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 ASSEMBLYMAN WILLIAM E. FLYNN (Chairman): I would like to
call the hearing of -the Assembly-dvérsignt Committee to order. Today's
topic will be the first of a serieé of. heafings concerning State
leasing p011c1es and practlces focus1ng not only on the early stages oF:‘
Motor Vehlcle agenc1es,. but ‘other - State leasing policies as well, -

because it is a broad topic.

It also concerns itself with a lot of money as there are

millions of dollars involved in this project, so it behooves us to make
sure that we are‘getting the "biggest bang for our bucks," so to épeak5’
- One of the reasons the hearings were generated was becausé,

for the first time'as long as I've been in the Legislature, a Speaker
turned down'the signing of leases. As you know, under the State ruleé
and regulations, all dflthe officials of the State governmént have to
sign off on the leaéés, including the Senate President and the Speaker
of the House. So, when Speaker Karéher‘refused,to sign certain leases,
a controversy occurred, and it is this Committee's job to gét to the
bottom of the controversy, find out what the facts are, and then make
its recommendations.- - _
I deem it approprlate to start off with the Speaker today as

our first w1tness, : Speaker Karcher, will you raise your right hand

please?

WITNESS BEING DULY SWORN,'TESTIFIED AS FOLLOWS:

ASSEMBLYMAN FLYNN: © Mr. Karcher, perhaps the best way to
start is to tell us why ybu.did not sign a number of Motor Vehicle
leases. | , o v :
ASSEM B LY SPEAKER ALAN F. KARCHER: Let
- me start by sayingithgt‘this is ‘an obligation. The review of these
leases is an'obligatioh_and.certainly a responsibility that I did not
seek other 'than‘.indirectly by bécoming Speaker. It is within the
statutory framework that phié ﬁesponsibility'is imposed upon the heads
of the,two_leqisiatiVevbranéhés. However, -that responsibility having
bheen: placed onn me, [ﬂﬁavé felt and feel now obligated to fulfill that
obligation to the best of my'ability, and to bring to that process the

information and knbwledge that I have.



Mr. Chalrman, and I thlnk many others know'
Up

~ As you know,

?» ,,,_.torney for almest 31xteen years.,

al porti n.of the prlor practlce in which I engaged'ln lnﬁ;

years past was in tax work, part1cularly mun1c1pal assessments. L am”

"J;the at'orney for the munlclpallty of Sayerville, the City of Rahway in

Un1on County. Sayerv1llez of course, is in MlddleSPX Founty. I have

‘_'been retalned as spec1al counsel by a number of other mun1c1pal1t1es

’_sprcad out over a number of counties within the State.
I haNe handled tax appdals over the course of the last ten

'_yeareg prqbebly,wlthuah;aggregete;eonteetedveyaluatxen of appraxxmatelx

ion dollars. I'm not saying that is the amount of tax involved,

but thnt 1s the amount of contested assessments 1nvolved. ‘It is. am

x,h,I have. some fami

. As lenees were presented to. me, I, and I shouldntt3put'itjin’
'thls frame ~- that the State of New Jersey is the - largest tenant

unquestlonably in the State of New Jersey, and 1t is probably one of
the major tenants. in the United States. The aggregate of rentedfj
property superv1sed by ‘the State. of New Jersey, or under. the JUTiS—

.-dlct;gnn of the State - of‘ New. Jersey,. is. well over. seventy m1111on

~ dollars. These are annual rents that we. pay -- seventy million

‘dollars. - | e |
| The amount of Ieases that came: to my. attentlon numbered: 1n '
the hundreds I did. not th1nk it would be a proper exercise of my

"Jurlsdlct,_n or: my respon51b111ty to g1ve cursory approval to these.
We examined them. I 31gned a, number of leases. prev1ously,
us1ng' as. gu1dellnes what I thought to. be reasenable square. foot:
prlces. I stopped that _process: almost nine- months ago in: September or
'October of last year when: leases began- to. be presented to: me: that- when

.measured agalnst my background and: my; exper1ence, partlcularly in- tax.

work,. J,st seeme, to. be totally anomalous, totelly at variance  from:

‘what: would: be. acceptable leases and. what ‘was. current market rates‘

througﬁout the state: of- NewnJersey.,

Those that: seemefute’be at variance and were- anamalous. to the:

general pattern fell mostly in ‘the area of Motor Vehicle agencies. As:
a ‘result of my dlfflculty with: these and my inability. in: ggedé



conscience to sign them, I consulted with my counterpart, Carmen -
Orechio, the President of the Senate, and arrangemenfs were made to-
have further discussions with the Office of Legislative Services to set
up a standard review procedure so that the Legislative'Bfanch‘could f
review these leases and have some advice given to the heads of the
Legislative Branch as to whether or not they were within normal guide-
lines and within standard practice Within the State.

‘ We have since that time secured two people on the nonpartisan
staff of the Office of Legislative Services who are engaged in this
function. ‘

We still have the problem with regard to Motor Vehicle
leases, and there are a number of Motor Vehicle leases for Motor
Vehicle. agencies which I have not signed. The primary reason I have
not éigned them is that I believe that the State, number one, could do
much better, could do much, much better. I think the experiéhce of how

much better they could do is'proven by the experience in my district in

the Township of Woodbfidge, and I know, Mr. Flynn, prior to the calling o

of this session, you had seen the articles in the News Tfibuné, which

is published in Woodbridge Township, about the Motor Vehicle lease in
 Wopdbridge; - ‘ » o
‘ That is an interesting lease for é;number»Of reasons, as I
pointed‘out to you. First of all, by speakiﬁbjto attofneys and_real'
estate people and shopkeepers, just owners of businesses in downtown
Woodbridge on Main Street, I found out that the current rate, the going
rate for square footage in Woodbridge, New Jersey was approximately
$7.00 to $8.00 per square foot. »

‘I was being presented with a lease that called for $18.87 per
quare’Foot, or at least 200% of what I knew to be the going rate in
the Township of Woodbridge, which, by the way, is‘also’a.municipality~
for which I am special counsel doing certain work involving éssessments
~ of property. | “ ‘ '

As a  result of the éontroversy that arose from that
particular lease, I am delighted tobdiscover that Mr. Kachinski, who
was the prospective landlord, had agreed voluntarily to loWér the
lease. In fact, he spoke with me directly on the phone, éaying that he
would be delighted to sign a lease at $13.00 or $14.00 per square foot,

or at least 25% lower than what he had originally asked for.



I now disecover that he is also w1111ng apparently to give

1_free spave o an imterim basis te: the State of New Jersey. There have

n other negotiations apparently te secure more. famra-bl@ sites with
 parking space for & much lower price, and I am going to get to that im

'Qmenf Mr. Flynn. So, I think that the controvery has already b0rn

and we have already seen that the - State, given the challenge of
lw@klng for more competitive prlces and bargalnlng a llttle harder, can

- do mueh better.

1 would point out another facter that 1 thlnk is crltlcal

T at is the pa,hlng, In the W@@dbrldge 51tuat10n, and Woodbridge is a

ly community, this particular site had no P@EKIUQ; invelved with

it. It would have been on-street parking with municipal parking in
adjacent areas, but ne given parking area with it. For the nature of

dces beihg~rendered at these stations @h’@& these Motor Vehicle

lf course, from my exp

ence in munlclpal law I know that

‘. there are. certain rules of t

le331ng w1th certaln

The other part, and I am gmlng to @et back to p@@kiﬁg im‘g

ig that ‘1 ‘have Lea$ES to be

ln a. program

mal soeurces,

State -and is:naw‘repayingfi DBB-Q@@Hi?bamh&ﬁstwhb<a@e'@he landlords the



rate of 18% interest -- 18% interest. That to me is a rather,signi—
ficant thing in three respects.

_ ' Numbef one, it vastly exceeds the price at which the State
has access to credit markets, so it is an uhwise choice of é credit
market. ' » o ,

Number two, it is vastly higher than what the State can
" secure loans for, or almost ‘anyone can secure a loan for, even in the
best of times. Presently, interest rates have dropped sevetely.and
drastically, and this is something that I think we are all delighted to
see. Why the State should still proceed on a plan tokpay 18% intérest»I
--on renovations strikes me as being absolUtely'ihSane at this stage of
the game. This was only brought about, by the way, I should suggest to
you, because the State wants these renovations done. The State engages
in the practice of leasing for five years. The renovations for the
most part are stahdard; énd they are renovations that will last and
benefit the landlord for a sobstantial period in excess of those five
years. So, what the State is doing is paying for the improvements to
- the buildings, which the landlord after five years will reap the
benefit-of.' The State is paying for thém dollar for dollar, and not -

only paying for them dollar for dollar, but turnlng the landlord into

‘the State's banker and paying him 18% interest on top ‘of dollar for"m

" ‘dollar restitution. for the expenses "incurred. I think that .is an
unwise practlce. . >‘ o
| 1 want to conclude by just ‘telling you a few other thlngs f’
Perhaps the heart of the controversy and the one that really brought -
thlS to light was a lease in the Township of Matawan in the Borough of
Matawan. It 1s»a lovely community; however, the State of New Jersey
pays more on that lease. The reason why, and it really, really struck

me, was the fact that I initially thought it was hlgh It seemed to me

rfrom my experience in Monmouth County to be 100% or 200% higher of what ..

my‘understandlng_of markets values are in that community.

For the purpose of contrast, we rent space in Washington, DC

for thé‘Governor, - That space is on North Capitol Street, and it over—‘”h

_look3’£he Senate lawn. It is a beautiful space, absolutely marvelous..
The State of New Jersey pays $17.50 per square foot in downtown
' Washington, DC, one of the prime real estate 'markets in the entire




is a bu1ld1ng upon whith we

Once agafn, Mr. Flynn, From my experlence in

}mun1C1pal»law, the‘standdrd rule of thumb For ‘4 parklng space in the

that ”bu1ld1ng, ‘ﬁﬁﬂ‘“ﬁé ‘are ”ﬁéyfﬁé




I want to make it clear that I am not opposed to the
‘ facility. I think the idea of looking at s catchment area, looking a
service érea, and trying to locate within that area is a decision that
must be made by those people who are servicing it. But, within that
~ catchment area, we have to be competitive. We should apply to the
State the same standards thaf_are functional and operational in the
private world. ' . .
A ~While I am on that subjsct, let me just touch uponvthe‘facf
that all of these leases are negotiated in a vacuum with regard to the
tax consequences.  Once we let the landlofd renovate, the landlord
realizes the benefitAof:the'Federal investment tax credit, he realizes
the tax benefit under the Federal code of expensing certain items, and.
he realizes the benefit under the Federal tax code of depreciation on
all of those renovations. We operate a total vacuum with regard to -
those tax benefits. Whatever the yield is to the landlord, and that
can be debated as this one in Matawan in my judgment from my analysis
was-- That actual yield to this landlord is approximately‘a 30% return
on equity, and that is sheltered. ‘ -
| When I say tax shelteféd, i mean that he receives the tax
bsnefits, so when he gets the tax‘benefitssfrom the investment tax
credit, from depreciation and from expensing certain items, he is
makingnwhst‘has to be considered a phenomenal, if not unconscionable,
profit at the expensc of the taxpayers of the State of New Jersey.'
,Lastly,‘let me conclude by telling you that i was requested
after the discussion within the Apcropriations Committee as to what
would be done and what I would squESt as to the guidelines that.the_
State should use. Rather than assume or presume that responsibility
myself, and I certainly did not Want to set myself up ss any expert in‘
'this field, I secured the advice and counsel of a numbsr of péople.
Those people will be available, and some of them are available to you
today, Mr. Flynn and members of the Committee. But, I have secured
advice from those who are in the field of taX indic?tion, in the rent-
ing of commercial real estate, and in the formation of syndicates to
buy and sell real estate For the tax credits that are involved, etc.,
so that they can explain to you What'thess taxes credits- that I‘amb
talking about really are. They will talk to you about the function of



.‘the 18% 1nterest that the State is paylng out when the State can borrowe
money at half that . We have turned the landlords ‘1nto banker by
v‘pay1ng them that kind of money. Cs U R
- I have secured theivadv1ce of commerc1al ‘realibestate
;appra1sers to make an assessment of the 1nd1v1dual lease in Matawan,"l
4but more 1mportantly for your purposes, to set out gu1del1nes as to v
what is appllcable and. what are the procedures Followed in the real
world oF commer01a1 real estate, not the Alrce in Wonderland of g1v1ng
| money away as the State of New Jersey has been d01ng ,They are avail-
able to you. S B ‘ y '
Last, but not least, I7havevseCUred78dvice and counsel from
members of academla who tedch business law’ courses, who . teach.
commer01al real estate, and who teach tax synd1catlon, etc., and they

_ ultlmately will be available to you at later hear1ngs if you wish. Two

-,vof those people are scheduled to speak today. I have brought them here L

S0 that you mlght question them to seek their advice and counsel One
s.1s Paul Marzell ~who has an exten51ve background in commer1cal real -
iestate - He has probably as broad an. exper1ence in’ the appralsal and
,kassessment oF commerc1al real property as anyone in the entire State of
New Jersey.v Also here is Mr. Steve Levitt. who is a practlc1ng attorney ?

‘and -a cert1f1ed publlc accountant practicing with ene ‘of the largest
firms.in the State. In. fact, therAttornevaeneral_was,a member -of the.

firm a Few years ago. ‘Mr.iiLevitt"will talk. toj you ‘about the tax

",consequences if you S0 - w1sh.v Both have prepared reports, and I have

lonot asked them to hone in or to focus in on one- spec1f1c lease, but to»is'

”‘t*talk to you in theory and practlce of what goes on in ‘the real world so_},

h;that you may hopefully render a report w1th some suggestlons—- Not only

an analy31s of what has gone on in the past but to really serve the v'

leg1slat1ve functlon, the leglslatlve purpose of thls Commlttee, andi'

'.that is to give gu1dance, counsel, observatlon, and suggestlons as to

":what should be done “in the future.,

With that, I thank you - for the opportun1ty—-,xkx _
" ASSEMBLYMAN FLYNN. Are they here - now, Mr. Karcher7



ASSEMBLYMAN KARCHER: Mr.,Marzell is here. I don't see Mr.
Levitt yet, but-- Oh, Mr. Levitt is here. He was here for those kind
words I said about him. ' .

. With that, if you. have any questlons, Mr. Flynn, .I would be
glad to answer them for you. k : ’ .
| v ASSEMBL YMAN FLYNN. Does anyone on the Committee have any
'queetions? _ . ‘
ASSEMBLYMAN HENDRICKSON: I have just one. 'I commend  you,
Speaker, for the protection you are telling‘us about ‘with regard to the
monies of the great State of New Jersey. |

| I heard you- expound on leases and bankers and percentage
rates, but I haven't heard anythlng on the vacancy rate in the area of
Mat awan regarding office space or commerc1al type buildings that would
have the accessibility for the publlc, which evidentally this one has.
Do you have anything on the vacancy rate in that area?

ASSEMBLYMAN KARCHER: . The vacancy rate in that area, for
instance-- There ‘is a building that is now available on the very same
etreet; if I'm not mistaken,' which is brand new. It has all the
.accouterments, plus, whlch ‘would ‘be available at a rate substantlally
below this rate. 1 have not sought this out,'although we have done a
.general cursory study of the avallablllty of space. ' ‘

The way the Motor Vehicle agency does it, John, is not to
talk about a specific town, they ‘talk about catchment areas. When you
talk about a catchment area, you're talking about something with say a
radius of ten, twelve or fifteen miles. When you draw that line and
that circle, I'm certain -- in fact, I know -- all you have to do is
drive thfoogh it. IFkyou would like to come down and drive throUghb
that particular‘catchment area with me, you'll find literally dozens of
potential sites. e o o

ASSEMBLYMAN FLYNN: I would like to add to that. After this
-controversy came up, I personally toured up and down Routes 34, 35 and
36 in that catchment area,_whlch was Matawan, Aberdeen, and Hazlet. I
saw and’ noted at least fifteen different spots for rent which were of
similar type construction. They were about the same size with the same
‘extendabilities, so in answer to your question, I believe there are

utlimate sites in that one area.



/’,

, AbSEMBLYMAN KARCHER I want to emphaslze strongly, thn,
that I am very much in favor, and Mrs Flynn has wrltten to me about
it. - Mr. Van Waqner, who is a representatlve From that area, has
wrrtten to me. saying that ‘they needed it. 1 agree There would be

nothing better than to have a Motor Veh1c1e agency there

The next questlon is, “if you are 901ng to have it there, what

are you going to pay7 Don't you want to pay a falr prlce? That ‘i's my o

only point,‘john;7 If we are 901ng to have 1t there, we ‘should. pay a
%aif price. We should not glve the State E meney away-
| ASSEMBLYMAN FLYNN. Are there any other questlons7 A :

ASSEMBLYMAN HENDRICKSUN I have no -problem w1th that Mr

Speaker, but at the same tlme, 1n lea31ng,property, there are gross

rent multlpllers' return on their money. DiFFerent areas -are golng to
~produce dlfferent k1nds of return either of neceéssity or one way of the
::other I don't take too much credence 1n ‘a new bu1ld1ng how com1ng on
lease to attract somethlng of the value or- of the foot traffic that an
’agency would produce. - S o
There -are leases at t1mes that will be put out to attract. =«
what they call an anchor 1ease -~ to create trafflc “for that new
“bu11dlng. | vt lti, k
 ASSEMBLYMAN ‘KARCHER: I’Uhderstahﬂ'thattvery3well- ‘Johih, in
régard to that, let's take this lease. I don't want to moriopolize this
conversation, but let me just go through it very quickly. From iy
point of view s an attorney and from the kind;oﬁ work that 1 have dohe
in tax appeéals, you have a building here-- And, by~£he ‘way, ohe of the
thlngs that I th1nk you ‘would want to 1ook at is that thlS particular
'bu1ld1ng, at the same time, at the very, VETYy Sameé t1me that ‘they were
v 'negot1at1ng a lease; and the real estate agefnt who was negotiating it
. was negotiatifig for $25,493 a year-- At that very same time, the land-
Iord had filed ‘a tax appeal with the tax board of Monmouth Cotnty
saying that the land was overassessed. = The very ‘samie real ‘estate
brﬁkerEWho Was negdtiating this lease for that raﬁalsra with the State
submittéd an -appraisal of this land. He had been the former terant,
‘and nobody questioned that. They didh't even bother to ask him what e
paid. Nobody bothered to ask what he paid as. the former tenant. That
saine ‘landlord had filed an appraisal to support a tax appeal, saying it

7

was overassessed and should be lowered.

10



I don't think anybody‘will disagree that for this 1300 square
foot concrete block building the-very, very best price—— You and I
could go out ‘and build it today and replicate it for $45,000 or |
$50,000. t Okay? Now, if you take parking, even if you took  forty
spaces; which‘is‘more than enough for anybody, you would have 12,000 or
13,000 square feet. That is a quarter of an acre. So, you have a 1300
square foot building, and what you have rented is thevright to park on
about a quarter of an acre. Take that price and say the land is worth
anything, but what you really have to do is to determine what the State
" has leased. It hasn't leased anything but the bu1ld1ng, so I say that
we should put in the parklng as well.
What you have is a package of land and real estate that the
State is renting, which is approx1mately‘worth at the maximum $65,000
or $70,000 -- maybe $80, 000, if you want to be generous. So, for some-
‘thing that is worth $80, 000 on the market, we're giving $25,000 a year
in rent. If you want to chop that down and just talk about the base
rate, you're still talking about $15,000 or $16,000 per year in base
‘rent, which 1is an astronomical yield on the investment. But, more
importantly, it is a tax shelter on the investment. That isvjust not
right. ; L B "" o ‘
John,. when I see real estate all over the State of New‘

'Jersey -- and you can pick up you  paper or the Bergen Record or the

Star Ledger on Monday and you can see what real estate is 8e111ng for
or what it is.renting for. You can see in the most prime erea of the -
State where prices are being quoted at $10, $11, or $12 per square foot
in places that we all know have a higher real estate market than that
one. How in the world can you justify $19.61 in Matawan, New’Jersey,
when the most prime, the most exclusive areas of the State are

‘advertised weekly in those newspapers at one-third lower than that?
That is all. ' '

ASSEMBLYMAN FLYNN: Mr. Zimmer, and then Mr. Kavanaugh.

ASSEMBLYMAN 7 IMMER: Mr. Karcher, 1 have some Familiarity
withv real estate leasing, too. I am an attorney w1th a large
corporatlon, and I review the leases on a weekly b381s

I would like to know whether you think -that these rentale

that you are comparing the State rentals to are net leases or what I

11



-thihk could only be called grdss leases, which are the State leases-4
;That is; do these rentals of - $10, . $11, an $12 per square foot 1nclude
‘tax escalatlon, operating cost -escalation, heat, and. ut111t1es7 ,

ASSEMBLYMAN KARCHER. There is a very interesting phenonemonb
with this tledse, Mr. Zimmer; as to what is gross. The real estate
taxes; which,included,the-buildihg‘itSEIf in Mat awari; would come to
" around something like $1100. per year,bifsl’m not mistaken; they were
vincluded'ihpthe base rate. vBut;vthéy_hsve includedsin the iease,’and
you will see it in the document  that has been prepared, a tax
escalstion clause. So; -as taxes go up; th1s w1ll go up as well. But;n
the taxes in this one were handled dlfferently .They were 1ncorporated
into the $12.00 or the $12.50 base rate. PR

“When you take 1300 squape Feet, what we are paying‘aétuélly
is about $2.00 per square foot f'o’f taxes, where the taxes on this
building, the,COhCrete'building}itself,'wers less than $1,00 pér squars
foot. The prices I'm quoting -are gross rentals. 7 v '

We have situétions,‘fdr instance,bin-iaw firms that we have
talked. to, where vthey: are rentihg space in brand. new buildihgs -
places 1like ROSelsnd,.Liyingston,iand Cherry Hill -« where the gross
rental is coming in at - $13 or $14 per square foot. These are
absolutély braﬁd'new buildings. -

, I don't know, maybe T should ask you. Does your bumbany rent
'anythlng where there is a gross price of $19. 61 ‘per square foot?

ASSEMBLYMAN ZIMMER:- Frankly, the bus1ness people negotlate
the base rental, and it is customary in the.llndustry for bu51ness
- offices and warehouse space and'viftUally any ofhef kind of commercial -
space to go with the.net'reﬁtaljp@liéiés.s This'Was_ésﬁecialIy S0 in
yéars‘past when we hadvsuch'infiatidn; a landlord couldn't aberd to
take the risk of a fixed rental. I, as an attormey, have never even
~ béthered to add up all the numbers. | | . |
' CI'ID tell you this though: If the landlerd agrééd‘tosabsorb
dlhlﬁhéss costs, not jdét at the outset, but for the five-year psriod
‘of esca&atlon, we would be dellghted to pay a muchr hlgher base rate.

ASSEMBLYMAN KARCHER: - - T think you w111 find in looking over
the. docﬂment, that added to the standard- lease of thevState, weuhaveb

two things that would have been incorporated, for instance, in the

12



Matawan lease, thosd being a tax escalation clause and an operating_‘
cost escalation clause. So, by next year, the édst'of-this building'
might be more than $20,00 per square foot. By the end ofbthe five?year
term, it might be $22.00, $23;00, or $24.00 per square foot if those
escalation clauses were to be added. They were not even given to me.
I had to go out and examine and investigate to find out that that was
standard procedure in the State leases.

, ASSEMBLYMAN ZIMMER: Have you investigated the comparablé
leases that you say are available at much cheaper rents in Matawan, for
instance? '

- ASSEMBLYMAN KARCHER: No, I haven't gone down and looked at
anything specifically in Matawan. I think Mr.'Flynh is the person who
said that, but I've been advised of one or two.

’ ASSEMBLYMAN ZIMMER: Have you or your office found cheaper
fentals on the same bterms when you réjected leases as being too
expensive in comparison to other real estate in the'area?

ASSEMBLYMAN ~ KARCHER: As I said, regarding the one in
Woodbridge, I went out and talked to every attorney that I knew theré,
I talked to some of the merchants, the tax assessor, and everybody I
could.  The »initial’ipfice‘JoF.”oﬁe» was $18.87, as I said in my

-introductory-- | o ' o ‘ -

- ASSEMBLYMAN ZIMMER: Is thaf net or gross?

_ ASSEMBLYMAN KARCHER: That wasbgross.> We talked about the
- State having a need for a special building for air conditioning. I
talked to the A&P on - that same street. That would have been'very
comparable becauée'they.have massiyé requirements for air conditioning
- and. heavy wiring becauseiof’ali‘the refrigerati0n.’.Theirrgross price
is $7.50; and that wasvjust negotiafed thié year. They are paying
$7.50 within spitting distance of the lease that was going to go for
$18.87, and they havé' massive air conditioning and massive
, :refrigeratibn requirémenté. v | o | »

| ASSEMBLYMAN FLYNN: Mr. Kavanaugh?

’ ASSEMBLYMAN KAVANAUGH: Yes, just to change the town for a
moment-- On the list of leases, you have Bridgeton.

ASSEMBLYMAN KARCHER: Yes. |

ASSEMBLYMAN KAVANAUGH: Can you tell me what your intentions

are. with the Bridgeton lease and the reason that hasn't been signed?

13



: abou

, : ASbFMBLYMAN KARCHER The Br1dgeton lease, as I understand,
has only one dlfflculty that has to be checked out ‘and that is, the
extent of .the renovat1ons that have taken place there and whetherror
‘ﬁQt any. negot1at10ns have ‘taken place w1th regard to what T just talked
t -- the shelter1ng of. the tax beneflts. 1. think. on the Brldgeton
Fiont of me, Walter, but—— _

The other thlng that I should mentlon with, regard tor thls%

and } am sure you know as a contracter—— For 1nstance,,th&

Ehey don t ask for any: recelpts and they don't ask for any 1nvolces

do Kt even agk for any, aff1dav1ts of serv1ces They don“t ask fior

- They. just come. back sometlme later on, see: that 1t was done ’

_ ioner, and 1t is: 901ng to. cost $T0 GGO. I can; go out‘
my brother-in- law to. do it for $5 000: and: I get: the other
b only. get, the: $5 000, but T get- the: othen $5, 000; at 18%

There is. somethlng strange w1th that, 1sn’t there, Walber7

‘Now, on. the Brldgeton lease though-—& R :
ASSEMBLYMAN KAVANAUGH:. - That would be called; Fraudh but: i

No;“ no,, ng&f that 1s not con31deredg"
d» | ) .

>oEMBL VAL g IF you cert1Fy—-~ ,

ASS I,YMAN KARCHER.; It might: be a sharp practlce.

ASSEMBLYMAN KAVANAUGH . Ify you. certlfy 1n a contract that~youg»

are. going. to. pay. "x!" numbam _Of, dellars, and: it is. ‘agreed: to: by. the:

ASSEMBLYMAN KARCHER" Thereglegnoﬁreqeirementgtggcertdfyityou;
on !t certlfy to. that. BRI L '

>>‘14@



ASSEMBLYMAN KAVANAUGH: Well, it should be, but if the State
has agreed, ahd if it is to the benefit-—'Certainly thisvis probably
the way that general contractors make their money. They go‘out and get
subcontractors. After they get the bid, they go and push them down
and whatever they make is proflt.v | ' | .

The concern I have with this, you know, you're talklng $7 55
a square foot, plus the $48,000, and that is at 1 ' o :

‘ ASSEMBLYMAN KARCHER: 10%. I like the 10%; I think the 10%
is very good. The only‘thing I,asked about Bridgeton was the verifi-
cation of the renovations. | , ' ) .

ASSEMBLYMAN KAVANAUGH jDo you haVe any idea when that will
be signed by you? S .

ASSEMBL YMAN KARCHER: As soon as there is some justification
~of the renovations, Walter. o ‘ ’

ASSEMBL YMAN KAVANAUGH','Have you been in contact with--

ASSEMBLYMAN KARCHER: ° I certainly think that the Bridgefqh
lease at the 10% amortlzatlon - not that I agree With the amortization
at all, but 10% is certainly “something that should be standard as
opposed to 18%. We would make‘gfeat progress with signing these if we
cquld_renegotiate that amortization at prime, or 1% over prime.

| ~ASSEMBLYMAN KAVANAUGH: What would have heppened if it hadn't
been thevwisdom oF‘WeShington to get the interest rates down from 18%?
What would have happened if thieelease,,for example, in Matawan-- At
the time it was 1982, there was an 18% agreement, which was the going
rate-- What would have happened if the interest rates had reversed and
had gone up to 21% or 22% as they had been in the past? Then, onld we
have asked these people to renegotiate so there would be  the
. difference? You know, we can't have it both ways.
' - ASSEMBLYMAN KARCHER: - There are certainly two ways, Walter,
to hedge against that. In the Matawan lease, for instance, there was

one improvement for $56GO that the State paid cash for; therefore, they

’,,dld not pay any interest on it. The cost of money to the State in 1982

wasvapproxlmately 9% to 10% S0 you can say that because of the $5600
that they put up front, they saved at’ least half of the 1nterest rate
~on 1t -- half of the money on the 1nterest rate alone. 1 giye you that -

‘as an example
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Before I cont1nue with that counter, let pe'go back to two
ather thlngs You can. put in a Float, whlch would be a normal thlng -
a floatlng 1nterest rate as to the cost oF money As part ‘of ane of
the exhlblts, I have here the June 21 "Federal Reserve Statlstlcal
Release of Selected Interest Rates." There was noth1ng approx1mated att
- 18% in June of 1982 The sheet 1s hera for you, and you'll qct a (opy‘_

‘ oF this: later. ,Bot, there 1s nothlng approx1mated at 18%. '

l Certa1nly, in today s ‘world, nothlng does. 1f, God forbld ﬂ
the 1nterest rates go back up, the best way " to protect ourselves is t01
take it at prime or a polnt over prlme or a p01nt and one—half over

‘prime, That 1s reasonable. 'Eﬂt 18%, even if it were reasonable 1n
June of 1982, whlch 1t was not, or Dctober of 1982 when I f1rst got the
lease, which it was not, is certalnly not reasonable today B

o AS EMILYMAN KAVANAUGH , All rlght 'ioti the concern that I
haVe' is: thdt,

| ‘part but the.

L e anch think some of the polnts you are mak1ng should be

.you know,_I wouldn't call 1t sudden 1nterest on your‘

1;terest that you 've - expressed that "thls has been around

ta en, and revlewed and we we also

d’make these changes

“have to look,at the . convenlence and the thlngs that are happenlng for
the people who We Serve. S ,..'Ho" N :
&S‘”MQLXMANiKAR@HﬁR;‘ I agree with you
ASS MBLYMAN KAVANAUGH:

I'm JUSt wonderlng if you could tell

Bpac _ omm_v01al retall space and what the amenlﬂltes are that are
standard Ln those and what 1s expected wath reqard to the superlor
.-amen1t1es in offlce space as opposed——:* "

ASSEMBLYMAN KAVANAUGH.:

fe, when you re talklng about Motor Vehlcle space, than{f

Wouldn't you th1nk offlce space would

ce_space? [T PO :
BLYMAN KARCHER.yl,Irxgggtingﬂvther\amgnititegg‘tmatw are

'normally in offrce spaces, the pf}:!ﬁir,‘

- legislat 1ve 0




ASSEMBLYMAN ~ KAVANAUGH: All right, now I understand in
Matawan -- the building in Matawan was the place that Qas guttéd. “In
talking to other realtors in that area, they said that $12.00 per
sqyare‘foot is a reasonable cost. If we put it in place and see that
we have a $12.00 base cost, and then we have the additional $5.11 per
‘b square foot for the handicappedvin barrier-free facilities-- ,
ASSEMBLYMAN ~ KARCHER: There is ' nothing there",for
barrier-free, only the fire door, if I'm not histaken, in the toilet.
There is only one toilet in this building, by the way, and the publlc
doesn't have access to it. Only the employees have access to it..
- ASSEMBLYMAN KAVANAUGH: - If the building was put»back to its

original condition or it was set up for something other than a‘Mqtor

- Vehicle agency, which is an 6penrbarrier-free area where you just have

your . counter working with your computers,v there is going to be
-additional cost to the owner. So, I can understand that--

ASSEMBLYMAN KARCHER: If he puts it back to the way it was,
it would have been a higher use as office space because it was carpeted
and panelled.. v 7 :

ASSEMBLYMAN KAVANAUGH: Right, so, it will cost him ‘some
dollars there. . o o

ASSEMBLYMAN KARCHER: Oh, sure. That is a véry critical-
: point. The State has required this, and I'm notlpontesting that the
State Has‘required this to be done. What the State has done is; it has
taken a building that was office space and asked that it be gutted, so
that the carpets would be pulled out, and we paid for that. We paid
for the gutting of that bu11d1ng, and 18% interest on top of that. " So,
we are not paying for an improvemeht. _

ASSEMBL YMAN . KAVANAUGH: How much money did we pay to gut the
bui lding? - | |
ASSEMBLYMAN KARCHER: . The masonry and carpentry costs were
about $8,000. I don't know which was which. Thefe is no breakdown on
it elther, Walt. “There are no invoices and there are no recelpts, so
we really can't tell. »

_ ASSEMBLYMAN KAVANAUGH: .All right, I think‘ that  they are
areas that should be reviewed. The other thing ié; are you at all
~ aware of Whatithe projections are by Motor Vehicle on the‘items per- day
that were going to bé done on this building?

§i§?%p‘ﬂ S
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 ASSEMBLYMAN KARCHER: I weuld —imagine they would be
fétaﬁdarﬁi They range;“Fﬁr ihsténce;'l think'M“"Flynn has a sheet ¢
,‘ ‘ Andy by the way; in talking about comparreons ‘that uqed to be
ndoﬁe, I’havé not been able to get a flgure, a gross flgure, as’ to what
' the Hew Motor Vehicle agedcy s cost is as opposed to. the old one. -
) For 1nstance, Howell Townsh1p, whlch is Route 9 is l]ke
Route 34 Wthh by the way, i in Monmouth County as well cand: is within
vanz eleven mile radlue oF this part1cular locatlon , Route 9 is a
two=lane hlghway*as is Route 34 1n Matawan;‘ The Howell Townsh1p lease
' comes in at $6.00 per square foot, of less than $6 00 per Square foot.
You must understand why I have problems with know1ng that
‘Howell Townshlp and Matawan Borough are within a fifteen m1nute dr1ve
of each other, both are on major h1ghways, and we pay ' $6.00 in Howell.
ASSEMBLYMAN KAVANAUGH But; you have_been to thISgbUlldLngil
You've seen the bu11d1ng oI P |
ASSEMBL YMAN KARCHER I've seen the building. ItQ,is, a
concrete block bu11d1ng, Walter.:l ,l : v. ':4 ) - "' o
ASSEMBL YMAN KAVANAUGH* But, you!ve'séenjthe»ccnvéﬁieﬁee of
the bu1ld1ng, ‘the locat1on.» :R_t.' 7 _v 3 . .
ASSEMBLYMAN KARCHER' I 'Would='heeitate:~to; use the word -

 wbnvenien

| - SEMBLYMRN*KAVANAUG&?'VI wWould say that if you were sitting
_ Here as &n attorney rather than a legislator or the Spesker, that you
wolld ‘say as a"busiﬁéésman; it’,isr.an »o&tetaﬁding;fFaCility_ for a
location Motor Vehicle agencys | ‘ » , - : R '
ASSEMBLYMAN KARCHER I would not say that at all Walter ’
ASSEMILYMAN KAVANAUGH. . Well, then I would be somewhat
1drstressed. " e R, CoL N
| | ASSEMBLYMAN KARCHER -~ The only féai-é@éé@s»ta;iﬁ"iseaffrefaaa

 Street. | x . ,
] "ASSEMILYMAN KAVKNAUGH' Yes, but the: only thlng is; I -went
kdown there and went into those lines “and talked to those people and~
said, "What “do you tHlnk of  this. Fac111ty7" : Ihey: saidy "It is -

fou«standlng." ' Lo :

" There was person there who ﬁad-sabig'load;@f;éérds,_ane I
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asked . him whét he did,band he said he was an automobile dealer in, I
think, Linden. Now, I don't know how far Linden is from'Matawan. ‘Do
you have any‘idea7 | | | »

' ASSEMBLYMAN KARCHER. Twenty minuteé or twenty-five minutes
down Route 9 to Route 34. ot . o

ASSEMBLYMAN -KAVANAUGH: It seemed to me that it was a
distance. And I said, "Why did. ybu come here?" And he said, "Becaﬁse
this 1is ‘an -outstanding place. You're in and. out of here in ten
minutes." , A

ASSEMBLYMAN KARCHER: = Ten minutes. So theh, his car would
have been parked in the parking space For about ten mlnutes.

ASSEMBLYMAN KAVANAUGH: And, he was moving through. He said, -
"This is outstanding." = This méy have been‘just the word itself, but
regarding the items there, they are doing 50% more acéording to Motor -
Vehlcle figures, than estlmated. ‘ v : _ .

.ASSEMBLYMAN KARCHER:. Walter, I'm not disagreeing with you.

ASSEMBLYMAN KAVANAUGH: The convenience to the people-- If
you talk to both sides, I mean, it's a.democratically—controllédrapea, .
and they are very pleased. N ’ | :

’ v ASSEMBLYMAN FLYNN: Walter, I've got to correct you on that.
It is not a democrat1cally-controlled area.
ASSEMBLYMAN KAVANAUGH: Well, the mayor there-- What_is the
hayor? S 4 | S | o |
VFASSEMBLYMAN FLYNN: The‘ﬁayor is ‘a RepUblican.
'VASSEMBLYMAN KAVANAUGH:  And what‘is the owner?

ASSEMBLYMAN KARCHER: Well, I'm not disagreeing with you. .
ASSEMBLYMAN FLYNN: I don't know what the mayor is, but that |
is irrelevant. ‘ o -

ASSEMBLYMAN HENDRICKSON: Well, I object to that.

ASSEMBLYMAN KARCHER: ~Whether this is ideal or not ideal is
not. really the queStion.: The question 15, are we paying a fair price
for what we have? If it were the most 1deal spot in the world, or the
most ideal locatlon in the world, does that mean you should pay at
least 30%, 40%, SOm, or even 100% more than what the actual fair rental
Qélue of it is? That is the only‘dlsagreement you and I have. We

might disagree that on a scale from one to ten as to whether it is a
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ten or'a Flve or a three, but Matawan 1s a good locat1on for it,

: wqpld be Aberdeen Townshlp, or almost anyplace,v even‘ Marlboro
TownshipA‘ Anyplace in that catchment area would be 1deal 1f31t had
S hlghway access and suFF1c1ent access1b111ty ’ " :

o The questron isy Howell Townsh1p is on Route 9 and pays $6 00
per square Foot -- $5.91 per square Foot, 80 why should we. pay $19 61

for thls’7 Walter, this. 1s the. hlghest pr1ced 1ease, and you represent
ka very wealthy area, don't you7 Medlum 1ncome = you won‘t deny that '
will you, Walter7 R L : - : ‘ »
‘ vASSEMBLYMAN KAVANAUGH Low to mrddle 1ncome :
J1ASSEMBLYMAN'KARCHER Low -~ oh, yeo, to middle 1ncome |
© AUDIENCE: (Laughter) e T
o - ASSEMBL YMAN. KARCHER : ThlS is the highest pr1ced lease 1n the '
. entlre State of New Jersey out of $73 m1lllon dollars per year ThlS_

1s the hi hest prlced lease in’ the State of New Jersey that the State
’ You can take Newark Jersey Clty, Sprlngfleld, Summlt Rumson,

Far HlllS, or wherever you represent., You don't have. 1t Walter.
All L am saying 1s, pay if you want a nice 51te, but pay a
-falr price for it Don‘t be cheated.‘ Don t grve the State's money

.....

kaway.‘ ‘That 1s what has happened here, we've. glven the State s money

' ASSEMBLYMAN FLYNN Une th'"'r M Karcher, and:I'll probably

ask this, of the Dlrector of Motor Vehlcles, but I not1ced in dr1v1ng by

the 31te the other day 1n Matawan that they have oW, barr1caded theJQV

'Route 34, access? ;Have,you heard anythlng7

vaes, t.at 1s ‘true. Yes,'they have

~They have. barricadedhit. That Ls because people who. were comlng south-

»bound from Linden, were trylng to make :a. left ha ,}turn 1nto a. very nar—

Low. drlveway, S0 now they have to turn, at the llght and: go. 1nto Broad

Street - Before you get to the lumberyard, you turn right and come in
the back.: e

ASSEMILYMAN FLY‘NW_ I call on. Mr. G111‘ ,
Speaker Karcher, Flr‘t of: all, E mlght say.

:that speaklng flor the people of: LLnden, I th1nk 1ﬁrls a. lovely town

I'm sorry to: see that. we re dr1v1ng them to. Matawan
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I would like to ask three broader questions.. I‘have the list
‘here of the forty-six Motor Vehicle agencies. Which of these have you
approved since January 1 of 19827 I know which eleven you haven't.

ASSEMBL YMAN KARCHER: I think all but eight or nine of them,
but I don't have the list in front of.me.

ASSEMBLYMAN GILL: - All right. I like what you're saying,
Speaker, about the guidelines. I think it is an excellent idea. Afe
you going to leave the development of the guidelines ’up to a.
nonpartisan committee?

ASSEMBLYMAN KARCHER: I'm going to leave that up to-- I think
I have done my best to secure advice for you, and as I said, I've
secured that advice from commercial real estate appraisers, from tax
lawyers, from C.P.A.'s, and from academics. They will ‘all be giving
you their suggestions. | o

‘ I have also, by the way, éontacted Mr. Biederman who is as
disturbed as I am by what has happened here. I agree with him that we
should agree ubon an independant third party, a neutral party, to
develbp guidelines. You'll have to hear from Mr. Blederman as to
‘whether he wants to pursue that ‘course. ‘

| But, if‘we‘re really'talking about management‘and efficiency
in government, this is an area that cries out for attention.

ASSEMBLYMAN GILL: Do you know what the criteria or the
guidelines were that were used by the previous Speakers for elthevi
approving or rejecting leases? o | |

‘ ASSEMBLYMAN KARCHER: I have no idea.

ASSEMBLYMAN GILL: Do you feel that p0381bly the gu1de11ne,
which I think is a good management approach, should have been used by
the. previous Speakers and by the4Dehartment of Motor Vehicles? 7

ASSEMBLYMAN KARCHER: What I have tried to db’iS'to'create
guidelines with the Office of Legislative Services. There are things

that stick out, and the basic one is price per square.Foot.' Anything
that comes above $10.00 a square foot really deserves ‘a second look.
Anything that comes above $16.00 a square foot deserves a second,
’ tHird, and fourth look. Anything that comes  above $18.00 a square
foot deserves a fifth, 51xth, and seventh 1ook. Thaf is the‘kind of .
guy I am. I mean, if you ask me what my rule of thumb is, that is what

my rule of thumb is all about.
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ASSEMBLYMANvCILL: And, that is pretty much thé?éuideline you

have been using to-- -

© ASSEMBLYMAN KARCHER: That is the guideline I have been
using. | | | |

' ASSEMBLYMAN GILL: I have one last questigh, and again, on a

broad scale, are you cénvinggd of the need for renovations at the
va,fr‘iqus, Motor Yehicle agencies?
| ASSEMBLYMAN KARCHER: Let me say this from my experience in
the real world rather than the government world. When you go to lease
a @q;lgiqg{ there are certain things that you expect to be there. If
I'm a commercial tepant, and if I am going to sell shoes, or if I'm
going to sell jeans or insurance, and I come in to rent the building,
I'm ﬁgt’ even going to look at a building that doesn't have proper

wiring, proper air conditioning, proper painting, proper doors, or

pglzgx‘lighting-‘ That is all given. |
l "Qgt% when Walt talks about a $12.00 a foot base rate, YGS,
- $12.00 a foot base rate in Matawan might be proper if all the renova-
@%9“§'W9£§2912$§dx'§P§QEDQ¢ by the lapdlord. |
' - ASSEMBLYMAN GILL: I think we're talking here about renova-
tions that are due to the EDP, which I know happén to be very special
and‘vq#x expensive.
.~ ASSEMBLYMAN KARCHER: In this case, the only one that I see
is a barrier-free access to a toilet for employees. Employees use that
toilet; it is not a public toilet. There is only one. There are no
mens.' énd;wpmgngﬁ LOOMS ., Thené is only one toilet for the employees,
and;that W@S the only thing that had to do with barrier-free access.
| fhg other thing had to do with a panic bar -on. the back door.
If L were selling shoes, by the same token, I would want a
fire extinguisher in the building I rented, and I would want a fire
door, and I wpuld‘want a panic bafriﬁ I'm open to the public.
ASSEMBLYMAN ~ GILL: We're talking about a panic bar and
barrier-free, but what I'm referring to -- I quite agree with you, and
Qndeg normal conditions in renting or leasing, you would expect the
wiéihgvﬁp be just so. Would you éxpect the wiring anQ all necessary
renqygftons be in for electronic.data processing computers?
ASSEMBL YMAN KARCHER} Sure.  If were opening up for

insurance-~-
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ASSEMBLYMAN GILL: I can't agree with you, Speaker.

ASSEMBL YMAN KARCHER: Well, there is very little difference
in a computer terminal, in a cash register, or anything. Most people
now in commerical outlets have computers or computer terminals for
inventory control, efc., etc., etc.. There is no exraordinary need for
wiring. » )
| In talking to the contractors, that building is over air
conditioned and over wired with no real need for it in a 1300 square
foot area. v

For instance, let me give you an example. In Matawan they
bricked up the front of the building. They took out windows and.
bricked up the front of the building. That does two things; really you
have a double hit. It lowers your heating cost and electrical cost and
it cools because of the fact that you're bricked up, rather than having
open windows which would be subject to thermal heat coming in. That is
really a double hit then. You get massive air conditiohihg, you
allegedly get‘massive wifing, and you get it bricked up, so you are
really pressed down in overflowing in those instances.

Let me just say this. Let me give you an example- from
~residential real estate. Can you imagine going into an apartment com-
plex, renting and not having light bulbs in the place, 6r not having
paint?  If there is one thing that is fraditional and standard,

it is that when you rent a building, you get a paint job. When you're
a new tenant, that is thrown in. It is gratis. You don't expect to
rent a non-painted building. Even if you are renting a studio
apartment, when you get it, they have done a paint job in there. That
is as‘tfaditional and as classic as anything in the world.
v In this instance, we paid $1650 for a paint job, and we
didn't even know what it cost. Here is my problem, Ed. They quoted
$1650 for paint. Now, you figure out what the interior walls of a
building is, which is 1300 square feet. Just take the inside
perimeter. That is one hell of a lot of paint -- $1650 worth of paint
and labor for the inside of a building. The inside of that building
“isn't much bigger than this room. It truely isn't much bigger than the
inside of this room. It may. only be 20% or 30%kbigger than the inside
of this room. Can you imagine $1650 to paint the inside of this rodm?

Can you imagine?
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ASSEMBLYMAN KAVANAUGH'i If your brother -in- law d1d it.
| ASSEMBLYMAN  KARCHER: Yee, if your brother -in-law did it,

Walter, yes, you could pay $1650 oo o

And then on top of ‘the $1650, we pay 18%>1nterest

ASSEMBLYMAN GILL: I guess what 1 ‘want' to stay with, and it
has been my expemence ,m repairing ‘bu;ldmgsv Fe,r .heavy‘duty,-cam_puters
that require particuiariamperage; 200 amps-- '
|  ASSEMBLYMAN KARCHER: Yes, o

 ASSEMBL YMAN GILL (continuing) peclal air c-ndltlonlng that -
yeu don t see anywhere else, and I guess all I‘m trylng to flgure out

is thls In the cost of your develeplng, you are undoubtedly g01ng to

have qu1te an input into develeplng the crlterla.- You should . Haven -

you. taken 1nte c0n31derat10n the - spec1al requ1rements for computer
work? - That hasgneth;ng to do- wlth palntlng, brother -in-law, or not
‘ ASSEMBLYMAN’KARCHER I th1nk there are other people who can‘

tell,you mere about what the computers of today are You know, they

are termlnals, they don't generate an awful lot of heat The air
condltlenlng is more than adequate there I thlnk Walter mlght be able
te tell you. »

We have pictures to ehow yeu, tee, what is aetually in the
bu‘Lding It is not like Unlvac, there 1s ne Sperry Unlvac there.
There are a ceuple of little termlnals.:’ ‘

Is there anythlng else?

ASSEMBLYMAN FLYNN M., Karcher, 1n the packet that we have,

there is a letter from R Le Tourllnl who is the Aselstant Dlrecter af

Licensing and Reg;etratlen to Mr,,Caesar Iacavone, the thef of the

Bureau 'ef ‘Reai Estate, the subject belng the Matawan site. IE

1ndlcates that'he belleved the- bu1ld1ng requ1red miner renevatlens

| Somewhere else 1n the packet I notlced that a questlon was
' trareed ‘as te the cost. : : o
ASSEMBLYMAN 'KARCHER: = If I can cemnent en'that we haVe a

»bualdlng ‘that we ‘know we could replaee.» We Kknow we can bu1ld From the'-“‘

ground wp For aomewhere between $35 080 and $45, IOG When you talk‘

'abeut bhe miner renevatllns being $29,000 $29 000 agalnst a $45 IBOI

‘construction cest, it 1sn 't minor im my book
ASSEMBLYMAN FLYNN A1l rlght.
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ASSEMBLYMAN KARCHER:l I don't know howvyou measure‘minor, but
minor, when you talk about 80% of the‘yélue of the existingvhuilding,
that is not minor. o l ' - '

ASSEMBLYMAN FLYNN: Also, in the file, there seems to be some
ihdication that the State itself tHought that the cost estimates were
high. - Do you have any background on that for us'7 |

. ASSEMBLYMAN KARCHER: - Not only do I have background on that
but let me point out the materials that I can present to you. The
State met with them and they got this estimote that they thought waé
excessive. They_ asterigked five items they thought were excessive.
They sent it not only to the‘feal estate agent, but they also sent it
to Senator Gallagher, Senator Gallagher's aide. Now, why they did
that; I have no idea. I have nokidea why Senator Gallagher's aide
~ -would get a copy of the items they considered to be excessive, although
| you'll see in the memos that apparently ‘when the items of excessive -
cost came up, Senator Gallagher took a distinct interest in that
problem. :
' But, after .these items were asterlsked as belng ex08551ve,
| the State ultlmately paid for them dollar for dollar even though they
thought they were excessive, plus $50 on top of that. They did. that“
after sending a copy to Senator Gallagher's aide for his‘comménts or.
his participation or whatever he'did; and'I don't know what he did. I
don't know - why Senator Gallagher's oFFlce would be concerned 1n the
State saying that something was excessive. = I would thlnk that - they
‘would want to see that the State got ‘a fair rental and pald a fair -
rental as well. o o

But, the State wound up paying what they deemed to be
excessive, plus $50 more. They also never. got a receipt or an invoice
for any of theFWOrk to see that it was actually done or paid for.

‘ ASSEMBL YMAN ZIMMER; . Will . Senator Gallagher = have an
opportunity to respond to that before this session is over? SRR
VI‘ASSEMBLYMAN FLYNN:  Well, we are solidly booked today, but”
we'fe going to have two or three hearing3’on this, so he'll hove'amplo
opportunity probably at . the next hearing to speak. 1 don't'thihk we're .
g01ng to have enough time today even for the witnesses who- we have

11ned up. ‘ ) . : ‘ o
ASSEMBL YMAN HENDRICKSDN: I have just one question.
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ASSEMBLYMAN - FLYNN‘ We have two experts next three
Fepres entatlves from - the State,ilnoludlng the Motor Vehlcle D1rector.

I don‘t want to inconvenience them at all if I oan ‘help 1t. e

ASbEMBLYMAN HENDRICKSON IfF T may, MrL Speaker, and we

totally agree that you have brought this problem to light. We have in
Front of .us the borough tax assessor s calculatlons at market value in

that area. In fact, it 1s on that block and lot number , and they have

~the land appralsed at $32 500 and the bu1]d1nq at $47 700, for a total :

oF $80,200. ’But, when they brlng in their ratio to market at Lhdl

stipulates here that the market value of the property in questlon is

$112 , 700, Now, that 1s at market value. That is a blg dlfFerenoe From
replacement cost at new that we have been dlstus31ng. ' _ .
 ASSEMBLYMAN KARCHER: Let me say two things. "NumberROne,”as
to the evaluatlon of the bu1ld1ng, there are three approaches to ity
‘and you'll hear from the real estate expert ‘about that v
~ As to the land and the $32 000, what I get is that it doesn t
vlease any land at -all. It doesnﬂt say anythlng about parklng. We get

leases ‘whieh Say,r-"We TE: rentlng thls bu1ld1ng, plus we're rent ing

twemtystwo:parklng spacesw" Thls doesn't say anythlng about what we're
Eeﬁfihgg : .. s 2 R

The. land at $32 000 -- maybe that is. one: acre -- one acre
at 43 000 square feet w1ll park 120 cars We Te not ~renting: that

we re rentlng elghteen spaces in: front of the building.. That is: all

| that: 1s there. So, to put in $32 UOO'worth of land: cost 1s crazy.*,‘

: That 1s r1dloulous. .

: “ ,,‘ ASSEMBLYMAN HENDRICKSIN d L. don't thlnk you heard me, Mr.'

, Speaker;" This. is. the assessor 's. statement R o
L ‘:_pf'ASSEMlLYMAN KARCHER: I heard: you. What I think. might be--

' ‘;AJSEMBLYMAN FLYNN et me clear ‘this ups There are six.
’acres there. There are elther two or three bu1ld1ngs there on. the six
acres I'm not sure. what. the -assessor is 1nclud1ng in the land, and: T
o thlnk we..may. have to follow up on' that. o '

ASSEMBLYMAN KARCHER It is net subd1v1ded John, but I: thlnk
what: mlght be: very enllghtenlng to you 1s a record: of" the tax appeal
I would emphasize to the Commlttee in: the strongest terms: that what youg”

reallyiought to,lookvat is: Mr. Blane s: appra1sal Mr Blane is the man-



who leased this building prior.to the State, negotiated this lease with
the State without the State ever asking him what he paid in rent, and
he is the same man who prepared an appréisai, and at the same time in
1982, he filed a tax appeal to the Mbnmouth County Board of Taxation.‘

Now, nobodybcan find that appraisal. That is very, very strange that
nobody can find that appraisal.

But, you should find that appraisal, John, and you should
look at what the man who negofiated this lease said the property was
worth. ‘

ASSEMBLYMAN HENDRICKSON: Was the appeal granted?

ASSEMBLYMAN KARCHER: The appeal was granted. It was
lowered by consent judgment. ‘

ASSEMBLYMAN FLYNN: You see, what we have got to determine is
how much of the total six acres attribute to the land value for the
Motor Vehicle agency, and then we want to find out how much of the
lease includes additional space besides just the space that the build-

ing sits on. In other words, are we buying one acre, two acres?

ASSEMBLYMAN KARCHER: Let me just conclude by saying that,
there is a memo in the file where you'll see that they tried to supporﬁ
the total return on equity By saying that we've got two acres. We
didn't get two acres. We got eighteen parking spaces.

‘ Why the hell would we want two acres? With two acres, Yyou
can park 400 cafs? Why would the State want to rent two acres? Can
you imagine 400 cars. You couldn't even get 400 people into this
building at ome time. It is silly.

ASSEMBLYMAN FLYNN: All right, let's finish up with Mr.

- Karcher, and then we'll go on to the experts. '

| ASSEMBLYMAN KAVANAUGH: I just wanted to let you know that I
“wanted to check to find out why Route 34 was closed. I just had a call
piaced there, and it was only closed for two days in order to do black-
topping. It is now open again, so the access is for both.

ASSEMBLYMANVFLYNN:' Okay, I'd like to call Mr. Marzell. Mr.

Marzell? , | . :
» ASSEMBLYMAN KARCHER: I thank you for yOQr time, attention
and patience. : '

ASSEMBLYMAN HENDRICKSON: Thank you.
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CASSEMBLYMAN GILL: We enjoyed every minute. |
‘ ASSEMBL¥MANtzFLYNN¢ M. Marzell, do you have additional
-copios of yeur report? ”'r _ v ' :
PAUL M. MARZEL L.kaes, Ido. 1 have a copy for everbody
) AQbIMBIYMAN FLYNN All right, we don't qu1te have enouqh For
the full Committee, So we're going tb:have to share a little bit down
that end. . _ " ,v ‘. 2 : |
Mo, Marzell, you passed out a report, and on your letterhead,
it says "Marzell Appraisal Company, 55 Maincstreét;vMillburn“i and it
says, "Real Estate Appraisers. and Cohsuitsnth" I wonder if you would
give us your backgrounds L ,
" MR. MARZELL: My background in real estate—- v _
ASSEMBLYMAN FLYNN: Before you do that I want to swear you
ing Will you raise your right hand? ' o ' ’

WITNESS, BEING DULY SWORN IN; TESTIFIED AS FOLLOWS:

_ ASSEMBLYMAN FLYNN: ALl right:  Give us your batckground;
please. ‘ : B : ' '
MR. MARZELL:le'graduated from college, receiving & Bachelor

of Arts degree. I attended graduate school in pursuit of a Dectorate

in psychology, and I attended the United States Army Medical School in
Fort Sam Houston. o N

My background in real estate began in 1964 when I WOrked in
the field as an appralser for Lou1s Schle31nger ‘Real Estate Company
In 1969 1 receryed my»salesman s license; and I pursuedilndustrlal.
real estate; again, with Louwis Schlesinger Real Estate Company  of
Newark, New Jersey. s, A ' | |

lver the years, I had become involved

| iith the David Kroheim
Real Estate Company in Chatham,; which: developed/ industriéi parks -
throughout the: State of New: Jersey. ‘ : L ‘ :

- In 1976, I started my owm: real estate - company, ~and at the
same tlme, a real estate appraisal cempany.

‘ ‘ Currently, I am runnlng a real estate appralsal and consult—

ing: company: in: Mlllburn, New: Jersey pursuing real estate appralslng of
rndustrlal, commerical and reSLdentlal propertles throughout the State

and: throughout the country.



ASSEMBLYMAN FLYNN: How many appraisals do you do a year? .
MR. MARZELL: I would say in excess of 300.
~  ASSEMBLYMAN FLYNN: All right, and what is the ratio of
commercial, industrial and residential?
© MR. MARZELL: I would say 90% of my work is office,
industrial and commercial properties. .
ASSEMBLYMAN FLYNN: Do you work for any major~cbrporations?
MR. MARZELL: Right nova'm representing American Bell in
reviewing their leases on all of their properties throughout the United-
States. I've represented C.P.C., which is Corn Products Company in
Englewood Cliffs, New Jersey. I've represented B.A.S.F. in Kearny,
Altman's in the MeadoWlands, various attorneys throughout the State,‘
Xerox Corporation, and AT&T. This is basically just to namé a few of
the companies I've represented. = ,
ASSEMBLYMAN FLYNN: Before we get into his testimony, do any
~members of the Committee want to ask Mr. Marzell any questions concern-
‘ing his credentials or his background?
ASSEMBLYMAN KAVANAUGH: The only question I have is, have you
ever done anything with Speaker Karcher's law firm? ' |
MR. MARZELL: No, I have not.
© ASSEMBLYMAN FLYNN: A1l right. Mr. Marzell, you have given
us a lengthy report, and I've only had a chance to scan it, but I
noticed that yoﬁ;ve come Up with what looks liké three different
approaches to appraising a specific piece of property. Is that right?
MR. MARZELL: That is correct. , S
ASSEMBLYMAN FLYNN: Perhaps you can just give us an overview
of the approaches and the relevance of ‘those épproaches to ouf

Committee.

, M&. MARZELL: All right. In regard to appraising a piece of
property, in a case such as this, we'fe-trying to arrive at market
value, whether that be market value of a property for sale, or to
establish a fair rental value for a particular piece of property. ;

There are thrée.standard approaches that are used.  One would
be the market data approach. The second approach would he the cost

.'approach, which would be either reproduction or replacement cost less
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a%ﬁfééiﬁtidﬁ ta‘affiVé at a curréﬁt value,iahd'éhe Ehira wcuid Be Ehé

k*i”ht A regard to any property that is 1ihcome produc1nq,
and i suld ot the markist as 1ncome—prodUL1ng property. ; ‘

AS,fMBLYMAN FLYNN- Would property such  as Motor Vehlcle
battier done - with the income approach; of Would you do a1l

8
' ﬁhfée? Wihat Weuld you dozlf'you were starting from seratch and design-
ureé?  WHat progedure Would yeu- de31gn7 '

MR: MARZELL: I think there are- two procedures, and - I

iHeludsd tie %hihé§;~ Orié Viould be; what - would a prudent bu31nessman do
in beginring & search for space that te would have to utilize for
whatBver His particular purpose? This would basically be alohg: the
aveniie of making a {66kt Lok ‘sutvey from a réal estate point b?*View

‘ W’en 1 mentloned the three dlfferent apﬁroaches, the other

k thHe First one; 1n rregards to . maklng a lecatlon

| ASeEMBLYMAN FLYNN:- That is Whét you would do. 1 suppose if
there weren't, you WOuld have to pay a little more. 'Aé ‘a prudent

iF you want t6 be in a cértain 1ocat10n, aﬁ& you aéh*%

fe 31tes, then you have got to pay what the trafflc bears,e
B the 31te you ‘want:, 1s ‘that r1ght7 ' B ‘ '
MR MARZELL'* That is correct. ; R : 4

o ASSEM@LY“ENAFLYNN If ‘there are- alternate 31tes, %ﬁén“ybu

to
W uld llke to go through brlefly.
ASSEMBLYMAN FLYNN Bkay '
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MR. MARZELL: I have put down five categories, and it is.
attached to the repoft. _ »

ASSEMBLYMAN FLYNN: Is that on'page 3 of your report?

MR. MARZELL: That is correct.

ASSEMBLYMAN FLYNN:  All right, so for the benefit of "the
Commitfée, he is talking about page 3 where it says, "Location Survey
Method. " | - |

ASSEMBLYMAN HENDRICKSON: I have a question. This is not
réally an appraisal report; this is generally what you actually do.
This is your methodology? |

MR. MARZELL:F-That is correct.

ASSEMBLYMAN HENDRICKSON: I want to bring a point out here
that thié is not an appraisal report on the income approach to the 
building in question.

MR. MARZELL: No, I was not asked to prepare a particular--

. ASSEMBLYMAN HENDRICKSON:  Excuse me; you were not asked to
prepare for us an income approach to value. You are not prepared to
give me a gross rent multiplier for that area?

MR. MARZELL: I can give you my opinion based on my
inspection. of the property and what I know. That is correct. But, 1
have not prepared a formal appfaisal report df that specific property. 7

 ASSEMBLYMAN HENDRICKSON: As a certified review appraiser,
can you give me an analysis of the gross rent multiplier for this type
of commercial property in the éreé? Are you familiar with what I am
~asking?

MR. MARZELL: Yes, I would give you a cap rate, a rafe that
one would use-- | ‘ '

ASSEMBL YMAN HENDR;CKSON: FIs there a difference between a cap
rate and a gross multiplier? ’

MR. MARZELL: It is basically reciprocal.

ASSEMBI.YMAN  HENDRICKSON: Well, through one of the"
approaches, yes, but you need them both. |
. “MR. MARZFLL: Right. I think if I use the cap rate--

ASSEMBLYMAN HENDRICKSON:  Don't misunderstand me, 1'm just

looking for information. If I appear that way, I apologize.
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MR. MARZELL: vThat'ls okay. I ecould ‘give you 1nformat10n on
my approach to that part icular property. I~d‘1,dn't ,prok up. spfeo;flcs.,,
ather than maklng\a rev1ew of the area, and I have ‘had discussions'with

varlous people Bukt, ‘my ba51c intent in thle case was to show some

procedure, that would be used, and b331cally what T found when I went .
down tJ 1hpk at that property, and how I think it etands

ASSEMBLYMAN HENDRICKSDN°V I was under mlslnterpretatlon as it
was handed out. N - ‘ o kN o ‘
ASSEMBLYMAN FLYNN: ~John, for the benefit of you“andfithe

Committee, since -this Cqmmittee,is derviGWthvall-the leases and all.

the nrqcedu?es, basically Mr. Marzell is heréfto;tELI us what he as an
'etaert~ﬁeele,wé‘shquld be doing. So that we;jthen,”invour7report -
we're not zeroing in on any one location. R,
ASSEMBLYMAN GILL: That is right.. ;A_" o
MBLYMAN FLYNN. In our report we. want to say,'"Here'a,.’
V~should be d01ng if they are not d01ng it now." Maybe

what the §
they are doing it now, but he's. glv1ng ue hlS expert approach as to
“what the best way is_as Far as he is concerned »
o ASSEMBLYMAN HENDRICKSON: Just to clarlfy 1t I am an I F A,

and a €, R .A. and a few. more,: and that is what I do For a 11v1ng

ASSEMBLYMAN FLYNN: I,F. A What is an I F A2

ASSEM@LYMANgHENQRLCKSON@ Independant Fee apprarser

: ASSEMBLYMAN FLYNN' Okay:, 'S0 the Locatlon ~Survey Method on

pa@e ; R perhaps you could JUSt give us. an overview aof what is

WR. MARZELL: Okay. I broke down the survey into Five
particular steps ' v EEEE v‘. ‘ | .
The flrst step, I would assume would be the advanced plannlng_
that any group would go through before they look for space. That wouldvvv
- be trying to defime the obgeotlwes of rentlnglepage& The other would;'

be defining their particular requirements to suit thelr particular

”<g;1,next' would ibe¢ 8 preparatlon hoff. y0ur ‘looation

One would make a survey in regards “to what areas of
ht need a Motor Vehicle agency, for example -- what area

‘be @ key area? The would sort of establish a primary and a
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secondary location area. Transportation would a130'play a role in that
and availability of space. ' |

The third would be procedures that'théy would use to actually
seek space. 0One would be their own staff -- how many people would they
“need to represent them in order to actually go out and make contact to
find out what is in the market? Thé second would be to rely on other
organizations that would be availablé to give them information on the
real estate market. Those would be brokérs, owners of  property, .
and tenants in a particular vicinity in which they are seeking
property. 'They could also contact builders and developers in the area,
and the tax. assessor is a source of infdrmation; so would the building
~inspector and the zoning board. |

After that type of preliminary investigation and survey, -
hopefully they would have accumulated enough statistical data to try to
seek out where a primary locatlon would be, and what would be avallablei
there, and what mlght be a secondary location if . nothlng could be-
found. ,

They would also have soma statistical information on building
costs, building sales, asking prices for building, and rental‘asking
prices. Also, they would have to deal with some idea of what land
values are -~ what has landfbeen selling for, and what has parking:art'
~ land rentlng for? '

The next thing they would have to do is take that- data and7
try to organlze it, identify the important aspects of it, and then
separate it into categories. | L v

The next step they would try to do, and if you try to analyze
bthe whole thing, is a comparlson—type shopping. They would take the‘
various factors such as locational factors and physical factors of the
building, which would include ita age ahd condition, -ahd‘ various
amenities -- ceiling heights, Floors,bair conditioning, wall covéring
~—fuhctional'utility of . the buildihg to determine if that building will
serve its parpose to the particular needs of the shopper, and lastly;
the economics.  Is this building suffe[“iﬁg from any kind. of c-conomu‘
obadleScence? Is there any excess in the building? - Does it -appear

that the market is going to decrease in value over the next couale of
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ose @t the most

3YMAN FLYNN: - ALl right. Assume you have maybe Four or

- Five sites; and you would thén,vassi@h. a ;in@ht factor.  As Mr.

is @n ideal sites Take the Mayawgﬁf@hbng@r example.
“gh said 1t i an 1deal 51te, 'so on a ‘Falﬁ froin one to ten,

=3~E§ Now, you might have another

5 ﬁ Slx,@r a seven, _How dbhyou%iraluate that with cest per

AR In thlS report, and thlS 13 also ‘the
?b;,ary funbtlon rn‘do;ng appralsals of preperty when ‘we use the market tt
‘ ‘ ;s{and we know that o pr@perty is
We compare them on thelr rental

*propertles.~'

iy répétt on bégéfo; I glve deflnltlons of a llst of

bqu”re foot+ .‘ThlS is ené way that we would begln to analyze the flve

Whlchever one :

le 31tes that we mlght have selectéd 1n ‘the area.

No, 1'@ not. The only knewledge 1 have w1th

that is in regard to the partlcular bu1ld1ng in Matawan.



ASSEMBLYMAN FLYNN: Let's say you have a building that is
doing maybe 500 itéms a day. I think we've got a figure; somebody gave
us a figure of 500 items a day. I don't know if that is a fact or not,
but, that is in our packet. If you assume 500 items a day for an eight
) hoUr day, how many parking spaceé would you need?

'MR. MARZELL: I don't know what an item would be . Would
that be an actual transaction?

ASSEMBLYMAN FLYNN: For example, Mr. Kavanaugh said a man
came down From Linden with a bunch of them. I guess each one of them
would be considered an item. Is anyone here who is an expert in know- -
ing what an item is?

RESPONSE FROM AUDIENCE: (Inaudible response from audience.

ASSEMBLYMAN FLYNN: A transaction. In other words, if I go
down to renew my license, that is an item. I get a new registration.
Is that an item?

RESPONSE FROM AUDIENCE: That is correct.

ASSEMBLYMAN FLYNN: Okay, so if a car dealer goes down with
maybe ten, that would be considered ten items. Is the figure 500
accurate for the Matawan one?

RESPONSE FROM AUDIENCE: It is closer to about 700.

ASSEMBLYMAN FLYNN: A day?

RESPONSE FROM AUDIENCE: Yes.

ASSEMBLYMAN FLYNN: Okay. So, now you know what an item is.
I'm not sure we could translate that into--

MR. MARZELL: How long does it take to put through an item?

ASSEMBLYMAN FLYNN: Well, I guess there is no set standard
unless maybe our experts will be able to tell us there is. If a dealer
goes down with ten items, that is'going to take a lot less than each
individual peréon doing an item by himself. ' J

Does anyone have any figures on what the standard time would
be for an item?

RESPONSE FROM AUDIENCE: (Inaudible reponse from audience.)

ASSEMBLYMAN FLYNN: A twenty minute turnaround. I think
rather than have you sit there and do calculations, I think what we'll
do is generate as much information as we can, put together a fact pack-

age,  and then perhaps ask you to give us a written report based on the

35



fact package : There are too ,many varlables that we don't know off
the top of our heads untll we really talk to the Motor Vehlcle experts.p
‘Yes, 31r7 . : B . ST
|  ASSEMBLYMAN KAVANAUGH You brought Up'ecOnomic obsolescence,
,and as an expert 1n your . field, do you agree that economlc obsolescence
in an appralsal is the exterlor of the bu1ld1ng7
MR. MARZELL : Yes, I do. , :
ASSERMLYMAN KAVANAUGH And, physlcal obsolescence has to do

w1th the bu11d1ng7

v ffMBt MARZELL That is correct. ;Econpmic obsolescence has‘
nothlng to do with the building. . . ~

~ASSEMBLYMAN KAVANAUGH:. Would you have a weighted factor in
the neighborhood influence? 'Wouldrit also be part of the -.economic
~obsolescence or the econemics of the area that would generate some
attltude toward the leasing problem7

' MR. MARZELL Yes, it.would..- ‘ SRR :
ASSVMBLYMAN KAVANAUGH When you ‘make an appralsal from the

“three approaches, at the ‘conclusion, would you~»welgh which of the

- values would be the weighted value for your client? In other words, in
fa“building that'is leaseo, would you give him a cost of reproduction as
the welght, or would you g1ve him the income. of the bu11d1ng, less all
the costs of the bu1ld1ng, as the welghted approach For that building?

- MR, MARZELL I think it would really vary based on specific
‘ requ1rements.¢,' E | y Az. Lo ; | o
ASSEMBLYMAN KAVANAUGH I would give whatever the client
'would request ; ‘. L e ‘ o
MR MARZELL: Yes, I con81der all approaches. ‘Sometimestwhen
vone approach takes favor over the others, I thlnk—-‘ ‘ -
: .ASSEMBLYMAN KAVANAUGH. That ‘is what 1! 'm trylng to get at.

v MR MARZELL: - Right. 1. would say. that usually when we are
:talklng about 1nvest1gat1ng propertles for. the purpose of lea81ng ‘them,
‘the income approach -and the market data approach are the two whlch
would really have more welght than that cost approach. v :

’ ASSEMBLYMAN KAVANAUGH: T have one other question. In 9our

rexperlence w1th your cllents, and 1 w111 say. because oF some experlence
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that I have, each client might ask you to do the appraisal because he,
in his economic bracket, needs a certain percentage of income.
Some buildings will generate certain types of income because they are
income products, and others will do different . things for different
people because of what they need as part of their income in their
investment portfolio.

MR. MARZELL: When I evaluate property, I do it based on what
the market bears. I do not turn to my client and ask him what he is
looking for, if that isvwhat your question is. I don't try to support
a figure for my client. o

ASSEMBLYMAN KAVANAUGH:  Well, no, that is contrary to your
profession. I agree with that.

MR. MARZELL: Right, I'm asked to go out and objectively seek
out value. Many times, a client will ask me, "What do you think it is
worth?" I say, "I haven't begun my investigation yet. I really don't
know." We can talk in terms of ball park, but I think it is dangerous
though. I try to do my investigation and then say, "My work has
resulted in this data, and based on this data, I have drawn these
conclusions."

ASSEMBLYMAN KAVANAUGH: Basically, that is what I'm asking --
that there are many, many times you will have to weigh the income
approach, or you would weigh the income approach just from your facts
-- what you have found in the market.

MR. MARZELL: Right. Sometimes that really says it all. The
income approach really dictates.

ASSEMBLYMAN KAVANAUGH:  That is what I'm trying to get at.
Thank you. ‘ '

ASSEMBLYMAN FLYNN: I have a question. On the last page of
your report, page L, you set forth 1982 Dodge Construction System
costs. At the bottom you've got Gross Building Costs, and you came up
with a couple of - figures. There is one, $33.90, for lighf
manufacturing buildings, and $40.00 for such things as stores and
shops. Would that hold.true in 19837 » ‘

- MR. MARZELL: ' No, not really. First of all, these figures
are put together by a large outfit that reviews thousands of buildings
that are being constructed throughout the country. These figures do
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yary from year to year, and they also vary from building to building.
If one were to review the bids on any particular project, there is
always‘variance‘among the builders., You - could have a 10%, 15%, 20% or
even a 50% - variance in bids when people bid on a proJect. These are the”
rules of thumb prlmarlly. : . : L
' ASSEMBLYMAN FLYNN Let’s take, for- example, since you‘said a
you are familiar. w1th the bu1ld1ng in Matawan, all the costs u51ng the l
most recent cost estlmates to- build it from. suratch., _ o
‘MR, MARZELL:l My oplnlon, after rev1ew1ng the bu1ld1ng,
that humber one,'it is'not‘a“typical offlce bu1ld1ng as of last Weekl
when 1 1nspected the bu11d1ng It would fit more in line with a retail
or commerc1al store. type of bu1ld1ng, wh1ch would be air cond1t1oned.
1‘That is another toplc 1n 1tself as far as the amount of. tonnage they
are ut1l121ng ’ : . . r; e o
| I felt that the bu1ld1ng, 1‘F~it were replaced today, would
~ probably cost in the: v101n1ty of $45.00 per- square foot. That dOBS’ﬂOt
1nclude value.l Those are’ 1mprovement values only - Fhat also does not
1nclude any personal property, whlch 1 would con81der the large counter
that was built. That actually blsects the 1300 square - feet into two
separate sectlons. , : :
“ASSEMBLYMAN. FLYNN: ‘?A,l.l' right. Wlll you ~m,u,¢1':t\_ipiy' that? T
"~ don't have a calculator. o v f o 3
' MR. MARZELL: I think 1t comes out to $58,500:
ASSEMBLYMAN FLYNN: To build it brand new.
MR. MARZELL: el RTINS
ASSEMBLYMAN KAVANAUGH: Does that include the land?
© MR, MARZEUL{ ~N@, that 1s only the phy31cal 1mprovement -of .
the building. =~ Lo _ o ‘
) ASSEMBLYMAN FLYNN: ' How much land would you say would be

: - Yes.

r‘v‘neoessary ‘to support the structure that you "ve. seen?

‘MR- .MARZELLf‘ ‘HWithout - go1ng inte the ‘item aspect that We were

ont -of the bu1ld1ng A‘Few of - those

spaces were for handlcapped but they. totalled out. to elghteen spaces
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We have a 1300 square foot building. It has been my exper;
ience that for office buildings, a ratio of four to five cars per thou-
sand is typical. This, again, is not an office building. This is a
. specialty use Motor Vehicle building. The building itself could fall
in the range of some type of commercial operation.

So, let's assume that we have eighteen parking spaces to
serve this building, and allotting approximately 350 square feet per
space, when we multiply that out, I would feel that a 1300 square foot
building, as this building is, would need a total land area, including
the land under the building, of not in excess of 8000 square feet.
That would be total land area neceésary to support the facility as it
was when I inspected it.

ASSEMBLYMAN FLYNN: All right. In that area, and I don't

know how you want to define the.area -- whether you want to define it
by county, town -- how would you tell us what square footage in that
area is?

MR. MARZELL: My preliminary investigation really did not
delve into other rentals. I did make some contacts to get some infor-
mation as to what was actually taking place in the area.

A few of the questions I. asked were, "What other space is
available in the Borough of Matawan?" I talked to a party who owned a 7
building on Main Street, which is about a mile from the location of the
subject property;v It was a medical building, and there was 1500 square
feet of space available. Now, a medical building, which is more along
the lines of an office building, is also specialized space. I would
say it would have a higher value than this particular building in the
condition that I found it upon inspection. They were asking $85,000 to
sell 1500 square feet as a condominiﬁm. They were asking $950 net as a
rental value.

" On the same street as fhe subject property, Route 34, just
south of it, was a brand new shopping center which was under construc-
tion. It is due to be completed within the next two to three months.
They are asking $12.00 net for brand new space in the shopping center.

Those were the prices that I was quoted, but I didn't go into
any further investigation other than asking. .

ASSEMBLYMAN KAVANAUGH: When you say $12.00 neﬁ, what is that

net?
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MB. MARZELL: Twelve dollars net would mean that this is the
“income that is:paid for the spacebto the owner of'the.property The
‘>tenant would have to pay other costs, such as ut111t1es, taxes, and
sometlmes tax escalatlon. S It really varles ‘ ' '
| ASSEMILYMAN KAVANAUGH. S0, the $12. 00 net a mlle away is the
same net that we are talklng about at a very good locatlon at Route 34
and Broad Street ';‘m;‘ o ‘ S : ‘, o

MR, -MARZELL: Numb-e?' one, the $12,00 me.t' was an asking price,
‘but what they actually come down to when they negotiate, l don't know{
'But th1s was For a brand new shopplng center, not- a 15-year old build-
1ng. It had all the amenltles of "a modern shopplng center / lhat was
one figure that was quoted. . : ' | _

ASi MBLYMAN KAVANAUGH , Heayy traffie ;anq -~all vthose other
MR, ‘MARZELL’ It was on Route 34 1n the southbound lane The -
subjeet property is bas1cally 1n the northbound lane. , o _
' i IpYMAN KAVANAUGH" But 1t 13 not as Ldeal. For example,

‘@gee drl.v...g m ‘an.q
ing their motor

» 8s an appra1ser, had tou

with -a great number of cars and pay $12' s O .gO to .an area,‘
‘whlch as a bu51nessman, I ﬁeel is ideal, for $12 088, whieh would youb
: take7 ' ' - : B

MR.'MARZELL.[ 1 wouldn't take‘either. l‘certainly wouldn’t

»talkrng, T think there are certaln good pol ts about t@ls bualdlng.

Number one, it is mot in a shopping ¢

‘have thls trafflc.

»It is not'a storefront

lut, 1F I were to look at - the bu1ld;ng very qu1ckly and take
‘the cost to bu1ld that bu1ld1ng new, ‘then take the land cost, I would
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- have to try to figure out what a prudent inveétor would want for return
on his money, based on the economic market at that time. Attached to
my report I included some of the stétistics on the prime rate.

But, if we made an assumption that at the time that a

particular investor or an owner would want to make a 14% returm on his
money, we would come up with a net rent below $9.00 a square foot.
; If 1 were seeking space, right away I would say, "I'm not
going to pay $12.00 net, plus other tack ons, if ‘a 14% return would
show a figure below $9.00 net. If I liked the building, I would
negotiate it and try to bring it down to what would be reasonable. I
would compare it to other rents in the area.

For éxample, this is a 15-year old building; it is not a-
brand new shopping center. A brand new shopping center draws basically
commercial enterprises, ahd they will pay a much higher value to be in
a shopping center. These people are trying to captivate that market,
and they know that that market will bear $12.00 net. If I were, let's
say, Crazy Eddie's or some other particular commercial operation, it
would be worth it to me to pay $12.00 net or even $14.00 or $15.00.
But, a Motor Vehicle agency wouldn't want to necessarily locate in a
brand new mall. L ‘ o |

On the‘othef hand, for a medical buiiding and professional
building in town, with all the amenities that most of the nice
professional buildings have, they are talking $9.50 net for a building
which is almost the same age as the subject property. The only feature
that the subject property has over a medical building is that this is a
free-standing building as opposed to being in a multi-occupancy build-
ing. :

ASSEMBLYMAN KAVANAUGH: With a single purpose.

MR. MARZELLﬁvaight, so that would a difference.

ASSEMBLYMAN FLYNN: Before we go on to another question, I
-just want to tie this one question up. We got off on a tangent. We're
trying to find out what 8000 square feet of,lénd is worth.

MR. MARZELL: A1l right. I didn't go into a land investi-
gation, but if one were to review the assessor's tax card and make the
assumptioh that the assessment on that card is correct, that the

assessor evaluated the market value for land sales, they were saying
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‘ MR. MARZELL: I would say that the bestkpractice would be
that once they determine the number of spaces they need, then they
would make a review of the actual land area that they would need te
~,support that. But, I think it should be specified either  as parklng
seaceevor:by a leaps and bounds descrlptlon that you will utilize so
many square feet of a subject Iand area, and then you would have some-
one go down and measure it to give you a meets and bounds description
‘1oflthat area, if that can possibly be done. ’

‘ If that can't be done, or if the owner will not do that, then
you should have the owner epecify exactly which spaces are involved and
if they will be shared in common or be marked spaces.valh other‘words,e
will they be private parking? |

 ASSEMBLYMAN GILL: Do you - know how many spaces, how many
square feet, and what the acreage was in this particular lease in
Matawan?

MR. MARZELL: 1 knew how many. spaces there were.

ASSEMBLYMAN GILL: I know how many ‘'spaces there are, but do
you know how many are in the lease? In other words,--

'MR. MARZELL: I did not see the lease.

ASSEMBLYMAN GILL: The 1mp11cat10n is that this entire parcel
“of qround has "x".number of square feet._ You: only need "x" number of
square feet. Do you know, for example, what the lease ealls for? Do
you know,‘for example, that it just might say that what we need, what
is in the lease, and what we are paylng for is ony elghteen spaces?
‘_Forget the rest of it. : ‘

MR. MARZELL: When I met w1th Speaker Karcher, I was not
given the lease, and I was also told that there was nothing in the
lease with regards to parking, so I inspected the property.‘ There was
‘'no recording in the‘tak assessor's bffice, nor did the gentleman who -
ran the Motor Vehicle agency know how many_spots were given, other than
the fact that he was told that these eighteen spots were being etilized
by his- building. | ‘ o

ASS IMBLYMAN GILL: I appreciate that, but the implication is
that theye is a lot more space out there lthat is going to waste. - Do we
know that for a fact?

MR. MARZELL: I don't know that for a fact.
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'lMBEYMNN GILL: lkay. Let me JUSt ask youya broader ques—“'b

‘that 1s veryi

in eff‘ht{ a. gl

3eh 'e1here 1s, _1de11ne,

Ml:State owned spaces7 . L v
| MR. MARZELL: Absolutely.v-

ASSEMBLYMAN GILL Do you happen to know what was used in thenfnf

past by the prev10us Speakers to regulate what should be approved and ‘
‘what should not7 v 5 B U P L ’
v MARZELL' 1 don't know ‘what was used but some- of the

*had done‘ was,
I‘think they had three or four

It showed var10us~rentals of $17 00 $18 @B $19 00 per :

fsquaTe Foot but that‘has nothlng ‘to - do w1th market value when you are

'_ 1 t@ey”eﬁt and - 1nvest1gate propertlee, JUSt llke “a real

‘d6es ‘or any person seeklng space.

'”sxgnlng 1eases f0r7 What is: avallable7 Why?are there d1"-f'erencesf7

| ?MﬁN“GfﬂLé"I?havefﬁﬂsit@ne*&astf@uestipnu,?isnitﬁfair‘

s “much without 1ooking
“Fhink you ?haVe‘%tot,reaLLyb

ASSEMBLYMANaFLYNN ﬂssémblymsnﬁmatnroé? -

A

s that were’ glven to fiie to rev1ew had to do w1th the State s evalf-: CIES

they used other Motor ;,1"

‘Thls team should go o



ASSEMBLYMAN Mc ENROE: My only comment is that I am very
pleased with what you just said because I think that is the crux of the
discussion. I think Mr. Marzell's testimony is expert testimony, but I
wonder if it is relevant to the Committee's inquiry. I just think it
should be directed to the Department of Property Management with the
recommendation from this Committee that it is important material which
should be looked into very thoroughly.

" Your final comment dealing with reviewing the value of real
estate with people in that area, I think, makes a lot of sense. I
still think we should get into some qUestionS that prompted this--

ASSEMBLYMAN FLYNN: -Well, that will come next.

ASSEMBLYMAN Mc ENROE: Okay.

ASSEMBLYMAN FLYNN: I have one last question. Do you think
that the kind of review by a team should be an in-house or an out-of-
house consultant type thing? Which would you recommend?

MR. MARZELL: That is a difficult qUestioh, and that is my
profession.

ASSEMBLYMAN FLYNN: Assuming for a moment that you will not
be the out-of-house consultant--

MR. MARZELL: I think what should be done is, you should have
an in-house staff who will coordinate their effort with outside
people. They should definitely rely on outside personnel, but to say
that they should totally rely on outside personnel or one particular
party on the outside, I don't necessarily think that would be the
answer. I think it should be a coordinated effort.

ASSEMBLYMAN FLYNN: How much time would be required to do the
kind of job that you have laid out in your location survey method -- to
do a proper job? How much time would be required?

' ASSEMBLYMAN FLYNN: Well, like I advised some large companies
that were giving four months to determine'whether they wanted to renew
a lease or not, I would say that for this particular thing, you would
have to give yourself six months to a year-- I would say at least a
year before your lease comes up. ' '

~ ASSEMBLYMAN FLYNN: I'm not talking about that. I'm talking

about the actual man-hours to do the right kind of job as yoU've
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’suggested. How ‘many man—hours would 1t take7 _1ijhqt:télkingfabout_\’
'the length of tlme, but the man—hours7 i R :v., ‘.“b “ vh"f. '
o MR;' MARZELL. 1 “would have to calculate that ‘l,‘really” -
haven 't come up with' the-- s e iy , .,i - e
: ASQFMBLYMAN FLYNN: We re talk1nq hundreds of leasas, and we
.lihave got to talk about the real world i 1he State hab 'x"hnumber oF'

- employees, hundreds of leases i number of dollars, andl l readi

:mllllon worth. of leases to do, and nobody has”the t1me to do an on—31te

"vlnspectlon because they don't have the personnel , So,twe have got to

”~.tdea1 in that Framework._,f

‘ ,,- Just glve me’ an estlmate. eHow; manyn*hours“:ﬁ:‘ten hours,
twenty hours7 ik ST e e
MR, MARZELL.,;egr}pfopgptyv

|  ASSEMBLYMAN FLYNN:  Yes,

right'job; IF you don't want to be p1nned down today, g1ve us some .

‘per property,bln order to do thes~h

,?thought and supplement your report, because we may - be g1v1ng the'

depart”ent a burden that they can't handle unless we glve them mllllonsvf

‘MR"MARZELL I would 1ike t.'give»it some*thought and‘try to

’come up. w1th an answer. That 1s why I‘also ‘say - that 1t ghould be a

.1If you turned to out31ie ‘people who do this dally,

“and that is’ the1r bus1ness == real estate brokers,:developers == they'

lwhere' wh re . the Dlv131on of Vocatlonal Rehab1l1tat1on has $75""’

‘are ‘out the1r EVEry day.' They know ‘their area.: To turn to rellable o

»'peqple the. out81de who fare 1n contlnual contact w1th thelr’“»

d ' in=house or

rvise the <

‘How do you deal

*with parklng7 When you Te dolng the appra181ng,.ai,*you?bring in'the-'

c e’insaeetibﬂ~statlons~; If you QOfthenevgn-the eighth .or the

ninth or the tenth of ‘the month, you can drive right ‘in, -get yeur
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emigsion test, and drive right out. In most cases, I'm sure you would
take into account-- Maybe you could give us your opinion on that. What
do you do in a case at a Motor Vehicle agency where, if you chart  it,
you see 700 units there for renewal as you get to the end of the month?
This is not a budget-item that is evenly divided throughout the‘month.
You're probably going to see 60% of those 700 units during the last
week of the month. What do you do regarding parking places in a case
like that?

MR. MARZELL: Again, I'm not clear on the exact number of
units or what that means, but--

ASSEMBLYMAN KAVANAUGH: Every transéction. I'm talking about
everytime they ring that cash register when someone comes in to renew
his license. That is a one-unit transaction.

MR. MARZELL: One way to begin is, let's assume that the

average time of a transaction is fifteen minutes. Let's just use that
as a--

ASSEMBLYMAN KAVANAUGH: Well, they use twenty minutes.

MR. MARZELL: All right, twenty, so that means in one parking
spot, you can service three people per hour. Then you would multiply
. the number of parking spots by the numbervof hours in the day. This
would give you some idea of the capacity for those transactions.

» I don't know what you would do with overflow. I'm not
familiar with the Motor Vehicle agencies throughout the State. I've
never really made any investigation into how they handle their parking.

ASSEMBLYMAN KAVANAUGH: This is a unique operation. It is
something that is easy, and certainly you have the expertise in your
field. It is the same as I said earlier; it is location. If it is a
mile down the road or wherever it is, what they will do is, they will
put more people'at the counter during the last week of the month. So,
you may have eight people working. If you're doing three transactions,
that would give you twenty-four transactions going at the same time.
This is- one of the reasdns why you have to have ample parking, and that
now brings cost up when you're talking'about leasing. Youbdon't need
that.

You can buy a place at $12.00 per square foot with four

parking places, but it is conceivable when you are talking about a
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agency and really' loqdlng 1t up, you may need 200 parklng.

I thmk one queetlon w’ou'ldvbe, ,ia it -

Fo,r example, most '

And, you* ‘ve wrltten letters to the

5',,.;{,_, ,'a'i,_\glhat the hell are we: dmng in the State ef New

out. asg fast as I could.

2 We want e‘,_,_clency in, the operatlon.

L was, at the building, I spoke: w;th a:

n-car parking,. and he: f‘ound that it was,
" He, Was.. proud ofi the. bu1ld1ng,

‘%v,lng, 1ts purpose, and there. were: ne:

¢ parking.. . At
the'» e'igh-tceem cars; |
_' If it

- 48
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MR. MARZELL: Yes, and then I would try to figure out how
much more parking is jﬁstified. If we have two heavy days of the
month, does it justify us spending another $10,000, or would it be
better if people who don't want that lést minute rush to spread their
time out over the month for renewals or whatever else they would
utilize a Motor Vehicle égency for?

ASSEMBLYMAN FLYNN: All right, are there any other questions
of this witness before we go to the next witness?

ASSEMBLYMAN  HENDRICKSON: I have just one question.
We've been talking parking space here, and we seem to be awfully
oriented toward parking and the size of the spaces. From your
experience, have you gone into Matawan's zoning ordinancés which say
that each building shall produce so many parking spaces as long as it
is a permitted use?

MR. MARZELL: No, I haven't, but every town has parking
requirements, and they vary based on their use. This property, I
think, is commercially zoned, so therefore, they would establish how
many cars per square foot of building they would allow. v

ASSEMBLYMAN HENDRICKSON: Therefore, that would have to be in
the lease because of the local economy or what we know as home rule.

MR. MARZELL: Yes, to be within the =zoning ordinance  law.
That is why I mentioned that one would also consult with the zoning
office, as well as the building inspector and the tax office.

ASSEMBLYMAN HENDRICKSON: That hasn't been brought up in all
the testimony. That is why I'm trying to make a point of it.

MR. MARZELL: Yes, I think it is important.

ASSEMBLYMAN HENDRICKSON: . In this particular case, we have to
meet the local ordinances on how many spaces must be provided. So,
when we talk about leasing "x" amount of square feet of property, we
have to lease "x" amount of square feet of property to meet the local
~ police power. Is that correct?

MR. MARZELL: That is correcf. I think taxation also becomes
another problem. I think that if you are taking a piece of property
that is assessed as six acres of land and there are 25,000 square feet
of building, but you are only utilizing a 1300 square foot building,

and you are only utilizing so many square feet of land, you must make
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. spec1fied VETY clearly.- REE o v .
MR MAR?ELL 1 wasg u31ng $45.l0 per Square foot based on- my”
Judgment biit 1t is true, and I tHlnk that every cost manual, whether—~

I have four or flve that I reviéws 'Some are better than others 1n'1

?ihééf érﬁﬁﬁds

Eéﬁﬁ' Grie 1ncorporatés dlfferent lféms in a lefeIent way

tural and englneerlng fees

ASSEMBLYMAN ‘HENDRi“*

: V"«.Alség, would ;ydu_‘7sayf:'that
M,‘aﬁt_bé;:a~ little

its can tell
‘a copy of the actual‘

g~spaces in thereVr
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CAESAR IACAVONE: My name is Caesar lacavone. There is
no lease becaoee we can't exeoute a lease without actual signatures.
The proposed‘,lease gives us fulli’uae of all available parking
associated with the site. That means we have access based on actual
physical measurements made by'me personally of 1.84 acres. You can
park. approximately 159 cars in that area. Given the volume at the
beginning and end of the month of the Motor Vehicle agency, I can tell
you that that should be just about adequate for peak‘operations.
| We have a situation down in Vineland where we have a'building
with'forty‘parking spaces. We're gettingicomplaints¢by the Chief of
Police and the local neighboring commercial businesses because we're
using op all the parking. Parking is essential to accommodate a Motor
Vehicle operation. o

By the flgures you were throw1ng around before, based on the
volume of transactions and ‘the number of people, I get a rough
calculation that came out to a minimum. If you averaged it out, it is
~eighty-eight parking spaces on just a flat rate. That does not allow
any leaps and bounds. , | . ’

ASSEMBLYMAN FLYNN Eighty-eight at one timé?

'MR. IACAVONE: Yes. | o - |

ASSEMBLYMAN FLYNN: Where was this? There is something wrong
with those figuree. I've been there manyvtimes, and there are,never
eighty- e1ght cars there. . Maybe the twenty—minute flgure is Wrong,
because if somebody comes down from L1nden w1th ten, that throws that
twenty—mlnute figure way off. » |

‘MR. IACAVONE: Plus you have your leaps and bounds. -

v ASSEMBLYMAN FLYNN: All right. We re 901ng to get into thatv

in- depth I just wanted to find out whether or not the proposed lease

had a specific number of spaces. , S
‘MR. TACAVONE: As a matter of fact, if the volume was such in

the agency, the way the lease is designed, we: could break it if the
owner could not accommodate the parking volume. In other words, it
says "adequate parking for staff and visitorsQ" There is no limit. We
have full use right now of 1.84 acres. If ‘that would not accommodate
our volume, he would have to move back his Fence and.clear. more of that

six-acre site to accommodate our parklng needs.
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ASSEMBLYMAN FLYNN: Thark you. Are there any other questions
of this witness? | S S -

'ASSEMBL YMAN 'KAVANAUGH I have one quastlon before you
>1eaye. What do yeu. think of Speéker Karcher's method of appra1s1ng
that he spoke about this mqrnlng? Do you th;nk he‘has any pOSSlblllty
of beCQming an appraiser; or should he stay an attorney?

MR. MARZELL: I think he would be a marvelous appraiser. He
really seems to have an understanding of the market: 1 krow From
speaking with him and ffom his experience as an attorney in the tax
courts; he has been éxposed to & grégt‘dééi‘of real estate debate by
expert witnesses -- appraisers on bqth‘sides of the fehce. I think
that after that type of exposuré, and his own working knowleédge of real

estate, he would certainly qualify &s an sppraiser. His opinion would

be a fairly valid opinion. o
, ASSEMBLYMAN FLYNN:  If there are no other questions, we'll
call the next witness. Mr. Lev1tt7

Mr. Lev1tt w1ll you raise your right hand please7

 WITNESS, BEING DULY SWORN IN, TESTIFIED AS FOLLOWS:
ASSEMBL YMAN FLYNN: - What s your  first  name?

STEVEN LEVITT: Steven.
- ASSEMBLYMAN: FLYNN: Steven?
© MR. LEVITT: -s;t-gav-e:ﬁe' | : |
A :EMBEYM#N}F&YNNF DO you. have anythln’twrltten for us?
| MR“'LEVITT5‘ Np@ I didn't know you needed: it.
, ,'ASSEMILYMAN FEYNN; ALl :Lghtm: Slr, will you glve us your"
background7 |
M&,

”“aduated from Ohlo Unlver31ty W1th a
*”tratkon in 1966« E attended

1g¢1n 1967, and stayed there untik
nick: Welsman, Stern, Degser,



From 1969 unt11 1976, I was practlclng only tax accountlng.
: I was in the tax department of one of the large publlc accounting firms
in the State. Since 1976, w1th‘Hannlck Weisman, I have - really been
specializing in tax law. . _

| ASSEMBLYMAN FLYNN:  Does anyone want to ask him any
questions? . . ’ v
 ASSEMBLYMAN Mc ENROE: You are a member of the bar, aren't
you? ' o 7' . - o
MR. LEVITT: Yes, I am a member of the bar, and I am a
C.P.A. in New jersey. ' » ,

_ ASSEMBLYMAN KAVANAUGH:>,Does your firm and Mr, Karcher's firm
work together? ' | .
MR. LEVITT: Not that 1 am aware of. There may be a matter
here and there, but there is no-- } . ' , o N ,

ASSEMBLYMAN KAVANAUGH: I‘am only asking that question just
so that we can have it clear in case there is a conflict. :v

ASSEMBLYMAN FLYNN: That is a good question. Are there any
other questions? Yes, Assemblyman Hendrickson? | :

ASSEMBLYMAN HENDRICKSON: Have you handled many leases 1n the -
area that we are talking about regarding the subJectuproperty?

ASSEMBLYMAN FLYNN:  We're talking about the State> of . New
Jersey now, John. We're not talking about any one spot or any one
county. . o
ASSEMBLYMAN HENDRICKSON: I understand, but again, I'm
‘interested in the area that we are speaking of and the particular
leasing bperation that we're trying to find out all the information
that we possibly can. Are you familiar with the leasing operations in
that area? '
, MR. LEVITT: My experience has been working for land owners
. and for tenants, not within the State of New Jersey in connectlon w1th
their leases, but in the tax aspects of any leasing transactions.

One relevant piece of information may be that my firm, and
imyself in .particular, as to the tax aspects, represehted'the State of
New Jersey about a year ago in connection with some safe harbor leasing
for the-- v |

'ASSEMBLYMAN FLYNN: Safe what?
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MR. LEVITT: Safe harbor leasing for New Jersey Transit, and
the trahsaction where they sold and leased baek some'rolling'stoch to
_the- Llpton Company .. B B . | B
' “AiﬁEMBLYMAN GILL That 1s equ1pment, not land. ,
"MR, LEVITT: No, but my expertlse is in’ the tax area, and

that is what Spesker Karcher had-‘asked ne_to come and talk to you
 about. L ,z': S v ;
ASSEMBLYMAN FLYNN The purpose of your belng here, as ;I :

tren§act@an§;' IS that rlght? |
i MR LEVITT Yes, 31r.:v
SSEMBLYMAN FLYNN: That ‘is ba81cally the scope of hlS
testlmony, not to delve 1nto any spec1flc 31tes or that sort of thing.
ASSEMBLYMAN HENDRICKSON Regardlng the tax benefits that

accrue, woqldn‘t yeu say that dependlng on. the investor hlmself and his

’1nc0me and what he 1s actually leoklng for, that that would all be part‘

of that? ST - A -
l MR LEVITT when‘yeuyeay[thesihyeetpr, do you mean the land

| ASSEMBLYMAN HENDRICKSON: The investor would be the actual

owner/operater. T S - '

'  MR. LEVITT: Absolutely. 1 agree. RS

 ASSEMBLYMAN - HENDRICKSON: And, that each investor may have

to, for one reasoni or anptherz‘ haye;anﬁferentj.reguests on  his

;percentage of return. :
MR LEVITT Clearly. T think the parameters are set by what
is. available anthﬁ marketplace, and: what more or less. becomes the
. market rent.. SRR . EE
- ASSEMBLYMAN HENDRICKSQN# The market is basically, what would
be the ultlmate. 'f'-'i hs t . ‘ _ » -
| MR, LEVITT: I believe that is coprect. |
ASSEMBLYMAN FLYNN:.  Tell us, in. a real estate transaction
where a, landlqrd owns. the. property and: the State ‘leases. the: property,

“what tax benefits. accnue at. both. State and Federal levels.
| MR, LEVITT: T think to put this, in perspective, you. should:
understand. that my experience is that the. tax benefits. are probably one
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of fsur different avenues that a land owner is looking for -- his
benefits, his return. . | '

Number one, obviously, is the cash flow from the prdperty.r
~ Number two, before he gets any cash'flow, part of the income on the‘
property is being used to amortize and pay off the principal of the
debt. The reduction of the debt is clearly a benefit. Number three
would be the increase im the value of‘the property over the time that
he holds it, which you might refer to simply as the inflation aspect.
The fourth part are the tax benefits. | . | -

Tax benefits are clearly quantifiable, clearly sslable, and
clearly worth something as evidenced by the New Jersey Transit
transactions over the last few years, Wthh I referred to earller,
where they are selling only tax benefits. People are paying dearly for
these tax benefits.

There are two types of tax benefits if we break them dOWn.
They can be broken down into roughly what you can all deductions and 
what you can call credits. For dedUctidns,_the mechanism‘is simply,,if
1 have a dollar of deduction and depending on my bracket -- for our
example purposes, assume I am in the highest marginal bracket of 50%.
If you give me a dollar of tax losses, that is 901ng ‘to save me or
reduce my tax liability by 50 cents.

Credits, on the other hand, are a 31mple offset agalnst what
would otherw1se have been my liability to the Federal government, and‘
in some 1nstances to the State government. ‘

Deductions can be  further broken down into items which are
immediately deductible -- wutilities, maintenance and repairs -
immediate deduction in the ‘year incurred'or”paid, depending on your
accounting msthod. There are other deductions‘ which have to be
capltallzed and written oFf over a specified period of years.

Buildings, for instance, under the new rules since 1981, can
be depreciated over fifteen years., Air conditioning equ1pment, whlch
is a principal piece in'what‘we are talking -about, . has a five—year
write-off period. Some other furnishings mlght be flve years. -

| iThe’-credlt mechanlsm,' the 1nvestment credit, is a pure

reductionvin the cost of what that propsrty‘cost ybu. For instance, in
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the case df the air conditioner in the subject lease, if the air
cghqipipne; cost $7500,'and I'm not trying to pick the numbers out of
here just by close example -- if it cost $7500, there would be a $750
ihxgﬁtment credit available to the owner of that piece of equipment.
That $750 would be to his benefit to the extent that he could offset
‘hiﬁthher t%%'ligbility— It does not have to be the tax liability that
leWS'Qyﬁ of this lease. It can be any tax liability that he has.

© ASSEMBLYMAN FLYNN: Is that over and above his annual
depreciation of the five years? | |

| MR. LEVITT:  Yes, over and above his depreciation. The way
the mechanics work, Mr. Flynn, is that to the extent that you élaim
dééregiatigp of an investment credit of $750, it reduces the amount
thét you are allowed to claim as depreciation by 50%. So if it cost
him $7SDO% he would have to take $375 off the $7500 number, and then
claim whatever the balance is -- $7100 plus, as depreciation over the
remaining five years. | |

© ASSEMBLYMAN FLYNN: ALl right, we'll use that ss a good

hqu@hétical example. -- a $7500 air conditioner, with a five—year
~write-off. Is that right?

MR, LEVITT: VYes.

ASSEMBLYMAN FLYNN: What does that translate into in terms of
a benefit to a landlord? - »

MR. LEVITT: There are two elements. Number one, there is an
1nvestment credit of $750.  Number two, there is rough $3600. of tax
savings, assuming a 50% taxpayer, but $360@ in tax savings over the
five-year Writeroff period, plus $750. during year one as a credit, is
$4350. |

ASSEMBLYMAN FLYNN:  But, if the State in its leases for
renovations is paying for the air conditioning unit dollar for dollar,
do you‘think_that that‘practice.should change?

MR, LEVITT: Yes, I do. |

ASSEMBLYMAN, FLYNN: What factor do; you think the. State should
plug in in terms bf thg tax benefit to the landlord. using thg‘ajp
qgndi@iqngr as. our. hypothetical example? Should the State ask for the.
whplg_$42001QP‘$Q300;DQCK“0f of f of the total\$75!0 hypothetical price,
or should it ask for half or three-quarters of it back?

MR. LEVITT; This is a function of negotiation.

56.



v ASSEMBLYMAN FLYNN: All right, but what would be a fair-- You
know, you're saying that one day you'fe negotiating for a landlord and
one day you're doing it for a tenant. What would you deem to be a fair
factor? . ' ‘

MR. LEVITT: I guesé:neither of the extremes would be viewed
as fair, but some place in the middle. .Frankly, when negotiating these
transactions, fairness plays a role, but one is always attempting to
negotiate'the bést possible deal for whichever side of the fence he is
on at that moment. '

The part where I think I can help you most is exactly in the
improvement area that is part of this lease. Let me address the main
part of the lease and set that éside quickly.

‘The depreciation on the building is clearly a functibn in
‘what an owner would like to get as a return on the building. There is
absolutely no question in my mind that he is looking to all four
features that I mentioned earlier. ' | |

What becomes an overriding Faétor will probably be what has
surfaced in the marketplace as a fair rate of return. For example,
there are many landowners at this point who would be very content to be
able to get what is referred to as a 14% cash-on—cash return ‘on real
estate. If they put in $100,000 of cash, the would like to see $14,000
a year of cash return. » ‘

I assume that that 14% number has already consumed the
benefits of depreciation, éppreciation, and amortization, and that is
kind of a benchmark, so I think we can sum up on the actual part of the
building by simply saying what your previous witness had to éay in
terms of market value of a piece of real estate, and that is where you
should be focu31ng.

The improvements present duite' another problem. What  you
have got in the 1lease that Speaker Karcher outlined to me is a
situation, and I'll use round numbérs rather than specific numbers --
you've got a situation where roughly $20,000 of improvements are going
into this lease. The State is péying back the $20,000, plus 18%
interest over a five-year period. In essence, what I believe has
happened>fr0m thevpoint of view of the landlord, the real estate owner, .
is that on his $20,000 investment, he canvbe'viewed to bébreceiVing 18%
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1nterest plus‘S'm}’ The 5 )% 15 the element'of the. tax savings that
appears to be completely ignored 1n thls lease arrangement.v

Let me go “back and see 1F I can explaln that 1n terms of what
I sa1d earller, The $20,000 that wentglnvls going to be written- of f

over that five- year‘period at different times. . Some of it
ten off entlrely up. front, some of 1t will be wr1tten off
rateably over five years, and some oF 1t will not be wrltten off’
rateably over flve years.r But, by the end of that F1ve -year perlod,
the ent1re $20 BDI will be clalmed as a tax deduotlon. Assumlng 509
tax brackets For the landowner, that $2@ 000 1s golng to save him
$10,000 in income tax. _ o

, That is what . I meant when T sa1d that he got his money back
oﬁv$2 800, plus the 18% 1nterest that is stated plus 50m.v That , 1n:'

., 1s, a pretty good return. That totally 1gnores, and from a

oint of v1ew of conservatlsm, the 1nvestment credlt, whlch l'll come

rack to in g second and; show you: how I think that plays into this
lease. It also. totally ignore salvage value that m1ght ex1st at the
gend oft the fi %years. , - o
AS “MBL: YMAN %LYNN What'do you mean: by salvage value7
MR, LEVIERT: Salvage val

those. 1mprovementszare at the. end of flve years. Br.bably the: correct

ue: can: be v1ewed as: what the: value of :

t of cry's't’a‘l’ bal*‘l‘i;ng‘f

" be'worth at" theiend of the term, because: really“

Then: apply the formulazI descr1bed to you. The:

transactlon, and the4 one: that comes ea31est to mlnd 1n th1s one,

ent credlt -~ iny other wordS\ the credlt that the landowner gets;'

paying. back the $75. wh1ch he already got from the: Federal:

government but the: State is: paylng 18 “interest: on that $750 Soj;. in:

-essence;. what it appears to: me: has; happened is;y. the“ landlord9 isn't:

readly. out: the $750;. but: yat the State is: paylnq h1m back $750, plusg:

inter st.
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As I mentioned earlier, these are points that are all the way
over here. I believe your lease is all the way over on the left. The
real world being what it is, a negotiation will not result, in my
experience, on either the far right or the far left. Ffor instance, the
landlord could rightfully say to you, "Well, I don't get tax benefits
at a 50% rate." He could say this for whatever reason -- whether he
has reduced his income through other means or he just doesn't have
enough income to be in a 50% bracket. That is certainly a valid point
that he can make to you, and what is certainly a valid point is just-
the straight negotiation of what one thinks he should be getting.

ASSEMBLYMAN GILL: Mr. Levitt, could you add to that the
possibility of double depreciation of the IRS that we talked about in
the past? |

MR. LEVITT: Are you referring to the double-declining

balance?

ASSEMBLYMAN GILL: Yes.

MR. LEVITT: The double-declining balance is a method for
depreciating personal property on an accelerated basis. In other

words, by comparison, a straight line would be if I took $5000 over
five years, I would take it rateably at $1000 per year.
Double-declining balance would result in a front loading, if you will,
of the depreciation deductions. Instead of winding up with the
straight line of $1000, you might wind up with $2500 during year one
and come down on a curve, and by the fifth year, you might only have
deductions of $200. It is a method of front loading depreciation
dedUcfions in which the Internal Revnue code is really the example  of
how the use of money is a factor in the real world. A dollar today is
certainly worth a lot more than a dollar you are going to give me five
years from now, and the double-declining balance of front loading
depreciation is a perfect illustration of how that works, because your
‘deductions comes out sooner.

ASSEMBLYMAN HENDRICKSON: Could I ask you a question on
that? Won't that come out perhaps a little uneven at the time of sale
or on the reciprocal on a band of investment? At times it does catch

up, and most times it catches up on an escalated--
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MR. LEVITT: What happens in, and what I'l1 refer to it as
the tutnaround -- if I'm depreciating an item over its life, over what
mlght be v1ewed as its taxable life, I'm getting ordinary deductions
over that period. When I sell the property, I've got to pay a gain,
but that gain, Hopefully, as a tax lawyer, I would like to see that
gain come back as capitol gain. Notwithstanding the character, it is a
turharound. If you assume, as I did for pufpdaeé of conservatism, that
the iniprovefierits do depreciate the full $20,000 == if you'll recall, I
ﬂld hb% bhl in any salvage or fesidual value 2= aséume théy are
tHeir useful life is gone, or they may be worthless because they only
had a value to the State of New Jersey as a Motor Vehicle agency, and
When & hew tendnt comes in, they aré valueless. But, assume they are
worthléss at the end of the five years. In that case, if you sell orl,
dispose of them; you have ro proceeds. When you have no proceeds,
there is not so-called turnaround in terms of the give back of the tax
benefits. The contra to that is, if you suspect that there will be
valué at the ‘rd of the leaste term, then that valde is the same element
which 1 suggested as salvage value or residual value; which ought to
come into the equation up front. | ‘ ‘

Another element, and I think the State is correct in thlS
éifuatian'su I'h ‘not sure Why the State did it, but I would like to
comment on it. Why are the impfbveméﬁts part of the lease and not
simply bblght and paid for and let out for bid by the State of New
Jersey? 1 don't know what the motivation to that is. I suspect the
otivation is not what I'm going to suggest to you. By letting the
landlord own  these improvements, build them for’yau; and build them
into the lease, you should be able to accomplish @ reduction in the
‘¢6st. Specifically, if the State spent $20,000 for these improvemehté,
it is $20 000. There is no tax affecting 1t The State pays no tax§
it is $20 000 before tax, and 1t is $20,000 after tax. :

‘On the other hand; if this were dore by the landlofd,’that
$20,000, and I'm coming full cirele back to where I was before -- that
%QGwUGﬁ'ia‘béfnfe tax, and on an ‘after-tax basis, ‘it is $10,000. The
State should be paying for the lease on the basis ‘of a $10,000
expenditure by the landlord, not a $20 000 expend1ture, which is the

after=tax cost.
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ASSEMBLYMAN HENDRICKSON: Can I 'expand on that? Mr.
Chairman, if I may? We just brought up special use. Would special use’
come into this also? There are certain needs for the present use, for
the best use, at the time of that building. Doesn't that all come into
part of that?

MR. LEVITT: Are you referring to the parking that you were
discussing earlier?

ASSEMBLYMAN HENDRICKSON: No, I am specifically referriﬁg to
the air conditioning because of the need, and as has been brought up
before by Assemblyman Kavanaugh, over the years we have all heard how
terrible it is to try to do business with the State in their Motor
Vehicle agencies -- the long lines, the dull lights. There 1is no
lighting. I could go on and on, but I don't want to take the time to
discuss the problems with that. But, we're trying to turn some of that
~around. Would that be an influence?

MR. LEVITT: It would be an influence. I'm not opposed to
putting in a large air conditioner. If the decision is, and it is not
a tax rule that is going to dictate how you improve this facility,
there are going to be lots of other reasons, but it won't be the tax
motivation at all. -

Tax analysis is, in a sense, very simple. After the rest of
the folks come back and say, "Here is what wé are going to spend," the
tax lawyer can then sit, and he doesn't even have to go to visit the
site. It is a very impersonal type of transaction. It is simply
knowing the tax law and being able to analyze it, and then negotiating
the best deal. I think the answer to your question is, the highest and
best use comes in in terms of what the pricé is going to be and what »
you decide you want to put into it.

ASSEMBLYMAN HENDRICKSON: And what the needs are.

MR. LEVITT: And the needs. That is a give-in in terms of
what the tax lawyer or tax accountant can then react to.

| ASSEMBLYMAN HENDRICKSON: Thank you.

ASSEMBLYMAN FLYNN: Do you have anything else you would like

to say regarding this area?
MR. LEVITT: I've covered most of my points.
ASSEMBLYMAN FLYNN:  All right. We've got ten minutes for

questions.



ASSEMBLYMAN KAVANAUGH: I would just like to ask this. Sir,
you mentioned that you were invited down by Speaker Karcher today. - Are
you or your firm being reimbursed for your testimony here today?

M . MR, LEVITTEH No;'welre"ndt, S ‘ | v ‘

ASSEMBLYMAN KAVANAUGH: It is great that we have citizens who
want to perform. : 7 (_S B :

ASSEMBLYMAN FLYNN: Do you have a question, Assemblyman?

ASSEMBLYMAN GILL: I have just one question; Steven.
Regarding the bottom l1ne of eVerything you are saying, it'would appear -
to me that a new look is needed at the rentals and leases by the State.
I,don

. taken into consideration some of the factors you brought up =-

't mean JUSt Motor Vehlcle agenc1es, but the whole operatlon. l

double le351ng, ete., etc..i Is this pretty—much what you are saying?
MR. LEVITT If the State is  not con31der1ng the tax

“benefits, then I belleve the State is not u31ng a practice wh1ch is

ent w1th what -goes on the bu31nese communlty.. 1 thlnk tax‘
cons‘derat1ons are. a very 31gn1f1cant element of negotlatlng any.
"bus1fess transactlon. : : _
ASSEMBLYMAN GILL' And, if"we-want to get an aneWer to‘it‘
~ we'll have to wa1t untll we talk to somebody from the State to. find eut
-what the actual practlce is. . But, you re,saxlngf1t 13;desrrableﬁ

“MR. LEVITT: It is: certainly desirable..

- -ASSEMBL YMAN: FLYNN% Is there any advantage: to: the State in -
.elther lea31ng or- ownlng its own: Motor Vehlcle agen01es7

MR. LEVITT' Do you: mean the phy81cal f‘a0111t1es'7
ASSEMBLYMAN FLYNN. Yes.

leR- LEVITT: I assumes- o
v .ASSEMBLYMAN FLYNNs, From yeur v1ew, would it be better for
:the State to. lease, but to- lease w1th tax beneflts and: al'l' that? Or;
owould it be better for the State: to. own7 ‘__ ' .
’ MR LEVITT I thlnk thls ‘goes: to: a: questlon whlch is: beyond

my. expertlse, It deals with the: cost of! mon’y=to the: State. If the:

State. could. buy. the fac111ty u31ng dollars: whlch cost them less. money:
'than the. percentage that: was: bu1lt into the leasing: cost,. then I would3
certainly - want. to. look at ownership.. But, ownershlp alsov 1nvolves?
other.. 1nbanglbles that are; not. there. when leasing:.
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» ASSEMBL YMAN ‘FLYNN: All right. Are there any other
questions? B : : - | R
ASSEMBLYMAN HENDRICKSON: I have one question. What would
the standard business practice be on a situation where the State would
iease'For five years? Should there be a renewal option in the first
. year's lease? B , ‘

MR. LEVITT: I would expect so.

ASSEMBLYMAN HENDRICKSON: What did you say?

MR. LEVITT: I was sUrprised,not to see a renewal provision.

ASSEMBLYMAN FLYNN: In the first five years, the State would
have paid about-- Well, we'll take the one example that we have in
front of us -- $21,000 directly to the landlord and ‘another $5600
directly for cabinets.  That is about $27,000 which would be baid
during the five-year period. Would that be kind of an overload durlng
that first five years with no negotiated option clause?

MR. LEVITT: It would appear to be, and as I understand the
facts, the $5600 counter is now owned by the State once they pay for
it. : ’ ‘

ASSEMBL YMAN FLYNN The State owns the counters._

, , ~MR. LEVITT: The counter is outside of any other p01nts.
Presumably, if the State stayed there, or left the premlses, they couldv
do whatever they wanted with the counter. : ‘

But, as to the balance of the $20,000 of improveMents,',it
would certainly be in the best interest of the State to have negotiated
some sort of renewal option in which we would not be paying again for
that $20,000. You have certainly paid for it once. |
' ASSEMBLYMAN FLYNN: And, the rent should then drop during the
second five-year period. v . :

MR. LEVITT: I would expect to see that the rent factor for

‘the second five-year period would ignore the $5.11 factor 'which is
attributable to the $20,000 worth of improvements. ‘

- Incidentally, I did a calculation which shows that if you
assume a 50% tax benefit on the actual $20,000, and again, using the "
18% rate and a five-year term, that instead of paying $5.11 per square
foot for the‘ improvements as factored into the lease, on the other

extreme it could be viewed as $2.50.

63



» ASSEMBLYMAN ZIMMER. That wouldn't d1dn't dlscount the value
- af the tax deductlon over t1me.' ' : g o
| MR, LEVITT' That would not g1ve you a present value of the
tax deductlon, but 1t would recognize that it was a $1U 000 expendlture J
: and not a $20, 000 expendlture. » L o
- ASSEMBLYMAN ZIMMER: so; that would an open (1naud1ble) on
the lessee g part but he would have to expect to negotlate it up.
MR. LEVITT That is rlght. And then 1 guess you come to the
;broader questlen of what is falr. “tH o o o
ASSEMBLYMAN FLYNN: All rlght, if thefe fafe.yne further
questlons——» , o o
‘ ASSEMBLYMAN HENDRICKSUN'i I thlnk what you have brought to us
is ‘that the State over the years has not - really develeped a lea31ng
,practlce to meet today's market.( : ' ,
, ASSEMBLYMAN FLYNN: I don't know 1f we can say that yet,
J@hﬁ. I wouldn't want to say that, He doesn't know.,
MR, CLEVITT:. I don't know. I'm reactlng to the one set of
-facts, If thlS set of facts is representatlve, then 1 agree with you..
ASSEMILYMAN HENBRICKSGN ~But, you do agree with me.
ASSEMBLYMAN FLYNN: What “he is saylng is, if we're not taking

tax beneflts into account, then we should get 1nt0 the twenty-Ffirst

of=] ury.‘ We may be; I don‘t know. We're gelng te ‘hear from the
,State s people prebably on. Monday, because 1t looks llke it is gettlng
“late teday. We "1l Flnd out if they take that inte con31derat10n. I
“don't want to. castlgate our people yet . ‘ ,
’ ASSEMILYMAN HENDRICKSON: = Bh, I dldn‘t mean to castlgate.
»vThat was, nothi g\ When I talked to him .as ap expert—— : '
o ASSEMBLYMAN FLYNN: He is saying that we should do b,
‘ ASSEMBLYMAN HENDRICKSBN% (cent1nu1ng) becauae.feux ’paat
»lpractlces are bad.f That is all I m trylng to say. o | o .
MR. LEVITT I'm saylng that you should de ite 1 have no
"knewledge of what. the State is: d01ng, other than the facts. ef thlS one:

lar-lease in Matawan. . . B , ‘ |
'ASSEMBLYMAN“FLYNN9 1 Wﬂﬂtgtotthank&you'verylmuehwﬁeretaking;

 your time to come and give us an enlightenment. We are going to
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continue this hearinglon Monday at ten o'clock. Can everybody get here
at ten o'clock, because we've got a lot to cover? We've got a lot of
witnesé on Monday. It is a very good area, and I think we are-makihg
progress. I would like to ask everybody to bring your folders with
you, and I would like to ask the witnésses who didn't get a chance to
testify today to come in oh,Monday»at ten o'clock sharp. We are going
to start -at ten o'clock sharp, regardless of~how‘many Committee members
are heré, because I think we've gof>a lot of area to cover, and'we want
to get it done before June is over. - '

(Hearing concluded)
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