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1. 

Financial Management 
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Assessing the City’s financial health requires 
analysis of several financial indicators that will 
be undertaken in this report.  Several 
standards are straightforward such as whether 
the City ends the year with an operating 
surplus or deficit or its bond ratings.  Three 
key measures are the City’s cash flow, its bond 
ratings and the City’s budgetary fund balances.  
The City’s cash flow is an accurate reflection of 
its financial health at any given time.  Bond 
ratings are an outside independent assessment 
of the City’s fiscal health.  The budgetary fund 
balances are indicative of the City’s ability to 
overcome unexpected expenditures or 
decreases in revenue during times of economic 
downturn.  The annual financial audit by an 
outside certified public accounting firm also 
serves as an independent review of the City’s 
financial position.  As to year-end surpluses, 
the City has finished each year from fiscal 
1986 to fiscal 2013 with an operating surplus 
and expects to do so in fiscal 2014 as well. 

 

 

Cash Flow 

As a $2.5 billion operation in fiscal 2013, the 
City requires a healthy reserve of cash to 
support its day-to-day operations without 
borrowing funds.  To be in that situation 
requires a solid cash flow reserve balance, to 
which are added the annual revenues the City 
collects primarily from the property tax and 
state aid.  In 1992, the City adopted state law 
(Ch. 59, s.57C/Ch.653, s.141, Acts of 1989) 
which authorized it to issue quarterly tax bills 
which it receives in August, November, 
February and May.  The City also receives its 
annual state aid in quarterly payments.  The 
City has not issued tax anticipation notes 
(TANs) since 1988, which since 1992 was due 
to the quarterly payments.  With a robust cash 
flow balance, the City has the flexibility at 
times to advance cash for services in 
anticipation of grant receipts or for a particular 
capital project before the bonds are issued for 
the project.  Once the grant was received or the 
bonds are sold, the City would repay the cash 
reserves by the amount utilized.  As shown in 
the table below Boston does have a healthy 

Financial Health Indicators 

FY08 FY09 FY10 FY11 FY12 FY13 FY14

July $964,125 $914,382 $1,055,722 $979,209 $829,903 $920,015 $1,082,365

August 931,790 873,859 1,037,852 954,515 888,874 940,206 1,051,423

September 906,303 870,116 966,445 940,787 772,519 914,600 931,135

October 950,603 809,804 977,341 890,839 845,824 1,014,017 1,102,151

November 867,062 842,027 927,851 923,062 890,134 1,003,768 1,093,515

December 786,370 896,395 781,347 725,861 761,995 916,684 905,488

January 876,276 901,785 902,410 829,575 869,822 1,097,659 1,060,808

February 827,375 929,254 982,327 790,116 915,249 1,075,560

March 858,115 929,342 805,402 769,059 839,297 1,020,415

April 942,479 1,029,689 923,559 903,443 978,551 1,096,145

May 915,466 2,036,455 918,114 921,453 1,039,267 1,088,052

June 924,644 998,855 1,005,930 956,680 1,011,186 1,105,478

General Fund End-of-Month Cash Balances Fiscal 2008-2014

($ in thousands)
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cash flow which has been close to or at $1.0 
billion at the end of the last six fiscal years.   

Bond Ratings 

The City’s bond ratings are important 
indicators of the City’s fiscal health by outside 
independent evaluators of the City’s financial 
position.  For Boston, the bond rating agencies 
of Moody’s Investors Service and Standard & 
Poor’s issue their assessments of the various 
financial indicators of the City’s fiscal health to 
determine the bond rating each will assign as 
to the credit worthiness of the City and its 
bond offering.  The higher the rating, the 
higher the City’s credit worthiness and the 
lower interest costs the City will pay.  The 
City’s debt management policy limits net direct 
debt to 3% of total assessed value; debt service 
to no more than 7% of General Fund 
spending; aims to achieve amortization rates of 
at least 40% within five years and 70% within 
10 years; and limits variable rate debt to 20% 
of the City’s total currently outstanding 
bonded debt.  By following this conservative 
debt policy, the City has been able to increase 
its bond ratings by both rating agencies two 
times since fiscal 2002.  Boston’s current bond 
ratings from Moody’s Investors Service (Aaa) 
and Standard & Poor’s (AAA) are the highest 
bond ratings in the City’s history.  For a more 
detailed explanation of the City’s bond rating 
changes and the City’s success in the 
marketplace, see the “Debt Management” 
section. 

Fund Accounting and Fund Balances 

The City of Boston’s audited financial 
statements are prepared in accordance with 
U.S. generally accepted accounting principles 
(GAAP), as established by the Governmental 
Accounting Standards Board (GASB) and meet 
all requirements of the finance laws of the 
Commonwealth of Massachusetts.  GAAP is a 
universal standard that allows the financial 
statements of the City of Boston to be 

compared with the same statements of other 
major cities around the country.  The City also 
budgets and maintains its books and records 
on a statutory basis of accounting as prescribed 
by the Massachusetts Department of Revenue, 
Division of Local Services, Bureau of 
Accounts.  The accounts of the City are 
organized on a fund basis with three distinct 
types: Governmental Funds, Proprietary Funds 
and Fiduciary Funds.  Each fund is considered 
to be a separate accounting entity.  Within the 
Governmental Funds are the City’s three 
primary funds of General Fund, Special 
Revenues Fund and Capital Projects Fund as 
well as a smaller Other Governmental Funds.  
The focus of the City’s governmental funds is 
to provide information on near-term revenues 
and expenditures and the balances of 
spendable resources.  Such information is 
useful in assessing the City’s financial 
requirements.  The GAAP unassigned fund 
balance can serve as a useful measure of the 
City’s financial position at the end of the fiscal 
year.  

General Fund 

The General Fund is the chief operating fund 
of the City, which accounts for all city 
resources except those resources which are 
legally required to be accounted for in different 
funds.  The General Fund is the only fund for 
which a budget is legally adopted.  The City 
has posted a General Fund operating surplus 
each year since fiscal 1986.  Since fiscal 2002, 
the City has ended each fiscal year with an 
operating surplus ranging from a low of $1.8 
million in fiscal 2003 to a high of $15.8 
million in fiscal 2008.  The General Fund 
surplus at the end of fiscal 2013 was $8.2 
million.  After 28 years of operating surpluses, 
the City has accumulated a significant 
undesignated budgetary Fund Balance in the 
General Fund.   

GAAP Unassigned Fund Balance   The GAAP 
unassigned fund balance represents the City’s 
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cumulative net income less the portions of the 
fund that are designated for specific obligations 
such as encumbrances and debt service.  
Because the property tax levy is limited by 
Proposition 2½, a healthy unassigned fund 
balance is integral to the City’s fiscal health and 
its ability to mitigate revenue shortfalls or 
unanticipated expenditures.  The City’s 
General Fund-Fund Balance Policy seeks to 
have the City maintain a GAAP unassigned 
fund balance in the General Fund that does 
not go below 15% of the fiscal year’s GAAP  
Operating Expenditures, while maintaining a 
Budgetary Unassigned Fund Balance at 10% or 
higher of Budgetary Operating Expenditures.  

The GAAP unassigned fund balance at the end 
of fiscal 2013 was $533.1 million, which 
represents approximately 20.6% of GAAP 
General Fund operating expenditures.  
However, the City is required to follow the 
budgetary basis of accounting rather than 
GAAP for determining the amount of 
unassigned fund balance that can be 
appropriated so it is the budgetary, not GAAP, 
fund balance that is used to calculate free cash. 

Budgetary basis accounting and GAAP 
accounting each follows a different set of rules 
and therefore produces different balances.  For 
example, with budgetary accounting, the entire 
property tax is considered revenue when levied, 
while with GAAP accounting, revenue is 
counted only after the cash is received by the 
City.  Other differences include the methods of 
accounting for encumbrances, continuing 
appropriations and surpluses from the prior 
budget year.  The City uses the budgetary basis 
to prepare balance sheets and financial 
statements to submit to the state Division of 
Local Services, Bureau of Accounts for 
certification of free cash.  Once this budgetary 
fund balance is certified, it can be appropriated 
for operational expenses subject to any local 
guidelines.  On March 23, 2013, the state 
certified $217.3 million in free cash for the 
City, of which $40 million was appropriated in 
fiscal 2014.  More detail on how the City has 
applied free cash in recent years is explained in 
the “Where the Money Comes From” section 
of this report. 

Special Revenue Fund 

Special Revenue Fund accounts for the 
proceeds of specific revenue sources that are 
restricted or committed to expenditures for 
predefined purposes.  The fiscal 2013 Special 
Revenue Fund balance is reported at $132.9 
million, a decrease of $38.6 million from the 
prior year due to a reduction in federal 
education grants. 

Capital Projects Fund 

The Capital Projects Fund accounts for 
financial resources to be used for the 
acquisition or construction of major capital 
facilities, other than those financed by 
proprietary funds or trust funds.  The fiscal 
2013 Capital Projects Fund balance is $95.6 
million, an increase of $25.9 million over the 
prior year due mainly to unspent bond 
proceeds. 
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Other Governmental Funds 

Other Governmental Funds account for assets 
held by the City in permanent trust funds.  
The fiscal 2013 Other Governmental Funds 
fund balance is $76.5 million, an increase of 
$36.4 million from fiscal 2012.  Among the 
trust funds in this group are the Parkman 
Fund, the White Fund, the Cemetery Trust 
Fund, the Debt Service Fund, Dudley Square 
Realty Corporation and Ferdinand Building 
Corporation. 

Proprietary Funds 

Proprietary Funds are used to show activities 
that operate more like those of commercial 
businesses.  The active Internal Service Fund 
provides health insurance services to other 
funds, departments or agencies of the City.  
The City had self-insured the health plans 
administered by Blue Cross Blue Shield of 
Massachusetts and this activity is accounted for 
in the Internal Service Fund.  Starting in fiscal 
2013, the City moved to self-insure the 
Harvard Pilgrim Health Care plans which are 
accounted for the same way. 

Fiduciary Funds 

Fiduciary Funds are used to account for 
resources held for the benefit of parties outside 
the City government and are not available to 
support the City’s own programs.  One major 
fiduciary fund is the Employee Retirement 
Fund (the State-Boston Retirement System) 
which accounts for the transactions, assets, 
liabilities that constitute the unfunded liability 
of $1.5 billion.  A second fund is the OPEB 
Trust Fund, which is the irrevocable trust 
established for the accumulation of assets to 
reduce the unfunded actuarial liability of $2.1 
billion associated with the retirees’ health 
insurance.  Finally, also included are the 
Private Purpose Trust and Agency Funds, 
which include money held and administered 
by the City on behalf of third parties.  A few 

examples of Private purpose Funds are the 
Browne Fund, the Neighborhood Housing 
Trust Fund, the Neighborhood Jobs Trust 
Fund and the Boston Charitable Trust Fund. 

Clean Financial Audit Opinion 

The City is required by state law (Ch. 190, 
Acts of 1982) to have an annual financial audit 
by an outside certified public accounting firm.  
Through a public bid process, the accounting 
firm of KPMG, LLP was selected by the City to 
prepare its annual audit.  The audit is 
conducted in accordance with generally 
accepted government accounting standards 
(GAGAS) issued by the Comptroller General 
of the United States.  The audit provides an 
independent review of the City’s financial 
position and results of operations.  The City of 
Boston’s Audit Committee’s primary function 
is to provide oversight of the City’s external 
and internal audit activities.  This unpaid 
Committee consists of five Boston residents 
appointed by the Mayor and approved by the 
City Council.  The Committee meets with 
KPMG on at least a quarterly basis, and 
presents its assessment of the activities of the 
Committee to the Mayor and the City Council 
each January.  The City also undergoes an 
annual audit of its federal grants as required by 
the Single Audit Act and Office of 
Management and Budget Circular A-133. 

Other Financial Indicators 

Other financial indicators could include the 
State-Boston Retirement System’s (SBRS) 
funded ratio or the financial position of the 
Health Insurance Trust Fund.  The last 
actuarial valuation of the SBRS was competed 
as of January 1, 2012 which indicated that the 
value of assets held by the SBRS is equal to 
70.7% of its actuarial accrued liability.  The 
70.7% funded ratio ranks Boston in the top 
24% of all 105 retirement systems in the 
Commonwealth.  The City established the 
Health Insurance Trust Fund when it began to 
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self-insure the health plans administered by Blue 
Cross and Blue Shield of Massachusetts and 
now starting in fiscal 2013, the plans by Harvard 
Pilgrim Health Care.  The unrestricted net 
position of the Fund as of June 30, 2013 was 
$67.0 million, which meets the City’s reserve 
policy goal for the Fund. 
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Since the full implementation of Proposition 
2½ in fiscal 1982, the City’s annual operating 
budget has been revenue driven to ensure 
balanced budgets.  With a property tax levy 
limit that cannot exceed 2.5% over the prior 
year’s levy limit, the City’s calculation of the 
next year’s tax levy, its estimate of new growth 
and its other revenue sources for the next fiscal 
year determine how much the operating budget 
can change from the year before.  Prior to fiscal 
1982, the City could increase its property tax 
levy by any amount to ensure revenues met the 
expenditure budget. 

The limit on Boston’s property tax growth is 
important because the City is heavily reliant on 
the property tax to support its operating 
budget.  In fiscal 2013, the actual net property 
tax levy was $1.64 billion which represented 
two-thirds of the City’s total operating revenues 
of $2.5 billion.  That same share applies in 
fiscal 2014 as well.  The property tax in this 
report is stated as net property tax which is the 
gross tax levy less the overlay reserve for 
abatements and non-collection of taxes.  State 
aid, the City’s second largest revenue source, 
totaled $403.3 million or 16.1% of total 
operating revenues in fiscal 2013.   

However, because state aid has been declining 
over the past several years, Boston’s 
dependence on the property tax is greater now 
then it was in 1980, the year before Proposition 
2½ started to be implemented.  This point is 
demonstrated by the fact that during the period 
from fiscal 2002 through fiscal 2013, net 
property tax collections increased by $717.0 
million or 77.4% and its share of total 
operating revenue grew from 51% to 65.6%.  
During the same period, state aid decreased by 
$9.4 million or 22.8% and its share of total 
operating revenue has dropped from 28.8% to 
16.1%.  State aid numbers are net of state 

teacher pension reimbursements to ensure 
comparability of total revenues by year.   

Together, the property tax and state aid are the 
two largest revenue sources for Boston, 
accounting for 81.7% of actual total operating 
revenues in fiscal 2013 and 81.5% in the fiscal 
2014 budget.  The growth in Boston’s excise tax 
revenues has somewhat helped mitigate the 
decline of state aid. 

In total, the City of Boston’s General Fund 
operating revenues have increased by $689.5 
million or 38.0% in the period from fiscal 2002 
to fiscal 2013.  In that time, inflation, as 
determined by the Consumer Price Index for 
Boston, increased by 29.7%.  While the growth 
in the City’s operating revenues surpassed the 
increase of inflation, the City also experienced 
expenditure growth, especially employee costs 
such as salaries, health insurance, and retiree 

Where the Money Comes From  
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benefits, that also have exceeded the rate of 
inflation. 

Under Massachusetts law, the City of Boston 
has comparatively little authority to raise local 
revenue, which makes it exceptionally 
dependent on a limited number of revenue 
sources, mainly the property tax.  This situation 
also makes it hard for Boston to compete on an 
equal footing with other major cities nationally 
and internationally.  Consequently, the City 
must take advantage of opportunities to 
propose or support legislation that provides 
revenue flexibility for municipalities and take 
other initiatives that help expand its operating 
revenues. 

That is why during the period of this report, the 
City took the following initiatives: 

Advocated for a new meals excise tax which 
was included in the Municipal Relief Act of 
2009 and later adopted the meals tax excise 
and increased the existing room occupancy 
excise tax by 2% in fiscal 2010. 

Refinanced its convention center bond issues 
in fiscal 2011 that allowed the use of the 
room occupancy excise tax revenue and 
vehicle rental surcharge revenue that had 
previously been earmarked for the payment of 
convention center debt service to be used for 
its operational budget. 

Secured legislative authority (Ch. 46 of the 
Acts of 2003) to eliminate a legal requirement 
that Boston’s overlay for abatements be 
between 5% and 6% of the tax levy.  A 2.4% 
overlay in fiscal 2013 made available $43.2 
million more in the tax levy than if a 5% 
overlay were required.   

Secured legislative authority in fiscal 2004 
that allowed the City to increase both towing 
charges and parking tickets for a towable 
offense.  Both changes generated an 

estimated $9.6 million in additional General 
Fund revenues at full implementation. 

Pursued the ability for the City to tax 
telecommunication property.  In 2008,  the 
Appellate Tax Board (ATB) rendered a 
decision that poles and wires of centrally 
valued telephone corporations located on 
public ways were subject to taxation at the 
local level starting in fiscal 2010. Legislation 
was enacted in 2009 based on the ATB 
decision. 

Updated a different group of fees and charges 
every few years which kept them better 
aligned with the cost of providing the service 
and generated increased revenue collections. 

City has improved the collection of property 
taxes involving letters and calls reminding 
taxpayers to pay their taxes and followed-up 
with legal steps to place a lien on property if 
payment was not received. The City has 
implemented a comprehensive accounts 
receivable management program that 
coordinates the collection of departmental 
revenue and has implemented a system that 
enables the taxpayers to submit payment for 
licenses, permits, fees and fines with credit 
and debit cards. 

Most importantly, as an overriding rule, the 
City adopted a conservative approach in 
estimating annual revenue receipts in 
developing its operating budget, which helped 
control spending and provide flexibly within 
the budget when unanticipated additional costs 
or less receipts occurred during the fiscal year.  
Conservative revenue estimates and spending 
controls have served the City well in managing 
through difficult economic periods and are keys 
to maintaining fiscal stability in the years ahead.  

The Property Tax 

The City’s largest source of operating revenue is 
the net property tax, accounting for $1.72 
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billion or 66.0% of the fiscal 2014 budget of 
$2.6 billion.  Between fiscal 2002 and fiscal 
2013, net property tax grew by $717.0 million or 
77.4% for an average annual increase of 5.4%. 
This increase is mitigated to some extent when 
adjusted for inflation of 29.7%. The levy 
increase of 2.5% and new growth are the triggers 
of the property tax increase.  Each year the City 
increases the property tax levy over the prior year 
levy limit by the full 2.5% legally allowed.  No 
effort is made to raise less than 2.5% to create 
excess capacity.  Whereas the 2.5% increase is a 
steady growth area for the City, new growth has 
a more direct correlation to the vagaries of the 
local economy.  In those years when the City 
experienced an economic downturn, new growth 
dropped.  

 

What is New Growth?   New growth has been 
an important factor in the increase in property 
tax revenue as well as the City’s ability to adjust 
to declining state aid over the years.  New growth 
consists of new development, major 
rehabilitation of a building, or conversion of tax-
exempt property to taxable status, all of which 
are exempt from the levy limit.  Additionally, the 
upgrading or expansion of utility property and 
audits by the Assessing Department have 
resulted in new growth of personal property 

(mostly equipment and other business fixtures).  
Condominium conversions have also generated 
new growth.  During the last twelve years (fiscal 
2002–fiscal 2013), new growth represented 
50.0% or more of the total tax levy increase in 
seven years and constituted 49% of the levy 
increase in three other years.  Over this period, 
the levy limit grew by a total of $711.3 million, 
with 50.5% due to new growth and 49.5% due 
to the 2.5% levy increase.   

In addition to new developments, new growth 
occurs from the conversion of tax-exempt 
property to taxable property. One recent 
example of this situation is the purchase of 
Caritas (St. Elizabeth’s Medical Center and 
Carney Hospital) by Steward Health Care 
System to be run as for-profit hospitals.  
Additionally, new growth was created by the 
expiration of the 121A agreement for the One 
Beacon Street commercial tower building since 
this building is now subject to Chapter 59 
property taxes.  

The property tax and assessment section of this 
report provides a more detail review of 
Proposition 2½, the property tax and property 
values in Boston. 

Overlay  The City sets aside an overlay reserve 
each year to account for property tax abatements 
and the non-collection of taxes. Until fiscal 
2004, the City was required to set aside between 
5% and 6% of the levy for the overlay.  Based on 
past experiences of insufficient overlay funding, 
state law required Boston to raise an overlay of 
5% each year.  As a result of the City’s improved 
assessing practices and property tax collections, 
the City relied on the overlay for less than the 
required 5% level.  In fiscal 2004, the City was 
successful in securing legislative change to 
eliminate the 5% requirement (Ch. 46, Acts of 
2003).  In fiscal 2013 the overlay of $41.1 
million represented 2.4% of the total tax levy.  
By using a 2.4% overlay instead of 5%, the City 
has made available an additional $43.2 million 
in recurring property tax revenues.   
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State Aid to Boston 

State aid, the City’s second largest revenue 
source, is budgeted at $402.6 million in fiscal 
2014, representing 15.5% of Boston’s operating 
revenue.  State aid consists of distributions for 
various purposes provided to communities 
according to specific formulas.  The largest 
distribution of state aid to Boston is through 
Chapter 70 Education Aid, Unrestricted 
Government Aid and Charter School Tuition 
Reimbursements.   

In the period from fiscal 2002 to fiscal 2013, 
state aid, net of teacher pensions, has declined 
by $119.4 million or 22.8%.  This decrease is 
more dramatic than it initially appears 
considering the 29.7% inflation increase over 
this period.   In fiscal 2002, state aid net of 
teacher pensions, contributed $522.7 million to 
Boston’s General Fund budget, representing 
28.8% of total operating revenue.  However, in 
fiscal 2013, state aid decreased to $403.3 million 
or 16.1% of the operating budget.  As will be 
described below, state assessments, particularly 
the charter school tuition assessment, will 
further reduce the state aid available for city 
operations.  

In fiscal 2014, the City budgeted $402.6 million 
in state aid before the state budget was finalized.  
The current state budget estimates Boston’s state 
aid increasing to $409.2 million, $6.6 million 
above what the City had budgeted. The 
Administration has indicated that it will apply 
this increase in revenue over what was budgeted 
for collective bargaining costs.   

Chapter 70  Chapter 70 education aid is the 
largest local aid account for Boston.  In the 
period from fiscal 2002 to fiscal 2013, Chapter 
70 aid increased from $205.6 million in fiscal 
2002 to $207.9 million in fiscal 2013, an 
increase of $2.2 million or 1.1%.  Actual 
Chapter 70 aid peaked at $221.4 million in fiscal 
2009, but has since declined by $13.6 million or 
6.1%.  The Chapter 70 estimate for fiscal 2014 
is $209.4 million, an increase of $1.5 million or 
0.8%. 

The formula used statewide by the 
Commonwealth to determine the distribution of 
Chapter 70 aid establishes a foundation budget, 
or baseline amount of funding needed to 
provide an “adequate” education for each 
community.  Factors include student enrollment, 
characteristics of the student body, wages in the 
area and inflation.  The Chapter 70 formula 
then calculates an amount that the municipality 
is expected to pay towards this foundation 
budget based on the incomes and property 
values within the community.  Thus, wealthier 
municipalities receive less Chapter 70 aid and 
contribute more local funds to the cost of the 
foundation budget, while poorer municipalities 
receive more and contribute less.  The City of 
Boston spends more for education than its 
foundation budget, which results in relatively 
small increases in annual Chapter 70 aid.  

Unrestricted General Government Aid  This 
account consists of what was formerly the 
Additional Assistance and Lottery Aid accounts, 
and the aid is fully discretional in how it is 
allocated by the City.  Over the 12 years from 
fiscal 2002 to fiscal 2013, the combination of 
these two accounts decreased from $270.1 
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million in fiscal 2002 to $160.2 million in fiscal 
2013, a decrease of $109.9 million or 40.7%.  
Unrestricted General Government Aid is the 
second largest state aid fund for Boston at $160.2 
million in the fiscal 2014 budget.  In fiscal 2010, 
the state combined the two accounts to create the 
Unrestricted General Government Aid account 
and in doing so reduced the total aid for Boston 
by $45.9 million or 21.6% that year.  In fiscal 
2011, the combined aid was cut to $160.2 
million and remained at that level through fiscal 
2013.  The City used the $160.2 million amount 
in its fiscal 2014 budget, and at that amount, it 
represents 39.8% of the state aid used in the 
City’s fiscal 2014 budget.  

The final fiscal 2014 state budget increased this 
account to $164.0 million for a growth of $3.8 
million or 2.4% over what the City budgeted.  
This increase is included in what the 
Administration will use for future collective 
bargaining expenses.  The combination of the 
Additional Assistance and Lottery state aid 
accounts in fiscal 2010 did not benefit Boston 
since the Additional Assistance unrestricted 
revenue was distributed based on a needs based 
formula that favored urban centers, where the 
new formula favors municipalities with lower 
property values. 

Charter School Tuition Reimbursement  For 
each Boston student who attends a 
Commonwealth charter school, the City is 
assessed a tuition amount equivalent to that 
student’s Chapter 70 aid.  To help mitigate the 
impact of this loss of state funds for education, 
the state designed a reimbursement mechanism 
in Chapter 12 of the Acts of 2010, which returns 
to the City 100% of the funds the first year the 
student attends a charter school and 25% of the 
funds in each of the next five years.  The charter 
school tuition reimbursement has grown from 
$8.2 million in fiscal 2002 to $19.8 million in 
fiscal 2013, an increase of $11.5 million or 
139.9%.  The City used $19.8 million in its fiscal 
2014 budget, but the Cherry Sheet released after 
the budget process projects $22.1 million in 
charter school tuition reimbursements. 

Other State Aid   Other categories of state aid in 
fiscal 2014 include $8.5 million for school 
construction aid and three other small accounts 
that total $4.6 million.  The state’s share of the 
Quinn Bill police education incentive program 
totaled $9.3 million in fiscal 2009, but was 
significantly reduced over the next two years and 
eliminated in fiscal 2012. 

Net Chapter 70  The actual Chapter 70 
education aid for the City’s operating budget 
each year is a net figure that combines Chapter 
70 aid with the charter school tuition assessment 
and the charter reimbursement.  Chapter 70 aid 
in fiscal 2014 is $209.4 million which is reduced 
to a net amount for operations of $121.0 million 
after subtracting the charter school tuition 
assessment of $108.2 million and adding the 
charter reimbursement of $19.8 million. 

 The state submits an assessment to the City of 
Boston for charter school tuitions for Boston 
resident students who attend Commonwealth 
charter schools, part of which is reimbursed.  The 
tuition assessment less the reimbursement is 
known as the net charter impact.  In fiscal 2014, 
the projected charter tuition assessment is $108.2 
million and the charter reimbursement is $19.8 
million for a net charter impact of $88.4 million.   

Over the period from fiscal 2002 and fiscal 2013, 
net Chapter 70 aid decreased from $187.3 
million to $138.1 million, a cut of $49.3 million 
or 26.3%.  During this time, net Chapter 70 aid 
as a percent of the BPS operating budget 
decreased from 29.3% in fiscal 2002 to 15.7% in 
fiscal 2013. The same percent in the fiscal 2014 
budget is 12.9%.  This trend will likely continue 
because Boston’s charter school tuition 
assessments are expected to increase as the 
authorized charter seats are filled in coming 
years. 

The decline in net state aid available for 
operations is also reflected in the percent that net 
state aid represents of the City’s total operating 
budget.  In fiscal 2002, Boston’s net state aid 
represented 23.6% of the City’s operating 
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budget, but 12 years later in fiscal 2014, net state 
aid represents only 8.1% of the adopted budget.   

The charter tuition reimbursement from the state 
is subject to appropriation and from fiscal 2005 
to fiscal 2012, the Commonwealth appropriated 
100% of its obligation.  However, in fiscal 2013, 
the state paid only 95.7% of its obligation.  The 
fiscal 2014 adopted state budget covers only 
62.2% of its reimbursement obligation, which, 
for Boston, represents a loss of $10.3 million.  
The net charter impact represents 42.2% of the 
City’s total Chapter 70 school aid of $209.4 
million in fiscal 2014. 

The rapid growth of Boston’s net charter school 
tuition assessment has reduced funding for City 
operations, but it has had minimal impact on the 
City’s planned investment in the public schools.  
In preparing the next year’s operating budget, city 
officials factor in the net tuition payment loss in 
determining total available revenues for the 
budget.  For the past six years, the BPS budget 
has averaged roughly 35% of the available 

revenue.  No change is planned for fiscal 2015. 
The decline of net Chapter 70 aid as a percent of 
the total BPS operating budget has required a 
larger share of other city operating revenues to 
support the growth of the BPS budget. 

Other Recurring Revenues 

The City of Boston has other significant sources 
of recurring revenue in addition to property tax 
and state aid.  These include excise revenues, 
parking fines, penalties and interest payments, 
licenses and permits, miscellaneous department 
revenue, and investment income.  Together, 
these sources of recurring revenue generated 
$312.8 million in fiscal 2002 and $449.8 million 
in fiscal 2013, an increase of $137.0 million or 
43.8%.  The largest area of growth occurred in 
excise revenues, which grew by $93.7 million or 
116.2%.   Several of the revenues in this group 
are affected by the economy and declined in 
response to the recent recession.  The clearest 
example of this situation is the investment 
income account that generated a high of $43.5 
million in fiscal 2007 and a low of $179,000 in 
fiscal 2013.   

The Menino Administration periodically 
reviewed and recommended increases to existing 
municipal fees and charges and in some cases the 
authorization of new fees or charges or 
modifications to existing fees increased fees for 

Teacher Pension Change 
 
Until fiscal 2010, the City paid teachers 

pensions and then was reimbursed by the 

state in the following fiscal year. In fiscal 

2010, the City and the Commonwealth 

agreed to legislative changes by which the 

City transferred teacher pension assets to 

the state retirement system which in turn is 

now fully responsible for the payment of 

teacher pensions as is the case for all other 

municipalities.  To ensure comparability over 

the years covered in this report, state aid 

numbers are net of teacher pensions. 
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City Council approval.   The purpose of the 
periodic updating of fees and charges is to keep 
them tied in some degree to the cost of 
providing the service associated with the fee.  
For example in fiscal 2013 the City updated a 
number of fees including the rental inspection 
program, rental fees for City Hall Plaza, birth 
certificate fees, and a full update of fees from 
the City Clerk’s office, creating a projected 
$1.8 million in additional General Fund 
revenues.  Since fiscal 2002 the modification of 
fees and charges has created approximately 
$29.0 million in additional General Fund 
revenue, with seven different increases in 
parking related fines accounting for $14.9 
million of this increase.  

In addition to the increases authorized by the 
City Council, the City has also benefited by 
increases in excises authorized by the state, the 
two most notable being the increase in the 
hotel motel excise from 4% to 6% and the 
creation of the meals excise, which both 
occurred in 2010. 

Excise Tax Revenue  Excise tax revenue 
represents a small but important source of 
recurring revenue for Boston.  Excise taxes are 
currently imposed on motor vehicles, vehicle 
rentals, boats, condominiums, jet fuel, hotel 
and motel room occupancy, and restaurant 
meals.  These excise taxes are affected by the 
change in the local economy as well as hotel 

development in the City.  The Commonwealth 
collects the excise and distributes it to the host 
municipality.  

Since fiscal 2002, revenue from excise taxes has 
risen from $80.6 million to $174.4 million in 
fiscal 2013, an increase of 116.2%. Excise 
growth well outpaced inflation due to a 
number of factors over the twelve year period, 
including the authorization of a new excise tax, 
increased rates for certain excises and the 
transfer of a segment of the room occupancy 
excise to the General Fund.  Excise revenue fell 
to $59.6 million in fiscal 2004, only to 
rebound to $89.7 million in fiscal 2006 before 
falling back to $80.2 million in fiscal 2007.  In 
fiscal 2011 and 2012, excise taxes have 
experienced growth of slightly more than 20% 
in each year.  This growth was driven by the 
adoption of a new local option excise tax on 
meals, the refunding of special obligation debt 
the City issued to finance the purchase and 
preparation of the land for the Boston 
Convention and Exhibition Center  and an 
increase in hotel rooms, bookings and room 
rates.  In fiscal 2013, excise tax revenues were 
increased slightly when the City was able to 
collect 100% of the vehicle rental surcharge for 
the General Fund. 

Motor Vehicle and Boat Excise  The Motor 
Vehicle Excise tax has been charged in lieu of a 
direct personal property tax on vehicles for 
years and with the passage of Proposition 2½, 
the tax was reduced to $25.00 per $1,000 of 
vehicle valuation.  The boat excise tax is also 
charged in lieu of a direct personal property 
tax, but at a lower rate of $10 per $1,000 of 
value.  From fiscal 2002 to fiscal 2013, the 
motor vehicle and boat excise tax collections 
increased from $42.8 million to $47.2 million, 
an increase of $4.4 million or 10.3%.  This 
excise is budgeted at $40.1 million in fiscal 
2014. 

Aircraft Fuel Excise   The City imposes a 5% 
excise on the sale value of all aircraft fuel, with 
a minimum of five cents per gallon.  From the 

Source FY02 FY09 FY10 FY11 FY12 FY13 FY14

Excise $80.6 $106.9 $103.4 $125.2 $155.5 $174.4 $152.7

Parking 

Fines 56.5 66.0 66.3 61.1 61.0 56.4 59.0

PILOTs 18.3 34.0 34.9 35.5 36.0 42.6 43.0Chapter 

121A & 

121B 49.7 65.5 66.6 70.3 64.5 64.0 62.6

Investment 

Income 14.8 17.8 3.2 1.4 1.0 .2 .5

Building 

Permits 19.1 27.0 14.8 23.5 32.6 29.3 24.0

Parking 

Meters 2.8 12.0 15.0 15.0 .0 .0 16.5

All others 71.0 95.8 92.0 84.3 88.6 83.0 83.6

Total Other 

Recurring $312.8 $424.8 $396.2 $416.4 $439.2 $449.8 $441.8

Other Recurring Revenues
figures in millions



 

Research Bureau ,  A Ci ty  in  Trans i t ion:   Revenues  27 

period of fiscal 2002 to fiscal 2013, the aircraft 
fuel excise tax receipts increased from $16.2 
million to $36.6 million, an increase of $20.4 
million or 125.8%.  Spikes in fuel prices in 2008 
and 2011 corresponded with significant increases 
in fuel excise in fiscal 2009 and fiscal 2012. 

Meals Excise  The City adopted the meals excise 
tax in 2009 and received $10.0 million in fiscal 
2010, which reflected receipts from a partial year 
since collection did not begin until October, 
2009.  In fiscal 2011, the first full year of 
collection, revenue from the meals excise tax 
jumped to $20.2 million and totaled $22.9 
million in fiscal 2013.  The fiscal 2014 budget 
expects receipt of $21.5 million. 

Hotel Motel Excise  Starting in 1986, the City 
received room occupancy receipts based on a 4% 
excise of the room rates in the Boston hotels and 
motels.  In 2002, revenue from hotel excise taxes 
from rooms constructed after July 1, 1997 were 
allocated to support the debt service for the 
bonds issued to pay for the purchase and 
preparation of land for the BCEC.  Over the 12 
years from fiscal 2002 to fiscal 2013, total room 
occupancy excise taxes increased from $21.0 
million to $66.1 million, an increase of $45.1 
million or 215.0%.  The City budgeted $59.5 
million for the hotel/motel excise tax in fiscal 
2014.  In recent years, receipts from this source 
have grown due to an increase in the excise rate 
from 4% to 6%, growing occupancy, the rising 
cost of hotel room rates as well as being able to 
fully recognize 100% of the excise tax on hotel 
rooms in the City starting in fiscal 2012.  In 
2010, the City adopted the option authorized by 
Chapter 27 of the Acts of 2009, to increase the 
room occupancy excise from 4% to 6%.  

By refunding the City’s $93.5 million of 
outstanding 2002 Convention Center Bonds in 
2011, the City’s debt service is reduced and all of 
Boston’s room occupancy excise taxes are now 
available for city operations.  Since 2002, new 
hotel rooms totaling roughly 4,300 have been 
constructed in Boston.  In addition to this 
physical growth, during this period the average 

revenue per room has increased by 48.8% from 
$118.71 to $176.62.  Roughly 3,900 new hotel 
rooms are planned for Boston, including hotels 
that will be built near the Boston Convention 
and Exhibition Center by 2020.  With additional 
rooms and continued high occupancy rates, 
reasonable growth in the room occupancy excise 
is expected. 

Vehicle Rental Surcharge  The legislative 
authorization for the construction of the new 
Boston Convention and Exhibition Center 
included a vehicle rental surcharge of a flat $10 
of which the City received $1.00 with the 
remaining $9.00 col lected by the 
Commonwealth. Boston’s vehicle rental 
surcharge was applied to fund the debt service of 
the City’s BCEC bond issue.  In 2011, the City 
refinanced the $93.5 million of the outstanding 
2002 BCEC bonds, which enabled it to receive 
the $1.00 surcharge in its operating budget.  
Total receipts from this excise were $1.4 million 
in fiscal 2013 and $1.0 million is budgeted for 
fiscal 2014. 

Condo Excises  The condominium excise tax 
applies to new condominium units created, with 
each unit after the first being charge a $500 
excise tax.  Between fiscal 2002 and fiscal 2013 
the condo excise decreased by $416 thousand or 
61.9%.  Since fiscal 2002 condo excises have 
never represented more than 1.7% of total 
excises, and in fiscal 2013 they represented only 
0.2% of excise tax revenue.  Despite the growth 
in condominium units, this excise is relatively 

Excise Tax FY02 FY09 FY10 FY11 FY12 FY13

Motor 

Vehicle/Boat $42.8 $44.7 $40.1 $47.0 $40.5 $47.2

Meals - - 10.0 20.2 22.0 22.9

Hotel/Motel 21.0 27.0 30.0 34.5 60.1 66.1

Vehicle Rental - - - - - 1.4

Aircraft 16.2 34.5 22.9 23.3 32.6 36.6

Condo .7 .7 .4 .3 .3 .3

Total Excise $80.6 $106.9 $103.4 $125.2 $155.5 $174.4

Excise Revenue
figures in millions
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small when compared to the increased property 
tax revenue condominium projects can create.  

Parking Violations  Parking ticket revenue of 
$56.5 million in fiscal 2002 grew slowly but 
regularly and peaked at $66.3 million in fiscal 
2010.  During the next three years, parking 
revenue declined each year and in fiscal 2013 
totaled $56.4 million, $173,818 less than 
collected in fiscal 2002.  The City’s fiscal 2014 
budget anticipates parking violation collections of 
$59.0 million, the same as the fiscal 2013 budget 
did.  Even so, penalties for unpaid tickets such as 
not being able to renew a driver’s license, 
collection incentives, and the contracting of a 
third-party for collecting on of delinquent tickets 
have all contributed to a 90% collection of ticket 
receipts within a year.  A study conducted by the 
City of 2012 parking violation collections found 
that revenues were on the decline due to the 
combination of increases in ticket fees and 
greater compliance by drivers in Boston as a 
consequence of the economic downturn.  The 
adoption of parking meters that accept credit 
cards have increased compliance with parking 
regulations which contributed to the decline in 
parking violation revenue.  Substantive growth in 
parking ticket revenue should not be expected in 
the upcoming fiscal years. 

Urban Redevelopment   Under Massachusetts 
General Laws, the City has a few tax 
development incentives to encourage developers 
to participate in urban renewal, mainly 121A and 
121B agreements. These agreements provide 
developers with tax relief in the early years of a 
new development project.  Instead of paying the 
standard property tax, the City and the developer 
reach a 121A or 121B contracts that specify the 
payments the developer will make in lieu of taxes 
for a given period of time. Once these 
agreements expire, the property is subject to 
Chapter 59 property taxes. The current 
administration has used 121A and 121B to spark 
development in the seaport and downtown areas, 
causing revenue from these programs to increase 
from $49.7 million in fiscal 2002 to $64.0 

million in fiscal 2013, an increase of 28.7%.  In 
fiscal 2014 revenue from these urban 
redevelopment agreements is projected at $62.6 
million.  For more detail on urban 
redevelopment policy in Boston see the Urban 
Renewal Powers in the Development Process 
section of this report.  

Investment Income  The City’s investment 
income is the product of interest on its cash 
balance.  This revenue is extremely reliant on 
market conditions.  Since 2007 interest rates 
have rapidly decreased in order to stimulate the 
economy out of recession.  Due to the slashing of 
interest rates, revenue from investments fell from 
$14.8 million in fiscal 2002 to $179,000 in fiscal 
2013, a decrease of $14.6 million or 98.8%. The 
fiscal 2014 budget projects $500,000 in 
investment income, but it should be noted that 
in fiscal 2013 investment income of $179,000  
was well below the budgeted $900,000 and this 
could occur again if interest rates remain low.  

Building Permits  The City receives revenue 
from a number of licenses and permits, the most 
significant being building permits.  Between fiscal 
2002 and fiscal 2013 building permits increased 
from $19.1 million to $29.3 million, an increase 
of $10.2 million or 53.5%.  This increase is the 
result of fee increases in fiscal 2006 and fiscal 
2011, as well as increased construction 
throughout the City.  The building permit fees 
are heavily reliant on market conditions.   After 
peaking in 2008 at $31.8 million, permit revenue 
dipped to $14.8 million in fiscal 2010 due to the 
recession, but has since rebounded with the 
resurgence of construction bringing in $32.6 
million in fiscal 2012.  The decline in revenue 
since fiscal 2012 is the result of normal cycles of 
the building process.  

Payments-In-Lieu-of-Taxes (PILOTs) Payments-
In-Lieu-of-Taxes (PILOTs) from public and 
private tax-exempt entities represent an 
important source of revenue for Boston.  In fiscal 
2013, the City received $42.6 million in PILOTs 
with the private institutions contributing $24.6 
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million and Massport paying $18 million.  As 
the Capitol of Massachusetts and the largest city 
in New England, Boston hosts several public 
and private tax-exempt institutions, authorities 
or agencies, which occupy approximately 50% 
of the City’s land area.  Of the total exempt 
area, 78.9% is governmentally owned by the 
City, Commonwealth or its authorities and the 
federal government.  

Massport  The Massachusetts Port Authority 
(Massport) is the only state authority to make a 
PILOT payment to the City, which is required 
by its enabling act.  Massport and the City 
negotiated a ten-year PILOT agreement which 
established a starting PILOT payment that 
increases annually based on the percentage 
change in the consumer price index, with an 
increase of no less than 2% and no more than 
8%.  The current agreement runs through fiscal 
2015.  In fiscal 2013, Massport made a payment 
of $18.0 million, or 42.3% of the total PILOT 
receipts of $42.6 million.  Over the past decade, 
Massport PILOT payments have constituted 
roughly half of annual PILOT receipts. 

Private Tax-Exempt Institutions  PILOT 
agreements prior to 2012 with private tax-
exempt medical, educational and cultural 
institutions were generally tied to the expansion 
of a tax-exempt institution and its need to 
obtain building permits or zoning variances for 
construction projects from the City.  Also, a tax-
exempt institution’s purchase of a taxable 
building and taking it off the tax rolls could 
trigger a request for a PILOT agreement. 

The City instituted a new PILOT program in 
fiscal 2012 that provides a more systematic 
approach to the PILOT program based on 
property values and community services for the 
49 largest private tax-exempt institutions with 
property values of $15 million or more.  The 
City’s objective of this new voluntary program 
was to seek a significant increase in PILOTs, 
phased-in over five years, based on 25% of what 
property taxes would be if the institutions were 
taxable, with 50% or more of that total made 

up of agreed upon community services that 
address city needs.  The new PILOT program 
was a key initiative by the Menino 
Administration to expand the number of 
institutions participating in the program and 
increase total payments to help diversify the 
City’s revenue sources.  

Boston’s new PILOT program for the 49 
private institutions has resulted in total 
payments of $23.2 million in fiscal 2013, an 
increase of $8.1 million or 53.2% since fiscal 
2011, the last year of the previous PILOT 
program.  While this growth in payments is 
noteworthy, it is below the City’s request as part 
of its five-year ramp-up plan, but that is not 
unexpected.  In its Special Report on the new 
PILOT program in January 2013, the Bureau 
noted that given the voluntary nature of the 
program, reaching agreement with some 
institutions would take time to evolve.  In 
addition to the largest 49 institutions the City 
receives payments of roughly $1 million from 
other institutions. 

Transfer from Special Funds  The City’s 
Special Revenue Fund accounts for proceeds 
that are legally restricted for specific purposes, 
authorized by state statute and used to support 
the City’s general fund operations.    Special 
trust funds such as these provide an advantage 
to the City because they can be invested in 
securities offering higher return than standard 
short-term fixed income investments.  The two 
funds are the Parking Meter Fund and the 
Cemetery Trust Fund. 

Parking Meter Fund   The Parking Meter Fund 
receives revenue generated by the City’s 7,100 
parking meters.  The fund proceeds are 
allocated for the operating support of the 
Transportation Department for the purpose of 
maintenance of parking meters and other 
transportation related expenditures.  In fiscal 
2013, the City budgeted $15 million from this 
fund and expected to receive $15.5 million in 
receipts for a year end balance of $76.1 million.  
At year end the City had not transferred any 
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funds from this account, increasing the balance 
to $91.2 million.   In fiscal 2014, the City 
budgeted $16.5 million in receipts and 
anticipated collections of $16.5 million. 

Cemetery Trust Fund  The Cemetery Trust 
Fund revenue comes from the sale of plots in 
cemeteries owned the City of Boston.  The 
fund is a private-purpose fund and the revenue 
from this fund is designated for the upkeep of 
the City’s three active cemeteries and sixteen 
historic cemeteries.  In fiscal 2013, no funds 

from this fund were appropriated and $1.0 
million was expected to be collected.  For fiscal 
2014 $807,000 was appropriated with $1.0 
million in receipts expected, leaving a budgeted 
year-end balance of $7.3 million.  

Miscellaneous Recurring Revenues  The 
remaining miscellaneous recurring revenues 
grew from $71.0 million in fiscal 2002 to $83.0 
million in fiscal 2013, a growth of 16.9%.  
Accounts in this category include, Medicaid 
reimbursements; street, sidewalk and curb 
permits; cable permitting and entertainment 
licenses among others.  Generally, these 
revenues are payments for services and rents 
and other reimbursements. 

Non-Recurring Revenues 

Budgetary Fund Balance  Budgetary fund 
balance, more commonly called free cash, is 
available to the City for appropriation once it is 
certified by the state’s Bureau of Accounts, 
within the Division of Local Services in the 
Department of Revenue.  Generally, free cash is 
created by the accumulation of year-end 
operating surpluses over time.  Also, overlay 
surpluses certified by the Commissioner of 
Assessing are added to fund balance at year-end 
and are included in the state’s free cash 
certification.  On March 23, 2013, the state 
certified Boston’s free cash at $217.3 million.  
For the fiscal 2014 operating budget, the City 
appropriated $40 million of these funds to the 
OPEB Trust, leaving a balance of $177.3 
million, which represents 6.8% of the fiscal 
2014 operating budget.  

After an appropriate amount of time, 
remaining balances in prior levy year overlay 
reserves can be certified by the City’s 
Commissioner of Assessing as overlay surpluses.  
This surplus is then included in the City’s year-
end fund balance and is included in the state 
Department of Revenue’s budgetary fund 
balance (free cash) certification.  The 
Commissioner of Assessing has instituted a 

Fiscal 

Year

Beginning 

Year 

Balance Funds Out Funds In

Year End 

Balance

FY02 $23.828 ($2.790) $8.821 $29.589

FY03 29.859 (10.000) 5.905 25.765

FY04 57.764 (1.000) 12.227 36.991

FY05 36.991 (3.500) 9.314 42.805

FY06 42.805 (1.000) 10.390 52.194

FY07 52.194 (1.000) 11.342 62.536

FY08 62.536 (10.000) 8.960 61.496

FY09 61.496 (12.000) 11.204 60.700

FY10 60.700 (15.000) 13.662 59.362

FY11 59.362 (15.000) 14.729 59.091

FY12 59.091 0.000 16.560 75.651

FY13 75.651 0.000 15.506 91.157

*FY14 91.157 (16.500) 16.500 91.157

*projected

Parking Meter Fund
figures in millions

Fiscal 

Year

Beginning 

Year 

Balance

Funds 

Out Funds In

Year End 

Balance

FY02 $13.240 ($1.778) ($0.678) $10.784

FY03 10.784 (1.849) 1.541 10.476

FY04 10.476 (1.932) 2.728 11.271

FY05 11.271 (2.029) 1.139 10.381

FY06 10.381 (2.110) 2.478 10.749

FY07 10.749 (2.278) 2.811 11.283

FY08 11.283 (2.203) 1.096 10.177

FY09 10.177 (1.952) (0.514) 7.711

FY10 7.711 (2.507) 2.264 7.468

FY11 7.468 (2.651) 2.477 7.293

FY12 7.293 (2.277) 1.125 6.141

FY13 6.141 0.000 1.000 7.141

*FY14 7.141 (0.807) 1.000 7.333

*projected

Cemetery Trust Fund
figure in millions
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procedure of periodically reviewing the overlay 
balances of overlay accounts over three years 
prior to the current year and certifying those 
funds not tied to active abatement cases as 
surplus. 

The City has adopted a conservative approach in 
its use of free cash.  From fiscal 1993 to fiscal 
2003, the City did not submit its balance sheets 
and other financial schedules to the state Bureau 
of Accounts for certification and no free cash was 
used in the budgets of those years.  The City did 
proceed with certification of free cash starting in 
fiscal 2004, but maintained a policy of 
considering free cash as non-recurring revenue 
and applying it only to one-time expenditure 
items.  Thus, free cash was not a source for 
recurring expenses such as collective bargaining 
contracts.  In response to the slowdown in the 
economy and its effect on city revenues, the City 
used free cash for ongoing operating expenses, 
but not collective bargaining costs, in fiscal 2009 
and fiscal 2010.  Since fiscal 2008, the City has 
applied free cash first to a stabilization fund 
established to hold funds for future retire health 
insurance costs (OPEB), and once established, to 
the OPEB Trust.  In fiscal 2013, the City 
budgeted $40 million in free cash to the OPEB 
Trust Fund, but no free cash was used due to 
sufficient revenue receipts from other operating 
revenues. In fiscal 2014 the City also budgeted 
$40 million in free cash for the OPEB Trust 
Fund.  

The Administration established a Fund Balance 
Policy to ensure that the City has adequate 
reserves before it appropriates free cash.  This 
policy states that the City will maintain a 
Generally Accepted Accounting Practice (GAAP) 
unassigned fund that is 15% or more of GAAP 
General Fund operating expenditures.  The City 
may only consider the certification and 
appropriation of free cash when it can still 
maintain an unassigned fund equal to 15% or 
higher of GAAP General Fund expenditures, 
while also maintaining a budgetary unassigned 
fund equal to 10% or higher of budgetary 
operating expenditures. 

Surplus Property Fund  The Surplus Property 
Disposition Fund is the depository of revenue 
generated from the City’s sale of capital assets.  
The funds are intended to be applied for capital 
expenditures for which the City would be 
authorized to borrow for 10 years or more.  
However, with the recommendation by the 
Mayor and approval of the City Council, the 
revenues in this fund can be used for operational 
expenses or for capital purposes not prohibited 
but also not authorized by the Commonwealth.  
For several years, the City allocated $5.0 million 
annually from the Surplus Property Disposition 
Fund to support the City’s “Leading the Way” 
housing program since housing is not an 
allowable expense for capital borrowing by cities 
and towns.  The year-end fund balance of the 
Surplus Property Disposition Fund in fiscal 2012 
was $26.4 million, but decreased significantly in 
fiscal 2013 to $9.3 million after the City 
appropriated $17.1 million from the Fund to 
purchase 585 Commercial Street for the purpose 
of creating a new K-8 school in the downtown 
area.  The year-end balance in this fund in fiscal 
2014 remains at $9.3 million. 

 

Fiscal 

Year

Beginning 

Year 

Balance Funds Out Funds In

Year End 

Balance

FY02 $42.574 $0.000 $13.300 $55.874

FY03 55.874 (13.000) 0.000 42.874

FY04 42.874 0.000 7.500 50.374

FY05 50.374 (6.618) 0.000 43.756

FY06 43.756 0.000 0.000 43.756

FY07 43.756 (8.000) 0.000 35.756

FY08 35.756 (5.669) 0.000 30.087

FY09 30.087 0.000 0.000 30.087

FY10 30.087 (5.979) 0.000 24.108

FY11 24.108 0.000 0.972 25.080

FY12 25.080 0.000 1.291 26.371

*FY13 26.371 (22.120) 5.034 9.284

*FY14 9.284 0.000 0.000 9.284

*projected

Surplus Property Disposition Fund
figures in millions
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Budget to Actual 

The City has typically been conservative in its 
revenue estimates when building its annual 
operating budget, a practice that has helped the 
Administration achieve year-end operating 
surpluses in each of the last 20 years.  Citywide 
expenditures have surpassed the budgeted 
amount in the last three fiscal years, with 
additional spending concentrated in police, fire 
and snow removal services. On average, 
expenditures have been $13.8 million more 
than budgeted in the last three fiscal years, but 
due to additional revenues beyond the budget 
estimates, the City has been able to cover these 
additional costs with available receipts. 

The Administration has recommended 
operating budgets to the City Council that are 
balanced based on its revenue estimates.  In 
addition, reserves are established for known 
upcoming expenses such as collective bargaining 
contracts or funds are encumbered for vendor 
contracts for which payment is anticipated.  
Being conservative in its revenue estimates, 
allows the City to handle unanticipated 
expenses or shortfalls in revenue estimates.  See 
Appendix A for  actual revenues of the last five 
fiscal years in comparison to the budgeted 
amounts.  

During times of economic downturn, state and 
federal funds and some of the City’s own-source 
revenues for operation may not generate 
amounts that were projected in the annual 
budget which the City must be prepared to 
address.  For example, over the past five years, 
revenue from state aid has been less than 
budgeted in four fiscal years.  However, due to 
conservative estimates, receipts in other revenue 
categories often exceeded budget estimates, 
resulting in only one year when total revenues 
were below the budgeted amount.  That year 
was fiscal 2010 and is a special case because 
during that year the teacher pension payments 
for the City were converted from a city payment 
that was later reimbursed by the state, to a direct 
state payment.  Due to this conversion that state 

aid for teacher pensions was reduced from 
$126.8 million in the budget to zero, but at the 
same time Boston’s contribution to the pension 
system was reduced by an equal amount.  
Therefore, this apparent shortfall in revenues is 
actually due to a change in state policy, and not 
an inaccurate prediction of revenues.  

In fiscal 2009, the City’s $610 million budget 
for state aid was $36.7 million more than 
actually received by year-end.  This loss of state 
aid was partially negated by receipts over 
projections in other revenue sources, specifically 
excises taxes which were $15.4 million over 
budget by year end.  In addition to the excise 
revenue, the City also relied on $23.3 million in 
funds from the American Recovery and 
Reinvestment Act (ARRA) to cover the 
shortfalls created by the reduction in state aid.   

The Federal Reserve Bank’s policy of supporting 
the economy by significantly reducing its 
interest rates has resulted in a sharp drop in 
Boston’s investment income receipts from $17.8 
million in fiscal 2009 to $178,000 in fiscal 
2013.  Additional city receipts available because 
of the City’s conservative revenue estimates 
enabled the City to cover the shortfalls when 
actual receipts were less than the reduced 
revenue estimates. 

A reliable source for additional income over 
budget estimates has been the excise taxes which 
have generated, on average, $20.3 million more 
than budgeted over each of the last five years.  
The practice continues as total excise tax 
revenues in the fiscal 2014 budget is $152.7 
million which is $21.7 million less than actual 
receipts of $174.4 million in fiscal 2013. 
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The size of the City of Boston’s operating 
budget is determined by the realistic estimates  
of city and state revenues for municipal 
services.  The scope of services provided by the 
City is determined by the policy choices made 
by the Mayor and City Council.  Basic line 
services like public safety, and education; 
administrative services such as financial 
management and human resources; and other 
services and accounts like employee benefits, 
debt service and state assessments must be 
provided. The policy choices involve 
prioritizing the allocation of limited resources 
to these basic accounts while balancing support 
for other services and priorities.  This section 
will describe how the City prioritized the 
distribution of resources to support the services 
provided in fiscal 2013 and the trends since 
fiscal 2002.  Initiatives taken or opportunities 
seized by the City to manage spending for 
services are explained and best practices are 
highlighted. 

Overall Spending Growth 

Boston's General Fund spending continues to 
grow within available revenues. As required by 
state law, the City has consistently budgeted 
expenditures that match revenue estimates to 
ensure a balanced budget at the start of the 
fiscal year. The policy of the Menino 
Administration has been to plan a budget using 
reasonable but conservative revenue 
assumptions to provide a degree of flexibility 
should a revenue account raise less than 
expected or unanticipated expenditures occur.  
As a consequence of this policy, the City has 
ended each year with operating surpluses over 
the last 12 years from fiscal 2002 to fiscal 2013, 
the period of this study. The Menino 
Administration ended each of its 20 years from 
1994 through 2013 with operating surpluses as 
did the Flynn Administration through its last 
eight years from 1986 through 1993.  Even in 

fiscal 2010 when the City's total operating 
revenues decreased by $122.6 million or 5.1%, 
the City finished the year with an operating 
surplus of $9.1 million or 0.4% as planned 
expenditures were decreased to meet the 
revenue estimates. The City’s operating 
spending has increased from $1.810 billion in 
fiscal 2002 to $2.486 billion in fiscal 2013, an 
increase of $686.5 million or 37.9%.    
Inflation increased by 29.7% during the same 
time period.  On average, City spending has 
increased by 3.0% annually, while inflation has 
increased by 2.4% annually.  In fiscal 2014, the 
City's operational budget is $2.6 billion, an 
increase of $108.7 million or 4.4% over fiscal 
2013.  Because the approved city budget can 
differ from the actual expenditures at year end, 
this section of the report will focus mainly on 
trends since fiscal 2002 and actual receipts in 
fiscal 2013.  The fiscal 2014 budget approved 
in June will be noted where appropriate to 
show change over the prior year. 

Where the Money Goes 
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Top Budgetary Accounts  

The City of Boston's operating budget is not 
different from most public sector budgets in 
that a small number of budget accounts 
represent a disproportionate share of the total 
spending.  In Boston's case in fiscal 2013, eight 
budget accounts totaled $2.1 billion or 83.5% 
of the total spending and only four of those 
accounts were city departments providing 
municipal services to the public.  The top four 
city departments are Schools, Police, Fire and 
Public Works.  The other four accounts were 
Health Insurance, State Assessments, Pensions 
and Debt Service. That meant that the 
remaining 58 departments or services 
accounted for $413.1 million or 16.6% of the 
$2.5 billion operating budget in fiscal 2013.  
The graph below highlights the spending in 
these top eight accounts for fiscal 2013. 

 

 

 

 

 

 

 

 

The growth in the city budget over the past 12 
years also disproportionately benefited the top 
eight accounts commensurate with their budget 
share.  From fiscal 2002 through fiscal 2013, 
the total city operating budget increased by 
$686.5 million or 37.9%.  Of that increase, the 
top eight accounts represented 86.9% of the 
total and the remaining 56 departments and 
services accounted for 13.1% of the increase.  
The higher priority of the City’s four largest 
departments and the escalation of spending for 
health insurance, charter school tuition 
assessments, and pensions are demonstrated by 
the aggregate increase in spending over the past 
12 years compared to other accounts.  During 
that period, spending for the eight accounts 
increased by $596.2 million or 39.6%, while 
spending for the 51 other city accounts 
increased by a total of $90.2 million or 29.7%. 

A review of the spending changes in the budget 
accounts from fiscal 2002 to fiscal 2013 has 
identified items worthy of note that will be 
discussed in more detail later in this section.  
Due to the magnitude of its size, the School 
Department generated the largest spending 
increase since fiscal 2002 of $184.7 million or 
30.8%, followed by health insurance with an 
increase of $142.2 million or 102.3%.  
However, since fiscal 2010, health insurance 
expenses increased by $5.3 million for an 
average annual increase of 1.6% due to 
administrative steps taken by the City, 
legislative reform and agreements reached with 
the unions.  Pensions, net of teacher pension 
payments, have increased by $52.6 million or 
62.3% over the 12 years.  The City and the 
Commonwealth reached a legislative agreement 
in 2010 that transferred to the state the 
responsibility of funding the Boston teachers’ 
pensions, which helped the City to maintain its 
schedule to reach full funding of its unfunded 
pension liability by 2025.   

Spending by the Department of Innovation &  
Technology increased by $14.9 million or 
147.2% as a greater use of technology has been 

0 1000

Public Works

Debt Service

Pensions

State Assessments.

Fire

Health Insurance

Police

Schools*

$101

$129

$137

$172

$195

$281

$302

$785

Millions

FY13 Top 8 Accounts

Rank Budgets

Percent of 

Total

1-8 $2,102.1 84%

1-15 $2,346.8 94%

16-52 $149.3 6%

Total Budget $2,496.1

Spending by Accounts

* School health insurance is in the central health 
insurance account 
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applied to improve management and service 
efficiency in several departments.  Starting in 
fiscal 2008, the City began appropriating funds 
into a separate investment account to 
eventually help support the cost of its retiree 
health insurance liability (OPEB).  In fiscal 
2010, all funds were allocated to an irrevocable 
OPEB Trust.  In fiscal 2013 and fiscal 2014, 
the City appropriated $40 million to the Trust.  
The aggregate amount on deposit in the OPEB 
Trust as of December 31, 2013 is $272.4 
million.  Finally, as an efficiency measure, the 
City’s Graphic Arts (Printing) Department was 
closed in fiscal 2011 due to the improvement of 
photocopy quality and lower costs of private 
printing companies. 

Departmental Spending  

Spending to provide City of Boston 
departmental services totaled $1.7 billion or 
68.0% of the City’s total expenditures of $2.5 
billion in fiscal 2013.  Departmental spending 
is highly concentrated in the largest five 
Departments of School, Police, Fire, Public 
Works and Public Health, which, in aggregate, 
spent $1.5 billion in fiscal 2013, 58.1% of total 
city expenditures in fiscal 2013.  The remaining 
42 departments spent $247.0 million last year 
or 9.9% of the total.  In order to more 
accurately present departmental spending in 
the top five accounts in fiscal 2013, this report 
distributes the $21.0 million collective 
bargaining reserve for unsettled contracts to the 
departments where the reserves will be applied 
once the agreements are ratified.  Not included 
in departmental spending are related expenses 
tied to employees such as health insurance and 
pension costs which are covered separately.  
The dominance of the top five departments is 
also shown by the increase in spending from 
fiscal 2002 to fiscal 2013.  Over this period, 
spending of the top five departments increased 
by $358.8 million or 32.9%, while the spending 
by the remaining 42 departments grew by $32.9 
million or 15.4%.  

The spending breakdown amongst the top five 
departments has changed very little over the 
past several years due to the vital role that each 
department plays in city operations.  The 
School Department accounted for $784.6 
million or 31.4% of total spending in fiscal 
2013, not including employee health insurance.   

Police Department spending in fiscal 2013 
totaled $302.2 million or 12.1% of total 
operational spending, followed by Fire 
Department spending of $194.9 million or 
7.8% of the total.  Actual expenditures of 
$100.6 million by the Public Works 
Department in fiscal 2013 and $67.7 million 
spent by the Public Health Commission round 
out the top five departments. 

In fiscal 2013, BPS spending totaled $784.6 
million, not including health insurance and 
represented 31.4% of the total city operational 
budget. When health insurance is added, 
school spending totals $883.0 million or 35.4% 
of the total city operational budget.  In fiscal 
2013, the main accounts for school spending 
include: salaries $575.7 million or 65.2% of 
total, transportation $80.0 million or 9.1% of 
total, purchased services $41.8, property 
services $38.2 million, supplies $6.6 million, 
and miscellaneous $1.7 million.  

Growth in school spending has occurred 
despite a sharp decline in net Chapter 70 aid 
for education available to the City.  Net 
Chapter 70 has fallen from 29.3% of the BPS 
budget in fiscal 2002 to 12.9% of the budget in 
fiscal 2014.  The City’s policy has been to hold 
the BPS harmless to this revenue decrease, 
funding school budgets over the last six years at 
roughly 35% of operating revenues when 
including health insurance.  Since fiscal 2002, 
the BPS budget has risen by $243.3 million or 
38.0% during a period when the BPS 
enrollment declined by 5,632 students. Of this 
increase  57.1% is  attributed to salary expenses, 
which increased by $137.9 million or 31.4%.  
An additional 24.3% of the increase is 
attributed to healthcare costs, which increased 
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by $58.6 million or 147.5%, while all other 
expenditures increased by $45.0 million or 
27.9%. 

Personnel Expenses  

City government is labor intensive and in fiscal 
2013, salaries and employee benefits 
constituted the City’s largest expense.  
Spending on personnel in fiscal 2013 totaled 
$1.703 billion or 68.2% of the City’s actual 
General Fund spending.  Salaries of $1.207 
billion constituted 70.9% of total personnel 
spending and 48.3% of total operating 
expenditures.  Benefits such as health insurance 
and pensions accounted for $414.8 million or 
24.3% of personnel spending.  Other personnel 
expenses ,  such  as  unemployment 
compensation, Medicare payments and the 
OPEB Trust appropriation cost $81.5 million 
or 4.8% of personnel costs.  For this reason, 
managing personnel levels is the key 
mechanism for controlling city spending.   

From fiscal 2002 through fiscal 2013, spending 
for employees grew by $483.2 million, or 
39.6%. During this period, salaries and 
overtime grew by $290.4 million or 31.7%.  
Employee benefits grew at a more rapid rate, 

increasing by $140.0 million or 51.0%, mainly 
due to the increase in health insurance. 

The increase in salaries is a consequence of 
direct pay increases and other additions to 
compensation approved in collective bargaining 
contracts.  In the most recent round of contract 
negotiations, the City successfully negotiated 
standard contracts with 35 employee unions 
representing 86.3% of the total number of city 
employees represented by public unions.  The 
standard package provides for about a 12.3% 
salary increases over six years to 2016.  Through 
these negotiations, the Administration has been 
able to achieve agreement on a uniform set of 
improved personnel policies on issues such as 
attendance, light duty and holidays. For more 
information, see the “Collective Bargaining” 
section of this report.  Further, the Boston 
Police Patrolmen Association’s arbitration 
award was recently approved by the City 
Council which provides a 13.9% general wage  
increase and a total compensation growth of 
25.4% over the six years. 

Between fiscal 2002 and fiscal 2013 overtime, 
on average, has accounted for 4.2% of 
personnel spending.  In fiscal 2013, the City 
spent $80.5 million on overtime pay, or 4.7% 
of total city spending for employees, of which 
the Police and Fire Departments accounted for 
83.0%.  The Police Department spent $46.1 
million on overtime or 57.3% of the citywide 
total and the Fire Department spent $20.7 
million or 25.7% of the total.  Both the Police 
and Fire Departments exceeded their overtime 
budgets in fiscal 2013, by $16.1 million and 
$5.0 million respectively, which caused both 
departments to end the year with operating 
deficits.  All other departments combined for 
$13.7 million in overtime, which represents 
17.0% of overtime spending and was $237,000 
more than budgeted. 

In addition to standard salary increases, 
contracts typically contain annual step increases 
of between 4% and 6% for employees until 

DEPARTMENT Amount

% of 

Total

Aggregate % 

of Total

Schools $784.6 46.2% 46.2%

Police $302.2 17.8% 64.0%

Fire $194.9 11.5% 75.5%

Public Works $100.6 5.9% 81.5%

Public Health 

Commission $67.7 4.0% 85.4%

All Other $247.0 14.6% 100.0%

Total 

Departmental 

Spending $1,697.1 100.0%

City of Boston Top 5 Departments *
FY13, $ in millions

* Includes distribution of $21M from the Collective Bargaining 

Reserve to Departments
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they reach the maximum step of their salary 
schedule, which usually takes three to nine 
years depending on their contract.  Step 
increases alone cost approximately $13 million 
in fiscal 2013.  For more information, see the 
“Collective Bargaining section of this report. 

As operating revenues are influenced by 
economic conditions, so too are personnel 
levels affected by economic trends.  The 
recession that started in late 2001 resulted in a 
cut of 1,514 positions or 8.6% in CY2002 and 
CY2003, of which 47% came from the School 
Department and 17.7% from the Police and 
Fire Departments.  Over the next five years, 
from January 1, 2004 to January 1, 2009, city‐
funded positions increased by 1,222 positions 
or 7.6%.  Increases in the School and Police 
Departments accounted for 84.5% of the total 
growth.  The 2008 recession contributed to a 
similar result of a reduction of 1,105 
employees or 6.4% of the total city‐funded 
workforce in the three years from January 1, 
2009 to January 1, 2012, with 47.1% of the 
loss coming from the School Department and 
21.6% from the Police and Fire Departments.  

The fiscal 2013 budget is more stabilizing than 
in the past few years, which resulted in the City 
adding 359 new employees to the payroll in 
CY2012 or 2.2%.  This time the increase is due 
primarily to the School Department, which 
added 329 employees or 91.5% of the total 
growth.  Both the Police (‐22) and Fire   (‐11) 
Departments experienced minimal employee 
decreases last year.  However, that is an issue of 
timing, as both departments started a class of 
new recruits in early 2013.  Of the 44 
remaining city departments, 13 showed no 
change in employee levels and the remaining 
31 departments accounted for a net increase of 
64 employees, generally to fill open budgeted 
positions. 

Over the 11 years from January 1, 2002 to 
January 1, 2013, city‐funded employee 
numbers decreased by 1,038 or 5.9%.  During 
this time, the School (‐128), Police (‐111) and 

Fire (‐137) Departments accounted for a 
reduction of 376 employees or 2.9% and the 
other 44 departments accounted for a 
reduction of 661 employees or 15%.  The 
greater burden experienced by the other 44 
departments in the reduction of employees 
over 11 years is evidenced by the fact that the 
largest three departments represent 77.4% of 
the total city‐funded payroll as of January 1, 
2013, but were responsible for 36.3% of the 
employee loss.  The remaining 44 departments 
constituted 22.6% of the employee total but 
produced 63.7% of the employee reduction.  
For more information on this topic, see the 
“Management of Personnel Levels” section of 
this report. 

Employee Benefits 

Driven by higher salaries and escalating health 
care costs, spending for employee benefits has 
become a key driver of increased personnel 
spending.  Employee benefits totaled $414.8 
million of 24.4% of personnel spending in 
fiscal 2013, an increase of $140.0 million or 
51.0% since fiscal 2002. Benefits include 
healthcare and pensions.  Fiscal 2013 spending 
for employee benefits was $14.0 million, or 
3.3%, less than in fiscal 2012, due to savings in 
health insurance expenses. 

Health Insurance The rising cost of health 
insurance for city and school employees and 
spouses during the period starting in fiscal 
2002 through fiscal 2013 has been a primary 
driver of the overall increase in personnel 
spending. Health insurance as a percent of the 
City’s total operating spending grew from 7.7% 
in fiscal 2002 to 11.3% in fiscal 2013.  
Boston’s health insurance expenses grew from 
$139.0 million in fiscal 2002 to $281.2 million 
in fiscal 2013, an increase of $142.2 million or 
102.3%.  In that same period, the City's total 
operating budget increased by 37.9%.  
Spending for health insurance constituted two 
phases during this 12-year period with expenses 
growing by $94.3 million or 67.9% over the 
first six years to fiscal 2007 for an average 
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annual increase of 11.4%.  Over the last six 
years from fiscal 2007 through fiscal 2013, the 
cost of health insurance increased by $47.9 
million for an average annual increase of 3.2%.  
Health insurance costs actually decreased by 
$12.8 million or 4.4% in fiscal 2013 and the 
budgeted increase in fiscal 2014 is only 
$977,852 or 0.3%. 

While the City’s health insurance costs were 
increasing annually by double digits, the City 
had the opportunity to reduce these expenses 
by adopting legislation (Ch. 32, s.18) that 
would require Medicare eligible retirees to 
enroll in Medicare plans which shift a portion 
of the insurance costs to the federal 
government.  However, the City resisted that 
option and instead was successful in securing 
adoption of legislation (Ch. 32, s.18A) that 
required retirees who became eligible for 
Medicare after the act was adopted by the City 
to enroll in Medicare plans.  The prospective 
nature of this act affected a smaller number of 
retirees and achieved a lower savings. 

With municipal health insurance costs growing 
at a faster pace than the operating revenues, 
putting pressure on municipal budgets, city and 
town officials were demanding reform from 
state leaders.  Health care reform (Ch.69, Acts 
of 2011) was signed into law on July 11, 2011.  
This law granted cities and towns the tools to 
exercise more freedom to develop health 
programs incorporating plan design features or 
to more easily join the state’s Group Insurance 
Commission (GIC). 

Before this bill was enacted, but after the 
Speaker of the House embraced its provisions, 
the City’s union leaders sought to initiate 
discussions with Boston officials through 
“coalition bargaining” (Ch.32B, s.19) to reach a 
negotiated agreement rather than the City 
utilize the provisions of Chapter 69.  The City 
did adopt Section 19 and negotiations between 
city officials and the Public Employee 
Committee (PEC) of union leaders 
representing 36 bargaining units produced a 

four-year agreement (FY12-FY15) with an 
estimated savings to the City of approximately 
$70 million.  In this agreement, the employee 
share of non-Medicare plans increased by 
1.25% in fiscal 2012 and another 1.25% in 
fiscal 2013.  Member co-pays increased for 
prescriptions, office visits and emergency room 
visits in fiscal 2013.  In total, the employee 
share of healthcare costs rose from roughly 
18% in fiscal 2011 to 22% in fiscal 2013.  This 
agreement will expire at the end of fiscal 2015 
so additional changes can be pursued by the 
City through coalition bargaining or utilizing 
Chapter 69, which either way would be 
implemented in fiscal 2016. 

While Chapter 69 provided options to 
municipalities to manage their health insurance 
costs, one important provision of the law was 
mandatory. This law required that all 
municipal retirees who are Medicare-eligible 
must enroll in Medicare Part B and a 
supplemental Medicare health plan.  Sections 
18 and 18A of Chapter 32 were abolished by 
this law.  This mandate affected 40% of Boston 
retirees who had been enrolled in non-
Medicare health plans.  In fiscal 2013, roughly 
2,700 retirees and additional retiree spouses 
were enrolled.  The annual savings from this 
mandate starting in fiscal 2013 is estimated to 
reach approximately $20 million. 

In response to the escalating cost of employee 
health insurance, the City improved its internal 
capacity to analyze the health care market and 
its own cost structure. This expertise 
strengthened the City’s ability to negotiate 
premium rate increases with its health care 
providers which contributed to lower rate 
increases.  In March 2012, the City and the 
PEC agreed to self-insure the claims for 
Harvard Pilgrim Health Care plans to reduce 
administrative costs starting in fiscal 2013.  
Prior to the Menino Administration, the City 
had begun to self-insure the claims for Blue 
Cross Blue Shield plans.  With the addition of 
the Harvard Pilgrim claims, the City now self-
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insures health plans that cover 88% of city 
employees utilizing the City’s health benefits. 

The decrease of health care costs in fiscal 2013 
and the slight increase in fiscal 2014 were 
primarily due to five factors. 

1) Lower premiums due to the 
Administration’s more aggressive rate 
negotiations as well as overall lower claim 
trends in that period 

2) The increasing costs paid by the employees 
and retirees as part of the four-year 
coalition bargaining agreement with the 
unions 

3) The phasing out of the higher cost Blue 
Cross Blue Shield Master Medical 
indemnity health plan which was replaced 
by the lower cost Blue Care Elect or Blue 
Choice indemnity plans 

4) Compliance with the state law 
requirements that all Medicare eligible 
municipal retirees and spouses enroll in 
Medicare Part B and a City supplemental 
Medical health plan  

5) The decision to self-insure health claims 
for Harvard Pilgrim Health Care plans as 
has been the practice for Blue Cross Blue 
Shield plans.  

These factors have contributed to the City’s 
health insurance costs in fiscal 2015 now 
expected to change slightly rather than by the 
anticipated higher health insurance industry 
inflation rate.   

Pensions  The City’s expense of $137.0 
million for the State-Boston Retirement 
System’s (SBRS) pension obligation makes it 
the sixth largest cost account in fiscal 2013.  Of 
the 105 retirement systems in the 
Commonwealth, the SRBS is the third largest 
system and the largest of the 103 local 
retirement systems. The State-Boston 
Retirement Board (SBRB) manages the 
administration of benefits to members, collects 
employee and employer contributions for 
pension benefits and oversees the investment 
of $5.1 billion in assets. 

Under the oversight of the state Public 
Employee Retirement Administration 
Commission (PERAC), the SBRS conducts an 
actuarial valuation every two years, completed 
by an outside actuary.  The last valuation was 
completed as of January 1, 2012 which 
indicated that the SBRS was 70.7% funded 
with an outstanding unfunded liability of $1.5 
billion.  The valuation assumed investments 
will yield an annual 7.75% return and planned 
for the unfunded liability to be fully paid down 
by June 30, 2025.  To achieve this objective, 
the schedule is built on the annual pension 
appropriation increasing by 9.25% each year 
through fiscal 2025.  The City’s annual 
pension obligation is funded through its 
pension appropriation and the SBRS’ 
investment income.  The balance is paid from 
each member’s own annuity fund that was 
funded from their payroll contributions each 
year when they were active employees. 
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Revised Funding Schedule  The SBRB 
recently approved adjustments to its pension 
valuation assumptions that will increase its 
unfunded pension liability, but are prudent 
steps at this time and have not resulted in the 
need to extend the date to reach full funding 
beyond 2025.  These adjustments to the 
valuation schedule involved investment returns, 
mortality rates and disability trends for public 
safety and non-public safety employees.  In 
January 2012, the Board requested its actuarial 
firm to provide different scenarios with lower 
investment return assumptions and to its 
update mortality rates and disability pension 
assumptions.  The SBRB had been assuming an 
8.0% return on investment to help fund its 
pension obligation.  Based on the analysis 
received, the Board, at its meeting on January 9, 
2013, agreed to lower its investment return 
assumption to 7.75% to more accurately reflect 
the risk involved.  The Board also revised its 
mortality rates to account for the fact that 
retirees are living longer and its disability 
retirement assumptions.  These changes were 
incorporated into the City’s actuarial evaluation 
analysis as of January 1, 2012. 

Reducing the annual investment return 
assumption from 8% to 7.75% is projected to 
increase the SBRS’ unfunded liability by $127.8 
million through 2025.  The additional cost in 
fiscal 2014 is $19.3 million, which the City’s 
operating budget will be able to absorb.  The 
appropriation requirement will increase 
annually, and in 2018 the additional cost is 
estimated to reach $22.4 million.  The Board 
did indicate that it will periodically evaluate 
whether the investment assumption should be 
reduced further.  The revised mortality  tables 
provide a more accurate estimate of the pension 
liability and increase the liability by $145.4 
million through 2025.  To fund these 
adjustments and maintain the schedule to 
reach full funding by 2025, the City will 
increase its pension appropriation by 9.25% 
annually through fiscal 2025 which should be 
manageable. 

Cost of Living Adjustment    The SBRB votes 
annually whether to approved a cost of living 
adjustment (COLA) to pension payments.  This 
COLA is based on 3% of the first $13,000 of a 
retiree’s pensions. The City established 
financial standards that should be met to 
support the Board’s adoption of a 3% COLA, 
but a COLA has been approved every year since 
1997, even in fiscal 2010, when the City’s 
budget decreased by 5.3%.  For that reason, the 
actuarial financial report assumes an annual 
3% COLA increase.   

The state Pension Reform Law of 2012 
authorized local retirement boards to increase 
their COLA base in increments of $1,000.  In 
August 2012, for the first time since 1997, 
Boston raised the COLA base from $12,000 to 
$13,000, increasing its unfunded pension 
liability by $21.4 million.  In June 2013, the 
SBRB voted not to increase the base further 
even though members of the Boston City 
Council and the Boston Teachers Union had 
recommended increasing the base to $16,000, 
which would have added $66.5 million to the 
unfunded liability.  Each year, as the SBRB 
decides whether to approve a COLA payment, 
it can expect requests from employee union 
officials to increase the COLA base as well. 

Benefits of Reaching Full Funding  
Maintaining the City’s current schedule to 
reach full funding of its pension liability by 
2025 will significantly reduce its future annual 
pension expense and would free up funds that 
could be allocated to more seriously address 
funding the unfunded OPEB liability.  The 
annual pension appropriation consists of two 
parts – the normal cost and the amortized 
unfunded pension liability.  The normal costs 
represent the pension liability earned by active 
employees in the year and the amortized 
portion is the unfunded liability that was 
amortized over a period of 40 years.  If full 
funding of the pension liability is reached in 
2025, the City’s pension cost in fiscal 2026 
would be reduced by approximately 77% as the 
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amortized portion of the liability would have 
been fully paid.  At that point, city officials 
could decide to allocate the funds previously 
tied to the annual amortized pension payment 
to fund the OPEB liability. 

Other Personnel Costs 

In addition to the primary benefits of health 
insurance and pensions, additional costs 
associated with mandatory personnel expenses 
in fiscal 2013 include unemployment 
compensation at $3.8 million, workers 
compensation  at $6.2 million and Medicare 
payments at $15.3 million.   The City is also 
obligated to fund pension payments of $15.9 
million in fiscal 2013 for employees who began 
work before the establishment of the State-
Boston Retirement System.  Based on a prior 
collective bargaining agreement with SEIU, the 
City annually pays into a housing trust to assist 
lower salaried employees required to live in the 
City, which totaled $291,268 in fiscal 2013.   
Finally, the City also provides retired 
employees with healthcare benefits that are 
actuarially equivalent to the benefits received 
by active employees, which exceeds the 
minimum requirements set by state law.  
Although not required, it is the City’s practice 
to pay 50% of a retiree’s Medicare Part B 
premium.    

Retiree Health Insurance Liability (OPEB) 
The City’s largest unfunded employee liability 
is not its pension liability, but is its retiree 
health insurance or Other Post Employment 
Benefits (OPEB) liability.  As of June 30, 2013, 
the OPEB unfunded liability was $2.1 billion, 
which is $918.3 million or 30% less than the 
liability as of June 30, 2011. The reduction in 
the liability is due to all Medicare eligible 
retirees enrolling in Medicare plans, greater 
retiree cost sharing of health care costs and an 
increased discount rate from 7.25% to 7.50%  
for the City. 

All state and local governments are now 
required to report in the footnotes in their 
financial statements their full liability and 
unfunded liability for post employment 
benefits other than pensions which would 
primarily be health and life insurance for 
retired public employees and their spouses.  
These standards are set by the Governmental 
Accounting Standards Board (GASB) because 
even though these benefits are not received 
until after active employment has ended, they 
constitute compensation to attract and retain 
qualified employees and the expenses should 
be associated with the years of active service.  
The GASB standard requires state and local 
governments to identify the actuarial accrued 
OPEB liability, but it does not have a funding 
requirement as the pension liability does.  
Nevertheless, it is only a matter of time before 
the Commonwealth or federal government will 
require state and local governments to adopt a 
formal funding schedule similar to the pension 
funding requirements. 

Retiree health insurance is typically financed 
on a pay-as-you-go basis, as pensions were prior 
to 1988, which is why there is a large unfunded 
actuarial accrued liability (UAAL) since funds 
were not set aside for investment to help 
generate financial support.  The OPEB liability 
differs from pensions because the cost of 
healthcare, level of coverage, and age of retirees 
determines the amount owed.  Low eligibility 
requirements, high benefit levels, healthcare 
cost inflation, an aging population and longer 
life expectancies are factors that have created a 
higher liability for cities and towns than their 
pension liability. OPEB liabilities are 
concentrated with municipalities, rather than 
with the state, because cities and towns pay for 
the OPEB costs for teachers, while the 
Commonwealth is responsible for funding 
their pensions. 

City’s Response vs. ARC and Normal Costs  
The City has requested valuation assessments 
of its OPEB liability from its actuary with the 
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report as of June 30, 2013 being the most 
recent.  The report noted that the City’s 
Annual Required Contribution (ARC) if it 
adopted a formal funding schedule would be 
$162.8 million in fiscal 2014.  As indicated in 
the table below, the estimated retiree benefit 
payment in fiscal 2014 is $115.3 million.  In 
addition, the City appropriated $40 million to 
the OPEB Trust, bringing the total 
appropriation in fiscal 2014 to $155.3 million.  
Thus, Boston’s total funding of its OPEB 
liability is $7.5 million less than its ARC in 
fiscal 2014.   

The actuarial report also indicated that the 
Normal Cost as of June 30, 2013 was $59.2 
million.  Normal Cost is the value of the OPEB 
liability incurred by active employees in the 
current year which will be paid upon 
retirement.  The appropriation of $40 million 
to the OPEB Trust is $19.2 million less than 
the actual Normal Cost being earned this year. 

Starting in fiscal 2008, the City established an 
OPEB stabilization fund into which it 
appropriated $20 million and $25 million in 
fiscal 2009.  In fiscal 2009, the City accepted a 
state law approved in 2008 (Ch.479, Acts of 
2008) that authorized the City to establish an 
OPEB Trust, which is an irrevocable reserve 
that cannot be used for any other purpose than 
to fund the OPEB liability.  Each year since 
fiscal 2010, the City has appropriated funds to 
the OPEB trust and transferred the $45 million 
in the stabilization fund to the Trust.  In both 
fiscal years 2013 and 2014, the City applied 
$40 million to the Trust.  Appropriations to 
the OPEB Trust now total $215 million and 

with investment income, the total amount on 
deposit in the OPEB Trust as of December 31, 
2013 was approximately $272.4 million.  The 
funded ratio is  9.1%, which compares with the 
pension funded ratio of 70.7%. 

Risk Management 

The City has developed a multi-faceted risk 
management program that includes prevention 
and cost reduction efforts, self-insurance, 
financial reserves and catastrophic insurance.  
The citywide program strives to limit asset 
losses due to property losses, workplace injuries 
or third part legal liability claims.  The City 
purchases commercial insurance for certain 
exposures and a $100 million catastrophic 
property insurance policy that provides 
protection after a $10.0 million deductible with 
boiler and machinery losses insured up to $25 
million.  The City maintains a catastrophic risk 
reserve which had a balance of $21.5 million at 
the end of fiscal 2013. 

Related Legislative Initiatives 

Sheriff’s Department Transfer  As part of the 
State of Massachusetts’ gradual assumption of 
county services, legislation was enacted in 2009 
(Ch.61, Acts of 2009) that transferred 
approximately 1,000 employees of the Suffolk 
County Sheriff’s Department to the 
Commonwealth effective January 1, 2010.  All 
current and future Suffolk County Sheriff’s 
Department employees are or will become 
members of the State Retirement System.  
Suffolk County Sheriff’s Department 
employees who retired prior to January 1, 2010 
remain members of the State-Boston 
Retirement System and their respective pension 
liability continues to be an obligation of the 
City.  The City will pay the unfunded pension 
liability until it is fully extinguished.  The City 
appropriates this annual obligation as a fixed 
cost in its operating budget.  According to the  
SBRS January 1, 2010 valuation, the annual 

$162.8

$115.3

$40.0

$155.3

Difference $7.5

($ in millions)

FY 14 ARC
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Annual Allocation to OPEB Trust

FY14 ARC vs. Appropriation
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appropriation for County employees shall be 
$3.9 million for fiscal 2012 through fiscal 2025.   

Teacher Pension Transfer to State   Prior to 
2010, Boston was unique among the 103 local 
retirement systems in that it was responsible for 
teacher pensions, including the payment of 
pensions, pension administration and the 
investment of teacher assets. The 
Commonwealth would then reimburse the City 
for the teacher pension costs in the following 
year, but not always at 100%.  The other local 
systems did not have this responsibility since 
the teachers in their communities were 
members of the Massachusetts Teachers’ 
Retirement System.  The City had been in 
discussions with the Commonwealth for a few 
years regarding transferring Boston’s teacher 
pension payment, assets and administration to 
the state, but initially state officials were not 
receptive to the idea.  Finally, in 2009, the 
Commonwealth and City reached agreement 
(Ch.112, Acts of 2010) for the state to assume 
responsibility for the payment of teacher 
pensions and investment management of 
teacher assets which represented 27% of the 
market value of the City’s pension assets.  These 
assets were transferred to the state Pension 
Reserves Investment Trust (PRIT), which holds 
and invests the retirement assets of the two state 
systems and several local systems.  However, the 
State-Boston Retirement Board retained the 
duty to administer pension services for all 
Boston teacher employees, retirees and 
beneficiaries.  As part of the agreement, the 
Commonwealth pays 30% of the SBRB’s 
administrative costs, excluding investment 
costs, for maintaining teacher services. 

Legislation enacted in 2010 required the state 
to fund Boston teacher pensions on an 
"actuarial" rather than "pension payroll 
reimbursement" basis with the last 
·reimbursement of $126.9 million applied to 
reduce Boston's pension liability.  Additionally, 
reserves totaling $82.0 million that had been 
previously established to address pension 

liability issues were applied in fiscal 2011.  The 
application of these funds to reduce the City's 
pension liability enabled the SBRB, despite its 
investment loss of 24.2% in 2008, to approve a 
new funding schedule as of July 1, 2010 as part 
of an updated actuarial valuation that extended 
the schedule to reach full funding by only two 
years from 2023 to 2025.  With this transfer, 
the SBRS’s funded ratio also increased from 
61.5% with the teachers to 70.7% without the 
teachers. 

Debt Service 

Boston’s debt service is the cost of principal and 
interest on the City’s bond issues and is one of 
the  top eight budget accounts.  The City 
follows a strict policy to manage its debt 
obligations, with 40% of overall debt repaid in 
5 years and 70% in ten years.  Additionally the 
City caps debt service at 7% of general fund 
expenditures.  In fiscal 2013 debt service costs 
were $129.2 million or 5.2% of operating 
expenditures, an increase of $13.6 million or 
11.8% since fiscal 2002. Under the current 
capital plan, gross debt service will rise by 
24.6% over the next five years, from $150.5M 
in fiscal 2013 to $187.4M in fiscal 2018, but 
will remain below the City's debt standard of 
7% of the operating budget.   For more on the 
City's management of debt see the “Debt 
Management” and “Capital Budget” sections of 
this report. 

State Assessments 

State aid is the City of Boston’s second largest 
revenue source, but the actual amount of state 
aid available for city operations is reduced by 
the amount of state assessments or charges for 
services provided by the state or its authorities 
or for the reallocation of funds.  The two largest 
assessments, which represent 97.4% of total 
state assessments in fiscal 2013, are for MBTA 
services at $78.3 million and charter school 
tuitions at $89.6 million for Boston resident 
students attending Commonwealth charter 
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schools in Boston or outside the City.  
Altogether, the City was assessed for 10 
different services totaling $172.4 million in 
fiscal 2013.  In fiscal 2002, state assessments 
totaled $94.3 million with the biggest 
difference being the significant growth in 
Charter School Tuition assessments, which 
increased from $26.5 million in fiscal 2002 to 
$89.6 million in fiscal 2013, an increase of 
$63.0 million or 130.3%.  These charges, 
except for the Charter School Tuition, are 
restricted from increasing by more than 2.5% 
annually in accordance with Proposition 2½. 

MBTA Assessment  The Massachusetts Bay 
Transportation Authority (MBTA) provides 
bus, subway and commuter rail services to 176 
communities within the Commonwealth.  In 
FY13 the Commonwealth assessed a total of 
$155.9 million to these communities for 
MBTA service based on the service provided in 
each area.  Prior to 2000, only the 78 
communities with direct service from the 
MBTA paid this assessment, but in 2000 
legislation (Ch.221, Acts of 2000) expanded 
the definition to include contiguous 
communities which are served by the transit 
available in their neighboring towns.  Boston’s 
payment for MBTA services in fiscal 2013 was 
$78.3 million, or 50.2% of total MBTA’s local 
charge.  The $78.3 million assessment to the 
City of Boston constituted 45.4% of City’s 
total state assessments in fiscal 2013.  The 

MBTA assessment to each city or town is 
limited by Proposition 2½ to 2.5% annually, 
except in cases where service has been 
expanded.  In fiscal 2002, Boston’s MBTA 
assessment of $63.0 million made up 44.1% of 
the total state assessment, meaning Boston’s 
share of the state wide assessment has grown 
due to expanded services such as the 
construction of the Silver Line and addition of 
the Fairmount commuter rail line.  

Charter School Assessment   The City of 
Boston is assessed a tuition payment for the 
total number of students who live in the City 
and attend a Commonwealth charter school.  
The assessment represents a transfer of state 
school aid from Boston to the charter schools 
as the money follows the student.  The charter 
per-pupil rate is intended to reflect district 
funding for BPS students.  The assessment 
formula considers factors for each student such 
as grade level, programs, low-income status, 
and facilities spending.  The City of Boston is 
assessed for each of the 6,557 students who 
reside in the City that attend one of the 20 
charter schools within the City or any other 
charter school.  Prior to 2010, charter school 
tuition assessments were capped at 9% of the 
school district’s net school spending 
requirement.  This cap was revised with the 
passage of the Achievement Gap Act of 2010, 
which increased the cap to 18%, allowing for a 
1% increase each year through 2017. 

In fiscal 2013, the City was assessed $89.6 
million for Commonwealth charter school 
tuitions, representing, 52% of total state 
assessments to the City and roughly 25% of 
total state charter school tuition assessments to 
municipalities. Charter school tuition 
assessments have increased $63.0 million or 
237.4% since fiscal 2002 and by $21.3 million 
or 31.1% in just the last two years (FY12 & 
FY13).  Rising costs are due to the rapid 
increase in the number of students attending 
Commonwealth charter schools, which is 

45.4%

52.0%

2.6%

State Assessments FY13

MBTA Charter School Tuition Other
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expected to increase by 44.5% over the next 
three years to 9,475. 

For municipalities losing Chapter 70 funds due 
to students transferring to Commonwealth 
charter schools, the state provides some 
financial mitigation through a six-year 
reimbursement schedule. The annual 
incremental tuition assessment is reimbursed 
100% in the first year and 25% of the tuition 
in each of the next five years. The 
reimbursement is subject to appropriation and 
from fiscal 2005 to fiscal 2012, the 
Commonwealth appropriated 100% of its 
obligation.  However, in fiscal 2013, the state 
paid only 95.7% of its obligation. The 
Commonwealth’s budget in fiscal 2014 covers 
only 62.2% of its reimbursement obligation, 
which, for Boston, represents a loss of $10.3 
million if it had been funded at 100%. 

Other Assessments   The remaining eight 
state assessments total $4.5 million and 
represent 2.6% of the total in fiscal 2013.  The 
largest of these assessments at $2.8 million is 
the Registry of Motor Vehicle’s surcharge for 
non-renewal of licenses for drivers who have 
not paid their Boston parking tickets.  Other 
assessments include the City’s charges for the 
Metropolitan Area Planning Council (MAPC), 
Mosquito Control and Air Pollution Control 

services, Special Education services and School 
Choice sending tuitions.  

Deficit Spending 

The importance of taking a conservative 
approach to estimating revenues in creating a 
budget is highlighted by comparing planned 
budget appropriations to actual expenditures.  
As noted in previous sections, the City has 
ended each year since fiscal 1986 with 
operating surpluses and budget accounts are 
balanced at the end of the fiscal year where 
required.  However, Police and Fire 
Department spending for emergency situations, 
snow removal costs and Execution of Court 
expenses from court decisions are legally 
allowed to exceed their appropriations, but the 
excess spending still needs to be paid from city 
resources.    

Overall, total operating expenditures have 
exceeded the approved budget appropriations 
in four of the last five fiscal years. On average 
annual expenditures have been $13.8 million 
more than budgeted over this period, but due 
to additional revenues generated beyond their 
budget estimates, the City has been able to 
cover these additional costs and still end the 
year with an operating surplus. The budget 
accounts of Police, Fire, Snow Removal and  

FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13

Revenue Budget $1,773.5 $1,825.2 $1,852.1 $2,062.1 $2,062.1 $2,162.9 $2,308.8 $2,420.1 $2,407.4 $2,409.5 $2,395.2 $2,476.3

Revenue  Actual $1,788.3 $1,830.8 $1,892.8 $2,104.3 $2,104.3 $2,202.2 $2,343.1 $2,402.6 $2,303.3 $2,429.7 $2,414.4 $2,504.3

Variance Actual v. 

Budget $14.8 $5.6 $40.7 $42.1 $42.1 $39.3 $34.3 -$17.5 -$104.2 $20.2 $19.2 $28.0

Expenditure Budget $1,773.5 $1,825.2 $1,852.1 $2,062.1 $2,062.1 $2,162.9 $2,308.8 $2,420.1 $2,407.4 $2,409.5 $2,395.2 $2,476.3

Expenditure Actual $1,783.1 $1,829.0 $1,888.4 $2,090.4 $2,090.4 $2,187.0 $2,327.3 $2,398.5 $2,294.2 $2,423.8 $2,402.4 $2,496.1

Variance Actual v. 

Budget -$9.7 -$3.8 -$36.3 -$28.3 -$28.3 -$24.1 -$18.5 $21.7 $113.3 -$14.3 -$7.2 -$19.8

Surplus $5.2 $1.8 $4.4 $13.9 $13.9 $15.2 $15.8 $4.1 $9.1 $5.9 $12.0 $8.2

General Fund Budget vs. Actual
($ in millions)
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Execution of Courts have a tendency to exceed 
their authorized spending, which has made it 
necessary for the City to prepare for 
expenditures in excess of appropriated revenue 
estimates in its approved operating budget. 

The growth of overtime spending is a key factor 
in the added spending, especially in the Police 
and Fire Departments.  Overtime has exceeded 
its total aggregate  budget every year over the 
last five years, (FY09-FY13)  with a deficit in 
fiscal 2012 of  $21.5 million, and in fiscal 2013 
of  $21.3 million.   

Overtime has grown significantly as a percent 
of total salaries, not including overtime. In 
fiscal 2002, citywide overtime costs of $45.6 
million represented 5.2% of total salary 
expenditures.  Between fiscal 2002 and fiscal 
2013, total  overtime grew to $80.5 million and 
7.2% of total salary expenditures. During that 
period, overtime grew by 76.8%, compared to 
overall salary growth of 29.3%. Overtime in 
fiscal 2014 is budgeted at $57.0 million.   

Police Department   Police Department actual 
expenditures exceeded the authorized 
appropriations in nine of the twelve years since 
2002.   During these nine years, the difference 
between actual expenditures and the budget 
varied from a low of $3.8 million in fiscal 2009 
to a high of $13.7 million in fiscal 2012.  In 
fiscal 2013, actual expenditures exceeded the 
budget by $11.8 million, which was 
attributable to its overtime expenses being 
$16.1 million over the overtime budget of $30 
million.  The overtime expense over budget 
was due, in good part, to the Boston Marathon 
bombing in April.  Nevertheless, the added 
$11.8 million of spending had to be funded by 
revenues beyond the Police Department’s 
appropriations for fiscal 2013. 

Fire Department   The Fire Department’s 
actual expenditures exceeded its approved 
budget in eleven of the twelve years since fiscal 
2002.  During this time, the shortfalls between 

actual expenditures and the authorized 
appropriations varied from a low of $1.6 
million in fiscal 2011 to a high of $12.5 
million in fiscal 2006.  In fiscal 2013, Fire 
Department actual expenditures were $3.6 
million over budget.  The Department spent 
$5.0 million beyond its overtime budget of 
$15.7 million last year. 

Snow Removal    In the twelve years since 
fiscal 2002, the actual snow removal 
expenditures have been above the budget eight 
times.  In fiscal 2005, the snow removal budget 
was $7.7 million but the City actually spent 
$22.0 million on snow removal that year due 
to a particularly snowy winter.  Fiscal 2012 had 
the opposite situation, with $17.1 million 
budgeted but only $5.4 million spent.  Despite 
the major snow storms in fiscal 2013, the City 
was relatively accurate in its budget prediction, 
with expenditures exceeding the budget by $1.3 
million.  

Execution of Courts   Payment of court 
judgments or decisions against the City  are 
paid from the Execution of Court account.  In 
recent years, the City has appropriated $3.5 
million annually for this budget account, but 
actual spending for court decisions has 
exceeded its appropriation on average by $10.2 
million over the past five years.  Court 
judgments exceeded its appropriation in fiscal 
2013 by $8.5 million.    
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City government is labor intensive, which for 
Boston is reflected by the fact that almost 70% 
of the City’s operational spending in fiscal 
2013 was tied to employees through salaries or 
benefits. The number of city-funded employees 
as of January 1, 2013 was 16,532 and grant-
funded employees totaled 1,438 for an all-fund 
total of 17,970.  Because of its large share of 
the operating budget, city-funded personnel 
levels are in essence a barometer of the City’s 
financial position.  In times of fiscal stress, 
reducing workforce numbers is one of the few 
tools the City has to reduce its spending over a 
short period.  Greater use of technology or 
management efficiencies can help reduce costs, 
but generally take time to realize the savings 
and are not the first option when more 
immediate cuts are needed.  Even as a result of 
longer changing trends due to declines in state 
local aid or federal funding for services or a 
slow economy, gradual reduction in funded 
positions is a common response. 

Consequently, a review of the change in City 
employee levels over the 12 years of this study 
shows the response to the economic 
environment.  These reductions in force are 
not usually achieved through layoffs, but given 
the size of the City’s workforce, through 
attrition by not filling budgeted positions that 
become vacant and careful management of 
which new or vacant positions are filled.  The 
personnel numbers in this report are stated in 
full-time equivalencies (FTEs) as of January 1 
of each year from January 1, 2002 to January 1, 
2013. 

Spending on personnel in fiscal 2013 totaled 
$1.703 billion or 68.2% of the City’s actual 
General Fund spending of $2.5 billion.  
Salaries of $1.207 billion constituted 70.9% of 
total personnel spending and 48.3% of total 
operating expenditures.  The City spent $414.8 
million for employee benefits of health 

insurance and pensions in fiscal 2013,  which 
represented 24.4% of personnel spending and 
16.6% of total operational expenditures. An 
additional $85.1 million, or 4.8% of personnel 
costs,  was spent on other personnel costs such 
as workers compensation and Medicare.  
Increased spending due to employee benefit 
costs and salary raises have resulted in 
spending for employees increasing even in 
years when employee levels have declined. 

Employee Levels 

From fiscal 2002 to fiscal 2013, employee 
levels have fluctuated in response to the 
economy, with sharp cuts followed by periods 
of growth.  The recession that started in late 
2001 resulted in a cut of 1,514 city-funded 
positions or 8.6% in calendar 2002 and 
calendar 2003.  Over the next five years, strong 
economic performance by the City led to an 
increase in city-funded positions by 1,222 
positions or 7.6%.  The 2008 recession 

Personnel Management 
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contributed to a similar reduction of 1,105 
employees or 6.4% of the total city-funded 
workforce in the three years from January 1, 
2009 to January 1, 2012.  Over the next 12 
months as of January 1, 2013, the city-funded 
payroll increased by 359 employees with the 
School Department accounting for 91.5% of 
the total.  Service delivery decisions, improved 
productivity measures, and greater use of 
technology have allowed the City to maintain 
basic services with a smaller workforce than 
existed at the beginning of this study.  Overall, 
the City of Boston has reduced its city‐funded 
employee numbers by 1,038 or 5.9% in the 11 
years from January 1, 2002 to January 1, 2013. 

Complicating where the position reductions 
are achieved is the situation that of the 47 
different city departments in 2013, the three 
largest Departments of School, Police and Fire 
represent 77.4% of the total number of city-
funded positions and the remaining 44 
departments constitute the balance of 22.6%.  
The largest three departments have 

experienced the largest fluctuations over the 
years.  Of the 1,514 position cut in 2002 and 
2003, 64.7% came from the School 
Department (47%) and Police and Fire 
Departments (17.7%).  Increases in the School 
and Police Departments accounted for 84.5% 
of 1,222 new city-funded positions from 
calendar year 2004 through calendar year 
2009.  In the job cuts following the 2008 
recession, 68.7% of the loss came from the 
School Department (47.1%) and the Police 
and Fire Departments (21.6%). 

Although these three departments have 
experienced the largest fluctuations, their 
personnel reductions have been less than 
proportional to their share of total city 
employees. Thus, the burden of staff 
reductions has been placed far more on the 44 
remaining departments.  Over the past 11 
years, the School (‐128), Police (‐111) and Fire 
(‐137) Departments accounted for a reduction 
of 376 employees or 2.9% of total personnel 
levels and the other 44 departments accounted 

2002

% of City 

Funded 

Total 2009 2010 2011 2012 2013

% of City 

Funded 

Total

Variance 

'02-'13

% 

Change

School 8,509     48.4% 8,572     8,211      8,047       8,052     8,381       50.7%           (128) -1.5%

Police 2,964     16.9% 3,042     2,870      2,904       2,875     2,853       17.3%           (111) -3.7%

Fire 1,697     9.7% 1,643     1,560      1,572       1,571     1,560       9.4%           (137) -8.1%

Sub-Total 13,171   75.0% 13,258   12,641    12,523     12,499   12,794     77.4%           (376) -2.9%

All Other Total 

(44) 4,399     25.0% 4,020     3,846      3,704       3,674     3,738       22.6%           (661) -15.0%

City-Funded 

Total 17,570   100.0% 17,277   16,488    16,227     16,173   16,532     100.0%         (1,038) -5.9%

Grant-Funded 

Total 2,919     2,505     1,452      1,500       1,394     1,438               (1,481) -50.7%

All Funds Total 20,489   19,782   17,940    17,727     17,566   17,970             (2,518) -12.3%

Boston Personnel Summary FY02-FY13
As of January 1st, in FTE's

Some totals may not add due to rounding
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for a reduction of 661 employees or 15.0%. 

The greater burden experienced by the other 
44 departments in the reduction of employees 
over 11 years is also evidenced by the fact that 
the largest three departments represent 77.4% 
of the total city funded payroll as of January 1, 
2013, but are responsible for 36.3% of the 
employee loss since 2002.  The remaining 44 
departments constitute 22.6% of the employee 
total but underwent 63.7% of the employee 
reduction.   

Greater protection of staff levels in the three 
largest departments are due to policies and 
collective bargaining agreements that mandate 
certain levels of personnel.  The IAFF 718 
firefighters’ contract mandates minimum 
staffing levels, and the Police Department must 
maintain sworn officer level of 2,185 officers 
through fiscal 2016 as part of a provision of the 
three year Community Oriented Policing 
Services (COPS) grant.  The Boston Teachers 
Union contract mandates class sizes for specific 

grades, types of classes, learning disability or 
English proficiency.  Also the number of nurses 
and guidance councilors are based on a per 
student formula.  

The fiscal 2014 budget projects a net increase 
in city-funded positions of 258, or 1.5% from 
the previous year.  The largest three 
departments account for 77.1% of the fiscal 
2014 estimated new positions.  The School 
Department is adding 88 positions, primarily 
in special education support.  The Police and 
Fire Departments are growing by 54 and 57 
new employees, respectively, as the new classes 
will exceed normal attrition in fiscal 2014. The 
Inspectional Service Department is expected to 
add 12 employees to implement the new rental 
housing ordinance, and the Public Works 
Department will fill 13 vacancies. 

Grant-Funded Positions Grant-funded 
employee levels during the 2002-2013 time 
frame also decreased as a consequence of 
governmental reorganization and the downturn 
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in the economy as fewer dollars meant fewer 
positions.  The number of federal and state 
grant-funded positions declined from 2,919 in 
January 1, 2002 to 1,438 in January 1, 2013, a 
reduction of 1,481 or 50.7%.  The 
Commonwealth’s assumption of the 
responsibilities of the Suffolk County Sheriff’s 
Department in fiscal 2010 resulted in the 
transfer of 1,078 employees to the state in 
2009 or 72.8% of the total decrease. Other 
departments that lost substantial grant-funded 
positions were School (-130), Neighborhood 
Development (-49), and Elderly Commission  
(-39). 

The School Department employs 796 grant-
funded employees as of January 1, 2013 or 
55.3% of the total.  Further decreases are 
expected in calendar years 2014 and 2015 as 
federal and other grants for the Department 
are budgeted to decreased by $21.3 million in 
fiscal 2014 and are projected to decrease by 
$32 million in fiscal 2015.  Some of these 
positions will be absorbed in the Department’s 
fiscal 2015 operating budget. 

Fiscal Controls 

As noted at the start of this section, city-
funded employee levels are a barometer of the 
City’s financial position.  In times of fiscal 
stress, reducing workforce numbers is one of 
the few tools the City has to control its 
spending over both a short and extended 
period as needed.  The Position Review 
Committee (PRC) helps control spending on 
personnel and the Boston Administrative 
Information System (BAIS) assists with 
position management. 

The PRC reviews and approves all 
departmental personnel decisions, including 
requests for new hires, employment contracts, 
compensation adjustments, upgrades, out-of-
grade assignments, emergency hires and 
position-related issues.  The PRC was officially 
created by Executive Order in June of 2008, 

although it operated unofficially since 2002.  
This Committee has been instrumental in 
making sure the City is positioned to gradually 
adjust to fiscal change by managing personnel 
levels.  Lately, the PRC has been comprised of 
the Directors of the Departments of Human 
Resources and Budget Management and the 
Chief Financial Officer.  

BAIS is an integrated financial and human 
resources management system that is designed 
to track and control daily activities and report 
the financial position of the City.  The system 
supports the monitoring and reporting 
requirements of a position management 
system. 

Classification and Compensation Initiative  
The City of Boston has begun a 
comprehensive multi-year study of employee 
job classifications, job descriptions, and salary 
grades to ensure salary equity and position 
competitiveness for union and non-union 
positions.  Prior to this initiative, the City had 
not undertaken a comprehensive personnel 
analysis for at least 40 years.  The City's 
previous hesitance toward this project was 
likely due to the cost of such an undertaking.  
Currently, the City’s efforts to efficiently 
classify jobs and compensation grades have 
encountered difficulties which have set back 
the timetable.  The City has employed two 
separate consulting firms and is preparing to 
request bids for a third.   

The process started in fiscal 2012 in two of 
the smaller departments, Elderly Affairs and 
Veterans' Services, which have 56 and 12 
employees, respectively.  The original plan was 
to add departments to the schedule each year.  
The program continued in fiscal 2013 with 
the Treasury and Auditing Departments.  

The City's Human Resources Department 
(HR) selected the consulting firm Fox Lawson 
to perform the analysis and recommendations 
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for the first two departments.  The scope of the 
contract involved four phases: 

Review existing classification plans 
through an employee survey  

Prepare revised job descriptions 

Conduct a market study in comparable 
cities to ensure positions and related 
compensation are internally equitable 
and externally competitive 

Prepare departmental manuals for 
classification and compensation for 
approval by employees, management, 
and necessary unions  

Unfortunately, during the research process, the 
vendor encountered unforeseeable staffing 
issues and was not able to continue the project 
with the next departments.  The project was re-
bid to a new consulting firm, Segal Consulting, 
for the next two departments. Due to some 
differences in final expectations, the City is still 
working  wi th  Segal  to  improve 
recommendations and will again re-bid the 
project for the next group of departments. 

 

 

Why does the City need to undertake a 
classification and compensation initiative? 

 
Over the last decade, the City has reduced the 

total number of funded positions and, in some 

cases, remaining employees have assumed 

more responsibilities.  In addition, 

technological and software advances have 

supported employees taking on more work 

and responsibilities. Consequently, job 

descriptions in many departments are out of 

date; do not reflect current job responsibilities; 

and salary grades have not kept pace with 

actual responsibilities. To counter this, 

employees have tried to increase their salaries 

by appealing for a higher position grade.  

Since 2010, 54 employees have appealed for 

a higher job grade with 20 of those appeals 

submitted in 2012 alone. The City initiated this 

program partly in response to these appeals.  
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Negotiations between the City of Boston and 
its public unions play a critical role in the 
City’s ability to provide basic services cost-
effectively and improve the service efficiencies 
of its departments.  The importance of 
collective bargaining is also heightened because 
almost 70% of the City’s operating budget is 
tied to employees through salaries and benefits 
most of which are prime factors in contract 
negotiations.  In fiscal 2013, salaries of $1.207 
billion constituted 70.9% of total personnel 
spending and 48.3% of total operating 
expenditures.  Benefits such as health 
insurance and pensions accounted for $414.8 
million or 24.3% of personnel spending.    

With over 17,000 employees in 2013, the 
salary and benefit increases negotiated in 
collective bargaining contracts can significantly 
raise the spending requirements of the City 
and establish the base for added costs in future 
contracts.  For example, the Boston Teachers 
Union six-year contract that will expire in 
August 2016 is estimated to cost $156.3 
million, of which $136.5 million is allocated 
for salaries. 

At the same time, employee contracts are the 
vehicles for establishing new efficiencies or 
reforms that enable services to be provided 
more efficiently or educational achievement to 
be improved.  Thus, contract negotiations go 
beyond decisions on wages, hours and 
conditions of employment.  Over the years, 
compensation has involved more than salary 
increases as other factors have evolved that 
contribute to total compensation, but are 
almost hidden as the public’s focus remains on 
what the salary increase is over the length of 
the contract.  Boston’s fiscal forecast is for 
continuing tight budget years ahead which will 
require the City to manage a balance of 
reasonable salary increases for its public 
employees with management efficiencies to 

provide services more efficiently.  Employee 
levels will also need to be managed carefully to 
make this balance work successfully. 

Public employees in Massachusetts are entitled 
to union membership under Massachusetts 
General Law Chapter 150E. Public employees 
have the right of self-organization for the 
purpose of bargaining collectively on questions 
of wages, hours, standards of productivity and 
performance, and other terms and conditions 
of employment.  The Employer’s ability to 
appoint, promote, assign, and transfer 
employees are generally recognized as matters 
of inherent managerial policy.  However, 
employers have a duty to bargain in good faith 
with respect to wages, hours, and other 
conditions of employment. Employees also do 
not have the right to strike.  The City of 
Boston negotiates with 40 different unions that 
represent 91% of Boston’s total workforce of 
19,652 full and part-time employees as of 
September 2013.  

Typically, employee contracts devote a page or 
two to changes in salaries and wages.  Much 
more of the contract is concerned with 
conditions of employment as this covers a 
wider range of topics. A typical contract 
contains sections in areas such as group 
insurance, sick and vacation leave and other 
leaves of absence, holidays, grievance 
procedures, longevity, discipline, residency, 
layoff and recall procedures, and substance 
abuse policies where appropriate. The previous 
round of contracts mainly expired in June or 
August of 2010 and the firefighters’ contract 
expired in 2011.  The City has negotiated 
contract agreements with 35 of its city unions 
representing 86.3% of the total number of city 
employees represented by pubic unions.  These 
unions agreed to the City’s standard contract 
package of about 12.3% salary increase over six 
years, along with a uniform set of personnel 

Boston’s Collective Bargaining Process 
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policies in areas of attendance, light duty, 
military leave, medical leave, and holidays.  
The Police Patrolmen’s arbitration award 
provides a compensation increase of 25.4% 
over the same period which was approved by 
the City Council. 

Contracts negotiated between the City and its 
bargaining units are legally limited to three 
years.  Agreements for a longer period are 
created by combining two or three contracts as 
one.  For example, the current contracts 
negotiated for six years from July 2011 to June 
2016 consist of two three-year contracts. 

The Union Breakdown The City of Boston 
negotiates with 40 public unions representing 
17,956 employees as of September 2013.  The 
unions consist of three general types: city 
unions representing most departmental 
employees, with a subset for public safety 
employees; school unions; and Boston Public 
Health Commission unions.  The Office of 
Labor Relations is responsible for negotiations 
with all city bargaining units.  Both the School 
Department and Public Health Commission 
negotiate employee contracts with their 
respective unions, consulting with the City’s 
Office of Labor Relations as needed.  

Of the 19 city unions, five are public safety 
unions consisting of four separate police 
unions representing 2,100 uniformed officers, 
and one firefighter union representing 1,478 

firefighters including Lieutenants, Captains, 
District Chiefs, and Deputy Chiefs.  The 
remaining 13 city unions consist of large city-
wide unions such as the American Federation 
of State, County and Municipal Employees 
(AFSCME), Service Employees International 
Union (SEIU), and Salaried Employees of 
North America (SENA) (middle manager 
employees), a bargaining unit of AFSCME 
representing library assistants, three civilian 
police unions and smaller bargaining units.  

School Department employees are represented 
by 12 unions which represent 10,031 teachers, 
administrators, school police, clerical staff, 
custodians, and others.  The Boston Public 
Health Commission (PHC) is a separate entity 
from the City, created in 1996.  The PHC 
negotiates with nine PHC unions, the largest 
of which represents the emergency medical 
technicians (EMTs).  

Current Status in 2014 Of the 40 unions, 35 
unions representing 86.3% of all unionized 
employees have successfully negotiated new six-
year contracts with the City.  The Boston 
Police Patrolmen Association (BPPA) 
arbitration award was approved by the City 
Council on December 4, 2013.  The notable 
exceptions are the remaining three uniformed 
police unions, the firefighters union and 
emergency medical technicians union.  All 12 
of the  School Department unions have 
reached agreements, and eight of the nine 
PHC unions have reached contract 
agreements.   (Appendix  B) 

The recently settled contracts contain many of 
the same provisions, including about a 12.3% 
salary increase over six years. This increase will 
be retroactive going back to fiscal 2011 and 
effective through fiscal 2016 (0% in FY11, 1% 
in FY12, 2% in FY13, 3% in FY14, 3% in 
FY15, and 3% in FY16).  For certain unions, 
an additional 0.3% is included in benefits over 
the 12% in salary increases.  These contracts 
also contain language changes on a uniform set 

Department

Employees 

Represented % of Total

School 10,031 55.9%

Public Safety 3,578 19.9%

Other City 3,519 19.6%

Total City 7,097 39.5%

BPHC 828 4.6%

Grand Total 17,956 100.0%

Boston Employee Breakdown
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of personnel policies in areas of attendance, 
light duty and holidays.  The fact that the same 
policies will apply to all civilian unions, except 
the Boston Teachers Union, will improve the 
administrative efficiency of implementing these 
policies.  Also, a stricter drug/alcohol testing 
procedure was negotiated for certain positions 
in non-public safety departments.  A brief 
explanation of each of the uniform policies 
follows. 

Holidays  Bunker Hill Day and Evacuation 
Day were removed as contractual holidays 
for new employees hired since January 1, 
2013.  Those hired prior to that date will 
receive two "floating holidays" creating 
both a productivity cost and financial cost.  

Attendance  Employees must submit 
medical documentation for sick leave use 
when they exhibit patterns of absenteeism 
such as sick leave usage around scheduled 
holidays/weekends, five consecutive sick 
days, or 10 instances of sick leave in the 
prior year. Employees with no remaining 
sick time are no longer allowed to take 
unpaid sick days except for approved 
medical reasons. 

Military Leave  Military leave policies are 
now up-to-date with state statutes and the 
City will make up the difference in salaries.  

Medical Leave  The City provides a variety 
of different leaves depending on the 
specific reason for the leave of absence and 
the employee’s length of service.  The 
Medical Leave Policy incorporates the 
following: Federal Family Medical Leave 
Act, Massachusetts Maternity Leave, Leave 
as an Accommodation under the ADA, 
and Contractual Medical Leave pursuant 
to Union collective bargaining agreements.  

Light Duty  Employees must return to 
light duty positions if jobs are available and 
once they are medically cleared.   

Stricter Drug/Alcohol Testing  Testing 
can now be pursued for drivers of city-
owned vehicles in incidents of vehicular or 
bodily damage or if a ticket is written.  

Personnel Review System (PRS)  The new 
performance evaluation process defines 
specific criteria for each performance 
category and does not solely rely on 

Department

Employees 

Represented Status

% of 

Total

Public Safety

International Association of Firefighters, Local 718 Fire 1,478 In Negotiation 8.2%

Boston Police Superior Officers Police 247 In Negotiation 1.4%

Boston Police Detectives Benevolent Society Police 280 In Negotiation 1.6%

Superior Detective Benevolent Society Police 126 In Negotiation 0.7%

Total Public Safety 2,131 11.9%

BPHC

Emergency Medical Technicians-BPHC BPHC 334 In Negotiation 1.9%

Total BPHC 334 1.9%

Grand Total 2,465 13.7%

Boston Unsettled Employee Contracts
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supervisor comments, thereby addressing 
weaknesses of the previous system.  

In October 2012 the School Committee settled 
a contract agreement with the Boston Teachers 
Union that included the standard approximate 
12.3% salary increase and other factors that are 
estimated to cost $156.3 million over six years 
of which $136.5 million is allocated for 
salaries.  Language changes included in the new 
BTU contract included good, but incremental 
reform measures, such as greater flexibility in 
teacher hiring and an improved system for 
teacher evaluations.  

Negotiations between the Administration and 
library employees represented by AFSCME 
1526 were protracted as the Administration 
sought to provide weekend service and keep 
the compensation consistent with the standard 
package that had been accepted by 30 public 
unions. The process extended through 
mediation and fact finding, leaving the 
Administration with the possibility of 
implementing its last best offer.  However, at 
that point, the parties did agree to define the 
workweek for employees of the union to be 
Monday through Sunday, inclusive, that work 
on Saturday and Sundays would be paid on a 
straight time basis and that all personnel may 
be scheduled on Sundays as part of their 
regular schedule.   

On September 27, 2013, an arbitration panel 
awarded the Boston Police Patrolmen a 25.4%  
increase in compensation at a cost of $87 
million over six years.  This award was 
submitted to the City Council by the Mayor, 
and after a lengthy three-part hearing, the City 
Council approved the funding of the award at 
its meeting on December 4, 2013.  The three 
civilian police unions have settled their six-year 
contracts. 

The remaining three uniformed police unions 
are currently in some stage of  arbitration, 
while the firefighters’ IAFF Local 718 is still in 
the negotiation process which will carry over to 

2014.  The remaining five unsettled contracts, 
including the EMT contract, are still in the 
negotiation process. 

Residency The City’s residency ordinance 
requirement for persons employed by the City 
on or after July 1, 1996 (Ord. 1976, c.9 as 
amended) had been reinforced with similar 
language negotiated in collective bargaining 
agreements by the Administration starting with 
the AFSCME and SEIU contracts for 1984 to 
1987.  Similar language was negotiated in the 
BPPA contract for 1993 to 1996 as it was in 
the same contract period with the three sworn 
police unions and the firefighters’ union.  
However, with all contracts negotiated for the 
period of 2006 to 2010 that contained the 
residency requirement, language was inserted 
that exempted from the residency requirement 
those employees who had worked ten 
consecutive years with the City.   

Steps of Collective Bargaining  The 
collective bargaining process starts with the 
negotiating teams of the City and the union 
sitting down to discuss wages or other changes 
in the next contract.  Negotiations normally 
begin before the expiration of the prior 
contract.  Both parties enter into negotiations 
with predetermined objectives largely based on 
money items and other proposed measures.  In 
practice, however, negotiations often carry on 
past the expiration of the prior contract, in 
which case the terms of the newly expired 
contract remain in place until a new agreement 
is reached.  Upon agreement of a new contract 
by the Administration and union negotiating 
teams, the union team submits the agreement 
to its members for ratification.  Following the 
members’ approval, the Mayor submits the 
contract to the City Council to appropriate 
funding for the contract. 

The City Council’s approval of funding for the 
current year constitutes approval for all years of 
the contract to be funded either from reserves 
for the current and prior years or in 
departmental budgets for future years.  The 



 

Research Bureau ,  A Ci ty  in  Trans i t ion:    Col lec t ive Bargaining        56 

City Council has the responsibility, as the 
City’s appropriating authority, to ensure that 
the cost of each contract is reasonable and 
affordable and adequate funds from 
appropriate revenue sources are available.  The 
City Council should also ensure that the 
agreement contains reasonable management 
and efficiency measures commensurate with 
the cost of the contract to the taxpayers.  For 
public safety arbitration awards submitted by 
the Mayor, the City Council’s approval of the 
funding was required by Proposition 2½  in 
1980. 

Should civilian contract negotiations between 
the two parties arrive at an impasse, 
Massachusetts General Law makes provisions 
for the resolution of this situation.  Either 
party may petition for a declaration of an 
impasse from the state Division of Labor 
Relations.  If the Division  concludes that 
negotiations have in fact arrived at an impasse, 
the parties may agree on a mediator or have 
one appointed by the Division.  The mediator 
will have the task of bringing the parties to a 
resolution and reporting the results of this 
process to the Division of Labor Relations.  If 
the mediator is not successful in resolving the 
impasse, he or she will report to the Division.  

If mediation fails, either party may petition the 
Division to begin a fact-finding process.  A fact-
finder may be chosen by the two parties from a 
list of qualified candidates approved by the 
Division or one will be appointed by the 
Division.  The role of the fact-finder is to 
investigate and make recommendations for the 
resolution of the impasse.  If after a reasonable 
time, the fact-finder is not able to bring the 
parties to agreement, he or she will request 
both parties to submit their last best offer.  The 
fact finder will issue a report of findings with 
recommendations for a settlement within 30 
days after the record is closed.  If 10 days after 
releasing the report the impasse is not resolved, 
the report is made public.  If after the public 
release of the report, the parties still cannot 
agree to a settlement, the employer/

municipality may then unilaterally implement 
its last best offer following approval of the 
Division. 

In order to prevent the collective bargaining 
process from dragging on indefinitely, 
retroactive pay is limited to two years after the 
expiration on the contract.  This feature of 
collective bargaining law provides incentive to 
settle, as any salary increases after two years will 
not be paid retroactively unless both parties 
agree to the payment. 

Public Safety Impasse A different impasse 
negotiation process is established for police and 
fire contract negotiations.  The State’s Joint-
Labor Management Committee (JLMC) 
facilitates negotiations between municipalities 
and public safety unions (Chapter 589, Acts of 
1987).  The purpose of the JLMC is to ensure 
that public safety services are not interrupted 
during negotiations since public employees are 
not allowed to strike.  The JLMC consists of a 
Chairman, Vice-Chairman, and twelve 
committee members appointed by the 
Governor.  Six of the twelve committee 
members are public safety employees with three 
police officers from nominations submitted by 
the International Brotherhood of Police 
Officers, NAGE, SEIU, AFL-CIO, and the 
Massachusetts Police Association, and three 
firefighters from nominations submitted by the 
Professional Firefighters of Massachusetts, 
International Association of Firefighters, AFL-
CIO.  The other six municipal members are 
nominated by the Advisory Commission on 
Local Government.  The Committee oversees 
negotiations and facilitates the resolution of an 
impasse between the parties.  The Committee 
is authorized to resolve impasses using interest 
arbitration awards which are subject to the 
appropriation of funding by the local legislative 
body. 

Should public safety negotiations come to an 
impasse, the parties may individually or 
mutually petition the JLMC to accept 
responsibility to resolve the impasse.  If the 
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JLMC does agree, mediation is usually the first 
step.  If mediation is not successful in resolving 
the impasse, one or both parties may request a 
3A hearing to determine whether arbitration 
should be the next step.  If after a full hearing, 
the JLMC decides that the collective bargaining 
process has been exhausted and this may 
potentially jeopardize the public welfare, it will 
notify the parties and report its plan for 
arbitration procedures within ten days. 

Both parties must submit a list of issues that 
each desires the arbitration panel to address.  
After a series of hearings with the parties and 
meetings of the arbitration panel, an award is 
announced.  In cities, the Mayor must submit 
the arbitration award to the City Council, 
which then evaluates whether the award is 
reasonable and can be funded.  The results of 
this arbitration are binding on both parties as 
long as the City Council approves the funding.  
If the Council does not approve the funding, 
the parties must return to the negotiating table 
under the auspices of the JLMC. 

Hidden Costs City employees receive other 
forms of compensation, in addition to yearly 
salary increases, that add to the annual cost of 
the contracts.  These provisions include step 
increases, differential pay, career awards and 
longevity benefits as well as cash redemptions 
for sick leave, vacation days, and personal days.  
Some of these provisions are pension eligible 
which will add to an employee’s retirement 
allowance.  These different compensation 
factors are not noted and are hidden when new 
contracts are negotiated and costs are described 
only in terms of annual salary increases.  
However, in aggregate, these hidden 
compensation factors can represent an increase 
of a few percentage points in salary over the life 
of the contract and a high cost to the taxpayers.  

Step Increases  In addition to the salary 
increases, employees not at the maximum 
salary level also receive step increases each year 
on the anniversary of their start date.  Step 

increases are typically 4% to 6% and given to 
employees each year after completing the first 
year of service until reaching the maximum 
step of their job category.  These increases are 
automatic regardless of employee performance, 
yet they add significantly to yearly personnel 
costs.  Step increases in the most recent BTU 
contract were 6.2% on average.  AFSCME and 
SEIU citywide step increases were 4% in the 
most recent contract.  Police officers and 
firefighters have only three steps to reach 
maximum, whereas the Boston Teacher’s 
Union contract has nine steps.  For example, 
under the current contract, a teacher with a 
Bachelor’s degree and fifteen credits on the 
first step can receive a 58% increase in salary 
when salary and step increases are combined 
over the six years of the contract.  A teacher 
with the same educational background already 
at the maximum step level can receive a 12.6% 
increase over the life of the contract.  A teacher 
with a Bachelor’s Degree and fifteen credits on 
the first step who then earns a Master’s degree 
can receive a 62.9% salary increase over six 
years.  A SEIU employee at pay grade 10 and at 
the maximum step level of 10 can receive a 
12.6% increase in compensation, while an 
employee at grade 10 and step level 5 can 
receive a 36.9% increase from step and salary 
increases over the life of the contract. Citywide, 
yearly step increases totaled approximately $13 
million in fiscal 2013.  

Compensated Absences  Depending on the 
contract, employees are able to redeem for cash 
specified vacation and sick days annually or 
upon separation from service through 
resignation or retirement based on the 
employees’ current salary level.  The total cost 
of the redemption in cash of vacation and sick 
leave benefits totaled $26 million in calendar 
2013. 

Sick Days   Depending on the contract terms, 
at the time an employee leaves city service, the 
City will pay out a set percentage of the total 
accumulated and unused sick days based on 
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the employee’s most recent annual salary.  If 
an employee dies, the pay-out amount is paid 
to the spouse or estate.  In calendar 2013, the 
total buy-out expense for accumulated sick 
days was $13.0 million paid to 662 employees 
for an average of $19,661.  

A feature of all contracts enables employees to 
annually redeem (buy back) for cash up to the 
first five days for civilians and up to ten days 
for sworn personnel of the earned sick days 
each year at the current salary.  The total buy-
back cost for up to the five days was $4.4 
million in calendar 2013.  That year, 2,566 
employees received an average buy-back of 
$1,718. 

Vacation Days    Vacation days are considered 
part of an employee’s earned compensation 
and upon separation from employment, the 
City compensates all employees for any 
remaining vacation time based on the current 
salary level.  City employees received annual 
vacation time ranging from two to six weeks 
depending on their union contract and the 
number of years served.  In calendar 2013, the 
total vacation pay-out cash expense was $2.8 
million paid to 347 employees for an average 
of $8,083. 

A recent feature of the police, firefighter and 
middle managers’ contracts is the members’ 
ability to buy back vacation days each year 
depending on the years of service.  For 
example, firefighters eligible for four or more 
vacation weeks annually can redeem one week 
for cash.  For police officers, Superior Officers 
may buy-back up to 10 days of vacation for 
cash and those entitled to a fifth week of 
vacation may redeem all or a part of those five 
days also.  Detectives who have accumulated at 
least three weeks of vacation may redeem up to 
15 days.  Those entitled to a fifth week of 
vacation may buy-back all or a part of those 
five days.  Superior Detectives may redeem up 
to 15 days of vacation and those entitled to a 
fifth week can buy-back all or a part of those 
days.  In their new contact, patrolmen eligible 

for five weeks of vacation can redeem up to 
four weeks in cash and those entitled to less 
than five weeks of vacation annually can buy-
back up to three week in cash.  SENA 
members may redeem up to five days of 
vacation pay as a lump-sum payout each year 
after 20 years of service, subtracting one day 
for each personal sick day that was used that 
year.  The total cash buy-back cost for annual 
vacation days redeemed in calendar 2013 was 
$4.2 million which was paid to 1,509 
employees for an average buy-back of $2,757.  
These buy-back payments are pension eligible 
and therefore add to the pension liability. 

The recent BPPA arbitration award provides 
that police officers eligible for less than five 
weeks can buy back or redeem up to three 
weeks vacation and those eligible for five or 
more weeks of vacation can buy back for cash 
up to four weeks of vacation.  This is a two 
week increase in each case. 

Personal Days   Police officers and firefighters 
are entitled to personal leave days which they 
may redeem in an annual buy back or a payout 
upon resignation or termination.  In calendar 
2013, 88 employees received personal leave 
separation payouts of $393,500, an average of 
$4,472 each.  This same year, 830 employees 
received a total of $1.2 million in annual 
personal day buy backs, an average of $1,447 
per employee.  There are a few restrictions on 
personal leave redemption however.  
Employees are limited in the number of 
personal days that they can bank, and police 
officers must declare their buyback by a certain 
date.  

Career Awards and Longevity Benefits    
Similar to step increases, career awards and 
longevity awards reward employees for years of 
service with employees in certain unions with 
varying schedules and amounts.  For unions 
with step increases, career awards are designed 
so employees seamlessly transfer from step 
increases into career awards at designated time 
intervals.  BTU members, for example, receive 
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a $1,250 addition to their annual salary in 
their tenth year after reaching the maximum 
ninth step with increases every five years until 
their 44th year of service.  The three expired 
police union contracts for Superior Officers, 
Detectives and Superior Detectives provided 
career awards of $2,000 annually for officers 
who have five years of service and $4,000 
annually for officers who have 20 years of 
service and are not otherwise eligible for 
Quinn Bill benefits. 

The recent police arbitration award will 
institute longevity benefits of $2,000 per year 
for patrol officers with five years experience, 
increasing by $2,000 every five years up to 20 
years of service.  This award also makes 
provisions for Cumulative Risk Enhancement 
adjustments of $3,000 for officers with 20 or 
more years of service and $6,000 for officers 
with 25 or more years of service. 

The Transitional Career Award Program 
(TCAP) is a form of longevity award unique 
to the firefighters’ contract which translates 
into an average salary increase of 0.5% each 
time the base wage increases.  Over the four 
years of the current contract, TCAP is 
equivalent to a 2% salary increase.  Currently, 
TCAP adds $232.13 per week for firefighters 
after five years of service, and $249.37 per 
week for firefighters with 25 years of service. 

Differential Pay   Police and fire contracts 
include forms of differential pay to all 
uniformed employees which contribute to 
total annual earnings.  For example, each 
police officer receives, in addition to the 
regular salary, a weekend differential, a 
hazardous duty differential and a 911 
response specialist differential which is 
factored into base pay and not visible.  The 
BPPA contract sets assignment differentials as 
low as $6.00 per hour for radio operators and 
as high as $40.00 per hour for a bomb 
disposal squad member or a headquarters 
dispatcher.  Police patrolmen were also 
eligible for a 9% night differential.  All 

firefighters are eligible for a 9.5% night 
differential as well a hazardous duty/specialist 
differential.  

Quinn Bill  In the four police contracts 
negotiated in 1998, the Menino 
Administration agreed to adopt the Quinn 
Bill starting in fiscal 2000.  Because of the cost 
of this program, the four police unions agreed 
to no salary increases in fiscal 2001 and fiscal 
2002.  The Quinn Bill compensates police 
officers with pay increases upon receiving 
undergraduate degrees in Law Enforcement or 
Criminal Justice, and a Law Degree.  
Uniformed officers are eligible for a 10% 
salary increase for an Associate’s Degree, a 
20% salary increase for a Bachelor’s Degree, 
or a 25% salary increase for a Master’s or Law 
Degree.  The cost of the program was shared 
evenly by the City and the Commonwealth.  
However, in fiscal 2009, the Commonwealth 
contributed only $1.9 million of its $10.9 
million one-half share and completely stopped 
paying its 50% share starting in fiscal 2010.  
The contract agreed to in 1998 by the City 
and the four police unions stipulated that 
should the Commonwealth not pay its 50% 
share, the City was not responsible for any 
payment beyond its own 50% share.  This 
provision was upheld in a subsequent 
Massachusetts Supreme Judicial Court 
decision and the City has continued to pay its 
50% share of the annual cost.  In the recent 
BPPA arbitration award, the arbitrator did 
approve a provision that will increase the 
compensation of eligible police officers so that 
by the end of the contract in 2016, the City’s 
share of the Quinn Bill payments will equal 
approximately 75%.   

Role of City Council  The Boston City 
Council does not have a passive role with 
regards to any collective bargaining contract.  
While not responsible for the negotiation of a 
contract, the City Council, as Boston’s 
appropriating authority, does have the 
fiduciary responsibility to evaluate the cost 
and provisions of an agreement to determine 
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whether it is affordable and if the value of the 
operational changes in the new agreement is 
appropriate given the added cost to the 
taxpayers.  The same responsibility holds true 
for arbitration awards.  In fact, state law on 
binding arbitration for police officers and 
firefighters (Ch. 589, Acts of 1987) specifically 
states, “If the municipal legislative body votes not to 
approve the request for appropriation, the decision or 
determination shall cease to be binding on the parties 
and the matter shall be returned to the parties for 
further bargaining.” 

Salary Increases 2002-2013  A review of 
salary increases approved over the 12 years of 
this report and even before shows that straight 
salary increases negotiated with the public 
unions tend to reflect the City’s financial 
position, the degree to which meaningful 
reform language is included and the strength of 

the union.  From an economic perspective, the 
12 years represent a tight fiscal period, starting 
at the tail end on one recession and following 
through the  Recession of 2008 and its 
aftermath.  (Appendix C) Civilian contracts 
negotiated during this period resulted in salary 
increases in the range of between 2.0% to 3.0% 
each year from fiscal 2002 to fiscal 2010.  In 
fiscal 2002 and fiscal 2003, BTU members 
received 4.0% raises but subsequently generally 
followed the other unions to fiscal 2010.  
Firefighters began with 4.0% and 4.5% raises in 
fiscal years 2001 and 2002 and then received 
raises similar to the other unions.  The four 
police unions agreed to a 0% in fiscal 2001 and 
a 0% in fiscal 2002 as part of the City’s 
acceptance of the Quinn Bill and then matched 
the firefighters in each year to fiscal 2010.  In 
the better economic times of fiscal 1995 and 
fiscal 1996, salary increases for police officers 
and firefighters were 5% and 6% respectively 
and were less in subsequent years but still more 
than approved for the civilian contracts.  The 
most recent six year contracts settled from fiscal 
2011 to fiscal 2016 start with 0% and end with 
three consecutive years of 3%.  

Timing of Salary Increases  More recently the 
timing of the start of salary increases in a year is 
delayed in some contracts as a way of reducing 
the City’s cash payout in a year, but still 
crediting the full negotiated salary increase for 
each employee for that year in the next year as 
part of the base salary that is increased by the 
next year’s salary increase.  Normally, salary 
increases start on July 1, the first day of the 
fiscal year, or September 1, depending on the 
union.  However, in most of the current 
contracts that have been settled, the salary 
increases start on October 1.   The City’s cash 
flow benefits in the year that the salary 
increases are delayed past the normal start of 
the contract.  The full salary increase of the 
contract is credited to the employee even 
though the actual cash payment is less, and the 
full salary is acknowledged for pension benefits.  

FY11 FY12 FY13 FY14 FY15 FY16

BPPA

July 2.5% 1.0% 1.0% 3.0% 3.0% 3.0%

Superior Officers

July IN IN IN IN IN IN

Detectives

July IN IN IN IN IN IN

Detectives Superiors

July IN IN IN IN IN IN

AFSCME - Citywide

October 0.0% 1.0% 2.0% 3.0% 3.0% 3.0%

SEIU Local 888

January 0.0% 1.0% 2.0% 3.0% 3.0% 3.0%

BTU

September 0.0% 1.0% 2.0% 3.0% 3.0% 3.0%

SENA

July 0.0% 1.0% 2.0% 3.0% 3.0% 3.0%

Fire IAFF Local 718

July IN IN IN IN IN

January 2.5%

June 1.5%

IA = In arbitration & IN = In negotiations

Salary Increases for Selected Unions
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As discussed in the revenue section of this 
report, the City relies on net property tax 
revenue of $1.719 billion for two-thirds of its 
General Fund revenues in fiscal 2014.  In 
order to stay consistent with the financial 
sections of this report, this section will focus 
on trends from fiscal 2002 to fiscal 2013, the 
last fiscal year with actual financial data.  
Boston’s fiscal 2014 property tax values and 
tax rates were approved by the Commonwealth 
on December 17, 2013 so this report will note 
the basic changes in fiscal 2014 as well.  The 
lack of diversified revenues available to Boston 
has meant that the property tax is the primary 
revenue source for city operations and the 
primary source for annual revenue growth to 
support basic services.  In fiscal 2013, the 
property tax increase of $66.1 million 
represented 73.5% of the total year-end 
operating revenue increase.  Nevertheless, the 
revenue Boston is able to generate from the 
property tax is limited by Proposition 2½.  
This section provides a comprehensive 
explanation of the factors involved with the 
property tax. 

Proposition 2½ and Tax Levy 

The City’s ability to raise revenue through the 
property tax is restricted by Proposition 2½ 
(Ch.59, s. 21C), which places constraints on 
the total tax levy the City can raise from real 
and personal property as well as the annual 
increase in the tax levy. The primary limitation 
of Proposition 2½ is that the property tax 
cannot exceed 2.5% of the total fair cash value 
of all real and personal property (levy ceiling).  
A secondary limit prohibits the tax levy from 
increasing more than 2.5% over the prior 
year’s levy limit.  Since Boston’s property tax 
levy has remained below the 2.5% cap, the 
City has been able to raise the tax levy by the 
full 2.5% every year.  In fiscal 2013, the 
property tax levy of $1.64 billion was $621.2 

million below the levy ceiling of $2.3 billion.  
If the increase of business or residential 
property values causes the levy to grow by more 
than 2.5%, the City cannot capture this value, 
but instead must decrease its tax rates to stay 
within the 2.5% levy limit set by Proposition 
2½.  The City is able to exceed the annual levy 
limit through a debt exclusion or an override, 
with each approved by the voters, but neither 
has been attempted in Boston.  In fiscal 2014, 
the property tax levy is $716.9 million below 
the levy ceiling of $2.5 billion. 

New Growth    As explained in the “Where 
the Money Comes From” section of this 
report, new growth, primarily from new 
construction of taxable property, is a critical 
component of the annual tax levy increase.  
New growth consists of new development, 
major rehabilitation of a building, or 
conversion of tax-exempt property to taxable 
status, all of which are exempt from the levy 
limit. Additionally, the upgrading or 
expansion of utility property and audits by the 
Assessing Department have captured new 
growth of personal property (mostly 
equipment and other business fixtures).  
Condominium conversions have also 
generated new growth.  During the last six 
years (FY08-FY13), new growth represented 
50% or more of the total tax levy increase in 
three of those years and constituted 49% of 
the levy increase in a fourth year.  The levy 
increase from the same time period was $215.7 

A Closer Look at the Property Tax  

  2 1/2 Levy 

Growth

 New 

Growth
Total

FY08 50.2% 49.8% 100%

FY09 50.3% 49.7% 100%

FY10 54.2% 45.8% 100%

FY11 49.2% 50.8% 100%

FY12 51.3% 48.7% 100%

FY13 58.5% 40.9% 99%

% of Levy Limit Increase
FY2008 - FY2013
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million from the 2.5% levy increase and $197.1 
million from new development.  Consequently, 
the average annual levy increase over the six 
years was 4.8%, far more beneficial than an 
annual increase of only 2.5% without new 
growth.  The levy increase from new growth is 
determined by multiplying the increase in 
assessed value of a newly taxable property by the 
prior year’s tax rate for the appropriate class of 
property.  The levy is permanently increased by 
the addition of new growth which can be 
increased by 2.5% in the following year. In 
fiscal 2014, new growth of $53.1 million made 
up 55.8% of the levy increase, up from $28.7 
million in fiscal 2013, which represented 41.5% 
of the tax levy increase.   

Property Values 

 Massachusetts law requires that all property be 
assessed at its full market value as of January 1st 

before the start of the fiscal year.  Thus property 
taxes for fiscal 2013 (July 1, 2012 – June 30, 
2013) are based on the value of the property as 
of January 1, 2012.  At $92.2 billion, Boston’s 
taxable value in fiscal 2013 was at its highest 
value since the last peak at $90.4 billion in fiscal 
2009, showing the City’s property base has 
rebounded from the recession.  Between fiscal 
2002 and fiscal 2013, total property value in the 
City has increased by $38.0 billion, or 70.1%.  
This growth has been heavily concentrated in 
residential property, while the growth in taxes 
has remained concentrated with business 
property due to the City’s application of 
classification.  Taxable property values for fiscal 
2014 total $99.8 billion, an increase of $7.6 
billion or 8.3% over the prior year. 

Residential Property   Residential property was 
valued at $60.1 billion or 65.2% of the total 
property value of the City in fiscal 2013.  From 
fiscal 2002 to fiscal 2013, residential property 
value rose by $28.4 billion making up 74.7% of 
the $38.0 billion increase in property value.  
Condominiums, which were valued at $24.8 
billion or 41.2% of residential property in fiscal 
2013, have been the largest factor in the growth 

of residential property. The $15.2 billion 
increase in condominium taxable value since 
fiscal 2002 represents 53.4% of the total 
increase in residential property value.  Single-
family homes, which were valued at $12.1 
billion or 20.1% of residential property, were 
the second largest area of growth, with the value 
increasing by $5.0 billion or 17.7% of the 
increase in residential property.  Multifamily 
units and apartment buildings, which represent 
32.4% of residential property value, made up 
22.3% of the residential property growth.  In 
fiscal 2014, residential property value grew by 
$4.4 billion or 7.3%.   

Business Property  Commercial, industrial and 
personal property (CIP) was valued at $32.1 
billion or 34.8% of total taxable value in fiscal 
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2013.  From fiscal 2002 to fiscal 2013, 
business value increased by $9.6 billion or 
25.4% of the total value growth.  Business 
property consists of three components: 
commercial real estate, industrial real estate, 
and personal property, which is mainly the 
equipment and machinery of the utilities and  
office equipment.  Commercial property is the 
largest of the three categories, with $26.8 
billion or 83.8% of CIP property value in fiscal 
2013.  Commercial property was also the main 
factor driving growth in business property, 
with $8.4 billion in increased value since fiscal 
2002, making up 87.2% of total CIP growth.  
Personal property was valued at $4.6 billion in 
fiscal 2013 and represented 14.3% of total 
business property value.  From 2002 to 2013, 
personal property value increased by $1.7 
billion, which represented 17.6% of the CIP 
increase.  Finally, during the same time period, 
industrial property value fell by $455 million 
to $623.4 million, a loss of 42.2%.  In fiscal 
2014, business property value grew by $3.2 
billion or 10.1%. 

The concentration of real and personal 
business value in the Downtown, Back Bay 
and Seaport District of South Boston indicates 
the importance of development in these areas 
of the City.  Of the total taxable business value 
of $32.1 billion in fiscal 2013, $26.6 billion or 
83.1% is located in that downtown core area 

of Boston.  The business value of $26.6 billion 
in these four Wards represents 28.9% of the 
City’s total taxable value and $851 million or 
50.5% of the City’s total tax levy. 

Classification 

The Massachusetts property tax classification 
law allows the City to shift the property tax 
burden to CIP property up to 175% of what 
its share would be without classification, as 
long as the residential share of the levy is not 
less than 50% of its full value share.  
Currently, the CIP share is at 175% of its full 
share value.  In fiscal 2013, business property 
represented 34.8% of the total taxable value, 
but paid 60.8% of the total tax levy.  Generally 
in December of each year, the Mayor 
recommends and the City Council approves 
the lowest residential factor that shifts the 
maximum tax burden to business. 

As a result of classification, in fiscal 2013 the 
business tax rate was $31.96 per $1,000 of 
value, more than double the residential rate of 
$13.14 per $1,000 of value.  Therefore, new 
development of CIP property is more 
advantageous to the City in terms of revenue 
generation than residential property.  In fiscal 
2013, a commercial property valued at $5.0 
million would pay a fiscal 2013 property tax 
bill of $159,800, while a residential property at 
the same value would pay $65,700. To 
illustrate the impact of property classification 
and the City’s ability to shift the tax burden to 
business property, it’s worth noting that, if 
taxes were determined at 100% of value using 
a single tax rate, business taxes would have 
decreased by $439.1 million or 42.9% in fiscal 
2013 and be shifted to residential property. 

Business property not only pays higher taxes 
because of absolute values and classification, 
but it also imposes less of a cost burden on the 
City.  In contrast, residents consume much 
more in city services than they pay through the 
property tax.  Business, especially commercial 
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growth, cross-subsidizes low residential tax 
rates. 

Residential Exemption 

In addition to the reduced tax burden from 
classification, Boston residents are also the 
beneficiaries of the residential exemption.  The 
City adopted the residential exemption by local 
option when it was made available by law in 
1983. The City provided the residential 
exemption at the maximum 20% of the 
average assessed value of all single-family 
residential property. The exemption is available 
to homeowners who occupy their property as 
the principal residence.  In 2000, the City filed 
a home rule petition to increase the exemption 
from 20% to 30% which was enacted (Ch.403, 
Acts of 2000).  The Cities of Cambridge and 
Somerville also increased their exemptions to 
30%.   

In fiscal 2013, the residential tax exemption 
was set at $1,724, which was the equivalent of 
reducing the property value of the home by 
$131,238. Over the past twelve years the 
individual exemption has risen by $843.33 or 
95.7%, while the total dollar amount of the 
exemption has increased by $73.4 million or 
127.8%.  The total tax exemption in fiscal 
2013 totaled $130.9 million and the total value 
of the residential exemption was $10.0 billion.  
The residential exemption does not reduce the 
residential share of the tax levy; rather the total 

tax reduction is offset by an increase in the 
residential tax rate that shifts the tax 
differential to higher valued homes, apartment 
buildings and non‐domiciled housing 
properties.  The residential exemption in fiscal 
2014 is $1,763.84, an increase of $39.37 or 
2.3% and the total value of the residential 
exemption is $10.6 million. 

The combination of classification and the 
residential exemption reduces the tax burden 
on the average Boston single-family owner to 
less than 50% of what it would be without 
these tax savings.  In fiscal 2013, the initial 
average single-family tax bill would have been 
$7,234.  However, classification reduced the 
bill by $2,029 and the 30% residential 
exemption reduced it further by $1,724, 
resulting in a final tax bill of $3,481, a 
reduction of 51.9%.  The average value of a 
single-family home in fiscal 2013 was $396,115 
and the tax bill represented 0.88% of the 
average home value.  In a survey of Boston and 
18 surrounding communities, Boston’s average 
single-family tax bill ranked the 3rd lowest. 

Overlay 

The City sets aside an overlay reserve each year 
to account for property tax abatements and  
non-collection of taxes.  Until fiscal 2004, the 
City was required to set aside between 5% and 
6% of the levy for the overlay. This 
requirement was instituted due to past 
experiences of insufficient overlay funding.  As 
a result of the City’s improved assessing 
practices and property tax collections, the City 
relied on the overlay for less than the required 
5% level. In fiscal 2004, the City was successful 
in securing legislation (Ch.46, Acts of 2003), 
which eliminated the 5% requirement.  In 
fiscal 2013, the overlay of $41.1 million 
represented 2.4% of the total tax levy.  By 
using a 2.4% overlay instead of 5%, the City 
made available an additional $43.2 million in 
recurring revenues for city services. 

Class FY02 % FY13 %

Business (C, I, P) $22,415 41.4% $32,052 34.8%

Residential $31,775 58.6% $60,147 65.2%

Total $54,190 100.0% $92,199 100.0%

Class FY02 % FY13 %

Business (C, I, P) $680 69.9% $1,024 60.8%

Residential $292 30.1% $659 39.2%

Total $972 100.0% $1,684 100.0%

Property Tax Levy

Taxable Property Value

Boston Property Tax Levy 
Figures in millions
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After an appropriate amount of time, remaining 
balances in prior levy year overlay reserves can 
be certified by the City’s Commissioner of 
Assessing as overlay surpluses.  This surplus is 
then included in the City’s year-end fund 
balance and is included in the state Department 
of Revenue’s budgetary fund balance (free cash) 
certification.  These funds can be appropriated 
in a subsequent year’s operating budget.  The 
Commissioner of Assessing has instituted a 
procedure of annually reviewing the overlay 
balances of overlay accounts more than three 
levy years prior to the current year and certifying 
as surplus those funds no longer needed for 
active abatement cases.  In June 2012, the 
Commissioner declared a Free Cash Surplus of 
$36.1 million from overlay reserves from fiscal 
2005 to fiscal 2009.  These funds were included 
in the Massachusetts Department of Revenue’s 
free cash certification for Boston as of July 1, 
2012, from which the City appropriated $40 
million for the OPEB Trust in fiscal 2014. 

Property Tax Bills  

 The City of Boston issues its property tax bills 
on a quarterly basis.  The first two quarter bills 
are due on August 1 and November 1 and are 
preliminary bills with each equal to one quarter 
of the previous fiscal year’s tax bill.  The actual 
property value for the current fiscal year which 
determines the new tax amount is reflected in 
the third and fourth quarter bills, which are due 
on February 1 and May 1 of the tax year.  This 
division is due to the fact that the valuations for 
the current tax year as of January 1 of the 
previous year are not submitted to the 
Commonwealth until late November or early 
December and state certification is received in 
December.  Thus, the first half of the fiscal year 
starting on July 1 is completed before the tax 
rates are set which makes it necessary to issue 
the tax bills due on August 1 and November 1, 
with each based on 25% of the prior year’s total 
tax.  Consequently, any change in tax liability 
for the current year is divided equally between 
the two tax bills due on February 1 and May 1. 

The City employs a robust process for the 
collection of property taxes.  A combination of 
letters and calls reminds taxpayers of the tax bill 
due.  The City also pursues the legal steps for 
delinquent property tax bills, including placing 
a lien on the property by taking legal title. In 
fiscal 2013, the City succeeded in collecting 
99.1% of the gross levy. 

Delinquent real and personal property taxes are 
subject to a 14% interest charge per year.  After 
the end of the fiscal year in which taxes are 
unpaid, the City can secure a lien for the taxes 
by taking legal title to all delinquent properties, 
subject to the owner’s right of redemption.  
After this process of tax taking is complete, the 
interest rate increases to 16% per year on the 
amount of delinquent real estate taxes. If the 
taxes remain unpaid for a period of six months 
from the tax taking, the City may petition the 
Land Court to foreclose the owner’s right of 
redemption.  Upon foreclosure, the City may 
then sell the property in order to liquidate the 
tax liability.  Pursuing this option is influenced 
by the fact that generally the value of the 
property in tax tile is substantially less than the 
amount of delinquent taxes, charges and 
interest owed. 

Revaluation 

State law mandates a revaluation of all taxable 
property every three years. These revaluations 
are carefully reviewed and certified by the state 
Division of Local Services within the 
Department of Revenue. The City most recently 
completed its triennial revaluation for fiscal 
2013 with values assessed as of January 1, 2012.  
This revaluation applies from fiscal 2013 
through fiscal 2015.  In the years between parcel
-specific revaluations, the City is allowed to keep 
property assessments accurate through market-
indexing, a process which adjusts values based 
on the comparability of properties with respect 
to land use, class and neighborhood. 
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The City’s fiscal 2013 operating budget of $2.5 
billion was complemented by $329.9 million of 
external funds to produce an all-funds budget 
of $2.8 billion last year.  These external funds 
are accounted for in the Special Revenue Fund 
and consist mainly of federal and state grants 
and also private funding, all earmarked for 
specific purposes.  Some external funds 
support services the City likely would not be 
able to include in its budget such as rent 
subsidies and support services for formerly 
homeless individuals, or an extended school 
year for special education students.  Other 
grants provide services that support existing 
services, but target a more specific population 
such as the federal SPED-IDEA grant that 
supports special education programs in schools 
with a high percentage of students eligible for 
free or reduced federal lunches.   

In the period from fiscal 2002 to fiscal 2013, 
available external funds increased from $286.4 
million to $329.9 million, an increase of $43.5 
million or 15.2%.  However, this time frame 
masks the decline of external funds that began 
to materialize in fiscal 2013.  In fiscal 2014, 
estimated external funds decreased by $23.0 
million or 7.0% to $306.9 million from fiscal 
2013 and further cuts are expected in fiscal 
2015. 

As the City’s operating budget increases each 
year and external funds grow at a slower pace 
or decline, external funds are becoming an 
increasingly smaller share of the City’s total 
revenues.  External funds as a percent of total 
city resources have decreased from 13.7% in 
fiscal 2002 to 11.7% in fiscal 2013.  The share 
has declined further to 10.5% based on fiscal 
2014 external revenue fund estimates.  During 
the 2002-2013 period, the City’s operating 
budget increased by 37.9%, while the external 
funds budget increased by 15.2%.   

External fund revenues peaked in fiscal 2012 at 
$350.1 million as a result of an influx of 
federal ARRA stimulus funds, but have 
declined rapidly, falling by $43.3 million or 
12.4% between fiscal 2012 and the fiscal 2014 
budget.  This decrease of external funds is 
expected to continue through fiscal 2015, with 
the School Department alone facing a cut of 
$32 million in fiscal 2015, after a decrease of 
$23.2 million in fiscal 2014 and $17.2 million 
in fiscal 2013.  

In fiscal 2013 and fiscal 2014, 24 city 
departments received some level of external 
funding to help support their services.  
However, six departments have received over 
90% of the total external funds through most 
of the period of this study.  The six are the 
School Department, the Departments of 
Neighborhood Development, Police and 
Library, and the Public Health Commission 
and Office of Emergency Management. 

  

External Revenue Funds 

Department FY13 % of Total

Boston Public 

Schools $151,150 45.8%

DND 64,441 19.5%

Public Health 

Commission 43,507 13.2%

Emergency 

Management 21,094 6.4%

Police Department 10,236 3.1%

Library Department 7,806 2.4%

Other 31,631 9.6%

Total External 

Fund Est. $329,865 100.0%

$ in thousands

External Fund Comparisons  *

* Includes the majority of external grants received by the 

City of Boston.  These figures are estimates due to the 

difficulty of accounting for multi-year grants.
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As with other revenue sources, external funds 
are linked to the economic conditions of both 
the state and the country, but unlike property 
or excise taxes, which are collected on a yearly 
basis, many grants are issued for multiple years, 
creating a gap between economic downturn 
and reduction in grants.  The American 
Recovery and Reinvestment Act (ARRA) of 
2009 authorized increases in federal funding 
for state and local governments in fiscal years 
2010 and 2011 in areas of neighborhood 
development, education, and public safety.  
However, the Budget Control Act of 2011 
required a round of across- the-board spending 
cuts known as “sequestration,” which, when 
combined with the expiration of ARRA 
funding, have contributed to a substantial 
decrease in federal external funds.  The fiscal 
2014 external funds budget projects $306.9 
million in total external funds, $43.3 million 
or 12.4% less than in fiscal 2012.  The 
pressures in Congress to continue to reduce 
spending are expected to result in additional 
cuts in federal grants over the next several 
years.   

School Department  The BPS’ externally 
funded budget in fiscal 2013 totaled $151.2 
million from several educational grants.  
School Department grants include 
reimbursement from the USDA for the School 
Lunch Program, SPED-IDEA funding for 
special education, the Title I program for low 
income education supplementation, Title II 
program funding for enhanced teacher 
effectiveness, Title III program funding for 
teaching English to non-fluent students, state 
funding for improved kindergarten and early 
education, and federal funding for programs 
serving at-risk students.  The School 
Department received considerable support 
from ARRA stimulus funds in fiscal 2011 and 
fiscal 2012, especially in the form of the 
Education Jobs Program Fund, a program that 
supported over 100 teaching specialists.  
However, these grants have all expired with the 
exception of the Race-to-the-Top grant to 

support education reform for which the BPS 
expects to spend $13.9 million in fiscal 2013 
and $13.3 million in fiscal 2014.  School 
Improvement Grants (SIG) to support 
turnaround efforts in underperforming schools 
of $576,972 in fiscal 2014 will expire in fiscal 
2015. 

Education external funds for the School 
Department represented 45.8% of total 
external funding in fiscal 2013 and will drop to 
41.7% in fiscal 2014.  In fiscal 2014 external 
funds are projected to fall to $127.9 million, a 
decrease of $23.2 million or 15.4% from the 
prior year.  As it prepares its budget for fiscal 
2015, the BPS estimates that its external funds 
budget will decrease by $32 million.  The 
largest loss in external funds comes from the 
expiration of Race to the Top funds, worth 
$15.4 million.  School Improvement Grants 
also expire.  Numerous other grants will 
experience reductions in fiscal 2015, including 
Title I, Title IIA, and Title III grants.  When 
the Mayor submits his recommended fiscal 
2015 operating budget to the City Council on 
April 9th, decisions will have to have been 
made about how much of the $32 million 
decrease in grants will be able to be absorbed 
in the School Department’s operating budget 
and what services will have to be cut. 

State external grant funds for special education 
services are not being fully appropriated as 
originally intended which translates to a cut in 
available funds.  The state special education 
reimbursement program, or “Circuit Breaker,” 
was approved in fiscal 2004 to provide 
additional state funding to districts for high-
cost special education students.  The state has 
never reimbursed school districts for more 
than 75% of the special education costs that 
exceed four times the state average foundation 
budget per pupil cost.  In fiscal 2014, the 
School Department is expected to receive only 
60% of what should have been funded.  The 
School Department estimated that the 
reimbursement due to the Circuit Breaker in 
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fiscal 2013 was $12.9 million and that it will be 
reduced to $12.0 million in fiscal 2014.  

Neighborhood Deve lopment  The 
Department of Neighborhood Development’s 
(DND) external fund budget of $64.4 million 
in fiscal 2013 represented a decrease of $7.2 
million or 10% primarily due to the expiration 
of one-time federal ARRA grants such as 
ARRA-CDBG, ARRA Homeless Prevention, 
Rapid Re-housing and ARRA Neighborhood 
Stabilization grants as well as decreases in 
funding for regular CDBG and HOME grants.  
The DND external grant budget in fiscal 2014 
is $65.1 million, a slight increase of $650,000 
or 1.0%.  The Department of Neighborhood 
Development is the second largest recipient of 
external funds and grants of $65.1 million, 
which amounts to 21.2% of total external 
funds in fiscal 2014.  Over the last two years 
from fiscal 2012, DND external grants were 
reduced from $71.6 million in fiscal 2012 to 
$65.1 million in fiscal 2014, a cut of $6.5 
million or 9.1%. 

The Community Development Block Grant 
(CDBG) is a federally awarded grant program 
intended to support a variety of neighborhood 
activities and at least 70% of the grant must be 
used to benefit low- and moderate-income 
households.  The City was budgeted to use 
$20.3 million of CDBG funds in fiscal 2013 
and the budget amount in fiscal 2014 is $20.9 
million, which include some funds from prior 
years. Other housing development grants 
include the Section 108 Loan Project, the 
Economic Development Initiative, the 
Emergency Solutions Grant, HOPWA, Shelter 
Plus Care, Supportive Housing, and the Home 
Investment Partnership.   

Actual federal allocations to the City for 
CDBG and HOME grant programs have 
declined significantly over the past three years 
from fiscal 2011 to fiscal 2014.  During this 
time, the allocation for CDBG grants 
decreased from $21.3 million in fiscal 2011 to 

$16.8 million in fiscal 2014, a reduction of 
$4.4 million or 20.9%. The HOME 
Investment Partnership Program fund for 
Boston decreased from $8.5 million in fiscal 
2011 to $4.4 million in fiscal 2014, a cut of 
$4.1 million or 48.1%.  The annual budget for 
both  CDBG and HOME funds exceed federal 
allocations due to the recovery of some funds 
from previous years, often due to the sale of a 
property or refinancing of a loan issued 
through these programs, which results in the 
City recuperating funds.  

Boston Public Health Commission  The 
PHC received $43.5 million in external 
funding for fiscal 2013, down $4.4 million or 
9.2% from fiscal 2012.  These grants are 
earmarked for specific health initiatives 
including increasing the availability of 
culturally and linguistically competent health 
care and support services, disease control and 
prevention, addiction services, homeless 
services, mental health services for children, 
emergency health services, and reducing racial 
and ethnic health inequities.  The largest grant 
is the HIV Emergency Relief Subcontract, 
followed by the DHCD Long Island Homeless 
shelter grant.  In fiscal 2014 the PHC is 
expected to receive $42.9 million, a decrease of 
$593,000 or 1.4%.  

Emergency Management  The Office of 
Emergency Management received $21.1 
million in external funds for fiscal 2013. These 
grants are designated to improve first 
responder units, public safety communications, 
transportation safety, and catastrophe 
preparedness.  In fiscal 2014, the Office of 
Emergency Management is expecting $27.5 
million, an increase of $6.4 million or 30.2%.  
This increase is due to Urban Area Security 
Initiative (UASI) funding, which will increase 
to $24 million, up from $11.6 million in fiscal 
2013 and $4.1 million in 2012.  This federal 
grant is intended to address the unique 
equipment, planning, training and operational 
needs for first responders in the Metro-Boston 
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Homeland Security Region (MBHSR). The 
Mayor’s Office of Emergency Management   
pursues funding opportunities and manages 
federal homeland security grants awarded to 
the MBHSR. 

Police Department  The BPD received $10.2 
million in external funding for fiscal 2013.  
These grants from federal and state programs 
have generally focused on supporting 
community policing in Boston.  Initiatives 
include reducing community based crime and 
violence, especially gun violence, as well as 
programs to reintegrate former inmates into 
society, and improving homicide clearance 
rates.  The original ARRA COPS grant 
expired in fiscal 2012, but remaining funds 
allowed the City to retain 50 officers through 
fiscal 2013.  A new three-year COPS grant to 
fund 15 veteran officers started in fiscal 2013 
and will expire in fiscal 2015, with the 
requirement that the Police Department 

maintain a uniformed force of 2,185. That 
force requirement will extend to fiscal 2016, 
but will be funded from operating revenues.  
The BPD is budgeted to receive $11.3 million 
in external funding for fiscal 2014, an increase 
of $1.1 million or 10.5%. 

Library  The Library Department received 
$7.8 million in external funding for fiscal 
2013. Grants awarded to the Library 
Department are implemented to cover 
personnel and research costs at the BPL.  The 
largest source of external funds is Trust Fund 
Income decided by the Trustees of the Boston 
Public Library.  Trust Funds totaled $5 
million in fiscal 2013 and are budgeted at 
$4.6 million in fiscal 2014.  Total external 
funds in fiscal 2014 are budgeted at $7.8 
million.  



Research Bureau,  A City  in  Trans i t ion:  Capi tal  Plan    70 

Boston’s capital plan is a long-term investment 
program for the City designed to accomplish 
three objectives:  

1) The strategic use of infrastructure to 
promote economic development, 
neighborhood vitality, quality education, 
health care and public safety 

2) Comprehensive planning to lay the 
foundation for future growth 

3) Effective government management to 
deliver necessary municipal services  

Each year the City updates its five-year capital 
plan, which organizes and funds various long-
term investment projects in the City.  The City 
Council has approved a $1.79 billion capital 
plan for fiscal 2014 through fiscal 2018, 
including $195.9 million in new projects.  Total 
capital expenditures in fiscal 2014 are projected 
at $216 million. 

The Process 

Although the capital plan extends five years 
into the future, it is updated on a yearly 
schedule based on the needs of various 
departments and the available funding.  Each 
Department may submit a proposal 
demonstrating their various needs and a cost 
estimate, a description of the scope of the work 
to the Office of Budget Management (OBM).  
The OBM must consider the merits of the 
request, the requests of other departments and 
available resources before finalizing the plan for 
the Mayor’s approval.  In order to be approved, 
a request must meet at least one of the 
following minimum criteria: 

Comply with the Americans with 
Disabilities Act  

Improve the health and safety of the City 

Support economic development 

Improve overall government effectiveness 

Reduce an environmental hazard 

Be responsive to a legal, legislative, or 
administrative mandate 

Preserve existing municipal facilities 

In deciding whether or not to approve funding, 
the OBM considers the short-term and long-
term effects on the City, any savings associated 
with the project, and what future operational 
costs will be required of the City because of the 
capital project.  The Mayor submits the capital 
plan each year to the City Council on the 
second Wednesday of April as part of the 
recommended operating budget for the next 
fiscal year.  Generally, as the City Council’s 
Ways and Means Committee holds public 
hearings on departmental budgets, the 
Committee reviews the capital request of each 
department at the same time.  The City 
Council must approve the bond issues 
associated with the five-year capital plan by a 
two-thirds vote at two separate meetings at least 
14 days apart. 

Capital Funding 

The City’s capital plan generally is funded by 
four basic revenue sources: General Obligation 
Bonds (GO) issued by the City, federal grants, 
state grants and miscellaneous other funds.  As 
the table on the next page shows, GO bonds of 
$1.3 billion, including $569.8 million in new 
borrowings over five years will fund 71.8% of 
the total estimated cost.  GO expenditures in 
fiscal 2014 are estimated to be $195.9 million.  
Other funds beyond GO bonds and federal and 
state funds represent 5.7% of the funding for 
the current capital plan. Included in the 
“Other” category are the Massachusetts School 
Building Assistance (MSBA) Program ($37.4 
million) under the Massachusetts School 
Building Authority, Chapter 90 funding ($14 

Boston’s Capital Plan 
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million) for road and sidewalk maintenance, 
and the Transportation Improvement Program, 
a road and bridge construction advertisement 
program.  Other sources include trust funds 
and bequests from private sources as well as the 
Street Opening Account, the Schoolyard 
Funders Collective, and assorted private 
donors.  See the “Debt Management” section 
for more information on the City’s sale of GO 
bonds for capital expenses. 

Capital Spending 

The City’s current five-year plan allocates 
capital spending in four  different categories: 

1) 33% for upkeep and maintenance of the 
City’s projects 

2) 23% for upgrading the City’s existing assets  

3) 43% for new projects and major 
renovations 

4) 1% for planning or matching funds 

Over the years, the bulk of the City’s capital 
spending has been allocated among six line 
departments.  In the current capital plan, six 
departments account for 84.8% of the total 
funding over the five years.  

Public Works Department  The Public Works 
Department will receive $621.9 million or 
34.7% of the capital funding over the course of 
the plan.  Roadway, bridge, sidewalks and street 
lighting projects receive the bulk of the funding.  

A major initiative in this year’s capital plan will 
be to replace 8,000 street lights with LED lights 
with support from NSTAR, which will cost $2.5 
million in fiscal 2014 and $21.2 million over 
the course of the project. The Central 
Maintenance Facility Complex in the South 
End will receive extensive repairs and 
renovations and the addition of a new vehicle 
washing and storage facility.  The Department 
will also move forward with the Crossroads 
Initiative of street improvements surrounding 
the Rose Kennedy Greenway, undertake 
projects to improve accessibility for disabled 
citizens, and expand the  bicycle track network. 

School Department  The BPS is currently 
working on a number of capital projects, 
totaling $288.9 million over the next five years.  
Highlights of these plans include the renovation 
of the New Mission Building, which will be the 
new location of Fenway High School and will 
begin construction soon.  The Eliot School will 
be branching out into the North Bennett Street 
School building to accommodate its upper 
grades while it will continue to serve the lower 
grades.  Major renovations at 585 Commercial 
Street will convert the building into an 
additional school building for students in the 
downtown area.  The BPS is conducting other 
minor renovations in its school facilities such as 
widespread security improvements involving key 

Source Total %

Existing Bonds $722,238,575 40.2%

FY14 Bonds $195,892,359 10.9%

FY15-18 Bonds $373,886,749 20.8%

Total City Bonds $1,292,017,683 71.8%

State $192,734,091 10.8%

Federal $207,131,107 11.7%

Other $102,805,663 5.7%

Total $1,794,688,544 100.0%

Capital Funding Sources

Department Amount %

1 Public Works $621.9 34.7%

2 School $288.9 16.1%

3 Property Management $229.5 12.8%

4 Parks and Recreation $192.8 10.7%

5 Library $94.8 5.3%

6 DoIT $93.6 5.2%

7 Fire $76.6 4.3%

8 BRA $21.5 1.2%

9 Transportation $85.4 4.8%

All Others $89.7 5.0%

Grand Total $1,794.7 100.0%

FY14-FY18, $ in millions

Total Spending by Department
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card access and closed circuit surveillance, as 
well has numerous HVAC repairs.   

The School Department faces facility challenges 
in multiple areas that demand capital support.  
The Department operates 127 school buildings 
of varying age and condition that, based on 
national standards, require a higher level of 
infrastructure maintenance than has been 
provided. Changing student demographics 
have caused a demand for more school seats in 
the early grades than exist while in the 
transition grades of five, six and nine, 
enrollment has been declining as BPS students 
transfer to Commonwealth charter schools or 
private schools. With this decline in 
enrollment expected to carry over to the high 
schools in upcoming school years, overall 
excess capacity in the system needs to be 
addressed. In addition, the Access to 
Excellence program aimed at expanding seats 
in high performing and high demand schools, 
especially high schools, has required capital 
expansion or renovation. These building 
pressures have resulted in decisions being made 
to meet current facility needs without benefit 
of a comprehensive long-range facilities 
strategic plan to guide the city and school 
officials making the decisions. The BPS is 
currently developing a four-part, five-year 
capital Facilities Master plan to maximize 
efficiency within school facilities.  Three of the 
four parts are completed, but the strategic 
master plan has yet to be released. 

A major new school facility project is now in 
the early planning stages that would be the new 
home of the Boston Arts Academy and the 
Quincy Upper School after both schools have 
been searching for a new site for more than a 
decade. The City is working with the 
Massachusetts School Building Authority, to 
determine the feasibility of the new facility that 
is now estimated to cost $250 million. 

Property and Construction Management   
Property and Construction Management is 
working to complete the Ferdinand Municipal 

Building at Dudley Square by January 2015 at a 
capital cost of $119 million.  A design study of 
the 26 Court Street building will be conducted 
to determine its best use after the BPS 
Headquarters is relocated to Dudley Square.  
Work at City Hall will be undertaken to 
improve the efficiency of the building..  
Property and Construction Management will 
receive $229.5 million over the five-year plan. 

Parks and Recreation  The Parks Department 
will receive $192.8 million over the five-year 
plan to renovate the major playgrounds in 
Brighton, Hyde Park, Roxbury, and East 
Boston, install three new turf fields, improve 
basketball courts at multiple locations, plant 
700 trees throughout the City as part of the 
Muddy River restoration, and improve fairways 
at the City’s two golf courses. 

Library  The Library Department will target its 
$94.8 million capital budget to open the East 
Boston Branch Library, renovate portions of 
the Roslindale Branch Library and install 
HVAC at the Roslindale and West End Library 
Branches.  Moreover, the Department will be 
updating software for its integrated library 
system and making efficiency improvements at 
the Johnson Building in Copley Square.   

Innovation and Technology  The Department 
of Innovation and Technology will receive 
$93.6 million over five years. Installing 
hardware platforms to run applications 
supporting City business will cost $23.3 
million, and implementing a Computer Aided 
Dispatch system for the Fire, Police and EMS 
Departments will cost $15 million.  Funds will 
be used to meet a federal mandate requiring 
public safety radio signals to be broadcast over 
narrower frequencies for improved privacy and 
security.  The Department is also developing 
mobile applications for its new Enterprise Asset 
Management System and its permitting and 
inspections system.  Additionally, the City’s tax 
system will be upgraded and more public 
records will be digitized. 
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Debt management involves decisions regarding 
the amount, timing, purposes and structure of 
debt issuance.  The City of Boston annually 
issues long-term General Obligation debt for 
two basic purposes: 1) to finance the 
acquisition, construction, repair and renovation 
of city-owned buildings, equipment and other 
city facilities that are necessary to provide public 
services and 2) to finance infrastructure 
improvements needed for the City’s future 
economic development. The amount and 
timing of debt issuance have a significant impact 
on the City’s annual operating budget because 
of required debt service payments for the 
principal and interest due each year.   

Under the direction of the City’s Chief 
Financial Officer/Collector-Treasurer, the 
Treasury Department manages all borrowings 
with assistance from the Office of Budget 
Management and the Auditing Department 
according to state law and the City’s debt 
management policies.  These laws and policies 
address issues such as the allowable purposes of 
bond issues for municipalities, debt burden 
limits, annual debt service standards, debt 
amortization rates and limitations on the use of 
variable rate debt. The City’s goal is to rapidly 
repay debt, maintain a conservative level of 
outstanding debt, and ensure the City’s 
continued positive financial standing in the 
bond market.  The Treasury Department also 
focuses on the timing of borrowings to take 
advantage of favorable market conditions and 
the appropriate time to refinance existing 
bonds. 

The City has contracted with private firms to 
serve as its Financial Advisor and Bond 
Counsel.  These firms provide their expertise to 
advise and perform duties related to the issuing 
of debt and the management of its debt 
program. 

All bond authorizations require approval by the 
Mayor and the City Council in two separate 
readings two weeks apart.  Bond authorizations 
are normally initiated by the Mayor as part of 
the capital budget that is included with the 
recommended operating budget that is 
submitted to the City Council on the second 
Wednesday of April of each year.  The capital 
budget is a five-year plan that is modified each 
year as required.  The City Council may also 
initiate a bond authorization, but no further 
action can be taken unless the bond issue is 
approved by the Mayor. 

Type of Municipal Debt 

Boston’s debt is classified as either General or 
Special Obligation.  General Obligation debt is 
debt for which the full faith and credit of the 
City is pledged.  To the extent not paid from 
other legally available revenues of the City, the 
bonds are payable from property taxes.  General 
Obligation Bonds are not secured by a 
particular source of revenue.  Special Obligation 
Bonds are payable from and secured solely by 
certain revenues of the City that are pledged, or 
that are annually appropriated by the City, for 
the purpose of paying the indebtedness. 

Outstanding Debt Burden 

The City’s total outstanding debt as of April 1, 
2013 is $1.15 billion.  The City’s net direct 
debt, or total outstanding debt net of the 
amount deemed payable from related revenues, 
is $1.084 billion.  Net direct debt has increased 
by 44.7% from fiscal 2002 to 2013.  Adjusted 
for inflation, the net direct debt has increased 
by 15%.  This increase has resulted from a trend 
of new issuance of debt consistently exceeding 
debt redemption from fiscal 2006 on.  

A significant factor leading to the City’s 
increased indebtedness is the economic growth 

Debt Management 
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the City experienced between fiscal 2002 and 
fiscal 2013.  During that period, economic 
development in the City led to a 70% increase 
in the total taxable value of property in the City.  
This change strengthened Boston’s revenue 
stream, which contributed to the increase of its 
credit rating and borrowing capacity. 

Net direct debt as a percentage of the total 
assessed value of taxable property, also known 
as net debt burden, is a good indicator of the 
quality of a municipality’s debt.  The lower a 
municipality's debt is relative to the assessed 
value of its property, the more likely that the 
government will be able to finance repayment 
through the collection of taxes, so the less risky 
its bonds are.  Boston’s net debt burden is very 
low at 1.18%.  This figure is down from 1.38% 
in fiscal 2002.  Boston’s net debt burden is 
competitive compared to the Moody’s Investors 
Service median for cities of 500,000 people or 
larger, which is 2.0%.  

 

 

Debt Service 

In fiscal 2013, the City’s actual debt service 
expense was $135.6 million, or 5.4% of the 
City’s $2.5 billion total expenditures.  The 
City’s annual debt service cost has increased 
moderately since 2002, growing by 17.3% from 
$115.6 million in fiscal 2002 to $135.6 million 
in fiscal 2013.  Debt service as a percent of the 
total city spending was 6.5% in fiscal 2002. 

Net debt service is projected to increase by 
18.9% over the next five years from $157.6 
million in fiscal 2014 to $187.4 million in fiscal 
2018, but will remain below the City’s 7% debt  
to expenditures standard.  The current capital 
plan anticipates higher than normal General 
Obligation bond issues in the early years of 
$177 million in fiscal 2014 and $140 million in 
fiscal 2015, followed by $120 million in each of 
the three years from fiscal 2016 through fiscal 
2018.  Over the years, the City has managed its 
debt service costs during economic downturns 
by issuing a smaller amount of GO bonds than 
scheduled and applying savings from bond 
refinancing to reduce debt service expenses.   
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State Debt Limit 

State law creates a statutory debt limit for 
municipalities (MGL Chapter 44).  The debt 
limit is 5.0% of the assessed valuation of 
taxable property in the City as determined by 
the state Department of Revenue.  The law also 
creates a double debt limit of 10.0%.  The City 
may authorize debt over the debt limit, up to 
the double debt limit, only with state approval.  
Neither debt limit has been a factor for Boston, 
because the City’s debt management policy is 
more restrictive and prevents the City from 
approaching these limits. 

Debt Management Policies 

The City has established debt management 
policies that ensure a conservative approach to 
both the amount of bonds issued on an annual 
basis and the payment schedules.  These 
policies steer the issuance of debt to investment 
vehicles with less risk.  The City has been able 
to take advantage of federal programs to utilize 
capital funds at lower costs and as often as 
practical refinance bond issues to help reduce 
its debt service costs.  The expected operating 
costs resulting from each bond project is 
required to be evaluated before the project is 
approved to be included in the capital budget.  
Adhering to these policies and practices has 
made Boston’s bonds an attractive investment 
for financial institutions resulting in the City 
receiving multiple bids at competitive interest 
rates even during downturns in the economy. 

 The City’s debt management policy limits net 
direct debt to 3% of total assessed value; debt 
service to no more than 7% of General Fund 
spending; aims to achieve amortization rates of 
at least 40% within five years and 70% within 
10 years; and limits variable rate debt to 20% 
of the City’s total currently outstanding 
bonded debt.  Abiding by these rules allows the 
City to repay debt expeditiously and maintain 
strong municipal bond ratings essential to the 
continuation of the capital plan.  Boston’s 
current bond ratings from Moody’s Investors 

Service (Aaa) and Standard & Poor’s (AA+) are 
the highest bond ratings in the City’s history.  
The higher bond rating translates into lower 
interest rates and dollar savings for the City. 

Debt Service Limit    A key component in the 
City’s debt policy is that debt service should 
not exceed 7% of total General Fund 
expenditures.  As previously noted, Boston’s 
actual debt service expenditure in fiscal 2013 
was 5.4% of General Fund expenditures.  The 
Moody’s Investors Service median for Debt 
Service as a Percentage of General Fund 
Expenditures for cities with populations over 
500,000 is 11.9%. 

Net Debt Burden Below 3%    Another debt 
policy is that net direct debt does not exceed 
3% of Boston’s total taxable assessed value.  
Net debt burden is calculated as overall direct 
debt, net of self-supporting debt, divided by the 
taxable assessed value of the City.  As of April 
30, 2013, this figure remained low at 
approximately 1.18 %.  The Moody’s Investors 
Service median for Net Debt Burden for cities 
with populations over 500,000 is 2.0%.   

Rapid Bond Amortization    The City’s policy 
is that at least 40% of the overall debt is repaid 
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(amortized) within five years and 70% within 
10 years.  From fiscal 2002 to 2013, the City 
has maintained amortization above these values 
in all but three years.  The City’s current debt 
retirement schedule shows that 41.5% of its 
principal will be retired before the end of fiscal 
2018, 72.0% by fiscal 2023, 93.1% by fiscal 
2028 and 100% by fiscal 2033.  

Limit Variable Debt    The City imposes a 20% 
ceiling on variable-rate debt.  Variable-rate debt 
is subject to a floating interest rate, which 
creates uncertainty of future liability that can 
negatively affect a municipality’s credit rating.  
At this time, the City has no outstanding 
variable-rate debt. 

Refinance Existing Debt    The City continues 
to look for opportunities to refinance prior 
debt in order to take advantage of lower 
interest rates and to restructure debt service 
schedules.  The City can refinance debt by 
issuing refunding bonds, applying available 
reserves to redeem outstanding bonds, or a 
combination of the two.  Between fiscal 2002 
and 2013, the City issued General Obligation 
Refunding Bonds every year except fiscal 2002 
and fiscal 2006.  Using the proceeds from these 

sales and other reserve funds, the City refunded 
a total of $766.9 million in General Obligation 
debt resulting in a net present value savings of 
$47.5 million.  The savings from the refunding 
bonds are usually applied to future years’ debt 
service costs to lower the annual expense. 

Two examples of the benefits of refinancing city 
debt include the sale of $31.5 million in 
General Obligation Refunding Bonds in June 
2009 at a True Interest Cost (TIC) of 2.33% 
producing a Net Present Value (NPV) savings 
of $1.3 million.  The refunded bonds were sold 
between 2001 and 2003 at interest rates just 
under 5%.  In March 2013, the City issued 
$24.4 million in General Obligation Refunding 
Bonds for bonds issued between 2003 and 
2006 with interest rates ranging from 4% to 
5%.  The 2013 issue had a TIC of just 2.11%, 
resulting in a net present value savings of $1.9 
million. 

The City also took full advantage of the federal 
American Recovery and Reinvestment Act 
(ARRA) of 2009, which among its objectives, 
was intended to increase investment in 
infrastructure to stimulate the local economy 
during the recession.  In April of 2010, the City 
issued $30.9 million of Build America Bonds 
(BABs), $16.7 million of Recovery Zone Bonds 
and $17.4 million of Qualified School 
Construction Bonds (QSCBs).  With the 
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federal subsidy, the City was able to issue these 
ARRA bonds at lower interest rates with an 
estimated NPV savings of $9.4 million.  In 
2011, the City issued $41.6 million of Qualified 
School Construction Bonds with a True Interest 
Cost (TIC) of 0.02%.  Due to sequestration that 
level of subsidy will be reduced by 7.2% 
annually, but even with this reduction, it is still 
more cost effective than any other alternative 
the City could have used.  With the increase in 

interest rates, the opportunities for refinancing 

debt will be more limited in the years ahead. 

Bond Ratings 

Boston’s bond rating is a statement by the 
rating agencies such as Moody’s Investors 
Service and Standard & Poor’s of the credit 
worthiness of the City and the bonds it is 
selling. The ratings assist the financial 
institutions in evaluating the City’s fiscal health 
which guides them in determining the interest 
rates they will offer for City’s bonds being sold.  
Boston’s trend of balanced operating budgets, 
adherence to prudent fiscal policies and its 
conservatively structured debt profile have 
enabled the City to be relatively successful in 
the bond market with competitive sales without 
insurance to bolster the ratings even during 
times of economic slowdown.  As a result, since 
the start of the Menino Administration in 1994, 
Boston’s bond rating has been upgraded five 
times by Moody’s Investors Service from A to 
Aaa and four times by Standard & Poor’s from 
A to AA+.  Both rating agencies upgraded their 
respective ratings for Boston’s bonds two times  
during the period of this study.  

In March 2013, Moody’s Investors Service and 
Standard & Poor’s reaffirmed Boston’s credit 
ratings of Aaa and AA+ respectively. In March 
2014, Standard & Poor’s increased its rating for 
Boston to AAA. Thus, for the first time in 
Boston’s history, both Moody’s Investors Service 
and Standard & Poor’s have ranked Boston’s  
credit at Aaa/AAA.  Specific factors noted 

about Boston in the credit reports of both 
rating agencies were: 

Positive factors benefiting Boston: 

Consistently strong and proactive 
management with a demonstrated record of 
managing to balanced budgets through all 
economic cycles   

Conservative approach to budgeting and 
expenditure control 

Substantial and economically diverse tax base 
well‐positioned for growth   

A significant but conservatively-structured 
debt profile, governed by prudently designed 
debt policies including rapid bond 
amortization and debt all fixed‐rate with no 
variable rate debt exposure 

Positive financial performance with adequate 
reserve levels and flexibility to address future 
budget challenges 

Constraining factors being watched: 

Uncertainty regarding future state aid levels   

Sizable long‐term unfunded liabilities for 
pensions and retiree health care (OPEB)   

High personnel‐related costs subject to 
collective bargaining with strong unions   

Constraints on City to increase property tax 
or establish new revenue streams   

High cost of living and doing business   

Interest Rates  

The interest Boston pays on its debt has 
decreased from fiscal 2002 to 2013, reflecting 
the City’s increasingly competitive credit 
ratings.  The True Interest Cost (TIC) of a bond 
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Year Date Rating Date Rating Date Rating

1973 Baa1 A

1974 24-May-74 A A

1975 A A

1976 27-Jan-76 Baa 23-Sep-76 A-

1977 Baa A-

1978 Baa A-

1979 Baa A-

1980 Baa 2-Dec-80 BBB+

1981 27-Mar-81 Rate w/d [1] BBB+

8-Jul-81 Ba

1982 Ba BBB+

1983 12-Jan-83 Ba1 BBB+

1984 Ba1 BBB+

1985 19-Apr-85 Baa BBB+

1986 Baa BBB+

1987 30-Apr-87 Baa1 13-Feb-87 A-

1988 19-Apr-88 A A-

1989 A 14-Feb-89 A

1990 A A

1991 A A

1992 A A

1993 A A

1994 A A

1995 A 27-Sep-95 A+

1996 11-Nov-96 A1 A+

1997 A1 A+

1998 8-Oct-98 Aa3 A+ 8-Oct-98 AA-

1999 Aa3 A+ AA-

2000 Aa3 9-Feb-00 AA- AA-

2001 9-Apr-01 Aa2 AA- AA-

2002 Aa2 AA- AA-

2003 Aa2 AA- AA-

2004 Aa2 10-Feb-04 AA AA-

2005 8-Feb-05 Aa1 AA 9-Feb-05 AA

2006 Aa1 AA AA

2007 Aa1 7-Mar-07 AA+ AA

2008 Aa1 AA+ AA

2009 Aa1 AA+

2010 Aa1 AA+ 30-Apr-10 AA+[3][4]

2011 15-Mar-11 Aaa [2] AA+

2012 Aaa AA+ 24-Jul-12 AAA[4]

2013 Aaa AA+

2014 Aaa 5-Mar-14 AAA

City of Boston Bond Ratings
1973 - Present

Moody's Standard & Poor's Fitch Ratings

[1]  Rate withdrawn in response to passage of Proposition 2 1/2 in March and downgraded to Ba in July.

Source: Moody's Investors Service, Standard & Poor's and Fitch Ratings

[3] Upgrade due solely to recalibration

[2] Rating increase is due to Moody's recalibration of U.S. municipal rating to its global rating scale and does not 

reflect a change in its credit opinion for Boston's municipal debt. 

[4] Ratings apply only to bonds issued in 2008 and prior that are still outstanding
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issue is a useful figure for comparing interest 
rates.  The TIC is the percentage rate that 
measures the effective cost of a bond issue by 
discounting the total amount of debt service 
payments over the life of the bond to the 
present value of the bond proceeds par amount 
issued.  From 1983 through 2013, the TIC on 
Boston’s bond issuances has dropped from a 5-
year average of 8.63% in fiscal 1984–1988 to a 
5-year average of 2.47% in fiscal 2009–2013, 
representing a 71.32% decrease. 

The decline in the interest rates paid by Boston 
is partially attributed to a national decline in 
interest rates. However, Boston has seen 
declines in the interest rate paid on its debt 
that are greater than the declines in national 
interest rate standards.  The Bond Buyer Index 
(BBI) also is a useful bench-mark for comparing 
the interest that the City received on each issue 
to national averages. The index measures 
average yields to investors for bonds maturing 
in 20 years. Although BBI is not directly 
comparable to TIC, it can be helpful in 
showing relative trends in Boston’s interest 
costs over time. Comparing the 10-year 
averages of the BBI and TIC from 1984–2013 
reveals that Boston’s TIC has beat the BBI 
by .07% from 1984–1993, .84% from 1994–
2003 and 1.61% from 2004 to 2013.   

Refunding Special Obligation Debt 
with General Obligation Bonds 

The City has also refinanced all its Special 
Obligation debt with General Obligation 
Refunding Bonds. This strategy has two 
benefits.  First, by refunding outstanding debt 
at higher interest rates with newly issued 
General Obligation Refunding Bonds at lower 
interest rates, the City is able to achieve a NPV 
savings which has been applied to reduce the 
annual debt service costs. Second, by 
converting Special Obligation debt for General 
Obligation debt, the requirement for reserves 
to be established for Special Obligation debt is 
eliminated, providing more cash flow for city 
finances.  The refunded debt does increase the 
City’s annual debt service costs, but the lower 
interest costs from the refunding and the 
liquidation of former debt reserves for cash 
flow provides a larger benefit for the City. 

Prior to fiscal 2011, the City’s debt burden 
included two outstanding Special Obligation 
Bond issues.  As of March 2011, the City’s 
Special Obligation indebtedness consisted of 
$73.1 million Special Obligation Boston City 
Hospital Bonds and $93.5 million Special 
Obligation Convention Center Bonds.  The 
City has since issued General Obligation 
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Refunding Bonds to repay these loans.  Thus, 
the City currently has no outstanding Special 
Obligation debt.  

In fiscal 1991, the City incurred $169.3 million 
in Special Obligation debt for the construction 
and equipping of a new hospital inpatient 
facility and the renovation of existing facilities 
at the Boston City Hospital. The City 
refinanced this debt with Special Obligation 
Refunding Bonds on June 1, 1993 and August 
1, 2002.  In May 2012, the City sold $26.9 
million of General Obligation Refunding 
Bonds and with the application of $38.3 
million in available city funds, was able to fully 
refund the Boston City Hospital Special 
Obligation Bonds.  The $26.9 million issue sold 
at a TIC of 0.9% in replacing bonds originally 
issued in 2002 at interest rates of 4%, 
generating a NPV savings of $6.8 million.  

Boston’s other Special Obligation debt was 
related to the financing of the Boston 
Convention Center.  The Convention Center 

Bonds of $116.9 million were issued by the City 
in 2002 to permanently finance its purchase 
and preparation of land for the development of 
the Boston Convention and Exhibition Center.  
The bonds were secured solely by a pledge of 
certain excise receipts and other revenues, 
including all amounts received by the City from 
the local option room occupancy excise 
imposed in Boston from a portion of a 
surcharge imposed on vehicular rentals in 
Boston. The room occupancy excise has moved 
from 4% to 6% in fiscal 2010. In April 2011, 
the City refunded all of its $93.5 million 
outstanding 2002 Convention Center Bonds 
with a combination of $38.3 million of 
refunding bond proceeds and the application of 
$55.2 million held in the City’s Room 
Occupancy Excise Fund and other available 
monies, producing a NPV savings of $6.6 
million.  The scheduled debt service in fiscal 
2012 prior to the refunding was $8.3 million, 
but was reduced to $3.3 million for an annual 
savings of $5.0 million. 
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The City of Boston’s annual process for 
developing the next fiscal year’s operating and 
capital budgets starts near the end of the 
calendar year, long before the Mayor submits 
the recommended budget to the City Council 
the following April.  These budgets are revenue 
driven, which requires the financial team in the 
Offices of Administration & Finance (now 
Finance & Budget), Budget Management, 
Auditing, Assessing and Treasury to develop 
revenue estimates for the next year and 
determine the amount of non-discretionary 
expenses that will be required in order to 
develop expenditure guidelines for the City’s 
47 city departments that also include the policy 
goals of the Mayor.  Once the budget requests 
are submitted by the departments to the Office 
of Budget Management (OBM) by a time 
certain, they are reviewed by OBM before 
departmental meetings are scheduled with the 
Budget Director, CFO and Mayor which could 
lead to further adjustments before the final 
recommended budgets are set. 

Even after the budget is formally approved in 
June, adjustments to revenue and mandatory 
expense accounts can be made up to the point 
that the tax rate for the fiscal year is approved 
by the state in December. Further 
modifications of the budget are made possible 
by the Charter through reallocations 
supplementary appropriations, departmental 
transfers and year-end transfers to close the 
accounts of the fiscal year. The Administration, 
through its Departments of OBM, Finance and 
Auditing, is responsible for monitoring revenue 
and expenditure accounts during the year and 
making timely adjustments if necessary with the 
approval of the Mayor to ensure the City ends 
the year in a positive position. 

In accordance with state law, the City develops 
a balanced budget at the beginning of each 
year.  The Charter sets the rules for the budget 

process and budget and spending controls.  
The Charter states that no city official, “except 
in cases of extreme emergency involving the 
health and safety of the people or their 
property” shall intentionally spend in excess of 
the appropriations in a fiscal year.  The Mayor 
retains the sole responsibility for initiating all 
appropriations to be met from taxes, revenue 
or any source other than loans.  The Mayor, 
through the annual budget recommendation, 
normally initiates loan orders as part of the 
capital budget recommendation each year.  The 
City Council is able to initiate a loan order or 
bond issue, but the Mayor must approve it 
before it can be fully authorized.  Loan 
authorizations require a two-thirds vote by the 
City Council at two different times with at least 
fourteen days between the votes.  

Recommended Budget 

The Mayor must submit his annual budget 
recommendation for the next fiscal year to the 
City Council by the second Wednesday in 
April of each year.  The City Council may 
reduce or reject any item, but except upon 
approval of the Mayor cannot increase any item 
or add any item to the budget.  The Mayor’s 
recommended budget is presented in three 
volumes, but the actual appropriation order 
that the City Council approves for city 
departments consists of four pages that include 
a list of the summary appropriation accounts 
for each city department or service. The 
detailed budget volumes provide more 
explanation of the budget recommendations, 
but are provided for informational purposes 
and are not subject to City Council action, 
which is limited to the actual appropriation 
order.   

The School Department’s recommended 
budget is a separate appropriation order which 

Development and Management of the Budget 
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the Council may approve, reject or reduce.  The 
School Department’s budget cycle follows a 
different process.  The Superintendent is legally 
required to submit the proposed budget to the 
School Committee by the first Wednesday in 
February and the School Committee is required 
to take action on the budget by the fourth 
Wednesday in March.  The Superintendent 
then submits the approved budget to the Mayor 
who may approve or reduce the total 
recommended budget, but cannot adjust the 
separate budget accounts as stipulated by 
Proposition 2½.  The School Department 
budget is included in the Mayor’s budget 
submission to the City council in April. 

Some budget items not included in the 
appropriation order are not subject to City 
Council approval.  These items are mainly 
mandatory expenditures that the City is legally 
required to fund each year, including funding 
for the annual pension obligation, debt service, 
remaining Suffolk County expenses, Tregor 
financial reserve and state assessments.   

Approved Budget 

The City Council must take definite action on 
the Mayor’s recommended budget by adopting, 
reducing or rejecting it by the second 
Wednesday in June.  In the event of a failure of 
the City Council to do so, the items and the 
appropriation orders in the budget 
recommended by the Mayor take effect as if 
formally adopted by the City Council.  
However, in practice the City Council will 
reject the Mayor’s recommended budget 
without prejudice by that date and require the 
Mayor to resubmit his recommended budget 
with any adjustments deemed appropriate.  The 
City Council takes this step because the 
Council normally does not complete its budget 
review by the second Wednesday in June.  
Rejecting the budget allows the Mayor to 
update expenditure and revenue accounts based 
on more current information and address issues 

raised in the Council’s budget hearings. 

Tax Rate Budget 

The City sets its tax rate in December and at 
that time can modify revenue and mandatory 
expense estimates based on updated data before 
submitting the tax rate information to the 
state’s Bureau of Accounts for approval.  For 
example, in recent years the City’s annual 
budget has been approved before the state 
budget has been finalized so the City’s state aid 
numbers are still estimates.  The December tax 
rate enables the City to make adjustments to 
include the final state aid numbers in the city 
budget. 

Property Tax Collection 

While the property tax rates are not set until 
December, the City of Boston issues its property 
tax bills on a quarterly basis.  The first two 
quarter bills are due on August 1 and 
November 1 and are preliminary bills with each 
equal to one quarter of the previous fiscal year’s 
tax bill.  The actual property value for the 
current fiscal year which determines the new tax 
amount is reflected in the third and fourth 
quarter bills, which are due on February 1 and 
May 1 of the tax year.  Prior to fiscal 1992, 
when the City adopted legislation (Ch. 396, 
Acts of 1991) authorizing quarterly tax bills, 
property taxes were collected twice a year.  The 
quarterly tax collections improve the City’s cash 
flow position during the year.  

Budget Management 

After approving an operating budget, the City 
has an obligation to manage its budget so that 
annual expenditures stay within available 
revenue to end the year with an operating 
surplus.  The City of Boston has succeeded in 
ending each year with a positive balance since 
fiscal 1986.  Achieving this feat starts with 
developing the budget with conservative 
revenue estimates and realistic spending plans.  
A structure for carefully reviewing personnel 
levels is necessary given the large extent to 
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which total spending is tied to employee costs.  
Even so, unexpected revenue or expenditure 
issues can arise for which the Charter 
provisions described below exist to provide the 
City with flexibility to manage the budget 
during the year.  Longer-range initiatives to 
control city spending are described in the 
“Where the Money Goes” section. 

Supplemental Appropriation  After the City 
Council has approved an appropriation of 
funds for any city department or budget 
account, no transfer of any part of the funds 
so appropriated, can be made to another 
department or budget account unless it is 
approved by a vote of two-thirds of the City 
Council.  The most common use of a 
supplementary appropriation is the transfer of 
funds from the Collective Bargaining Reserve 
to the department affected once the funding 
for a new employee contract has been 
approved by the City Council.  Otherwise the 
use of supplementary appropriations is 
limited. 

Departmental Transfers After an 
appropriation of money has been made, 
transfers between one department or office 
can be made to another department or office, 
but the Mayor first must submit a written 
recommendation of the transfer to the City 
Council, which must approve the transfer by a 
two-thirds vote of all members. These inter-
departmental transfers have been rarely used 
in recent years. 

In addition, the City Auditor, with approval of 
the Mayor, may make transfers, other than for 
personal services, from any budget account to 
any other account within a department’s 
appropriation.  For example, a transfer of 
funds may be made from a department’s 
personal services account to its contractual 
services account, but funds cannot be 
transferred from the supplies and materials 
account to the personal services account.  City 
Council approval is not required for these 

intra-departmental transfers since they do not 
change the total approved appropriation 
amount.  

Year-End Transfers  After the close of the 
fiscal year, the City Auditor, with the approval 
of the Mayor, may apply any income, taxes and 
funds not disposed of and make transfers from 
any appropriation to any other appropriation 
for the purpose only of closing the accounts of 
the fiscal year.  Income, taxes and funds not 
disposed of would be generated if operating 
revenues exceeded budget estimates or 
expenditures were less than appropriations.  
City Council approval is not required for these 
year-end transfers, but the Auditor does report 
the transfers to the Council. This transfer 
authority gives the Mayor greater flexibility in 
making final budget adjustments to insure that 
budget accounts are balanced at the end of the 
fiscal year where required. Police and Fire 
Department spending for emergency situations 
involving the health and safety of people or 
their property, snow removal costs and 
Execution of Court expenses from court 
decisions are legally allowed to exceed their 
appropriations, but still need to be paid from 
city resources. 

Tregor Amendments 

Legislation (Ch. 701, Acts of 1986) enacted in 
1986 included a series of budget and 
accounting reform measures for the City of 
Boston intended to strengthen requirements 
to manage its budget and establish tools to 
protect it from operating deficits.  A few of the 
provisions of the law are described below.  The 
legislation was enacted in response to a fiscal 
crisis that faced the City of Boston in the early 
1980s.  Proposition 2½ was approved in 1980 
and starting in fiscal 1982, the City was 
required to significantly reduce its property tax 
levy over three years.  At around the same 
time, the City was required to pay abatements 
over $100 million to commercial property 
owners as a result of a state court decision in 
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1979 (Tregor v. Assessors of Boston) that found 
the City had been disproportionately assessing 
different classes of property at varying 
percentages of fair cash value.  This case was 
initiated by Norman Tregor, a commercial 
property owner in Boston, after repeated 
abatement applications by him were not 
approved by the City.   

The court decision’s remedy was that the City 
was required to reduce commercial property 
values so that they were proportional to the 
average of residential property.  The City was 
not able to make abatement payments of this 
magnitude when at the same time it was 
required to reduce its property tax levy by 15% 
in fiscal years 1982 and 1983 and a lesser 
amount in fiscal 1984.  Consequently, the City 
sought and eventually received approval of a 
special act (Ch. 190, Acts of 1982) that 
authorized it to borrow $45 million to fund a 
portion of the abatement obligation.  As a 
follow-up to this special act, the Tregor 
Amendments contained in Chapter 701 of the 
Acts of 1986 were approved to improve the 
City’s management of its operating budget. 

The remedy of the Tregor court case that 
required the City to reduce commercial 
property value so that it was proportional to 
the average of residential property would have 
resulted in a significant shift of the property tax 
burden from commercial property to 
residential property.  To protect homeowners 
from a huge tax increase and maintain the 
status quo, the White Administration was 
successful in its statewide campaign that led a 
constitutional amendment approved by the 
voters of the Commonwealth in 1978 that 
authorized the classification of property for tax 
purposes.  Today, classification is fully utilized 
by the City to shift as much of the tax burden 
on to business property as allowed.  Three 
Tregor amendments related to budget 
management are described below. 

Personnel Allotment   City officials in charge 
of departments or agencies, including the 
School Department are required to submit an 
allotment schedule of the appropriations of all 
personnel categories in the budget to the City 
Auditor for review.  This requirement was first 
established in the Bond Procedures Act (Ch. 
190, Acts of 1982) and amended in Chapter 
701 of the Acts of 1986.  The allotment 
schedule must be submitted “on or before 
August first of each year, or within ten days of 
the annual appropriation order for such fiscal 
year, whichever shall occur later.”  These 
submissions must indicate the amounts to be 
expended by the department or agency for 
specific purposes during each of the quarters of 
the fiscal year.  If, upon receipt of these reports, 
the City Auditor determines that any 
department or agency will exhaust its quarterly 
allotment, the City Auditor must provide 
notice of this determination to the department 
head, the Mayor and the City Council. 

Within a week of such a determination, the 
Mayor must decide whether to waive or enforce 
the allotment. If the allotment is waived, the 
department or agency head must reduce the 
subsequent quarter’s allotments appropriately.  
In this case, the Collector-Treasurer must 
provide a written statement to the City Council 
and the City Clerk detailing reductions in each 
subsequent quarter’s allotment to be enforced.  

If the allotment for a given quarter is enforced 
and not waived, the department must 
terminate all personnel expenses for the 
remainder of the quarter.  In such a case, no 
personal expenses may be paid from the 
department’s or agency’s allotment of a 
subsequent quarter without approval by the 
Mayor.  However, retroactive compensation 
adjustments may be distributed.   

Mayoral Reallocation  The Mayor has the 
ability to authorize the reallocation of up to 
$3.0 mi l l ion from non -personnel 
appropriations, other than school 
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appropriations, to other departmental purposes 
by April 15th in any fiscal year for the purpose 
of insuring that the overall city spending 
program remains in balance.  The intent of this 
requirement is that the allocations would be 
taken from non-personnel departmental 
appropriations. However, the practice has been 
that the funds used are transferred from the 
City’s debt service account.  By April 30th of 
each fiscal year, the City Auditor must provide 
a report of each reallocation made by the 
Mayor to the City Council and the City Clerk.  
The report must detail accounts from which 
the transferred funds were taken,  the accounts 
to which the funds were reallocated, and the 
reasons for the reallocation. 

Tregor Reserve  The City is required to 
maintain a reserve fund equal to 2.5% of the 
preceding year’s appropriations for all city 
departments except the School Department.  
The purpose of this reserve is to ensure that 
funds are available to help offset any possible 
year-end operating deficit.  The City is required 
to include the segregated reserve in the 
appropriations for each fiscal year.  The fund is 
intended to be applied to extraordinary and 
unforeseen expenditures after June 1st in any 
fiscal year with the approval of the Mayor and 
the City Council. The Mayor, with the 

approval of the City Council, may make direct 
drafts or transfers against the reserve fund so 
long as any transfer is accompanied by written 
documentation detailing the amount and 
explanation of the transfer. To date, this 
budgetary reserve has not been utilized.  As of 
June 30, 2013, the reserve fund had a balance 
of approximately $29.0 million. Any funds 
transferred from this reserve are required to be 
restored in the next fiscal year.   

The section also requires the establishment of a 
segregated reserve fund of not less than 1.0% 
of the School Department’s budget each year.  
No expenditures may be made from the School 
Department reserve fund before May 1st in any 
fiscal year.  After then, any expenditure 
requires approval of the Mayor and the City 
Council.  Because the reserve is created from 
existing budget accounts appropriated for 
specific purposes rather than as a segregated 
reserve, the reserve does not provide additional 
funds to cover unanticipated expenses.  This 
limitation makes the school budget reserve 
ineffective as a true reserve and creates a budget 
administration nightmare for the Department.  

 




