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September 16, 1998

To: TheHonorable Christine Todd Whitman, Governor of the State of New Jer sey

The Property Tax Commission is pleased to present you with its report of
recommendations.

When you appointed the members of the Property Tax Commission in December,
1997, you charged us with recommending ways to help county, school, and municipal
officials ease the heavy burden of property taxes on New Jersey residents. Since then, the
Commission has held 10 meetings, numerous subcommittee meetings, and four public
hearings to gather data and opinions from private citizens, policy experts, local officias,
and State legidators.

The Commission sought to address both the cost of New Jersey’'s method of
providing local government services as well as the state’s historically heavy reliance on
the property tax to fund these government services. The Commission recognizes, and
wishes to stress, that any attempt to slow the growth of, or to reduce, property taxes must
address both sides of this equation. Therefore, we focused on several areas essential to
balanced property tax reform.

The Commission established subcommittees to deal with three of the issues we
felt were essential: school regionalization, local government shared services and
consolidation; tax administration; and the “ratables chase.” The Commission as a whole
considered the issue of tax restructuring and the recommendations of each subcommittee.

Respectful of the public’'s desire for lower taxes, the Commission concluded that
our recommendations should not result in an increase in the total State and local tax
burden. We therefore avoided solutions that would levy new or increased taxes without
also reducing property taxes and the cost of government. The Commission also operated
from the belief that government, like business, must control spending before radically
changing the revenue side of its operations. Finally, we sought to include not only long-
term recommendations, but also recommendations whose effectiveness could be seen
more immediately. State assumption of the costs of prosecutor offices and of property
assessment are two examples of this type of recommendation.

This report, which was unanimously approved by the members of the
Commission, is ultimately a product of the robust input we received from interested and
informed people across the state. The Commission is grateful for that input.



| and all the Commission members hope that our work provides some measure of

property tax relief. As | maintained throughout my tenure as the Commission’s
chairwoman and reiterated upon the release of the Commission’s discussion papers
(included as appendices in this report), we also hope to inspire an informed public
conversation about the complicated issues and tradeoffs surrounding New Jersey’s
property tax structure. Consistent with that belief, the Commission members have asked
that | convey to you our willingness to help you promote a constructive public discussion
in any way you see fit.

On behalf of the members of your Property Tax Commission, | respectfully
submit this report to you and to the people of New Jersey.

Sincerely,

Barbara Cannon
Commission Chairwoman
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EXECUTIVE SUMMARY

Governor Whitman asked the Property Tax Commission she created in 1997 to
study the property tax problem in New Jersey and offer recommendations that would help
county, school, and municipal officials ease the burden of property taxes on New Jersey
residents.

Historically, property tax reform discussions have sparked debate on the issue of
home rule. In studying the problem and developing recommendations, the Commission
looked at home rule from two perspectives. First, the Commission acknowledged the
tremendous value of home rule as a means of retaining and exerting local control over
decisions about programs and services that communities determine they need. At the
same time, the Commission recognized that home rule in the sense of localy
administered and locally delivered services has led to an overabundance of local units of
government — including 21 counties, 566 municipalities, 611 school districts, and 400
local authorities and fire districts — that has driven up the cost of local government in
New Jersey. The Commission has concluded that while New Jersey citizens ought to
continue holding local control in deciding which services they will receive, it is equally
important for New Jersey to reduce property taxes by finding more efficient ways to
provide those services.

The Commission recommends, therefore, that New Jersey implement a host of
regulatory and statutory changes to encourage sharing of services and, where appropriate,
consolidating or regionalizing units of local government. The Commission recommends
that the State establish a large-scale program to provide financial incentives for local units
of government, including school districts, to evaluate and implement new joint programs.
The Commission also supports the recommendations of the New Jersey Regionalization
Advisory Panel that school district central office operations be regionalized where
appropriate while enhancing local control of neighborhood schools.

Furthermore, the Commission believes that the property tax problem has
increased in some areas of New Jersey when local governments encourage and approve
new development for the short-term revenue gains it produces, only to suffer the costs of
additional services necessary to support the new development. In order to avoid the
“ratables chase,” the Commission recommends that the State educate local units of
government on the true costs and benefits of development. Further, the Commission
encourages the passage of legislation to enable municipalities to enact “timed growth”
ordinances and to levy impact fees on new construction to offset the added burden of
development on various forms of infrastructure, including schools and parks. And the
Commission recommends that the State ensure that its own policies do not initiate a
ratables chase in any municipality or county.

In the area of tax administration, the Commission believes that the current,
fragmented system of local property assessment creates inequities that contribute to the
property tax problem and therefore recommends a more centrally administered



assessment system, funded by the State, that would ensure regular adjustments in property
assessments across the state. To ease the shock of significant increases in property value
for taxpayers in municipalities that have not undergone property revaluations in many
years, the Commission proposes a State-funded program to phase in over three years the
property tax increase resulting from arevaluation.

Finally, in public hearings and through correspondence, the Commission heard
from many citizens who called for the local school tax levy — which this year amounted to
approximately $7 billion statewide — to be replaced in part or fully by State funding. The
Commission spent considerable time analyzing options for restructuring New Jersey’s tax
system to decrease local property tax levies, especially the local school tax. While the
Commission recognizes that many taxpayers perceive the property tax as inequitable, the
Commission concluded that a significant shift of the revenue source for local education
from the property tax to a statewide tax could create serious economic consequences for
the state and would require New Jerseyans to forgo a degree of local control over the
education of their children. Furthermore, the Commission believes that serious
consideration of tax restructuring must be preceded by a more complete public discussion
of the consequences of a significant shift. It is also necessary before such a restructuring
that substantial structural changes in the way that services are funded and delivered be
implemented, as outlined in this report.

The 60 specific recommendations of the Commission, which are detailed in
subsequent chapters of this report, are listed in summary form beginning on the next

page.



SUMMARY OF RECOMMENDATIONS

The 60 recommendations listed below may be referenced in the body of the report
by using the two numbers preceding each item. The first number represents the chapter in
which the recommendation is made, and the second number represents the order in which
the recommendation falls in that chapter. (e.g.,, “1.1” is Chapter 1's first
recommendation.)

Chapter |

1.1 Enact legislation that would allow municipal governments in urban aid-qualified
communities to levy a parking, entertainment, or hotel room tax for the purpose of
providing direct tax relief to property taxpayers.

Chapter I

2.1 Establish a State program of financial assistance and incentives to encourage local
governments and school districts to consolidate, regionalize, and implement new joint
services.

2.2 Link any program of incentives and financial assistance for consolidation,
regionalization, and shared services directly to providing property tax relief for the
communities' residents.

2.3 Continue funding for the Joint Service Incentive Grant Program, which provides
"seed money" to study or implement consolidation, and regional and shared service
programs.

2.4 Amend current statutes to provide, at local option, that in instances of shared or
merged services involving police, firefighters, and teachers, all contractual matters shall
be subject to renegotiation with the shared/merged service provider.

2.5 Permit locally funded early retirement incentives or added pension credit programs
for newly consolidated municipalities or new interlocal service programs.

2.6 Permit local units to "opt out" of Civil Service for purposes of interlocal and shared
service programs.

2.7 Direct all State agencies to conduct a review of their rules and program requirements
to identify those that restrict local shared efforts or cooperative activity.

2.8 Administratively provide that appointment of a joint municipal court judge shall be
by the Governor based upon nominations made by the municipalities operating the joint
municipal court.



2.9 Enact legidlation to permit county governments and approved local cooperative
pricing systems to establish programs similar to the State’s open-ended contracts.

2.10 Provide clear statutory authority for counties to serve as facilitators of
intermunicipal joint service efforts. Along with legislative authority, provide limited
financia assistance to help counties establish offices of shared service facilitation.

2.11 Statutorily require regular (at least annual) meetings between the governing bodies
of adjoining municipalities, and between municipal officials and those of local school
districts, authorities, and fire districts to discuss cost-saving efforts and possible shared
Services.

2.12 Direct State agencies, including the Local Government Budget Review Program, to
make personnel available upon request to assist local officials with planning new
interlocal activities and evaluating the feasibility of shared service programs.

2.13 Encourage local governments and school districts to make greater use of public-
private efforts and the services available from non-profit organizations to help develop
and implement regional and shared service efforts.

2.14 Establish a statutory budget cap exemption for interlocal service agreements.
Provide a positive cap base adjustment to reflect a fixed amount of the interlocal
appropriation as an inducement to establish shared service programs.

2.15 Revisethelocal budget law to permit budget transfers at any time during the budget
year to fund new interlocal service agreements.

2.16 Assume the costs of the county prosecutors’ offices and the costs of providing court
facilities, including construction costs.

2.17 Permit additional membership representation from participants in joint meetings
established under the Consolidated Municipa Services Act, N.J.S.A. 40:48B.

2.18 Condition financial assistance or State aid upon participation in shared or regional
service activities.

2.19 Amend the Municipal Consolidation Act to reduce the number of petition signatures.
220 Amend the Municipal Consolidation Act to permit the creation of a municipal
consolidation study commission by ordinance of the local governing bodies without the need

for aratifying referendum in each municipality.

2.21 Amend the Municipal Consolidation Act to lengthen the time allotted for filing the
study commission’s final report to at least no later than Labor Day (rather than nine months



after the election of the consolidation study commission). Consideration should be given to
provide for a permissive extension (up to a maximum of one year), if desired by the
commission.

2.22 Eliminate the commission’s six month preliminary report and the Department of
Community Affairs eight month evaluative review of that report.

Chapter 11

3.1 Implement the recommendations of the New Jersey Regionalization Advisory Panel’s
January, 1998 report.

3.2 Revise the funding mechanism for regional school districts to eliminate cost
inequities and permit equal sharing of the benefits and cost savings possible from
regionalization.

3.3 Direct the Commissioner of Education to develop a program to maintain and enhance
local control of individual schoolswhen districts regionalize.

3.4 Keep authority and control over certain school-related functions now exercised by the
local boards of education at the sub-regional level when school districts regionalize.

3.5 Direct the Commissioner of Education to develop regional and shared service models
for administrative and support functions.

3.6 Conduct studies to identify and develop models of shared administrative and
management positions.

3.7 Help the county superintendents’ offices facilitate efforts to implement inter-district
and joint pupil transportation services.

3.8 Direct the Department of Education and the Department of Community Affairs to work
jointly to encourage interlocal efforts between school districts and municipalities.

3.9 Research and study current use of shared and regional approaches to general education
and administrative services by local districts to identify suitable models.

3.10 Help increase parents’ and residents’ involvement in the educational process and the
affairs of neighborhood schools.

Chapter IV

4.1 Prepare a guidebook for municipalities and counties to determine the true costs and
benefits of development, including an “Economic Analysis Worksheet” and techniques
for implementation.



4.2 Provide planning board members with tools for understanding the costs and benefits
of development and land preservation and provide financial and technical assistance to
strengthen local planning.

4.3 Enable municipalities to enact “timed growth” ordinances that advance the State
Plan, as a tool to control property taxes.

4.4 Support the use of impact fees to mitigate the cost of new development by providing
additional revenue for schools, emergency services, and parks in areas that promote
compact development.

4.5 Support the State Plan’s use by municipalities, counties, and State agencies as a
means of holding down property taxes.

4.6 Amend Council on Affordable Housing (COAH) regulations to ensure that practices
do not initiate a development cycle or a ratables chase. For the next allocation cycle,
develop COAH formula consistent with the State Plan.

4.7 Support state funding for transportation, including mass transit, that meets local and
regional needs.

4.8 Support a stable source of funding for open space and farmland preservation.

Chapter V

5.1 Establish a county-based assessment structure with strong State oversight and
involvement to provide an environment conducive to ongoing assessment equity.

5.2 Mandate more frequent updates of assessment values by requiring assessors to use
State-approved computer software.

5.3 Establish a schedule for property visitation.
5.4 Improve guidelines for assessment uniformity.

5.5 Create a State-funded program to absorb increases in the local property tax burden
for a fixed period of time.

5.6 Guarantee the promised State incentive funding for the full five-year period, once
local units agree to merge.

5.7 Provide State funding to “hold harmless” local units that experienced a reduction in
overall State aid funding as a result of the consolidation.



5.8 Require municipalities participating in mergers to conduct and complete a
revaluation prior to consolidation.

59 Provide State funding of the revaluation relief credits that municipalities are
permitted to offer property taxpayers under the Revaluation Relief Act of 1993.

5.10 Use financia incentives and disincentives to encourage participation when there is
only asmall discrepancy between taxpayer assessments and current market values.

Chapter VI

6.1 Fund an independent statewide analysis of the equity issues surrounding “circuit
breakers” established along intergenerational lines and withhold new programs until
completion of that study.

6.2 Enact Governor Whitman'’s proposed legislation that would move local school board
member elections to the November general election.

6.3 Amend state law (C. 40A:10-52) to remove the barrier prohibiting municipalities and
school districts from joining together for the purpose of providing joint health insurance.

6.4 Extend the open enroliment period indefinitely for municipalities wishing to enter the
State Health Benefits Program (SHBP).

6.5 Develop a mechanism which permits and encourages adjacent municipalities to share
the ratables derived from new development with regional impacts beyond the borders of
the host municipality.

6.6 Enact legislation that will establish a system of multiple jurisdictional bargaining for
public employees on a county, regional, or statewide basis.

6.7 Enact legislation that will limit the annual growth in public employee salaries to the
rate of inflation as measured by the consumer price index for the New York and
Philadelphia areas.

6.8 Examine the effectiveness of existing caps on budgets that contribute to property
taxes.

6.9 Examine the question of seeking voter approval of all budgets that contribute to
property taxes.



HISTORICAL BACKGROUND

Over the course of more than two centuries, New Jersey has developed a system
of local (municipal, school, and county) government that places high service expectations
on numerous local governments authorized to use only a single primary source of
revenue: the property tax.

Although they are creations of the Legislature and are regulated by the State, New
Jersey’s municipal, county, and school governments enjoy a strong tradition of “home
rule.” The liberty that constituents of these local units of government have to conduct
their own affairs has been only reinforced by the State’s sporadic and reluctant moves to
assert control over areas of traditional local authority.

In the 19" century, limited transportation and communication made local service
provision the most efficient and economical means of delivering government services.
As the need for services increased, however, localities simply added services or expanded
existing services, often without considering the possibility of providing the services on a
larger scale such as the county or the state. At the same time, for reasons of greater local
control and other political and economic advantages, many local governments iff the 19
century broke off into smaller units and incorporated, thereby dramatically increasing the
number of local units in the state.

The result is a fragmented system, often incapable of efficiently providing
services demanded by the public. Service duplication and few local funding alternatives
have led to high property taxes throughout the state as communities have grown and the
services provided have become more complex.

The means of funding local government services, the property tax, originated in
Europe and developed in America during the colonial period. From this period until the
Industrial Revolution, agricultural land holdings represented relative wealth, so a tax on
these properties seemed to be both reasonable and equitable. Believed to be an equal,
universal tax, the property tax was implemented to avoid the class bias found in many
European taxes such as the poll tax or the faculty tax (a tax on the estniéitgdo
earn, rather than actual income). Because uniform implementation required a centralized
government — something many people at the time vigorously sought to avoid —
instituting the tax became a local responsibility, which it remains to this day.

Today, the property tax in New Jersey is levied and spent by four types of
government — school districts, municipal and county governments, and local authorities.

More than half of the statewide property tax levy goes to suggaotl funding.
Prior to 1966, school funding came almost entirely from the property tax. In 1966, funds
from New Jersey’s first statewide sales tax helped to reduce the school tax rate.
However, as school enrollments increased, so did the need for school services and school
funding.



In 1977, the State introduced school budget caps and enacted the Public School
Education Act, funded by the new personal income tax, causing a temporary reduction in
the property tax rate. A number of factorsin the 1980s caused substantial increases in
local school property taxes. The 1990 Quality Education Act attempted to curtail thisrise
with significantly increased State funds and budget caps. The Act was able only to briefly
delay the rapid rise of school property taxes.

The municipal property tax levy is used to fund government services in individual
municipalities. Like the local school tax, New Jersey’s average municipal property tax
rate increased in the 1980s. This was influenced by a number of factors, including
increased insurance and solid waste disposal costs, and decreased federal revenue sharing.
The rate of growth in municipal tax rates slowed in the early '90s, and local elected
officials deserve a large degree of credit for continuing this trend into recent years.

The county portion of the property tax has remained relatively stable over the past
45 years. Increases in the 1970s and 1980s can be attributed to increased services in areas
such as higher education and health. Similarly, as State and federal aid programs
decreased, the county tax increased. The county tax rate declined recently when the State
assumed health and welfare costs and took control of the county courts. Governor
Whitman’s commitment to increase county college funding should also have a positive
impact on county budgets.

The final portion of the property tax consists of taxes for ofpecial taxing
districts. This portion provides funding for fire districts and other local taxing purposes
that are not provided for in municipal budgets.

New Jersey’s continued reliance on the property tax is tied to one of the chief
forces that led to so many units of local government -- the desire for local control and
home rule (see Appendix B for an analysis of the cost of home rule). This fact
complicates proposals for property tax reform in that shifting the means of funding local
services to a statewide tax cannot be accomplished without a simultaneous shift of control
over spending decisions to the State. Without additional control, the State obligates itself
to fund programs and services over which it has no control and creates a system of “local
mandate, State pay” (For a more thorough analysis, please see Chapter | and Appendix
C).

While many today vilify the property tax, some national experts are reluctant to
call for its elimination. According to Glenn Fisher, authoiTbé Worst Tax? A History
of the Property Tax in America, “The property tax survives not because it results in equal
taxation of property but because it remains the only tax capable of producing the revenue
needed to provide funds to the various semiautonomous local governments that play such
a large role in providing services to American communities.” This is especially true in
New Jersey, with its large number of local units of government. Furthermore, the



property tax provides a relatively stable source of revenue capable of weathering
economic downturns.

Calls for property tax relief in New Jersey have been around for most of this
century. In fact, commissions to study the issue are documented to have been assembled
as early as 1929. The most recent statewide commission was the State and Loca
Expenditure and Revenue Policy (SLERP) Commission, which issued its report in 1988.

SLERP concluded that many services provided by local governments would be
more efficiently provided at the State level. The SLERP report stated that local provision
of these services “results in an undue reliance on local governments, an inequitable
distribution of burdens between State and local taxes, and a serious imbalance between
local government responsibilities and the resources available to these jurisdictions to
finance those responsibilities.” While the SLERP Commission recognized the
importance of home rule, it pointed out the resultant need for continued high levels of
local funding or a State assumption of local services.



CHAPTER |

TAX RESTRUCTURING

The Commission recognizes that any study of long-term property tax reform in

New Jersey must examine both the cost of local governments — be they municipalities,
counties, or school districts -- and the present system of funding local services. Support
for the latter was reinforced by citizens who contacted the Commission through
correspondence or at the Commission’s four public hearings, where the topic of tax
restructuring was a major issue of public comment. Accordingly, the Commission
considered several alternative means of taxation, including (1) establishing a greater
reliance on statewide taxes to fund the school portion of the property tax; and (2)
authorizing some municipal governments to establish new taxes, as a means of providing
relief to property taxpayers in their communities. This chapter will focus on the
Commission’s concerns and recommendations regarding these alternatives.

SHIFTING THE LOCAL SCHOOL PROPERTY TAXTO A STATE TAX

The local school tax levy accounts for more than 50 percent of the average New
Jersey property tax bill, by far the largest portion. Believing the property tax to be an
unfair means of funding public education, many citizens came forward at the public
hearings to urge that the Commission recommend fundamentally restructuring the tax
system by shifting school funding from local property taxes to statewide taxes. The
personal income tax and sales tax were perceived as more equitable funding sources.
Additionally, a number of people cited the experience of the State of Michigan, which
restructured its system of education funding with significant shifts from local to statewide
taxes. (See Appendix D for more information)

The Commission certainly acknowledges the need to reduce the property tax
burden on the citizens of New Jersey. Moreover, the Commission recognizes that
significantly reducing or altogether eliminating the local school tax is a compelling option
for reducing property taxes in New Jersey. In response to the clear desire for change from
many property owners throughout the state, the Commission devoted many hours to
discussion and analysis of tax restructuring.

After careful consideration, the Commission concluded that even the most
promising proposals to restructure the combined state-local tax system to reduce property
taxes had two factors in common: each had the potential to create serious economic
consequences for the state, and each would require New Jerseyans to forgo a degree of
local control over the education of their children. Understanding the frustration of
citizens faced with burdensome property tax bills, the Commission nonetheless considers



it imprudent to recommend a solution that would jeopardize the state’s economic well-
being. Similarly, the Commission is not prepared to recommend a radical departure from
New Jersey’s tradition of local control in educational matters without first allowing the
citizens of this state to fully understand and discuss the implications of broader State
support for public schools.

The Commission also believes it imperative that significant structural changes
first be made in the way that services are funded and delivered in the State of New Jersey,
and that local units of governments first pursue a number of the cost-saving measures
outlined later in this report.

These proposals include: making it easier and more appealing for local
governments to merge or share services; aggressively pursuing regionalization of school
administrative functions; creating a more centrally-administered system of property
assessment; curtailing the pursuit of development for the sake of short-term ratables gains
that often lead to long-term property tax increases; and using State funds to ease the
shock of significant property revaluations.

The Commission is, however, willing to recommend limited, targeted revenue-
producing options for local governments that qualify for urban aid. The Commission
makes this recommendation with the stipulation that these new revenue sources be
dedicated exclusively for property tax relief, and must not hamper economic
development, infringe on the State’s ability to increase a statewide tax, or create
economic competition between municipalities.

The Commission believes it is premature to recommend a major, statewide shift in
the means of generating revenue for local government purposes; a wider and more
informed discussion of the issue must take place before any dramatic change can or
should occur. The Commission believes it necessary, therefore, to present its analysis of
the implications of a fundamental shift in school funding to the State in order to initiate
that debate.

Discussion: State funding of public schools and local control

The school budget process in New Jersey closely follows a tradition of local
control over education. That is, local school boards, with the approval of voters,
determine how much they will spend and which programs they will provide beyond those
required by the State. They also negotiate and set salaries for their employees. This
freedom allows some wealthy districts to spend substantially more per pupil than other
districts and to provide services that other districts do not provide.

Currently, State education aid accounts for about 43 percent of total public
education expenditures in New Jersey. This 43 percent is not a fixed relationship,
however, for after State aid is provided, each individual community is free to decide how
much to spend each yearThe effect that such local decision making has on the
proportion of State money in public education is this: If total State dollars remain



constant from one year to the next, the percentage of State support will decrease if local
spending increases. Similarly, the percentage of total education expenditures provided by
the State may decrease if total State dollars increase but local spending increases by some
larger amount. The percentage of State support, therefore, is very much dependent on the
level of local spending.

The Commission was asked to recommend a substantial increase in the State’s
share of total school spending. Some have argued for full State funding for all school
costs. Most, however, have asked for the Commission to recommend that the State pay a
fixed percentage of total statewide school costs higher than the “floating” 43 percent it
currently contributes.

The Commission stresses that establishing a fixed percentage of State contribution
toward public education — whether that fixed amount is 50 percent or 100 percent of total
public education expenditures -- would necessitate radically changing statewide school
funding policy. In order to guarantee that the State provide a fixed percentage, a total
spending level would need to be established and districts would need to be prohibited
from spending over that level. (The State cannot guarantee that State aid represents even
50 percent of total spending, for example, without applying strict controls on the total
amount that is spent statewide.) Without such controls in place, the State would have to
constantly dedicate more money to education based on local funding increases determined
each year by hundreds of New Jersey school districts.

In addition to leaving local communities virtually no say over the bottom line in
local school spending, these necessary controls include: forbidding future local tax
contributions that are greater than the allowable local contribution, replacing district-by-
district or regional (as recommended by the Commission elsewhere) salary negotiations
with statewide collective bargaining; and freezing or reducing average per-pupil spending
of districts that currently spend well above the state average. Communities would,
therefore, be unable to establish programs that increase local contributions, even if the
political and financial support to fund such programs existed locally. (See Appendix C for
a more detailed analysis of the impact of such State funding on local control of
education.)

When discussing a fixed State contribution scenario, the only difference between
full State funding or partial State funding is how much money communities contribute to
their local school district and how much the State contributes. In either case (full or
partial), fixed State funding requires additional State control.

Another critically important fact to consider is that fixed State funding short of
100 percent funding would continue to be only an average. In order to continue fulfilling
the Constitutional mandate for reasonable spending equity in a system funded in part by
local taxes, the State would have to use State aid to equalize spending, providing aid to
districts in proportion to the wealth of their communities. Therefore, regardless of the
average proportional State support, under current state law the wealthiest districts would



continue to receive little State aid while, for others, State aid would continue to represent
most of their spending.

One point of clarification isin order: Elsewhere in this report, the Commission
recommends that school districts regionalize administrative functions to reduce costs, but
Insists that communities retain local control over educational decisions. The Commission
would like to reiterate that it recognizes and respects the value of local control over
educational matters, especialy to preserve the close connection between communities,
parents, and their schools. Therefore, while believing that administrative efficiencies can
be realized through consolidation or sharing without threatening local control, the
Commission argues that the loss of local involvement in educational matters that would
result from full State funding of public schools would not be in the best interests of the
state or its public schools at this time.

Discussion: Shifting school funding to a statewide tax

For all the reasons presented above, the discussion of shifting the property tax
portion of school funding entirely or partialy to a statewide tax must assume that the
spending controls have been put in place for total education spending and for local share
of education spending.

Of the more than $13 billion New Jersey public schools will spend in 1998,
approximately $7 billion was raised through local property taxes. If the total school
spending level remains static, eliminating the local school tax altogether would require
the State to raise an additional $7 billion annually through the income tax, sales tax, or a
combination of the two.

Obvioudly, a lesser shift to statewide taxes would require the State to raise a
smaller amount in additional revenue. To fund 50 percent of public school costsin 1998,
for example, the State would have to spend approximately $6.568 billion, or $920 million
more than it does today.

The lncome Tax

Most people who contacted the Commission regarding an increase in State
support for public schools suggested using the income tax to do so. Therefore, the
Commission extensively considered this option.

The Commission heard from many people throughout the state who saw the
income tax as a more equitable tax, one dependent on ability to pay rather than on
property value. The Commission recognizes the benefits that a shift to the income tax
would hold for many citizens who own valuable property and lack high incomes.
However, given the current economic situation in the state and region, the economic and
political effects of such a shift could be substantial.



The state income tax generated $5.59 billion in Fiscal Year 1998. As indicated
above, the income tax would have to yield an additional $7 billion per year to compensate
fully for the elimination of the local school tax. To reach this increase, the State would
have to generate 221 percent of the current amount raised by the income tax. If the rate
schedules were simply increased proportionally, the lowest rate would increase from 1.4
percent to 3.09 percent, while the top rate would increase from 6.37 percent to 14.08
percent.

This increase would give New Jersey an income tax rate higher than any other
state, and easily the highest income tax rate in the region.

State Top Marginal Rate

Connecticut 4.5%

Delaware 6.9%

New Jersey 14.08% (under full funding scenario)
New York 7.125%

Pennsylvania 2.8%

As mentioned above, the State would have to spend an additional $920 million in
1998 to fund 50 percent of public school costs. In order to raise this through the income
tax, the top marginal rate would have to increase to 7.358 percent, again the highest in the
region. And, once again, this 50 percent funding could only be guaranteed through
additional State control of local education spending decisions.

Businesses considering relocation from one state to another weigh the income tax
as a major factor in their decison. New Jersey would put itself at a competitive
disadvantage by establishing a significantly higher income tax.

The Commission also recognizes the positive effects of the State’s income tax
reductions of recent years. Before Governor Whitman’s income tax cut took effect, New
Jersey trailed the nation in several key economic indicators, including employment
growth, Gross State Product, and durable goods sales. By 1997, the state matched the
nation in employment growth, growth of the Real Gross State Product exceeded the
United States Gross Domestic Product growth rate, and the percentage change in durable
goods sales in the state pulled ahead of the national rate. New Jersey has also
experienced a net increase of nearly 300,000 jobs since the income tax cut plan was
introduced in 1994. The Commission believes that the income tax cut has benefited New
Jersey and hesitates to undermine what has been an important source of economic
growth.

Finally, as mentioned earlier in this chapter, a significant shift of school funding
to the State would require additional State control. Therefore, the Commission has
concerns about even a partial increase in the income tax to further fund school costs
through the State.



The Sales Tax

To raise the additional $7 billion required to replace the local school tax solely
through the sales tax, which generated $4.75 billion in Fiscal Year 1998, the State would
have to increase the tax from 6 cents per dollar to more than 14.5 cents per dollar — more
than double the current sales tax rate. This increase would give New Jersey a higher sales
tax than any other state in the nation and would make New Jersey’s sales tax by far the
highest among all states in the region. (New York's state sales tax is 4 cents,
Pennsylvania’s is 6 cents, Connecticut’s is 6 cents, and Delaware does not have a sales
tax.) The Commission therefore believes that relying on the sales tax for complete State
school funding would not be in the state’s long-term economic interest.

Similarly, any partial increase in New Jersey’s sales tax (already among the
highest in both the region and the nation) to fund education could also send consumers
and vendors out of the state to other, less expensive markets. For example, in order for
the State to raise the additional $920 million necessary to fund 50 percent of public
school costs in 1998, the sales tax would have to be increased to 7.1 cents, the highest
rate in the region. This 50 percent, of course, would not be guaranteed without additional
State control. New Jersey's sales tax, the Commission believes, is therefore not
competitively positioned to accept the burden of full or increased funding of the state’s
public schools.

The Commission is also concerned about the effect a significant sales tax increase
would have on New Jersey families. Some observers see the sales tax as a regressive tax.
As such, a massive increase such as the one described above could have an inequitable
and detrimental effect on low-income families. Another sales tax proposal, to broaden
the base of the tax to additional, currently untaxed consumer goods, would also make the
sales tax more regressive. After some discussion, the Commission concluded that
increasing the regressivity of one tax (in this case the sales tax) to alleviate the burden of
another is not a satisfactory solution.

It should also be noted that sales tax payments — unlike property tax payments —
are not deductible from federal income taxes; thus, the net effect of restructuring in this
way would be negative for taxpayers overall.

Finally, unless the State were to assume complete control over all spending
decisions, the sales tax would likely have to increase still more in future years as school
costs across the state continued to rise. School expenditures under our present system of
local control have increased from $7.25 billion to more than $13 billion since 1988.

The corpor ate net income tax

The Commission also considered the use of the State corporate income tax, which
generated $1.27 billion in Fiscal Year 1998, as a means of increasing the State share of
school funding. Again, however, New Jersey's current rate makes the Commission
hesitant to endanger the state’s economic well-being. Any increase in the corporate net



income tax would threaten New Jersey’'s economic competitiveness in the region. A
comparison of current corporate net income tax rates in the region is shown below:

State Corporate Net | ncome Rate
Connecticut 10.50%
Delaware 8.70%
New Jersey 9.00%
New York 9.00%
Pennsylvania 9.99%

Discussion: Adopting the Michigan model

At the time Michigan shifted its school funding source, the Michigan state sales
tax stood at 4 cents per dollar, one of the lowest rates in the region and the nation. By
increasing the sales tax to 6 cents, Michigan was able to compensate for the elimination
of the local school property tax. Three very important differences between New Jersey
and Michigan must be noted:

1) Combining state and local funding sources, Michigan spends an average of
$6,500 per student each year. New Jersey spends nearly $10,000 per student
each year, more than any other state in the nation. Adopting the Michigan
model would place a far greater burden on the state sales tax in New Jersey
than occurred in Michigan.

2) Even though it raised the sales tax to 6 cents, Michigan kept this tax in line
with other states in the region. Adopting a variation of the Michigan model
would cause New Jersey’s sales tax to become by far the highest in the region,
severely affecting the competitiveness of the state’s economy.

3) Michigan’s plan increases State control over school spending. Districts can
only increase local taxes to return themselves to pre-reform spending levels.

The Commission believes that for these reasons, it would not be in New Jersey’'s
best interests to adopt the Michigan model. As illustrated above, New Jersey's already
high levels of statewide taxes make a significant shift like Michigan’s a difficult solution
to recommend. (See Appendix D for a more detailed analysis of this issue.)

ESTABLISHING LOCAL OPTION TAXES

1.1 Enact legidation that would allow municipal governments in urban aid-
qualified communities to levy a parking, entertainment, or hotel room tax for the
purpose of providing direct tax relief to property taxpayers.

The Commission recommends that certain municipal governments be statutorily
empowered to levy local option taxes. While any new tax alters political and economic
considerations within a community, the Commission believes that a limited local option
tax, enacted under strict guidelines and in a limited number of communities, would take



pressure off the property tax without significant harm to the local economy or the
taxpayer.

The Commission recommends that any local option tax established pursuant to this
recommendation adhere to the following three restrictions:

1. It must be dedicated exclusively to direct property tax relief and therefore
be revenue-neutral;

2. It must not usurp the ability of the State of New Jersey to levy its own
taxes (eliminating the sales and income taxes from consideration); and

3. It should not severely hinder economic growth within the community
(eliminating payroll and business taxes from consideration), or engender
economic competition between municipalities.

Given these restrictions, the Commission limits its recommendations to parking,
entertainment, and hotel room taxes.

It is the intent of this Commission that all revenue raised by a municipality under this
provision be used to offset property tax payments and not merely be added to the
municipal budget. The Commission therefore suggests two alternatives to consider which
should ensure that revenue generated through these options truly provides property tax
relief.

» Therevenue raised by the local tax could be allocated by the county tax boards when
they strike the tax levy as a property tax credit toward the total property tax rate in an
individual municipality.

» Alternatively, the option could be extended only to those municipalities that hold their
spending growth from year to year at one-half the municipal expenditure cap in place
under the Municipal Budget Law.

CONCLUSION

The Commission believes it is unwise to recommend a major, statewide shift in
the means of generating revenue for local government purposes. Before such a shift in
the way New Jersey funds services can occur, the Commission maintains that two things
must happen: First, structural changes in the way services are delivered in New Jersey
must be made, as outlined in this report, and should be the primary focus of property tax
reforms in the near future; second, a wider discussion of local government spending and
the implications of tax restructuring must take place among the voters and officias of
New Jersey.



CHAPTERII

LOCAL GOVERNMENT SHARED SERVICES AND
CONSOLIDATION

INTRODUCTION

New Jersey has too much local government, and too much of it is small. There are
566 municipalities, 611 school districts, over 400 local authorities and fire districts, and
21 counties. A third of our municipalities have 5,000 or fewer residents. Twenty percent
have 2,500 people or fewer. We have four communities with fewer than 100 people. For
school districts there are similar numbers: two-thirds of the districts are classified as
"small,” 64 districts have fewer than 400 students, and 24 districts do not even operate
schooals, but still support a board of education.

The cost of funding this patchwork of overlapping local units of government is
staggering. Annually, over $12.5 billion is raised by the local property tax -- $6.7 billion
for schools, $3.3 billion for municipalities, and $2.5 billion for counties. If only a small
fraction of these local units were to consolidate into more optimally sized units, or to
make greater use of regional and shared service opportunities, there could be significant
savings in the costs of running their operations. The economies of scale and the operating
efficiencies possible with larger service areas and populations would bring about
substantial cost reductions that could be passed along to the taxpayers.

There are already a great many shared and regional services in place among local
government and school districts. Cooperative purchasing programs, joint insurance
funds, interlocal service agreements, and informal equipment and personnel sharing all
reflect that local officials recognize the value and practicality of joint efforts. The fact is,
however, that much more can and should be done. Public safety services, police and fire,
and pupil transportation services are major components of municipal and school budgets,
yet are the least likely services to be addressed on a joint basis. Full consolidation of
local unitsiseven rarer in our state.

The benefits of home rule need to be balanced by economic reality. There needs to be
greater acceptance of joint efforts as the better way to provide services. New Jersey
taxpayers cannot continue to pay ever-increasing property taxes to support increasingly
expensive services. If economies can be found and services improved by consolidating,
regionalizing, or sharing with neighboring jurisdictions, local officials must evaluate such
options based on what is best for the taxpayers. It is time that independence at any cost
be replaced by common sense in deciding the best way to deliver public services.



Summary of Recommendations

The Commission recognizes that New Jersey must remove a number of statutory and
regulatory impediments to regional and shared services. At the same time, state
government must provide more effective incentives to encourage more joint efforts. In
the area of incentives, the Joint Service Incentive Grant Program, administered by the
Department of Community Affairs, has provided over $1 million in shared service
development grants over the past two years, with an additional $500,000 in grants
scheduled to be disbursed in Fiscal Year 1999. The Commission finds merit in this
approach and recommends that the State establish a more formal program to provide
financia incentives to help local units evaluate and implement new joint service
programs. The State should aso use incentives to encourage municipal consolidation and
school regionalization.

The taxpayers of such jurisdictions should also receive direct benefits. The
Commission supports the concept of linking local government shared and regional
service efforts to direct property tax relief for taxpayers (Assembly Bill No. 1874,
Roberts/Lance).  Further, it supports the Regional Efficiency Aid Program being
developed by the Department of Community Affairs. Building on the concept of the
Roberts/Lance hill, this program would provide a comprehensive, direct, and permanent
property tax relief program for New Jersey taxpayers, based on the savings municipal
governments and school districts achieve through consolidation, regionalization, and
shared services.

The Commission also supports the recommendations made by the New Jersey
Regionalization Advisory Panel in its January 1998 report regarding regionalization of
school districts. That panel recommended school district central office operations be
regionalized, while continuing and enhancing local control of neighborhood schools. The
Commission strongly agrees that while educational matters are and must remain under
local control, opportunities to regionalize administrative, office, and support functions
should be pursued and implemented. @The Commission’s recommendations on
regionalization relate only to the administrative and support aspects of education.

Finally, the Commission wishes to stress that local governments and school districts
should invest scarce financial resources as efficiently as possible. The Commission
recommends that, where appropriate, they pursue cost-effective solutions such as
privatization which may yield savings that could be used to enhance services, improve
education, or reduce property taxes.



FINANCIAL INCENTIVESTO SHARE SERVICES

2.1 Establish a State program of financial assistance and incentives to encourage
local governments and school districts to consolidate, regionalize, and implement
new joint services.

Local officials need financial assistance to develop and implement new regiona and
shared service programs. The costs to study, design, and implement a new joint or
regional venture can be substantial. Funding these costs from the local budget could
impose a hardship on the communities taxpayers. It isin the public interest for the State
to provide financial assistance for such efforts.

Such assistance should be limited in both amount and duration. State assistance should be
limited to the extraordinary costs associated with planning or implementing a new shared
program. State funds should not develop into a subsidy or replace local investment in
services. It should be State policy to assist with the start-up and transitional costs where
such costs would be an excessive burden on the communities and their taxpayers.

Likewise, as mentioned in chapter five of this report, it should be a matter of State policy
to hold harmless any consolidating municipalities or school districts from any loss of
State aid occurring because of the consolidation.

2.2 Link any program of incentives and financial assistance for consolidation,
regionalization and shared services directly to providing property tax relief for the
communities residents.

The benefits of regional and shared services should be returned to the taxpayers who
support local government. Cost reductions and other economies realized by these efforts
should go directly toward reducing the property taxes paid to support local government
and education.

The Commission applauds the concept of Assembly Bill No. 1874 (Roberts/Lance),
which would provide five-year State grants equal to a community’s net savings from
shared services with other local units, while restricting use of the grant funds to reducing
the county or municipal purpose property tax levy. Building on this concept, the
Commission supports the proposal for a Regional Efficiency Aid Program (REAP) being
developed by the Department of Community Affairs. This effort would provide tax relief
based on the number and type of shared and regional services provided by the municipal
government or school district. It would also create a grant program to provide start-up
and planning grants (up to a fixed percentage of costs) for new joint ventures. These
grants would be know as Regional Efficiency Development Incentive (REDI) grants. A
summary of the REAP proposal isincluded as Appendix E to this report.



2.3 Continue funding for the Joint Service Incentive Grant Program, which
provides "seed money" to study or implement consolidation, and regional and
shared service programs.

Until a shared service incentive/property tax relief programs such as REDI and REAP are
in effect, local governments still need State financial assistance to help them identify
shared service opportunities and to implement new programs. Continued funding for the
Joint Services Incentive Grant Program will provide the necessary assistance. This
program would be phased out upon enactment of the incentive/property tax relief
program.

An example of how this program produces results is found in Hudson County.
Encouraged by the success of their five-town regiona fire dispatching service, five
Hudson County mayors applied for and received a Joint Service Incentive Grant to study
the feasibility of merging their fire departments as well. The completed study shows that
it is economically and practicaly feasible. The mayors are now working on
implementation. No layoffs or firehouse closings are planned, early retirement incentives
are being developed, and each community will be compensated for the equipment and
property acquired by the regional service. Most important, the residents of the
communities will continue to receive professional, full-time fire protection at reduced
costs.

LEGISLATIVE AND REGULATORY CHANGES TO ENCOURAGE SHARED
SERVICES

2.4 Amend current statutesto provide, at local option, that in instances of shared or
merged services involving police, firefighters, and teachers, all contractual matters
shall be subject to renegotiation with the shared/merged service provider.

Current statutes contain mandates regarding police and teacher tenure, retirement, and
salaries in instances of shared or merged services. These mandates eliminate local
flexibility in structuring interlocal and regional ventures. Civil Service and statutory
restrictions regarding reductions-in-force, seniority, payscales, and position qualifications
restrict the development of more efficient staffing and service programs. The
Commission recommends that these impediments be removed. Where necessary, the
State could provide mediation services to resolve conflicts or impasses in local
negotiations.

25 Permit locally funded early retirement incentives or added pension credit
programsfor newly consolidated municipalities or new interlocal service programs.

Local governments and school districts that consolidate or merge service programs should
have the ability to offer incentives to reduce their workforces by voluntary separation and
early retirement. Veteran employees (those with 20+ years of service) could elect early



retirement with enhanced benefits, and the localities would be freed from a major
personnel consideration. A further inducement would be created if the State absorbed the
costs of these benefits.

2.6 Permit local unitsto "opt out" of Civil Service for purposes of interlocal and
shared service programs.

Civil Service rules that require a joint service program to be under Civil Service, even if
only one participant is a Civil Service community, inhibit interlocal efforts. By opting
out, the communities can structure the program in a more efficient, locally acceptable
manner. The Commission recommends enactment of legislation to permit this, at local
option.

2.7 Direct all State agencies to conduct a review of their rules and program
requirements to identify those that restrict local shared efforts or cooperative
activity.

As noted previously regarding Civil Service, State agency administrative rules can have
the unintended effect of impeding interlocal efforts. The Governor should direct al rule-
making agencies to review the impact of their rules and eliminate those that restrict or
prevent interlocal and regional activity.

2.8 Administratively provide that appointment of a joint municipal court judge
shall be by the Governor based upon nominations made by the municipalities
operating thejoint municipal court.

Some view the Governor’s appointment of the judge in a joint municipal court as an
inhibiting factor to merging municipal courts. Municipal officials prefer that this be a
local appointment. Therefore, local involvement in this appointment is desirable. By
providing a mechanism for local input into the process, the State could eliminate this
factor as an impediment to merging municipal courts.

Additionally, the State should promote greater use of a current statute that permits the
simultaneous appointment of court personnel by two or more municipalities. This
process allows economies through shared personnel and facilities, without sacrificing
local authority to appoint the judge and other personnel of the municipal court.

2.9 Enact legidation to permit county gover nments and approved local cooperative
pricing systemsto establish programs similar to the State’s open-ended contracts.

Cooperative purchasing and pricing activities have demonstrated their effectiveness in
lowering unit costs via volume purchases. Non-member local units should be permitted



to make use of the lower unit costs available through contracts established through their
county’s bid process or through pre-existing contracts of a cooperative pricing system.

The Loca Public Contracts Law should thus be amended to permit county-government-
Issued contracts to contain a provision that the successful bidder would extend the same
items and prices to any underlying local unit (municipality, authority, or school district)
within the county. Similarly, contracts established by approved cooperative pricing or
joint purchasing systems should permit new members to access pre-existing contract
commodities and prices.

COORDINATION, COMMUNICATION, AND TECHNICAL ASSISTANCE

2.10 Provide clear statutory authority for counties to serve as facilitators of
intermunicipal joint service efforts. Along with legislative authority, provide limited
financial assistance to help counties establish offices of shared service facilitation.

County government is well-situated to play a direct role in the provision of area-wide
services and to serve as a catalyst and coordinator of new municipal shared service
programs. The Commission recommends specific legislative authorization to clarify and
authorize such a role for county government. The State should also provide limited
financial assistance to support counties in fostering interlocal efforts.

211 Statutorily require regular (at least annual) meetings between the governing
bodies of adjoining municipalities, and between municipal officials and those of
local school districts, authorities, and fire districts to discuss cost-saving efforts and
possible shared services.

Local government units operate virtually independently of each other, resulting in alack
of opportunities to discuss the benefits of sharing services. Legislatively mandating joint
meetings will foster interlocal communication and help local officials to more readily
recognize common problems and the need for cooperative action.

Such meetings could be made a part of the annual budget process, where possible, for all
local units. Reports of these meetings would be included in the annual budget message
of each local unit.

As part of their efforts to facilitate shared services, counties should convene additional
meetings on aregular basis with all the local units within their boundaries to identify and
discuss potential cooperative and cost-saving efforts.

Appendix F to this report contains a listing of services and functions suitable for sharing
between and among municipalities, counties, and school districts. The Commission
recognizes that while a number of joint programs are in operation for these functions,
many localities have yet to consider them.



212 Direct State agencies, including the Local Government Budget Review
Program, to make personnel available upon request to assist local officials with
planning new interlocal activities and evaluating the feasibility of shared service
programs.

Local officials have indicated repeatedly that unbiased, professional expertise is needed to
help evaluate and devel op potential shared service programs. The Governor should direct
State agencies that regulate local activities or conduct program analyses to provide staff
assistance upon request to localities that wish to use such personnel to explore potential
joint ventures. In addition, consultant services should remain an eligible expense for the
Joint Service Incentive Grant Program.

Where appropriate, county personnel should also be made available to assist
municipalities, authorities, and school districts in evaluating new shared service efforts.

The State should review the Local Government Budget Review Program to align its goals

and activities with the results of the Commission’s work. This includes ensuring that its
activities support the work of the Departments of Education and Community Affairs, the
primary State agencies charged with helping local units improve efficiency and reduce

costs. The Program should also find ways to address its backlog; engage local officials

and the public in the review process to improve the "buy-in" of recommendations; focus

its resources on those local units in greatest need of its services; and ensure that its
recommendations both are practical and can be readily implemented by local officias.

As part of this review, the Program’s organizational location in the Department of the
Treasury should be examined to determine if that is the optimum location for its
activities.

2.13 Encourage local governments and school districts to make greater use of
public-private efforts and the services available from non-profit organizations to
help develop and implement regional and shared service efforts.

The expertise available from the private and non-profit sectors is a largely untapped
resource to which local units could turn for additional assistance when considering shared
programs. Local officials should reach out to their non-profit and private sector
counterparts to explore what help is available.

2.14 Establish a statutory budget cap exemption for interlocal service agreements.
Provide a positive cap base adjustment to reflect a fixed amount of the interlocal
appropriation as an inducement to establish shared service programs.

With certain exceptions, New Jersey law prohibits municipalities from increasing their
“final appropriations” by more than 5% over the previous year, or by the index rate,



whichever is less. The previous year’s total expenditures serve as the cap base for the
next year's budget. Removing interlocal service agreement appropriations from the cap
amount reduces the local unit's budget cap base. This reduces the amount the
municipality can appropriate for "inside cap" purposesin its next year’s budget. In effect,
the municipality is penalized for using a shared service agreement.

Currently, appropriations for interlocal service agreements are alowed outside the
municipal budget cap under a Local Finance Board interpretation of N.J.S.A. 40A:4-
43.3(aa). The State should enact legislation to provide the exemption on a statutory basis.
In addition, the legislation should permit a positive cap base adjustment, based on the
amount appropriated for interlocal service agreements. Similar legislation should be
enacted to provide the same exemption for interlocal service agreements entered into by
counties.

It is appropriate that the municipality receive a cap base credit in its adjustment by adding
a percentage of the interlocal appropriation to the cap base. This would provide an
additional incentive for local units to establish shared and interlocal service.

2.15 Revise the local budget law to permit budget transfers at any time during the
budget year to fund new interlocal service agreements.

Thelocal budget law alows transfers only during the final two months of the budget year.
Allowing such transfers at any time to fund new interlocal service agreements would give
municipalities and counties added flexibility in budgeting for interlocal ventures that
develop during the budget year.

COST SHIFTING

2.16 Assume the costs of the county prosecutors' offices and the costs of providing
court facilities, including construction costs.

When the State assumed the costs of the county courts, it did not assume the costs of the
county prosecutors offices. The prosecutors offices are an essential part of the state
justice system. As such, they should also be the responsibility of the State. The costs of
providing the court facilities, including construction of courts, should also be a State
responsibility. The State should take the necessary steps to assume funding responsibility
for both of these functions as soon as possible, while mandating that county governments
pass the savings directly to taxpayers through county levy reductions.



2.17 Permit additional membership representation from participants in joint
meetings established under the Consolidated Municipal Services Act, N.J.SA.
40:48B.

Current statute permits each participating local unit to appoint one representative to serve
on the joint meeting’'s management committee. Under some circumstances it could be
advantageous to have more than one representative from each participant, such as a
member of the governing body and an administrative or technical representative. The
Commission recommends that legislation be enacted to provide, at the option of the
establishing local units, the ability to appoint more than one representative, but no more
than three, from each participant, or a variable number from each participant based on
their financial commitment.

DISINCENTIVES

2.18 Condition financial assistance or State aid upon participation in shared or
regional service activities.

Without any sort of penalty for failing to work toward sharing services, local
governments may remain reluctant to pursue these arrangements, thereby denying
property tax relief to their taxpayers.

The State should establish a policy of disincentives as a means to foster greater
consideration of regiona and shared services by local units. Eligibility criteria could be
established to support applicants that show greater use of joint programs, and to consider
lack of joint effort as a negative criterion in the award process.

TECHNICAL AMENDMENTSTO THE MUNICIPAL CONSOLIDATION ACT

219 Amend the Municipal Consolidation Act to reduce the number of petition

signatures.

The number of petition signatures required for candidacy as a consolidation study
commission member is too high (5 percent of the total vote in the last election for members
of the General Assembly). This threshold can discourage residents from candidacy. To
facilitate candidacy a lower figure should be used, i.e., the lesser of 25 signatures or one
percent of the total votes cast in the last election for members of the General Assembly. A

lower threshold will encourage greater participation in the process.



2.20 Amend the Municipal Consolidation Act to permit the creation of a municipal
consolidation study commission by ordinance of the local governing bodies without the
need for aratifying referendum in each municipality.

An approving referendum is currently required to initiate the study process for municipal
consolidation. By permitting the commission to be created by ordinance, the study process
can be started earlier.

2.21 Amend the Municipal Consolidation Act to lengthen the time allotted for filing the
study commission’s final report to at least no later than Labor Day (rather than nine
months after the election of the consolidation study commission). Consideration should
be given to providefor a permissive extension (up to a maximum of one year), if desired
by the commission.

The time frame for study of municipal consolidation is too short -- approximately nine
months in total, with only six months to the filing of its initia report and recommendations
with the Department of Community Affairs. Providing additional time would allow greater
community input into the study phase and give the study commission time to complete its
work.

As an dternative, the State should amend the statute to permit the option at the approving
referendum of one or two election cycles to pass between the election of a consolidation
study commission and the filing of its final report.

2.22 Eliminate the commission’s six month preliminary report and the Department of
Community Affairs eight month evaluative review of that report.

The intermediate reports and deadlines in the consolidation study process serve to reduce the
actual time available to consider all issues. A consolidation study commission must present
a preliminary report to the Commissioner of the Department of Community Affairs within
six months of its election. This effectively cuts three months from the nine month study
period called for in the statute.

The State should eliminate the six month preliminary report requirement. An alternative
approach would be to change the preliminary report to preliminary "findings,” making it a
less detailed report. This report would be used to gain public input and reaction from the
municipal governments. The final report could then reflect these comments.



CHAPTER 111

SCHOOL REGIONALIZATION AND SHARED SERVICES

INTRODUCTION

The cost of maintaining 611 school districts as separate administrative structures
has a tremendous impact on New Jersey property taxes. The tax-supported costs of
education must be lowered, either by regionaizing districts or by increasing their
efficiency through regional and shared services.

Discussions of school regionalization quickly focus on two issues: equitable cost
and savings distribution, and local control of school and instructional matters. The merits
of regionalization are often lost in the perceptions that one district will be subsidizing
another, or the fear of losing control over local schools and the decisions affecting those
schools to a distant, unresponsive administration. These fears and perceptions must be
addressed before values inherent in regional approaches to education can earn serious
consideration.

Summary of Recommendations

The Commission recognizes the enormous potential for savings in the
recommendations put forth by the New Jersey Regionalization Advisory Panel in its
January 1998 report and recommends implementation of the panel’s report.

The Commission recommends revising the funding mechanism for regional
school districts to make sure that cost inequities among merging districts are eliminated.
The Commission also strongly urges that the State develop mechanisms to maintain and
enhance local control over individual schools when districts regionalize, and to strengthen
the involvement of parents and residents in their neighborhood schools. Other
recommendations address various shared service opportunities and the actions needed to
pursue these opportunities.

The Commission makes a clear distinction between instructional and school-
related matters, and management and support functions. Instructional and school
activities are rightly addressed and controlled at the local level. Local control of these
matters should be retained and enhanced. Management and support functions, however,
are more suitable to area-wide efforts.



FOLLOW-UP ON EXISTING RECOMMENDATIONS

3.1 Implement the recommendations of the New Jersey Regionalization Advisory
Panel’s January, 1998 Report.

The potential for regional and shared services among boards of education was studied
extensively by the New Jersey Regionalization Advisory Panel. The recommendations of
that group should be fully explored and, wherever possible, implemented by the State of
New Jersey. These recommendations include directing and empowering the Department
of Education to finance studies of regionalization for:

. All K-8 and K-6 school districts with 300 or fewer students
. All limited school districts

. Any district completely surrounded by another district

. All districts participating in sending-receiving relations

In addition, the Panel also recommended directing the Commissioner of Education to
prepare an information program for the public on the advantages of school
regionalization.

The Commission also supports the Panel’'s recommendation to legislatively eliminate all
non-operating districts without students by merging them with another district.

Finally, the Commission agrees with the Panel recommendation to direct the Department
of Education to offer financial incentives for voluntary regionalization within a set time
period if studies demonstrate substantial educational or efficiency benefits, and to
authorize the Department to require regionalization if districts do not merge voluntarily
within the time period, unless the districts can justify why regionalization is not
educationally or economically in the best interest of the students.

REGIONAL SCHOOL FUNDING

3.2 Revise the funding mechanism for regional school districts to eliminate cost
inequities and permit equal sharing of the benefits and cost savings possible from
regionalization.

Unless regionalization provides equal potential for savings to all constituent
municipalities, there is no incentive to merge school districts. Under present funding
requirements it is possible that taxpayers may not save anything by regionalizing, and, in
some cases, could actually pay more if the school district were to regionalize. The current
system provides for taxes to be apportioned among the constituent municipalities in
proportion to their property tax bases. This results in wealthier municipalities
subsidizing less wealthy municipalities. The fiscal inequities and increased tax burden



this produces can eliminate any educational efficiencies and improvements available from
regionalizing.

The Governor should direct the Commissioner of Education to develop a funding formula
for regional school districts that eliminates the current inequities and provides that each
constituent municipality’s local property and income wealth be used in the calculation of
costs in the same manner it would if the municipality maintained its own local school
district. Once the calculation is made, each municipality would be responsible for the
portion of the regional district's local tax levy necessary to support its share of the
regional budget that is not supported by Core Curriculum State Aid. This formula should
also address the potential for loss of State Aid due to the effects of regionalization and
hold the communities harmless from any such loss.

LOCAL CONTROL OVER EDUCATIONAL MATTERS IN REGIONAL
DISTRICTS

3.3 Direct the Commissioner of Education to develop a program to maintain and
enhance local control of individual schools when districtsregionalize.

Regionalization efforts are viewed as inimical to loca control over the educationa
program and the continuation of neighborhood schools. The State must address these
legitimate concerns about the loss of local control.

Local and community representation and decision-making must remain a part of the
educational process when school districts regionalize. This could be accomplished by
instituting a plan of site-based management, establishing school advisory councils or
boards to work with the neighborhood school administrators, or retaining some form of
local or sub-regional board of education with redefined responsibilities.

The Commission recommends that the Governor direct the Commissioner of Education to
review the options and create models to maintain local control of educational matters
while regionalizing central office support functions, such as by establishing school
advisory councils and/or redefining the role of local boards of education upon the creation
of regiona boards of education. Once such a model or models are designed, legislation
should be enacted that enumerates the powers and responsibilities of the councils or
boards so their purpose, powers, and role in the educational process are uniform.



3.4 Keep authority and control over certain school-related functions now exercised
by the local boards of education at the sub-regional level when school districts
regionalize.

Instructional and school related matters are best addressed at the local and school level.
Maintaining local control over the instructional aspects of the educationa process when
districts regionalize is essential. When school districts regionalize, the neighborhood
schools that remain within those districts should remain under local control over
education-related matters. The following functions should remain under the control and
direction of those locally responsible for the schools:

. Instructional and classroom operations

. Curriculum design and delivery

. Hiring of teachers and other school staff

. Student support services (health, guidance, speech, media)
. Extracurricular and co-curricular activities

. Educational technology

. Selection of textbooks and other instructional materials

. Class scheduling

. Before and after school activities

. Professional development.

REGIONAL CENTRAL OFFICE SUPPORT FUNCTIONS

3.5 Direct the Commissioner of Education to develop regional and shared service
models for administrative and support functions.

The central office functions performed at the school district level, including management,
administrative, and support services, present significant opportunities for cost reductions
through shared and regional efforts. The State's 294 elementary school districts spend
more than a half billion dollars annually on central office activities. By moving these
functions "up" to alarger service area, economies of scale can be achieved, duplication of
functions and effort eliminated, and coordination improved. An example of this is the
merger of central office functions, including the Superintendent’s position, of the Bergen
County Specia Services School District and the County’s Technical School District.

The Governor should direct the Commissioner of Education to develop models of
regional or shared services for central office functions such as:

. General management and coordination of district-wide affairs
. Fiscal services (budgeting, accounting, payroll, inventory control,
purchasing, fund and cash management, and internal audit)



. Insurance and risk management

. Operation and maintenance of facilities, including grounds and security
. Child study team services

. Contract negotiation and personnel matters

. Pupil transportation services.

MANAGEMENT SERVICE POSITIONS

3.6 Conduct studies to identify and develop models of shared administrative and
management positions.

A number of management positions lend themselves to being shared by school districts.
These include:  school business administrator, chief school administrator, curriculum
supervisor, and special education supervisor. Where the full merger of school districtsis
not feasible, a shared approach to educational administration and management should be
explored. For smaller districts especialy, this would make available expertise that might
not be otherwise affordable.

The Governor should direct the Department of Education to provide assistance to districts
to develop such shared positions and to provide incentives for their adoption by districts.
School districts should aso be eligible for equal participation in any program of State
shared service incentives developed for municipal government.

TRANSPORTATION SERVICES

3.7 Help the county superintendents’ offices facilitate efforts to implement inter-
district and joint pupil transportation services.

Pupil transportation services are an area that could benefit from regional approaches. It
has been reported that a sizable percentage of school districts (25%) is interested in
pursuing some consolidation of transportation services, and a number of districts have
indicated that they are looking to provide such services to other districts. The county
superintendent of schools offices should serve as brokers to bring together those seeking
such partnerships. The Governor should direct the Department of Education to develop a
system of incentives to foster joint action among districts for pupil transportation.



COORDINATION AND SHARED SERVICE MODELS

3.8 Direct the Department of Education and the Department of Community Affairsto
work jointly to encourage interlocal efforts between school districtsand municipalities.

Many districts recognize the value of sharing services with each other or with municipalities,

but need a coordinating mechanism to identify and facilitate contact with potentia partners.

At the Governor’s direction, the departments of Education and Community Affairs should
work together to identify likely areas of municipal-school district cooperation and models of
successful joint ventures. The county superintendent of schools offices and the previously
recommended county-level shared service coordinating office should work together at the
local level to identify and bring together potential joint service partners.

3.9 Research and study current use of shared and regional approaches to general
education and administrative services by local districtsto identify suitable models.

School districts need to observe models of regional and shared services by other school
districts. The Department of Education should identify and publicize successful efforts and

provide technical assistance and financial incentives to encourage adoption of similar

programs by other districts.

PARENT-TEACHER PARTNERSHIP IN EDUCATION

3.10 Help increase parents’ and residents’ involvement in the educational process and
the affairs of neighborhood schools

In districts where central office functions have been regionalized, parental involvement at the
local level must be maintained, as it is essential to successful local control of educational
matters. The regionalization of central office activities must not discourage or dilute the
involvement of parents in their local neighborhood schools. As previously recommended,
the State should establish a mechanism to continue this involvement when school districts
regionalize. In addition, the State must do more to promote awareness of the parent-teacher
partnership in educating children. The Department of Education should publicize successful
programs and examples of effective parent-teacher efforts in New Jersey and elsewhere for
Implementation in other districts.



CHAPTER IV

ENDING THE RATABLESCHASE

INTRODUCTION

In her second inaugural address, Governor Whitman described a major problem
for municipalities in controlling property taxes — the chase for tax ratables that eventually
cost taxpayers much more than the short-term revenue they were intended to generate. As
Governor Whitman stated, “Too many towns bend over backward to pursue development,
hoping it will help balance their budgets. In the process, they strain not only their backs
but also the services needed to support this development. The result is a double
whammy: less open space and higher property taxes.”

The Commission recognizes that the ratables chase often occurs when
development is proposed and approved mainly for the tax revenue it generates. Regional,
state, and federal infrastructure such as highways and sewers can also lead to the ratables
chase when it encourages development in places that lack the schools, parks, or other
infrastructure necessary to handle the growth. The problem also occurs when builders cite
market needs and seek approvals that exceed the amount of allowable development.
Often, these commercial or residential developments provide jobs and increase property
values in a municipality. Just as often, though, these offices, stores, or homes require
public facilities or services that increase local property taxes.

For example, in order to raise additional money to finance a new school or
additional police services, local governments face the choice of increasing property taxes,
cutting spending, or expanding the revenue base by attracting new development.
Choosing higher taxes can drive out existing businesses and homeowners. Prioritizing
programs and cutting spending without careful preparation and a public consensus can be
difficult for all elected officials. Some citizens come to expect and demand more, not
fewer, services. Thus, local governments often opt to attract new development, which
requires more services, which begets more development, and so on.

The Commission recognizes that new growth initially brings new revenues to a
town. After a certain point, however, service costs rise while revenues remain stable,
because the growth requires additional facilities or programs. This exacerbates the
ratables chase, which is especially troubling for built-out municipalities that have little
open land left for development.

During the 1980s, the average property tax bill doubled, in spite of record
construction of commercial buildings and homes. In fact, 80 percent of all office space in
New Jersey was built in the 1980s. This fact contradicts the belief of some local officials



that additional ratables will automatically lower property taxes. The Commission further
notes that during the recession of the early 1990s, local costs continued to increase with
existing buildings losing value while school costs wererising.

The Commission recognizes that real estate experts indicate the next wave of
commercia development is beginning, during which 2 million square feet of office space
will be added statewide each year. New home construction will continue at a pace of
approximately 25,000 units per year, according to the New Jersey Council of Economic
Advisors. And the retail industry continues to grow, increasing the number of strip malls
and “big box” discount stores along state, county, and local roads. Unchecked, these
trends are expected to result in more traffic congestion.

At the same time, the Commission notes that New Jersey's population is
increasing by one-half percent per year, a rate similar to its average growth rate for the
1980s, and continues to decentralize into suburban and rural counties. A 16 percent
decline in school age population during the 1980s will be reversed by 2010, with a 13
percent projected increase of 189,000 students.

These trends indicate that local costs for schools and roads will increase, putting
additional pressure on property taxes. Currently, municipalities lack the ability to time
and phase growth according to available infrastructure, and cannot charge developers for
the burden that new homes, stores, or offices place on most existing public facilities and
services.

In areas without adequate infrastructure, New Jersey’s growth will demand more
investment in roads, wastewater systems, and other public facilities, driving property
taxes significantly higher. This, in turn, will increase the price of undeveloped land,
making it more difficult to produce affordable housing. In places where a court-ordered
“builder’'s remedy” results in five or more housing units for every low- or moderate-
income home, many more units are built than ever planned for. This increases the
amount of land developed and the need for higher and higher property taxes.

In reaction to the negative effects of the ratables chase, some communities have
begun preserving open space. Using fiscal impact analysis, local governments, non-profit
organizations, and private individuals have advocated purchasing open lands or the
attached development rights to preclude future facility or service needs.

A number of studies confirm that, while open space generates less property tax
revenue per acre than developed land, privately held farmland and other open lands
provide tax revenues that average 3-1/2 times more than their costs. As an example, a
study by the American Farmland Trust shows that for every dollar raised by local
governments, open space and farmland require 29 cents for services, compared to the
$1.16 that residential development and the 30 cents that commercial and industrial lands
cost in services. A Burlington County Office of Land Use Planning study of Mansfield
Township indicates that residential development requires $1.48 in services for every



$1.00 of property tax revenue generated. In Morris County, a study commissioned by the
Great Swamp Watershed Association, concluded that the addition of commercial ratables
in the 39 towns within the Great Swamp Watershed has failed to result in lower taxes.

Summary of Recommendations

The Commission believes it necessary to provide loca leaders with the
information they need to analyze the potential costs and benefits of a proposed new
development. Thus, the Commission urges that the State educate planning board
members and other members of local government on the true costs and benefits of
development. As Governor Whitman called for in her second inaugural address, the
Commission advocates the dissemination of a guidebook to help local leaders conduct an
accurate economic analysis of a development proposal.

Further, the Commission encourages the passage of legislation to enable
municipalities to enact “timed growth” ordinances and to levy impact fees on new
construction to offset the added burden of development on various forms of
infrastructure, including schools and parks. The Commission also recommends that the
State ensure that its own policies do not initiate a ratables chase in any municipality or
county, and that the voters of New Jersey support a stable source of funding for open
space and farmland preservation.



DETERMINING THE COST OF DEVELOPMENT

4.1 Prepare aguidebook for municipalities and counties to determine the true costs
and benefits of development, including an “Economic Analysis Worksheet” and
techniques for implementation.

Local governments do not have ready access to a concise method of weighing the long-

term impact of a new development. The Commission supports Governor Whitman’s call
for the production and distribution of a guidebook to determine the true costs and benefits
of a developer’s proposal.

The Commission further recommends the inclusion of an economic analysis worksheet
similar to the worksheet attached as Appendix H to this report. Appendix | provides a
hierarchy of land uses and fiscal impacts, showing which land uses are more fiscally
profitable than others for municipal government and school districts. Both the worksheet
and the hierarchy are illustrative of the issues to be considered, and are not intended to
provide definitive answers to development proposals.

In addition, the Commission recommends that the handbook include the findings and
recommendations of local officials who presented information to the Commission on how
the ratables chase affects their communities, and how they respond to the pressures to
keep property taxes as low as possible.

4.2 Provide planning board members with tools for understanding the costs and
benefits of development and land preservation and provide financial and technical
assistanceto strengthen local planning.

Some of the most important decisions affecting a property tax bill are made by local
planning boards. Yet many planning board members lack the information they need to
assess the ultimate costs and benefits of development and land preservation.

The Commission recommends that the State provide this education through the
guidebook proposed by Governor Whitman in her second inaugural address, as well as
through additional technical and financial assistance where necessary. In addition, the
Commission recommends adequate, stable funding for planning at all levels of
government to guarantee up-to-date plans, reduce regulatory burdens, and achieve long-
term infrastructure savings. This can ensure lower property taxes.



TIMED GROWTH ORDINANCESAND IMPACT FEES

4.3 Enable municipalities to enact “timed growth” ordinances that advance the
State Plan, as a tool to control property taxes.

The courts have ruled that an ordinance enacted by West Windsor Township to time its
growth is unconstitutional.  In response to increased development and rising
infrastructure needs, the municipality enacted an ordinance that would have required
developers to phase growth consistent with available infrastructure capacity. If a
developer wanted to fund the upgrade of sewers, roads, or other infrastructure, he or she
could then build a larger project. The courts have ruled this ordinance unconstitutional,
arguing that the Municipal Land Use Law does not allow for such municipal ordinances.

The Commission recommends enactment of pending legislation that would enable
municipalities to time and phase growth. The Commission agrees with Governor
Whitman that this tool should be available to towns that are planning in a manner
consistent with the State Plan to further help them control costs. If a timed growth
ordinance does not promote compact development in areas with sufficient infrastructure
capacity, it will result in “timed sprawl,” saving some money in the short term but
increasing the costs to local taxpayers in the long term. Municipalities with timed growth
ordinances and plans that promote compact development will reap the benefits of
coordinated planning and hold down property tax increases.

4.4 Support the use of impact fees to mitigate the cost of new development by
providing additional revenue for schools, emergency services, and parks in areas
that promote compact development.

While it is clear that new development creates the need for additional services, local
governments are prohibited from asking developers to absorb the costs of those services;
thus, property taxpayers foot the bill.

The Legislature is considering a bill that would allow municipalities to levy impact fees
on new construction to offset the added burden placed on various forms of infrastructure,
including schools and parks.

The Commission urges the enactment of legislation allowing impact fees to be levied in
municipalities that promote compact development.



STATE PLAN

4.5 Support the State Plan’s use by municipalities, counties, and State agencies as a
means of holding down property taxes.

The State Development and Redevelopment Plan is a growth management document that

can ensure beneficial growth and lower the cost of services. New Jersey's State Plan
provides goals and policies that guide State agency investment and regulatory decisions to
promote compact development. The State Plan does not, however, require conformance
by municipalities or counties.

An independent Impact Assessment of the State Plan, conducted by Rutgers University in
1992, indicated that municipalities, counties, and school districts could save money by
using the State Plan. These savings could be applied to reduce property taxes. According
to the Impact Assessment, following the State Plan would provide an average annual
operating cost savings of $380 million to municipalities and school districts by the year
2010. Over 20 years, the cumulative savings would be $3.8 billion. By encouraging
more compact development, the State Plan will save New Jersey citizens $1.44 billion in
infrastructure costs -- $700 million for roads, $562 million for water and sewers, and
$178 million for school facilities.

The Commission recommends that State agencies and local governments work together
to meet the goals of the Plan. The Commission recognizes concerns that the State Plan
would restrain growth in municipalities that need the ratables to stabilize the tax rate.
However, the Commission believes that the State Plan fosters sustainable development
and can reduce the growth of property taxes. The Commission further urges
municipalities and counties to use the infrastructure savings that result from using the
State Plan to provide property tax relief.

4.6 Amend Council on Affordable Housing (COAH) regulations to ensure that
practices do not initiate a development cycle or a ratables chase. For the next
allocation cycle, develop COAH formula consistent with the State Plan.

Some local officials have argued that the State’s affordable housing program increases
sprawl and forces increases in property taxes. In particular, they argue that the COAH
formula to allocate affordable housing needs places too much growth in rural areas, where
the infrastructure is not adequate to support such growth. At the same time, policies such
as regional contribution agreements and inclusionary development require local tax
dollars, which can also drive up the property tax rate. The Commission recognizes the
importance of providing affordable housing but recommends that the State revise the
COAH formula and practices to be consistent with the State Plan so that in solving one
affordability issue, New Jersey does not exacerbate another one.



OPEN SPACE AND INFRASTRUCTURE

4.7 Support State funding for transportation, including mass transit, that meets
local and regional needs.

Local officials have asserted that State funding for roads can increase sprawl and fuel the
ratables chase by encouraging development where the necessary infrastructure is not in
place. The Commission recommends that State funding for transportation, including
mass transit, should meet local and regional needs. Further, the Commission
recommends that roads should not be built or widened if they exacerbate the ratables
chase.

4.8 Support a stable sour ce of funding for open space and farmland preservation.

While studies have demonstrated the benefits to taxpayers that come with preserving

open space and farmland, local governments are often unable to purchase these acres or
development rights on their own. The two State programs that support preservation — the
Green Acres program and the Farmland Preservation program — are nearly depleted.

The Commission endorses Governor Whitman’s proposal, which the Legislature has sent
to New Jersey voters for approval, to preserve 1 million acres of open space and farmland
by establishing a stable source of funding for farmland and open space purchases.

The Commission acknowledges the preservation efforts that many counties and
municipalities have already made. Thirteen counties and 54 municipalities have some
source of funding for open space. For example, Montgomery Township voters recently
approved a 4 cent increase in their property tax rate to establish a stable fund for farmland
and open space purchases. According to one local official, for every acre that is
preserved in the township, Montgomery will save what it would spend to support new
housing stock, schools, roads, and expanded municipal services. Many other local
officials told the Commission that preservation provides a way to slow the growth of
property taxes while preserving the quality of life in New Jersey.



CHAPTER YV

TAX ADMINISTRATION

INTRODUCTION

Bringing property taxes under control is a source of continuing frustration for
citizens and the local officias who serve them. Some municipal governments have
forestalled long-overdue property revaluations because they fear the tremendous burden
that may be placed on taxpayers who would suddenly face dramatically higher tax bills.
Other local governments have studied and considered consolidating with each other to cut
costs, but can't overcome the concern that disparate property values will force taxpayers
from one of the merging towns to subsidize taxpayers in the other. And across the state,
local governments have struggled to maintain adequate and up-to-date methods of
assessment leading to inequities in the tax burden and higher property taxes.

Current practices and policies at state and local levels of government have not
encouraged the kind of assessment and consolidation that could keep property taxes as
low as possible.

Analyses over the years have detailed a host of problems in the administration of
the property tax in New Jersey. These problems include a fragmented administrative
structure with a concomitant blurring of accountability, failure to take full advantage of
computer-aided mass property appraisal technologies, and difficulties in accurately
valuing commercia and industrial property.

As is documented elsewhere in this report, New Jersey has an unusually large
number of political subdivisions for such a geographically small state. Under current laws
and policies, local unitsfind it extremely difficult to consolidate because of the likelihood
that the property tax effect across the combining jurisdictions would be unequal. It
doesn't make sense for citizens in a community to support a consolidation that actually
would result in a property tax increase.

The Commission also recognizes that some New Jersey jurisdictions have not
performed property valuations in decades, despite a Constitutional mandate to perform
them yearly. This is largely due to local political and economic factors that have
militated against comprehensive property revaluations in such municipalities. As a
consequence, the property tax base in these jurisdictions is skewed. As more and more
time passes and the imbalances remain uncorrected, the potential remedial action would
appear to have ever more dramatic consequences, and revaluation is deferred on that
account. Theresult isan ever-spiraling inequity.



To date, New Jersey has had insufficient fiscal mechanisms in place to cushion
the shock of revaluation. For instance, no municipality has taken advantage of a law
passed in 1993 to allow municipalities undergoing revaluations to offer "revaluation tax
credits’ to certain property owners, since the money for these credits must come from the
municipality’s own tax base.

Summary of Recommendations

More than a decade ago, in a study called "Equity 21," a mgjor accounting firm
analyzed for the State the implications of these problems and proposed several strategies
to create a fairer, more efficient structure for property tax assessment. The Commission
finds merit in many of this study’s recommendations and employs them as the
underpinning for several of its own proposals. Ultimately, the Commission recommends
a more centrally administered assessment system that would ensure regular adjustments
in property values across the state.

As an incentive to consolidation, the Commission proposes that the State establish
a program to absorb, for afixed period of time, property tax burden increases that are the
result of municipal consolidation.

The Commission believes the missing ingredient in the 1993 “revaluation tax
credits” law is State funding and therefore recommends enactment of a State-funded
program to phase in over three years the property tax increase directly resulting from a
revaluation. It should be noted that this program would be implemented only as a
transition strategy until the Commission’s property tax assessment reforms are fully in
place.

The Commission believes that following these recommendations would improve
property tax administration in New Jersey and help local governments implement
responsible reform.



ADMINISTRATION OF ASSESSMENT

5.1 Establish a county-based assessment structure with strong State oversight and
involvement to provide an environment conducive to ongoing assessment equity.

The current structure of property assessment, which is based in the state’s municipalities,
has many shortcomings that hamper the effort to make certain that New Jersey property
owners are not unfairly burdened with high tax bills. These shortcomings include non-
uniform assessment of commercial and individual property; fragmented data services;
local influence over what has always been intended to be an independent function; the
limitations of part-time, multiple-district assessors and of part-time commissioners
performing what has become an almost full-time activity; and a lack of accountability and
of centralized, uniform direction and training.

The Commission believes strongly that a favorable organizational environment is
necessary to promote and maintain uniformity and equity, and that the current structure
lacks the necessary lines of authority and accountability to provide such an environment.

The Commission recommends that New Jersey adopt a county-based system with State
assessment of commercial and industrial properties and a centralized data services area.
Funding for this structure should be provided by state government.

While a fully State-administered program, or an autonomously administered program,
could accomplish the same efficiencies and economies of scale, the Commission believes
that much of the direct administration should be assigned to the highest level at which the
tax is paid, that being the county level.

A. A county-based system.

Under this proposal, municipal tax assessors would no longer be appointed and paid
locally. Assessors would be hired and supervised by a County Assessment Office, and
paid with State funds. Tenured assessors would be given absolute preference for full-time
positions. Non-tenured would be given the next preference.

County tax board commissioners would continue to be appointed by the Governor, but
would come under the supervision (and payroll) of the Tax Court and perform only their
current quasi-judicial duties. Each of the 21 county tax administrators would head a
County Assessment Office, with its own budget.

The county tax administrator would be a county employee hired by the county with
approval of the Director of the State Division of Taxation, and would be supervised by
the Local Property Branch in the Division of Taxation. Current administrators would be
retained.



B. Strong State over sight.

The Commission proposes that the State Division of Taxation, through enhanced
statutory authority, assume responsibility for general administration of assessment
practices. Regional supervisors in the division’s Local Property Branch would directly
supervise county tax administrators.

The Local Property Branch would be responsible for establishing standards and policies,
administering a State-based data processing system to be used in all counties, and
conducting assessments of certain commercial and industrial properties, along with many
of its current activities (including sales ratio, the certified tax assessors exam, and
Farmland Assessment).

5.2 Mandate more frequent updates of assessment values by requiring assessors to
use State-approved computer software.

New Jersey law calls for the annual assessment of every parcel in the state. In reality, this
practice is not generally followed. In failing to update assessment values, the gap widens
each year between the property's assessed value and its true market value. As a result
there are inequities in assessment values that eventually increase over time. Owners in
neighborhoods that have not kept pace with the general market bear the larger share of the
tax burden, if assessment values are not properly adjusted.

In recent years more and more counties and municipalities have relied on technology
(computer assisted mass appraisal, or CAMA, systems) to maintain values annually.
However, in most municipalities assessors simply file the prior year's assessment rolls.
Further, as municipalities fail to update assessments they also delay revaluations. This
delay only concentrates the tax burden shift to the year of the revaluation. Correction
would have occurred over time if annual updates had been performed.

The Commission recommends requiring annual updates using State-approved software,
which will minimize the need for, and impact of, total revaluations and will be more
easily understood by taxpayers.

5.3 Establish a schedulefor property visitation.

To ensure data on property is current and accurate, all sales must be inspected, and every
parcel not sold should be inspected within a five-year period. Interior inspections of other
than sale properties could be limited to only those structures that are inconsistent with
others in the defined neighborhood or area. This would reduce the cost of the current
practice of interior inspection of all property during a revaluation.



5.4 Improve guidelinesfor assessment unifor mity.

The Coefficient of Deviation (COD) is a widely accepted measure of assessment
uniformity. CODs are generally used to measure the range of assessment ratios
(assessment value divided by sales price). New Jersey’s standard COD measure is
currently 15%. This means that if a municipality has a COD of greater than 15%, its
assessments are not within the acceptable limit of uniformity. The Commission believes
that by using current technology (the CAMA system mentioned earlier) it would be
reasonable to expect that the COD standard be 10% in New Jersey.

INCENTIVES FOR CONSOLIDATION OF LOCAL UNITS

5.5 Create a State-funded program to absorb increases in the local property tax
burden for afixed period of time.

In addition to concern about home rule control, a major impediment to the consolidation
of local units is the variation in local property taxes between neighboring entities.
Historically, when a merger of two separate entities was proposed, the new local tax
structure created would have resulted in a higher property tax burden for one of the
merging entities.

In some instances, for example, one of the municipalities involved has a significantly
higher property valuation and a lower relative tax rate than the adjoining units. Although
the new tax rate for the consolidated entity is lower than the average rates of the separate
components, it may be higher for the residents of the municipality with the higher relative
property valuation. These residents experience an increase in their property tax burden as
aresult. Aslong asthisisthe case, it isnot reasonable to expect voluntary consolidation.

The Commission recommends that the State establish a new formula aid program to
cover the full costs of any tax adjustments occurring as a result of consolidations in the
first year. Subsequent to the first year, the State funding would be provided on a
declining basis for a fixed period of time, such as five years, during which the new
equalized tax rates would be phased in. This would give the local units an incentive to
consolidate and allow time for long-term savings for all taxpayers to take effect.

Those constituencies of local units who experienced a net increase in taxes would be
made whole as a result of this proposal. It should be clear that as a result of
consolidation, no resident experiences a net decline in their current property tax at the
expense of other residents of the new local unit. In instances where some components of
the surviving local unit would experience anet surplus as aresult of maintaining the same
tax rate, the additional funds should be used to resolve issues related to cost avoidance.



5.6 Guarantee the promised State incentive funding for the full five-year period,
once local units agreeto merge.

Municipalities or school districts cannot be expected to consolidate if the promise of State
funding to ease the trangition is a hollow one. This guarantee would enable the
consolidating entity a steady, predictable source of property tax relief during a critical
period of adjustment.

5.7 Provide State funding to “hold harmless” local units that experienced a
reduction in overall State aid funding as a result of the consolidation.

Another disincentive to consolidation that creates a higher property tax burden is the loss
of State aid. Often the State aid entitlement of a consolidated municipality or school
district isless than the amount of total aid received by the former constituents as separate
entities. Because of a higher overall assessed valuation resulting from the consolidation,
local units find that they actually lose aid after various State formula calculations are
made. As aresult of the lower State aid amount, the local effort (i.e. property tax levy)
required by the newly consolidated entity is increased, creating a disincentive to
consolidation.

The Commission recommends that the State remove this disincentive by holding the
merged entity harmless from aloss of State aid as aresult of consolidation.

5.8 Require municipalities participating in mergers to conduct and complete a
revaluation prior to consolidation.

The New Jersey Constitution requires all rea propertiesin the state to be assessed under
the same standard of value and taxed at the same rate within each taxing jurisdiction. If
the combined municipalities have different assessment ratios or levels, it would violate
this uniformity/same standard of value clause.

The Commission recommends that the State require the participating entities to conduct a
State-funded revaluation before consolidating. An aternate scenario would be to
equalize all assessment ratios for purposes of local tax calculations.



REVALUATION SHOCK RELIEF

5.9 Provide State funding of the revaluation relief credits that municipalities are
permitted to offer property taxpayersunder the Revaluation Relief Act of 1993.

For a host of reasons — from rapidly changing real estate markets to excessive tax assessor
workloads to the technological obsolescence of certain local assessment practices —
municipalities have found it extremely difficult to maintain current market value
assessments for all properties within their boundaries. This creates an unfair tax burden
as a wide discrepancy develops in taxpayers’ assessment-to-sales ratio within the
municipality. It then becomes necessary to revalue all parcels of real property within the
municipality in order to reestablish fair and equitable taxation. Municipalities have been
reluctant to undergo revaluations, however, because they result in politically and
financially shocking increases to some property tax bills, particularly for homeowners.
Thus, while revaluations are necessary to maintain tax equity, municipalities are reluctant
to order and undergo them.

To address this problem, Governor Florio signed into law the Revaluation Relief Act of
1993, which allows certain municipalities to mitigate extreme property tax increases
resulting from revaluations by phasing in the increase over three years through the use of
“revaluation relief credits” for certain property owners. A revaluation relief credit is an
exemption equivalent to the amount deducted from the tax liability of an eligible

property.

The Commission has found that municipalities have been reluctant to apply the law
because they must finance the revaluation relief credits solely through their own property
tax base. In fact, in five years, no municipality has taken advantage of the law’s
provisions and provided property taxpayers with revaluation relief credits. Thus, the law
has failed to provide an incentive to municipalities to undergo voluntary revaluations.

The Commission recommends that the State improve upon the Revaluation Relief Act by
establishing a program to provide State funding of relief credits to municipalities that
voluntarily undergo revaluation. State funding will provide the necessary incentive for
municipalities to take advantage of the 1993 law and to undergo long-overdue
revaluations without saddling homeowners with immediate and dramatic tax increases.

5.10 Use financial incentives and disincentives to encourage participation when
thereisonly a small discrepancy between taxpayer assessments and current market
values.

The State should structure any funding of revaluation relief credits to reward those
municipalities that strive to keep property valuations as close to market value as possible.



At the same time, it should set limits on the ability of municipalities excessively
delinquent in conducting revaluations to benefit from the program.

Therefore, the Commission recommends that State funding provide credit for a higher
percentage of the tax increase in the first and subsequent years for municipalities with a
relatively small discrepancy between taxpayer assessments and current market values.

The program should also allow only a one-year window of opportunity for participation
among municipalities that suffer very wide discrepancies or have been ordered by their
County Tax Board to conduct arevaluation.

It should again be noted that this program would be implemented only as a transition
strategy until the Commission’s property tax assessment reforms are in place.

A detailed outline of this proposal is included as Appendoxtbis report.



CHAPTER VI

ADDITIONAL RECOMMENDATIONS

INTRODUCTION

A wide range of factors influence property taxes, and the Commission attempted to
address as many suggestions for relieving the burden on New Jersey property taxpayers as
possible. In addition to proposals for tax restructuring and those recommendations
generated by its subcommittees on local government shared services, consolidation,
regionalization, tax administration, and the ratables chase, the Commission considered
several other ideas related to property tax relief.

The Commission’s additional recommendations include an examination of State-
funded direct property tax relief programs, often called "circuit breakers," such as the
State’s recently enacted property tax freeze for certain senior and disabled citizens.

Other recommendations include providing local units of government additional
options for controlling the cost of compensation for public employees, encouraging the
sharing of tax ratables when new development generates a need for government services
beyond one community, exploring the usefulness of current budget caps, and examining
the efficacy of requiring voter approval on budgets that contribute to property taxes

In addition, the Commission supports Governor Whitman’s proposal for moving
school board member elections to the November ballot.



CIRCUIT BREAKERS

6.1 Fund an independent statewide analysis of the equity issues surrounding “circuit
breakers” established along intergenerational lines and withhold new programs until
completion of that study.

While the Commission recognizes the value of and need for property tax relief programs
targeted exclusively at senior citizens, it remains concerned about the equity of such
programs for low-income and young homeowners struggling to pay their property tax bills.

In order to ensure that State property tax relief money is most equitably and effectively
distributed, the Commission recommends that the State fund an independent statewide
analysis of the benefits and equity of all existing age-based “circuit breakers.” This study
should also seek to examine potential new programs that could increase benefits for seniors
and other segments of the population in an equitable way.

Until such a study has been completed and reviewed, the Commission recommends that the
State not implement any new or expanded relief programs based on the criteria of age.

MOVING SCHOOL BOARD MEMBER ELECTIONSTO NOVEMBER

6.2 Enact Governor Whitman’'s proposed legislation that would move local school
board member elections to the November general election.

Voter turnout in recent spring school board elections confirms the growing fear that
decisions affecting public education and local school taxes are being made by an
increasingly small segment of the voting population in New Jersey.

The Commission believes that broader participation in the election of local school officials
will encourage greater scrutiny of school district budgets and property tax rates, thereby
engendering greater efficiency and improving public education in New Jersey.

The Commission therefore recommends that the Legislature pass, and Governor Whitman
sign, abill moving school board member elections to the November general election.



HEALTH BENEFIT PLANS

6.3 Amend state law (C. 40A:10-52) to remove the barrier prohibiting municipalities
and school districts from joining together for the purpose of providing joint health
Insurance.

Current law forbids municipal governments and their constituent school districts from
entering into joint health insurance agreements. In the interest of alowing governments to
shop for the most efficient health insurance plan possible, the Commission believes that
the health insurance field for public employers should be an open market, subject only to
the limitations of individual health plans.

The Commission therefore recommends that state law be amended so as not to inhibit any
effort to save money, and Health Insurance Funds (HIFs) between school districts and
municipal governments that create efficiencies should be allowed and encouraged.

6.4 Extend the open enrollment period indefinitely for municipalities wishing to
enter the State Health Benefits Program (SHBP).

While there is not currently a surcharge for re-entry, in the recent past the State has
imposed such a fee on municipalities seeking to return to the SHBP after experimenting
with independent health plans or Joint Insurance Funds. This fee acts as a disincentive to
local governments that seek to shop around for the most efficient health plan for their
public employees and their families.

Such fees and surcharges should be eliminated to allow local government to shop freely
among the State Health Benefits Program and other individual health plans.

REGIONAL RATABLE SHARING

6.5 Develop a mechanism which permits and encourages adjacent municipalities to
share the ratables derived from new development with regional impacts beyond the
bordersof the host municipality.

Growth and development have costs, not only for the town experiencing the changes but
often for adjoining towns as well. Approval of a regional shopping center or a large
residential development in one community can have a direct and significant impact on the
level and cost of municipal servicesin aneighboring community.

While one municipality enjoys the revenue benefit of new ratables (and improvements
installed by the developer), neighboring municipalities may be left with additional,
unanticipated costs. For example, an adjacent community may find itself with altered
traffic patterns and road congestion, an unanticipated need for roadway improvements,
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increased demands for police and public safety services, and residents’ concerns about
quality of life issues. The host town gets the ratables, while the neighbor gets the costs of
dealing with the spill-over effects.

A mechanism is needed to allow adjoining municipalities affected by such development to

share a portion of new ratables. The Commission recommends enactment of legislation to
permit equitable compensation proportionate with the revenues needed for the affected
municipality to cover reasonable additional costs associated with the development. An

example of this is found in the intermunicipal tax sharing by the Hackensack Meadowlands

Development Commission among the towns within the Meadowlands District.

COLLECTIVE BARGAINING AND SALARY CAPS

6.6 Enact legisation that will establish a system of multiple jurisdictional bargaining
for public employees on a county, regional, or statewide basis.

Currently, each local unit of government negotiates its own contracts. Creating broader
bargaining units for public employees will bring about significant efficiencies and property
tax relief.

Creating a county, regional, or statewide system of bargaining would eliminate the need for
each public employer to hire professional negotiators and other professionals to negotiate
contracts and prepare salary guides. It would also eliminate the leverage gained by public
employees when other local governments settle contracts earlier at higher rates of increase
than the governing authority was otherwise willing to offer.

Additionally, it would create more uniformity in fringe benefit packages, such as health
benefits, thereby giving public employers greater leverage in negotiating the cost of fringe
benefits with providers through joint purchasing arrangements, such as Joint Insurance
Funds (JIFs).

6.7 Enact legislation that will limit the annual growth in public employee salaries to
the rate of inflation as measured by the consumer price index for the New York and
Philadelphia areas.

Employee salaries constitute the largest proportion of local government and school
spending in New Jersey. For example, over the past 20 years increases in New Jersey
teachers’ salaries have outpaced both the rate of inflation and increases in the private
sector.

The imposition of reasonable salary caps tied to the Consumer Price Index could save as

much as $167 million each year both in salaries and in the State’s contribution for public
employees’ pensions and social security.
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6.8 Examine the effectiveness of existing caps on budgets that contribute to property
taxes.

The Commission recognizes that existing statutory budget cap provisions have not been as
effective in preventing significant long-term increases in New Jersey's property tax burden
as voters had wished.

The Commission, therefore, urges the State to examine cap restrictions on local units of
government and to consider whether those caps should be strengthened or replaced with
another mechanism for controlling property taxes.

6.9 Examine the question of seeking voter approval of all budgets that contribute to
property taxes.

New Jersey citizens in most communities have an annual opportunity to vote directly on
one of the three chief components (county, municipal, and school) of the property tax: the
school tax levy. Governor Whitman has proposed expanding voter input in the property
tax process by subjecting municipal budget increases above the rate of inflation to a vote of
the municipality’s residents. The Commission also received suggestions for subjecting
county budgets to a direct citizen vote.

The Commission encourages the State to study whether it would be in New Jersey's best
interests to seek voter approval of all budgets that contribute to property taxes.
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June 26, 1998

The Honorable Christine Todd Whitman
Governor

State of New Jersey

PO Box 001

Trenton, NJ 08625

Dear Governor Whitman:

As chairwoman of your Property Tax Commission, | respectfully submit this letter to
you as an update on the Commission’s deliberations.

Since you appointed the Property Tax Commission in December of 1997, the
Commission has held six monthly meetings and four public hearings to gather facts,
opinions, and options regarding the issue of property tax reform. The Commission has heard
numerous presentations from policy experts, local officias, state legislators, and the public
in order to familiarize itself with the issues surrounding property taxes m New Jersey.

To address the issue, the Commission established three subcommittees to focus on the
areas it perceived to be the most fundamental for property tax reform: School
Regionalization, Local Government Shared Services and Consolidation; Tax Administration
and Restructuring; and "The Ratables Chase." In identifying the areas of focus, the
Commission recognized that no discussion of property tax relief would be sufficient if it
failed to include both the need to control municipal, county, and school district spending as
well as the historically heavy reliance on the property tax by those local units of government
for the generation of revenue. Therefore, the recommendations included in the fina report
will address both of these issues, as well as the unique problem of the Ratables Chase, which
you asked the Property Tax Commission to consider in your State of the State Address.

While the Commission continues to work toward August's deadline, the
Commissioners feel that several pieces of legidation currently pending before the
Legidature require comment before consideration of them has ended. To that end, the
Property Tax Commission respectfully submits the following position statements:

* The Commission supports Timed Growth Ordinance" legislation which would
enable municipalities to pass ordinances that direct and plan development
consistent with the State Development and Redevelopment Plan. Because it has
been documented that new development rarely provides revenue consistent with
the additional costsit imposes on the



community, it is in the interest of property tax reduction to alow municipalities to
employ timed growth ordinances which limit uncoordinated devel opment.

* The Commission recommends opposition to Assembly Bill 179 and Senate Bill 618,
which would amend the New Jersey Employer-Employee Relations Act to prohibit
public employers from implementing the "last best offer” during contract
negotiations. The Commission feels that this bill is in contradiction with the goal of
lowering property taxes, for it weakens a local government’s ability to resolve
Impasses during contract negotiations with public employee unions. Furthermore, the
infrequency of its use, combined with the fact that "last best offer" may be used only
during a genuine impasse, makes legislative change unnecessary.

« The members of the Commission support creating incentives and removing
impediments to encourage shared services among local governments in New Jersey.
Assemblymen Lance’s and Roberts’ proposal (A-1874) to providen$iiidn in
matching aid to local governments is a useful beginning for encouraging shared
services and consolidation. However, the Commission is working to develop even
more comprehensive approaches to encourage shared services which will build on the
Lance-Roberts model.

* The Commission will continue to study the implications of impact fee legislation, and
hopes to report a recommendation for your consideration of Senate Bill 60 and
Assembly Bill 494, which would enable municipalities to enact certain impact fees on
new development.

Additionally, it has become clear during our deliberations that several subjects surrounding
the issue of property tax reform merit particularly thoughtful exploration. To that end, the
Commission will release three papers during July and August to clarify these subjects and
educate decision makers and citizens about the inevitable accommodations which must
accompany true property tax relief. These documents will address the following issues: the cost
of Home Rule; the benefits and disadvantages of increasing the state share of school funding
through a statewide tax; and the implications of Michigan's “Proposal A" property tax reform
measure for New Jersey.

The Property Tax Commission will continue its work through the summer and would be
happy to receive any suggestions, comments, or requests for further information that you might
have. We look forward to issuing our recommendations and to beginning a public discussion of
this very important issue.

Sincerely,
Barbara Cannon
Chairwoman



THE COST OF HOME RULE
DI1SCUSSION PAPER

GOVERNOR’' SPROPERTY TAX COMMISSION
AUGUST 1998

Introduction

With property taxes among the most important issues to the people of the Garden State,

the benefits and consequences of New Jersey’'s strong affinity for home rule have
increasingly been the subject of public discussion and debate. In light of this, Governor
Whitman’s Property Tax Commission staff prepared this report about home rule, which is
presented with the hope of more fully informing the public debate on this issue.

In addition to defining home rule, this report offers a brief review of the proliferation of
local units of government in New Jersey -- be they counties, municipalities, or school
districts. This report also contains a survey of observations about home rule dating back
to the 1920s, as well an attempt to demonstrate the economic effect that certain cases of
home rule have on the cost of locally-delivered public services, particularly for specific
municipalities and school districts.

The commission staff members do not intend for this cost discussion to cast home rule in
a positive or negative light, or to provide the definitive estimate of the statewide cost of
home rule. Rather, the cost illustrations are provided simply to inform taxpayers and
local and State officials of the kinds of financial consequences attached to decisions about
home rule. There is no doubt that some may find the benefits of home rule to be well
worth its costs.

HomeRule

Home rule, which is practiced to varying degrees and in slightly differing forms in states
across the nation, generally describes the practice of making certain decisions about
government services and business operations at a local level and free from the
interference of the state government. A local unit of government can receive the authority
to practice home rule in many ways. The authority can be granted through a state’s
constitution, established by case law, or outlined by state statutes. It can also be the
product of tradition.

Statutes and decades of case law recognize New Jersey municipalities as creations of the
State Legislature with no inherent right of self government beyond the control of the
State. Despite this, New Jersey has a strong home rule tradition, with home rule thought
of as the natural order of business and the best way to govern and deliver certain services.
The result is that most people believe that certain areas of discretion and responsibility
are reserved to local units of government, though the State government actually sets the
ground rules for, and monitors, many areas in which home rule is believed to be
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practiced. For example, it is generally accepted that property tax assessment for the
purpose of taxation is solely a function of municipalities without the intrusion of the State
government. In reality, however, the local assessment function is at least partially
controlled by county boards of taxation with additional oversight by the State Division of
Taxation.

Proliferation

Throughout New Jersey's history, there have been periods of time when the creation of a
municipality required either no approval or only pro forma approval from the State
Legislature. Our strong tradition of home rule and this occasionally easy process by
which a local unit of government could be created helped cause the number of local
governments in New Jersey to spiral upwards through the years. The number of New
Jersey municipalities, for example, increased from 104 in 1800 to 270 by 1880. Spurred
by disagreements over liquor laws, land use, road maintenance, and other local issues,
municipalities continued to fracture and divide. The result of this history is this: Judged
by land area, New Jersey’'s present 566 municipalities are, on average, the smallest
municipalities in the nation.

AVERAGE MUNICIPAL LAND AREA State Avg. municipal
This chart presents the 10 states with the land area (nil
smallest municipa land areas. This New Jersey 13.17
information was obtained by dividing each Pennsylvania 17.34
state’s total land area by the total number of | Ohio 18.22
municipalities and townships in each state. | |llinois 20.45
Land area figures were obtained from the | massachusetts 22.30
US Geological Survey and include un- [ |ndiana 2279
incorporated and federal lands. The total |"Rpnode Island 2703
number of municipalities and townships for Connecticut 27 22
gach stgte was obtained from the US Wisconsin 59.43

ensus bureau. Minnesota 30.04

Municipalities aren’t the only units of local government that have proliferated. The
number of counties in New Jersey increased from 13 in 1800 to the present 21 by the time
of the Civil War. Similarly, New Jersey’'s 389 school districts in 1900 became the 611
school districts we have today — more than Pennsylvania, Delaware, Maryland, and West
Virginia combined. Add to the counties, municipalities, and school districts New
Jersey’s 300 local authorities and 188 fire districts -- all with tax- or fee-levying authority

-- and it is easy to understand why some assert that New Jersey has more government per
capita than any other state.
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Survey of Past Observations

The costs and effectiveness of this much home rule have been the subject of much

discussion. As the information below will show, the observations about New Jersey's

practice of home rule have been remarkably consistent over the decades.

e In 1929, the Legislature established the Commission to Investigate County and
Municipal Taxation and Expenditures for the purpose of reducing the cost of local
government in New Jersey. That Commission’s preliminary report found that the
“rapid increase of tax rates and of tax burdens in recent years has given rise to a
general spirit of unrest” and other problems.

* In his First Annual Message to the Legislature in January, 1948, Governor Alfred E.
Driscoll observed that, “It may well be that one of the reasons why so much
dissatisfaction has been experienced by the operation of local government in our State
Is that we expect municipal governments to perform services which would better be
performed by larger units, either Counties or the State itself.”

* In 1988, the State and Local Expenditure and Revenue Policy Commission found that
“New Jersey's excessive reliance on local government and local taxation pervades the
delivery of public services,” and that the “current assignment of service responsibility
between the state and local government does not always promote accountability,
equity, and efficiency.”

* In his 1994 State of the State speech, Governor James J. Florio said that, “When
home rule means people make decisions on matters close to them, that’s great, and we
never want to lose that. But when it means wasting money and overburdening people
with property taxes because we cling to outmoded, expensive ways of thinking, and
we refuse to tell the truth, then there has to be a better way.”

Prior Research

While there are, no doubt, distinct benefits to having what almost amounts to
“neighborhood governance,” such an arrangement can be expensive. Property taxes,
which are levied, collected, and expended by New Jersey’s local units of government, are
the nation’s highest. New Jersey spends more on education per pupil than any other state
in the nation and more than any nation in the world.

The fact that many municipalities and counties have successfully regionalized certain
services — whether these be libraries, health services, emergency services dispatching, or
other services -- illustrates that discrete services can be less expensively, and often more
effectively, delivered by units of government larger than many of New Jersey’s present
municipalities and school districts. In addition to the regionalization, consolidation, and
sharing of services already happening, several studies indicate that it would be
economically sensible for New Jersey’s small municipalities to seek partnerships for -- or
get out of -- some business operations.

One such study, called “Somerset 21" and drafted by Bridgewater Mayor James Dowden,
suggests a way to save millions of property tax dollars annually. Under the plan,
Somerset County’s 21 municipalities would consolidate into five regional centers. While
each municipality would maintain its own identity and would still elect a mayor and
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council, the 20 or so senior-level municipal employee positions responsible for managing

the delivery of key services would be regionalized. Each regional center would have an
elected executive. Policing, school boards, tax assessment, school transportation,
planning, and purchasing are among the functions that would be regionalized. Loosely
applying this model to one of Mayor Dowden’s proposed regional centers — comprising
Bridgewater Township, Raritan Borough, and Somerville Borough — found that costs
could be reduced by $1.824 million annually.

A New Jersey Treasury Department update of the 1986 State study called Equity 21
suggests that the State could remove $70 million annually from municipalities’ property-
tax funded budgets simply by assuming the cost of performing residential property
assessments and shifting the responsibility for this function to the county level. The State
would also assume the cost and responsibility for commercial and industrial assessments
under this study. This shift would replace the current assessment method in which
municipally-appointed assessors are responsible for all assessment.

Cost of Home Rule

The remainder of this report seeks to illustrate the cost of home rule as it relates to the
proliferation of many small municipalities and school districts. To make these
illustrations, staff examined the estimated cost differences that would result from 1)
delivering municipal services through larger municipal jurisdictions and 2) delivering all
education through complete kindergarten t8 figade school districts. In estimating the
cost of home rule, this report does not explore the potential cost differences associated
with transferring responsibility for service delivery from municipalities to other levels of
government, nor does it examine the statewide economic effect of making certain
decisions at a local, rather than regional, level.

Municipal

As mentioned before, many of New Jersey’s municipalities are among the
smallest municipalities in the nation. In order to establish the possible cost
reductions from delivering municipal services through municipal jurisdictions that
are larger than some in New Jersey today, this report compares the aggregate per
capita costs of municipal services in groups of contiguous small municipalities
with the estimated municipal services costs if those municipalities were
administered as a single jurisdiction.

The groupings of the contiguous small municipalities into larger hypothetical
municipal jurisdictions were arbitrarily based on New Jersey's municipal
boundaries of 1877, when there were 270, rather than 566, municipalities. The
aggregate per capita cost of local government in these “1877s” were compared to
the per capita costs of present day municipalities that are similar to the 1877s in
various ways. The difference between these per capita costs is the cost of home
rule. A more thorough explanation of the methodology is attached.
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The attached spreadsheet presents the 24 most comparable matches between an

1877 municipality and a present day municipality. Of these, 22 cases show cost
differences — that is, a cost of home rule -- as high as $500 per capita. The
average cost of home rule among these 22 cases is $205 per capita.

Only 2 cases — 1877’'s Cinnaminson and Howell Townships -- show an increase in
cost if the small present day municipalities consolidated into the larger 1877
jurisdiction. While this does not preclude the possibility that another comparison
based on something other than historical precedent may show a reduction in per
capita costs, these two cases might rather illustrate that consolidation of local
governments is not always cost effective. Such situations could be expected to
arise because of, among other things, significant variations in the qualities and
types of services provided between municipalities, or because of significant
administrative differences.

CosT DIFFERENCES
The 10 cases with the most significant cost decreases are presented in the chart below.
The left column lists the 1877 municipal jurisdiction that was used to determine how to
group a series of contiguous small present day municipalities. The middle column shows
the present day municipality against which the 1877 jurisdiction is being compared. The
final column presents the difference in the per capita cost of local government services.

1877 Municipality Comparable 1998 “Cost of
Municipality Home Rule”

Harrington Twp. Mount Laurel Twp. $509 per capita
Morris Twp. Sayreville Borough $465 per capita
Upper Freehold Twp. | Shamong Twp. $452 per capita
Rahway Twp. Willingboro Twp. $398 per capita
Burlington Twp. Deptford Twp. $366 per capita
Warren Twp. Evesham Twp. $363 per capita
Rockaway Twp. Howell Twp. $311 per capita
Bernards Twp. South Brunswick Twp. | $251 per capita
E. Brunswick Twp. Brick Twp. $242 per capita
Westfield Twp. Edison Twp. $144 per capita

Municipal Summary

The municipal portion of this report used 24 case studies to illustrate the cost that
may be added to the operation of municipal government because of the small size
and large number of New Jersey municipalities. This increased cost may be
funded through property tax revenue or through State aid. This exercise found
that in 22 of the 24 cases examined, the per capita cost of municipal government
went down when municipal jurisdictions grew. The greatest cost difference
among the case studies was over $500 per capita, while the average cost
difference among the 22 cases was $205 per capita.
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It should be noted that the data used for the case studies has not been adjusted to
reflect regional differences in the value of adollar or for significant differencesin
service quality within municipalities. This is one reason that these figures should
be viewed as illustrative of the cost of home rule, rather than as a definitive
statement of these costs.

Education

For the purposes of calculating the cost of home rule as it relates to education, the
Property Tax Commission staff sought to determine the total cost of delivering
education in school districts that are elementary level only and are not complete
kindergarten to 12" grade districts.

Of New Jersey's 611 school districts, 294 are elementary level only and do not
operate kindergarten through™grade: 67 serve kindergarten throudhgsade

(K-6); and 227 serve kindergarten throughgade (K-8). Another 23 districts

do not operate schools at all. These 317 districts are called sending districts
because they send their students to a different district for at least a portion of their
education. The districts to which the students are sent are called receiving
districts. In order to have some perceived increased level of influence in their
children’s early education, residents in sending districts support through their
property taxes duplicative, non-educational services at both the sending and
receiving districts.

The Property Tax Commission asked staff at the Department of Education to

identify 1) the duplicative non-educational costs incurred by the state's sending

school districts, and 2) areas in which regionalization of the sending districts, or

better coordination, might provide significant economic benefits. The Department

staff identified seven areas and the amount of money budgeted by these 317
districts for each of these seven areas.

» General Administration includes the costs of establishing and administering
policy for operating the school district and costs associated with the board of
education, superintendent, and other executive staff. This area is duplicative
of costs incurred in the secondary receiving districts.

* Business and Support Services includes the costs of running the business
office, data processing operation, warehouse and distribution services,
information services, and risk management. This area is duplicative of costs
incurred in the secondary receiving districts.

» Improvement of Instructional Services includes the costs associated with
supervision of teachers, curriculum development, and other administrative
activities. These services could be delivered more efficiently on a district-
wide basis in larger districts.

» Other Support Services - Child Study Team includes the costs of evaluation
and classification of students for special education. These services could be
delivered more efficiently on a district-wide basis in a larger school district.
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* Operation and Maintenance of Plant includes the costs associated with
keeping schools open, clean, and safe and keeping the grounds, buildings and
equipment in effective working condition. Thisis a prime area for economies
of scale and better coordination.

» Student Transportation includes the costs associated with conveying students
between home and school and from school to other school activities. Thisisa
prime area for economies of scale and better coordination.

» Employee Benefits are costs associated with the employees in the above
categories.

The Department staff estimate that the State’s sending districts spend over $500
million a year for these services. The amount of money budgeted in the 1997-
1998 school year for each of these servicesislisted in the chart below.

Category 1997 Appropriated
General Administration $71,806,100
Business and Support Services $38,922,300
Improvement of Instructional Services $12,049,700
Other Support Services-Child Study Team $54,743,700
Operation and Maintenance of Plant $173,303,000
Student Transportation $115,303,000
Employee Benefits $40,519,500
TOTAL $506,647,300

Education Summary

The education portion of this report found that duplicative, non-educational
expenses incurred by elementary-only or non-operating school districts cost over
$500 million each year. While money is certainly not the primary issue one
should be concerned with when considering the education of our children, thereis
evidence that the fractured delivery of education not only incurs duplicative, non-
educational costs, it also incurs very real educationa costs. For example, New
Jersey schools tend to spend more of every educational dollar on administration
than many other states. In addition, because of a general lack of coordination in
curriculum development between K-6 and K-8 districts that send to a single high
school, it can often be the case that students from one district may be less
prepared for the high school curriculum than students from another district. When
considering the cost of many small school districts, in other words, one should be
sure to consider the educational, as well as the monetary, costs of delivering
education in the way it delivered here in New Jersey.

The Cost Of Home Rule Conclusion

In addition to providing some general information about home rule and the proliferation
of local units of government in New Jersey, this report sought to provide illustrations
about the cost of home rule. These illustrations were constructed by examining the per
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capita cost of local government services in particular municipalities and by examining the
duplicative, non-educational costs incurred by a particular type of school district.

As stated before, the commission staff members do not intend for this report to cast home
rulein a positive or negative light, or to provide the definitive estimate of the cost of
homerule. Rather, the members hope that this report will be seen asillustrating that there
are consequences attached to the ways in which we choose to deliver services. In New
Jersey, we choose to deliver many services through many small municipalities and many
small school districts. With these illustrations in minds, the commission staff members
hope that the public engages elected representatives at all levels of government in a
conversation about whether the costs of home rule as practiced in New Jersey are worth
its benefits.

Attached:

Municipa methodology.

1877 municipal boundary map.
1998 municipal boundary map.
Comparison of municipal costs.
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MUNICIPAL METHODOLOGY

The methodology for the municipal section of this report was designed to examine
whether dividing an area of land into many small political jurisdictions causes
administrative and service delivery costs to be more expensive than they would be
with larger jurisdictions. To do this, the report presents the aggregate per capita
cost of municipal government in several small, contiguous municipalities. This
cost is then compared against the per capita cost of municipal government in a
single municipal jurisdiction that has characteristics similar to the characteristics
of the aggregated small municipalities. The difference in these costs is attributed
to the difference in the size of the municipalities.

The groupings of the contiguous small municipalities into larger hypothetical
municipal jurisdiction were arbitrarily based on New Jersey’'s municipal
boundaries of 1877, when there were 270, rather than 566, municipalities. For
example, Middletown Township, Atlantic Highlands Borough, and Highlands
Borough were all part of Middletown Township in 1877. The costs of municipal
government in each of those three present day municipalities were added together
and divided by the total population of the three municipalities to determine the
current per capita cost of delivering municipal services.

This process of grouping municipalities and determining a per capita cost of
delivering services was repeated for each case in which an 1877 township was
composed of multiple 1998 municipalities. The attached maps illustrate New
Jersey’s municipal boundaries in 1877 and 1998.

In order to establish credible cases against which to compare the groupings of
contiguous small municipalities, staff at the Department of Community Affairs
were asked to identify present day municipalities that are similar to the “1877s”
with regard to population, population density, and land area. Though not
measured as concretely as the three variables just listed, department staff also
attempted to create matches based on other factors that make municipalities
similar. Where possible, these factors included region, level of urbanization,
income level, and other municipal demographics.

Commission staff culled from the proposed matches those cases in which the
present day municipalities had a land area and a present day population density
within about 12.5 percent of the comparable municipality. Twenty-four cases fit
this criteria.
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Municipal Comparisons Attachment

Muni ci pal ity Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ation Density Budget Per Capita
1877 Harrington Twp Ber gen
Al pi ne Boro 6. 20 1, 826 295 3, 125, 168. 00 1,711. 48
Cl oster Boro 3.17 8, 366 2,639 8,120, 798. 00 970. 69
Denmar est Boro 2.10 4,922 2,344 4,485, 339. 00 911. 28
Hawort h Bor o 1.97 3, 428 1, 740 4,395, 119. 00 1,282.12
Nor t hval e Boro 1.30 4, 660 3, 585 5, 034, 410. 29 1, 080. 35
Nor wood Bor o 2.90 5, 691 1, 962 4,429, 652. 76 778. 36
A d Tappan Boro 3.10 5, 006 1, 615 4,661, 769. 00 931. 24
Rockl ei gh Boro 1. 00 278 278 992, 984. 00 3,571. 88
Harri ngton Twp Ber gen 21.74 34, 177 1,572 35, 245, 240. 05 1, 031. 26
Conparabl e Municipality
1998 Mount Laurel Twp Burlington 22. 15 36, 067 1,628 18, 820, 388. 57 521. 82
Di fference: 5009. 44
1877 Lodi Twp Ber gen
Hasbr ouck Hei ghts Boro 1.50 11, 618 7,745 10, 817, 985. 72 931. 14
Little Ferry Boro 1.50 10, 108 6, 739 6,671, 611. 06 660. 03
Lodi Boro 2.20 22,736 10, 335 17, 214, 586. 58 757. 15
Moonachi e Boro 1.60 2,874 1, 796 4,381, 610. 00 1,524.57
S. Hackensack Twp 0.50 2,177 4, 354 5, 251, 095. 00 2,412. 08
Tet erboro Boro 1. 20 22 18 3, 148, 668. 17 143, 121. 28
Lodi Twp Ber gen 8.50 49, 535 5, 828 47, 485, 556. 53 958. 63
Conparabl e Municipality
1998 Uni on Twp Uni on 9. 00 50, 404 5, 600 46, 198, 113. 74 916. 56
D fference: 42. 07
1877 Orville Twp Ber gen
Mont val e Boro 4. 00 7,092 1,773 9, 391, 425. 00 1, 324. 23
Saddl e Ri ver Boro 4,90 3,078 628 5, 130, 925. 32 1, 666. 97
Wal dwi ck Boro 2. 40 10, 023 4,176 8, 186, 142. 00 816. 74
Woodcl i ff Lake Boro 3. 75 5,676 1,514 6, 736, 279. 00 1, 186. 80
Oville Twp Ber gen 15. 05 25, 869 1,719 29,444,771. 32 1, 138. 23
Conparabl e Municipality
1998 Livingston Twp Essex 14. 00 26, 181 1, 870 26,761, 770. 78 1, 022. 18
Di fference: 116. 05




Municipal Comparisons Attachment

Muni ci pality Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ati on Density Budget Per Capita
1877 Burlington Twp Burl i ngton
Burlington Gty 3.44 9, 639 2,802 9, 659, 495. 22 1, 002. 13
Burlington Twp 14. 20 14,914 1, 050 13, 222, 095. 00 886. 56
Burlington Twp Burl i ngton 17. 64 24, 553 1,392 22, 881, 590. 22 931.93
Conparabl e Municipality
1998 Deptford Twp d oucester 17.58 24, 747 1, 408 13, 997, 203. 59 565. 61
D fference: 366. 32
1877 C nnam nson Twp Bur |l i ngt on
Ci nnanmi nson Twp 7.57 14, 702 1, 942 10, 496, 861. 84 713. 98
Del ran Twp 6.91 13, 957 2,020 7,452, 600. 00 533. 97
Pal nyra Boro 1.92 6, 950 3,620 4, 045, 231. 82 582. 05
Ri verton Boro 0.70 2,690 3, 843 1,970, 975. 69 732.70
G nnam nson Twp Burl i ngton 16. 40 38, 299 2,335 23, 965, 669. 35 625. 75
Conparabl e Municipality
1998 Sayreville Boro M ddl esex 16. 60 37, 352 2,250 31, 622, 730. 00 846. 61
D fference: -220. 86
1877 Waterford Twp Canden
Berlin Boro 3. 56 5,943 1, 669 4,173,674. 00 702. 28
Berlin Twp 3. 27 5, 395 1, 650 4,223,998. 24 782. 95
Chesi | hurst Boro 1.72 1,519 883 1, 743, 000. 00 1, 147. 47
Waterford Twp 36.11 10, 935 303 6, 016, 965. 76 550. 25
Wat erford Twp Canden 44. 66 23,792 533 16, 157, 638. 00 679. 12
Conparabl e Municipality
1998 Medford Twp Bur | i ngt on 40. 29 22,046 547 12, 440, 558. 00 564. 30
D fference: 114. 82




Municipal Comparisons Attachment

Muni ci pal ity Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ation Density Budget Per Capita
1877 Cal dwell Twp Essex
Cal dwel | Boro 1.20 7, 295 6, 079 6, 389, 298. 00 875. 85
Cedar Grove Twp 4.50 11, 731 2,607 7,160, 602. 04 610. 40
Essex Fells Boro 1. 30 2,013 1, 548 2,937, 319. 56 1, 459. 18
Fairfield Twp 10. 58 7, 355 695 10, 769, 364. 00 1, 464. 22
N. Cal dwell Boro 2.90 6, 583 2,270 5, 101, 334. 39 774.93
Ver ona Boro 2. 80 13, 044 4, 659 11, 184, 677. 60 857. 46
W Cal dwel | Boro 5. 04 9, 768 1,938 11,712, 314. 79 1,199. 05
Cal dwel I Twp Essex 28. 32 57, 789 2,041 55, 254, 910. 38 956. 15
Conparabl e Municipality
1998 Wayne Twp Passai c 24. 89 50, 439 2,026 45, 455, 586. 00 901. 20
D fference: 63. 95
1877 Deptford Twp d oucest er
Deptford Twp 17.58 24,747 1, 408 13, 997, 203. 59 565. 61
Wenonah Boro 0.99 2,325 2,348 1, 396, 725. 00 600. 74
Westvill e Boro 1.21 4, 455 3,682 3,011, 120. 00 675. 90
Wyodbury Hei ghts Boro 1.23 3, 300 2,683 2,031, 856. 55 615.71
Deptford Twp A oucest er 21.01 34, 827 1, 658 20, 436, 905. 14 586. 81
Conparabl e Municipality
1998 Mount Laur el Bur | i ngt on 22.15 36, 067 1, 628 18, 820, 388. 57 521. 82
D fference: 64. 99
1877 E. Brunswick Twp M ddl esex
E. Brunsw ck Twp 22. 20 44,829 2,019 39, 700, 622. 00 885. 60
Hel metta Boro 0. 80 1,398 1,748 1,141, 742.08 816. 70
MI1Iltown Boro 1.60 7,032 4, 395 5,173, 716. 00 735. 74
South River Boro 2.80 13, 921 4,972 8, 734, 565. 10 627. 44
Spot swood Bor o 2.15 8,174 3, 802 4,944, 621. 18 604. 92
E. Brunsw ck Twp M ddl esex 29.55 75, 354 2,550 59, 695, 266. 36 792. 20
Conparabl e Municipality
1998 Brick Twp Ccean 26. 40 73, 323 2,777 40, 336, 259. 40 550. 12
D fference: 242.08




Municipal Comparisons Attachment

Muni ci pal ity Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ation Density Budget Per Capita
1877 Eat ont own Twp Monnout h
Eat ont own Bor o 5.80 13, 976 2,410 13, 823, 954. 00 989. 12
Cceanport Boro 3.10 6, 207 2,002 3,768, 849. 82 607. 19
W Long Branch Boro 2.83 7,949 2,809 5, 306, 874. 00 667. 62
Eat ont own Twp Monnout h 11.73 28,132 2, 398 22,899, 677.82 814. 01
Conparabl e Municipality
1998 COcean Twp Monnout h 11. 20 26, 851 2, 397 18, 144, 890. 75 675.76
D fference: 138. 25
1877 Howel | Twp Monnout h
Far m ngdal e Boro 0. 50 1,514 3,028 642, 218. 24 424.19
Howel |  Twp 62.10 44,718 720 25, 738, 451. 98 575. 57
Howel | Twp Monnout h 62. 60 46, 232 739 26, 380, 670. 22 570. 61
Conparabl e Municipality
1998 Vineland Gty Cumber | and 69. 50 55, 906 804 32,570, 950. 21 582. 60
D fference: -11.99
1877 Manal apan Twp Monnout h
Engl i sht own Boro 0. 57 1, 359 2,384 1, 240, 595. 00 912. 87
Manal apan Twp 30. 85 31, 245 1,013 20, 601, 728. 84 659. 36
Manal apan Twp Monnout h 31. 42 32, 604 1,038 21, 842, 323. 84 669. 93
Conparabl e Municipality
1998 Marl boro Twp Monnout h 30. 35 33, 039 1, 089 17, 819, 501. 08 539. 35
D fference: 130. 58
1877 M ddl et own Twp Monnout h
Atlantic Hi ghlands Boro 1.20 4,819 4,016 4,266, 822. 99 885. 42
H ghl ands Boro 0. 64 4,903 7,661 5, 865, 407. 66 1, 196. 29
M ddl et own Twp 41. 08 68, 327 1, 663 43,511, 369. 17 636. 81
M ddl et owmn Twp Monnout h 42.92 78, 049 1, 818 53, 643, 599. 82 687. 31
Conparabl e Municipality
1998 Dover Twp Ccean 41. 62 83,776 2,013 54,070, 477. 65 645. 42
D fference: 41. 89
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Muni ci pal ity Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ation Density Budget Per Capita
1877 Upper Freehold Twp Monnouth
Al | ent own Boro 0.60 1, 948 3, 247 1, 496, 039. 08 767. 99
Upper Freehold Twp 47. 45 3,771 79 2,803, 870. 00 743. 53
Upper Freehold Twp Monnout h 48. 05 5,719 119 4,299, 909. 08 751. 86
Conparabl e Municipality
1998 Shanong Twp Burl i ngton 46. 61 6, 243 134 1,873, 938. 00 300. 17
D fference: 451. 69
1877 Boonton Twp Morri s
Boont on Town 2.42 8, 502 3,513 6, 109, 965. 14 718. 65
Boont on Twp 8. 20 3,790 462 2,847, 807. 06 751. 40
Mount ai n Lakes Boro 2.90 4,071 1,404 4,229, 018. 97 1, 038. 82
Boont on Twp Morris 13.52 16, 363 1,210 13, 186, 791. 17 805. 89
Conparabl e Municipality
1998 Pl ai nsboro Twp M ddl esex 11. 80 15, 636 1, 325 11, 109, 175. 36 710. 49
D fference: 95. 40
1877 Chat ham Twp Morri s
Chat ham Bor o 2.35 7,953 3,384 7,864, 629. 88 988. 89
Chat ham Twp 9.10 9,775 1,074 7, 296, 852. 57 746. 48
Fl or ham Par k Boro 7.50 8, 986 1, 198 9, 232, 637. 00 1, 027. 45
Madi son Bor o 4. 20 15, 727 3, 745 18, 020, 262. 78 1, 145. 82
Chat ham Twp Morri s 23.15 42,441 1, 833 42,414, 382. 23 999. 37
Conparabl e Municipality
1998 E. Brunswick Twp M ddl esex 22. 20 44,829 2,019 39, 700, 622. 00 885. 60
D fference: 113. 77
1877 Morris Twp Morris
Morris Twp 15. 70 21, 811 1, 389 21,098, 244. 74 967. 32
Morri st own Town 2. 86 16, 357 5,719 28, 945, 375. 95 1, 769. 60
Morris Twp Morri s 18. 56 38, 168 2, 056 50, 043, 620. 69 1, 311. 14
Conparabl e Municipality
1998 Sayreville Boro M ddl esex 16. 60 37, 352 2, 250 31, 622, 730. 00 846. 61
D fference: 464. 53
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Muni ci pality Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ati on Density Budget Per Capita
1877 Long H Il Twp Morri s
Har di ng Twp 20. 50 3,778 184 4,997,549, 10 1, 322. 80
Long HIl Twp 12. 50 8, 012 641 9, 140, 041. 57 1,140.79
Long Hi Il Twp Morri s 33.00 11, 790 357 14, 137, 590. 67 1,199.12
Conparabl e Municipality
1998 Mont gonery Twp Soner set 32.80 12, 261 374 14, 131, 676. 18 1, 152. 57
D fference: 46. 55
1877 Rockaway Twp Morri s
Denville Twp 12. 70 14, 629 1, 152 12,618, 088. 34 862. 54
Rockaway Bor o 2. 00 6, 435 3,218 4, 968, 408. 53 772. 09
Rockaway Twp 42. 35 21, 245 502 19, 941, 271. 00 938. 63
Rockaway Twp Morri s 57. 05 42, 309 742 37,527, 767. 87 886. 99
Conparabl e Municipality
1998 Howel | Twp Monnout h 62.10 44,718 720 25, 738, 451. 98 575. 57
D fference: 311. 42
1877 Bernards Twp Somer set
Ber nards Twp 24. 95 20, 455 820 22,537,431. 93 1, 101. 81
Bernardsvill e Boro 12. 85 6, 928 539 8, 308, 814. 78 1,199.31
Far Hills Boro 4,90 1, 002 204 1, 404, 465. 16 1, 401. 66
Ber nards Twp Soner set 42.70 28, 385 665 32, 250, 711. 87 1, 136. 19
Conparabl e Municipality
1998 S. Brunswi ck Twp M ddl esex 41. 00 30, 716 749 27,204, 608. 02 885. 68
Di fference: 250. 51




Municipal Comparisons Attachment

Muni ci pality Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ati on Density Budget Per Capita
1877 Bri dgewater Twp Soner set
Bound Br ook Boro 1.60 9,617 6, 011 6, 718, 526. 95 698. 61
Bri dgewat er Twp 32.30 38, 491 1, 192 20,942, 780. 14 544, 10
Raritan Boro 2. 00 6, 115 3, 058 6, 037, 475. 04 987. 32
Sonerville Boro 2. 30 11, 705 5, 089 10, 843, 223. 73 926. 38
Bri dgewat er Twp Soner set 38. 20 65, 928 1,726 44,542, 005. 86 675. 62
Conparabl e Municipality
1998 M ddl et own Twp Monnout h 41. 08 68, 327 1, 663 43,511, 369. 17 636. 81
D fference 38. 81
1877 Warren Twp Somer set
Green Brook Twp 4. 60 5, 156 1,121 3,708, 740. 71 719. 31
N. Plainfield Boro 2.70 18, 947 7,017 11, 320, 607. 26 597. 49
VWarren Twp 19. 60 12, 804 653 10, 775, 959. 61 841. 61
WAt chung Boro 6. 00 5, 280 880 6, 970, 133. 19 1, 320. 10
VWarren Twp Soner set 32.90 42,187 1, 282 32,775,440. 77 776. 91
Conparabl e Municipality
1998 Evesham Twp Burl i ngton 29. 65 38, 524 1, 299 15, 948, 441. 00 413. 99
D fference 362. 92
1877 Rahway Twp Uni on
Clark Twp 4.53 14,579 3,218 13, 820, 520. 89 947. 97
Rahway City 4. 00 25, 228 6, 307 25, 382, 683. 84 1, 006. 13
Wnfield Tw 0.17 1,566 9,212 1, 002, 083. 00 639. 90
Rahway Twp Uni on 8.70 41, 373 4,756 40, 205, 287. 73 971.78
Conparabl e Municipality
1998 WIIingboro Twp Bur | i ngt on 7. 60 35, 445 4,664 20, 344, 800. 00 573.98
D fference 397. 80
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Muni ci pality Count y Land 1996 1996 1997 Muni ci pal 1997 Mun. Budget
Ar ea Popul ati on Density Budget Per Capita
1877 Westfield Two Uni on
Cranford Twp 4. 90 22,811 4, 655 18, 249, 851. 00 800. 05
Fanwood Bor o 1.29 7,108 5,510 5,512, 787. 41 775. 58
Gar wood Boro 0.70 4,216 6, 023 5,108, 498. 11 1, 211. 69
Mount ai nsi de Boro 4.10 6, 655 1, 623 7,354,172.00 1, 105. 06
Scotch Pl ains Twp 9. 20 22, 780 2,476 15, 330, 851. 19 673. 00
Springfield Twp 5. 20 13, 670 2,629 16, 568, 894. 43 1,212. 06
Westfield Town 6. 50 29, 125 4,481 22,270, 222. 00 764. 64
Westfield Twp Uni on 31. 89 106, 365 3, 335 90, 395, 276. 14 849. 86
Conparabl e Municipality
1998 Edi son Twp M ddl esex 30. 65 93, 993 3, 067 66, 342, 693. 50 705. 83
Di fference 144. 03
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Property Tax Commission staff were asked to provide the following paper to stimulate
discussion of the role of local property taxes in funding public education and of
replacing that funding with increased State aid.

New Jersey's system of funding public education is characterized by a tension between two
competing goals. First, the State’s constitution requires that the State provide a “thorough and
efficient” education to all school-age children. This responsibility has been defined by the New
Jersey Supreme Court to mean the State must assure that the amount of money spent on the
education of children in poor districts is comparable to the per-pupil amount spent in wealthier
districts.

Second, New Jersey has a strong tradition of home rule for school districts as well as
municipalities. State statutes and local business practices leave individual school districts with
the authority to decide many aspects of their educational programs. This authority includes the
ability to enter into contracts, bargain for employee wages, and determine spending levels and
spending priorities, all of which are funded through State aid and property tax revenues.

Among other consequences, this arrangement has the effect of directing most State-aid to poorer
districts. An individual district’s decision to increase its costs is funded through the property tax.
Such decisions tend to increase the poor-to-wealthy spending gap, obligating the State to provide
more aid to poor districts in order to equalize per-pupil expenditures. Thus, State aid constitutes
a very small proportion of total funding for some districts and a large proportion for others.
Additionally, the property tax persists not because the State has sought to avoid funding schools
— State aid to school districts has more than quadrupled since 1980 — but because it is the only
constitutional means by which some communities can fund the enhanced or extra educational
services they decide to provide.

The Property Tax Commission has been asked why the State can’t use additional State revenues
for education funding, thereby reducing or eliminating the heavy burden of the local school tax.
This approach has been tried periodically over the past 20 years. In years when State aid was
substantially increased, school districts generally exercised their decision-making rights and
spent the additional aid as walsrevenues from increased local taxes. The desired decrease in
the property tax burden did not materialize.

If the lesson from these past 20 years is that, under the current arrangement, additional State aid
alone cannot reduce school taxes, we must consider how a change in the degree of local control
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would work. Would additional State aid eliminate or reduce school taxesif it were accompanied
by a corresponding elimination or reduction in local control over schools?

First, one must examine the case for complete State funding of education. In addition to
eliminating the school portion of the property tax, 100% State funding of education costs would
require several other significant changes.

First, the State would have to establish and enforce a common per-pupil spending
level for a statewide " thorough and efficient” educational program offered equally
throughout the public school system. Since New Jersey school districts currently
spend more per pupil, on average, than any other State in the nation, even a generous
statewide per-pupil funding amount would be less than the amount currently spent by
the State’s highest spending districts. Therefore, in order to achieve equa and full State
funding of education in all school districts, spending in districts already above the per-
pupil threshold would have to be frozen or radically slowed until spending in other
districts caught up.

Second, the State would have to generate approximately $7 billion in new State
revenues simply to transfer the existing local tax portion of school funding to the
State level. This would require a doubling of either the sales tax or income tax rates.
Additionally, depending on where the common statewide per-pupil spending amount
were set, more State revenues might be needed to raise the spending level of districts
initially below that level.

Third, all futurelocal contributions would have to be forbidden by law. Without a
strict prohibition on local spending, education would not be funded fully by the State.

Fourth, not all communities would receive education aid equivalent to their local
contribution. This is somewhat true today because the amount that a community
receives in State education aid is not determined by what the community’s residents pay
in State taxes. W.ith regards to the property tax, however, local control enables
communities to apply each local dollar raised entirely toward the support of their
schools. In a State-funded system, that portion of local control would not exist. Taxes
to raise funds for education would be based on wealth or property or personal spending,
and they would be distributed on a per-pupil basis to all schools. In general, wealthier
citizens would pay more in State taxes than their schools would spend. Poorer citizens
in poorer districts would pay less in State taxes than their schools would spend.

Fifth, full and equal statewide funding would require the establishment of a
statewide salary schedule for school employees. The wages of employees currently
being paid above the schedule would have to be frozen temporarily, or radically slowed,
until those below the schedule were caught up. For determining future compensation,
the existing local negotiations conducted separately by local school boards would need
to be eliminated in favor of statewide collective bargaining.
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» Sixth, given the radical curtailment of local decison-making under this mode,
there would no longer be a need for over 600 school boards. In order to facilitate
uniformity and efficiency, county or regional boards would need to be created to
coordinate administrative services, while advisory councils of parents and teachers
might be established in each school to retain local oversight of its operations.

While this scenario represents a radical departure from the way in which New Jersey’s education
system is administered, it is not unlike the arrangements in states that currently fund education
fully with State revenues. Hawaii, which fully funds public education in all communities, is a
single school district. Michigan, which is often cited for having reduced and capped local tax
support of public schools, achieved that result by: 1) setting a common per-pupil spending
amount of $6,500 for all school districts (about $3,000 lower than New Jersey's current average);
2) allowing districts spending above that amount to raise local taxes with voter approval only
where such taxes are needed to maintain their pre-equalization spending levels; and 3) increasing
the sales tax from 2% to 6%.

Of course, full State funding is only one scenario. Examining the option of increased, rather than
complete, State funding of education, one sees that the effects on home rule are not unlike those
described above. The State of New Jersey cannot guarantee that State aid will represent an
average 50% of total school spending, for example, without applying strict controls on the total
amount that is spent. Nor would there be a guaranteed local tax benefit without such controls.
Without additional constraints, districts conceivably would remain at liberty to use their local
power over property tax rates to increase spending, thereby negating any positive benefit from
increased State aid. In order to ensure the advantages of additional aid, the current system in
which each local school board enters into contracts and formulates its own spending levels would
need to be eliminated or radically constrained. Therefore, to guarantee even a specific, partial
level of State funding would require the application of all of the measures of increased State
control described in the full-funding scenario above.

Even with such controls, increased average proportional State funding would continue to be only
an average. In order to maintain reasonable spending equity in a system funded in part by local
taxes, the State would still need to use State aid to equalize spending, providing aid to districts in
proportion to the wealth of their communities. Therefore, regardless of the average proportional

State support, the wealthiest districts would continue to receive little State aid, while State

dollars would continue to represent most of the spending in other districts.
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Introduction

A number of people who communicated with the Property Tax Commission, whether through
correspondence or at public meetings, expressed support for tax restructuring to shift the local

portion of education funding to statewide revenue sources. In addition to being cited by tax
restructuring proponents as a model for New Jersey, Michigan’s education funding reform, called
Proposal A, represents one of the few broad statewide tax restructuring efforts in decades.
Because of this, Property Tax Commission staff developed this discussion paper about the
Michigan model and its applicability to New Jersey. This discussion paper is being made
available to inform more fully the public debate on the merits and likely consequences of a
Michigan-style tax restructuring in New Jersey.

Tax Restructuring

With the basic elements of taxation put in place in most states by the end of the 1960s, broad
scale tax restructurings are now relatively rare in the United States. In a majority of states today,
personal and corporate income taxes, sales and use taxes, and property taxes provide the primary
tax revenue sources for state and/or local governments. A handful of states do not tax income, a
few others do not tax sales, and New Hampshire taxes neither.

In recent years, voters or legislators in several states have been presented with sweeping tax
restructuring proposals aimed at reducing reliance on property taxation. These restructuring
plans were typically rejected. The most notable recent exception to these rejections was in
Michigan, where Proposal A was approved by the electorate in March, 1994.

Michigan’s Proposal A

Briefly, Proposal A sought to shift the burden of public education funding from locally-levied
property taxes to broader state taxes by establishing a statewide education property tax, raising
various other state taxes, and limiting the ability of local school districts to raise property taxesin
addition to the state school tax. For a more detailed description of the program, please refer to
the attached summary of Proposal A prepared by the Citizens Research Council of Michigan.

Proposal A’s approval by the voters is unusual in a number of respects. First, between 1972 and
1994 Michigan voters rejected 13 of 14 ballot questions concerning either property taxation,
school finance, or both. These questions were placed on the ballot either by the legislature or
through the state’s initiative petition process. Each of the 13 proposals defeated during this
period would have reduced Michigan’s reliance on the local property tax. Five of the proposals
would have raised the sales tax rate.

Like most fiscal restructuring ballot measures, Proposal A was complex. This complexity can be
seen in the attached summary of the proposal given to the Property Tax Commission. The
political and fiscal dynamic surrounding Proposal A’'s passage was also complex. The 1993
enactment of a statute eliminating property taxation to support school operations, for example,
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did not determine a source of replacement revenue. That replacement source was determined in a
subsequent bill, passed with little public discussion on Christmas Eve, 1993, which would have
statutorily increased the personal income tax and business tax rates unless voters approved
Proposal A at the polls. The revenue from these tax increases would have been used to replace
the property tax revenues formerly used to fund school operations. Thus, whether or not the
electorate approved Proposal A, there would have been a mgjor shift to the state in the sources of
school funding.

Proposal A significantly changed Michigan's tax structure. Reliance on the property tax
diminished, but the percentage of total property taxes paid by owners of commercial, industrial,
and utility properties increased from 28% to 43%. Meanwhile, the proportion of total state and
local tax revenue derived from the sales tax increased from 16% to 25%. All told, the FY 1998
net tax reduction from Proposal A was estimated to be $1.087 billion.

While “hold harmless” provisions perpetuated significant spending disparities between some
districts, Proposal A made important changes in education funding. The super-majority
legislative vote required by the proposal to increase school operating taxes beyond those in place
in February 1994, for example, has been a key factor in limiting spending increases. Greater
control of education policy shifted from communities to the state level. A July 5, 1998, Detroit
News article (attached) is indicative of rising public concern over this increased state control.

A Model for New Jersey?

Is the Michigan Proposal a model for New Jersey? Given New Jersey’s uniquely high education

costs, a tax system able to fund schools in Michigan may either be inadequate for New Jersey or
may require excessively high tax rates. To consider this concern, some comparisons of Michigan
and New Jersey are in order.

CATEGORY MICHIGAN NEW JERSEY

area 58,110 mi? 7,468 mi°

population 9.6 million 8 million STATE COMPARISONS
population density | 164 people/ mi? | 1,042 people/mi? This chart presents data to compare
school districts 695 611 Michigan and New Jersey in severa
attendance’ 1.493 millions | 1.103 million categories relevant to the school funding
revenues $10.96 billion | $10.80 billion discussion.

admin expenditures’® | $2,043 $2,738

instruction® 52% 55%

administration® $145 $303

transportation $297 $492

*Average daily public school attendance, 1994-95. (Thefirst year in which Proposal A wasin effect.)

2State and local combined K-12 public school revenues, 1994-95.

3Total K-12 public school expenditures per pupil in average daily attendance,1994-95.

4Classroom instruction portion of total K-12 public school expenditures, 1994-95.

SPer pupil general administration expenditures (which excludes school building based administrative costs, such as those associated with
principals).
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As indicated by the chart above, Michigan and New Jersey are comparable with respect to a
number of factors relevant to the school funding discussion, including population and number of
school districts. Despite this comparability, however, New Jersey not only spends more money
per pupil than Michigan, but also more than any other state in the nation and more than any
nation in the world. It is, therefore, plausible that New Jersey has an education expenditure
problem rather than simply an over-reliance on the property tax.

The hypothesis that New Jersey has a cost problem is supported by the existence of two areas of
dramatic difference in expenditure patterns between Michigan and New Jersey. First, with 84
more school districts than New Jersey, per pupil general administration expenditures (which
excludes school building based administrative costs such as those associated with principals)
were $145 per pupil in Michigan and $303 per pupil in the Garden State. Second, with more
school districts, vastly larger land area, and a much sparser population distribution, pupil
transportation costs were $297 per student in Michigan and $492 per student in New Jersey. This
figure does not factor in the number of students actually transported.

To further illustrate the differences between New Jersey and Michigan, consider the contrast

between Michigan’s and New Jersey's sales tax rates. In Michigan, the sales tax rate was 4%
prior to the passage of Proposal A and 6% after. This rate increase made Michigan’s sales and
use tax comparable to that of neighboring states. New Jersey's current sales tax rate is 6%, as is
Pennsylvania's. Delaware does not tax sales. New York has a state sales tax rate of 4%, with an
additional amount levied locally. If New Jersey’s sales tax rate were to be increased so that, like
Michigan, the increase generated about half of the new revenues used to replace the local
property tax for school operating purposes, New Jersey would require a sales tax rate of 10.25%.
This would be not only the highest sales tax rate in our region but also the highest rate in the
country.

An additional point to consider when examining a possible transfer of funding from the property
tax to the sales tax is that property tax payments are deductible for federal income tax purposes,
for those who itemize, but sales tax payments are not. While this deductibility issue was not
extensively discussed in Michigan, it would likely be an issue for New Jerseyans to consider.
This is especially true given the well documented small return on taxes paid to the federal
government by New Jersey residents.

Another tax provision of the Michigan model increased imposts on tobacco products. In view of
a recent increase in tobacco taxation in New Jersey, an additional increase in the taxation of these
products may not be likely in the near term.

Finally, while Proposal A did provide a measure of property tax relief to Michigan taxpayers, the
erosion of local influence over education matters that it prompted would likely be an important
factor in evaluating the appropriateness of the Michigan approach for New Jersey, with its
affinity for local control over educational decisions. For example, New Jersey school districts
already spending well above the state average would, under the Michigan model, lose almost all
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local ability to determine their local education spending level.

In summary, there are significant differences between Michigan at the time of Proposal A’s
adoption and New Jersey in 1998.

Attached:
0 Summary of Proposal A.
O Detroit News article.



MICHIGAN’S PROPOSAL A

This summary of the elements of Proposal A was prepared by the Citizens Research Council of
Michigan and given to the Property Tax Commission. CRCM is an independent policy research
organization based in a Detroit suburb.

CONSTITUTIONAL CHANGES
Proposal A, as adopted, consists of both constitutional changes, which may be changed only with
voter approval, and statutory changes, which may be changed by the legislature or by the voters
through initiative.

No direct changes were made in the property tax rate limitations in the Michigan Constitution.

Property Tax Changes

Classified Property Tax: Permits school operating taxes to be imposed on a non-uniform basis.
Previously, Michigan’s constitution provided that all property was to be taxed uniformly, which
had been interpreted to mean that all property had to be assessed at the same proportion of
market value and taxed at the same rate.

Cap on Taxable Value: Limits the annual increase in taxable value of individual parcels of
property to the lesser of 5 percent or the rate of inflation. Property would be revalued for tax
purposes at the "applicable proportion of true cash value" when ownership of the property is
transferred. At present, the "applicable proportion,” or assessment ration, is 50 percent.

Sales and Use Tax Changes

Sales and Use Tax Rate: Imposes a 2 percent sales and use tax dedicated to the school aid fund,
beginning May 1, 1994. This increased the limit on sales and use tax rates to 6 percent. (The
implementing statute exempted the consumption of electricity, natural gas, and home heating
fuels for residential purposes from the increase.)

Sales and Use Tax Dedication: Continues the dedication of 60 percent of the first 4 percent of
the rate of sales and use taxes to the school aid fluid.

School Finance Changes

School Operating Revenue Guarantee: Requires that the state guarantee each local school
district in state fiscal year 1995-96 and thereafter at least as much combined state and local
operating revenue per pupil as in the 1994-95 fiscal year.

Super-majority Vote for School Operating Tax Increases. Requires a % vote of the Legislature to
increase school operating taxes beyond those in effect on February 1,
1994.
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STATUTORY CHANGES
By far, the bulk of the Michigan plan was, and continues to be, accomplished statutorily. The
statutes are complex, in part because of transitional provisions. The statutory component of the
plan continues to evolve and will likely change further over time.

Tax Change
Personal Income Tax: Reduces the rate of the personal income tax from 4.6 to 4.4 percent.

Cigarette Tax: Increases the rate of the cigarette tax from 25 cents per pack to 75 cents per pack.
The new revenue from the cigarette tax was dedicated to the school aid fund, except that 6% of
total cigarette tax revenue was dedicated to "improving the quality of health care" of Michigan
residents.

Real Estate Transfer Tax: Establishes a state real estate transfer tax of 0.75 percent.

Interstate Telephone Tax: Establishes a 6 percent use tax on the Michigan portion of long
distance interstate telephone calls.

School Finance Changes
School Aid Formula: Establishes anew school aid formula providing a per-pupil foundation
alowance to each school district. Theinitial foundation allowance was structured as follows:

State-local revenue per pupil

Pre-Proposal A Foundation allowance

$4,200 or less $4,200, or an increase of $250, whichever is higher.
$4,200 to $6,500 Increase of $160 to $250 (diding scale)

Over $6,500 Increase of $160

The basic foundation allowance, which was $5,000 in 1994-95, is indexed each year to the
changein school aid fluid revenue and the change in pupil count. The foundation allowance of a
given school district will be adjusted by the dollar amount of the basic alowance.

The state payment to each district equals the difference between the foundation allowance and
the local revenue per pupil, calculated by assuming that the district levies the lesser of 18 mills
on non-homestead property (see below) or the number of millsit levied in 1993, regardless of
how many mills are actually levied.

Sate Education Tax: A statewide 6-mill ($6 per $1,000) property tax for school operating
purposes. Thistax islevied on al property.

Local Supplemental Millage: A local property tax for school operations of 18 millsto be levied
with voter approval on all property except homestead and qualified agricultural property. If the
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foundation allowance of a school district exceeds $6,500 per pupil, the district, with voter

approval, may levy additional millage on homestead property up to 18 millsin order to maintain
existing per pupil revenue. If 18 millsisstill not enough to prevent a decline, further millage

may be levied uniformly on all property until adeclineis prevented. A relatively small number

of districts (52 out of a total of 556) were affected by this so-called “hold harmless” provision.

Enhancement Millage: Beginning in 1995, the maximum millage rate on homestead or qualified
agricultural property may be increased only under certain conditions. Until 1997, individual
school districts could levy three "enhancement” mills uniformly on all property, again with voter
approval. Beginning in 1997, these mills may be levied only on an intermediate school district-
wide basis, with ISD voter approval. Revenue from this levy is to be shared among constituent
school districts on a per pupil basis.



Regional Efficiency Aid Program

Introduction

The Regional Efficiency Aid Program (REAP) isthe Division of Local Government Services

(DLGS) response to the introduction of A-1878 (Roberts/Lance), which proposes the creation of a

$50 million fund to provide State aid to municipalities and school districts that engagein joint

service programs, and to questions posed by Governor Whitman’s Property Tax Commission. The
coincidence of these two issues, when merged with a series of propositions Division staff have
been studying for a number of years, has resulted in a proposal for a new type of State aid
program: one that combines incentives to reduce the cost of government with true property tax
relief to taxpayers.

Why REAP?

The REAP proposal is based on a foundation of conclusions reached over 10 years of
administering municipal State aid programs and promoting inter-local service agreements. These
so-called "Unfortunate Truths About Regionalization and State Aid" highlight the flaws with our
current system of promoting joint services (regionalization) and State aid programs.

With regard to regionalization, the Division concluded that when municipalities (and, by

extension, school boards) actually regionalize or agree to provide joint services, it happens usually
as a last resort, and then only gets done if: the current service becomes too expensive to justify
local control; the State provides money for it, the savings are easily apparent; it is a new program
which requires new revenue local officials do not want to raise; it is so controversial that elected
officials don't want control over it (So someone else can be blamed); or it has significant political
advantage. Of course, there are wonderful exceptions when local officials do it for the right
reasons, and those are not always celebrated as the successes they are.

The Division's conclusions about State aid lend it to an apt, but unfortunate, metaphor: that State
aid has been shown to act like an addictive drug, in that it is easy to initially take, gives an easy
property tax relief "high," but becomes addicting; requires increasing doses to maintain the high;
and results in political cravings to continue it if withdrawn. These cravings have been accentuated
in recent years by the reality that most State aid allocations have been frozen, a good deal of them
at eight year old limits, with small increases in other areas.

Furthermore, the way State aid is handled in local budgets (despite legislative and executive
branch efforts to prevent it), aid gets "lost" in budgets, as it becomes "just another revenue" that is
offset with spending. This deficiency is compounded by the fact that State and local elected
officials rarely receive acknowledgment for the political will required to provide the fiscal

resources that are used to offset property taxes.

This phenomenon exists despite the fact that, for the past eight years, there has been a display of a
schedule on tax bills showing the amount of State aid used to offset property taxes. The Division
believes this is because the amount has no context: the previous year's amount or percentage of
budget is not shown, only gross amounts.



REAP would capitalize on these two issues, for together there is synergy: if we want to encourage
regionalization, and we want to provide State aid, we should link the two as aformal, permanent
State aid program, in which aid istied to regionalization of services.

Inside REAP

REAP involves two new concepts. Thefirst isthat if amunicipality or school district wants more
State aid, and if it regionalizes services, the State will provide permanent aid, scaled relative to
what isregionalized. Secondly, to ensure that the aid is real to taxpayers, the aid will be provided,
not as a budget offset, but as a property tax credit for residential property owners. This
combination adds a missing element of public accountability, in that the public will be able to
challenge local officials either to do more regionalization, or to maintain the status quo and be
content with limited new State aid opportunities. REAP can also provide an incentive for
complete or functional dissolution of governments themselves, in exchange for State aid to the
taxpayers.

There are several advantages of providing aid as a property tax credit. Having noted that budget-
based aid gets "lost" among other revenues in the budget, atax credit (1) eliminates the complex
and sometimes ineffectual process of having to compensate for it in budget and spending
restrictions, (2) provides a greater public awareness of the aid and where it comes from (it’s part of
the tax calculation most people look at), and (3) can be used by the public to pressure local
governments to act to get more aid.

The Division suggests using the Property Tax Relief Fund as the revenue source for the program,
asit isincome tax revenue, comes from taxes paid by individuals, and is constitutionally required
to be used as property tax relief.

A number of details must be managed to create the program. A primary oneis how aid will be
calculated. Here, DLGS and the Department of Education (DOE) would have to study and
develop "point" models that assign different amounts of points for each type or class of service.
The use of a point model provides flexibility by permitting a number of options. putting premiums
on targeted services, granting special credit to jurisdictions with fiscal stress, excluding
jurisdictions that already have very low tax rates, excluding (or minimizing the value of) certain
types of well-established programs for which incentives should not be required, or providing credit
for existing programs at some percentage of the normal value.

Once such amodel isin place, each year as part of the budget approval cycle, DLGS and DOE
would calculate for each jurisdiction’s budget, the number of points earned (shown by appropriate
documentation), then multiply the points by the population of the jurisdiction, and then by dollar
value of apoint. The dollar value could be set in statute, or as part of the State’s budget. In other
terms: total REAP aid = total number of "points,” times population, times cash value of a point. It
must be kept in mind that the REAP aid has no impact on the budget of the jurisdiction, except for
the savings it has achieved by contracting or the added revenue for providing the joint service.

To provide the property tax relief, once the amount of aid is calculated the two agencies would
certify to each county tax board how much REAP aid is due to the taxpayers. The board would



then turn the aid into a "negative" tax levy and rate. Therateistreated as atax credit and granted

to residential and rental properties. To assure credit to tenants, amendments to the Tenants’
Property Tax Relief Act would be required. So that taxpayers would be more aware of the
program, the current Statement of State Aid on tax bills could be replaced with a breakdown of
REAP aid for each taxing district. While there is some question whether the program can be
limited to residential properties, and not all property tax payers, the answer lies in careful
consideration of constitutional issues in crafting the law.

Another detail deals with providing incentives to large municipalities and school districts, where
economies of scale would seem to limit regionalization opportunities. The opportunity here is to
encourage large agencies to provide service to smaller ones. To encourage this type of
entrepreneurial behavior, points and aid could also be granted, on a percentage basis, to the agency
that provides the service, in addition to the revenue and offsets to their own costs that providing
services permits.

With regard to budgeting for REAP, if the program includes existing regional efforts, in-depth
study of existing programs would be required in order to estimate how much it will cost at the
start. Otherwise, the initial aid budget would be marginal, compared to the total PTRF. And since
some municipalities and school districts have ongoing efforts to develop new programs, credit
should be given to those efforts that began several months prior to the initiation of the REAP
program itself.

Operation of the program would involve some costs to State agencies. In addition to the start-up
studies, REAP would require some staff to ensure that the local programs are bona-fide shared and
that they either save money or control costs. REAP would also require staff and appropriations to
provide education and outreach to local officials and the public, as well as for internal
administration.

To get the program started, three elements are necessary: (1) development of a point system and
(if required) an existing services survey; (2) legislation for the program itself and the Tenant
Property Tax Rebate Law, and changes to tax calculation programs and county tax board
procedures; and (3) at least six months of lead time to establish the program.

Get REDI to REAP!

While REAP would provide ongoing aid, it would also be prudent to provide governments with
assistance to study regionalization opportunities, and to provide seed money for start-up costs.
The State already does provide some funding for this purpose, through DCA'’s Joint Service
Incentive Grant Program, but it is a relatively small pool of money — $500,000 annually — and,
without a companion initiative such as REAP, it has not been able to spark widespread efforts to
share services or regionalize.

The Division proposes a larger incentive program that would complement REAP by providing
local units of government across New Jersey with critically needed financial support to initiate the



process of regionalization. This program would be called the Regional Efficiency Development
Incentive (REDI) grant program. While patterned after the current Joint Service Incentive Grant
Program, REDI would have several major differences: ahigher level of funding than the current
JSIG Program, amore rigorous selection process, higher grant amounts, and a required local match
for studies (e.g., 50 percent), to ensure that local units are serious about these programs.



OPPORTUNITIESFOR SHARED SERVICES

FUNCTION/SERVICE MUNICIPALITIES COUNTIES SCHOOL DISTRICTS

Administration

Administrator ,

Board Secretary ,

Data Processing , ,

Department Directors , ,

Legal and Bond Counsel ;

Personnel recruitment and , , ,

training

Records Management , , ,

Superintendent

Business Services/Finance
Accounts Payable , , )
Budget and budget
administration
Comptroller , ,
Investment and Cash , ,
Management
Internal Audit ,
Payroll , , )
Printing and duplicating , , )
Risk Management and
Insurance
Warehouse and distribution
services

Health
Clinics/Hospitals , ,
Nursing services , , ,
Speech, occupationa and physical
Therapists

Media/Library Services
Library staff , ,
Audiovisual staff ,
Educational Televsion staff ,
Computer Aided Instruction ,

Parks and Recreation
Atheletic Coaches



Parks, playgrounds, recreation
fields

Recreation Programs

Swimming Pools and Lifeguards

Planning and Economic
Development
Economic Devel opment
Land Use Planning

Public Safety
Animal Control
Communications and dispatching
Detective services
Drug abuse prevention programs
Emergency Management Services
Fire Prevention & Protection
Police Peatrol
Public Event coordination and
Security
School Crossing Guards
Weights and Measures

Public Works/Roads/Transportation

Buildings & Grounds
Maintenance (Custodians,
Grounds K eepers, Security)
Fuel storage and refueling
Recycling and solid waste/trash
collection or contracts

Road surfacing and paving
Snow plowing services

Street and road maintenance
Traffic signals and maintenance

Vehicle Maintenance

V ehicle Operations (Student
transportation)

Purchasing
Building materials and
mai ntenance supplies
Duplicating machines, paper,
operating supplies
Electricity, natural gas and energy



Food (food, services, institutions,
nutrition programs, school
lunches)

Gasoline and Fuel QOil
Heating Qil
Janitorial/cleaning supplies
Lawn supplies

Library supplies

Office supplies

Radio and communications
equipment

Signs

Uniforms

Vehicles, trucks, maintenance
supplies and parts

Social Services
Day Care, Child Care, Adult Care
Dia-A-Ride
Guidance Counselors (Schoal)
Nutrition Programs
Officeon Aging
Programs for the Disabled
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EXECUTIVE SUMMARY

Taken as awhole, New Jersey’s educational system is operating inefficiently. With over 600
school districts, boards of education, superintendents, business administrators and other
support services, the system is plagued by redundancies and inconsi stencies.

Efforts to address these conditions have been primarily incentive based, with school districts
"encouraged” to examine such alternatives as regionalization and shared services. In certain
cases financial incentives have been provided for districts to undertake such consolidations.
Unfortunately, recent examples of district consolidations and new shared services initiatives
have been limited. In fact, several regiona districts have elected to dissolve their
relationships, creating even more individual school districtsin the State.

The Regionalization Advisory Panel considered several models for statewide school reform
including regionalization of certain smaller school districts and county-wide or other shared
services programs. The panel held three public hearings in which educators, legislators and
the general public spoke to us about their concerns, successes and failures in implementing
one or more of these models. What became apparent to us is that one size, in fact, does not
fit all. Practices that work successfully in one or more school districts do not necessarily
make sense on a statewide basis. Consequently, mandates that require consolidation or
shared services in al districts meeting a specified criteria with the risk of political backlash
could create conditions that are potentially worse than the current system.

The panel also recognizes the limitations to effective change by a totally incentive-based
reform program. Many of the panel members who have served on school boards
acknowledged the inherent conflict of interest in an elected or appointed body undertaking
an initiative that could potentially abolish that group or a portion of the employee base it
oversees. Others pointed out that consultants hired to undertake regionalization studies could
present a biased recommendation that was more reflective of individual community member
opinions and emotions than what was in the long-term best interest of the educational system
and the children it serves. It was further acknowledged that the effort required of board
members and administrators to undertake such analyses and discuss them with other school
districts involved was sometimes more than many of these individuals were willing or able
to assume.
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The panel believes that there are too many school districts in the State of New Jersey, that
the duplication of efforts caused by these separate legal organizations has contributed to the
highest average per pupil expenditure in the United States, and that inconsistencies abound
in the delivery of educational services throughout the state. Therefore, a prudent and uniform
approach is needed to address these issues. Having observed the extent of inaction among
school digtricts in the face of an incentive-based system, the panel is skeptical that
meaningful process be made under current conditions without strong leadership from the
State of New Jersey.

Consequently, the panel recommends legidation that would direct and empower the
Commissioner of Education, supported by the county superintendents and in cooperation
with the local boards of education and administrations, to identify school districts that might
benefit financially and educationally from either regionalization or consolidation of services
with other school districts. Once these districts are identified, the Department of Education
would be required to undertake studies that would examine those issues specified by statute
for consideration in such instances. Such studies would be underwritten by the State of New
Jersey and would identify the benefits and detriments of regionalization and consolidation
for the particular school districts involved, as well as a recommended course of action.
Where regionalization or consolidation is financially and educationally sound but there are
barriers to these changes caused by statutory provisions or other short-term financial
disincentives, the Commissioner shall seek regulatory relief or subsidies from the Legislature
to overcome those barriers. The Commissioner’s recommendations would then be discussed
and presented to the local school districts and municipalities involved who would be
required to justify why such recommendations should not apply to their districts.

It is the panel’s view that regionalization and increased use of shared services will improve
educational opportunity, both by improving efficiency and by making better use of facilities
and professional resources available to local districts. Neither regionalization nor shared
services is a panacea, however. They will not substitute for adequate funding of education.
The most efficiently run school district will still incur considerable costs, including teachers
salaries, maintenance of the physical plant, and investment in textbooks and technol ogy.

Whileit is not realistic to expect that regionalization or shared services will allow districts to
drastically reduce school spending, it isrealistic to expect savings which could be considered
for reinvestment in educational programs. Even savings which appear small in relation to a
district’s entire budget may be very meaningful if they allow the district to take such actions
as reduction of class size, enhancement of professional development, or avoidance of
program cuts.

In addition to cost savings, both regionalization and sharing of services may alow loca
districts to improve education through the sharing of expertise. For example, improved
articulation of the curriculum and greater opportunities for professional development can be
expected in a unified district or in districts that are cooperating closely in a shared services
arrangement.
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INTRODUCTION

L egislative M andate

On December 20, 1996, Governor Christine Todd Whitman signed into law the
Comprehensive Educational Improvement and Financing Act of 1996.

One component of this legislation created a 12-member Regionalization Advisory Panel
whose purpose was to conduct a study and develop recommendations regarding ways to
encourage school districts to regionalize or share services. The panel was directed to study
the feasibility of regionalizing at the county level such administrative services as overall
administration, purchasing, transportation, budgeting and accounting, while maintaining
local control at the school district or building level for curriculum, instruction, personnel and
management of instructional processes.

In addition, the panel was instructed to study site-based management, use of local parent
advisory councils, maintenance of local tax bases and other issues related to regionalization
of districts and services.

With this purpose in mind the panel members were selected as delineated in the legidlation.
Over an eight-month span, the panel reviewed and studied al! of the topics described in the
legislation with the greatest emphasis given to what the panel saw as key issues which
needed to be addressed in this report.

Committee Process

The Regional Advisory Panel held its inaugural meeting on May 23, 1997, and was greeted
by Commissioner Klagholz, who thanked the members for volunteering their time to serve
on the pandl.

Additional panel meetings were convened on June 16, 1997, and August 5, 1997.

Three public hearings to receive testimony on the panel’s charge were held on September 18,
1997, at the Department of Education, September 25, 1997, at Morris County Community
College and on October 9, 1997, at Atlantic County College. The panel heard testimony
from fourteen individuals at these public hearings.

The panel next met on November 17 and 19, 1997, for a two-day working retreat for the
purpose of discussing its findings and formulating its report.
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A subcommittee of the panel met on December 2, 1997, to write the draft copy of the report.

On December 9, 1997, the panel’s report was submitted to Commissioner Klagholz for his
review and comment.

The panel met again on January 6, 1998 to make final edits and prepare the final report.

Why New Jer sey Should Pur sue Regionalization

Historically, many citizens of New Jersey have felt that there are too many school districts
with insufficient number of students to offer a broad, articulated and comprehensive
educational program. Forced regionalization or forced consolidation has met with resistance
because of the social, political, and economic issues associated with local control of
educational programs. The challenge facing the state is what it can do to encourage districts
to regionalize where appropriate and/or to participate in shared or regionalized services
where appropriate, without sacrificing educational quality.

New Jersey currently has 618 school districts including 24 non-operating districts. The
Advisory Panel believes that bigger is not necessarily better, but that change should be
considered where there is an opportunity to increase efficiency and effectiveness. The focus
of this report is to analyze actions that would encourage this change; to foster shared services
for efficiency; to increase effectiveness, and, to redirect resources to the instructional
process.

During the course of study, hearing of testimony, and extensive discussion, the panel
frequently heard about the strength of public sentiment against regionalization. The
sentiment may be based on fear of the unknown or understandable but essentially non-
educational concerns. It may also be grounded in the real strengths of smaller school
systems. The intimacy and personal nature of a smaller system may promote more individual
focus on students and more parent and community involvement; a smaller system may also
have less bureaucracy and may allow greater autonomy at the school level to make basic
decisions. It is the panel’s perception that many of the strengths of small school districts
could be retained after regionalization by maintaining neighborhood schools and expanding
the use of local parent advisory councils and site-based management, while allowing districts
to benefit from the efficiencies of regionalization.

The panel agreed that there are two possible courses of action in an effort to promote
regionalization of schools districts:

1. voluntary regionalization or
2. legidatively required regionalization
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Historical Context

Nowhere is the well known adage more true that "all politics are local" than in the issues
related to regionalization of local school districts. From their original foundations, New
Jersey school districts have held to the ideathat local control of the educational programs for
young people ensures that the will of the people will prevail in the design and delivery of
educational programming. Confining local schools to local communities made sense in the
18" and 19" centuries. However, as geographic and cultural boundaries have become
blurred by modern transportation and communication, the educational program needs of
young people are no longer defined by the economic and social needs of the limited
geographic reach of local municipalities or communities. The reality is that education in the
State of New Jersey can no longer remain alocal issue.

Nearly every state in the nation has recognized the need to redefine what is local control in
an effort to more effectively provide educational opportunities that reflect the globalization
of life in the 215 century. New Jersey has recognized this fact and has adopted Core
Curriculum Standards that focus on preparing New Jersey’s children for life in a highly
competitive, technologically rich, and economically diverse world. For more than 30 years,
New Jersey has debated the merits, issues, and problems associated with the delivery of
educational programming in a decentralized, highly diverse set of more than 600 school
districts. Virtually all reports and studies provided since 1965 have made it abundantly clear
that a system of 600 school districts, two thirds of which are classified as "small," organized
as independent and disconnected units, cannot possibly achieve the consistent program
quality nor economies of scale that life in the late 20™ century requires.

Somehow, New Jersey must muster the political will to adopt and implement a new law that
will enable the merger of small, programmatically limited, and economically costly districts
into larger, programmatically rich and economically efficient units. Only then will New
Jersey be able to assure its citizens that the constitutional mandate for a *thorough and
efficient” education responsive to the reality of the 21st century will be provided to al
children in the state.



ISSUESAND REMEDIES

Statute and Code

Beginning with former Governor Florio’'s initiative to provide statutory support for
regionalization with the enactment of Chapter 67 Of the Laws of t993 and continuing with
several legidative initiatives since, New Jersey has acknowledged that the ongoing
patchwork of Law and Administrative Code has provided both incentives and disincentives
for local school districtsto regionalize on avoluntary basis.

It is clear that legidative and administrative efforts have been insufficient to overcome the
many real barriers to change. Tax apportionments, rules governing school board
representation, limitations of existing categorical aid, and current regulations governing
financing school facility construction are some areas in which there may be disincentives to
the merger of school districtsinto regional relationships.

The panel agrees that statute and code serve to perpetuate the existing structure of school
districts in New Jersey through cumbersome and inflexible requirements. The panel further
agrees that the Legidature, in conjunction with the Commissioner of Education, should
direct the Office of Legidative Services, Division of Governmental Relations, to conduct a
comprehensive review of al New Jersey statutes, Administrative Code, Commissioner’s
decisions, and court decisions that impact on the process of school district regionalization
and prepare a report recommending specific statutory remedies that will be required to
support the panel’s recommendations regarding regionalization.

Financial | ncentives and Disincentives to Regionalization

The panel found that in many instances where regionalization was or should have been
considered by local districts, regionalization was not accomplished because of financial
disincentives. Even when regionalization would allow more efficient and more effective
education for the regionalized district as a whole, one or more of the districts considering
regionalization would suffer an increased tax burden after regionalization. As long as one of
the constituent districts has a financial disincentive to regionalize, it is not reasonable to
expect voluntary regionalization.

Many of the financial disincentives to regionalization are inherent in our current system of
school funding. For example, a district with relatively high ratables or a relatively low
number of children may find that its tax burden increases with regionalization. On the other
hand, some districts may find that they lose state aid when regionalizing with wealthier
districts. To address these and other financial disincentives to creating or expanding
regionalized districts the panel recommends that the Legislature should:
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1. Create a formula that will allow adjustments in property tax assessments for education
for a fixed period of time, so that a district with relatively high ratables is not
immediately faced with an unacceptable property tax increase after regionalization.

2.. Enact legidation that provides "hold harmless' aid to protect districts that regionalize
from losing state aid for afixed period of time.

3. Adopt aformulathat establishes a new category of categorical aid to cover the additional
costs associated with merger.

4. Adopt aformulathat excludes costs related to regionalization from cap calculations.

5. Create aformulawhich addresses increased transportation costs.

The financial incentives that to date have been offered to districts that regionalize have not
been effective, probably because they were not substantial enough to overcome the
short-term financial and political drawbacks to regionalization. Bills have been introduced in
the current session of the Legidature (A-680 and S-386) which, using a carrot and stick
approach, would provide increased financial rewards in the form of grants and loans to
districts that regionalize; continue penalties for excessive administrative spending; and
provide that rewards for administrative efficiency be doubled in districts with enrollment
greater than 2500 students. In addition, these bills incorporate some of the panel’'s
recommendations of eliminating financial disincentives by providing supplemental state aid
for five years after regionalization and providing that regionalization costs be added to a
district’s pre-budget cap calculations. Although it is difficult to predict either the cost or the
effectiveness of this legidation, it appears to be a good starting point if the Legislature
wishes to begin with an incentive-based plan.

In addition to directly addressing the financial disincentives through increased or reallocated
State aid, the Legislature and the State Board of Education should play a leadership role for
educating the public about the long-term financial benefits of regionalization; and about the
educational benefits, such as K-12 program articulation, improved staff professional
development, and increased availability of awider range of course and program offerings.

Regionalization: Mandate or Choice

The concept of regionalizing school districts in New Jersey is one that has been researched
and debated for many years. The incentives that have been developed and offered to date
have not been effective.

There are certainly benefits to promoting regionalization on a voluntary rather than a
mandated basis. Not only is voluntary regionalization more politically palatable, but it is
reasonable to expect greater cooperation and good will from districts that join together
voluntarily. Given New Jersey history, the question, of course, is whether there is any
reasonabl e expectation that voluntary regionalization will actually occur.
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If the state wishes to promote voluntary regionalization in a meaningful way, it must take
two difficult steps. First, it must be willing to commit substantial resources to providing
logistical help and financial incentives. Second, it must be willing to place the decision to
regionalize in the hands of local boards of education. School board members, through
experience and training, are more likely than voters at large to appreciate the financial and
educational benefits of regionalization and to be able to separate the emotional issues from
consideration. Loca board members may face pressure against regionalization from their
constituents. When board members decide that regionalization is so beneficia that they will
support it despite political pressure, their action should not be subject to veto by referendum.

History tells us that even easing the path to regionalization and offering greatly increased
incentives may not lead to a substantial decrease in the number of districts in New Jersey.
The panel is skeptical that inducements and encouragement will be effective. Therefore, the
panel recommends that the Legislature consider a systematic review of New Jersey school
districts and require regionalization, where appropriate. The time for mere encouragement
has passed.

The panel recommends that the Legidlature direct and empower the Commissioner of
Education to initiate the process of reducing the number of school districts. Through the
development of thresholds based on student population, the Department of Education should
identify districts that could benefit both financially and educationally from regionalization.
Additional studies are necessary to produce information for these districts that will outline
the positive and negative impact such change will bring.

Once this information is presented, each district would then be responsible for accepting the
regionalization plan or justifying why it should not be implemented.

While this approach places a burden of proof on local school districts, it isintended to bring
to light and examine the historical basis on which school districts could gain grease.
operational and educational efficiency through regionalization. "Local control” can no longer
be accepted as a justification to perpetuate economic inefficiencies and to limit the
educational experiences afforded the students in these school districts.
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RECOMMENDATIONSTO PROMOTE REGIONALIZATION

Meaningful change in the number and efficiency of New Jersey’s school districts will be

brought about only with strong leadership from the executive and legidative branches of

State government. Eliminating the financial and statutory barriers to regionalization may

improve the chances of voluntary regionalization and is a necessary first step. Nevertheless,

it is the panel’s view that even when these disincentives are eliminated, many districts will
resist regionalization because of the less tangible barriers: fear of change, fear of loss of local
control, fear that valued staff will not be retained, and fear of real or perceived social or
economic differences between the communities to be joined.

The panel recommends that the Legislature direct and empower the Commissioner of
Education to initiate a process whereby the potential benefits to regionalization are studied. In
so doing, the State will remove the political, financial and emotional burden from local

boards of education whose members may simply face too much pressure from their
constituents to undertake an objective study of the impact of regionalization on their districts.

The recommendations listed below are aimed at focusing state attention on the types of
districts that are most likely to benefit from regionalization, ensuring that the benefits of
regionalization are studied in those districts, and providing incentives and technical
assistance for voluntary regionalization.

The process the panel recommends does not require regionalization for all districts of a
particular size or configuration (with the exception of non-operating school districts). While
many small districts would benefit from regionalization with neighboring districts, the panel
believes that some small districts in the state are successfully providing an excellent and
efficient education. A district should not be required to regionalize simply because they have
fewer than some arbitrarily set number of students. However, when an objective study shows
a substantial benefit from regionalization, the districts involved should be required to
regionalize unless they can justify that regionalization is not in the best interest of the
children.

The panel recommends that the Legislature take the following steps to facilitate
regionalization of those districts most likely to benefit from it:

1. Direct and empower the Commissioner of Education to conduct, in cooperation
with local studies, and to finance studies of regionalization in the following types
of districts:

a. All K-8 and K-6 school districts with 300 or fewer students;

b. All limited purpose regional school districts;

c. All "doughnut" school districts (any district which is wholly surrounded by
another district);

d. All districts in sending/receiving relationships.
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2. Direct and empower the Commissioner of Education, in consultation with the
educational community, to prepare a public information program describing the
advantages and benefits of school regionalization.

3. Eliminate non-operating school districts. The panel sees no educational benefit to
permitting districts without students to continue in existence. The Legidature
should enact legidation requiring districts to merge with another district, in most
cases a geographic partner, or one with whom a sending relationship has already
been established. The Department of Education should be directed and empowered
to work cooper atively with these districts and those that they may join to determine
the most suitable partner(s). Statutory or regulatory action may be needed to
addressthetax consequencesfor districts of the newly formed regional.

Although the types of districts to be studied are listed generally, the Department of
Education must have flexibility to study districts in the order that seems most logical. For
example, a regionalization study of a small K-6 district may logically require study of the
larger neighboring district with whom it maintains a sending/receiving relationship.

4. Direct and empower the Department of Education to offer financial incentives for
voluntary regionalization within a set time period if the studies demonstrate
substantial educational or efficiency benefitsto regionalization,

5. Direct and empower the Department of Education to require regionalization, if
districts fail to voluntarily regionalize within the set time frame, unless the
district(s) can justify why regionalization is not educationally or economically in
the best interests of the students of the district(s).

6. Direct and empower the Department of Education to provide technical assistance
to districtsthat regionalize.

7. Direct and empower the Department of Education to engage in periodic review of
existing regionalized districts to assess the educational effectiveness and efficiency
of those districts.

The panel believes that the process for regionalization should be as simple and flexible as
possible. To that end the panel recommends that the Legidlature:

-10



8. Direct and empower the Department of Education to develop proceduresto
expeditethe creation or dissolution of regionalized districts.

9. Direct and empower the Commissioner of Education to develop procedures
which permit a phase-in period of regionalization not to exceed 5 years. The
panel is convinced that the regionalization of school districts is likely to be
more successful if changes are permitted to be phased-in over time. For
example, districts that are likely candidates for regionalization may be
permitted to adopt a plan for gradual regionalization (e.g. shared
administrative services, business services, personnel, transportation, staff
development, technology).
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RECOMMENDATIONSTO PROMOTE CONSOLIDATION OR
SHARED SERVICES

Consolidation of services or sharing services provides a second means to achieving
operational and/or educational efficiency. Sharing of services is particularly appealing to
many school districts because it may alow them to achieve some aspects of regionalization
while maintaining local control. There are many educational services than can be effectively
consolidated at the county level or through consortia. All school districts, including regional
districts, can achieve savings through sharing of instructional and non-instructional services
with other school districts, municipal and county governments, and regional consortia.

Some types of shared services, such as maintenance of playing fields, snow removal and
joint purchase of supplies are particularly suited for cooperative arrangements between
school districts and local municipalities. Because this type of sharing is aready commonly
accepted, and because the municipality and school districts are usually funded by the same
tax base, the panel is optimistic about increasing municipal/school cooperation. This
cooperation may be particularly meaningful in areas such as shared technology or library
services, and may improve the quality of municipal services as well as improving
educational opportunities.

The panel recommends that the Legidature take the following steps to facilitate
consolidation or sharing of servicesin all districts statewide:

1. . Direct and empower the Commissioner of Education to require each county
superintendent to assess and prepare plans for consolidation of all
non-instructional services in collaboration with local school districts,
municipalities and county government and community colleges. For example, plans
might include the sharing of educational services such as overall administration,
purchasing, transportation, budgeting and accounting.

2. Enact legidation that requires municipalities and county government to
participate in collaborative efforts to consolidate non-instructional services in
conjunction with local school districts.

3. Direct and empower the Commissioner to require each county superintendent
to assess and prepare plans for collaboration and consolidation of instructional
planning and servicesin collaboration with local school districts and community
colleges. For example, the panel would expect the requirement of collaboration on
curriculum changes to meet the State’s Core Curriculum Content Standards. These
local education agencies could share resources to provide advanced placement
programs, Pre-K, summer school, foreign language, distance learning, school-to-
work, specia education, and others.
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4. Expand to all countiesover the next three yearsthe Pilot programs
provided for in the CEIFA, providing $600,000 for three consolidated

county service units.

5. Continue and expand effortsto utilize technology such asinteractive
television to foster shared services.
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CONCLUSION

The panel agrees that the voluntary regionalization of school districts is always the preferred
approach to improved educational effectiveness and efficiency. Every effort should be taken
to encourage voluntary action.

However, for anumber of reasons, New Jersey’s public schools have failed to initiate actions
that will lead to improved statewide operating efficiencies. Although the panel heard several
examples of successful school and service consolidations, some crossing county boundaries,
there continues to be a lack of open sharing, communication and a willingness to make
difficult decisions regarding regionalization.

The panel’s recommendations for the State of New Jersey to take aleadership role in helping
local school districts confront those issues is an acknowledgment that meaningful change
will only occur via an effective change agent. The ability to prepare for the future is what
shaped this nation and it is this ability which should serve as the compass that will guide the
future of New Jersey’s educational landscape for the year 2000 and beyond.
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NEW JERSEY
REGIONALIZATION
ADVISORY PANEL

Michael C. Bibb, Chairman
For Release: January 29, 1998

The New Jersey Regionalization Advisory Panel today issued its final contains acall for
new statewide laws and initiatives designed to bring about greater economic and academic
efficienciesin local schools through both the combining of school districts and the sharing
of services.

The 12-member panel, appointed in May 1997 by Governor Christine Todd
Whitman, President of the Senate Donald DiFrancesco and Speaker of the Assembly Jack
Callins, included in its report to the Legislature recommendations that would increase the
state’s power and responsibilities over how school districts are organized, offer greater
incentives for districts to regionalize, and eliminate New Jersey’s school districts that do not
operate schools of their own.

The members of the Advisory Panel are Michael C. Bibb, Attorney for the
Philadel phia Appeals Office of the Internal Revenue Service, West New Y ork
Superintendent of Schools Pablo Clausell, Laurie Fitchett of the New Jersey PTA, Robert
Smith the Wood-Ridge Superintendent of Schools, Richard Gable the Hopewell Township
(Cumberland County) Superintendent of Schools, Daniel Kaplen, Partner, Arthur Anderson,
VirginiaHardwick, Member, Westfield Board of Education, J. Gordon Stanley, Chairman
& CEO, Trinity Network Technologies, Terrence Crowley, the Kingsway Regiona School
District Superintendent of Schools, Edward White, Professor of Educational Administration
at Rowan University and Mary Boyle, Assistant Principal at Collingswood High School.

"For decades, educators and elected officials have complained that 616
school districts in New Jersey are too many and are not in the best interest of serving
students,” said Michael Bibb, chairman of the advisory panel. "It'stime to re-think our
notions about local control and set up a thoughtful process that will guarantee meaningful
reform.”

The New Jersey Regionalization Panel, which was established in fulfillment
of a portion of the Comprehensive Educational Improvement and Finance Act of
1996(CEIFA) met several times and held three public hearings. The panel said it



found that New Jersey’s education system, with more than 600 school boards,
superintendents, business administrators and other support services, "has many
redundancies and inconsistencies...a prudent and uniform approach is needed to address
these issues.”

The panel is asking the Legidature to:

Direct and empower the Department of Education to conduct and finance studies of
regionalization for:

- All K-8 and K-6 school districts with 300 or fewer students

- All limited regional school districts

- Any district completely surrounded by another district

- All districts currently participating in sending-receiving relations.

Direct the Commissioner to prepare an information program to the public describing
the advantages and benefits of school regionalization.

Eliminating non-operating districts by legislation requiring school districts without
students to merge with another district, with the Department of Education’s assistance.

The remaining six panel recommendations would:

Direct the Department of Education to offer financial incentives for voluntary
regionalization within a set time period if the studies demonstrate substantial and
educational or efficiency benefits to regionalization.

Authorize the Department of Education to require regionalization if districts do not
regionalize within the set time frame. The district would bear the burden of proving
why regionalization is not educationally or economically in the best interests of
students. Direct and empower the Department of Education to provide technical
assistance to districts that regionalize.

Direct and empower the Department of Education to engage in periodic review of
existing regionalized districts to assess the educational effectiveness and efficiency of
those districts.

Direct the Department of Education to develop procedures to expedite the creation or
dissolution of regional school districts.

Direct and empower the Commissioner to develop procedures which permit a phase-in
period of regionalization not to exceed five years.

The panel’s recommendations to facilitate consolidation or sharing of services would:

Result in legislation that requires municipalities and county government to collaborate
with local school districts for the provision of non-instructional services.



Direct and empower the Commissioner of Education to require each
county superintendent to assess and prepare plans for consolidation
of all non-instructional servicesin collaboration with local school
districts, municipalities, county government, and community
colleges. Plans might include sharing educational services such as
overall administration, purchasing, transportation, budgeting and
accounting.

Direct and empower the Commissioner to require each county
superintendent to assess and prepare plans for collaborating and
consolidating instructional planning and services with local school
districts and community colleges.

Expand to all counties over the next three years the pilot programs
provided for in CEIFA, providing $600,000 for three consolidated
county service units.

Continue and expand efforts to use technology such as interactive
television to foster shared services.



ECONOMIC ANALYSISWORKSHEET

(The following information is reprinted with permission of the Association of New Jersey
Environmental Commissions.)

Certain general information is necessary for making the analysis. Local permutations

abound. Discuss figures with local administrators and be sure that all assumptions are acceptable.
A word of caution; A fiscal impact analysis doesn't address secondary or long-term

impacts.

The following is based on work of David Nissen (Rutgers University). ANJEC's Resource
Center has hisanalysis for Cranbury, NJ, with notes, comments, assumptions and uncertainties.

Basic Demogr aphy

Number of Households: a

(Source: recent tax information)

Number of students currently in public schools: b.

(Source: School Board)

Number of students school system can
accommodate before new facilities are needed: C.

(Source: School Board, which should have
generated working estimates for long-range planning.)

Assumptions
Number of students generated by each housing unit; d.

(Source: School or planning board figures.

A large single family house generally produces 1.0-1.5 school children;
atownhouse produces 0.3 school children; senior citizen housing, none;
modify planning estimates using your town’s actual data.)

Cost per student: e

(Source: School budget. Add capital budget and operating budget;
divide by the number of studentsin the system.)

New facility cost: f.

(Once the threshold is passed, this figure comes into play.

Capital outlay isroughly estimated: Nissen's figures follow:

State requires 100 square feet of school space per student;

approximate cost per square foot = $100; capital cost per student

(100 X $100) = $10,000; capital charge factor based on 40 year mortgage
at 8 percent - if inflation occurs, this charge factor will rise. This produces
an annual cost per student of $420. Since new facilities are built with room
to spare, a more accurate figure can be estimated after conversation with
school administrators. Nissen uses afigure of $1500.)

Average cost of municipal services per household: g.
(Source: Municipa Budget. Subtract non-property tax revenues from
total outlay and divide by the number of households. This number may be
modified to reflect discussions with fire and police regarding at what point
new facilities or equipment might be needed. Recognize that not all portions
of the municipal budget vary directly with population increase or decrease.)




ECONOMIC ANALYSISWORKSHEET
(Continued from previous page.)

Average market values of new housing unit: h.
(Source: tax information from other recent new units;
developer or real estate estimates)

Effective municipal assessment rate: i.
(Source: local tax assessor)

Municipal tax rate: j-
Method

Educational outlay:
students per housing unit................ (d)
X cost per student...............o.eennis (e) =

PLUS
new facility cost per unit................ 4]
X students per housing unit............ (d) =%

total 1.

Cost of municipal services per house (Q): 2.
Total municipal cost of one new housing unit (line 1 + line 2) 3.
Municipal tax revenue for one new unit; 4,

Calculate by multiplying average market value (h) X effective
assessment rate (i) X municipal tax rate (])

Net annual burden or revenue of an additional new unit: 5.
Subtract line 4 from line 3

To compare the costs of residential development with the cost of a Green Acres loan, a municipality has to determjine the
debt service on a 20-year loan at 2 percent interest. Your township administrator or financial officer can help. Coss for
farmland preservation vary with each municipality's contribution and level of indebtedness. Your county farmland greser-
vation program can help here.

It is important to note that the obligation to pay off loans or bonds for preservation is finite. For example, a Greaean|[rust lo
will be paid after 20 years. The costs of servicing development are unending and will increase over time.




THE HIERARCHY OF LAND USESAND FISCAL IMPACTS

Fiscal impact analysisis an analytical tool that is used to estimate the effect of newly
arriving development on the local capacity to provide and pay for public services. The
technique in avariety of forms estimates the public costs associated with devel opment
and compares these to the tax and other revenues generated by development.

Thefiscal hierarchy shows which land uses, after all costs and revenues are considered,
are more fiscally profitable than others. Position on the fiscal impact hierarchy depends
on type of unit (reflecting size or intensity of use) within both residential and
nonresidential classifications. Fiscal position also depends on the service district in
which it is being viewed.

PosiTive PosTive
>~ Research Office Parks >~
Office Parks
Industrial Development
High-Rise/Garden Apartments (Studio/1 Bedroom)
Age-Restricted Housing
Garden Condominiums (1-2 Bedrooms)
Open Space Lands
MUNICIPAL
Retail Facilities
Townhouses (2-3 Bedrooms)
Expensive Single-Family Homes (3-4 Bedrooms)
SCHOOL DISTRICT
Townhouses (3-4 Bedrooms)
Inexpensive Single-Family Homes (3-4 Bedrooms)
Garden Apartments (3+ Bedrooms)
- Mobile Homes (Unrestricted As To Occupancy Locally) g
NEGATIVE NEGATIVE

NOTE: The above list contains too many disclaimersto include here. Fiscal impacts always must be
viewed relative to the context of other properties impacts in the jurisdiction of development.

From: “Fiscal Impact Analysis and The Fiscal Impact Hierarchy: A Glimpse at the Argument,” Robert W.
Burchell, Ph.D., Center for Urban Policy Research, Rutgers — the State University of New Jersey, 1993.



REVALUATION FISCAL SHOCK RELIEF PROPOSAL

l. Highlights of Proposal

» Statefunding of relief credits

» Eligibility limited to municipalities that voluntarily undergo revaluation

» 3year phase-in of increased property taxes

» Incentives to encourage participation in program when General Coefficient of
Deviation (GCD) isat low levels

*  One-year window to participate in the program from the date of adoption of
legislation for (i) municipalities with GCDs of 26 or more, and/or (ii)
municipalities for which the Director of the Division of Taxation has approved
an order from the County Tax Board to initiate a revaluation

» After expiration of one-year window, termination of municipal eligibility after
Director approves an order from the County Tax Board to conduct a
revaluation

» Disincentive provided to encourage maintenance of low GCD after
undergoing revaluation pursuant to proposal

. Proposal

A. Minimal Property Tax Increase Required for Property Taxpayer to be Eligible
for Aid

1. State funding of relief credits for property tax owners who have an increase of
more than 10% due solely to the revaluation for municipalities with a General
Coefficient of Deviation (GCD)* below 15 (increase in the amount that needs
to be raised from property taxes irrespective of revaluation would be excluded
in calculating the 10% threshold increase)

2. State funding of relief credits for property tax owners who have an increase of
more than 25% due solely to the revaluation for municipalities with GCD of
15 or above (increase in the amount that needs to be raised from property
taxes irrespective of revaluation would be excluded in calculating the 25%
threshold increase)

! The General Coefficient of Deviation (GCD) is used to measure the degree of inequity of assessment

practices among properties within a municipality. The GCD is determined by dividing the “average
deviation” by the “average assessment-to-sales ratio.” The higher the GCD, the greater the inequity. In
New Jersey, a GCD of 10 is considered fairly good.



B. Municipalities Eligible to Participate and Benefits Received

1

If amunicipality with a GCD of more than 10 and less than 15, as determined
by the General Coeffecient Deviation Study annually prepared by the Division
of Taxation (GCD Study), the municipality would be eligible for State funding
of phasing-in tax increases for eligible property owners. For the revaluation
year the State would fund 85% of the eligible tax increases; 60% the first year
following the revaluation; and 35% the second year following the revaluation.

If amunicipality with a GCD of 15 or more but less than 21, as determined by
the GCD Study, elects to enter into a contract to perform arevauation, the
municipality would be eligible for State funding of phasing-in tax increases
for eligible property owners. For the revaluation year the State would fund
50% of the eligible tax increases, 20% the first year following the revaluation;
and 10% the second year following the revaluation.

If amunicipality with a GCD of 21 or more but less than 26, as determined by
the GCD study, elects to enter into a contract to perform arevaluation the
municipality would be eligible for State funding of phasing-in tax increases
for eligible property owners. For the revaluation year the State would fund
25% of the eligible tax increases, 10% the first year following the revaluation;
and 5% the second year following the revaluation.

During a one-year window which commences on the date the relief proposal is
signed into law, amunicipality with a GCD of 26 or more, as determined by
the GCD study, and/or amunicipality for which the Director has aready
approved an order from the County Tax Board to conduct a revaluation, elects
to enter into a contract to perform arevaluation, that municipality would be
eligible for State funding of phasing-in tax increases for eligible property
owners. For the revaluation year the State would fund 25% of the eligible tax
Increases; 10% the first year following the revaluation; and 5% the second
year following the revaluation.

After the expiration of the one year window, a municipality with a GCD of 26
or more, as determined by the GCD study, or amunicipality for which the
Director approves an order from the County Tax Board to conduct a
revaluation, will no longer be eligible to participate in the relief proposal.

Each eligible municipality is entitled to a one-time-only participation in the
program.

Impose disincentive to encourage municipa maintenance of low GCD after
undergoing revaluation pursuant to proposal.



If the municipal GCD in thefirst year after the revaluation year increases by
25% in any subsequent year, the municipality would be required to undergo a
revaluation at its own expense. This provision would be deleted in the event
that the assessment reforms recommended earlier in the Commission report
are adopted.

As an incentive to do revaluations on a more consistent schedule, the State
would fund the cost of the revaluation either fully under the 11.B.1& 2 above,
or on adeclining scale for each of the I1.B. proposals.
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