CAPITAL FINANCE COMMITTEE REPORT CONCERNING
THE PROPOSED PURCHASE OF THE SENIOR CARE FACILITY

The citizen members of the Capital Finance Committee (the “Committee”) are pleased to present its report concerning the potential purchase of the Senior Care facility (“Senior Care” or the “Facility”) by the Township. 

This report contains two sections.  The first is an overall review of Montclair’s capital spending and current debt obligation with projections concerning the cost of future debt service.  Unless otherwise indicated, all references to Montclair’s debt include both town and school debt as Montclair’s taxpayers must, of course, pay for both.  

CONCLUSIONS:

We recommend that the Council halt any further efforts to purchase the Facility. 

1. There has been a more than doubling in capital spending over the past ten years.  The Township’s debt obligations in 1999 were $72,455,097.  At the end of 2009, the corresponding amount more than doubled to $181,166,546.

2. Taxpayers have not yet had to absorb much of the cost of this increased capital spending.  More than half of the overall debt, $97,688,675, is currently being financed by temporary notes with an artificially low 1.5% interest rate which do not require the repayment of principal.  However, this amount will have to be permanently financed beginning in 2011 at which point interest costs will jump and principal must  be repaid.  

3. Annual debt service costs will be increasing dramatically, a 3.4% to 7.8% increase for Montclair residents without even taking into account any increases in operating costs.  Currently, the average Montclair taxpayer pays $13,104 in town and school taxes with $775 of that amount going towards debt service.  Assuming a 5% interest rate, by 2014,  the cost of debt service for the average tax payer will increase to between $1,200 and $1,800 (the amount will vary depending upon  the schedule for repaying principal. The impact could even be greater in the likely event that interest rates rise.

4. Montclair has arrived at this perilous situation by not having a long-term capital plan and, instead, approving spending on a project by project basis.  The proposed purchase of the Facility (the “Purchase”) is a classic example of this.  Projections are made about capital and operating costs in isolation without considering other funding needs and existing debt.  It is then easy to say with respect to a single project that $3,000,000 in capital spending or for that matter $8,000,000 or $10,000,000 will not, in and of itself, dramatically cause taxes to rise.  The Town’s $100,000,000 in unfunded debt shows how myopic and dangerously short-sighted this approach is.
5. Any new discretionary capital spending, including the Purchase, should only be approved in conjunction with a long term capital plan which takes into account future, unavoidable tax increases for as yet unpaid for capital projects.  Any discretionary capital spending should only be approved after the most rigorous analysis and a showing of compelling need.  The Purchase meets none of these criteria.
6.  We have reviewed the November 30, 2009 Report on Possible Acquisition of Senior Care
 Facility for Use as a Community Center prepared by the Township Manager (the “Report”).  We 
have found :

(a) the “needs” identified in the Report unsupported.
(b) the Report may substantially understate the cost of the Purchase omitting altogether the lost opportunity cost of not having the Facility on the tax rolls.
(c ) the Report fails to examine numerous other alternatives to meet Montclair’s supposed space needs including the new 90,000 square foot Elm Street School (the New School”) and many other public and private facilities.

(d) owning real estate does not necessarily build value for taxpayers.
I. MONTCLAIR’S CAPITAL SPENDING AND DEBT SERVICE COSTS

Montclair’s Current Debt Obligations

Montclair’s debt obligations primarily consist of bonds and short term notes.  There are also direct loans, such as Green Acres loans, but these are relatively insignificant.

Capital projects are first financed through the sale of short term notes.  These notes have a below market interest rate and do not require the repayment of principal.  Thus, for example, Montclair taxpayers have as yet paid little of the cost of the New School.  All of the current construction costs of the New School have been financed by notes, which, in this very low interest rate environment, have an interest rate of 1.5%.

All good things, however, must come to an end.  Capital projects can only be financed by notes for a limited number of years.  After that, they must be permanently bonded, at a higher interest rate with the repayment of principal.

Because much of Montclair’s capital spending has only been recently authorized, the majority of Montclair’s debt has not been permanently financed.  These are the figures as of December 31, 2009:

	Debt Permanently Financed 
	$83,477,869

	Debt not Permanently Financed 
	$97,688,677

	
	$181,166,546


What has alarmed us, and what should focus the Council’s attention, is that Montclair must within the next few years permanently finance almost $100,000,000, not including any future capital projects.

Montclair’s Historical Capital Spending 
Some capital spending is for all practical purposes non-discretionary.  If a roof leaks or a fire truck breaks down, it must be fixed.  The Township also has recurring, annual capital projects such as paving streets and planting shade trees.  Without any new capital initiatives,  new capital authorizations will be $5,000,000 to $10,000,000 a year.  The lowest annual amount of new capital ordinances approved in the last ten years has been approximately $8,000,000.  

Over the last ten years, Montclair’s discretionary capital spending has skyrocketed.  Montclair’s current debt obligations are 150% greater than they were ten years ago.  The following chart shows Montclair’s total debt obligation for the years 1999 to 2009:

	1999
	$72,455,096

	2000
	$74,898,714

	2001
	$81,050,997

	2002
	$95,711,755

	2003
	$117,640,462

	2004
	$156,178,362

	2005
	$168,949,934

	2006
	$169,491,475

	2007
	$175,418,859

	2008
	$179,558,350

	2009
	$181,161,546


The growth in capital spending can also be seen by examining capital projects annually authorized by the Council: 

	
	Municipal
	School
	Total

	1999
	$6,099,000
	$2,930,751
	$9,029,751

	2000
	$5,924,000
	$2,020,408
	$7,944,408

	2001
	$6,118,000
	$4,020,408
	$10,333,315

	2002
	$13,113,650
	$7,705,482
	$20,879,132

	2003
	$11,522,226
	$16,140,823
	$27,663,049

	2004
	$8,543,559
	$37,882,058
	$46,425,612

	2005
	$13,016,834
	$7,006,514
	$20,023,348

	2006
	$5,984,137
	$4,649,840
	$10,633,977

	2007
	$8,096,175
	$4,381,520
	$12,477,695

	2008
	$5,295,800
	$5,346,848
	$10,642,648

	2009
	$4,576,750
	$3,853,000
	$8,429,750


School capital spending is responsible for most of this increase.  School debt has increased as follows from 1999 to 2009.

	1999
	$29,659,676

	2000
	$29,980,697

	2001
	$32,265,497

	2002
	$37,046,785

	2003
	$50,107,465

	2004
	$84,411,170

	2005
	$89,155,563

	2006
	$91,596,185

	2007
	$93,281,837

	2008
	$96,673,859

	2009
	$98,332,859


Increased capital spending means, of course, that taxpayers must annually pay more for debt service which consists of interest and the repayment of principal.  Debt service was $7,059,905 in 2001.  It was $11,790,921 in 2009, even when the Town had the benefit of paying the lowest interest rates in memory.  In 2009, the average Montclair taxpayer paid $775 in debt service.

As the temporary notes are replaced with bonds, Montclair’s debt service will increase dramatically in the coming years, even without any new capital initiatives.  This is illustrated by what taxpayers will soon be paying for the New School.  In round numbers, the $35,000,000 in construction costs is currently being financed by short-term notes with a 1.5% interest rate, for a cost of approximately $525,000 annually.  Once that debt is permanently financed by bonds beginning in 2011, the annual interest rate will rise and principal payments will have to be paid.  Assuming that the bonds will have a 5% interest rate, annual debt service costs for the New School, including the repayment of principal, will likely rise to $3,000,000 to $3,500,000.

We have asked the Township auditors to project the cost of future debt service assuming that there are no new capital initiatives and a 5% interest rate for  future bonds.  By 2014, debt service will increase to between $1,200 and $1,800 depending upon the schedule for repaying principal.  The average Montclair taxpayer pays $13,104 in school and town taxes (there are also County taxes).  This would translate into a 3.36% to 7.8% tax increase without even taking into account any increase in operating costs.  The impact could even be greater if interest rates rise.   The Committee will be working with our auditor, the Town and the soon to be hired consultant to arrive at the best strategy to finance the $100,000,000 in unfunded debt.  But even the best strategy possible will not prevent significant tax increases in the coming years.

Montclair has arrived at this situation by not having a long term capital plan and instead authorizing spending on a project by project basis.  The Purchase fits this pattern.

THE SENIOR CARE ACQUISITION

The Township Manager’s Report appears to be an advocacy document, rather than a sober, even handed analysis.  As explained below, we also found that it is unpersuasive and incomplete with respect to both the economic ramifications of the Purchase and the need for the Facility.  It does not, in our view, present even a prima facie showing for proceeding further with the Purchase.. 

The Economics of the Purchase 

The Report does not thoroughly or accurately analyze the economic benefits and costs of the Purchase.

The Report begins by stating that unnamed Township officials determined that the Purchase was an “important potential opportunity,” and states that there are “several elements to this.”  Two of these elements appear to be unfounded on their face.  One purported “element” is that there are adjoining Township properties which would “create a valuable taxpayer owned swath of property.”  The Report does not state how these other parcels would become more valuable.  But these contiguous properties do suggest an alternative which the Report does not address and the Township should investigate:  the sale of those parcels with the Facility which in turn could result in the Township obtaining money for underutilized properties and expanding its tax base.  Indeed, the Report states, as a supposed reason for the Purchase, that “at some further date, other property in this block is likely to become available creating added potential value for the taxpayers.”  This will likely happen only if the Facility and the adjoining property is developed.

Another supposed benefit the Report alludes to is that it would enable the Township “to terminate outside rentals it is paying for storage and to sell the DMV facility on Label Street.”  Unfortunately, the Report does not indicate what those storage costs are.  The Council should explore the sale of the DMV facility.  But the potential sale of other Township assets should be considered separately and apart from the Purchase.  If it makes sense for the DMV building or the Wildwood lots to be sold, then sell them.  But we should not be purchasing an unneeded facility because there are other, unused assets which should be sold or better utilized.

The Report also states that the Purchase would make a “future major renovation of 205 Claremont . . . feasible.”  We do not understand the logic of this argument.  As we have previously stated, it is crucial to examine the Purchase as part of an overall capital plan.  In this case, the future renovation of Town Hall strongly argues against the Purchase.  If there is going to be a major renovation of Town Hall (yet another major capital project which would have to be financed), there would be a lesser need or no need for the Facility.  Meeting spaces, for example, could be added as part of that renovation.

The Report also fails to consider another economic factor, the loss of potential ratables.  Assuming that the Facility could be sold for $3,500,000, that amount would be added to the Township’s tax base, which could bring in between $75,000 and $100,000 in annual revenues.  That amount could be even greater if the Township’s adjoining parcels were also sold.

Finally, the Report makes sundry assumptions to argue that it would only supposedly cost the taxpayers $28 a year if the Facility is purchased.  This type of thinking  has caused the Township to have almost $100,000,000 in unfounded debt.  Any potential project could be justified, regardless of the cost, could be justifired if viewed in isolation.

Further, the Report also grossly understates what the costs of the Purchase will be.  If $2,900,000 is bonded, it assumes debt service costs will be $167,717 using a “weighted mean” and assuming a 4% interest rate.  By its own chart, debt service in the first year will be $193,852.  Debit service will be $232,852 if interest rates are 5%.  More importantly, while the Report suggests that 28 new programs could be run at the Facility, it also assumes that these programs would cost nothing to run, an absurd assumption.   

 The operating costs of the Facility also appear on their face to be understated.  While the Report states that the Township is charged double time when it uses the schools on the weekends, it does not explain why the same costs would not apply when the Facility is used on weekends.  Indeed, the programs identified in the Report suggest that the Facility would be open 7 days a week for most of each day.

Finally, of course, the Report does not take into account lost opportunity costs, the ability to obtain tax revenues by adding the Facility to the tax rolls.

The true actual cost of the Purchase will likely be closer to $600,000 than $300,000.

Alternatives to the Facility
One of the glaring omissions from the Report is that there is little or no discussion of the alternatives available to meet the Town’s alleged space needs.  The premise for the Purchase is that needed programs are not being run because no space or facilities are available.  The Report, however, neglects to mention whether the 90,000 square feet New School could provide any of the supposedly needed space and facilities.  The Report also does not mention the library which also has substantial meeting room space or for that matter the numerous other public and private facilities located throughout the Montclair from the Y’s to churches to synagogues to the new Salvation Army building. 
The Report also suggests that there is lack of coordination between the Township and the schools.  There is no concrete example given of this, but the Report does not explain why this cannot be solved by better coordination as opposed to buying a new facility.

The Alleged Needs Specified in the Report
The Report argues that youth/recreational and senior care needs can be met by the new Facility.  The Report is unpersuasive.  We note at the onset that if these needs existed before the Facility was put up for sale, they apparently existed only a need to know basis.  We are unaware of any of the alleged needs being previously identified, which of course, raises the question of whether they are only now being manufactured. 

Turning first to the alleged youth needs, the Report envisions the Facility becoming the “center of all current Township Recreational programs.”  Putting aside the question of whether there is a need for such a “center,” the absence of a gym and other athletic facilities makes this an impossibility.

The Report then attempts to equate the Facility to other facilities, such as Clary Anderson Arena, and asks whether there is a need for them.  This is, of course, the completely wrong question to ask.  These facilities exist and we do not have to purchase them.  If those facilities are not needed,  they should be sold.

In attempting to explain why existing facilities are inadequate for the programs the Manager has now identified, the Report states that with the community center, people would not be “bouncing from place to place.”  The Report does not explain why this is a substantial problem or who is allegedly affected.  

We have not attempted to analyze each of the new or enhanced programs the Reports identifies (which should be done first if the Council is going to proceed further), but even an examination of the first program listed, the need for a high school dance program, raises serious questions about the rigor of the Report.  

The Report states that (i) there is a need to have a dance program for high school students, and (ii) the Town |does not have the space for it.  Both of these assumptions appear to be absurd on their face.

Hillside, Glenfield and the High School each have fully mirrored dance studios.  We do not understand why these facilities could not be used for any needed program.  Further, the High School has a sixty student dance company and offers a dance as a gym elective.  There are also a multitude of private dance studios in Montclair and the surrounding  area.  The need for the Recreational Department to initiate yet another dance program is unexplained and, we believe, unexplainable.

The reasons given for new senior programs are also unpersuasive.   It is worth noting that the Report states that the “Senior Care organization had run into financial difficulties.”  It is important to understand the source of those difficulties.  If, as we believe is the case, those difficulties resulted from an inability to attract participants for its programs, that raises serious questions about whether there are any unmet needs and whether the Y’s, churches, synagogue and other entities are alreadt meeting the needs of our seniors..  The Report fails to provide even an estimation of the number of senior citizens who would participate in the new senior programs.  

The Risk of Proceeding Further
Projects, once pursued, inevitably take on a life of their own.  The most prominent, recent example of this is the New School.  “New middle school” first appeared in the 2003 school budget with a projected total cost of $22,000,000.  That included $5,000,000 for acquiring the land.  At the same time, the Board of Education was projecting that the State would contribute 25% to 40% of the $17,000,000 in construction costs.  In other words, the Middle School, which also was supposed to have a community pool, was to cost Montclair taxpayers no more than $18,000,000.

The New School proceeded even after it was determined that cost would be twice as high as budgeted even without a pool.  The Council should not allow the Purchase to take on a life of its own.  

CONCLUSION
The Report correctly states that a decision on the Purchase should reflect Montclair’s values.  We agree.  Among those values, which Council members have repeatedly spoken about, is keeping taxes down to preserve Montclair’s diversity and the ability of residents to continue to live here.  In particular, older citizens with grown children are being forced to move out at an accelerating rate because they cannot afford the Town’s property taxes.  Senior citizens are not leaving Montclair because they don’t have a place to play cards; many cannot afford to live here anymore.  At the same time, higher spending creates the vicious cycle of higher taxes, lower property values, successful tax appeals and even higher taxes for everyone else.  The purchase of the Facility will, in our view, provide little benefit to Montclair, but instead will  only needlessly burden taxpayers, particularly senior citizens.

Dated:  January 19, 2010

Capital Management Committee 


By Its Citizen Members







John Reichman, Chairperson

Joan Zief

Peter Rappoport 

� Pursuant to the Council’s July 22, 2008 resolution, the Committee’s functions include, among other things, developing and recommending capital expense policy, reviewing outstanding capital debt, and analyzing specific projects.


� The debt and debt service figures in this report  have been provided to us by Township’s auditor, Walter Ryglicki.  We appreciate the time he spent responding to our requests for information.
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