up to $49 million.

Tl1ese are the recommendations for which we are able 
to estimate the impact. There is an insufficient basis 
upon which to estimate the community-by-community 
impact of other recommendations in the Task Force 
report, such as local option excises, exemption of long­
term capital improvement financing, and local aid. 
Please note that the data provided here are estimates; 
we encourage communities to also develop estimates 
based on their own data and experience. 

METHODOLOGY 

Indexed Increase. The impact of this recommendation 
was calculated using FY90 levy limits, if available, and 
estimated FY90 levy limits if the community has not 
yet set its FY90 tax rate. The FY90 levy limits were 
increased by the difference between a 4.6% increase 
and the current 2.5% increase allowed. (4.6% is the 
three year average of the index of prices paid by state 
and local governments for goods and services; this is 
the average used by the Task Force to estimate the 
statewide impact of this change. This average may vary 
according to changes in the index.) 

New Growth Expansion. To calculate the impact of this 
recommendation, we analyzed new growth that was 
determined to be non-allowable under the existing law. 
An estimate was made as to the percentage of each 
community's non-allowable growth that would become 
allowable under the proposed change (tax exempt 
property and increases in value resulting from appreci­
ation would not be allowed under either law). Statewide 
data were used to determine the average increase in 
allowable growth, with a distinction made for revalua­
tion vs. non-revaluation communities. 

Acceleration of New Growth. The impact of this new 
law (Chapter 653 of the Acts of 1989) was calculated 
using FY90 new growth, if available, and estimated 
FY90 new growth, if the community has not yet set its 
FY90 tax rate. FY90 New Growth was discounted by 
10%, to account for the slowdown in the real estate 
market. This figure was divided by two, as the impact 
in FY91 will include an additional 6 months (half a year) 
of new growth. 

Please note that these estimates were prepared 
based on an early draft of the legislation which al­
lowed for all new growth to be accelerated - includ­
ing condominium conversions, subdivisions and 
formerly exempt property returned to the tax rolls -
whereas the final version pertains to new construc­
tion only. As such, they will overestimate the benefit 
for many communities. Further, construction activity 
is down in some areas as part of the general econom­
ic downturn. Please contact your community's asses­
sors for their estimate of the potential benefit from 
adopting this change. 

Quarterly Tax Bills. The impact of this new law (Chap­
ter 653 of the Acts of 1989) was calculated using FY90 
levy limits, if available, and FY89 or FY88 levy limits, 
if the community has not yet set its FY90 tax rate. The 
levy was divided by one half, to represent the total 
amount of the levy that would be collected early. The 
result was multiplied by 9%, the investment rate at 
which early tax payments will earn interest, then divid­
ed by four, to account for the three months during 
which these payments will earn interest. It is impor­
tant to note that savings vary according to the interest 
rate used. 

The table provides, by community: levy capacity 
increase in FY91 due to an automatic increase based 
on an index; levy capacity increase due to expanded 
new growth; the one-time levy capacity increase in 
FY91 due to accelerated new growth; and the savings 
and interest earnings due to quarterly tax billing. 
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PROPERTY TAX RECOMMENDATIONS 

While it recommends some adjustments to make the 
property tax more responsive to changes in econom­
ic conditions, the Task Force is firm in its 
support of Proposition 2 1/2: 

"The discipline that Proposition 2 1/2 imposed on the 
property tax ... is an important element of the local tax 
structure. As a tax on shelter, property taxes should 
continue to be constrained and the decline in burden 
caused by the 2 1/2 limit protected. Both the ceiling 
on the tax rate and an annual limit on tax increases 
should be retained." 

The specific adjustments proposed are as follows: 

Index annual increase to inflation. The automatic 
annual increase in levy limits is currently restricted to 
2.5%. Since inflation in local government purchases 
has exceeded 2.5%, the effect of the 2.5% annual 
increase has been to force an annual reduction, in real 
terms, of the property tax. The Task Force believes that 
�hile the lower limit should be protected, the annual 
1ncreas� - rather than remaining as an arbitrary 
constraint - should measure something real. 
Proposed as the most appropriate measure is the 
index of prices paid by state and local governments 
for goods and services, maintained by the U.S. Depart­
�ent of 

_
Commerce. Using a three year average of this 

index will allow property taxes to keep pace with cost 
c�anges. When inflation is high, the annual adjustment 
will exceed the current 2.5%; when inflation is low the 
annual adjustment could dip below the current gu�ran­
teed increase. 

The impact of this recommendation is an estimat­
ed $92 million in additional taxing capacity 
statewide in FY91. 

The current 2.5% increase also applies to certain 
assessments. The task force recommends that these 
also be changed to an indexed increase. 

The Hamill report concludes that real increases above 
the annual limit should continue to be approved by 
voters, as the law requires: "These decisions, whether 
taken because of some extraordinary local expense or 
to provide funds for a new or expanded purpose, merit 
the consideration and public debate that an override 
vote entails." 

lf!clude all new growth. While the law currently pro­
vides for an annual levy limit increase to reflect growth 
in the tax base, this adjustment is limited to those 

improvements that increase the value of residential 
property by 50% or more, or commercial property by 
at leas� $100,000. As land values and construction costs 
have risen, fewer improvements or additions qualify. 
Property owners pa� taxes for the improvements, yet 
t
_
he

_
se taxes are not included in the community's levy 

limit. 

The Task Force recommends that the allowance for 
new growth include the value of all improvements. The
annual impact of this recommendation is estimat­
ed at $18 million statewide, based on current data. 
The Task Force warns, however, that growth will slow 
in the years ahead. 

Exe'!1p� annual cost of financing future long-term
capital improvements from levy limit. The Task Force 
report observes that the constraints of Proposition 2 
1/2 have caused communities to defer maintenance 
of existing capital facilities in recent years. Compound­
ing this problem, in the years ahead many cities and 
towns will have to invest in costly new or expanded 
water, sewer and waste disposal systems, new school 
or other major public facilities. While the need for 
capital spending is great, however, there is unlikely to 
be significant state or federal assistance. The Task 
Force therefore recommends that communities have 
the authority to finance major capital improvements 
outside of the annual levy limit. 

The proposed change would - at local option -
allow debt service for major capital projects to be 
excluded from the levy limit by a two-thirds vote of the 
legislative body (Town Meeting or City Council), the 
same mechanism by which all municipal borrowing is 
now approved. The change would eliminate the need 
to put exclusions for capital projects of this type on the 
ballot for voter approval. However, all other characteris­
tics of Proposition 2 1/2 debt exclusions would still 
apply, as would the normal restrictions on municipal 
borrowing. 

Eligible investments must be carefully defined and 
limited. Minor renovations and repairs - borrowing for 
terms of less than 10 years - and refinancing of 
existing debt would not qualify. 

The annual impact of this recommendation is an 
estimated $15 million statewide. 



Division of Local Services 

OTHER RECOMMENDATIONS 

Property Tax Administration 

The Task Force made two recommendations on 
property tax administration changes that have since 
been signed into law. Chapter 653 of the Acts of 1989 
(the supplemental state budget) includes the following 
two local option provisions: advancement of the 
assessment date for new construction and quarterly 
tax billing. Advancement of the billing date is a one 
time revenue gain and provides a more current tax roll. 
Quarterly tax payments will improve cash flow, reduce 
borrowing costs, and increase interest earnings for 
municipalities. 

The assessment date recommendation has a one 
time impact in FY91 of $61 million; quarterly tax 
billing is estimated to have an annual impact of up 
to $49 million. 

The Division of Local Services is currently working with 
communities to implement these changes. 

Motor Vehicle Excise 

T he Task Force supports a proposal by the Division 
of Local Services to revise the depreciation schedule 
for motor vehicles subject to the motor vehicle excise 
tax. T his change would be revenue-neutral but have 
the dual advantages of more accurately capturing 
market value and reducing the administrative burden 
of administering this tax; it is estimated that the 
number of excise bills issued would be cut in half. 

Local Revenue Flexibility 

In its study of local finance, the Task Force also exa­
mined the potential for creating a new local option 
taxes. It concluded that broad-based local option 
taxes such as sales, income and/or payroll taxes are 
not suitable or appropriate revenue sources for Mass­
achusetts cities and towns. Specific objections raised 
include the following: 

o A constitutional amendment would be required

o Wide disparities in communities' tax bases would
mean significantly disparate benefits from any
local option tax

o Border problems would preclude adoption of such
taxes in many areas

T he Task Force concludes that if such taxes are to be 
used locally, such use should be only on an area-wide 
or regional basis. 

T he Task Force is more supportive of local option tax­
es that follow the pattern of the room occupancy 
excise: an additional rate of tax on a tax already 
collected by the state. Examples cited in the report 

include the meals tax and the alcoholic beverages tax. 
The Task Force also suggests that a tax on recreational 
and entertainment events and a tax on short term park­
ing may merit further exploration. T hese excises would 

have limited application among communities and yield 
relatively small amounts of revenue. T hey would be of 
principal value to larger cities and resort areas, where 
much of the tax could be exported to non-residents. 
However, local options taxes would add a measure of 
flexibility and local choice. 

Local Fees and Charges 

Many communities, observes the Task Force, continue 
to pay for most services through tax dollars rather than 
user fees. The report suggests that while this will con­
tinue to be a local decision, communities may increas­
ingly need to avail themselves of this source of revenue 
flexibility. 

The Task Force advocates a review of the approximate­
ly 200 local user fees and charges set by state law, 
with an eye toward providing greater flexibility where 
appropriate. Where state uniformity serves no clear 
purpose, the report states, control over rates should 
be placed at the local level. 

Local Costs 

Local government costs are influenced not only by 
demographic and economic forces, but also by public 
policy decisions made by federal, state and local 
governments. T he Task Force examined a number of 
specific cost containment and savings proposals as 
part of its work on local finance. Two objectives were 
established in this review: to seek ways to increase 
local flexibility and responsibility for determining serv­
ice levels and delivery methods and to seek opportu­
nities for structural change in the way services are 
delivered. 

In this area, the Task Force report: 

o Calls for an immediate review and revision of Mass­
achusetts laws governing public construction

o Endorses the recommendations of the Governor's
Task Force on Special Education, which conclud­
ed that some cost controls can be incorporated into
the special education system

o Recommends a change in state law to allow labor­
management negotiations relative to health insur­
ance benefits for municipal employees, designed to
encourage joint work on cost containment ideas

o Encourages exploration of options for regional
cooperation, such as regional school districts, mutu­
al aid for fire protection, fee for service arrange­
ments, agreements for cost sharing, and
agreements with regional entities. 7 
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TRAINING OFFERED BY THE 

INSPECTOR GENERAL'S OFFICE 

In January, 1990, the Uniform Procurement Act was 
signed into law. This new law, Chapter 30B of the 
General Laws, clarifies and modernizes the rules for 
contracting for supplies and services by all Mass­
achusetts cities, towns, counties, districts, regional 
school districts, and local authorities. Chapter 30B 
also covers the purchase, sale, and rental of real 
property and the disposal of surplus supplies. 

Chapter 30B will take effect on May 1, 1990. To 
assist public officials in understanding and im­
plementing the provisions of Chapter 30B, the Officer 
of the Inspector General has scheduled the follow­
ing training sessions. The "general training 
sessions" listed below are open to all employees of 
governmental entities affected by the new law. To 
reserve space at one of the general training sessions 
listed below, please contact the Office of the Inspec­
tor General at (617) 727-9140. 

Tuesday, April 3: Massachusetts Public Purchasing 
Officials Association 
membership, Cambridge 

Wednesday, April 4: Massachusetts Association of 
School Business Officers 
membership, Braintree 

Wednesday, April 11: General training session 
Hogan Center, Holy Cross 
College, Worcester 
9:30 AM-12:30 PM 

Thursday, April 12: General training session 
Minihan Hall, Hurley Building 
19 Staniford Street 
Boston: 9:30 AM-12:30 PM 

Wednesday, April 18: Massachusetts Government 
Finance Officers Association 
membership, Lexington 

Thursday, April 19: General training session 
Health Technology Building, 
Room C-111, Bristol Community 
College, Fall River 
9:30 AM-12:30 PM 

Monday, April 23: General training session 
Smith Hall meeting room 
Essex Agricultural Institute 
Maple Street, Route 62, Danvers 
9:30 AM-12:30 PM 

Wednesday, April 25: General training session 
Frost 271 {the Old Bookstore) 
Holyoke Community College 
(park in K or L lots only) 
Holyoke 1 :30-4:30 PM 

Thursday, April 26: General training session 
Koussevitzky Hall, Room 111 
Berkshire Community College, 
Pittsfield 9:30 AM-12:30 PM 

CITY & Town, a publication of the Massachusetts 
Department of Revenue's Division of Local 
Services, is published twelve times per year. The 
Division is responsible for oversight and assis­
tance to cities and towns in achieving equitable 
property taxation and ef ficient fiscal manage­
ment. (617) 727-2300 
Editor: Elizabeth Rose Anderson 
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