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JOHN J. MAGOVERN, JR. [Chairman]: Gentlemen, 

this, as you are all aware because you are experts in the 

field, I believe, is Task Force F, which is concerned with 

Public Credit as part of the studies of the New Jersey 

Tax Policy Committee. 

An agenda has been sent, I believe, to those who are 

prepared to testify. We have seven registrants and it 

would appear to be proper to take them in the order in 

which they are listed. 

Although we have our names here, for those who are 

near-sighted or far-sighted or because of very poor printing 

by Mr. Dyke, I should perhaps introduce the individuals: 

Assemblyman Pfaltz on the far end, Mr. Dilworth, Dr. Miller, 

myself, John Magovern, Senator Crabiel, Mr. Jesser, and 

Mr. Moak who is not a part of the Committee but who is an 

expert in this field. 

The first witness to be heard would be Mrs. Crawford, 

but I do not see her here. She is from the Municipal 

Receivers, Tax Collectors and Treasurers Association of New 

Jersey. I don't know whether there would be anyone in 

her place or not • 

MR. MOHOR: I am Mr. Moher from the Township of East 

Brunswick. I am the President of the Municipal Finance 

Officers Association. I am representing both Associations. 

MR. MAGOVERN: The Municipal Finance Officers Association, 

Mr. Moher, was the next one registered. So if you would 

like to speak on behalf of both the Municipal Receivers and 

the Municipal Finance Officers Association, you may do so. 

MR. MOHOR: Unfortunately, I told Mr. Dyke, I do not 

have a paper prepared. I didn't know about this meeting 

until late on Thursday. Since then though, I have tried 

to assemble my thoughts in as quick a time as I could. 

The main thing that concerns the Finance Officers is the rating. 

MR. MAGOVERN: We have very excellent stenographers 

and competent people here so you needn't hesitate about a 
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paper. They will be able to take down what is said. But, 

please, first identify yourself by name. Would you be more 

comfortable sitting down over in the chair over here? And 

if you have anyone with you that you want to consult with, 

bring him along. 

ARTHUR B. M 0 H 0 R, J R.: First of all, I 

will introduce myself. I am Arthur Mohor. I am the President 

of the Municipal Finance Officers Association of the State 

of New Jersey. I am also a member of the Municipal 

Receivers, Tax Collectors and Treasurers Association, of 

which Mrs. Ruth Crawford is the President. I am here in 

behalf of the Association, also as Director of Finance of 

the Township of East Brunswick, which is where I picked up 

some of these problems. 

I do not know whether you gentlemen are aware of it, 

but in May of 1970 Moody's Investors Service and Standard 

and Poor for the year before had been requesting fees from 

each municipality when they were going to have a bond issue, 

which is something new, but certainly understandable. I 

have a letter I would like to read from Moody's: 11 Enclosed 

is a copy of our revised policy statement regarding fee 

ratings. Basically the intent is to charge each issuer 

when bonds are sold on or after May 15, 1970. Certainly 

credit reviews include not only the issuer's credit but 

other issuers, including separate school districts and other 

agencies up to the county level. Since the fee is payable 

only when bonds are sold, it may be that the fee is payable 

only once in several years by each issuer. This seems to 

most issuers a more reasonable approach rather than to 

charge for each issue as sold. The revision in our original 

policy took this situation in consideration. If we did 

not charge this way, it would seem inequitable to the 

issuer who pays when an issue is sold. Of course, the 

surveillance of ratings between sales which frequently 

are several years apart is maintained without any additional 
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charge. Each rating for a fee is good for at least a year or 

such longer period until the next sale. I hope you can 

appreciate the need for this approach ... 

This letter was written to me because in East Brunswick 

we had a school district that was sold last week and they 

had to pay Moody's a fee for having their bonds rated. 

However, the municipality is going to have a sale probably 

in February or March - at least it will be in the year 1971 -

and we again must pay another fee for the township. 

You know as well as I do in this brochure that we make 

up, the prospectus for bond sales, or the brochure for rating 

agencies, they include the same information: the percentage 

of taxes collected, the population, etc. It seems like dual 

work. However, this is between the municipalities of the 

State and Moody's and/or Standard and Poor. 

What bothered the Association is the fact that not only 

do you have to get this rating - and I will read a telegram 

to you to show you just how important these ratings are, at 

least how our arms are a little bit bent. The municipality 

had a bond issue in August 1970 and on July 15th I received 

the following telegram from Standard and Poor, addressed to 

me/Arthur Mohor, Township Treasurer, Municipal Building, 

East Brunswick: 

"We no longer rate municipal bonds on a voluntary basis, 

but only for a fee. Because we have not had a request to 

rate your issue selling July 27th, both the new issue and all 

outstanding bonds will now be considered as not rated. If 

you desire us to continue rating your obligations, we will 

be pleased to do so. 11 

There is one other aspect of this rating problem and 

that is that it does not come cheap and I have something 

with me here on that. I am presenting problems here and I 

have one solution if you can bear with me a minute. 

The fees to be effective are as follows: (The population of 

the borrowing unit is how they base it.) Zero to 50,000, the 

minimum fee is $600. Now this is Moody's. Standard and Poor 0 s 
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may be different and I do not have it with me. 50,000 to 

100,000, $850; 100,000 to 1,000,000, $1100; and 1,000,000 

and over, $1350. Revenue issues - the minimum is $850, the 

maximum is $2500. The exact fee for revenue issues would 

be based on the amount of work involved in processing the 

issue. 

The thing that concerns us is that a community like 

East Brunswick, or take some of the smaller communities in 

Middlesex County, Spotswood or Helmetta, they are going to 

get stuck for $600 right off the bat if they come out with 

a small issue to rate these bonds. And they have to rate 

them because if they don't, as they told me in the telegram, 

your outstanding bonds are not going to be considered rated, 

even though they originally were rated four or five years 

before. 

This brings me to the point that I want to make that 

I think that this central credit agency that has been talked 

about in the State is going to have to come into existence 

and we recommend that it be seriously considered so these 

small communities do not have to get their ratings. They can 

sell these to the State agency, assuming we have one, and then, 

of course, the bonds would be sold through the State agency, 

assuming they would probably have an A or a double A rating. 

This is something that finance officers have been talking 

about for a long time. 

As long as these ratings were free, it didn't hurt a 

community too badly and you could go to these New York firms, 

namely, Moody's and Standard and Poor, and get a rating and 

come out with something that resembled a fair, honest 

rating. But for a town like mine that is going to have a 

small $500 thousand or $600 thousand issue to spend an 

additional $600 or $800 to have a rating, and you may have 

just had one two years before or less, seems to me a little 

bit outrageous as far as the fees are concerned, plus the 

fact that you are not getting a continuing rating either. 
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They will continue it for one year is what they are telling 

us. This has created a problem- I think a unique problem­

and most of the New Jersey municipalities have enough 

troubles now trying to sell issues. We are all backed up, 

as you probably know, because the bond market has been so 

terrible in the last two and two and one-half years that 

most of us haven't sold any bonds. We have been putting them 

on the shelf and extending them to the full maximum period 

of time, which is now five years. 

This is basically the one big point I wanted to make. 

I have a paragraph that I would like to read that was written 

by Mr. Arnold Rosenthal of Rosenthal and Attinger, Certified 

Public Accountants, and was used in a talk he made a year 

ago at the League of Municipalities Convention in Atlantic 

City: 

"Why are the opinions of these two services so crucial?" 

He is saying this of Moody's and Standard and Poor. "It is 

because municipalities need so much new money for improvements 

of all kinds that a great many new municipal issues are 

coming on the market and investors have to rely on the 

analysis and ratings established by Moody's and Standard 

and Poor. In fact, the rating assigned to a municipality 

has a major bearing on the price it pays for the money when 

it has to borrow. Furthermore, the ratings carry even greater 

weight because Federal and State regulatory agencies use them 

as a guide to determine what kind of bonds banks and insurance 

companies will be permitted to hold in their portfolios. 

Therefore, a poor or low rating can limit the market for a 

municipality's bonds." 

So you can see it is very important to have this 

rating. I am not saying we could do away with the ratings. 

We need them. But the way in which we are going about them 

now is not to the liking of people who work for municipalities. 

That is all I have to say. 

MR. MAGOVERN: Would you just clarify for me and for 

the Committee just exactly how you feel that this State 
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approach that you have mentioned would work if it is done 

on the basis of rating charged against issues? 

MR. MOHOR: My understanding of it the few times I 

have talked about it to James Alloway, the Director of 

the Division of Local Finance, and the Past Director, George 

Skillman, if it was handled right - as far as the details 

of how this will work, I don't know - but I feel instead 

of a small community coming out with a $500 thousand issue 

and another one with ~ $600 thousand issue, a State agency 

should lump this together and have a $4 or $5 million issue 

and possibly have a combined rating and it would be a State 

of New Jersey type of thing where you would probably get 

a double A rating or a triple A. You in turn would sell 

your bonds to this agency and this agency would sell the bonds 

through the State. That is my understanding of it. Now 

George Meholick is here. I am sure he can clarify the details 

on it. He represents the Municipal Managers and Administrators 

Association. 

MR. MAGOVERN: For the sake of the record, I understand 

from your testimony that the basis for the charges.'made 

by both Moody and Standard and Poor is the same - not rating 

but the basis - that is, on the basis of issue. 

MR. MOHOR: Right. 

MR. MAGOVERN: Any member of the Committee have a 

question? 

ASSEMBLYMAN PFALTZ: You mentioned that there would be 

a $600 charge for a $500 to $600 thousand issue for your 

rating, which works out to about one-tenth of one per cent. 

I would like you to comment,if you would,on what kind of 

attorneys' fees you would pay for a similar type of rating? 

What is the effect of attorneys' fees on your loss of revenue 

that you can use in your municipality? 

MR. MOHOR: Well, there are several other side issues 

in this charge. There is also the auditor.' s fee that comes 

into this rating because he has to come in and certify all 

of this and, of course, he is going to get a fee. The 
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bonding attorney's fee is one-half of one per cent of the 

total issue. 

ASSEMBLYMAN PFALTZ: And that goes to a local attorney? 

MR. MOHOR: No. That goes to the bonding attorney. 

ASSEMBLYMAN PFALTZ: That goes to the New York bond 

counsel? 

MR. MOHOR: Right. 

ASSEMBLYMAN PFALTZ: One-half of one per cent? 

MR. MOHOR: One-half of one per cent. Now depending 

upon the county you are in, because I have worked in Bergen 

and Essex and now Middlesex - in Middlesex County you never 

pay the fee directly to the New York bond counsel. This is 

another problem. You pay it directly to your own in-house 

attorney who in turn turns that much over to the bonding 

attorney. 

MR. HUGHES: We don • t do that. 

ASSEMBLYMAN PFALTZ: I think that one-half of one 

per cent~ about what you pay your in-house counsel, isn't it? 

MR. MOHOR: No. 

ASSEMBLYMAN PFALTZ: What do you pay to him? 

MR. MOHOR: In Middlesex County, the Middlesex Bar 

Association minimum schedule of fees is 3 per cent of the 

first .$200,000; 2 per cent of the next $500,000; and I 

think it is 1 per cent of excess to $1,000,000; and 1/2 of 

1 per cent excess over $1,000,000. 

ASSEMBLYMAN PFALTZ: That is the local attorneys' fees? 

MR. MOHOR: That's right, in Middlesex County. 

MR. HUGHES: Most of the work is usually done by the 

New York attorney. 

MR. MAGOVERN: His fee, however, is in addition. 

MR. HUGHES: And if there are bond anticipation notes 

issued prior to the main issue, then his fees will be 

increased according to the amount· of work that he has to do 

to prepare for the bond anticipation note issue. 

MR. MAGOVERN: Do you mean by that when you have bond 

anticipation notes outstanding for a period and then you have 
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a bond issue that picks up those notes, you use as a basis 

for the fee the double? 

MR. HUGHES: Yes, or triple or quadruple, depending on 

how often you issue bond anticipation notes. 

MR. JESSER: Mr. Chairman, may I ask a question? 

MR. MAGOVERN: Yes, Mr. Jesser. 

MR. JESSER: How much work does the New York bonding 

attorney do and how much work does the local attorney do 

in a municipal bond issue? 

MR. MOHOR: As far as the New York bonding attorney is 

concerned, it is his opinion that you are really paying for. 

With regard to the notes, generally speaking in the dealings 

I have had with him, he renders an opinion, a certification 

of delivery, delivery certification paper. He usually 

makes up the notes if they are bond anticipation notes right 

in his office. I would say, as far as the work of the 

local attorney, it is very little on a bond anticipation 

note. Now on the actual bond sale, the bulk of the work 

is done through the Treasurer's Office and the Auditor. 

The prospectus is made up there. It is sent to the bonding 

attorney generally and he is the one that puts it out to 

the bond buyer and contacts the various and sundry 

prospective purchasers and he at the same time renders 

the final opinion on that bond sale. That is part of the 

front page of the prospectus. So it is his work and the 

auditor's work that is involved in the bond sale. The local 

attorney has very little to do with a bond sale. 

MR. JESSER: He has very little to do with the bond 

anticipation notes also? 

MR. MOHOR: That is correct. 

MR. JESSER: Could you define "very little" because 

it is really the decision of the bonding attorney that 

enables the securities to be sold; isn't that right? 

MR. MOHOR: That is correct. 

MR. JESSER: Without his decision, you can't sell the 

security. So whether he has a great deal of work or not, 
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actually the responsibility of his firm is at stake. 

MR. MOHOR: Right. 

MR. JESSER: What actually does the local attorney 

do? 

MR. MOHOR: After that original ordinance has been 

drawn and possibly amended, the local attorney has very 

little to do. I can't think of anything he has to do • 

MR. JESSER: Is his reputation at stake? 

MR. MOHOR: No, because generally speaking in a 

municipality they will have several ordinances. They will 

have five or six ordinances in a bond sale. They will 

combine these ordinances into a combining ordinance and 

even that is drawn up by the bonding attorney. It is not 

drawn up by the local attorney. 

SENATOR CRABIEL: Sir, you indicated that you had 

experience in Bergen County. Do you know what the rates 

are in Bergen County? 

MR. MOHOR: No, I don't. I worked for the City of 

Englewood for, I guess, three-quarters of a year, if I 

remember correctly, before I came to East Brunswick and 

I did not have too much dealings with the bonding attorney 

up there. My understanding is that their fees are more in 

line with what we had in Essex County; that is, the local 

attorney was paid on primarily a retainer basis and included 

in that was the drawing up of all ordinances, bonding or 

otherwise, all resolutions, and the only time that the local 

attorney would get extra fees would be for a court case 

and not involved in a bond sale or bond anticipation notes. 

That is unique to Middlesex County, which is the point that 

I was making. 

ASSEMBLYMAN PFALTZ: I would just like to continue 

what you are discussing there. It seems to me you are 

complaining about a $600 rating fee of Moody's, whereas this 

same bond issue would carry a $17,000 fee to a local attorney, 

which to me from what you said and from the observations of 

this Committee is not earned in the sense that time is 
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expended proportionate to the fees received. Wouldn't 

that perhaps be a more helpful focus for saving municipal 

funds? 

MR. MOHOR: Absolutely. This is kind of a ticklish 

situation, but I had that as a comment and I didn't know 

whether this would be brought up by other people or not. 

But the bond market. today is problem enough without adding 

fantastic fees for the attorneys as well as this extra 6 -

and in the case of East Brunswick it is 8.50 - it's not 6 -

and any little bit all helps. The bonding attorney 1 s fees 

have been going on for years. This is not all over the State 

though according to my understanding. I have talked 

to some of the finance directors in the southern part of 

the State and they don't seem to have this problem. Middlesex 

County does. Mr. Hughes is from Middlesex County, the Town­

ship of Edison,and I am from East Brunswick. I know in 

Essex County when I was treasurer and controller up in 

Cedar Grove for seven years, we had no problem up there. 

In other words, the local attorney did not have this fee 

schedule and he did not charge the towns for this. It 

would be just whatever his time was that he was involved 

in a court case or possibly a trip to New York or something 

like that that he would bill the town a minimum amount of 

money. It is definitely in Middlesex County. Now where 

else it is, I don't know because I haven't been all over the 

State. But I have not heard of it being involved in Cape May 

or Atlantic Counties or in Essex. I can 1 t speak of the 

other counties. 

SENATOR CRABIEL: If you think the fee is excessive, 

why do you pay it? 

MR. MOHOR: Well, unfortunately, finance directors, you 

know, if it is in the budget and if it is added and subtracted 

right, this is about where our jurisdiction runs. We can 

recommend it not be paid. But if the council says, pay it, 

it is paid. Calling a spade a spade, this is the way it 

works. 
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MR. MILLER: Except for the fee part of it that 

you have discussed, do you find that the rating services 

are otherwise satisfactory from your point of view? 

MR. MOHOR: Yes. I think they are very fair. Presented 

with the proper data, they seem to come up -- I have been 

over there now four times in the last five years, I guess, 

and every time I have been treated fair and square. I have 

no objections to the way I have been treated. 

MR. MILLER: Aside from your own experience, do 

you find that the members of the Munic~pal Finance Officers 

Association generally are aware of the importance of furnishing 

what you call the proper data to the rating services? 

MR. MOHOR: Absolutely. 

MR. MAGOVERN: In your statement, you mentioned the 

postponement of the issuance of bonds for the extended 

period, now five years. You didn't comment on it and you 

needn't now if you don't care to. But do you have any 

thoughts with respect to limitations of that kind on the 

issuance of bonds? The five-year period is now the most 

extensive available. 

MR. MOHOR: No. As a matter of fact, I teach Municipal 

Finance Management in Rutgers University and what I teach 

and what the law is are two different things. My own personal 

opinion is that five years is too long because I think we 

have a problem of procrastination. Because the only way to 

beat the bond market is to put them out on the market when 

it is time to put them out. If you keep the five years, 

you may:say why not make it seven or ten. I don't think 

this is the answer. I think that three was sufficient and 

I think we all had our problems. I don't think we are going 

to see a 3 or 4 per cent bond issue in the next few years. 

I think the way to lick the whole problem is, when the bonds 

are due, §!ell .. them and get them out on the market. As a 

matter of fact, I could have issued in October or August of 

this past year a million and a half and I chose to issue only 

$660 or $662 thousand, I think it was, and if I had known 
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what I know now, it should have been the whole million and 

a half - but the typical problem is of procrastination. 

MR. MAGOVERN: Any other member of the Committee have 

a question? 

MR. MOAK: May I ask to whom do you sell your bond 

anticipation notes and what is the general procedure? 

MR. MOHOR: The answer to this is summed up by the 

amount. If it is a small amount- when I say 11 small, 11 I 

mean where a local bank can pick it up. This grey line 

between small and large seems to be somewhere between $200 

thousand and half a million. When you have three-quarters of 

a million or a million and a half and your local bank won't 

pick it up, you will have to go through Bache and Company 

or one of the firms in New York City usually to pick that 

much up. Does that answer your question? 

MR. MOAK: How is the rate determined? 

MR. MOHOR: Speaking for most of the finance officers, 

we usually take quotes. In other words, when you find 

your local bank can't pick it up either through their own 

portfolio or to work it through their bank, then you generally 

get quotes from these New York concerns, Salomon Brothers and 

Hutzler, Bache and Company, and you make some phone calls or 

write some letters and get some quotes back. You tell them 

you are going to have some bond anticipation notes you want 

to sell and you get their rate. 

MR. JESSER: Do you anticipate the rate that the bank 

would charge would be considerably below the rate that you 

might get from New York? 

MR. MOHOR: Absolutely. It always is. 

MR. HUGHES: That is providing the bank can handle it. 

MR. MOAK: What is the reason for that? 

MR. HUGHES: A million dollars is difficult for most 

banks to handle. 

MR. MOHOR: Generally speaking it is because if they 

loan you the money, they have to work and, if they loan you, 

say, half a million dollars, you don't take the whole half 
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a million out of their bank. It just stays right in their 

bank. As far as cash loss is concerned, they are not going 

to lose it right away because you are going to draw on it 

as you need ~ .. 
.1. ·-~ ,, This is one of the reasons they can come 

out with a lesser rate because it is not a full impact. 

Sure over the next six months they are going to lose $500 

thousand, but it is staggered. I think this is the only 

answer I can give you_ 

MR" NOAK: Getting back to this matter of selling bonds, 

do you feel that we would all be better off if you went into 

the market when you needed the money instead of trying to 

guess what the market is going to be and defer the sale? 

In other words, over a period of ten or twenty years, you 

would hit the peak in ·the market, you would hit the bottom, 

and you would average out. 

MR c MOHOR? That 1 s correct. 

H.Rc MOAK: It is better to do that than defer it and 

pile it up and then be forced,if you are reaching the five­

year maximum,to go into the market at a very adverse time 

with a very large issue? 

MR. MOHOR: Yes, because you see you don't often 

accept those bids. In other words, if you prepare a bond 

sale for next Friday and when the rates come in, you don°t 

like any of the rates- you just feel that you are getting 

the well-known shaft and you say, "This is not the best 

rate t.hat I can get, 11 - you recommend then that the council 

turn all these bids down. They will turn it down. Then you 

can go again three weeks later. What I am saying is that 

you don't have to stand there and whatever they give you, take. 

But the idea of putting these bonds on the shelf and sitting 

beca.use the law allows you to sit is not the answer either. 

MR~ MAGOVERN: Any other questions? [No response.] 

Thank you very much, Mr. Mohor. We appreciate your appearing 

here. 

Mr. Haiback of Kidder - Peabody is the next person 

listed. 
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MR. RUTLEDGE: Al is not here. He couldn't make it. 

Mr. Carpenter and I came. Mr. Carpenter is from Bache and 

Company. You could ask him if he wants to say anything. 

MR. MAGOVERN: Mr. Carpenter? 

J 0 H N C A R P E N T E R: I think I would just 

rather listen today. We were rather surprised -- There are 

several gentlemen here that are in the bond business in 

the State of New Jersey. As a matter of fact, I think almost 

every firm that operates in New Jersey is represented. 

The only thing I would like to say is we didn't hear about 

this until Friday afternoon and I think we would have liked 

to testify at the hearing representing people in the bond 

business, in the actual selling end of the business. 

I, myself, am not personally prepared to testify 

today because I don't understand the whole significance of 

the hearing. I just got this Friday afternoon. I hope at 

future hearings representatives of the business can also 

know about these things and be represented on their side. 

I don't know whether it is proper, Mr. Chairman, but 

there might be some other gentlemen here who would like to 

say something. Is that proper? 

MR. MAGOVERN: Yes. If they wish to testify, we will 

be glad to add them to the list. But I don't think we can 

necessarily interrupt those who have registered. I don't 

anticipate that we would be unduly delayed, but we would welcome 

any witness who wishes to testify and appear. We will add 

them to the list and I will call them when we finish the 

registered list of witnesses. 

SENATOR CRABIEL: This gentleman could file a formal 

statement with us if he wants. 

MR. MAGOVERN: Senator Crabiel suggest that it may be 

that you would want to file some sort of a statement with us 

in lieu of testifying today since you were pressed for time 

and I regret that you didn't get the notice or we didn't send 

it to you in time. But you could file a statement and you may 
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be sure it will be taken in as part of the hearing. 

MR. CARPENTER: I think personally today, as I said 

before, I would like to listen to the proceedings and listen 

to the witnesses and be put d0\\"11 on future hearings that 

we would like to be represented at these hearings. 

MR • .MAGOVERN: Thank you,, Mr. Carpenter. 

I have MX, Dalin, Mr. Johnson and Mr. Cooper, on 

behalf of Hornblower and Weeks-Hemphill, Noyes. I don't 

know which one is going to testify. You are all welcome. 

lvl.r. Dalin? 

I R V I N G ' D A L I N: My name is Irving Dalin and I 

am a m~nicipal bond analyst with the investment banking firm 

of Hornblower and Weeks - Hemphill, Noyes. 

In recent years my municipal research activities have 

been largely concentrated on revenue bonds and I do not claim 

to be an expert on New Jersey governmental finance. 

I am especially pleased, therefore, to be accompanied 

by two of my colleagues, Tristam Johnson, the Municipal 

Manager of our firm's Trenton Office, and Foster Cooper, 

Vice President' of the Municipal D~partment in our New''York 

Office. In addition to their extensive experience in the 

investment industry, these two men are well acquainted with 

New Jersey local government. Mr. Johnson, a, resident of 

Princeton, once served as Acting Mayor of that municipality 

and was Finance Chairman for five years. Mr. Cooper is 

presently Council President and Finance Chairman of the 

Borough of Montvale . 

It will come as no surprise to you to be told that 

public capital facilities are inadequate, that public capital 

expansion requirements seem to be unlimited, and that this 

sad state of affairs does not exist only in New Jersey. 

Probable result - New Jersey governmental units, State and 

local, will be making heavy demands on the bond market during 

the 1970's and in so doing they will encounter strong 

competition from other borrowers, public and private. 
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I do not expect that such demands will be diminished 

by increasing resort to pay-as-you-go financing of public 

capital expenditures. If anything, the trend is likely 

to be in the opposite direction. 

Bear in mind also that New Jersey ranks very low 

relative to other states in state and local governmental 

expenditures. For example, according to the 1967 U.S. Census 

of Governments, New Jersey ranked 49th among the 50 states 

and the District of Columbia in state and local public 

expenditures per $1000 of personal income on educat.ior.! 

public welfare and health and hospitals. It. may be that 

a dollar of public expenditure buys much more in New Jersey 

than in other states or that New Jerseyites are more self­

reliant than citizens of other states. As a New Yorker, 

I shall withhold comment on these matters. 

If my assumptions of increasing capital expenditures 

and increasing borrowing by New Jerseystate and local govern­

ments are correct, then such matters as access to capital 

markets, ability to issue bonds at reasonable interest rates, 

and credit standing or ratings should be of great interest 

to the people of New Jersey and their representatives. And 

there is a great deal to be done. Consider, for example, 

that of the five hundred or so New Jersey municipalities, 

school districts and other local governmental units rated 

by Moody•s, 65 are rated BA, which is regarded as an 

inadequate rating for bank investment. In New York St.ate 

not one rated unit carries a lower rating than BAA, the 

lowest bank investment grade rating, and in Mississippi, 

hardly the wealthiest and best governed state of the Union, 

not one rating less than BAA. 

Of course, Moody•s does not have the last word in 

determining the credit worthiness and interest rates of 

New Jersey municipal bonds. And I believe that the other 

rating agencies, Standard and Poor's and Dun and Bradstreet, 

have a more positive opinion of New Jersey municipal credit 
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generally. Still Moody's is important and it is my 

impression that New Jersey local government credit is 

held in rather low esteem by many investment institutions. 

There may be some objective bases for this evaluatLon1 

chiefly, I believe, the following: ~he comparatively low 

level in New Jersey of State aid t.o local units for education 

and other p1.lrposes 1 the lar9e nuniber of New Jersey municipal 

defaults in the 1930's; and finally perhaps frequent exposures 

of mismanagement and corruption. But it seems to me that 

the investment conum,mity is insufficiently aware of various 

strengths of New Jersey municipal finance, for example 1 

the municipal cash basis budget requirement, municipal 

capital budgeting requirement, State supervision of local 

government finance, unlimited property tax rates for debt 

service on general obligation bonds, the priority position 

of school levies in the allocation of property taxes, the 

availability of certain State school aid funds to prevent 

or correct defaults on local school bonds, and the develop­

ment of a service contract between sewer and water authorities 

and their constituent municipalities as a powerful instrument 

for the security of authority bonds • 

The foregoing list of positive features of New Jersey 

municipal bonds could undoubtedly be extended. Furthermore, 

too frequently there is an inadequate effort to inform 

potential bond buyers of the economic strength of the borrow­

ing municipality, district or authority and of the need for 

and benefits that will accrue from the projects being 

financed. 

I am aware of the fine work being done by the Division 

of Local Finance to inform the investment industry of the 

positive aspects of New Jersey municipal bonds and of the 

high quality of its personnel. But it seems to me that more 

needs to be done and can be done to help local borrowers present 

their strong features to underwriters and investors. 

If I may be permitted a plug at this point, I think 
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that many local governmental units would do well to retain 

experienced underwriting firms to assist them in the 

preparation of bond prospectuses that will help to sell 

their bonds, in the determination of the most advantageous 

times to offer their bonds for sale, or alternatively to 

issue bond anticipation notes, and in capital planning. 

Although there is only time to mention capital planning 

in passing, it is very important not only to municipal 

management but also to the credit standing of the municipality. 

Let me quote from a talk delivered recently by William 

McCarthy, who is in charge of Moody's municipal bond r:,tings, 

and this is the quotation: "Another prejudice ,,,hich bond­

rating analysts may possess is concern for capital planning. 

A studied approach to future capital needs will tend to 

assure credit stability and confirm the ability to pay debt." 

I have not touched on the possible effect of fundamental 

and sweeping changes in the structure of New Jersey local 

finance, such as vastly expanded State aid to local units, 

which would have to be accompanied by significant increases 

in State revenues, or the creation of a municipal bond bank. 

Obviously, I could not hope to do justice to these important 

and complex matters as well as the others listed in the 

hearing guidelines in the little time remaining to me. 

Let me close by emphasizing that something can be done 

now by many New Jersey municipalities to improve their access 

to bond markets short of the enactment of such fundamental 

revisions, that is, by better publication of the strengths 

of New Jersey local finance. 

Now I believe that Mr. Johnson would like a chance to 

make some comments and then the three of us will be ready 

to field your questions. Thank you. 

MR. MAGOVERN: Thank you very much, Mr. Dalin. 

Mr. Johnson? 

T R I S T A M B. J 0 H N S 0 N: My comments will be 

more informal and directed, I think, at the marketing end 
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of municipal 'bonds, at -che structure o:t st.atutory regu1E:.t 

and statutory restriction, if you will, on the presen~ 

offering of bonds by municipalities to the marketplace. 

New Jersey's present munic:Lpal bond market is based em 

the reac~ion to the real estate excesses and the municipal 

defaJlts of the '20 1 s and '3G 0 s. I nelieve it ts p2st ti~e 

when ·the.re sho'.Jld b~~ :inst:.it·clted a relevant and re'iliew 

of all s~atutes passed in those years, specifically as 

thev relate to current dimensions of problems. 

First, the debt limit: There is presently established 

a limitation on the right to incur debt by any municipal 

entity in 'the State of New Jersey, The statistics creati~1g 

this limit are again based on need and factors es-tablished 

in t.he ec::rly '30°s. There may have been some extension (>f 

tnesa. Dut basically 'C~1.·F.: concept. remains during the pe.r-:Lo<:1 

of 30 to 40 years of vastly expanding need. Yo~ cannct say 

that the need :for school distr ic"t capital vvas as grea.t in. 

the 1 30°s. A regional sewer authority probably had never 

been conceived of. 

I suggest that while our laws have allowed application 

to the Bureau of Local Government for the right to exceed 

debt limit, I believe this right has only been denied once 

in the recent past, so t.hat in effect there is no debt 

limit in New Jersey in practice. But in the impact on the 

market.ab il i ty of the bonds, there is in Wall Street. Because 

if the notice of sale must establish the fa.ct that a municipal·~ 

ity had to apply for the right to exceed its debt limit, 

this can 1 t be considered other than a black mark against the 

municipality under the present New Jersey statutes. 

You might well spend some thought on: Is it the more 

effective municipality that is remaining within its debt 

limit or is it the more effect.ive municipali"'.:.y t.ha":: is 

struggling with its problems that forces it to exceed its 

debt limit? 

Certainly the question of urban renewal was not a 
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capital need in the '30's. The City of Newark can 

exclude certain urban renewal debt from its debt limit. It 

cannot exclude certain other urban renewal debt. The City 

of Newark could perhaps have available to it an additional 

$20 million worth of borrowing power if the State were to 

consider that under current: dimensions of problems all 

urban renewal type of debt should be considered beyond the 

debt limit, you might say. 

I am suggesting that in the area of the establishment 

of a debt limit you may have a relationship with the 60 some 

municipalities carrying a BA rating. 

There was also established in bygone eras a limitation 

as to interest rates. The last two or three years have 

created across the nation the problem of a need arising, 

requiring capitaL which cannot be raised because of a 

previously imposed ceiling on the rates. The ceiling did not 

prevent the arising of the need. It has only caused the need 

to go back to the electorate or back to the legislature 

to remove the ceiling - either a moratorium as there is in 

this State and in New York or permanent removal or merely 

a postponement to a second level of limit. 

I suggest again that under current dimensions of 

financial needs, is such a thing as a rate limitation a 

valid statutory limitation? 

Municipalities in the State of New Jersey have a 

standard format within which they can offer their bonds for 

sale. It calls for only one co~pon. Many states now have 

the right to issue any number of coupons. From a marketing 

point of view, this means that one coupon requires some 

bonds to be sold at a premium, some bonds to be sold at a 

discount. Under bank tax laws as they now pertain, banks 

very often prefer to buy only par bonds. The State of 

New Jersey is requiring its municipalities at this time to 

issue bonds that are less popular than bonds being issued 

by competing, equally-rated municipalities in other states. 
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Finally - as you see, I am picking just items here -

I finally pick up one further one which seems to me again 

to draw attention to a general area of review. The legis­

lature has created a program providing for State aid to 

school construction. Unless my information is incorrect, 

there has been one marketing, a single marketing, of a 

State aid bond issue. The firs~ notice of sale drew no 

distinction between that portion of the bonds that would 

receive full State aid for amortization and that portion 

of the bonds that would solely be relied upon by the tax 

resources of the municipality. The notice of sale was 

still issued. The sale was only cancelled two days before 

notice when somebody realized there were two separate bonds 

being sold here. The bond issue again was noticed for sale. 

There were two separate bid forms. To my knowledge, both 

bonds were still granted a BA rating. 

This means the State of New Jersey, gentlemen, received 

a BA rating. I suggest again that there is an area for 

review. The. total area of regulations and statutes 

presently governing the offering of debt to the marketplace 

can bear study in the 1970's. 

MR. MAGOVERN: Thank you, Mr. Johnson. 

In essence, that is one phase of this Task Force's 

responsibility, to take a look at this sort of thing. 

wasn't quite sure if I had to draw a conclusion from what 

you say - you wouldn't eliminate or would you eliminate all 

statutory debt limits? 

MR. JOHNSON: I would emphasize-- and I am talking 

from the marketing side of the bond business but also, I 

hope, in an attempt to extend our knowledge to the issuer, 

so that when he presents himself to the marketplace, he has 

packaged his program so that it will give him the best rate. 

It would be more important in my opinion to emphasize to 

Wall Street, if you will, the validity of your Bureau of 

Local Government than it would to have any debt limit. At 
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the present time, no authority has any restriction on its 

right of issuing bonds. It has no need to go to the public 

nor to a State body. However, at the same time, a school 

board of the same municipality must go and apply for a 

right to exceed a debt limit. 

To have a review board and to have the review board 

effective would be more useful than a black mark of having 

to exceed a debt limit. 

MR. MAGOVERN: I take it, if I had to boil it down, 

you would in effect say you look to a more flexible - would 

that be a proper descriptive word to use with respect to 

your proposal ---

MR. JOHNSON: Yes, if you want to call it that. We 

in the street can obviously realize the City of Newark 

has some extensive problems. The City of East Brunswick, 

we ought to consider has nowhere near the kind of dimension 

of problems the City of Newark has. To see the City of 

Newark applying for an extension of debt limit has a flexible 

response from us in the street. Why have it? 

MR. MAGOVERN: When you spoke with respect to debt 

limits, you stressed the relationship of need rather than 

some of the other characteristics that affect that. But 

would you suggest that need is the primary criterion? 

MR. JOHNSON: I must turn the question back to you and 

say that there are instances in the State now where one 

division of the State, the Division of Health, may prevent 

any further development of a particular community until it. 

incurs the debt to create a regional sewer authority. 

Now there is a need. No debt limit can be allowed to stand 

in the way of meeting that need. You can have one municipal­

ity with five authorities - a parking authority, a sewer 

authority, an urban renewal authority - all of these will 

require cash to service their bond issues. They aren't 

included under the debt limit. Of what validity is the debt 

limit? 

MR. MAGOVERN: The committee fortunately is not 
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required to respond to your question. [Laughter.] 

I would be interested in this school district that 

you speak of that got a BA rating. 

MR. JOHNSON Jefferson Township. 

MR • .MAGOVERN: What was it? 

MR. JOHNSON: Jefferson Township. I have the notice 

of sale in my briefcase here. 

MR • .MAGOVERN: That was a rating obtained, but it had 

made no objection or do you know what it did? Did it just 

go ahead and sell the bonds on that basis? 

MR. JOHNSON: It is my understanding the Jefferson 

Township Board of Education carried a BA rating prior to 

the sale and was awarded a BA rating on this issue at the 

time of sale and that there were two issues of bonds, one 

supported by the Township and one supported by State aid,and 

that both of them received a BA rating. Now the one supported 

by State aid was never reoffered publicly, so that we in 

the State had no chance to compare the yields at which the 

two issues were offered. 

MR • .MAGOVERN: That may be the answer to the apparent 

complexity there when you say they both arrived with the 

same rating, one with the State guarantee and one without. 

Does any member of the Committee have a question? 

MR. JESSER: We realize that we have to sell our 

bonds in the general marketplace with other issues. Also 

we realize that there is going to be a tremendous volume 

of municipal bonds coming on the market in the next five 

years. Have you ever seen any figures of projections of 

how much in the way of municipal financing is going to take 

place in the next five years? 

MR. DALIN: Well, I have seen those figures. I don't 

recall what the total was, except that it was enormous. 

You are speaking of the nation as a whole, aren't you? 

MR. JESSER: Yes. 

MR. DALIN: Foster, do you know about what the current 

volume is? 
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MR. COOPER: The projection for five years? I haven't 

the slightest idea. 

MR. MOAK: Mr. Chairman, the Congressional Committ.ee 

on this subject put out its report in 1966 and projected 

we would reach a level of between $22 and $25 billion by 

1975, which was in contrast to a level at that time of 

around $10 billion. 

MR. DALIN: That is per year. 

MR. MOAK: Per year. The report was issued in 1966. 

MR. JESSER: I think the point here is, Mr. Chairman, 

if we are going to compete in this ~rger market, certainly 

it behooves the State of New Jersey to have as favorable 

a reception for their securities as possible. So any 

restrictions that we have, any practices that we have, 

anything that restricts the marketability of our issues is 

going to be to our detriment because the demand, I think, 

everybody agrees is going to be so heavy that if we don't 

go into this marketplace in a very favorable light and 

do everything we can to present our bonds in a most favor­

able way, it is going to be to the detriment of the State 

and the municipalities. That was the point I wanted to 

make. 

MR. JOHNSON: May I just suggest one other comment 

there. The business of selling bonds now places a premium 

on imagination and on initiative in creating a cash flow to 

service those bonds. The time when we could conveniently 

divide bonds between revenue and general obligation tax­

supported bonds is well past. The so-called double-barrelled 

obligation is now commonplace where a bond is sold initially 

to be serviced by the revenues from that facility and then 

a .final backup by the municipality in the event of a default -

a regional sewer authority, a parking authority, name it as 

you will. 

Again I think in our mere use of semantics, we create 

a disadvantage to the double;...barrelled bond seller who is 
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forced to put a revenue bond or sell an authority bond when 

it is really backed up by the general obligation of the 

general tax revenues of a municipality. We tend to increase 

the cost rather than saying this is even a stronger bond. 

I don't know that the legislature can help this in establishing 

new semantics in the business, but it is specifically on 

your subject. 

MR. DALIN: It does have to do, if I may interject here, 

with the way that New Jersey's bonds are presented to the 

investment industry. The New Jersey Regional Sewer Authority 

bond is a very ingenious instrument and an extremely well­

secured instrument. Yet I think it is safe to say that 

large segments of the investment industry treat it as a 

revenue bond and consequently as something less well secured 

than a general obligation bond. 

SENATOR CRABIEL: I want to get back, Mr. Johnson, to 

your Jefferson Township bond. All municipalities have State 

aid. What was different about the Jefferson Township bond 

than any other municipal bond put out by boards of education? 

MR. JOHNSON: You are the member of the Legislature, 

sir. As I understand, there was a program created that 

provided a cash flow specifically to assist lower-rated 

and, therefore, less wealthy school districts in meeting 

the construction needs that they were faced with and that 

their current financial condition made it difficult for them 

to meet. This program brought itself to the marketplace 

stage in presenting to Wall Street two separate issues then. 

Let me get this notice of sale right here. "Board 

of Education of the Township of Jefferson, County of Morris. 

First notice of sale, May 19; second notice of sale, August 

25." First notice of sale draws reference to $672,000 Series 

A. That is a State aid bond, serviced entirely by contri­

butions from the State. Series B, $3.3 million, school bonds 

of Jefferson Township serviced solely by the general revenues 

of Jefferson Township Board of Education. In the initial 
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notice of sale, there was one single notice of sale for 

both issues. 

SENATOR CRABIEL: May I interrupt a moment. Can 

any municipality put out a brochure of that same type? 

MR. JOHNSON: Again it is my understanding that the 

statute provided aid only for those municipalities that 

needed it and, therefore, the need had to be certified by 

the Board of Education and then the Bureau of Local Govern­

ment. 

SENATOR CRABIEL: That isn't backed by State aid any 

more than any other municipality. This is what I am trying 

to get through my craw. 

MR. JOHNSON: State school building aid bonds under 

New Jersey State 18A:58-33.4 (d) - it is a pure citation. 

SENATOR CRABIEL: But every municipality could do the 

same thing. 

MR. JOHNSON: It is my understanding the statute 

requires a certification of need before a school district 

can avail themselves of that aid. 

SENATOR CRABIEL: I will yield on that until I get 

some research on it. It is not my understanding. 

MR. JOHNSON: I could be wrong. 

SENATOR CRABIEL: My next question has reference to 

the bond bank, and your associate, Mr. Dalin, just passed 

it aside - in other words, whether you have any view as 

to whether by putting the credit of the State behind these 

bonds of some of these municipalities it would help in any 

way in solving our problem. 

MR. DALIN: Well, I think it would obviously solve 

the problems of certain small, unrated or low-rated municipal­

ities because they would be able to enjoy the advantage of 

the rating of the State agency which will issue the bonds. 

How this works out - what its net effect on New Jersey 

finance would be - I cannot say. That would depend, for 

example, on how the bond bank is set up, on the rating that 
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its bonds receive and on its effect on New Jersey credit, 

on the rate of interest carried by New Jersey State bonds. 

My understanding is that the bond bank bonds would be what 

are called moral obligations rather than direct general 

obligations of the State. Is that correct? 

SENATOR CRABIEL: I believe so. 

MR. DALIN: If so, they would carry a higher interest 

rate than the direct general obligations of the State. Also, 

I suppose, there would have to be a certain amount of staffing 

for the bank. So there would be a cost there. But the 

advantage is obvious. What the net effect would be, I 

can•t say. But it is certainly something to consider very 

seriously and to explore. 

SENATOR CRABIEL: One other question: Mr. Johnson, 

you indicated you also were a municipal official or a former 

municipal official. In your opinion would it be wise to 

eliminate completely any reference to a debt limit in municipal­

ities? 

MR. JOHNSON: As a municipal finance officer, you mean, 

you are asking that question for me to answer • 

SENATOR CRABIEL: Yes. 

MR. JOHNSON: Let me respond this way: I think it 

would not be surprising to make t;he general comment that it 

would be unusual to find among elected officials of local 

governments extraordinary ability in engineering, extra­

ordinary ability as an architect or as a municipal bond 

expert. What I am suggesting is, therefore, while I continue 

to recommend the elimination of any limit, I recommend the 

strengthening of the advisory function of the Bureau of Local 

Finance so that those who are sincere, energetic municipal 

officials but with not the expertise of a municipal bond 

profession would have available to them from the State level 

the advice the municipality should need to keep its capital 

financing in line. 

SENATOR CRABIEL: Would you give the same answer as a 
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resident and a taxpayer of a community, realizing there are 

587 municipalities in this State with municipal officials 

who don't have all the expertise, as you have indicated? 

MR. JOHNSON: I would have to answer that again by 

saying 11 yes 11 because at the same time I am being buffeted 

with the ecological needs, the environmental needs, the 

sewer authority needs, and all the rest of these needs. 

Needs are there. Legislation won't eliminate them. 

MR. MAGOVERN: Turning that question into the market­

ability, would you like to hazard an opinion as to the 

effect of a municipality that came in with a bond that did 

not have that advice or criteria of the experts and one 

that did? In other words, what I am asking is: Would it 

not have the effect of channeling everything through that 

unit or that organization from a marketability standpoint? 

MR. JOHNSON: I understand your question, sir. There 

are municipal bond banks, if you want to use that as a 

generic term, in operation throughout the nation in some 

states for different purposes. The Commonwealth of Pennsylvania, 

if I use the right .l<;J.nguage,·has a school building a~thority. 

I believe the State of Michigan, the State of North Carolina, 

the State of Virginia, have different kinds of bond banks. 

I think specifically from our point of view I mention a 

small item but it is an important item. It may be more 

logical for a municipal finance officer and a registered 

municipal accountant to program a maturity schedule so it 

fits an outstanding maturity schedule to maintain a rather 

level debt service requirement than it does to package a 

bond issue so it is more palatable, more salable, more 

merchandizable on the street. A hundred bond maturity per 

year is a very salable bond maturity: 60, 75, 80 bonds are 

not - a small item but an important item in establishing an 

interest rate and a cost of that issue, not one you very 

often see fed into the consideration and the preparation of 

an issue. 

MR. MILLER: Either Mr. Dalin or Mr. Johnson - I am 
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intrigued with Mr. Dalin's observation that bonds of equal 

quality or apparently equal quality when you go behind 

some of the obscurities in New Jersey do not have as favorable 

an interest ratein the market as bonds of municipalities of 

other states. It is hard to believe that a sophisticated 

market like this one is not aware of the quality and goes blindly 

by a rating which apparently isn't justified. Could either 

of you comment on that? 

MR. DALIN: Well, I wouldn't say that the market goes 

blindly by the rating, but certainly Moody's rating is a 

very important consideration. Even if you personally 

disagree with Moody's rating, you would hesitate to buy a 

bond with a low rating because the person to whom you might 

want to sell that bond in five years might take the rating 

more seriously than you do. So it certainly cannot be ignored. 

MR. MILLER: I am still unaware from your remarks as 

to whether the rating is or is not justified. Obviously if 

it is justified, it shouldn't be ignored. And if it isn't 

justified, there should be a remedy. Where do you take hold 

of this? 

MR. DALIN: I don't want to get into a, let's say, 

sort of long-distance quarrel with Moody's about the justifi­

ability of their ratings, particularly since I have not 

reviewed all of their 65 BA-rated bonds and presumably they 

have. It just strikes me on the evidence that I have presented 

to you, the fact that New Jersey in spite of being generally 

a wealthy state with pretty good State laws regarding 

municipal finance should have so many low-rated bonds com­

pared with New York and other states -- it just strikes me 

that there is something wrong there, something that is not 

completely objective and I would guess that a representative 

of Moody's, if one were here, would have something to say 

on that matter. 

I do believe, as I indicated in my presentation, that 

aside from the sweeping changes on the State level, the 

formation of a bond bank, etc., I have seen a number of 

New Jersey municipal bond brochures and very frequently they 
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simply don't do anything to sell the bonds. This is not 

only a matter of Moody's rating because the same municipality 

might have presented more data to Moody's than it does to 

the investor. But in many cases perhaps it has not made 

an adequate presentation of the case to Moody's. 

MR. MILLER: On the average, this is true in other 

states also. They are not any better at writing them. You 

have seen some pretty bad ones. 

MR. DALIN: That's right. 

MR. MILLER: How can you explain it? 

MR. DALIN: I would have to fall back on the points 

which I made which may be objective reasons for the low 

ratings of New Jersey bonds, particularly in the school 

areas, the fact that State aid to schools is fairly low in 

New Jersey. It is comparatively high in New York and this 

State school aid in New York has to be applied to debt 

service on New York school bonds if the district in question 

should fail to raise sufficient money from property taxes. 

That is a comparative strong point for New York school 

districts. 

MR. MILLER: But you have a better strong point - in 

New Jersey the school debt service takes priority over the 

municipal and county, you said. 

MR. DALIN: That is true. I don't know --- You mean 

the tax collection·--

MR. MILLER: Tax collection, yes. 

MR. DALIN: [Continuing] -- takes priority. 

MR. MILLER: The schools call on the tax collector 

to turn over their share of collections. 

MR. DALIN: In New York, on the other hand, counties 

frequently are responsible for collecting taxes for school 

districts and municipalities and funnelling those taxes 

first to the municipalities. 

What you seem to be asking me is: Why is a New Jersey 

municipality generally rated lower than those of New York and 
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other states? I can't say more than I have already. 

MR. MILLER: Well, could you say how much it costs 

the taxpayers of the State to enjoy that favored position? 

MR. DALIN: I don't know. Would you say, Tristam, 

that New Jersey, municipal bonds generally carry a significantly 

higher rate than those of other states? Well, one thing 

to bear in mind in comparing municipal interest rates is 

that New York State, for example, has an income tax, so 

that everything else being equal, there would still be an 

interest rate advantage to a New York municipal bond 

because the residents of New York State would have more 

incentive to invest in a New York State bond. 

MR. JOHNSON: There is the gap in the statement just 

made that any state with an income tax exempts the interest 

from its own obligations or obligations of its own municipal­

ities from that tax. If New Jersey is considering a State 

income tax, this might be one of the positive selling 

points. 

MR. MILLER: You mean there will be more people 

driven to buying New Jersey bonds? 

MR. JOHNSON: Driven into it, yes. 

MR. MILLER: Isn't the market sufficiently large at 

present of New Jersey bond buyers to absorb the issues 

offered over the years? 

MR. JOHNSON: Anything can be sold at a price. This 

doesn't mean it was sold at the price it was initially 

offered at. 

[Discussion off the record.] 

MR. MAGOVERN: Does any member of the Committee have 

any further questions? 

MR. MOAK: You raised a question about the desirability 

of permitting a broader number of coupon rates. Am I correct 

in understanding that there is an advantage to being able 

to re-offer bonds at par --

MR. JOHNSON: Yes, sir. 

MR. MOAK: (Continuing] over either discount or 

premium? 
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MR. JOHNSON: I would say generically, yes, sir. I 

would also say this is a subject that you could raise with 

others who will be testifying who are more conversant 

with the preparation of bond bids and you can get probably 

more specific and even mathematical proof of that position. 

But I think it is a valid statement to make generically. 

MR. MOAK: If that be true, then in order to provide 

for the compensation of the successful syndicate, would it 

be desirable to permit the bonds to be sold at a discount 

substantially equal to the gross profits of the syndicate? 

MR. JOHNSON: My best answer is to say that present 

bid requirements in New Jersey include more restrictions than 

are necessary in the marketplace in 1970, certainly in 

competition with obligations offered by other jurisdictions 

of other states. 

I add one other item here - and I suggest it be another 

one to be considered: Why is there a need of a good faith 

check? The industry, what is left of it now, is a fairly 

sound and responsible industry. But the requirement to 

leave committed for the delay period between bid, sale and 

settlement of a good faith check is a loss of that capital 

to the municipal bond market's value, the municipal bond 

market's use~· And any active underwriting house may be 

in the process of bidding on, and succeeding in their bid, 

on three, four and five issues a week, but it may be a 

month before the settlement date. So they have an accumulation 

of good faith checks serving neither the issuer or the buyer 

a purpose. 

MR. MOAK: Would part of your objection to that process 

be met if the issuer were obliged to deposit the check in 

an escrow account which would bear interest during the 

intervening period? 

MR. JOHNSON: I would think he would do that anyway. 

I don't think that again answers the question. I think 

if you are trying to create as viable and healthy a relationship 
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between your issuer and your seller, the issuer and the buyer 

of the bond -- Wall Street is known these days for being 

in need of capital. The experience of Goodbody spread across 

the papers for merely the need of $15 million is evidence 

of the need of capital in Wall Street. For the municipal 

bond industry to continue to require the tying up of 

capital is the question. 

MR. MOAK: Moving to another point, if I may, if you 

free up the number of coupons, how do you guard against 

the disadvantages to the issuer which arise fromdeepdiscount 

coupons on the final maturity or final two maturities or 

whatever it happens to be? Are you familiar with that area? 

MR. JOHNSON: I am familiar with the practice, but again 

I am not personally familiar in my business experience with 

the mathematics that justify bid preparation. I suggest 

you raise the question to other people that come before you. 

MR. MOAK: Is there a substantial difference in the 

profit per $1,000 on a $500 thousand issue, a $1 million 

issue and a $5 million issue from the standpoint of the 

purchasing syndicate.of the same issuer and in what magnitude? 

MR. COOPER: You say a substantial difference. It 

may be_ftatwhat you term substantial and what I term 

substantial may be entirely different. But I would visualize 

a $500 thousand issue in today's market, the underwriting 

spread being somewhere in the neighborhood - let's talk about 

a B double A bond - of a point and a half to a point and 

three-quarters • 

MR. MOAK: $15 to $17.50 per thousand. 

MR. COOPER: Right. And that would be on a smaller 

loan. On a $5 millibn loan, I can visualize it being a 

point and a quarter. 

MR. MOAK: $12.50? 

MR. COOPER: $12.50. 

MR. MOAK: Is there any reaction in the investment 

industry to the North Carolina type of conduct of sales for 

municipalities at a single point by a single officer, although 
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they be bonds of the issuing government in the same form 

as in New Jersey, but t.here is a requirement for central 

sale of the bonds? Is there any opinion within the 

industry concerning that that makes that more or less 

favorable? 

MR. DALIN: I am not familiar myself with that. 

MR. COOPER: I have no comment. 

MR. MOAK: Mention was made of the fact that it would 

be desirable to have advisors, fiscal advisors, in the 

preparation of bond issues for issuers. Would such advisors 

be prohibited from participating in the purchase of the 

bonds or in the distribution subsequent to purchase? 

MR. DALIN: Well, it is my understanding that a 

financial advisor may not underwrite the bonds. I might 

be mistaken on that point. That is my understanding. 

MR. MOAK: From your point of view, what is desirable? 

MR. DALIN: If you say from my point of view as an 

investment banker , I would have to answer that it would 

be desirable from our point of view that financial advisors 

be permitted to underwrite and deal in the bonds as well. 

MR. MOAK: But perhaps not so from the point of view 

of the issuer? 

MR. DALIN: I am not sure there are questions of con­

flict of interest. That, of course, is the reason for the 

law as it now stands. Whether or not that fear and concern 

are appropriate, I really don't think that I should answer 

that. 

MR. JOHNSON: I would like to make two quick comments 

on that. I personally feel preventing an advisor from 

participating in the distribution or underwriting of an 

issue prevents that part of Wall Street that is the most 

informed, the firm that is most informed about the issuer. 

This seems to be a detriment to the issuer. However, I 

think it can also be said from the competitive aspect 

in the street, if the financial advisor is also allowed to 

participate in the underwriting, it may take a while for the 

street to accept the fact he has a right to be there, rather 
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than that he is an insider and knows so much - why should 

we bother to bid? So there is a matter of education, I 

think, to be accomplished both ways. But I think if it is 

moved in this direction, it will be to the benefit of the 

issuer. 

MR. MOAK: Thank you. 

MR. MILLER: Following the same question, considering 

all the legal safeguards and restrictions that you mention, 

is it really possible for a financial advisor to design 

a package that only he would be favored by? 

MR. JOHNSON: Under the careful guidance of bond 

counsel, I think it would be impossible. For him to tailor 

an issue that only he could bid on - the industry is not 

so constructed. 

MR. MILLER: Well, it is not only he, but a very small 

group. 

MR. JOHNSON: I think I could generically say, no. 

MR. MILLER: What is the secret that he would have 

that the rest of the industry wouldn•t have merely because 

he has been a financial advisor? 

MR. JOHNSON: The only secret he would have would be 

that he knew this was coming for a longer period of time 

so he could generate interest among potential purchasers 

that bidders come lately might not have the time span to 

spend on it. 

MR. MOAK: What position is he in on the day of the sale 

to advise the issuer whether or not to accept the lowest 

bid? 

MR. JOHNSON: I find it hard to believe that there 

can be statutes that allow a bid to be accepted that is 

higher than the lowest. 

MR. MOAK: In other words, to reject all bids. 

MR. JOHNSON: Oh, to reject all bids. If he is serving 

his function as a financial advisor, the sale will not have 

reached the point of a sale at which bids will not be 

received adequately. If I may, without pointing fingers, 
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suggest that the situation that the State of New Jersey 

found itself in when they had a bond sale several weeks 

ago in which no bids were received need not occur either 

in an advisory situation, in a competitive situation or in 

any situation. 

MR. MOAK: But it may well occur that due to some 

event overnight 

MR. JOHNSON: Oh, well. 

MR. MOAK: [Continuing] -- that circumstances have 

changed making it unadvisable to accept bids, although you 

received bids - the price is wrong. And if he is also a 

bidder, does this influence his judgment in this circumstance? 

MR. JOHNSON: I have enough confidence in my industry 

to say it would not influence his judgment. If you have a 

bond sale scheduled for tomorrow and tonight the prime rate 

is dropped or the rediscount rate is changed substantially, 

you have an immediately different market level tomorrow. 

All bids are adjusted as of tomorrow. Bids are submitted 

by telephone, not over a span of time. I generally feel 

the industry can adjust itself to any overnight change. 

MR. DALIN: I might add there, if I may, in this case 

the financial advisor - underwriter would after all be 

putting his reputation on the line. Presumably he would 

not represent a firm that just goes into New Jersey occasionally 

and then has nothing to do with the state the rest of the 

time. Chances are that these investment banking firms will 

be firms that deal regularly in New Jersey municipal bonds 

and consequently their reputations will be extremely important 

to them. 

MR. JESSER: Mr. Chairman, the main point that I gather 

here is that by removing some of these limitations and 

restrictions - for example, the debt ceilings - by having a 

bond bank - by having maybe better advisors and presenting 

the bond issue in a more favorable light, finding some of 

these other factors you have brought up here - that the 

average municipality in New Jersey could come out with bonds 

at a higher price and a lower rate and, therefore, over a 
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period of years, we could save ve:ry considerable sums of 

money. Is that right? 

MR. DALIN: I believe so. 

MR. JOHNSON: I would go a step further and say that 

I think there is no process of business in which the bidding 

process, the actual bidding process, is more highly 

competitive than exists in the bond-bidding business. The 

whole underwriting field is so conversant with each other's 

opinions of the market moment to moment that any particular 

issue will draw bids very close in their relationship to 

each other. So it is less in that area in which you can 

expect improvement than it is in the area of the issuing 

of the bonds themselves, I think. 

MR. MAGOVERN: Thank you very much, gentlemen, Mr. 

Dalin, Mr. Johnson and Mr. Cooper, for appearing. 

Mr. Pfeiffer of Standard and Poor. 

J 0 H N K. P F E I F F E R: I returned from a two-

week tour of the entire country on Saturday. This morning 

there was a note, 11You are due at'1100 Raymond Boulevard, 

at ten o'clock. 11 I am not prepared. However, I do have 

a copy of a talk I gave in relation to municipal ratings, 

contract ratings, which I would like to submit to the 

Committee. 

MR. MAGOVERN: The Committee will be very happy to 

receive it. 

[Copy of Mr. Pfeiffer's talk can be found 
beginning on page 98 of this transcript.] 

MR. PFEIFFER: I would be more than happy to cooperate 

at future meetings • 

MR. MAGOVERN: Would you be willing, Mr. Pfeiffer, to 

attempt to respond to some questions that the Committee 

might have with respect to ratings? 

MR. PFEIFFER: Yes. 

MR. MAGOVERN: There were questions that were prompted, 

I guess, in part by references to Moody's and earlier to 

Standard and Poor's. Dr. Miller has a question. 
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MR. MILLER: You were present and heard the various 

references which speak for themselves. 

MR. PFEIFFER: Yes. 

MR. MILLER: Perhaps the easiest way to get into it, 

if you don't have some other you prefer, would be to start 

where Mr. Moher left off. He made an observation about the 

new practice of the rating services and perhaps you would 

care to comment in response. 

MR. PFEIFFER: All right, fine. Just for a little 

brief briefing, we decided to charge a fee for our municipal 

ratings back in March of 1968, the reasoning being that 

we are not a philanthropic organization. We were losing 

some $200,000 a year. We had the choice of either charging 

for ratings or going out of business as far as municipal 

ratings were concerned. As you can appreciate, our biggest 

expense, of course, was salaries. Municipal analysts are 

few and far between. Actually when I have some young people 

come in andtry to induce them to go into municipal finance, 

their reaction is that there is no romance in it and they 

prefer the stock market, which to them is a one-way street. 

They sUbsequently find out differently. 

Nevertheless, there has been - I don't like to use 

the word pirating, but I guess that is as good as any other 

word - in the street for municipal analysts. It takes two 

or three years to indoctrinate one, to get him on his feet, 

so to speak, and the first thing you know some house downtown 

will take him at a fairly substantial salary. So the end 

result was that we had no choice but to either charge or 

go out of the municipal business. 

Our fees are based not on the population, not on the 

amount of the issue, but merely on the time consumed. In 

other words, you could have an issue, as an example, for 

the Port of New York Authority. They will come out with 

a $90 million issue. We are familiar with it. It takes 

us two or three hours to resolve our rating ideas. On the 

other hand, we could have a small gas revenue issue down in 
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Tennessee that might entail even sending a man down to 

see the area and the fee is reflected, as I said, in the 

time consumed. 

MR. MILLER: This everyone understands is a problem. 

But I think the key thing is what. came up a moment ago in 

Mr. Dalin's testimony and others we have heard - his wasn't 

the only one - about the difference in rating of New Jersey 

bonds of apparently equal quality as compared with other 

bonds, let's say,in this general area or part of the country. 

Can you explain why this is and what we could do to correct 

it? 

MR. PFEIFFER: Well, I can't naturally explain Moody's 

reasoning and frankly, and I wish it were off the record, I 

don't go along in their BA situation that they have with the 

65. I think we have 1 or 2 in the State of New Jersey at 

the present time. I think we look at it more realistically. 

I think Moody is still looking back in the '30's when we 

were in a different ballgame. I can't see much difference 

between the ratings in general in the State of New Jersey and 

in other states. 

MR. MILLER: That being so - and I don't expect you 

to give any off-the-cuff opinion on it - isn't a state or 

aren't the municipalities in a rather peculiar position? 

You have three rating services. They each might rate and 

if one of them rates you down, the other two don't do you 

any good. Is there any way of correcting for that? 

MR. PFEIFFER: I can't see any at the moment. We are 

competitive - Moody's and Standard and Poor's. Now Dun 

and Bradstreet doesn't rate issues per se as we do. If 

there is a difference of opinion in one rating, that could 

happen. That's only natural. When they are two notches 

apart, then one of us is decidedly wrong. Fortunately we 

don't see that happen very often. When it does occur -- and 

Jefferson Township is one in particular that we noted. We 

weren't asked to rate the issue. We observed immediately that 
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there were two distinct issues and surprised when Moody 

put the BA on it. But to get back to your question, if 

we watch and we are more than one grade away, one of us 

is wrong. What can be done about it? I can't say. We 

do everything we can. We look into it. We say, 11Dd.d we 

make a mistake? 11 We are human and we do make mistakes 

from time to time. 

MR. MILLER: Do you rerate issues which come out of 

states where they have a state rating agency? 

MR. PFEIFFER: Oh, yes. 

MR. MILLER: Do you differ very much with the state 

rating agencies? 

MR. PFEIFFER: No. 

MR. MILLER: You pretty much agree with them? 

MR. PFEIFFER: That's right. 

MR. MILLER: To your knowledge does the market pay 

particularly much attention to a state rating? 

MR. PFEIFFER: Definitely, no question about it. 

MR. MILLER: Would that be, do you think, any kind 

of solution to our problem? 

MR. PFEIFFER: I think it would. I think it would 

have quite a strong effect on it. 

MR. MILLER: Thank you very much. 

MR. MOAK: Just one question: You have a pricing 

service and you price bonds.--

by 

MR. PFEIFFER: That's correct. 

MR. MOAK: [Continuing] -- for 

MR. PFEIFFER: -- municipal corporates. 

MR. MOAK: Primarily, I take it, for evaluation 

MR. PFEIFFER: That's correct. 

MR. MOAK: Does that extend only to the issues 

Standard and Poor's or does it extend beyond it? 

purposes. 

rated 

MR. PFEIFFER: It extends beyond it - any issue where 

we can get an indication of what the bond is selling for. 

MR • MOAK: Thank you . 

40 



MR. DILWORTH: If there were a state rating agency, 

would you feel that its ratings would have immediate 

acceptance in the market or do you think this is a matter 

MR. PFEIFFER: A state rating agency? 

MR. DILWORTH: Yes. 

MR. PFEIFFER: No, it would not have. As a good example, 

North Carolina is doing a terrific job. Now it might have 

an effect, and I am sure it does,· within the state - with 

the banks within the state. But, no, they haven't gained 

acceptance. 

MR. MILLER: One other question along the same line: 

New Jersey is or was one of very few states that had a 

strong state-administrative supervision over municipal 

budget and borrowing and this over the years since the 

'30's, at least. Does this, in fact, operate to strengthen 

our municipal credit rating? 

MR. PFEIFFER: My feeling is that it does, yes. 

MR. MILLER: If it does, and I would assume it would, 

why is it that doesn't overcame some of the other features 

which apparently - well, you haven't said they have hurt us -

but if we did have other features,would it as a rating matter 

help to overcome this? 

MR. PFEIFFER: Oh, yes. 

MR. MAGOVERN: Thank you very much, Mr. Pfeiffer. 

It is quite obvious that there must have been some 

mixup in the notice of this hearing and the regulations and 

details that went out. We are proceeding without the filing 

of statement. 

If it should appear when this hearing is over this 

morning that some witness would like to reopen or we should 

feel the need for a further hearing or an adjourned hearing, 

we may do that. At this juncture, however, I think we 

should proceed right along this way and I hope it is satisfactory. 

Mr. Breen of John J. Ryan, and I believe you have an 

associate with you. Would you give your names to the 

secretary, please. 

[David Breen and Jack Rosenthal identify themselves.] 
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D A V I D B R E EN: Gentlemen, I don•t know how 

pertinent this actually is going to be. As I said, I 

was not notified until Thursday afternoon. I haven•t 

prepared anything but I thought that I would perhaps 

deliver a talk that I gave before the New York Municipal 

Analysts Group some two or three weeks ago, and I think 

it might be helpful. 

Those of you who are familiar with New Jersey 

revenue financing --

MR. MAGOVERN: Do you have copies there? 

MR. BREEN: Yes, I do. 

MR. MAGOVERN: Enough for the Committee? 

MR. BREEN: Yes, I believe there will be enough. 

MR. MAGOVERN: Do you want to file this and just 

tell us about it or did you want to read it in full? 

MR. BREEN: Well, it seems it may take a little 

time. I probably can just talk about it generally and 

file it, and then you probably will have some questions 

that I hope I can answer for you. 

MR. MAGOVERN: Not to digress, but Mr. Pfeiffer, 

I believe is also going to file his talk with us. So it 

would be helpful to the Committee if you would summarize. 

MR. BREEN: I realize that and I will try to do it 

to the best of my ability. 

Primarily this talk that I gave was based on a 

legal opinion handed down by John Trimble of Caldwell, 

Trimble and Mitchell, now Mudge, Rose Bond Counsel in :New 

York And in this statement, Mr. Trimble points out that 

New Jersey Revenue Authority Bonds are, in fact, more 

secure under the law than are those municipal bonds which 

are supported by general taxation, because of various 

recourses that bondholders have on the revenue bonds as 

opposed to the general obligation bonds, and the various 

ways in which you can act in foreclosure procedings,and 

so on and so forth, which are much quicker under this Act 

than those are generally under the strict general 
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obligation bonds. And I felt that this was very important, 

myself, having been a former municipal official myself. 

chairman of a utility authority down in South Brunswick. 

I have felt very strongly about these things for a number 

of years now. And I just feel that it's almost incompre­

hensible today to believe that any municipality can long 

exist without water and/or sewer service~, especially 

sewer service. And, in fact, we know that building bans 

are being employed now in various areas of the State be­

cause of the sewer needs. 

I do feel very strongly that the sewer revenue 

bond need not necessarily be a double-barrelled 

obligation, as is done quite frequently now. I think I 

should make a distinction here,though, - a regional 

sewer authority as opposed to a municipal sewer authority -

because obviously a regional sewer authority couldn't 

possibly work unless it had contracts with those 

municipalities that it served. So, therefore, the service 

contracts are needed. But I don't believe that it should 

necessarily follow that, as far as a local municipal 

authority, the service contract should be needed as there 

seems to be more than enough recourse for the bondholder 

to foreclose or go into receivership, or what-have-you, if 

it becomes necessary. 

I feel very strongly that the sewer revenue bonds 

should be independently rated, as opposed to a municipality. 

I think they should be placed in a class by themselveso 

I guess that's really just about as much of a 

summary as I can give. I take it at your own leisure 

you can go into it and get something a little more out of 

it. 

MR. MAGOVERN: I wasn't sure, Mr. Breen, whether 

I heard you mention authorities and authority revenue bonds. 

Are you classifying authorities into the same group as 

authority revenue bonds? 
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MR. BREEN~ No. I don't t_hink 'lOU can do that. 

I think I'm talking primarily and solely about sewer 

authorities. I am not going to classify a sewer authority 

in the same class as an electric authority or gas authority 

or something like that, which I don't believe we have any 

of in the State anyway. But I don't think you can put 

them all togethero The law isn't written that wayo I 

mean,the law is written for sewer revenue bonds and this 

is what I'm primarily interested in. And, seeing that 

we're going to have a great deal of sewer revenue 

financing, or what-have-you, in the State in the future, this 

I think is some place where a great deal of education is 

needed. 

MR. MAGOVERN: Limiting it to the sewer authorities, 

or sewer revenue bonds you classify there, it wouldn't 

disturb you one way or the other whether it was a 

separate authority or not? You classify security on the 

same basis? 

MR. BREEN: Well, as I said, I believe that a 

sewer revenue bond under an authority, as set up by 

Chapter 138, Laws of New Jersey, 1946, is more secure 

than is a general obligation bond, and less likely to 

default, simply, as I said, because you can't live 

without sewer service. And I think an individual is going 

to pay that sewer bill before maybe he will pay his local 

school tax. 

MR. MAGOVERN: Do any members of the Committee 

have any questions of Mr. Breen? 

MR. MOAK: Does the extension of the general 

obligation pledge to the authority bonds have the effect 

eventually of diluting the value of the general obligation 

pledge? 

MR. BREEN: No, I don't believe soe It has been 

a common practice to have, what we call in the business, 

service contracts, whereby a local municipality will back 

up it's authority anywhere from the required reserves all 
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for instance, Bergen County Sewer Authority, - they have 

service contracts. I believe each municipa..Lity levies taxes 

to pay a proportionate share. Now, 1.f you have a BA rated 

community, say all seven commt.mi t.ies were BA rated, I 

doubt very much that their tax collect~ons would go up any 

greater just because they have a regional sewer authority. 

Therefore, I would say probably not.. It would be a BA. 

But I 1 m talking now where you've got a local municipality 

it 1 s strictly a revenue type of thing. They are empowered 

to go in there and levy the rat.es that are necessary to 

maintain that system for debt service and for the maintenance 

and operation of the system as well as extensions. So 

there is a difference. 

MR. JESSER: Where you have your group of communities 

involved in a sewer authority, it's inconceivable to me 

that the authority could ever enforce any penalty against 

a municipality, such as turning off or closing the 

connection. 

MR. BREEN: 

MR. JESSER: 

wouldn•t permit it. 

MR. BREEN: 

I don•t see why you should say that then. 

Well, because the Board of Health 

Well, I think,under the law that the 

authority was set up under, they could in fact. But I 1 m 

not an attorney. 

off that service. 

I believe that they could in fact turn 

MR. JESSER: Well, I raised this question and it 

has come back that the Board of Health would not permit 

them to do it, you know, for one hour. 

MR. BREEN: Well, would the Board of Health then 

permit, or would some State agency then permit the 

authority to go into default? 

MR. JESSER: Then t.hey '.vould have to work some­

thing out. It•s understandable, though, because there is 

no other course. 

MR. BREEN: Well, I t.hink., here again, we have 

trustees appointed by the various authorities to oversee 
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the way up to the actual backing of the bonds themselves. 

There are various types of service contracts. I just 

don°t believe, myself, that there should be a necessity 

for a service contract but, as long as bonds are sold this 

way, if investors feel that they are more secure, which 

I question, then I would have no objection, of course, to 

going along with it. I just don't feel that there is a 

need for it, that•s all, except, as I said, on a regional 

basis. 

there. 

Of course, it's obvious you have to have contracts 

MRe JESSER: If a sewer authority involves seven 

communities and the seven communities, just for example, 

all have BA ratings, would it be possible for the authority, 

because of the diversification, the fact that you say they're 

not going to turn off - they are not going to permit them 

to turn off the valves and back up the sewers -- would it 

be possible for the authority to have a rating of A or BAA? 

MR. BREEN: I think that's a question for the rating 

services. 

MR. JESSER: This is your point, though, isn't it? 

MR. BREEN: No. I said there's a difference. On 

a regional basis it 1 s different than on a local basis. On 

a local basis, I think it's an altogether different animal 

and I think that they should be rated perhaps higher than 

a local municipality. If we have a BAA rating, say for 

South Brunswick, I think perhaps the South Brunswick Utility 

Authority could have an A rating, because of the recourse 

that bondholders have. 

MR. JESSER: Well, that's my point, only instead of 

having one municipality - up in Bergen County we have five 

or six or seven or even more. 

MR. BREEN: Right. 

MR. JESSER: And the idea is that you get your 

diversification, in other words that the authority has 

a better credit standing and rating than any one of the 

average municipalities. 

MR. BREEN~ Generally speaking on a regional basis -
45 
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MR. MILLER: We 0 ve had various suggestions, and 

they 1 ve been in the Legislature too, for the enactment 

of a municipal revenue bond law which would expand the 

concepts I thought perhaps in your experience you 

might have run into the need for it or the lack of need 

for it. 

MR. BREEN: No. I can 1 t say that I have because -

I mean, in effect, you could almost - well, it's not a 

revenue type of thing but you can go through an assess­

ment program, you can have a user charge for utility 

service, where the charge for the service is something 

like, you know, an authority would do only what could be 

done under a municipal operation. 

MR. MILLER: That being so, why should a single 

municipality, if there are any left that are going to 

have sewerage systems, create an authority just to 

serve its own municipality? 

MR. BREEN: Well, there may be some areas where 

they can't afford a.big regional authority. 
J 

MR. MILLER: All right, now, but why should they 

go to an authority? Why shouldn't they do it as a municipal 

utility operated by the municipal government? 

MR. BREEN: Well, they would run into problems of 

debt limit. I believe that's one of the reasons why the 

authorities are created. 

MR. MILLER: They're deductions from the debt 

limit, if th~y're self-liquidating. 

MR. BREEN: Well, if they're self-liquidating. 

MR. MILLER: Well, they would have to be if they 1 re 

an authority, so they,probably would be -

MR. BREEN: Well, if they are an authority. 

MR. MILLER: And they probably could still make 

themselves liquidating as a municipality. 

MR. BREEN: Well, they could do it through user 

charges. 

MR. MILLER: Yes. 
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these things, to prevent their happening. This is 

for the protection of bondholders. Actually, it's for 

the protection of everybody. That's the job of a good 

trustee, qualified trustee to go in there and see that 

these things do not happen, that the bills are met when 

presented .. 

MR. MILLER: Mr. Breen, do you have any experience 

between, let's say, two different types of parking authority 

bonds, those where the municipality did not, at the outset, 

pledge its full faith and credit, and those where they 

did, and any difference in the interest rates? 

MR. BREEN: From my personal experience, no. 

MR. MILLER: Are there now any parking authority 

bonds issued which do not have the municipal guarantee? 

MR. BREEN: Well, I would think there are. I know 

of one that is thinking of what way to go, actually, that 

I'm talking to. And as we get further into it, I think 

we will have to look into it very thoroughly to see which 

is going to be their best way. But, again, I am not all 

that knowledgeable when it comes down to parking authorities. 

My main interest has always been in sewer. 

MR. MILLER: Oh, I'm sorry. Well, taking sewer 

then, do you have any opinion about the advisability for 

New Jersey to enact a revenue bond law so that municipalities 

could operate -particularly a single municipality could 

operate a sewer system under that kind of financing as 

distinguished from the need to create an authority to do 

it, although I realize it really isn't that necessary. 

MR. BREEN: No.. And it would just seem to me to 

be kind of superfluous, really. But you can do it now. 

MR. MILLER: Is there anything, though, about the 

remedies, which you point out very effectively in your 

paper, which are available to the holder of a revenue bond 

under an authority which aren't parallel for revenue bonds 

issued by a municipality? 

MR. BREEN: I really don't know. 
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Scranton, Pennsylvania, had a problem where the city was 

not going to pay that which it had promised to pay under 

an agreement, a service type agreement, but the trustee 

or trustee group of banks stepped in to see that the 

monies were advanced to prevent a default. I mean, this 

is obviously their job. It 0 s maybe not their job to lend 

the money but it 1 s their job to cert.ainly see that those 

rates are increased to a point where they will be self­

supporting again. 

MR. MILLER: Thank you. 

MR. MAGOVERN: Mr. Rosenthal, you had something 

to say? 

MR. ROSENTHAL: Well, I started to ask some things 

before, in that you were asking some questions of some 

people up here that necessarily weren't coming up with 

the answers or weren't giving you some answers and I 

thought maybe I could help you at the time on some 

specifics. 

I'm connected strictly in sales with our firm 

and marketing of bonds in the State of New Jersey, in 

municipalities, and our past experience, as I said before, -

I think we do as much underwriting in this State as any 

firm and we usually manage the syndicates we 1 re involved 

in. And we take a look at these municipalities with an eye 

to what we need and how to sell them. And I disagree that 

Jersey municipalities sell cheaper than the general run 

in the country, as a whole. Sure, we have adjacent states, 

like New York and Pennsylvania, that do have state income 

tax, where they're more beneficiala let's say, to certain 

residents to buy their locals rather than come across the 

river and buy Jersey bonds for New York residents. And 

being there are more people in New York, they'll stick 

with that. Our joint authorities, back and forth between 

New York and New Jersey, - we have tremendous success and 

they sell much higher, I think, than authorities throughout 

the country. The New Jersey Turnpike gets away with murder, 
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MR. BREEN: But I don't see any advantage. 

MR. MILLER: Well, wouldn't the same user charge 

permit municipal operation outside the debt limit? 

MR. BREEN: Yes, if it's self-supported. 

MR. MILLER: Well, why don't more of them do it? 

MR. BREEN: I don•t know. 

MR. MILLER: Are they being advised to create 

authorities when they don•t need them? 

MR. BREEN: Well, no. I think they're running 

into problems. You have local officials who are elected, 

on a part-time basis, who consequently can't be cognizant 

of all of the things going on. I have to agree with 

what Mr. Dalin said before. I think it would be very 

advisable for these municipalities to retain competent, 

financial consulting services. And I think, if that were 

to happen, a lot of their problems could be solved. I 

won't say it's going to happen overnight or something like 

that because we've been going on for years now and the 

problems are becoming more and more complex. And I 

frankly feel for a lot of these local officials who have 

to go to business during the day and many times they 

are out three or four nights a week trying to conduct 

municipal business. 

MR. MILLER: That's sure true. One other thing. 

You talked about sewer authorities. I take it your 

remarks also go to utility authorities which cover both 

sewer and water? 

MR. BREEN: Right. 

MR. MILLER: The s arne thing. 

MR. BREEN: Yes. Well, as you pointed out, they 

have to be self-supporting, ~nder law. And the job of a 

good, competent trustee is to see that they~e self­

supporting. If they're not, then some remedy will have 

to be worked out, and I think they always have been. It 

was brought to my attention here, a city, I believe 
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normally, on a bond issue compared to what other 

authorities in the country will be going foro The Port 

Authority,the same way. When we get into New Jersey here, 

sure, we'll have BA loans sell cheaper. That's a fault in 

our investment community in the fact that we put Moody's 

Investor Service up here (indicating) someplace where most 

of us don't believe they belong but, unfortunately, the 

bankers in this State, particularly who do the buying, give 

Moody's a holier-than-thou position, where Standard & Poor, 

and I agree, are very realistic. in recent years, and 

Dun & Bradstreet, which very few people look at because they 

don't put a number on it -they'll say, "better medium grade" 

or something but that takes some thinking about what they 

mean. We know A, B, C, so it's very easy to say, "Oh, 

that's A, I'll buy it. BAA, I won't buy it. BA, the 

book says that's below bank credit quality so we won't buy 

that." The banks won't buy it other than a local situation. 

So we have a problem in marketing these BA bonds 

because Moody's has put a BA on them. The fact that Standard 

& Poor's has put a triple B on them, it's still - for the 

bank examiners, the bankers are scared to buy, they don't 

want to be subjected to any criticism. So we have to find 

a way to make Moody see the light, maybe, or today, now that 

they require a buying of a rating, it's ridiculous that 

a municipality goes to them if they think they'll give them 

a BA because they're better off non-ratedo The banks will 

buy non-rated bonds but they won't buy a BA. So, if they 

don't go and buy the rating, if they think they're going to 

get a BA, they'll just take that non-rating that they give 

them for not rating. And many of our top municipalities of 

the State are not rated. In the past it has been a non-rating 

because they haven't had enough debt to be rated. Now it's 

a non-rating because they weren't willing to get up the cash 

to buy a rating. And sometimes it's detrimental to pay the 

money to get a rating if it's going to be an adverse rating. 
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There was another area that you talked about, 

things that can be done in this State to help market 

bonds, and I am a strong believer f:.hat the ·.financial 

advisor should be allowed to bid. You asked that question 

before. There is no criticism of a financial advisor 

buying the New Jersey Turnpike bonds, being the financial 

advisor to the Turnpike, - which we were one of them~ or 

city managers, and tell them when to come to market, give. 

them the rate, sit down and negotiate, sign the deal as 

an advisor and then go ahead and market the bond issue 

at the right time, at the right price, go in then. What's 

the difference? What•s the difference if you•re dealing 

with the Jersey Turnpike or you•re dealing with some 

township up in Bergen County or someplace else? 

MR. MOAK: Is there not this difference, sir, 

that it is presumed that the New Jersey Turnpike has keen 

appreciation of the municipal bond market? 

MR. ROSENTHAL: Right. 

MR. MOAK: Whereas the butcher, the baker, the 

candlestickmake~ who sarve as a part-time official on 

an authority or municipal board - it cannot be presumed 

that they have the same keen appreciation. 

MR. ROSENTHAL: It's true. That's one of the 

problems we have. We will go into a municipality and 

they'll think.nothing of inviting investment bankers from 

the east - it many times involves the east but strictly 

most of them are located in New York and New Jersey, they•re 

heading the syndicates, - think nothing of going all the 

way down to Cape May County, go down on a bond issue, and 

they know damn well what rates they•re going to get and 

they have you drive all the way down there, a man spends 

his time and then they 1 ll say we reject the issue, when 

they got a better rate than what they could have possibly 

dreamed of because the lawyer or the doctor sitting on that 

board is a financial advisor, and he doesn•t know what's 

going on, I mean from a sophisticated standpoint. And 

there is no reason why every municipality in this State 
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should not hire a financial advisor. 

MR. MOAK: But my point is --

MR. ROSENTHAL: They shouldn't be listening to 

some man sitting on this board who spends all his time 

operating in a hospital or with his accounting books or 

as a lawyer in court who really isn't following the market. 

MR. MOAK: My question is this. If I am ignorant 

concerning this matter and I hire you as my advisor and 

you advise me to buy from you at a given price, how do I 

know that you aren't taking advantage of me. 

MR. ROSENTHAL: This is competitive bidding. There 

must be competitive bidding in this State. We are not 

negotiating with your municipality. We're corning in there 

and you'll probably get- if you're an average municipality 
. I 

in this State, you'll probably get anywhere from six to 

ten bids which will involve anywhere from six to maybe 

thirty firms that are bidding on your bonds. And the 

bids are there for everybody to see. And you can see what 

the next bidder is bidding. You can see if your financial 

advisor isn't giving you a lot better bid than anybody 

else has given you, and in many cases he will. But the 

fact that the figures are there. He isn't going to steal 

that bond issue from you, not with the competitive bidding 

we have today. And I would have to say to you that New 

Jersey is probably one of the most competitive areas in 

the United States today in the bond bidding business, 

in the secondary market and in the primary market. There 

is not anywhere that I can think of in this Country where 

there is more competition or more firms interested in 

buying the bond issue. And the only reason that Jersey 

gets lower bids, in some instances, is because of the 

rating service,of Moody's reluctance to change its practices 

of thirty years ago so that a BA bond issue - like Asbury 

Park gets a BA rating and they have never.hired a financial 

consultant or somebody to try to change that thing or 

present the facts, and some of these municipalities just 
c' 
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don't get the information in on time. But Moody's 

was burned back in the depression. I think at that time 

they had Atlantic City as a triple A bond, if I'm not 

mistaken, and they've never forgotten that, they've 

never forgotten that. But on all other issues, our A 

rated and our BAA 1 s, I 1 ll put those bids againt any 

state in the Union, other than a few specific states 

like Texas a:o,d a few others, Virginia where you have 

an exceptional situation, taxwise. And the number of 

bids that you get here in this State - and I think when 

we do go off in bidding it's because maybe we've had 
,\ 

more issues come to market in the period, like _we see 

in New England sometimes, where A rated bonds in this 

State will sell much higher than they will sell in 

Massachusetts when they've had quite a few come to market 

over a short period of time and the banks cannot absorb 

them. 

So it gets back to the law of supply and demand, 

and the number of issues coming. We bought an issue 
! 

just last week of Gloucester County which Moody had 

changed the rating on, most recently, to an A rating. 

That issue sold higher, probably, than any A rated bond 

that came out last week in all of the United States. 

MR. JESSER: Do you know what percentage of an 

issue goes into the bank portfolio and what goes out, in 

general? 

MR. ROSENTHAL: I know when we buy them. 

MR. JESSER: What percentage would go in their 

bank portfolio? 

MR. ROSENTHAL: What rated bond? 

MR. JESSER: Well, an A. 

MR. ROSENTHAL: An A rated bond, 90 percent of 

the issue will go into the banks in this State, or out of 

the State. 

MR. JESSER: How many would go into the State, of 

the --
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MR. ROSENTHAL: Of the banks in this -­

MR. JESSER: New Jersey. 

MR. ROSENTHAL: I would say the banks in this 

State do an excellent job of supporting the bond issues. 

And there are certain counties in this State, the banks 
1 

of certain counties that have a tremendous reputation, 

much better than other counties in this State, of backing 

the issues, the smaller issues, within the State. 

Now I'm not going to get into the counties that 

do a good job or that don't do a good job. But I would 

say that the bond issues, in my opinion, .get excellent 
i 

support from the banks in this State. 

MR. MOAK: Was this true in 1969 even when, 

nationally, the banks absorbed almost no additional 

municipal --

MR. ROSENTHAL: No. it couldn't have been true. 

We were in a tight money market and naturally it couldn't 

have been true. But, relatively speaking. You're talking 

about the support of banks in other states, now? 

MR. MOAK: No, I'm speaking nationally. The banks 

have about 50 percent of the total holdings of municipal 

obligations. 

MR. ROSENTHAL: Correct. 

MR. MOAK: -- which has been increasing, as a 

percentage, and has been increasing in dollar volume up 

to '68, but in '69 both the percentag~ of total holdings 

that decreased 

MR. ROSENTHAL: Their ability to buy went down in 

that period. 

MR. MOAK: And my question is, during that period 

were you still successful in .. that being your primary 

market in New Jersey? 

MR. ROSENTHAL: On an A rated bond, yes, no question 

about it. Now their ability to buy was not as great and, 

of course, that was relative, but the support from the banks -

if that's what you're talking about - Jersey banks support 

tremendously Jersey bond issues, as a rule. Now as soon 
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a9 a bond issue starts to fall in grade, under BAA, 

support goes down and rightly so, probably, from their 

standpoint. Not too many bank officers want to take the 

risk, particularly outside of their county, of buying a 

BA bond - for what? to be subjected to the bank examiners 

of this State saying that you have over 5 percent of your 

holdings in BA bonds and get rid of them, or don't buy 

any more. The pressure comes from there. That's why they 

don't buy them. T?ey would love to buy them for the yield. 

The yield is great on BA bonds. And we know, everybody 

in the investment community knows, that the credit is 

great. Take a bond like Parsippany-Troy Hills, BA rated,­

who wouldn't want to own that bond at the price it would 

have to sell because Moody's put the BA rating on it, 

backed by the full faith and creditof that municipality? 

Ask the man from Standard and Poor what he thinks 

of Parsippany-Troy Hills -and I've never seen what he writes, 

you know. That's the problem. The marketing of bonds? 

There's no trouble marketing bonds in this State and we'll 

get as good a rate in this State as any other state. 

MR. MAGOVERN: Well, would you want to comment 

on any view you might have with respect to a state rating 

authority? 

MR. ROSENTHAL: Yes, I have a few views on that. 

My feeling is, you run into one problem, as the gentleman 

here mentioned, you start to dilute the quality of the 

state itself, if you have them state backed. I don't know 

exactly how you plan to have this. And if the State of 

New Jersey should ever lose its triple A rating because 

now it has these contingencies outstanding -we've seen 

this happen in other states. It happened in the State of 

New York where the rating has gone down because it is 

indirectly and morally backing a lot of authorities. 

There is a strong moral obligation - housing authorities 

and dormitory authorities and one thing or another, so 
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that the rating has been dropped because of all these 

contingencies. What is the cost to the State of New 

Jersey if they go into a bond bank and Moody's decides 

to drop them to a double A bond? Now you're talking big 

money because if you drop a rating on a state level, when 

you're going to come out with some size, and the State 

has still got these college bonds -·has still got, I think, 

about $750 million more to come, right?, on that $900 

million prggram - the State is going to have trouble 

marketing its own bonds. And the last two or three times 

the State came to market the investors and bankers that 

bought the issues took a good bath on them, and they're 

not too quick to buy State of New Jersey bonds anymore 

and market them. 

Now if the State starts to come with many more 

issues besides this $900 million program they have now, 

I'm wondering how long they 1 re going to keep a triple A 

rating. And many people in the investment community 

are going to wonder about that. 

Then the expense of running this program, I don't 

know if you are going to lose more in trying to build 

up the things that are the problem of the underwriting, 

?nd these lower rated bond issues -why don't they get 

better ratings? - seeing that they get financial advisors, 

seeing that they come to market at the proper time. 

Timing is so important to save them money. Issuing, the 

way to issue: all the things that a good sound financial 

advisor would do at almost no cost to them. The cost 

to these small municipalities is peanuts. There isn't 

~ financial advisor in the business that would charge 

much money, compared to some of these fees that these 

attorneys get, and so forth, that I've seen for some 

of these large authorities. Most of the bond houses 

work very inexpensively, very inexpensively. 

MR. MAGOVERN: Mr. Breen, do you have something? 

MR. BREEN: Yes. I was going to say, I've often 
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questioned the need for a bond bank, to begin with, anyway~ 

I understand the idea behind it but if we have local 

school districts and local municipalities in this State 

that have BA ratings, and I can think of a number of them 

that probably should be rated better, -wouldn't it be 

better to follow a formula, such as New York State has 

done by instituting an income t.ax in the State of New 

Jersey and thereby giving a more equitable share of the 

revenues to these schocl districts. I don't see why the 

credit of the State should be impaired when it could 

be done another way completely. 

MR. MILLER: The object is, of course, to force 

more people into buying New Jersey bonds by enacting the 

New Jersey income tax. You're before the wrong Task Force 

for that. 

MR. ROSENTHAL: I think it would be easier to 

pass the bond bank. 

MR. BREEN: At the same time, this may be so but 

I think we've got to look at it realistically too. I 

mean, New Jersey has had an horrendous history of 

extremely high property taxes. I mean, I pay my taxes 

so I know. 

MR. MAGOVERN: It will be part of the record that 

maybe we should forward a section of this record to the 

proper Task Force. 

MR. BREEN: I would like to say one thing further 

in regard to a question that was raised before on 

bond anticipation notes. I think bond anticipation notes 

very definitely serve a purpose. I think a lot of people 

confuse them. I do agree, however that they should not 

go out indefinitely. I think a three year period of time 

is sufficient, myself, because there is nothing to say 

you're not going to play Russian roulette with these things. 

You go out at the end of five years and you find yourself 

in a bad bond market, what do you do? run down to Trenton 

and say, "Look, fellows, I need two more years, 11 or something 
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like that? We 1 ve got to be realistic in that regard. 

I think at the end of the three year period they should 

be getting those bonds permanently financed, those notes. 

But I think during the period of construction if they 

are in a bad bond market I think they should very definitely 

go to bond anticipation notes in the hope that the market 

will change. Anything can happen over a twelve month 

period of time, or longer, - to have them come out and 

issue a permanent financing at that time. 

MR. MAGOVERN: Could I get back for a moment to 

your views with respect to a state rating authority as 

contrasted to your views on the state banking system. 

MR. ROSENTHAL: My views? 

MR. MAGOVERN : Yes • 

MR. ROSENTHAL: I don't think the state rating 

authority will affect one thing. The only area where it 

may help us is possibly in the area of, if the State 

Examiners will approve of the state rating, then it would 

be worthwhile, just for that alone. Otherwise, the general 

investment community -it won't have any effect at all. 

They are not concerned with what Dun & Bradstreet rates 

the bonds; they're not going to worry about what the 

State does. But if the banks will recognize it and 

respect it, it will be a wonderful thing .. 

MR. MAGOVERN: Any members of the Commission have 

anthing to add? 

MR. JESSER: I would just like to say this, if a 

bank buys a BA bond but it backs it up with a credit 

analysis, as it would on a loan, where it makes its own 

independent credit judgment, the bank examiner certainly 

has to take a look at that. He won't say that any bonds 

you have with a BA or less rating --

MR. ROSENTHAL: True. But put yourself in the 

position of the average banker, not the man that stands 

up here who has a little backbone and does what he thinks 

is the thing to do, but the average banker. The average 
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banker does not want to be critized for his actions. It's 

not worth the action. He can buy the bands. Why does he 

have to stick his neck out that possibly he was wrong or 

to go to that effort, other than he•s getting deposits 

from the local community in his bank, in that area, you 

see. And there's a secondary reason for buying local 

BA loans. But in order to sell a $5 million BA loan, 

you need more backing than just the local bank, you need 

them throughout the whole State. But the banker ·_at the· other 

end of the State he's not going to stick his neck out for 

some community up in Bergen County that has a BA rating, 

if there were one, and subject himself to that problem -

Why? to buy $50,000 worth of bonds? The heck with it, 

we just don't buy it. Or to the board of directors breathing 

down his neck at the next board meeting - Why did you buy 

those bonds? You '.re dealing with a human being. It • s 

easier to play it safe. 

MR. MAGOVERN: Does any other member of the Committee 

have any questions? (No questions.) 

Thank you very much, Mr. Breen and Mr. Rosenthal. 

We have one more registered witness and that is 

the New Jersey City Management Association, Mr. McHugh and 

Mr. Meholick. 

We will ·take a five minute recess. 

(Recess) 
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After recess 

MR. MAGOVERN: Mro McHugh and Mr. Meholick. Is 

Mr. McHugh here? 

MR. MEHOLICK: Unfortun~tely, he could not attend 

so I will present hliJ.e st~t~~nt. 

MR. MAGOVERN: All right. Mr. Meholick. 

G E 0 R G E T. M E H 0 L I C K: I am representing 

the New Jersey City Manage~ent Association as one of its 

Past Presidents. (For statement, see p.ll6) 

MR,. MILLER: Aren't you also the Business 

Administrator of the fastest growing township in New Jersey? 

MR. MEHOLICK: Yes, I'm also that. 

MR. MILLER: About 100,000 population isn't it? 

MR. MEHOLICK: If you say so, I will agree. 

SENATOR CRABIEL: I want you to know this is 

Middlesex County day. 

MR. MEHOLICK: I am representing the New Jersey 

City Manager.s:,.'.:.State of New Jersey City Managers .. 

I will try to briefly summarize my statement. I 

made it into three components, namely,' introduction,·· 

some of the things that we ought to know and talk about, 

some of the problems that I see, and then recommendations. 

In the introductory remarks I call attention to 

the problems of the '60's, in terms of municipal financing, 

and I say that they are still here and have become very 

critical. In fact, while the sixties were dubbed as 
J 

the decade of protest and unheralded confrontation, 

the very foundation of local government was being shaken 

and the viability of our being able to meet this challenge 

was questioned. 

I do want to call your attention to the fact that 

municipal debt has reached an all-time high; interest 

costs are at the highest levels in history; and urban 

needs are critical, the most critical now, with the 

greatest stress, as you know, being placed on the 

conservation of our natural resources, human ecology, etc. 
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I also, in the introductory remarks, make 

reference a Dr. Paul Ehrlick in his recent book titled 

The Population Bomb. He states that if we continue to 

grow at our present rate, we will double our population 

within the next thirty years and that we will have to in 

effect double the capital improvements that have been built 

since the days of our founding fathers. 

So, as a broad overview, it appears to me and it 

appears to our organization of city managers that we must 

be cognizant of this fact that we have a tremendous 

problem and a backlog, so to speak. 

We feel that technology and science got us where 

we are, hopefully ~hey will take us out of this problem. 

I state, starting with page two, some of the 

problems that city managers run across. We state that 

if the decade of the '60's saw the greatest growth in 

municipal debt - and you will see that on page three ·­

I have an exhibit the~ where I show for approximately 

ten years, from '56 or '57 through '67, a growth of 

$17,560,000,000 to something like $37,500,000,000, or 

almost double. 

We feel that in the decade of the '70's it is 

safe to predict that you haven't seen anything yet in 

terms of capital needs. I list some of the ones that 

we have talked about in our Association meeting. They 

comprise such things as housing, public works programs, 

transportation, and the like. 

Now, getting down to the recommendations. Before 

I get into that, I would like to put into the record 

this paragraph that I have on page 4, about the center 

of the page; 

"These are some of the constraints and problems 

that confront local administrators today and in the 

future. In addition, the competitive money market 

requires, indeed mandates, that the finance administrator 

of today be very knowledgeable about the municipal bond 
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market, its trends and marketing techniques so that 

municipal bond sales will be sold at costs which local 

governments can justify and afford to pay." 

Now, going into the recommendations. I have 

something like 12 recommendations - I should say "we" 

have, the New Jersey City Management Association. 

Exhibit "A", as I indicated earlier, outlines 

the latest figures on municipal debt which is, in a sense, 

doubled over the last ten years. New Jersey municipalities 

pretty well follow this trend. Therefore, we respectfully 

submit the following for your study and review: 

1. Since approximately one-third of the 

municipal debt in Exhibit "A" is revenue bonds, we feel 

that self-liquidating bonds should be encouraged but the 

pledging of the full faith and credit of the municipality 

is essential if these bonds are to be successful in the 

bond markets of the future. A good example is the New 

Jersey statutes that you have now on the books concerning 

swimming pool facilities, acquisition and operation, - a 

self-liquidating utility, pledging the full faith and 

credit:of the municipality. 

2. We feel that municipal bonds should be exempt 

from all or any State or Federal taxes. A recent attempt 

has been made to remove such exemption. 

3. While pay-as-you-go is a laudable principle 

and should be used when a community is wealthy enough to 

utilize this means, we find that the very great majority 

of local governments must continue to look for short and 

long-term borrowing or fall far behind in needed capital 

construction and equipment. 

4. I strongly urge the creation of a central 

credit agency which will serve all New Jersey municipalities. 

This agency would assist all communities who are considering 

bond issues an~ in particular, many New Jersey communities 

who have no knowledge of marketing.- I guess that has 
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already been brought up very emphatically here.- no 

knowledge of marketing procedures and time after time 

fail to receive any bids. 

This central credit agency could very well become 

a part of the debt management program that the Department 

of Community Affairs already administers through the 
l 

Division of Local Finance. 

I might digress and say, it is our opinion, the 

opinion of the New Jersey City Management Association, 

and I am sure shared by the New Jersey Finance Officers 

Association, that this debt management program is indeed 

a wonderful thing and should be enlarged and retainedo 

5. The present high interest rates an municipal 

bonds must be reduced. It appears it may be several years 

before municipal bond investors will feel free to purchase 

long-term municipal bonds with confidence that the income 

will be tax exempt throughout the life of the municipal 

bond. 

We are saying that something will have to be done 

to continually reassure this. One way to do it, possibly, 

is to establish a permanent and unequivocal tax exemption. 

We also suggest the possibility of say a federal urban 

bank - rather than use the word "bank" a depository or a 

system to back up municipal bonds by guaranteed interest 

payments until refinancing needs are met. we•re talking 

here in cases where refunding needs have to be met or 

where there is a dire need to fill a community need and 

the financial facilities are not available. 

6. And this was discussed earlier in the meeting. 

I believe your Consultant brought this out, that the Joint 

Economic Committee of the Congress of the United States, 

in a study published in December, 1966, estimated that 

the total needs of local government would rise from about 

$33,560 million in 1965 to more than $65,000 million in 

1975. Thus the inter-relationship of short and long 

term financing, interest costs, available and interested 

markets and the ability of local government to raise needed 
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funds should be very carefully examined as never before 

in the light of the expenditures of this magnitude of 

money. Therefore, it seems to us that one ought to 

seriously consider the continuance and expansion of the 

Debt Management Program presently limited in scope, 

funding and areas of responsibilitya I further suggest 

that the following matters be examined by the Debt 

Management Group and request that they report to you 

~heir findings, both pro and cone 

Now we list here something like seven areas that 

we feel ought to be considered, ip addition to the ones 

I have mentioned earliero And you've heard some of these 

already.: 

Increase s.tate and federal grants-in-aid 

to local governments, particularly where urban decay and 

financing for capital improvements for same are impossible 

and improbable by local revenue sources. This, again, 

is the pos~ibility of the Federal Bank coming in or the 

State Urban Bank6 

(b) Investment of state and local government 

pension and retirement funds, along with other funds not 

needed in short and long term municipal bonds. This is 

an attempt to get additional money out into the marketplace. 

(c) Improving your marketing programs. This may 

mean a program of inducing individuals of modest means who 

have been buying taxable securities to choose tax exempt 

municipal securities as part of his investment choiceso 

(d) A possible revision of the statutory debt limits 

for municipal and school financing. In particular, the 

provision of averaging out the last three years of assessed 

valuation seems ultra-conservativeo By that I 1 m referring 

to when you have your community reassessed or revalued, 

before you can get the ~ull impact of that revaluation 

you must wait almost four years because each year you 

get a succeeding third added ona The benefits of 
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revaluation are not realized until almost four years have 

gone by. 

(e) That a State-wide revaluation program be 

instituted. In my opinion, there are startling differences, 

to say the least, not only in method and approach put in 
I 

the equalization program. 

(f) And this is one I think ought to really be 

examined carefully because of the kinds of money we are 

talking about in the next ten years. Insist that the 
.l 

five-year capital programs be implemented and meaningful. 

Projections of not only capital program costs but a pro­

jection of financing costs which would include temporary 

financing costs of notes and other related costs should 

be included. PPBS, or Planned Program Budget Systems 

should be encouraged which would include alternative actions 

concerning the proposed capital expenditures and utilize 

cost-benefit techniques along with PERT techniques. For 

example, the· decision not to build a library because of 

one alternative not being available, namely that since 

construction costs go up one-and-a-half percent per month 

what would be the impact of delaying a needed library 

construction for one year for some other al t.ernative. 

In other ,words, the alternative may be that the market 

may seem too high. When you consider the possibility of 

paying higher construction costs the following year, over 

what your increased interest cost would be, you may well 

decide to take the former and pass the ordinance and 

build the library. 

(g) Provide local governments with capable and 

trained consultants who can analyze capital,needs and the 

ability of a given community to finance sameo This was 

talked about earlier ~his morning. These consultants can 

be made available from the Central Credit Agency or from 

the Debt Management Programo In any case, however, this 

will mean additional state personne,l to do thi.s kind of 

work. 
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As a result, we feel that while we are talking 

about spending this kind of money we kind of end up 

saying somebody must be the watchdog of the treasury. 

And all of this must be done, of course, with the·ab;j..lity 

of not only the given communities but the State, through 

it's total municipalities, :t.o pay ·the ·~bill. 

This, in substance, is the text of our offer. 

MR. MAGOVERN: Mr. Meholick, in your item four 

you speak of an agency that would deal with debt manage­

ment. You do not go so far as to suggest or recommend 

any start of a state bonding authority that would act on 

behalf of municipalities. Would this debt management 

eventually encompass any such thing as that? 

MR. MEHOLICK: It could. However, I don't want 

to rule out the possibility of help coming from the private 

sector as well as the municipal sector. I think there is 

proprietary, as well as municipal, interest involved. 

And I feel that the creation of a central credit agency 

in terms of its programming ought to be studied by people 

who know the businesso And I would suggest, as I believe 

I did earlier, that possibly this should be reviewed by 

your own debt management people or by somebody who is 

knowledgeable in the field. 

MR. MAGOVERN: This does not, however, as recommended 

here, encompass a state bonding authority. 

MR. MEHOLICK: No, sir. It could very well be. 

I do not envision that. 

MR. MAGOVERN: I'm not sure that I understood 

your item five where you recommend that there be a backup 
I 

of municipal bonds by some sort of a federal or state 

banking undertaking. Apparently it would not be only in 

the event of the tax status changing but would be in the 

event of default of any kind? 

MR. MEHOLICK: Yes, siro One of the prime factors, 

and you've heard it over and over and I will repeat it be­

cause it certainly is worth repeating, is, during the 
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'20's ·and '30 .. s; when many, many cities in New Jersey 

defaulted -the municipal bond rating people are very 

conservative in changing rates. You can notice, and 

you have already noticed, I'm sure, in previous testimony, 

the many constraints placed upon this kind of rating. 

The consideration of some kind of an urban depository -

I don't want to use the word "bank" - I talked to Dr. 

Miller earlier and I said, "What shall we call this 

thing? 11 - a backup, a backup source, very much as the 

banks operate, they have it right ontheir window-

"We insure your deposits up to $20,000. Don't worry, 

we're good. Uncle Sam is going to take care of you." 

I'm suggesting possibly a similar situation. Maybe we 

ought to guarantee certain kinds of basic costs. They 

may be interest to carry on the principal, or refunding 

issues of some kind. 

MR. MAGOVERN: Using that example, this would be 

in effect a charge against the municipalities for the 

creation of a source of guarantee? Is that what you mean? 

MR. MEHOLICK: Yes. 

MR. MAGOVERN: Like a re-insuring corporation? 

MR. MEHOLICK: Yes. because of the consequences-

again, using an analytic technique of an entire system~ 

What are the consequences if you don't do that? We 

already heard the consequences. I'm trying to make some 

constructive suggestions that may or may not, you know. 

work. I'm not sure that they will work. Our intent, 

I may add, is purely to make recommendations. We know 

some of them aren't so good. We don't like to think they 

are many in number 1 and few in excellence, but we would 

like to suggest that these; are some of the things that we 

talk about and this is our first opportunity to express 

them frankly. 

MR. MAGOVERN: Since this is aimed a~ reducing 

interest rates on municipal securities and would, in effect, 

be a charge against the municipality, do you vizualize 
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over the period much of a saving to the municipality? 

MRQ MEHOLICK: It could very well be, depending 

upon the circumstances of the offer. It could be. 

MR. MILLER: Along the same line, if the tax 

could mean instability created by threats to tax 

exemption is costing municipalities money, if you believe 

that those threats will never be more than that, are you 

suggesting that maybe the municipalities would be well 

advised, with statutory authority, to comment that in 

the event that tax exemption is lost that they will accept 

a new interest rate charge to make up the difference? 

MR. MEHOLICK: That's a good idea. 

MR. MILLER: Kind of their own guarantee that they 

will never have to make good on it, they hope? 

MR. MEHOLICK: Right. That's an excellent idea. 

I think that ought to be thrown into the hopper. 

Certainly it does give the guarantee to the investor 

into the market and that's who we're concerned about. 

It was very revealing for me this morning to hear the 

market speak one way, and they are"in the field constantly 

meeting and talking with people, dealing with municipal 

officials, - to state that they feel some of our ratings 

are indeed too conservative and don't meet the needs of 

the present time because of defaults. And there are so 

many things that have happened since the 30's to improve 

the cash basis, for example, of your municipal budget 

systems. And, Dr. Miller, you know, as well as I, -we've 

gone through many of these in our seminars - that those 

fears are pretty well gone or should have been gone. 

MR. MILLER: Of cours~, I agree with you. 

MR. MAGOVERN: Does any member of the Committee 

have any questions? 

SENATOR CRABIEL: Mr. Meholick, addressing yourself 

to the urban bank you're talking about, wouldn't your 

proposal increase cost to municipalities? Wouldn't we 

be much better with the bond bank proposal where only 
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those municipalities that really need help go to the 

State and get support from the State rather than charging 

municipalities, whether they need it or not, a fee? 

MR. MEHOLICK: That•s an interesting thought 

and one that certainly ought to be looked at more or 

less by a benefit cost ratio, if you want to use that 

approach. ·rnere is some value, some intrinsic value, 

it would seem to me, and some moral support value, if 

you want to use that word, - I•ve heard that used here 

quite a bit, morally, - that if all municipalities, 

whether they needed this or not, in terms of some of 

the initial programs. It may well be that in the future 

they may design some programs that could be beneficial 

to all concerned. But I think the most crying need 

throughout the State is marketing procedures to many, 

many municipalities. I think that municipality after 

municipality will tell you of the need for marketing 

procedures. Most finance officers and staffs, administra­

tors and city managers, are so busy - they just have to 

take time out, as we stated in our message, to do this 

now. But really this could very well be performed by 

this debt management team and enlarge this concept. 

SENATOR CRABIEL: Doesn't the State also work 

against itself when you talk about investing pension 

and retirement funds in municipal bonds? Isn't the 

intent of the pension funds to get the most for the 

MR. MEHOLICK: That's right. So I say that's 

a provocative question. And I think I mentioned earlier, 

a lot of the things that we put in there aren't necessarily 

what we advocate very strongly. I feel that we ought to 

suggest that these are some of the alternatives that we 

hear that maybe you might not have heard and no one would 

tell you. These are things that we hear all along - Why 

don•t you use the pension fund? You know, that's always 

tossed out. I think we ought to set it to res~ one way 

or anothero 
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SENATOR CRABIEL: And, thirdly, do I understand 

that you approve of some sort of credit borrowing controls 

but you think that the present controls are not realistic -

limits, I'm talking about, d€bt limits. 

MR. MEHOLICK: Yes. The debt limits, I feel, of 

something like 7 1/2%, I guess, for schools,. ~plus the 

municipality. Now, for example, a given community can 

exceed its school debt limitation but not its municipality, 

but when you add the two together you're under 7 1/2. 

I feel, you know, you ought to put a total of all -

library; fire districts,,if you have them; school districts; 

and municipality - and say put a ceiling of - I don't know, 

toss it out here, there are a lot of bond people here -

10%, would that be too high? 10% of assessed valuation 

being the absolute maximum? Because, as you now have it, 

once you exceed your local limit you go down to the 

Director of Local Government and request respectfully 

for reasons tha~ you have and can show capability and 

need, and more than likely he will grant you the right to 

exceed your debt limit. I think, from an over-alb 

marketing point of view, the present ceiling is now, 

I believe, 7 1/2 with both. The question ought to be, 
\ 

do you want to go above that and, if so, state right 

out that it ought not to exceed say a combination of 

library, municipal needs, fire district needs and school 

needs, etc. I don't think.~lO% is unusual. 

MR. MILLER: You said 10% of assessed, you mean 

10% equalized, don't you? 

MR. MEHOLICK: 10% equalized, yesp in light of 

the statistics that I seem to have been reading as to 

the costs of the programs and the scope of the programs 

in the next decade. 

SENATOR CRABIEL: Now you also talked about 

putting the faith and credit of a municipality against 

such things as a swimming pool. 

MR. MEHOLICK: Yes. 

SENATOR CRABIEL: Isn't there same sort of limit 
71 



that the faith and credit ought to be put against things 

that are unanimously agreed as essential? I mean, where. 

one municipality will argue for a swimming pool, another 

municipality might not think that's essential, and it 

would get you up into a debt limit and later on you're 

going to need sewers or samething else. 

MR. MEHOLICK: Absolutely. The matter of 

priorities and the matter of scale is a continuing policy 

decision problem in the governing bodies. Hopefully we 

try. This is why I stress very heavily the need of the 

five-year capital improvement programs and that when they 

are filed that the munipipalities be required to live up 

to them. You know, a lot of them file them - I'm not 

saying they think of them as a joke, they take them as 

procedural. I think they should be not only(procedural 

but they should be operational, or why bother? 

MR. MAGOVERN: Any other member have a question? 

MR. JESSER: Yes, one short question, please. 

On page 7, paragraph (c) ~ improve marketing 

programs by having individuals of modest means who have 

been buying taxable securities choose tax exempt. 

Do you have any idea how you would implement 

that program? 

MR. MEHOLICK: Well, again, that was a provocative 

suggestion but a possibility because we are getting more 

and more people in the so-called middleclass, the affluent 

class, and many of them want to create trust funds for 

many reasons, somehow or other, not directly from a 

municipality but possibly through our marketing people,. 

or possibly, if the debt management program becomes say 

the marketing system for our State, that we ought to try 

to sell this idea, that the~ is nothing wrong with a tax 

exempt municipal bond, if you are going to buy and set 

up these bonds for an educational trust fund, for your 

children, for marriage or whatever it is. 

72 



MR. JESSER: I think we must say there that if 

you want to really implement that the rate would have to 

be compatible. Somebody in the 20 or 30% income :~tax 

bracket you•re not even going to get them to switch from 

corporate bonds into tax frees unless it made sense 

because of the increase in yield. 

MR. MEHOLICK: Well, I don•t know how much money 

this would mean but it has been talked about that 

possibly we have not done a good job on it. But we do 

know that the people who buy our bonds market into trust 

accounts with these same people. It•s an idea. Again, 

it should be looked into and either laid to rest or 

tossed out. 

MR. MAGOVERN: Any other questions? 

Thank you very much, Mr. Meholick. 

Mr. Rochlin of":Tecott Jackson & Company 

A R T H U R R 0 C H L I N: My name is Arthur Rochlin, 

Principal in the firm of Tecott Jackson & Company, dealers 

in municipal securities, located in Newark. 

First of all, to my knowledge we did not receive 

any official notice of this sitting of the Committee. I 

would appreciate it if we would be notified of any such 

sitting in the future. And since we did not have any 

notice and did not hear of this sitting until, I believe it 

was Friday, I would respectfully request, on behalf of 

myself and some other gentlemen in our industry, that 

rather than closing the hearing at the end of this meeting 

that you consider adjourning. I believe that there would 

be some statements forthcoming from them, as well as from 

my firm, with a little bit more preparation. 

I would like to direct myself to a number of 

things that were stated here by various of your witnesses, 

particularly concerning, first of all, the bond fund. 

I 1 m not really that familiar with it but my understanding 

is that it would be a state agency which would sell its 

own obligations and, in turn, purchase the obligations of 
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those municipalities from the state that needed this 

type of financial help. 

I don't think that this is a fine solution to 

the problem. There are about 60-odd municipalities in 

the State which are rated BAby Moody's. A large 

percentage of that, I believe, is school district bonds. 

And I think that the problem of selling these bonds 

at a more realistic interest rate relative to their 

absolute quality, on the basis of analysis, might be 

solved by a more constructive approach to analysis. 

Before, one gentleman was talking about the 

value of New York State School District Bonds because of 

the laws pertaining to them, Which give the bondholder 

a great deal of protection. The laws pertaining to school 

districts in New Jersey are also extremely strong. However, 

I don't think they have been as well publicized. 

It seems hard for me to understand why a school 

district, any school district, in the State of New Jersey 

would be rated lower than BAA, considering the various 

State laws applicable to their debt. In addition, the 

volume of bond issues of this lower quality, the total 

absolute dollar amount over any given year is not that 

great. And really, I believe, we're dealing with what 

is a local problem, a problem to be handled within the 

State. 

When you create a State agency, such as Pennsylvania 

General State Authority or any of these others, you are 

taking the financing to what we call the general market. 

There are local markets for municipals and there are 

general markets for municipals. General markets are 

generally - what we call general market bonds are 

generally bought across the country by various banks and 

institutions, usually your larger banks and institutions. 

And I somehow doubt that there would be enough of a 

volume of these types of issues that we're discussing 

in order to generate the need for something that would be 
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of a size to be general market~ because here we're 

talking about issues of $50 million and $100 million 

at a clip; we're not talking about five, ten or fifteen 

million dollars. Don't misunderstand me, that's a lot 

of money too, but I believe it can be raised locally. 

Most of your school district bonds in New Jersey 

are sold within the State. Most of your BA bonds, 

school district or non-school district, are sold within 

the State. They are sold to individuals. They are sold 

to local banks. And these individuals and banks have 

been able, up until now, to absorb virtually all of the 

bonds that have come to issue. 

On the negative side of the coin, as far as a 

state bond bank is concerned, in the two states that we 

call neighbors, New York and Pennsylvania, they have set 

up state agencies to do additional financing which they 

did not want to do directly. 

There are not too many people in the industry 

that would disagree with me when I say that I feel this 

has definite~y hurt the credit of the state as far as 

selling their own general obligation bonds. 

When you have something like the New York State 

Housing Finance Agency, which is generally ccnsidered to 

be a moral obligation of the State, and we are talking 

basically about an agency which I believe would be con­

sidered along the same line, it does have an effect on 

the way bond underwriters look at the total outstanding 

debt of the State of New York, and it would have an 

effect, albeit since this would probably be relatively 

small, a small effect on the State of New Jersey. 

The State of New Jersey, I think, has sane very 

pressing needs. It's a fast-growing state. And many of 

these things will probably be able to be done best on the 

State le'lel, which will entail State financing. T think 

the cost of having the rating of the State of New Jersey 

reduced would be more than the value to be derived from it 
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in reducing the interest rate to be paid by 60-odd 

different municipalities in the State, on a net basis. 

I have not looked at the figures. I'm just thinking of 

it in general terms and, of course, the necessary 

administrative costs of having the agency. 

The other possibility that occurs to me, with 

having a fund which would absorb the new bonds of these 

smaller municipalities, is there might possibly be a loss 

of foresight on the part of some of these small municipal­

ities as to what there "needs" are. And there might be 

some financing done because of the increased ease of 

financing which might not be in the best long-term 

interest of the municipality. 

We have, over the past several years, been 

financing not only roads and schools but swimming pools, 

golf courses, and various other recreational facilities 

in municipalities. There is a demand for it. But when 

you look at some of the other problems that we have, 

where monies can be spent in this State and throughout 

the country, I personally sometimes wonder whether or not 

using the borrowing capability of state and local 

governments for these purposes is in the long-term best 

interests of the community. 

Now, let me skip on to some discussion that we 

had about sewerage authorities and municipal utility 

authorities a 

One of the big problems that we have, as far as 

having new sewerage authorities, of which there is a 

great need in this State for them, is that there is a 

time lag between the time that the bonds are issued and 

the authority is functioning. This generally runs two 

to three years. Now during that period of time the 

sewerage authority must pay interest, in addition to which, 

until the authority is running at such a level that it is 

a self-supporting entity, it may range anywhere from five 

to ten to fifteen years. As a result, when we in the 
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industry go to market these various bonds all that the 

buyer, the insurance company or the bank or the trust 

department, has to go on, if it is a straight revenue 

bond, are the engineering projections. Certainly there 

are laws pertaining to how much of a rate you must charge, 

etce However, the ultimate investor basically has to go 

on engineering projections. And there is a significant 

difference, in our experience, between having a municipal 

utility authority or a sewerage authority with some kind 

of a service contract with a municipality which, in effect, 

guarantees the bond, and just having a straight sewerage 

revenue bond, a significant difference in the rate that 

the authority must pay. 

Just as an aside, if my memory serves me correctly, 

the laws pertaining to municipalities, utility authorities 

and municipalities and between sewerage authorities and 

municipalities are somewhat different. I don•t know 

whether this is an error of omission or whether it was 

intended to be written this way. But it does make it veryd 

very difficult for a municipal.utility authority¥ under 

the present law, to have an unlimited service agreement, 

in other words, a service agreement which will back the 

sewerage authority, where the municipality will back the 

sewerage authority to an unlimited degree. However, -

pardon me, that would be a municipal utility authority. 

In sewerage authorities these agreements are perfectly fine. 

One other comment about these various new 

authorities which are being set up to solve the sewerage 

problem, etc. 

Many of these sewerage authorities, parking 

authorities, various other types of revenue or quasi 

revenue bonds that we have in the state are sold primarily 

to institutional purchasers throughout the country. The 

reason for this is that they are generally considered to 

be more risky and they are generally considered to have a 

higher rate of return, or they generally do have a higher 
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rate of returnw And it takes a more sophisticated investor 

to look at them and understand t:.hemo Also, most of them 

are of fairly long duration to maturity¥ Your local bank 

and your individual investor gene~ally tends to favor a 

shorter term obligation rather than 30 or 40 years to 

maturity. 

As a result, these bonds are general market bonds 

in the sense that they are sold all across the United 

States, not just here in New Jersey or in the surrounding 

area. And the value, in terms of selling these bonds, of 

having sane kind of a service agreement with the municipality 

where there is a backing, when you're talking to a man,in 

let's say the State of Illinois, should be quite obvious. 

Thank you. 

MR. MAGOVERN~ Thank you very mucho 

Does any member of the Committee have any questions? 

MR. MOAK: I wanted to ask a question on that 

matter that you're emphasizing. Let's take a municipality 

which on the one hand would have $10 million of G.O. debt 

outstanding, up to its limit, we'll say. If that's its 

limit, it has that committed. Then it comes along with 

$5 million of sewer authority bonds. Now, if you extend 

the G.O. pledge, in effect, to that, through contracts or 

otherwise, how much are you downgrading the value of the 

G.O. bond? 

MR. ROCHLIN: Most of the service agreements that 

I have seen, and this is not all of them by any means, 

do not extend a G.O. backing per se; what they do is they 

state that they will make up any and all deficiency in 

revenues that the sewerage authority does have at any 

given time. 

MR. MOAK: Even if it's not a G.O., even if it's a 

commitment, it's nevertheless a financial commitment that 

is bound to have some effect upon the credit of the man 

who makes the commitmentp A man who has no commitment versus 

a man who has a contingent commitment is in a different 
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position. 

MR. ROCHLIN: We have found, as dealers in bonds, 

that the effect has been relatively insignificanto The 

reason.for this is that most muninicipal utility authorities 

and sewerage authorities are set up to be self-liquidating. 

In my expereince, the effect of the back-up commitment, as 

it were, on the over-all credit of the municipality has been 

slight, at worst. 

MR. MOAK: Even if they have signed a note which 

could, under any adverse circumstances, equal SO% of that 

G.O.P.? 

MR. ROCHLIN: You are presuming, in your question, 

an entire default on the part of the system. I don•t 

that that is realistic because if there was not a need 

for the system persumably it would not have been formed. 

So they are going to have some revenues. And not only that, 

our laws in the State require that sufficient rates be 

charged in order to cover the various expenses. In addition 

to this, most of the sewerage authorities and municipal 

utility authorities that I have seen, in the trust 

indenture require rates to be charged at a rate in excess 

of one times coverage for additional protection, in this 

case of both the municipality, who is in effect under­

writing the debt, indirectly, and the bondholder. And 

these are some of the reasons why I say in our experience 

there has been ver~very slight, if any, effect upon the 

rate received by the municipality as a whole. 

MR. MAGOVERN: Are there any further questions? 

Thank you very much, Mr. Rochlin. 

We have a gentleman from Fidelity Union Trust 

Company who wants to file a statement. 

W A L T E R H. S T 0 L L~' I do not have any formal 

statement to make, not having heard about this until late 

Friday afternoon, but there were several comments made 

this morning that I would like to comment upon myself. 
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First of all, as you will recall, the question 

came up about Jefferson Township. I am not a lawyer. I 

was asked in the Bank to interpret Assembly Bill No. 938 -

this is the one that has to do with the dual bond issue of 

Jefferson Township. And in making up my statement for 

the Bank, I did clear this with a well known bonding firm 

in New York City which agreed that it was substantially 

correct. 

I will read that to you so you will know what it 

includes: "An Act known as Assembly Bill 938 was adopted 

amending New Jersey Statutes, P. L. 1968, Chapter 177. 

This Act provides that a sum not in excess of $90 million 

can be used to assist school districts not able to provide 

necessary facilities under l8A:33-l. This will be 

allocated on the basis of not exceeding $25.00 per student 

enrolled on September 30, 1968, provided same is approved 

by the State Board of Education, the Commissioner of 

Education, the State Treasurer and the Local Finance 

Board. If a resolution of the State Board of Education 

was adopted prior to April l, 1970, determining the 

allocation of State School Building Aid, it will be 

construed to be a reference to resident enrollment on 

September 30, 1968. If the local school board applying 

for aid had adopted a resolution and/or ordinance becoming 

effective prior to January l, 1968, it will not obtain 

the benefit of this Act. The amount of allocation under 

this Act shall be used only for the payment of debt 

service, principal and interest. If permanent bonds were 

issued under this Act prior to January 13, 1970, they 

would not qualify. 

"In my opinion, any bonds issued under this Act 

should get a better rating, but that depends on the 

services." 

That, I hope, will clarify the dual situation 

insofar as Jefferson Township is concerned. 

Now, some other questions were brought up about 
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short-term financing 

MR. MILLER: May I ask, before you go on, did 

you read the notice of sale in this particular issue and 

come to the conclusion that it didn 1 t indicate the 

support that it had? 

MRo STOLL: At the time - we bid on the Jefferson 

bond~,by the way. In our own particular syndicate meeting, 

in the absence of another rating, we had no other choice 

but to bid the same rate as we did for the other bonds, 

although intrinsically we felt they were worth moree 

MR. MILLER: And only because of Moody's rating 

MR. STOLL: That's right. If Moody had changed 

the rating, then it would have made a big difference. 

MR. MILLER: Suppose they rated them much too high? 

MR. STOLL: Moody kept it the same, they didn't 

change the rating. We have since, incidentally, sent 

copies of this to Moody and we are hoping they will take 

some action on it* but at the moment we have heard nothing 

favorable as yet. 

MR. MILLER: Is Moody's responsible for mistakes? 

MR. STOLL: Pardon? 

MR. MILLER: In your view, is Moody's responsible 

if they give you a rating and you follow it and then it 

turns out to be a bad bond, do you hold Moody's 

responsible? 

MR. STOLL: No. We cannot hold - after all, 

Moody puts a rating on the bond and we can't hold them 

responsible. We can put our own interpretation --

MR. MILLER: Would you hold the municipality 

responsible for Moody's error? 

MR. STOLL: No, we don't hold a municipality 

responsible. We can put our own interpretation on this 

but when we underwrite bonds we have to be careful that 

we serve the wants of the investing public. 

MR. MILLER: I guess, because the label that's 

on it, you can't --
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MR. STOLL: Well, we can t.hink it's an A and 

Moody can put a BAA on it. We can tell the customer 

that but nine times out of ten a customer says, "Well, 

I still want an A bond." If Moody puts an A on it, he 

wants the Moody rating. 

MR. MILLER: It's a label. 

MR. STOLL: So, no matter what we thinko it doesn't 

always count. 

Now on the question of short-term bond anticipation 

notes, I feel that there shouldn't be any ceiling rate as 

to limit on interest rate. I do feel this, however, that 

when the bond anticipation note is issued for one year 

and it's renewed then at least one year's downpayment 

should be put in the following year's budget for each 

they extend it beyond that. For example, if a municipality 

plans to issue a million dollars worth of bonds over 

20 years, theoretically they would be paying off $50,000 

a year. Now, if they were to issue bond anticipation notes 

for the first year, the second year I t.hink they should 

pay off $50,000 in the general budget and borrow $950,000; 

and the third year, put another $50,000 in and borrow 

$900,000 until the time runs out. 

Now the other question came about the New Jersey 

Finance Agency. I went through the bill and there were 

several - I think that's known as Senate No. 858. On 

page 9, line 53, paragraph (e) - it says: 11 Bonds or notes 

of the agency may be sold at public or private sale at 

such price or prices as the agency shall determine." 

I think that's a little dangerous. I think it leaves itself 

open for corruption or graft or bribery, perhaps, by 

having a private sale. 

On page 15, line 1, paragraph 15: "The agency 

shall have power to purchase bonds or notes of the 

agency out of any funds or money of the agency available 

therefor.~ It doesn't tell how. I'm thinking now back 
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20 or 30 years ago when we had the scandals in Trenton. 

Page 17 - I think this is important - line 24, 

paragraph (c) 11 TO the extent that the State Treasurer 

shall be the custodian at any time of any funds or moneys 

due or payable to a governmental unit at any time sub­

sequent to written notice to the State Treasurer from the 

agency to the effect that such governmental unit has not 

paid or is in default as to the payment of principal of or 

interest on any municipal bonds of such govern~ental unit 

then held or owned by the agency, the State Treasurer may 

withhold the payment of such funds or money from such 

governmental unit until the amount of such principal or 

interest then due and unpaid has been paid to the agency." 

My question is, why should the New Jersey Finance 

Agency have a priority over a general obligation bond 

that might be in default, that the State Treasurer would 

withhold funds to pay just the state agency and not the 

other holders of obligations? 

On page 20, line 1, paragraph 28. In essence, 

that whole paragraph bypasses every statute on the books 

for limiting rates of interest or cost to maturity or 

other factors. In other words, they can do no wrong. 

Page 23, line 9, paragraph 36: .,All municipal bonds 

at any time purchased, held or owned by the agency shall 

upon delivery to the agency be accompanied by all 

documentation customary in the municipal bond market, 

including approving bond opinion... I think that should 

be spelled out, either local or recognized New York 

municipal bond attorneys. There is a big difference. 

A lot of investors will not buy a bond issue where you 

have a local opinion. I've even had cases in the past 

where we've had issues turned down when Arthur Vanderbilt, 

who was formerly President of the American Bar Associatianv 

had his own law firm in New Jersey and had bond issues 

turned down because it was not a recognized New York 

municipal bond firm. 
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My last point - a question came up about the 

possible deterioration of credit of the State of New 

Jersey. I refer to Moody's Bond Survey of March 11, 

1968, in commenting on the State of Pennsylvania: 

"The Authority was originally conceived to 

finance predominantly rural districts lacking recognized 

credit stature. However, like many bureauracies, the 

Agency has expanded its activities and now competes with 

underwriters in negotiating loans to any school authority 

borrowers. 11 It goes on for another two pages and they 

finally end up by saying: uin view of the continuing 

diminution of state credit occasioned by a spiraling 

indebtedness with no prospect of a near term reversal 

in the trend, the general obligations of the 

Commonwealth are now rated A." They were dropped. 

The State of New York had a similar situation in 

1964 where Moody's said: "In reviewing the over-all 

picture and giving due credence to the preferred position 

of the State's direct debt, it is our opinion that general 

obligation debt now properly falls in the high grade 

rather than prime quality category. Effective today, 

our rating on the State's general obligation has been 

reduced to double A." 

I can see the same problem happening in New Jersey. 

We still have quite a few of the $900 million, believe it 

or not. I don't like to see bond issues. It costs money to 

borrow. By the time that $900 million is paid off, it will 

have cost the State pretty close to a billion and a half 

when you add almost $600 million for interest charges. 

Thank you very much. 

MR. MAGOVERN: Are there any questions by the 

Committee? 

MR. MILLER: Mr. Stoll, may I ask you just one 

question. In this change of rating, do you have any way 

of knowing what the actual cost to the Commonwealth of 

Pennsylvania was, or to the State of New York, as a result 
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of the changE3? 

MR. STOLL: I will have to go back to those 

specific years, which I did not check, but I will say 

this, that in today 1 s market -and, incidentally, a lot 

of these problems that came up in connection with the 

bank bill was when we had a tight money policy. You 

know, a lot of that has changedo Conditions have changed, 

money is easing. I would say that if the State of New 

Jersey - well, we had difficulty selling $75 million 

here back in early October at a 6% level. I think they 

sold at 5.99. 

MR. MILLER: That's a better rated bond --

MR. STOLL: That's a triple A ratingo I think 

if they had a double A at the ·time, they wouldn't even 

have been able to negotiate, under our present ceilingo 

MR. MILLER: I don•t know whether there have been 

any recent issues of Pennsylvania or New York State bondso 

but would they sell at any different price --

MR. STOLL: They had same recently, although, 

frankly, I've been out of touch with the market for 

three weeks, I just got back from Mexico. 

MR. MILLER: Lucky youo 

MR. STOLL: I didn 1 t see a newspaper, radio or 

television, or anything. 

MR. MILLER: Well, would you happen to know 

whether there is any difference in the price at which 

they sell new issues now, as canpared with New Jersey? 

MR. STOLL: Well, I would say, if the State of 

New Jersey sold bonds today - there, again, you have to 

go by the maturity schedule. If it's a long-term 

bond issue --

MR. MILLER: Under the same maturities. 

MR. STOLL: Say the average? 

MR. MILLER: Yes. 

MR. STOLL: I think they could pretty nearly do 

5.75 or 5.80 in today•s marketw 
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MR. MILLER: And what could the Commonwealth of 

Pennsylvania or the State of New York do? 

MR. STOLL: 6.25. That's Pennsylvania. 

MR. MILLER: This is attributable to the difference 

in the rating? 

MR. STOLL: The State of New York would be nearer 

New Jersey prices, because New York does have a certain 

preference with all the money in the New York State banks. 

MR. MILLER: Pennsylvania, however, you would 

account for that by the difference in the rating? 

MR. STOLL: Well, sometimes ratings make a difference 

and sometimes they don't. Most often, - for example, the 

State of West Virginia has a single A rating, and sometimes 

they sell at double A prices because there's a scarcity. 

But, believe me, there will be no scarcity of New Jersey 

bonds. I'll say this, I think the State of New Jersey's 

investment.bariking fraternity has done a wonderful job. 

When you realize in the period from September 15th to 

October 30th they had to handle close to $100 million to 

$150 million worth of state, county, municipality, and 

school district bond issues. That's a lot of underwriting. 

One other thought. On the question that came up 

here about the various interest rates as against a single 

rate. I don't thing there is anything in the present 

statutes that prohibits a municipality from issuing bonds 

under various interest rates. I know Hoboken has done it 

a couple of times. But, by and large, you've got to bear 

this in mind, when you're asking for different rates, 

sometimes you might get a 12% coupon on that the first two 

or three years, and maybe a tenth of 1% on the last year. 

And the poor politician who is in office when he gets 

the 12% interest charge to pay for the first year gets 

awful mad. So, unless there are certain limitations on 

coupon rates that can be issued, I'd say stick with the 

present system which has worked very well. 

MR. MILLER: Speaking of that, do you see any 
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great advantage or disadvantage of present statutory 

provisions with respect to selling at a discount, issuing 

at a discount? 

MR. STOLL: Advantage in what? 

MR. MILLER: Selling at a discount. 

MR. STOLL: There is no advantage in selling at 

a discount because the discount is subject to capital 

gains taxes. 

MR. MOAK: Is there an advantage in terms of the 

issuer? You have the option of the issuer selling at 

par, the syndicate having to put high coupons on the first 

few maturities in order to pick up its profit, forgetting 

about the deep discounts 

MR. STOLL: I'll put it to you this way. 

MR. MOAK: Wait till I finish. You have the 

option of selling at par with say an 8% coupon on the 

first six maturities in order to develop your profit. 

therefore, they have to be reoffered at premium; versus 

selling at a discount equal to the profit which the 

syndicate hopes to develop. As between those two alterna­

tives, do you see any advantage one way or the other? 

MRo STOLL: Basically, I don't think there is 

much difference. If you were to take one serial bond 

issue, say running out in 20 years, and you put a single 

coupon on it- let's assume you come up with a 6.70 

yield or a 5.70 coupon- and you take a multiple coupon, 

a various coupon arrangement, you might come up to 5.69. 

Is that .01 worth the difference? It can be for 

sharpening the pencil, that 0 s all. 

MR. MOAK: Thank you. 

MR. MAGOVERN: Thank you very much, Mr. Stoll. 

MR. STOLL: Thank you. 

MR. MAGOVERN: We have one clarification, for 

purposes of the record. Please identify yourself, for 

the record. 

J 0 S E P H F. H UGH E S: Joseph F. Hughes, 
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Finance Director of the Township of Edison. 

Speaking about the bond attorney's fees, I 

may have given the impression that I thought that each 

time bond anticipation notes are issued the original 

bond attorney's fees doubled, tripled or quadrupled. 

I didn't mean that. I meant that we are exposed to 

additional charges each time we issue bond anticipation 

notes prior to issuing the permanent bond itselfQ It's 

not necessarily doubling, tripling and quadrupling. 

MR. MAGOVERN: Thank you very much. 

Gentlemen, there are two things I regret - one, 

I regret having kept you so long but we felt we were 

coming close to the end of this hearing and decided 

that we would run through until it was over, rather than 

coming back; and, more importantly, the Committee regrets 

that there was some mixup in the mailing of notices 

and the giving of adequate advance notice of this hearing. 

We will keep the record open for the purpose of 

receiving any statements which anyone wishes to file. If 

it appears, after reviewing the record, or if we get 

requests for an additional adjourned hearing, we will 

reschedule a hearing. Although that would be a matter 

of attempting to determine how extensive such a hearing 

would be or what it would accomplish. 

Thank you all very much. We appreciate your 

help. 

* * * * * 
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SUBMITTED BY TRISTAM B. JOHNSotf, Management Advisory Board, 
Hornblower & Weeks - Hemphill,Noyes 

Gentleman: 

Those of you who are familiar with New Jersey Revenue financing are aware that 

such financing is accomplished by means of Authorities created for that purpose. 

As my subject has to do with sewer and/or water revenue financing, I shall con• 

fine my comments to that particular type of Authority. Under the Sewerage 

Authorities Law, Chapter 138, Laws of New Jersey 1946, amended, it is evident 

that sewer authorities in New Jersey have greater financial protection in respect 

to revenue security·than do their parent municipality. 

Tax bonds of counties or municipalities in New Jersey, for which unlimited ad 

valorem taxes are pledged, have steadily risen in recent years in their standing 

in municipal market and are today rated among the best municipal credits in the 

United States. However, there are,certain additional legal rights and remedies 

authorized by the Act under which Authority boads are issued which, in many 

respects, make such bonds an even better security than such ad valorem tax 

bonds. The reason for the unusual legal security and remedies of such Authority 

bonds are as follows: 

1. THE BONDHOLDER 1 S SECURITY IS GREATER THAN THE SECURITY FOR MOST AD VALOREM 
TAX BONDS• 

The Act provides sources and means for assuring the payment of debt service on sewer 

revenue bonds which a:lve the holder of S41Wer revenue bonds a maximum of legal se• 

curity, as follows: The Act provides in Section 8 that service charges must be 

collected for the use of the sewer system which must ccmply with any contract with 

bondholders, and "will at all times be adequate to pay all expenses of operation 

&Del maintenance of the severaae system, :lnclwliq reserves, i~urance, extensions, 

aDd replaeem8Dtl. as to pay punctually the 
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principal of and interest on any bonds __. to ~~ such reserves or sinking funds 

therefor as may be required by the terms of aay ~tract of the sewerage authority or 

as may be deemed necessary or desirable by tbe ~~~~· authority. 

These service charges constitute the basic source of payment of debt service on sewer 

revenue bonds, and the mandatory duty of the Authority to fix and collect sufficient 

charges for all debt service and reserves, in addition to expenses of operation and 

maintenance and other required payments, assures the holder of sewer revenue bonds of 

adequate revenues for the payment of such bonds, as any bondholder can compel the 

Authority, by legal proceedings, to raise such service charges, whenever necessary to 

the required extent, to comply with all debt service, reserve and other payments re­

quired by the bond resolution, trust indenture or other proceedings which authorized 

the issuance of the sewer revenue bonds (hereinafter referred to as "bond proceedings"). 

The quality of the security of service charges should be apparent to any investor in 

public securities, and was amply demonstrated during the economic difficulties of the 

1930's. In that period, tax bonds of many municipalities in New Jersey and other 

states defaulted in payment of debt service on tax bonds for varying times, due to 

the low percentage of tax collectio~ and the inevitable nec~ssity of using available 

tax receipts for the continuance of essential aovernmental operations and services with­

out which such municipalities could not have continued to exist. 

Service charges during the same period, however, for municipally owned essential 

public utilities such as water, electric and sewer systems, Yere collected in many 

defaulting municipalities at a much higher percentage than real estate taxes. This 

higher percentage of collections was due to the very nature of the services of essen­

tial utilities without which people cannot exist in modern municipalities, and;the 

effective remedies for quick collection service charaes. The true test of the value 

of a security, as far as pro.pt payment of debt service cbaraes is concerned, is its 

collectability in periods of depression as well as in periodsnof prosperity. In many 

instances in the 1930's .unicipalitiea defaulted iD pa,..nt of tax bonds but not in 



payment of bonds payable from the revenues of essential municipal utilities~ 

(b) LIEN FOR SERVICE CHARGES ON LANDS SERVED BY THE SEWER SYSTEM. 

In addition to the security of service charges, 

the holder of sewer revenue bonds has the 

additional security of all the lands served by the Authority in its area of operation, 

which in New Jersey is usually the same as the area of the municipality or munici-

palities creating the Authority. 

Under the Act the sewer service charges are a lien upon the lands served if not paid 

as and when due, which lien is superior and paramount to the interest in such land 

of any owner, lessee, tenant, mortgagee, or other person except the lien of municipal 

/taxes and is on a parity with and deemed equal to the lien on such lands of the 

municipality where such lands are situated for taxes thereon due in the same year 

and not paid when due, in the manner provided in Section 21 of the Act. 

Most tax bonds, in the final analysis, are secured only by the lien of the ad valorem 

taxes levied for the payment of such tax bonds on the lands of the municipality and 

the mandatory obligation of the municipality to levy and collect such ad valorem 

taxes without limit as to rate or amount. As sewer revenue bonds are, in most 

cases, payable from service charges on substantially the same lands on which ad 

valorem taxes for the payment of tax bonds must be levied, the holder of a sewer 

revenue bond has, for all practicable purposes, the same security of the value of the 

lands in the area served as the holder of a tax bond. 

Since the holders of sewer revenue bonds have substantially the same security on 

the lands in the area served as the holders of tax bonds, and the additional security 

of mandatory and legally enforceable service charges adequate for payment of the 

sewer revenue bonds, the security of the holders of such sewer revenue bonds is 

graat.er that the security t~f tha h().ld~Jril of 1101rt tu: boncls. 
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(c) Sewer revenues are segregate~ t:-tl•~~ ~ •• ~~ ... 

are trust funds, and the hl)lders of e~~ot:r ::.e•Jo:r..·!~ l:•J,,~l!; h!:v~· c: litm on such, funds until 

applied in the manner provided in the Act and bond proceedlngs. This, in effect, means 

that all revenues of the Authority are l!legreg.~ted trust funds which cannot be used 

for any general purposes of the municipality, but ~u~t b~ used by the Authority only in 

the manner provided in the Act and the bond proceedings which authorized the issuance 

of the sewer revenue bonds. 

Bonds payable from ad valorem taxes, except for a few exceptions, do not have any 

specific lien on any funds of the municipality, nor is the municipality required to segreg~ 

its tax revenues for the payment of such bonds. Consequently, if the tax collections 

are insufficient to provide for all the purposes for wllich the taxes were levied, there 

is no legal assurance that the holder of an ad valorem tax bond will receive full pay-

ment of his principal or interest, as a muncipality must fulfill its essential services and 

functions in order to continue its existence. 

If the sewer revenues collected are insufficient for payment of all costs of operation 

and maintencance, debt service on sewer revenue bonds and other payments required bythe 

bond proceedings, it is true that the bondholder might not receive payment of all his· 

principal and interest punctually. In such event, however, the holders of competent 

jurisdiction, require the rates of sewer service charges to be raised sufficiently to 

provide for all operating and maintenance costs, debt service, reserves and other pay-

menta provided for in the bond proceedings, including any deficiencies for prior 

payments. Since the Authority will, in ~ractically all cases, have a substantial 

monopoly on an essential public utility, the mandatory obligation of the Authority, 

both under the act and the bond proceedings, to raise its rates for sewer services to 

whatever extent may be necessary to comply with the Act and bond proceedings, is, in 

most cases, a more effective security than is generally available to the holders of 

tax bonds. 
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(d) Reserve Funds. 

The Act authorizes the Authority to covenant and agree with the holders of sewer 

revenue bonds to provide for rates sufficient to include reserves for debt service 

as well aa maturing payments of principal and interest, which covenants may be enforced 

by any holdr of such sewer revenue bonds. It is customary in the bond proceedings 

authorizing the issuance of sever revenue bonda to provide for an adequate reserve fund 

for debt service. 

If the issue of sewer revenue bonds is soundly conceived in its inception, the reserve 

fund will enable the sewer system to overcome temporary economic difficulties, which is an 

important advantage to the bondholder and the Authority, and an additional security 

for the holder of a sever revenue bond. 

2. THE REMEDIES FOR COLLECTION OF SEWER SERVICE CHARGES ARE EFFECTIVE AND QUICKLY 

ENFORCEABLE. 

The Act provides quick and:ieffective remedies for the collection of sewer service 

charges and the enforcement of the rights of the holders of sewer revenue bonds which, 

in many cases, are not available to the holders of other municipal bonds. These 

collection and enforcement remedies-are substantially discontinuance of sewer 

·services. 

(a) The Lien of sewer service charaes is aore quickly enforceable than the lien 

of ad valorem taxes. 

Section 21 of the Act provides that the lien of sever service charges on the premises 

served may be foreclosed or otherwise enforced by the Authority by action or suit in 

equity as for the foreclosure of a mortaaae on real property • 

A mortgage on real property in New Jersey can be foreclosed in a much quicker period 

of time than such real property can be foreclosed for the lien of ad valorem taxes. 

The lien on real estate for ad valorea taxea cannot be foreclosed as a general rule until 

the year after auch taxea become delinquent. vbereaa the lien on real estate for 

delinquent sewer aervice charaea can lae forecloaed under the Act as soon as such 

charaea become delinquent. 
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(b) The right to appointment of a receiver of the sewer system. 

Not only can the holder of a sewer revenue bond enforce any of the provisions of the Act 

or of the bond proceedings in any court of competent juri$d1ction, but such holde;,for any 

defaults in payment of principal or interest on his bond, or in compliance by the Author-

ity with its covenants in the bond proceedings, is entitled, under Section 18 of the Act, as 

of right to the appointment of a receiver of the sewer system by a court of competent jur-

isdiction to operate the sewer system under the supervision of such court until all such 

defaults have been cured and made good and such right is cumulative as to subsequently 

recurring defaults. 

This right is an important remedy for the holder of a sewer revenue bond. Not only can 

the Authotity be compelled to charge sufficient sewer rates to pay the sewer revenue 
• 

bonds and comply with the bond proceedings; but the possession and control of the 

sewer system itself can be taken away from the Authority end operated under the 

terms of the bond proceedings by the courts, thus further insuring complianue by 

the Authority at all times with the bond proceedings. 

The value of this remedy is often not recognizedlby investors in municipal bonds. 

If the sewer system is an economic failure it is t~e that a receivership will not 

be of much benefit as obviously a receiver cannot collect exhorbitant sewer service charges 

any more than the Authority itself. However, since sewer services do constitute an 

essential public service, and experience has demonstrated that most public sewer 

systems in areas with a reasonable density of population are economically successful 

enterprises, the power to enforce strict compliance with the Act and all the covenants of 

the bond proceedings gives the holder of sewer revenue bonds an extremely valuable remedy. 

3. THE SEWER SYSTEM MUST BE OPERATED AS A SEPARATE UTILITY ENTERPRISE. 

One of the greatest advantages of a sewer revenue bond, from the standpoint of legal 

security, is the requirement of the Act and the bond proceedings that the sewer system 

must be operated as a separate utility enterprise, and if the bond proceedings are 

properly prepared, usch enterprise must be conducted upon an efficient business basis, 

and is not subject to the same influences which aay affect the.security of tax bonds. 
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The holders of tax bonds have little control over the general activities of the 

municipality which issued them. Such municipality may also levy taxes for any other 

purpose without limitation, may issue additional tax bonds in amounts permitted by 
. . 

law, may have waaeeful budget practices and inefficient administration, and may embark 

upon new and unnecessary_projects or purposes, all of which may affect and dilute the 

security of the holder of such taxbonds. 

Since the sewer system under the Act is a separate utility enterprise conducted on a 

business basis, and the method of operation and application of revenues and the rights 

and remedies of the holders of sewer revenue bonds are fixed by the Act and bond 

proceedings and can be enforced by such bondholders, the source of their security 

cannot be impaired of diluted by the general acta or activities in the municipality 

served by the Authority to the same extent which is possible in the case of tax bonds. 

4. COVENANT OF THE STATE OF NEW JERSEY 

Not only does the Act provide for legally binding and enforceable covenants of the 

Authority, but also contains a covenant of the State of New Jersey itself reading 

as follows: 

"Pledge of State to bondholders: 

The State of New Jersey does hereby pledge to and covenant and agree with the holders 

of any bonds issued pursuant to a bond resolut·ion of a sewerage authority that the 

State will not authorize or permit the co~ruction or maintenance of any system of 

sewers or sewage disposal plants which will be competitive with the sewerage system 

·of the sewerage authority, and will not limit or alter the rights hereby vested in 

the sewerage authority to acquire, construct, maintain·, reconstruct and operate its 

sewerage system, and to fix, esaabli~h, charge and collect its service charges and 
. ., .. f , .•.. 

to fulfill the terms of any ag~eement made ~th the holders Df such bonds or other 
J • '".. • • .... .. • 

, obligations and will not in any way iJMlair the ·rijhta or remedies of such holders, 
·. . 

and will not aodify in any way the exeaptions froa taxation provided for in this act, 

until the bonds• together with iDt.erest thereon, with interest on any unpiid 

inatal!.ents of iaterest aDd all costa aDd. expenses 18 coDDection with any action 
• • • : • •• • • ! • 
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or proceedings by or on behalf of such holders are fuJ.J.,t 111et and discharged." 

Much of the above was supplied in an opinion written by John Trimble of Caldwell, 

Marshal, Trimble and Mitchell, now Mudge, Rose Guthrie & Alexander, in 1951 and who 

has given me his permission to use excerpts from that opinion, and I here and now 

express my appreciation. 

Since then many authorities have entered into various types of Service Contracts which, 

in varying degrees, act as an agreement between the Authority and its parent municipality, 

·whereby the municipality agrees that for services rendered, it will guarantee anywhere 

from the required re~erves of the Authority, under the Trust Indenture up to and including 

a guarantee of the bonds themselves, by means of taxat~on. This is generally accepted 

as the most secure obligation. However, I question whether it is even necessary. 

This is the crux of my argument. If , as the Authority Act states, the authorities have 

even greater recourse than does the municipality, why should a service contract be 

necessary.at all. Unless, of course, ·it is viewed merely as a reaffirmation by the 

municipality of intent which was made by it when it created the authority in the 

first place. 

This same argument is, however, not necessarily true in the case of 

Regional Sewer Authorities. Here we have a different animal in that is is created 

solely as a treatment unit and can only construct ~runk ~ines for collection 

purposes to the municipal boundary line. If the R. s. A. constructs internal 

·collection lines, it does so only on a contributory basis via a contract as a 

participant in the cos~ not only of the internal ii.nes-and outfall lines but 

also of the trunk line and treatment plant as well. If an Authority is 

created on the basis of contribution, I would think it only differs 

with a municipal unit in size and scope but not in operation or ~esources. 

If' on the other hand, an R. s. A. -is created on a customer basis·, it has no recourse 

or legal position,_ I would think, except via a contract. 
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I believe that, in this day and aae •. it ia inconceivable that a populace can lons 

endure without public sewer aervice and the effective treatment thereof. This 

fact is well recocnized by every public aseacy iavolved in pollution control and 

abatement. It ia because of this recognition and because of the argument• pre• 

aented here that I believe that Authoritiea in New Jersey and, per haps in the 

nation, should be rated in a manner aeparate and diatinct from the method em• 

ployed in rating general tax obli&&tiona. I would appreciate your comment• in 

writing, if posaible, whe~er pro or cO., in oEder to prepare a paper for 

aubmiasioa to the ratiag service. 



SUBMITTED BY JOHN K. PFEIFFER, Standard & Poo:c 

FAC'l'S AND CONSIDERA'I'IONS IN BONlJ W~'l'll>C~S 

Remarks prepared by John K. Pfeiffer for presentation before the 
County and Municipal Bond Rating Seminar sponsored by the North Carolina 
Local Government Commission and the Institute of Government at Chapel 
Hill on Friday, Dec. 19, 1969. 

Standard & Poor's municipal bond ratings are "quality ratings" as 
opposed to "market ratings". A quality rating is not a recommendation 
to buy or sell; it is a comparative rating which attempts to measure 
the relative investment quality of one municipal obligation to another. 
It is not merely a measure of safety of interest or principal. If it 
were, then municipal bonds would be rated yes or no: default likely or 
unlikely. The function of ratings, therefore, is to attempt to provide 
the investor with a distinction between the quality of the credits 
available to him for investment. 

One of the basic requirements for investments by banks, for ex­
ample, is that of marketability and liquidity. Bonds with certain qual­
ity ratings are considered readily marketable, and principally for that 
reason, bonds with these ratings are not questioned by bank examiners 
as to marketability and book value. With the passage of time, ratings 
began to b~ used for the purpose of appraising relative investment qual­
ity by investors, underwriters and dealers as well as by personnel of 
government agencies such as the Controller of the Currency and the FDIC. 
I respectfully submit that these ratings have obviously established some 
enduring merit, or they would never have enjoyed the use to which they 
have been put and the respect which has been accorded them. 

The issue of the adequacy of the municipal bond rating systems 
used by the major rating services has not been questioned for most of 
the twenty years during which the Standard and Poor's Corporation has 
been grading municipal credit. But over the past years of rising in­
terest rates the issue was spotlighted, to the tune of two congressional 
hearings and the introduction of bills (by Representative Patman and 
Senator Proxmire) which, by producing a Federal Guarantee on State and 
Local Government Debt, would have effectively ,eliminated the need for a 
rating system. It seems appropriate, and timely, to review the factors 
behind the rising interest in this subject. There would seem to be two: 

1. Interest costs of local governments will 
soar over the next decade because of vest 
public facility needs. Also in areas where 
needs are greatest (the co~e cities), credit 
ratings are in many cases low. 

2. Ratings are determined subjectively and con­
sistently at best, but in any case the exact 
methods or rationale used in evaluating a 
government's credit standing are not always 
articulated. Rating has been an art, not a 
science. 
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Three basic questions can be raised: (a) What is the evidence 
that ratings determine interest cost differentials, (b) What are the 
expectations for rapid increases in state-local interest costs and 
(c) What are some of the innovations that make up the new look in 
Standard & Poor's municipal ratings? 

Underwriters will quite correctly tell you that the difference in 
interest cost between a bond rated AAA and BBB can be tremendous. I 
didn't - and they won't - say it is all due to rating, but they will 
say there is a fantastic spread. It can immediately be proven that it 
is not all due to rating. Last month various local public housing 
authority bond issues sold, all at the same time. All the issues were 
rated AAA because of the Federal backing. However, there was difference 
of almost 20 basis points of interest cost between the issues, despite 
the uniform AAA rating. 

My point is that severa-l factors influence interest cost; rating, 
volume, secondary market supply, buyer acceptance, the underwriters' 
liking for the bond and their anticipated results of distributing it, 
and so on. 

Assuming that quality ratings do determ:lne some amount of dif­
ferential in interest costs, the rating methods take on a significance 
for the Federal government for two reasons. First, because of projec­
tions of unprecedented expansion of state and local capital plants, and 
because of the major role the Federal government will play and must play 
in financing the improvement of local facilities, interest costs per se 
will be a vital concern. Second, because of the Federal committment to 
attempt equalization of public service levels, there is a special concern 
with the nature of the differential costs imposed by nationally recognized 
ratings. Underlying these two basic reasons for Federal concern is the 
premium which has necessarily been placed on efficiency in government 
operations and which naturally leads to a search for methods to reduce 
governmental costs without to a search for methods to reduce govern­
mental costs without affecting the quality of services. Viewed in this 
perspective, such a question as "Why is New York City BBB instead of A 
or AA?" seems most appropriate. 

Total and Per Capita State and Local government debt outstanding 
have increased at a rapid rate since 1946, even more rapid than the in­
crease in population. Comparisons of ,numbers show the 1968 level of 
total new debt issued to 1be double the 1960 level. Moreover, prospects 
are for even more rapid increments as estimates of public facility cap­
ital outlays place the increase between now and 1975 at approximately 
100 percent. Under the assumption that long-term borrowing will account 
for about 50 percent of annual ~apital outlays (requirements), total 
new debt issued is 'expected to rise from the 1968 level of $16.3 billion 
to $22.7 billion in 1975. Then total debt outstanding will have grown 
from $100 billion at the end of 1965 and $113 billion at the end of 
1968 to almost $200 billion at the end of 1975. 
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While the volume of j_ebt outstaneiing describes t.he overall level 
and burden of debt, an examination of t~-;e c.rer..d. and pat tern of interest 
costs gives a general picture of the drain on the current budget. 'IWo 
factors may contribute to the greater claim of interest cost on local 
budgets. T'ne first is the rising level of debt described a.bove. The 
first is the rising level of debt described above. The second is the 
generally rising level of interest costs that state and local govern­
ments in this country have experienced since about 1950. The average 
interest rate on bonds in 1950 was 2.01 percent; in 1960, 3.53 percent; 
and currently around 6.85%. 

Compounding the c~ncern with rising capital facility needs is the 
possibility that the rating systems induce a "counter-equalizing" effect 
on local government costs, since lower ratings are (and in many cases 
should be) assigned to those local governments least able to afford the 
higl1cr interest costs. For it must ultimately be agreed credit ratings 
reflect different probabilities of default, and default would seem most 
probable in communities with high and increasing public service needs, 
inadequate and declining tax bases, low levels of income, etc. Then 
high default probabilities and consequently high interest costs may well 
characterize American central cities. Securities of the poorest of the 
cent~al cities have the lowest quality ratings and perform poorest in the 
marKet. At least part of the greater level of Federal assistance being 
channeled into these urban areas is offset by higher interest costs. 

We at Standard & Poor's began recognizing the problems caused by 
growth severa-l years ago. We bolstered our municipal rating department 
with additional personnel to cope with the increasing demands. But the 
sheer volume and complexity of new issues forced us to reappraise dras­
tically our position. Back in 1949 we volunteered to rate municipals; 
no one asked us to. The task we volunteered for became huge and to handle 
it caused us losses which became unbearable. 

These spiralin9 demands being thrust upon us by the greater munic­
ipal financing activity and the extremely tight municipal analytical 
labor market strongly suggested the desirability of change. In the 
light of the losses which we were suffering in the rendering of this 
service, we felt compelled to make a basic modification in policy. 

On January 24th, 1968, we.announced that we would no longer rate 
municipal bonds voluntarily but, rather, would assign ratings only upon 
request and payment of a fee to reimburse us for the time and expense 
required in analyzing the issue. This change was annou~ced in a state­
ment which was given intense national distribution. Since that time, 
there have been minor changes in our policy in accordance with sug­
gestions from the Investment Bankers Association and the Municipal 
Finance Officers Association. 

Our fee basis rating system has accomplished already many things. It 
obviously reversed the loss situation and in turn has allowed us to 
launch new areas of improved service. We now have resident municipal bond 
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analysts - n1en living in particular areas of the country who gather 
information and work on the credits in their areas. More will be 
added as qualified people are recruited and placed. We have greatly 
enlarged our staff in New York. Perhaps most important, we have vir­
tually completed a research study of our systems and methodp and are 
now implementing some of these conclusions. The study was conducted 
with the assistance of the Maxwell School for Urban Studies at the Uni­
versity of Syracuse along with other representatives from other parts of 
the academic and federal government areas. It is virtually completed, 
clearly demonstrating "The New Look in Quality Bond Rating." 

As a first step in re-evaluating the rating process, Standard and 
Poor's rewrote its definition of municipal bond ratings. The reference 
to market performance which was contained in the description of ratings 
has been dropped and it should be made clear that market factors are not 
considered in arriving at a quality rating. Since there are many factors 
which enter directly and indirectly into the rating process, and since the 
reasons for any given rating should be! publicly available, Standard & 
Poor's will make available (a) a summary description of the methods and 
measurements generally used in deriving ratings, !b) the important sta­
tistics used in deriving ratings, and (c) an explc:.nation of the reasoning 
behind each rating assigned. The purpose of Standard and Poor's munic­
ipal bond rating is to group and rank communities according to the pro­
bability that they will not be ,able to meet principal repayment and in­
terest obligations. Market considerations are irrelevant to this ob­
jective and therefore are not considered in the determination of Standard 
and Poor's quality ratings. 

All municipal debt is broken into two general groups - "investment" 
grade (AAA to BBB), and "spec~lative" (BB and below). Since, virtually 
all of our ratings fall into the first four grades, I will limit myself 
today to the definitions of only these categories. 

The four grades reflect estimates of differing probabilities of 
default under alternatl.ve assumptions about the future. As the approach 
here is consistently pessimistic, we are most concerned with how poorly 
the community might do under the worst circumstances and not with how 
well it might do under the best circumstances. Our analysis involves 
assessment of (a) the expected performance of the local economy in a per­
iod or natiOnal decline: (b) the expect~tions that the local economy will 
undergo some kind of local decline apart from national cyclical movements; 
and (c) the expected ability of the local government to meet principal 
and interest payments under either of these cir,cumstances. 

There are four grades of probability of default, while the post 
World War II history of defaults shows the probability of actual default 
for any to be effectively zero. At Standard and Poor's we have had only 
one default of a bond issue rated BBB or better, and even this default is 
minor and in the process of being cured. 

The following are the definitions of St~tn.da+d & Poor's rated classes 
of "investment" grade securities: 

101 



-5-

STANDARD & POOR'S MUNICIPAL BOND RATINGS 

Standard & Poor's Municipal Bond Ratings cover obligations of 
all states OF sub-divisions. In addition to general obliga­
tions, ratings are assigned to bonds payable in whole or in 
part from special revenues. 

AAA-Prime -- These are obligations of the highest quality. 
They have the lowest probability of default. In a period of 
economic stress the issuers will suffer the smallest declines 
in income and will be least susceptible to autonomous de­
cline. Debt burden is not inordinately high. Revenue struc­
ture appears adequate to meet_ future expenditure needs. 
Quality of management would not appear to endanger repayment 
of principal and interest. 

AA-High Grade -- The investment characteristics of bonds in 
this group are only slightly less marked than those of the 
prime quality issues. Bonds rated AA have the second lowest 
probability of default. 

A-Upper Medium Grade - Principal and interest on bonds in this 
category are regarded as safe. This rating describes the 
third lowest probability of default. It differs from the two 
higher ratings because there is some weakness, either in the 
local economic base, in debt burden, in the balance between 
rlevenues and expenditures, or in quality of management. Under 
certain adverse circumstances, any one such weakness might 
impair the ability of the issuer to meet debt obligations at 
some future date. 

BBB-Medium Grade - This is the lowest investment grade secur­
ity rating. Under certain adverse conditions, several of the 
above factors could contribute to a higher default probabil­
ity. The difference between A and BBB ratings is that the 
latter shows more than ~ fundamental weakness, whereas the 
former shows only one deficiency among the factors considered. 

BB-Lower Medium Grade - Bonds in this group have some invest­
ment characteristics, but they no longer predominate. For the 
most part this rating indicates a speculative, non-investment 
grade obligation. 

B-Low Grade - Investment characteristics are virtually non­
existant and default could be imminent. 

D-Defaults -- Interest and/or principal in arrears. 
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As in all descriptions of the rating process, the basic considera­
tions are, and remain, economic base, debt burden, fiscal management and 
revenue-expenditure balance. But there are two differences between this 
and the traditional statement of the approach to municipal bond ratings. 
First, the specific attributes constituting each of these factors will be 
enumerated. Thus, a reference to "economic base" considerations means 
specifically industrial diversification, relative employment in durable 
goods and tourist-oriented industries, projected growth in local economic 
activity, the current and projected growth in population, and (for metro­
politan central cities) population growth relative to that of the larger 
metropolitan area. 

The second difference between our new approach and the traditional 
approqch is that the comparative -high, lowe~, above-average, etc., -
has specific meaning in this procedure. That is, via a computer based 
comparative analysis we are able to isolate those communities which have, 
e.g., and inordinately high or low debt burden. 

Also, there has been developed a more standardized procedure for 
the Standard and Poor's analysts to follow in evaluating the credit of a 
local government. Procedures have been devised encompassing the same 
fact gathering techniques so that all analysts start at the same point, 
deviating from the general review only in predetermined methods to the 
conclusion of the factual analysis. After combining these data and re­
viewing the bond prospectus, the analyst formulates a rating. He then 
submits (a) the standardized comparative data sheet, and (b) a written 
summary of the basis for arriving at a given rating. Detailed explanation 
is needed primarily to clarify any subjective considerations. 

The written report is reviewed by the senior staff and a meeting is 
held to accept or reject the conclusions of the analyst. If accepted, a 
copy of the report enumerating the specific factors which contribute to 
the credit weakness of community is made available to all interested 
parties. 

The use of the standard analysis form markedly increases the consis­
tency within the ratings department and reduces overall subjectivity of 
the process. 

To accomplish the standard analysis we have developed and con­
tinuously update a data bank for municipal analysis, and a data retrieval 
system which makesextensive comparative analysis possible. The system in­
cludes relevant and detailed data from the Censuses of Population, 
Government, Housing, and. Business, and is updated annually from the Com­
pendium of City Finances and other more regularly published services-.--­
Perhaps more important, it is used to store all data collected from con­
tracting local governments - since statistics such as overlapping debt, 
true valuation of property, and debt repayment schedules are not readily 
available elsewhere. 

The data received directly from the local government is coded and 
kept current. 
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These improvements came about because of our awareness that if 
ratings are worthwhile, if they are necessary and beneficial to the 
smooth conduct of marketing municipal bonds, then the municipal indus_; 
try deserved the best, the best in analysis, research, independence, and 
thought. To do this required effort and money. If something is worth­
while, if it is good and well done, if it has merit, it should cost 
something. This is why we felt it imperative to alter our policy and 
charge a fee for our services. 

************************************************************************ 

STANDARD & POOR'S MEMORANDUM RE MUNICIPAL BOND CONTRACT RATINGS AND 

INFORMATION REQUIRED FOR BOND RATINGS PURPOSES APPEAR ON THE FOLLOW-

ING PAGES 
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STANDARD & POOR'S CORPORATION 
345 HUDSON STREET, NEW YORK, N. Y 10014 

MEMORANDUM RE MUNICIPAL BOND CONTRACT RATINGS 

Standard & Poor's Corporation no longer rates municipal bonds 
voluntarily, but only upon request and payment of a ~ee to re­
imburse us for the time and expense required to analyze the iss­
ue. The fee is payable upon completion of the analy:>is and will 
take into account the amount of work necessary to ar::-ive at the 
rating and the anticipated work in keeping the ratinq under sur­
veillance. 

We will maintain continuous rating surveillance on the issue for 
an indefinite period or until the next bond sale, at which time 
the contract may be renewe~ by mutual agreement. 

The request for contract rating analysis may come from the issuer, 
underwriter, consultant, institution, etc. 

The party requesting the rating should submit all necessary in­
formation and agrees to supply later or current information on 
request. We rely on the person submitting such information for 
its accuracy, completeness and substantiation. Standard & Poor's 
reserves the right to withdraw from any contract if it feels that 
proper and sufficient information is not being received. 

s & P reserves the righ~ to advise its own clients and subscrib­
ers of such rating, or to publish the same at any time, in its 
publications or otherwise. 

It must be understood that in providing such rating S & P nec­
essarily relies on the information then before it and not on any 
later information. Further, it must be understood that S & P 
cannot guarantee the accuracy or completeness of the information 
upon which the rating is based, and that such rating is subject 
to change or withdrawal at any time without notice. Parties to 
contract ratings should also be aware that S & P rese.~ves the 
right to enter into any future contract rating relative to the 
same issue or debt. 

June 3, 1968 
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STANDARD & POOR'S CORPORATION 
3 4 5 H U D S 0 N S T R E E T, N E W Y 0 R K , N . Y. 1 0 0 1 4 

JOHN K. PfEIFFER INFORMATION REQUIRED FOR BOND RATING PURroSES 
At\11tlnt Vtc.l!' Prt!Sident 

Gentlemen: 

We have received your inquiry 
municipal bonds by your unit. 
of information in any special 
the following information for 

regarding the forthcoming sale of 
We do not require the submission 

form, but we would like to receive 
bond rating purposes: 

l. Debt statement, including maturities, wi-t:.h bonds segregated 
as to security; overlapping debt, which is this unit's share 
(on the basis of proportionate valuations) of the debt of over­
lapping taxing units. 

2. Assessed valuation for the last four years, segregated as to 
realty and personality, and as to industrial, commercial, utili­
ty and residential; basis of assessment. 

3. Tax collection statement for four years including amount of 
current levy, amount collected on that levy in ensuing year, and 
amount collected to some recent date. Statement of -this unit's 
tax rate and the overall tax rate for the past four years. 

4. Recent population estimate. 

5. Copies of the past two annual reports and the latest budget. 

6. List of the ten leading taxpayers with their assessed valua­
tions, including the number of employees for industrial taxpayers. 

7. Brief description of the economy of the area, including the 
character of development, the level of building activity, and the 
value of homes (for residential areas) • 

8. School enrollment for the past ten years (where applicable). 

9. Future borrowing plans by this unit al\d overlapping units. 

10. Five-year proposed capital improvement program. 

Very truly yours, 

106 , - John K. Pfei.ffer 



SUBMITTED BY DAVID BREEN 

Gentlemen: 

Those of you who are familiar with New Jeraey Revenue Financing are aware that 

such financing is accomplished by means of Authorities created for that purpose. 

As my subject has to do with sewer and/or water revenue financing, I shall con-

fine my comments to that particular type of Authority. Under the Sewerage 

Authorities Law, Chapter 138, Laws of New Jersey 1946, amended, it is evident 

that sewer authorities in New Jersey have greater financial protection in respect 

to revenue security·than do their parent municipality. 

Tax bonds of counties or municipalities in New Jersey, for which unlimited ad 

valorem taxes are pledged, have steadily risen in recent years in their standing 

in municipal market and are today rated among the best municipal credits in the 

United States. However, there are,certain additional legal rights and remedies 

authorized by the Act under which Authority bonds are issued which, in many 

respects, make such bonds an even better security than such ad valorem tax 

bonds. The reason for the unusual legal security and remedies of such Authority 

bonds are as follows: 

l. THE BONDHOLDER'S SECURITY IS GREATER THAN THE SECURITY FOR MOST AD VALOREM 
TAX BONDS;o 

The Act provides sources and means for assuring the payment of debt service on sewer 

revenue bonds which give the holder of sewer revenue bonds a maximum of legal se-

curity, as follows: The Act provides in Section 8 that service charges must be 

collected for the use of the sewer system which must comply with any contract with 

bondholders, and ·~ill at all times be adequate to pay all expenses of operation 

and maintenance of the sewerage system, including reserves, insurance, exte~sions, 

and replacements, and to pay punctually the 
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principal of and interest on any bonds and to maintain such reserves or sinking funds 

therefor as may be required by the terms of any contract of the sewerage authority or 

as may be deemed necessary or desirable by the sewerage authority. 

These service charges constitute the basic source of payment of debt servi'ce on sewer 

revenue bonds, and the mandatory duty of the Authority to fix and collect sufficient 

charges for all debt service and reserves, in addition to expenses of operation and 

maintenance and other required payments, assures the holder of sewer revenue bonds of 

adequate revenues for the payment of such bonds, as any bondholder can compel the 

Authority, by legal proceedings, to raise such service charges, whenever necessary to 

the required extent, to comply with all debt service, reserve and other payments re­

quired by the bond resolution, trust indenture or other proceedings which authorized 

the issuance of the sewer revenue bonds (hereinafter referred to as "bond proceedings"). 

The quality of the security of service charges should be apparent to any investor in 

public securities, and was amply demonstrated during the economic difficulties of the ~ 

1930's. In that period, tax bonds of many municipalities in New Jersey and other 

states defaulted in payment of debt service on tax bonds for varying times, due to 

the low percentage of tax collections and the inevitable necessity of using available 

tax receipts for the continuance of essential governmental operations and services with-

out which such municipalities could not have continued to exist. 

Service charges during the same period, however, for municipally owned essential 

public utilities such as water, electric and sewer systems, were collected in many 

defaulting municipalities at a much higher percentage than real estate taxes. This 

higher percentage of collections was due to the very nature of the services of essen­

tial utilities without which people cannot exist in modern municipalities, and.~he 

effective remedies for quick collection service charges. The true test of the value 

of a security, as far as prompt payment of debt service charges is concerned, is its 

collectability in periods of depression as well as in periods:-~ of prosperity. In many 

instances in the 1930's municipalities defaulted in payment of tax bonds but not in 
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payment of bonds payable from the revenues of essential municipal utilities •. 

(b) LIEN FOR SERVICE CHARGES ON LANDS SERVED BY THE SEWER SYSTEM. 

In addition to the security of service charges, the-bo-lder of sel"-er--revenue-bonds-has 

tha. ad.!!_itional_~r.-iee-eharges, the holder of sewer revenue bonds has the 

additional security of all the lands served by the Authority in its area of operation, 

which in New Jersey is usually the same as the area of the municipality or munici­

palities creating the Authority. 

Under the Act the sewer service charges are a lien upon the lands served if not paid 

as and when due, which lien is superior and paramount to the interest in such land 

of any owner, lessee, tenant, mortgagee, or other person except the lien of municipal 

>axes and is on a parity with and deemed equal to the lien on such lands of the 

municipality where such lands are situated for taxes thereon due in the same year 

and not paid when due, in the manner provided in Section 21 of the Act. 

Most tax bonds, in the final analysis, are secured only by the lien of the ad valorem 

taxes levied for the payment of such tax bonds on the lands of the municipality and 

the mandatory obligation of the municipality to levy and collect such ad valorem 

taxes without limit as to rate or amount. As sewer revenue bonds are, in most 

cases, payable from service charges on substantially the same lands on which ad 

valorem taxes for the payment of tax bonds must be levied, the holder of a sewer 

revenue bond has, for all practicable purposes, the same security of the value of the 

lands in the area served as the holder of a tax bond. 

Since the holders of sewer revenue bonds have substantially the same security on 

the lands in the area served as the holders of tax bonds, and the additional security 

of mandatory and legally enforceable service charges adequate for payment of the 

sewer revenue bonds, the security of the holders of such sewer revenue bonds is 

greater than the security of the holders of moat tax bonds. 
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(c) Sewer revenues are segregated trust funds. 

Under Section 16 of the Act and the bond proceedings, all funds of the sewer system 

are trust funds, and the holders of sewer revenue bonds have a lien on such,funds until 

applied in the manner provided in the Act and bond proceedings. This, in effect, means 

that all revenues of the Authority are segregated trust funds which cannot be used 

for any general purposes of the municipality, but must be used by the Authority only in 

the manner provided in the Act and the bond proceedings which authorized the issuance 

of the sewer revenue bonds. X 
I Bonds payable from ad valorem taxes, except for a few exceptions, do not have any 

specific lien on any funds of the municipality, nor is the municipality required to segregl 

its tax revenues for the payment of such bonds. Consequently, if the tax collections 

are insufficient to provide for all the purposes for which the taxes were levied, there 

is no legal assurance that the holder of an ad valorem tax bond will receive full pay-

ment of his principal or interest, as a muncipality must fulfill its essential services and 

functions in order to continue its existence. 

If the sewer revenues collected are insufficient for p~yment of all costs of operation 

and maintencance, debt service on sewer revenue bonds and other payments required bythe 

bond proceedings, it is true that the bondholder might not receive payment of all his 

principal and interest punctually. In such event, however, the holders of competent 

jurisdiction, require the rates of sewer service charges to be raised sufficiently to 

provide for all operating and maintenance costs, debt service, reserves and other pay-

ments provided for in the bond proceedings, including any deficiencies for prior 

payments. Since the Authority will, in practically all cases, have a substantial 

monopoly on an essential public utility, the mandatory obligation of the Authority, 

both under the act and the bond proceedings, to raise its rates for sewer services to 

whatever extent may be necessary to comply with the Act and bond proceedings, is, in 

most cases, a more effective security than is generally available to the holders of 

tax bonds. 
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(d) Reserve Funds. 

The Act authorizes the Authority to covenant and agree with the holders of sewer 

revenue bonds to provide for rates sufficient to include reserves for debt service 

as well a·s maturing payments of principal and interest, which covenants may be enforced 

by any holdr of such sewer revenue bonds. It is customary in the bond proceedings 

authorizing the issuance of sewer revenue bonds to provide for an adequate reserve fund 

for debt service. 

· · If the issue of sewer revenue bonds is soundly conceived in its inception, the reserve 

I 

i 

fund will enable the sewer system to overcome temporary economic difficulties, which is an 

important advantage to the bondholder and the Authority, and an additional security 

for the holder of a sewer revenue bond. 

2. THE REMEDIES FOR COLLECTION OF SEWER SERVICE CHARGES ARE EFFECTIVE AND QUICKLY 

ENFORCEABLE. 

The Act provides quick and.ieffective remedies for the collection of sewer service 

charges and the enforcement of the rights of the holders of sewer revenue bonds which, 

in many cases, are not available to the holders of other municipal bonds. These 
• l 

1 collection and enforcement remedies are substantially discontinuance of sewer 
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services. 

(a) The Lien of sewer service charges is more quickly enforceable than the lien 

of ad valorem taxes • 

Section 21 of the Act provides that·the lien of sewer service·charges on the premises 

served may be foreclosed or otherwise enforced by the Authority by action or suit in 

equity as for the foreclosure of a mortgage on real property. 

A mortgage on real property in New Jersey can be foreclosed in a much quicker period 

of time than such real property can ~e foreclosed for the lien of ad valorem taxes. 

The lien on real estate for ad valorem taxes cannot be foreclosed as a general rule until 

the year after such taxes become delinquent. whereas the lien on real estate for 

delinquent sever service charaea can be foreclosed under the Act as soon as such 

charges become deliaquent. 
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(b) The right to appointment of a receiver of the sewer system. 

Not only can the holder of a sewer revenue bond enforce any of the provisions of the Act 

or of the bond proceedings in any court of competent jurisdiction, but such holde~,for any 

defaults in payment of principal or interest on his bond, or in compliance by the Author-

ity with its covenants in the bond proceedings, is entitled, under Section 18 of the Act, as 

of right to the appointment of a receiver of the sewer system by a court of competent jur-

isdiction to operate the sewer system under the supervision of such court until all such 

defaults have been cured and made good and such right is cumulative as to subsequently 

recurring defaults. 

This right is an important remedy for the holder of a sewer revenue bond. Not only can 

the Authority be compelled to charge sufficient sewer rates to pay the sewer revenue 

bonds and comply with the bond proceedings; but the possession and control of the 

sewer system itself can be taken away from the Authority end operated under the 

terms of the bond proceedings by the courts, thus further insuring complianue by 

the Authority at all times with the bond proceedings. 

The value of this remedy is often not recognizedlby investors in municipal bonds. 

If the sewer system is an economic failure it is tmue that a receivership will not \. 
be of much benefit as obviously a receiver cannot collect exhorbitant sewer service charges 

any more than the Authority itself. However, since sewer services do constitute an 

essential public service, and experience has demonstrated that most public sewer 

systems in areas with a reasonable density of population are economically successful 

enterprises, the power to enforce strict compliance with the Act and all the covenants of 

the bond proceedings gives the holder of sewer revenue bonds an extremely valuable remedy. 

3. THE SEWER SYSTEM MUST BE OPERATED AS A SEPARATE UTILITY ENTERPRISE. 

One of the greatest advantages of a sewer revenue bond, from the standpoint of legal 

security, is the requirement of the Act and the bond proceedings that the sewer system 

must be operated as a separate utility enterprise, and if the bond proceedings are 

properly prepared, uach enterprise •ust be conducted upon an efficient business basis, 

and is not subject to _the same iDfluencaa which .. ,. affect the. security of tax bonds. 
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The holders of tax bonds have little control over the general activities of the 

municipality which issued them. Such municipality may also levy taxes for any other 

purpose without limitation, may issue additional tax bonds in amounts permitted by 

law, may have was•eful budget practices and inefficient administration, and may embark 

upon new and unnecessary projects or purposes, all of which may affect and dilute the 

security of the holder of such taxbonds. 

Since the sewer system under the Act is a separate utility enterprise conducted on a 

business basis, and the method of operation and application of revenues and the rights 

and remedies of the holders of sewer revenue bonds are fixed by the Act and bond 

proceedings and can be enforced by such bondholders, the source of their security 

cannot be impaired or diluted by the general acts or activities in the municipality 

served by the Authority to the same extent which is possible in the case of tax bonds. 

4. COVENANT OF THE STATE OF NEW JERSEY 

Not only does the Act provide for legally binding and enforceable covenants of the 

Authority, but also contains a covenant of the State of New Jersey itself reading 

as follows: 

"Pledge of State to bondholders: 

The State of New Jersey does hereby pledge to and covenant and agree with the holders 

of any bonds issued pursuant to a bond resolution of a sewerage authority that the 

State will not authorize or permit the construction or maintenance of any system of 

sewers or sewage disposal plants which will be competitive with the sewerage system 

of the sewerage authority, and will not limit or alter the rights hereby vested in 

the sewerage authority to acquire, construct, maintain, reconstruct and operate its 

sewerage system, and to fix, esuablish, charge and collect its service charges and 

to fulfill the terms of any agreement made with the holders of such bonds or other 

obligations and will not in any way impair the rights or remedies of such holders, 

and will not modify in any way the exemptions from taxation provided for in this act, 

until the bonds, together with interest thereon, with interest on any unpaid 

installments of interest and all costs and expenses in connection with any action . 
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or proceedings by or on behalf of such holders are fully met and discharged." 

Nuch of the above was supplied in an opinion written by John Trimble of Caldwell, 

Marshal, Trimble and Mitchell, now Mudge, Rose Guthrie & Alexander, in 1957 and who 

has given me his permission to use excerpts from that opinion, and I here and now 

express my appreciation. 

Since then many authorities have entered into various types of Service Contracts which, 

in varying degrees, act as an agreement between the Authority and its parent municipality, 

whereby the municipality agrees that for services rendered, it will guarantee anywhere 

from the required reserves of the Authority, under the Trust Indenture up to and including 

a guarantee of the bonds themselves, by means of taxat~on. This is generally accepted 

as the most secure obligation. However, I question whether it is even necessary. 

This is the crux of my argument. If , as the Authority Act states, the authorities have 

even greater recourse than does the municipality, why should a service contract be 

necessary.at all. Unless, of course, ·it is viewed merely as a reaffirmation by the 

municipality of intent which was made by it when it created the authority in the 

first place. 

This same argument is, however, not necessarily true in the case of 

Regional Sewer Authorities. Here we have a different animal in that is is created 

solely as a treaenent unit and can only construct trunk ~ines for collection 

purposes to the municipal boundary line. If the R. s. A. constructs internal 

·collection lines, it does so only on a contributory basis via a contract as a 

participant in the cos~ not only of the internal lines-and outfall lines but 

also of the trunk line and treatment plant as well. If an Authority is 

created on the basis of contribution, I would think it only differs 

with a municipal unit in size and scope but not in operation or ~esources. 

If, on the other hand, an R. s. A. -is created on a customer basis. it baa no recourse 

or legal position, I would think, except via a contract. 

'·· 
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I believe that, in this day and age, it is inconceivable that a populace can long 

endure without public sewer service and the effective treatment thereof. This 

fact is well recognized by every public agency involved in pollution control and 

abatement. It is because of this recognition and because of the arguments pre• 

sented here that I believe that Authorities in New Jersey and, per haps in the 

nation, should be rated in a manner separate and distinct from the method em• 

ployed in rating general tax obligations. I would appreciate your comments in 

writing, if possible, whether pro or con, in order to prepare a paper for 

submission to the rating service. 
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I!JTIODUCTIC~N 

The rapid development of science and technology over the 

past t:1ree de cad:- s have been accompanied by socLLl, political 

and economic proble~s of ever growing complexity. In ord~r tu 

cope with these emerging problems, persons ch:reed with the ad­

ministration of local government are looking to the future with 

guarded optir1ism about th<; financing of these programs during 

the decade of the 70's. These problems which f'ilced .1s in the 

60's not only remain but have become very criticnl. In fact, 

while the 60's were dubbe _1 as the decade of prot8:.>t and unher­

alded confront:ttion, the very basic structure of loc3.l &~overn­

ment was being sh~ken and the viability of horne r~le and local 

government tested. We are being challenged as never before and 

innovat~ve solutions to problems must be found within our finan­

cial capability. The treasury of local goverm;ents are sorely 

in need of revenues to meet these problems and nt the same time 

1) The lfunicipal Debt has re?ched an all time high 2) Inter­

est Costs are at the highest level~ in history and 3) Urban 

needs are critical with gre;t stress being placed on the conser­

vation of our natural resources and h1nnan ecology in the fore­

front. Urban blight, poverty, air and water polution, drug abuse, 

transportation and housing are probleL1S th9t cannot be ignor~d. 

As our population continues to multiply as pointed out by Dr. 

Paul Ehrlich in his recent book titled Th~ Populatio_p. Bomb, we 

r·;ust utilize population control or face a race to oblivion. If we 

continue to grow at our present rate, we wi.Ll double our populat-

ion in the next thirty years and in effect double the c~pital 

117 



-2-

improver:1tmts that hav.~ l::e1:0n built since the days of our found-

j ng fathl;rs. Technolo[y in effect played a major role in eettinL 

us where ~e ·!re today ~nd we must insist that technology and 

::;cicnce be utilized in a r.;ajor role to get us out so t.o speak. 

Cheaper ana more standardized~thods must be found to build 

streets, se\r;ers, roac!s, airports, housing and solid wast-e disposal 

units. The status quo and multiple excusts for one rea~on or 

anoth:;r cnn no longer be toler·Jted. 

T H E I' lc U l:. 1 .. I: I·~ 3 

The 'lbility of loc ·l t;ov<;rr.:ents to Le t t•tE:.~ minirLJ :·.c.;:;ds 

u:. c._ : :l. t .L , 11. ~~ :. /-, >> hd.nr qu<,·stioned, studied, reviewed, re-

erosion of the property tax base which is the major source of 

r:?venues to finance r.mnici~·al capital outlays. The decace of the 

60's saw the r;reatest growth in municipal d··;bt that this country 

has seen to date as df·tailed in : xhibit "A" and it is safe to 

pr1:>dict th··t the 70's will show "That you haven't seen anything 

yet". Let us examine some of the problems so as to help us in 

examinine methods to finance same: 

* !Iousing is consistently lagging v.•ay behind 
documented needs. 

* Public Works Programs such as solid waste co­
lectian and disposal, sanitary waste tre3tnent, 
air polution, street construction and water con­
servation are five to ten years behind schedules. 

* Transportation problems are increa5inB ~t a ereater 
rate than solutions or financing rr.ethods are found. 
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EXHIBIT "A" 

CHRONOLOGY OF NATIONAL SUMMARY OF 
TOTAL MUNICIPAL DEBT OUSTANDING AT 
END OF FISCAL YEAR* 

YEAR AMOUNT 

1967-68 $37,505,000,000 

1966-67 35,256,000,000 

1965-66 33,714,000,000 

1964-65 31,862,000,000 

1963 28,743,000,000 

1962 26,819,000,000 

1961 24,804,000,000 

1960 23,178,000,000 

1959 22,057,000,000 

1958 20,355,000,000 

1957 19,076,000,000 

1956 17,560,000,000 

*SOURCE: THE INTERNATIONAL CITY MANAGE­
MENT ASSOCATION, THE MUNICIPAL YEAR 
BOOK- 1970. 
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):~ 0chool Construction and nr,,sent curriculurr.s 
are inadequate to reet p~esent needs let alone 
the needs of the 70's. 

G'l" 
.l.i·. 

* Decay in our central cities is not bcin~ ch~ck~d, it is 
in r,: ct J..ncr•.;asin;"~. 

-·- HospJ..t'iJ. ~:tnd h8Jlt!; llued:..> ~ ur our senior citizens 
arl'} 1·einp, neglected and inadequat<::' to r:.eet the 
needs of· tod:iy. 

):~ Construction costs are at an all time hif.h .s.nd 
provide no evidence of at least levelin[ ofi. 

':~ Tl1e cost of local financing ovf:r the past ten 
years and in the last few in particular have 
sky rocketPd. Exhibit "A" indicates th::>,t "'e 
have doubled our bonded indebt.edne~:;s over a ten 
year period uetween 1957 to 1967. 

* Interest rates in the 6-8 per cent range are far 
to high and municipal investors are fewer in num­
ber when it comes time to bid. 

These are some of the constraints and problems that confr·ont 

local administrators today and in the future. In addition, 

the competitive money market requires, indeed ffiandates, that 

the finance administrator of today be very knowledgable ~bout 

the municip~l bond ~arket, its trends and marketing techniques 

so that municipal bond sales will be sold at costs which local 

~overnnents can justify and afford to pay. 

E ECOl'·~J..ENDATlvNS 

Exhibit "A" outlines the latest fig;jres on municipal debt 

expenditures over a ten year period v~hich is doubled from ~19,07o 

million in 1957 to ~37,505 million in 1967. New Jersey ffiunici­

palities pretty well follcw this national trend. T o 1:;eet the 

needs of the •~ost urbaniz~d state in the Un~ ted 3tates, I re-
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spect fully subrni t tlw f~·llowinl~ for your st ,.wy <i,rtd revi•: vv: 

1). :'<pJ-lrOx~~ ,:.:tt<:?ly one third uf the n1unicip Jl <1ebt 

in Exhibit "A" are hf:yenue 12,o_nd~. l sinc,Jrel; 

feel thnt self liquidating bonds shoulri be en­

couraged r;ut the pledging of the fu 1.1 _,Uti th and 

.£.!:_E@i~ of th~ muni.cip ~lit¥ is essential if thes•:.: 

bonds ·;re to be S _.tC:. c;ssful in the bon<1 r;;:=trk.:,ts of 

tlw fut11re. A ;;JOd cx:tniple is rlev·.· Jer:.>f:y Jtatutes 

concerninr, the financinr of S\'iirr;: .. inc. Pool f:.1cili th:s .. 

2). Lur.icipal Londs shoul(t be exempt:; from all or an.:t 

}tate or f~ :eral Tax:~ A recent ,'1tten.pt in tbe 

Conr;rc~ss •·w.s noted la tel/, to ren:ove such tax exemption. 

J). "Pay as you £'d' :is a laudable principle and should 

be used \Jhen n. cor.1r:nmity is \ioalthy enou/)1 to utilize 

this r:;,:ans; hO\<Jever, Uv Vt:Jry gre:tt majority of local 

rovernnt:Onts must contintle to look for short and lens 

term borrm-Jinr; or fRll far behind in needed capital 

construction anrt equipment. 

4). I strongly urge the creation of a Central Credit 

Acency ·Hhich \vill serve all Ne\'J Jersey r.:tmi c ~ p:1li ties. 

This agency would as:-)ist a-i.l coMt:~nities '~;lw are con­

sidering bond isJues and in particular, ~any ~ew Jerse; 

commnnities Hho have no knowledge of mar.~eting p·o­

ced,lres 1.nd time after time fail to receive any bids. 
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This Central C:t:,_edit Agenc·r could very well bP.come 

a part of the Debt l\1anae;e•~Hmt Prograr:1 that the De­

partment of Community Affairs administers through 

the Division of Local Finance. 

5). The present hieh interest rates on 1-lunicipr-tl Bonds must 

be reduced. It appears it may be several years be­

fore nunicip:ll Lond investors will feel free to pur­

chasE' lonp: term municipal bond 'j with confidence that 

the income will be tax eXtTlpt throughout the lifa of 

tne i t.m~c ~pa.t bond. Unless aud until an amendn:ent to 

the constitution of the Federal Government is adopted, 

\vhich establishes a permanent and unequivocal tax 

exer.1ption of local governr.ent bonds, bond buyers vdll 

be oblig,,d to assUMe that the Cong;ress or the Courts 

may :aodify the present tax exemption at any subsequent 

time. Thus, the con~ideration of say a Federal Urban 

Bank or a State Urban ~ to backup Nunicipal Bonds 

by g1raranteed interest payments until refinancing needs 

are met or outright purchases of certain local govern­

rr.ent debt hy federal refunding grants, should be studied. 

6). The Joint Economic Committee of the Congress of the 

United States in a study published in December, 1966 

titled State and Local Public Facility Needs and Fin­

ancinz estimated that the total needs of local gov­

ernment would rise from about $3~560 million in 1965 

122 



-7-

to r.c)re Unt~ $05,000 uillion in 1975. Thus, the inter-

rel,·iti .. Jnsbip of --;hort .:1nd long term financinc, int\_rest 

co:Jts, :_,~.v::dl.able :1nd inter(::st<~d uar':ets :.uJ.cl the atility 

,f loc·1l LOVerm c!nt to raise nt:.;eded f,mis should be very 

carefully ex mined as n~ver before in li~ht of the expen-

dit'Jres of this ~~r~r:-;itude uf r·;.Jncy. ':'}lereforc;, it st:eJ"~3 to 

r1e th·1t one out-~ht to seri ;usly consider llw ...:ontinuanc e; an.J 

cxpr;nsion of che 1:Jebt ; .annr,er,,ent J'rograr.: presently limi t"';d 

in scoDe, f!mdin[ and areas of re~:;ponsibili ty. ..:. further 

Silf)';est thc.tt the fol~.ov1ing r::atters be examined by tLe Debt 
t :1C:,r 

I 'n'lt:e· er:t Group and reqw?~jt th~1t re;·ort :,o you their find-

inrs both pro and con. 

a). Incre-:1se state and federal 1. r.:mts-j n-aid to local 
COVernment~> - partie .J.l.arly V<iflert-; c~rl:.:m dec,Jy .:.lncl 
financing 1'or c c. pi tCJ.l irtproverunts 10r sar:·e :J.re irrl­
possible and ir;.proha·:.Jle Ly loca:L rcc:V'.:'n .It: sources. 

b). InvestL1ent of state :,ntd local r::;overnntent pension 
and retirei•;ent .funds dlonr v:i th other i' ~mrls not 
needed in short :md lontr, ten1 rr~LmiciiJJ.l bonds. 

c) • LLprove r.,arketing pro crams. This r.;ay r·,ean .:,1 r:rot;rar;, 
a:c· inducinc individ'..Flls of modest : .. eans ' .. l:.o h::ve 
be('n l:uyint t::txable securities t.o chc.ose ta.:x exempt 
municip:c;.l securities :.1.s rart uf his investutent choi.ccs. 

ci. ) • :\ :; o s 3 i b 1 e r c vis ion of t :·~ e s t 3 t tl tory c: e L t l iL. its 
for mwticip..,l and sehoul firuncing. ln :t-<:trtictlLlr, 
the provi~;ion of averaginr o•Jt the lasL three yed.rs 
of ·.tsses_;ed valuati\m s~er.ls ultra conserva.tive. The 
benefits of revaluatiun is not realized until :tln;ost 
four years huve cone by. 
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e). That a state wide revaluation pro~ram be in­
stituted as soon as possible. In my opinion, 
their are startling dir~erences to say the 
least not only in r.:ethod and approach, b'lt in the 
equalization pro~ra~. 

f). Insist that the five (5) year capital prolraffis 
be iQplemented and meaningful. Projecti0ns of 
not only papital program costs tu::. a projection 
of financing costs VJhich vJoulc: inclu.de temporary 
financing costs of notes and other related costs. 
PPBS - Planrwd Progr':iru Budget Systems should be 
encouraged which would include alternative actions 
concerning the proposed capital expenditt1res and 
utilize cost-benefit techniques along with PBRT 
techniques. 

g) • Provide local governn~ents with capable and trained 
consultants v<ho can analyse capital needs and the 
ability of a given community to finance same. These 
consultants can be made available from tl1e Central 
Credit Agency or from the Debt ~anagement Program. 
In any case, thi! will mean additiunal st3te per­
SJnnel as the present debt manage~ent program needs 
r:1anpower. 

In closL1g, I am sure that you agree \'lith r.1e that honest and 

dedic~ted public administrators are the keystone of public confidence 

in local rovernment. Therefore, the image of all ot us, both state 

and local officials ~ust always be upper most in our minds as we 

consider the ~llternatives in spending public monies. 'tve should 

strive for the coveted title of • "\'latch Dog of the Public Trea'sury" 

Finally, I strongly urge that the results of your study be 

directed at the citizenry in a persuasive 0ducatior1 program, giving 

them the facts in language that they can understand what proper- and 

informed action needs to be taken in the future. 

rovernber 9, 1970 
Bu!inesg Administrator 
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TOWNSHIP of WILLINGBORO 
NEW JERSEY 

NUV 1 .) j:,/U 

Municipal Building TRiaagle 7·2200 

• 

Mr. John J. Magovern, Jr. 
Chairman, Task Force F 
New Jersey Tax Policy Committee 
134 West State Street 
Trenton, New Jersey 08625 

Dear Mr. Magovern: 

November 9, 1970 

I am in receipt of your invitation of October 
23rd to participate in the first of a series of public hearings 
before your Task Force on Public Credit. 

I am sorry that my schedule and that of many mem­
bers of our Association did not permit us to p~rticipate at your 
November 9th hearing. I will be meeting with our Association members 
in November at the Atlantic City Conference and I t'lill bring the 
work of your gronp to their attention and suggest that if they have 
any recommendations to offer they may do so by correspondence to 
the above address. 

I would also like to take this opportunity to 
offer one comment on the present statutes controlling debt limi­
tations in our state. As you are undoubtedly aware, a township's 
valuations are averaged over a three-year period for this purpose. 
While this procedure might have some validity for well established 
municipalities, it creates an undue hardship on rapidly growing su­
burban municipalities. The Willingboro Township Board of Education 
has had to make two appearances before the Ne\'l Jersey Commissioner 
of Education and the New Jersey Division of Local FL~~ice to re~Jest 
extension of credit hearings. These hearings have been necessitated 
because the present statutes require that our borrowing capacity be 
related to an average valuation of $140,000,000. based on the fol­
lowing years: 

1967 $123,000,000. 
1968 $140,000,000. 
1969 $159,000,000. 

By contrast, our 1969 valuations were $193,000,000. and our 1970 
valuations were almost $232,000,000. 

125 
·A PLANNED COMMUNITY. 



.. 

• 

· Mr. Jolm J. Magovern, Jr. : Page 2 

I do believe that a great deal of effort on the 
part ef both local officials, their professional consultants and 
various state·employees and officers could be saved if the basis 
for computing the debt limitation was amended to realistically 
include the valuations which have already been realized. To this 
end, municipalities and schools should be allowed to utilize valu­
ations of that curren~ year once they have been certified to their 

·County Tax Bureau. I would of course have·no objection to an off­
setting percentage to allow for any reductions due to taxpayer 
appeals prior to the closing date for such appeals. 

~I trust I have set forth my concern in this matter 
adequately for your purpose. If I could provide any additional 
material or information, I would be more than pleased to hear from 
you. 

. . 
J'l'McH: bgs 

126 

Sincerely yours, 

.fl£1--ft,.._? cf. 
Irsl T. McHugh, 
TOwnship Manager 
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NEW JERSEY TAX POLICY OOMMITTEE 

TASK FORCE F (Public Credit) 

;:->() f XC..HAN<: .. E PI f\1.. f 

NEW YORK, N.Y. 1000'~ 

COMMENTS AND SUGGESTIONS CONCERNING PUBLIC FINANCE SUBJECTS OUTLINED 
IN TASK FORCE MEMORANDUM FOR PUBLIC HEARING HELD NOVEMBER 9. 1970 

(The following memorandum is in two parts including (1) a summary of 
our findings and recommendations on each subject and (2) a detailed 
discussion of each subject). 

PART I 
SUMMARY OF FINDINGS AND RECOMMENDATIONS ON PUBLIC FINANCE SUBJECTS 

1. Burden of Present Outstanding State and Local Debt 

In order to properly evaluate the burden of present outst:anding debt 
of New Jersey local governments it is necessary to concurrently con­
sider the debt burden of the State government. 

State Debt Burden: The total State debt (outstanding and author­
ize~ totals $1,582 million and represents 3.1% of the estimated full 
valuation of State ratables and 3.7% of the State's estimated 1969 
personal income which is significantly higher than the corresponding 
1.4% and 2.8% median figures for the 50 States. In addition, when we 
recognize (1) that there are conservatively estimated additional 
immediate State capital needs of over $1,000,000,000, (2) that 
emissions by State agencies could total $100,000,000 annually, and 
(3) the seemingly :'-nsatiable demands for further capital facilities 
such as nursing homes, mental health facilities, mass transporta­
tion, urban rehabilitation, etc. which can only be financed by the 
State or through State agencies, the need for the careful, selective 
and restrained application of the State's credit is imperative if 
the State's credit rating is to be maintained at its optimum level 
so that such capital projects can be financed by the State at the 
lowest possible interest rates. 

Local Government Debt Burden: Based upon debt figures for 
New Jersey local governments ·.as of December 31, 1969 the gross 
municipal, county and local authority debt totaled $3,336 million, 
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representing 6.6% of the estimated $50,884 million full value of 
State ratables. 

It is most difficult to obtain any reliable statistics of local 
government debt of the 50 States to measure the debt burden of 
New Jersey local municipalities. However, we would judge that the 
debt load of New Jersey local governments is not significantly 
heavier than other States in relation to economic strength. In 
general, other States have more diversified revenue bases than New 
Jersey which relies heavily upon real estate levies. It is obvious 
that New Jersey must revamp its tax structure at both the State and 
local levels to more equitably share the costs of capital facilities 
and generate new and additional revenues to meet constantly higher 
costs of government. 

2. Anticipated Credit Needs of State and Local Governments 

The State expects to issue $250 million bonds annually, local govern­
ments should require some $200 million annually, existing State 
agencies will probably require $100 million annually resulting in 
total annual bond emissions at the State and local government levels 
exceeding $500 million annually for the foreseeable future. It is 
also probable that the New Jersey Turnpike Authority and the New 
Jersey Highway Authority will require sizeable bond issues during 
the next six year period. Also, the immediate State capital needs 
deficiency for which bonds have not yet been authori~ed total $679 
million without considering future State needs or the additional 
sums required to compensate for the continuing sharp increase in 
costs of construction. 

3. Borrowing or "Pay-as-you-go" 

Anyone familiar with the fiscal structure of both the State and local 
governments of New Jersey recognizes, like in most other States, that 
it will be impossible to finance capital projects on a "pay-as-you~go" 
basis in the present and foreseeable future. The costs of construc­
tion of public facilities and the costs of operating State and local 
government have escalated sharply in recent years. 

In order to be able to finance the construction of capital projects 
at a cost which is economically practical it is absolutely essential 
that the required funds be raised through borrowing in the bond market. 
It is important that the period of amortization of the bond issue 
be no longer than the useful life of the capital project (New Jersey 
Statutes include practical limitations on periods of amortization). 

4. The Use and Limits of Short-term Financing 

During the recent years of historically high interest rates the use 
of short term financing by local governments in New Jersey has been 
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over done to the detriment of the borrowing costs of these local 
bodies. The crisis which developed in 1969 when many local munici­
palities had reached the expiration of their statutory limit on 
further short-term borrowing, coupled with the then prevailing 6% 
statutory interest rate limit which made long term permanent borrow­
ing impossible for many local municipalities, would have been much 
less severe, if not avoidable, had these local municipalities borrowed 
in the long term market when they needed the funds rather than gamble 
on the unpredictable bond market. 

We believe that the present statutory limits for short-term borrowing 
which permit short-term borrowing for two years without amortization 
and thereafter for three more years subject to minimum annual amortiza­
tion payments are adequate and reasonable under present circumstances. 
A further precautionary step might be to require local municipalities 
prior to the fourth and fifth year of short-term borrowing to meet 
with the Division of Local Finance to discuss the advisability of mder­
taking such further extensions. 

We would like to suggest that the State undertake an aggressive public 
relations program to make local governments in New Jersey aware of the 
advantages of including a refunding (callable) provision in their 
permanent bond issues during the present historically high interest 
rate period. 

5. The Relationship of Anticipated Credit Needs to Present 
Statutory Debt Limits 

f;i' 

We do not believe the present statutory limitations have any measurable 
effect upon the interest rates received by New Jersey municipalities 
on their bonds and, if anything, due to their conservative levels 
probably have a salutary effect. We strongly feel the fiscal discipline 
imposed by the present statutory limits far outweigh the only argument 
raised against such limits -- namely, that municipalities must subject 
themselves to the test of necessity before the Division of Local Finance 
if they desire to exceed the present limits. The Division of Local 
Finance is certainly best able to judge the reasonableness of the present 
statutory limits. Any increase in the present statutory limits should 
be taken only after careful study -- be limited in nature -- and not 
result in adversely affecting the present favorable ratings on the vast 
majority of New Jersey municipal bond issues. 

6. Control and Expansion of Credit for Local Governments 

a. Possible Revisions of Statutory Debt Limits: 
in (5) above. 

See comments 

b. Use of General Obligations vs. Revenue Bonds: The present 
general obligation laws permit allocating costs in all the 
ways available under revenue bond financing including those 
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based upon service (i.e., rate schedules), or upon the 
specific benefit derived (i.e., assessments), or upon the 
general benefits derived (i.e., property taxes) and can be 
sold at lower interest rates; therefore, the use of general 
obligation bonds by local governments in New Jersey will and 
should continue to be favored over revenue bonds • 

The use of revenue bonds by regional authorities is the most 
practical means of financing of regional facilities such as 
sewerage, water and refuse disposal. 

c. Use of Local Authorities: Unless there are unique circum­
stances prevailing the use of local authorities should be 
avoided. The cost of financing is higher and the independence 
of local authorities from any responsibility to the elected 
municipal body are imposing disadvantages. However, the 
authority vehicle is the most practical approach to regional 
or multi-municipal financing. 

d. Access to Credit Market and Cost of Borrowing 

i. Effect of Central Credit Facility: We feel the creation of 
a central credit agency is not needed and will only add a new 
State agency with its attendant worthwhile administrative and 
operating costs without providing any supplemental services to 
enhance the public credit situation in New Jersey. The avail­
ability of expert fiscal advice to all New Jersey municipali­
ties from the Division of Local Finance and the private invest­
ment banking firms and banking institutions, together with the 
proven marketing structure which has provided all New Jersey 
municipalities, large and small, with capital funds at competi­
tive interest rates regardless of credit market conditions 
dictate against the need for such an agency. 

ii. Possible Improvements in the Statutes: The bonding 
statutes in New Jersey are among the best in the Nation. The 
only suggested changes in the present statutes which might 
be helpful would be to require local municipalities to con­
sult with the Division of Local Finance prior to the fourth 
and fifth year extensions of short-term financing, the need 
for local authorities to be given the power to assess 
and tD issue· assessment bonds and consideration of enactment 
of a State industrial revenue bond statute. 

iii. Use of a Municipal Bond Financing Agency and State 
Sewerage Agency: In the light of the actual experience 

over many years, and particularly during the high interest, 
tight money conditions prevailing during the last year or so, 
during which time New Jersey municipalities in their independ­
ent undertakings found adequate capital for financing their 
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improvements at competitive rates, together with tlte high 
present need and the continuing growing demands for public 
improvements which can only be financed at the State level, 
we do not feel it is necessary nor in the best interests of 
the State to create the proposed New Jersey Municipal 
Finance Agency because we believe (1) it will have an 
adverse effect upon the high credit rating of the State of 
New Jersey and its ability to finance at the lowest possible 
interest cost, (2) result in only limited savings to certain 
local municipalities, (3) result in creation of another 
State agency with its attendant ever increasing operating and 
administrative costs, (4) inject some $200,000,000 more 
State bonds into the bond market in direct competition with 
the $250,000,000 presently authorized State bonds and 
$100,000,000 existing State agency bonds which must be sold 
annually (5) permanently damage the proven marketing struc­
ture for local New Jersey bonds and (6) undermine local 
government self-reliance. 

Another New Jersey public credit agency being considered is 
a State sewerage authority. We believe that the objectives 
of such a State agency can be better achieved through amend­
ment of the present statutes for creating county and multi­
municipal sewerage authorities. 

e. Debt Management Facilities: The debt mana~ement facilities 
provided by the State Division of Local Finance have been 
excellent. The outstanding services being provided by this 
Division has been the prime factor in achieving of the accept­
ance of New Jersey municipal bonds by virtually every sub­
stantial professional institution in the United States which 
invests in tax free municipal obligations. 

We have no suggestions to make concerning means of improving 
the high caliber of the services of the Division of Local 
Finance. 

7. Value of Tax Exempt Aspects of State and Municipal Financing 

It is imperative that interest on municipal bonds remain tax-exempt 
in order to retain for the State and local municipalities tax-free 
bonds -- the proven financing instrument which permits the raising of 
funds for capital projects at the lowest possible cost. 
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PART II 

DETAILED DISCUSSION OF FINDINGS AND RECOMMENDATIONS ON PUBLIC 
FINANCE SUBJECTS 

1. Burden of Present Outstanding Local Debt 

In order to properly evaluate the burden of present outstanding debt 
of New Jersey local governments it is necessary to concurrently con­
sider the debt of the State government. The funds to pay State bonds 
derived from sources outside of New Jersey is nominal. Therefore, the 
true burden of debt which the residents and businesses in New Jersey 
must support is the total of local and State debt. 

With this in mind let us analyze the present debt burden for both State 
government and local government in New Jersey. 

State Debt Burden: The State debt picture, after giving effect to 
the last sale of $75,000,000 bonds in July 1970, is as follows: 

State Bonds Outstanding . • • . . . 
State Bonds Authorized but Unissued . 

Total State Bonds 

$ 608,870,000 
973,500,000 

$1,582,370,000* 

*Does not include $228,000,000 New Jersey Highway Authority 
bonds guaranteed by State. 

Based upon the above State debt of $1,582,370,000 the debt burden 
transforms from its present moderate level (based only on presently 
outstanding State bonds) to being significantly above the median debt 
burden for the 50 States, as indicated below: 

Direct Net Debt 

New Jersey 
Median- 50 States(3) 

% Est. 
Full Value 

3.1%(1) 
1.4% 

% 1969 
Personal Income 

3. 7%(2) 
2 • 8'1~ 

(1) Based on estimated Full Value of $50,884,621,000. 
(2) Based upon estimated personal income per capita of 

$4,278 in New Jersey in 1969. 
(3) Computed by national statistical service. 

The State debt burden shown above must be further adjusted by giving 
effect to potential additional demands for State financing and to take 
into account the outstanding and prospective debt of various existing 
State agencies. 
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The Commission to evaluate the capital needs of the State in its 1968 
report stated that "the price of these years of inactivity in capital 
appropriations is now very large. But it must be paid if we are to 
prevent further atrophy and create a viable and progressive State." 
The Commission reported that the immediate capital requirements for 
State projects alone amounts to $1,948.9 million itemized as follows: 

Recognized Capital Requirements: 
(Financing required in addition to projected Federal aid and State 
appropriations) 

Education (Elementary & Secondary 
including Vocational) . • • . . • 

Education (Higher) : . . • • . . • 
Educational Broadcasting Network • 
Institutions 
Water Pollution Control 
Conservation 
Transportation • • 

Millions 

.$ 227.5 
492.4 

17.4 
100.0 
190.6 
121.0 
800.0 

Total Recognized State Capital Requirements .• $1,948.9 

Of this total immediate need, the State voters have approved the sale 
of State bonds totaling $1,261 million (i.e., 1968- $990 million for 
transportation and school and hospital buildings; 1969- $271 million 
for water pollution control and water supplies). Thc:>e State bond 
authorizations are reflected in the aforementioned figures. Therefore, 
there remains a minimum need for additional State debt of $679 million 
to meet the immediate capital needs for State projects. 

The above immediate State capital needs are based upon 1968 cost levels. 
It is important to note that the eroding effects of inflationary forces 
have already made the proceeds from the $1,261 million authorized State 
bonds substantially inadequate to construct the capital projects en­
visioned at the time such bond referendums were held. State officials 
would be able to more precisely estimate the amount of such "inflation­
ary deficiency." In one area with which we are familiar, that of water 
pollution control, we would estimate that an additional $200 million 
would be needed to finance the State's 25% share of regional water 
pollution facilities due to a combination of "inflationary deficiency" 
and the addition of the Passaic Valley Sewer Commission's needs which 
were not included in the $271 million Clean Water State bond issue 
approved in 1969. 

The remaining area of State debt which must be considered is State 
agency debt. We will dismiss the debt of the New Jersey Turnpike Author­
ity and the New Jersey State Highway Authority (while recognizing 
that some $228,000,000 New Jersey Highway Authority bonds are guaranteed 
by the State) as being self-supporting from tolls of their respective 
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facilities. The other New Jersey agencies with proposed bond programs 
are as follows: 

New Jersey Housing Agency 
New Jersey Higher Educational Facilities Authority 
New Jersey Higher Education Assistance Authority 
New Jersey Mortgage Finance Agency 

The current bonding programs of the State agencies require the issu­
ance of more than $100,000,000 bonds. The year-to-year demand for 
bond funds by these State agencies is .difficult to estimate because 
their programs are greatly affected by conditions in the money markets 
(i.e., the availability of private funds). Under the present high in­
terest rate conditions bond emissions by these State agencies could 
readily require $100,000,000 annually. 

Summary of State Debt Burden: The debt burden of the State (out­
standing and authorized) is significantly higher than the median of 
the 50 States. In addition, when we recognize (1) that there are 
conservatively estimated additional immediate State capital needs of 
over $1,000,000,000, (2) that bond emissions by State agencies could 
total $100,000,000 annually, and (3) the seemingly insatiable de­
mands for further capital facilities such as nursing homes, mental 
health facilities, mass transportation, urban rehabilitation, etc., 
which can only be financed by the State or through State agencies, 
the need for the careful, selective and restrained al'Pl ication of the 
State's credit is imperative if the State's credit rating is to be 
maintained at its optimum level so that such capital projects can be 
financed by the State at the lowest possible interest rates. (If 
the State's "AAA" rating is lowered to "AA" because of the escalating 
issuance of State bonds for other than State government purposes the 
interest rate on State bonds could increase by 1/4 of 1%, which, when 
applied to the balance of the approximate $1,000,000,000 State bonds 
yet to be sold, the annual interest cost increase would be $2,500,000). 

Due to the large current and projected State capital needs, we strong­
ly oppose the application of the State credit, directly or indirectly, 
to other than meeting the State's capital needs. It is vital that 
local governments continue to be responsible for financing capital 
needs at the local level. Therefore, we are opposed to the creation 
of the New Jersey Municipal Finance Agency as well as the State 
guaranteeing up to $500,000,000 local municipal bonds to be issued 
for water pollution projects. In connection with the latter proposal 
it must be realized that the State will have to consider authorizing 
an additional $200,000,000 or more in State bonds if it desires to 
achieve its objective of funding 25% of the cost of regional water 
pollution projects. 

Debt Burden of Local Government: Let us now review the debt burden 
of New Jersey local governments: 
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Debt figures for New Jersey local governments for 1969, are 
reported as follows: 

Debt - Municipal 
Debt - County 

Total . . 

Estimated Full Valuation 

Gross Debt to Estimated Full 
Valuation . • • • . 

Authority Debt . . • . 

Authority Debt to Estimated Full 
Valuation • • • . . . • • 

Gross Debt and Authority Debt •• 

Gross Debt and Authority Debt to 
Estimated Full Valuation • • . 

Gross Debt 

$ 2,521,855,625 
428,172,500 

$ 2,950,028,125 

$~0,804,621,000 

5.80% 

$ 386,051,017 

0.76% 

$ 3,336,079,142 

6.56% 

We are not aware of comparative statistics of local bovernment debt 
of the 50 States to measure the debt burden of New Jersey local 
municipalities. However, we would judge that the debt load of New 
Jersey local governments is not significantly heavier than other 
States in relation to economic strength. In general, other States 
have more diversified revenue bases than New Jersey which relies 
heavily upon real estate levies. It is obvious that New Jersey must 
revamp its tax structure at both the State and local levels to more 
equitably share the costs of capital facilities and generate new and 
additional revenues to mee~ constantly higher costs of government. 

Anticipated Credit Needs of State and Local Governments: Since 
the State and local governments are vying for the available capital 
funds in the bond market, it is important to consider both areas when 
evaluating anticipated credit needs. 

At the local government level there are about 1,400 separate juris­
dictions in New Jersey which can issue bonds to meet capital needs, in­
cluding about 600 school districts, 570 municipalities, 21 counties and 
180 authorities and special districts. While we have not seen any 
figures concerning the future capital demands for New Jersey local 
governments, based upon our historical records we would estimate that 
such demands will continue at the $200,000,000 annual level of recent 
years. The State has indicated that its objective would be to hope­
fully sell the present authorized but unissued State bonds at an 
annual rate of $250,000,000. In addition, we must consider the prob­
ability of $100,000,000 of State agency debt annually. 
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Therefore, the State and its agencies and local goverrunents will 
be issuing bonds exceeding $500,000,000 annually. It is also prob­
able that the New Jersey Turnpike Authority and New Jersey Highway 
Authority will require sizeable bond issues in the foreseeable 
future to meet their ever growing demands. Also, as mentioned above, 
the immediate State capital deficiency based upon 1968 costs total 
$679 million without considering future State needs or the additional 
sums needed to compensate for constantly higher costs of construction. 

2. Borrowing or "pay-as-you-go" 

Anyone familiar with the fiscal structure of both the State and local 
governments of New Jersey recognizes, like in most other States, that 
it will be impossible to finance capital projects on a "pay-as-you-go" 
basis in the present and foreseeable future. The costs of construc­
tion of public facilities and the costs of operating State and local 
government have escalated sharply in recent years. To illustrate 
this point, in the early 1950's New Jersey sewerage authorities 
financed sewer systems with annual residential sewer rates of $40 to 
$50. A large regional sewer system financed in 1970 has an annual 
residential sewer rate exceeding $200 (and this is based upon amortiz­
ing the capital cost over a 40 year period). 

In order to be able to finance the construction of capital projects 
at a cost which is economically practical it is absolutely essential 
that the required funds be raised through borrowing in the bond market. 
It is important that the period of amortization of the bond issue be 
no longer than the useful life of the capital project (New Jersey 
Statutes include practical limitations on periods of amortization). 

4. The Use and Limits of Short-Term Financing 

During the recent years of high interest rates the use of short-term 
financing by local governments in New Jersey has been unprecedented. 
It is understandable that local officials are most reluctant to borrow 
permanent funds when interest rates are at historically high levels. 
However, the local official should also be aware that unless such 
short-term borrowing is dictated by reasons other than the state of 
the credit market (i.e., because construction is not yet on a firm con­
tractual cost basis, etc.), that he is subjecting his constituents to 
a potentially higher bonding cost by gambling on an unpredicable bond 
market. 

The dangers of abusing the use of short-term borrowing was well illus­
trated during the last year or so when a number of New Jersey municipal­
ities had reached the end of their statutory short-term borrowing period 
and they had to rely upon emergency action by the State Legislature to 
extend the period and declare a moratorium on interest rate limitations 
in order to avoid default. In most instances such emergency legislative 
action would have been unnecessary if local officials had faced up to 
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their responsibility and permanently financed their projects when 
they needed the money rather than prove to be unsuccessful gamblers 
in the complex and volatile bond markets. 

We believe that the present statutory limits for short-term borrowing 
which permit short-term borrowing for two years without amortization 
and thereafter for three more years subject to minimum annual mortiza­
tion payments is adequate and reasonable under present circumstances. 
A further precautionary step might be to require local municipalities 
prior to the fourth and fifth year of short-term borrowing to meet 
with the Division of Local Finance to discuss the advisability of 
undertaking such further extensions. 

We would also like to suggest that the State undertake an aggressive 
public relations program to make local governments in New Jersey 
aware that they can incorporate refinancing provisions in their bond 
issues which will permit them to refinance at lower interest rates 
prior to the maturity of their bond issue should bond market condi­
tions justify such refinancing. There is some cost involved in in­
cluding a refinancing provision but in today's historically high 
interest period we believe municipalities will find the cost insigni­
ficant when measured against the prospects of refinancing at lower 
rates substantially prior to the maturity of most bond issues. 

5. The Relationship of Anticipated Credit needs to Present 
Statutory Debt Limits 

The present statutory debt limits in New Jersey can be considered 
conservative. The applicability of these statutory limits varies 
widely as among numicipalities. For example, many smaller oonununities 
which financed their schools, water and sewer facilities and other 
basic municipal services during the low-cost period of the 1930's 
probably are not approaching the statutory limits. Whereas, many of 
the larger cities and fast growing conununities which have had to 
finance during the recent high cost period are constantly challenged 
by the present limitations. Since the statutory limits may be exceeded 
with the approval of the Division of Local Finance, where the need is 
justified, the present statutory limits appear flexible enough to 
accommodate anticipated credit needs. 

We do not believe the statutory limitations have any measurable effect 
upon the interest rates received by New Jersey municipalities on their 
bonds and, if anything, due to their conservative levels probably have 
a ~:~alutary effect. We strongly feel the fiscal ·discipHne imposed by 
the present statutory limits far outweigh the only argument raised 
against such limits -- namely, that municipalities must subject them­
selves to the test of necessity before the Division of Local Finance 
if they desire to exceed the present limits. The Division of Local 
Finance is certainly best able to judge the reasonableness of the 
present statutory limits. Any increase in the present statutory limits 
should be taken only after careful study -- be limited in nature -- and 
not result in adversely affecting the present favorable ratings on the 
vast majority of New Jersey municipal bond issues. 
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6. CQntrol g4 IJPIMion of C£PCSi~ Cfl J.tSjll GOWnp!!\tl 

a. Po .. U•l• reviaiona of at&tutoi'Y eek Uaita -- s .. c~nts 
in (.5) above. 

b. Uae of General ObUptioy ya. lewnue Jop.da: The use of 
revenue bcmcla by municipalities (u diatinJUiahed frc:a authori­
ties) in New Jersey has been very 11-'ted. The reaaon for this 
ia that New Jersey baa one of the moat flexible financing laws 
relating to general obligation fi.-ncina iR that it peralta self­
supporting .unicipal utilities to be financed with aeneral obli­
gation bonds and also per.ita aaaea ... nt financins where this is 
the moat equitable means of allocatina capital cost. Since the 
present aeneral obligation lews permit allocating costa in all 
the ways available under revenue bond financins including those 
baaed upon eervice (i.e., rate schedules), or upon the 
specific benefit derived (i.e., aaaeaaments), or upon the general 
benefits derived (i.e., property taxes), and the fact that· 
general obligation honda can be aol4 at lower interest rates the 
uae of general obligation bonds by local aovernments in New Jersey 
will and should continue to be favored over revenue bonds. 

The use of revenue bonds by regional authorities is the most 
practical means of financing regional facilities such aa sewer­
age, water and refuse disposal. 

c. Usa of Local Aythorities: The use of local authorities (as 
distinauiahed from regional authorities) is subject to question. 
Unle11 there are unique circumatances prevailing (i.e., need to 
transfer administrative responsibility for a complex utility 
1y1tem from an overly burdened municipal body, atc.),local 
authoritiea ahould be avoided. The coat of financing ia higher 
and the independence of local authoritiea from any relponaibility 
to the elected municipal body ara impoaina disadvantages. 

d. Acce•• to the Credit Hfrket agd eo•t of lorrowig&: 

i. Effect of Cent{!l Credit l&cility: Over the years New 
Jersey municipalities have been able to obtain the guiuance 
required in effectina tha sale of their bond iaauea from the 
Division of Local Finance and froa the .. ny inveat .. nt bank­
ing firm. and bankina institutions specializing in New Jersey 
municipal finance. londing attorneys and local euditing 
fir.a have al1o been very helpful to local municipalities in 
••tabliahing 1uccea1ful bondina proar.... Therefore, there 
baa been available and continues to be available to all New 
Jer1ey municipalitiel the professional expertile and aasistance 
both froa the State ao~rnment and private inve1t.ent banking 
firma and banking organization• that il necessary to eatablish 
a aound bond financina proaraa and conaua.ate the 1ucce1sful 
aale of their municipal bonds. 
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The marketing structure for New Jersey municipal bonds 
has proven to be among the most efficient in the Nation. 
This is due in great measure to the many investment banking 
firms and New Jersey banking institutions who dedicate them­
selves to bidding, trading and distributing municipal bonds 
of every municipality in New Jersey offering bonds or notes 
for sale. The prices received by New Jersey municipalities 
for their bonds have been at competitive levels dictated by 
the supply and demand factors of the credit market. 

The idea of packaging many smaller issues into one large 
issue of bonds to be sold by the State appears to be sound in 
theory, but in practice it will not prove significantly 
beneficial. The reason for this is that those bidding on the 
larger package must, of necessity, base their bid upon the 
credit strength of the constituent municipalities comprising 
the package. Therefore, the price paid for the municipal 
bonds offered individually versus that which would be paid 
for a larger package of the same relative credit quality will 
not vary significantly. We believe all New Jersey municipal­
ities, large and small, have received bids from private 
municipal bond specialists for their bond issues. Their 
bids have reflected competitive interest rates based upon 
prevailing bond market conditions. Therefore, we do not see 
the need for packaging of municipal bonds and question that 
any tangible advantage would result from this procedure. 

Another purported justification for creating a central 
credit facility is that it might provide the means for estab­
lishing a State municipal bond rating system which would be 
more equitable than the established private rating agencies. 
Greater interest in this idea has been evoked by the recent 
decision by Moody's and Standard & Poor's to charge for 
municipal ratings. The philosophical justification for such 
fees is unimportant because they are now a matter-of-fact. 
No one will deny the tangible influence in the market place 
of ratings assigned by these agencies. They are presently 
used by virtually all investors as the standard measurement 
of credit. It will be very difficult to develop another 
rating agency at the State level to challenge the market 
influence of these recognized agencies. Perhaps a nation­
ally sponsored rating agency might most nearly provide a 
substitute but no one has been able to structure such a 
body and develop the nationwide financial sponsorship 
required. 
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In summary, we feel the creation of a central credit 
agency is not needed and will only add a new State agency 
with its attendant substantial administrative and operating 
costs without providing any worthwhile services to enhance 
the public credit situation in New Jersey. The availability 
of expert fiscal advice to all New Jersey municipalities 
from the Division of Local Finance and the private investment 
banking firms and banking institutions, together with the 
proven marketing structure which has provided all New Jersey 
municipalities, large and small, with capital funds at com­
petitive interest rates regardless of credit market conditions 
dicta~e against the need for such an agency. 

ii. Possible Technical Improvements in the Statutes: The 
bonding statutes in New Jersey are among the best in the Nation. 
Except for possibly requiring local municipalities to consult 
with the Division of Local Finance prior to the fourth and 
fifth year extensions of short-term financing, the need for 
local Authorities to be given the power of assessment and con­
sideration of enactment of a State industrial bond statute 
which are discussed below, we feel the statutes are satisfac­
tory. 

We believe that the passage of Assembly 1013 which supple­
ments the Sewerage Authorities Law would be very beneficial. 
Under the Sewerage Authorities Law when an Acthority is created 
it is given the exclusive right and power to finance, construct 
and operate all facilities for the collection of sewage within 
its municipal boundaries. In order to meet this very important 
duty and obligation in the most expeditious and efficient way 
it is absolutely essential that an Authority have all the 
financing "tools" available to it. 

One of the most practical and equitable methods for financ­
ing sewer collecting lines is by special assessment. The fact 
that this method is not available to Sewerage Authorities has 
stymied the construction of vitally needed sewer facilities in 
New Jersey. The reason for this is that in various instances 
the elected municipal officials have not been willing to risk 
the possible negative election consequences inherent in 
financing sewer lines via the assessment route. In such in­
stances the local Sewerage Authority, not having the right to 
assess, is unable to perform its legal obligation to provide 
these sewer facilities. This most unfortunate void in Sewer­
age Authority financing should be rectified by the passage of 
Assembly 1013. A more detailed discussion of Assembly 1013 
is appended as Exhibit "C". 

We suggest that New Jersey consider the enactment of 
industrial revenue bond legislation. This suggestion is 
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occasioned by our having been approached recently by two of 
our corporate clients concerning the advantages of their 
locating plants in New Jersey or in our neighboring States 
of New York, Delaware or Pennsylvania, all of which have 
such industrial revenue bond statutes. They eliminated 
New Jersey from consideration after they were informed 
New Jersey did not. have an industrial revenue bond act. 
Some 40 States have industrial revenue bond statutes. Under 
industrial revenue bond financing the local municipality or 
authority would issue its tax-exempt bonds (limited to 
$5,000,000 by Internal Revenue except for sewers, stadiums 
and other specific purposes) to construct the industrial 
plant and the bonds would be repaid solely from annual 
lease payments received from the industry. The pledge of 
the State's credit directly, or indirectly, (i. e., as in 
proposed municipal bond financing agency Senate No. 958), 
should be specifically prohibited. 

iii. Use of Municipal Bond Financing Agency -- The Need 
for a State Sewerage Authority: In considering the 

advisability of creating a municipal bond financing agency 
we must briefly reemphasize the present status of the State's 
credit and the prospects of future general obligation debt 
emissions by the State together with prospective bond issues 
of the various State agencies. At present New Jersey general 
obligation bonds are rated "Aaa" by Moody's and Standard & 
Poor's. There are presently about $1 billion of the $1.2 
billion general obligation bonds authorized by the voters 
yet to be sold. In addition, the following State agencies 
will have continuing bond issues to sell: 

New Jersey Housing Finance Agency 
New Jersey Higher Education Facilities Authority 
New Jersey Higher Education Assistance Authority 
New Jersey Mortgage Finance Agency 

It is reported that the State would like to sell an aver­
age of $250,000,000 of the presently unissued $1 billion 
annually. The various present State agencies mentioned above 
could easily add an additional $100,000,000 annually. Both 
the New Jersey Turnpike Authority and the New Jersey Highway 
Authority, during the immediately foreseeable period, are 
expected to require sizeable additional financing. We can 
expect that there will be additional State general obligations 
voted in the future to provide for the seemingly insatiable 
demand for State financed facilities. Additional State· 
agencies will need to be created to finance vital projects 
which local governmental units are not willing nor able to 
undertake. 
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With this background of ever increasing demands upon the 
State to finance, either directly or through State agencies, 
those facilities which are the State's direct responsibility 
or which cannot be undertaken by local political entities, 
the advisability of creating the proposed New Jersey Municipal 
Bond Finance Agency may be best evaluated by answering the 
following question: 

Is the limited potential temporary savings in interest 
cost on local municipal bonds vital enough to the economies 
of such local municipalities to expose the State to an addi­
tional potential $200,000,000 or more of "contingent moral 
debt" and jeopardize the State's credit rating? 

In focusing upon this question let us assume the New Jersey 
Municipal Bond Finance Agency initially receives a "AA" rating, 
one gradient lower than the present 11AAA11 rating assigned to 
the State of New Jersey Bonds, (such a rating relationship pre­
vails in New York and Pennsylvania with agencies having a 
reserve fund which the State Legislature must maintain by 
appropriation). Based upon this assumption it is conceivable 
and under the terms of the proposed Act all of the municipal­
ities, school districts and authorities having ratings lower 
than "AA" might gain a fractional savings in interest cost by 
selling their bond issues to the Agency rather than in the 
private market. Probably 90% of the municipdities, school 
districts and local authorities in the State of New Jersey 
have ratings lower than 11AA11 • (Even if the Agency received an 
"A" rating the majority of municipalities in New Jersey might 
realize some limited benefit in utilizing the Agency financing 
route). 

If this sequence of events should occur the amount of 
agency bonds and notes issued could easily reach $200,000,000 
annually, and outstanding debt of the agency would quickly 
escalate to substantial balances. As such bonds and notes 
represent a contingent liability, morally ~ otherwise, of the 
State of New Jersey the present "AAA'' rating of the State 
would be jeopardized. If the State rating should be lowered 
due to the heavy contingent liability represented by bonds of 
the Agency the cost of borrowing will be significantly in­
creased to the State for those capital needs, which the State 
has the direct responsibility to fi.nance through the issuance 
of its general obligation bonds or where the State through 
one of its agencies must provide bond funds because there is 
no other means of financing a vital public improvement. The 
downgrading of the ratings of the Commonwealth of Pennsylvania 
and the State of New York give credence to this possibility. 
Attached as Exhibits "A" and "B" are excerpts from Moody's 
Bond Survey of crnnments made at the time of lowering the 
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ratings of New York State and Pennsylvania and are very 
pertinent. 

It is difficult to agree with the theory that this Agency 
can limit its activities to purchasing only municipal bonds 
of those municipalities in dire financial need. We feel that 
in practice it would be very difficult to deny any New Jersey 
municipality this means of financing, no matter how small the 
benefit. 

It was early in 1969 when the thrust to create the New 
Jersey Municipal Bond Bank (now to be called New Jersey 
Municipal Bond Finance Agency), was last considered by the 
State Legislature. New Jersey was not alone in its municipal 
financing dilemna at that time. All the other States were 
experiencing the same difficulty. The Legislature, following 
the lead of other States, wisely lifted the 6% interest rate 
limitation and the panic and concerns of imminent defaults on 
note borrowing by New Jersey municipalities immediately dis­
appeared. Every New Jersey municipality was immediately able 
to finance its municipal improvements at the going rates estab­
lished by the supply and demand factors of the market. 

In summary, in the light of the actual experience over 
many years, and particularly during the high interest, tight 
money conditions prevailing during the last y2ar or so, during 
which time New Jersey municipalities in their. independent 
undertakings found adequate capital for financing their 
improvements at competitive rates, together with the high 
present need and continuing growing demands for public 
improvements which can only be financed at the State level, 
we do not feel it is necessary nor in the best interests of 
the State to create the proposed New Jersey Municipal Finance 
Agency because we believe (1) it will have an adverse effect 
upon the high credit rating of the State of New Jersey and 
its ability to finance at the lowest possible interest cost, 
(2) result in only limited savings to certain local munici­
palities, (3) result in creation of another State agency with 
its attendant ever increasing operating and administrative 
costs, (4) inject some $200,000,000 more State bonds into 
the bond market in direct competition with the $250,000,000 
presently authorized State bonds and $100,000,000 existing 
State agency bonds which must be sold annually, (5) perma­
nently damage the proven marketing structure for local New 
Jersey bonds and (6) undermine local government self-reli­
ance. 

Another New Jersey credit agency that is presently being considered is 
a State sewerage authority. It is argued that such a State agency 
would permit the State to more expeditiously move ahead with regional 
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water pollution facilities where local initiative is lacking. We 
believe that this objective can be better achieved through amendment 
of the present statutes for creating cmtnty and multi-municipal sewer­
age authorities rather than by creating another State agency. Such 
amendment could permit the creation of regional authorities at the 
recommendation of the State Department of Environmental Protection. 
The governing bodies of the municipalities comprising the drainage 
area, or the county freeholders of the county or counties involved, 
could be given a specified period of time to appoint members to the 
State imposed local regional authority. If such local officials 
did not appoint members within such period the State Department of 
Environmental Protection could make the appointments. This approach 
would achieve the desired objective without the need for creating 
another State agency to finance, operate and control local regional 
facilities. 

The major need in realizing the construction of regional water pollu­
tion control facilities is for the State Department of Environmental 
Protection to use every moral and legal power available to it (court 
ordered cessation of building in a particular community, etc.) to 
persuade municipalities and local authorities to sign agreements with 
regional authorities and thus provide the security base required for 
the regional authority's bonding. The reluctance of municipalities 
and local authorities, primarily because of political considerations, 
to enter into agreements which will of necessity require higher local 
sewer charges, even though it is the most economical way to comply 
with State statutes is the most serious impediment to the early 
realization of modern regional water pollution facilities. 

e. Debt Management Facilities: We believe that the debt manage­
ment facilities provided by the State Division of Local Finance 
are among the most competent and progressive of any State in the 
Nation. 

The conservative credit standards which this Division applies 
to those municipalities seeking to borrow in excess of this 
statutory limits has had a most salutary result. The public re­
lations programs and the recent efforts of the Division to gain 
improved ratings for those New Jersey municipalities with sub­
standard ratings was most helpful. 

The outstanding services being provided by this Division has 
been the prime factor in achieving of the acceptance of New Jersey 
municipal bonds by virtually every substantial professional in­
stitution in the United States which invests in tax free municipal 
obligations. 

We have no suggestions to make concerning means of improving 
the high caliber of the debt management services offered by the 
Division of Local Finance. 
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7. Value of Tax-Exempt Aspects of State and Municipal Financing 

The value of tax-exempt aspects of municipal bonds was amply demon­
strated in 1969 by the increase in interest rates on municipal bonds 
resulting from the threat of proposed Federal legislation which would 
have imposed a tax upon the interest on municipal bonds. It was found 
that the mere threat of such a tax caused an increase of 1/2 of 1% 
in the interest rates on high quality State bonds. To be more specific, 
an increase of 1/2 of 1% in interest rates would add $6,250,000 per year 
to the cost of financing the ~e's present capital program and about 
$1,000,000 annually to local governments in New Jersey based upon the 
historic $200,000,000 volume of local bonds. 

Assuming New Jersey municipalities will continue to sell $200,000,000 
bonds each year, the additional interest cost would build hp to 
$15,000,000 per year before new bond sales and old bond maturities 
reach equilibrium.Revenues to cover this additional cost would have to 
be obtained by increasing real estate taxes. The overall effect of an 
increase of 1/2 of 1% in interest rate at the State and local levels 
in New Jersey would be an increase in motor fuels, sales and real 
estate taxes by at least $21,000,000 per year. 

A careful study by the Investment Bankers Association of the suggestion 
that the Federal Government subsidize State and local municipalities 
for the added cost which would result from their issuing taxable bonds 
rather than tax-exempt bonds, reached the following conclusions: "In 
sum, after taking into account all capital market shifts and economic 
side effects, the IBA concluded that, even if the Treasury were to 
subsidize the interest cost of States and municipalities by no more 
than 32 per cent, the net loss to the Treasury would be $66 million, 
and to all governments $114 million, on each year's financing and if 
the Treasury should subsidize at 40 per cent of the interest cost, 
the net loss would be $115 million for the Treasury and $163 million 
for all governments. These figures are for each year's financing and 
would accumulate year after year." 

It is imperative that interest on municipal bonds remain tax-exempt in 
order to retain, for the States and municipalities, the proven financ­
ing instrument which permits the sale of bonds at the lowest possible 
interest cost. 
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EXHIBIT "A" 

,. 

Excerpt from Moody's Bond Survey - March 11, 1968 
concerning lowering of rating on Commonwealth of 
Pennsylvania Bonds from "AA" to "A". 

1 ax·· Exempts 
1\fo//lll-l.tlii.IJlkdiru· in Price.-; Co11tinuc.c; 

l.:o•.t '""'!:':-. 111 ,,. b•.tii'S sold at prius l'in· to tr·u l>ct•.is 
poiut•, dli':IJII'f' th.ttl is~n•·•; of corrl'~prntdinr~ quallly of a 
\\'I'd. at•,o. llo·•.pilc• llli~: cif'('IIIIIStaJH'I!, iuvt:stor ro•o·c·ption w.os 
hi:·ltJ, s• :,·o. ti-.r·. :.lto>\1 in·~ :1 pJr·fc·n·Jict· for qll'dily lofliJd~ 
at ''"''' rv.io11 pri• , ..•. ,\I!IJott· .. ~h housiroJ.: ho11th, an: a unique 
ta~;.,.,, til)'t ~ .. r·uril\', 1111· til'\\' issue loo!,(·d vcrv ndL 

St.ll 1:" ~ip:~ 1s any c·dd .. ncu that the m:nkct ha:-. found 
a \\orJ... .• hk lt·1·d. 

Cu111 IIWI/li'C't:ltlr u( Jll'IIUS!f[1.'cmia 

Stat~· Publtc School Building Authority, General State Authority 
ami lilt· Cnmmonwe~tlih 

Till' St;llr· l'uhlit- Sdwol lluilrling Authority plans tn m!lr­
kPt S·IO,I:~ 1 1J,OOO school lease rcvcHuc houds, st'rir·s X, on 
Ma rd 1 I;~. 

I'll''/'"··;,·: Tlw hond·. will ),e issiJ(·d to fin:lll' ,. the cost of 
H :.r·p:lr:tlt• sdtw•l huildirt.t.: projt'dS, i11dudin;: two cnm-
11\tltlit\· """''l!.'' huilrlill'~ projcf'ts and to p:11· the rPlawrl lr·~·:·d. 
tl'li'-ln·. l'itt:ttH in!-: and ,11hniuistrative I'Xt••·n~r·s. 

!-;,·rlllil•r: Sr·ri<·<; X horulo;, toJ.!I'thl·r with ~·IOG,.1[!fl(J00 

pari!\' hnnds. ~··rk~ ll thrll!lgh \\'. will hr· s!•r·un·d hy the 
au.~:n·g.th' n·Jit:tb ~a1·ahk· ~o the nutltority loy t!tt: 1<-~·.sn: 
Sl'hool di~llil'h. As ll'~"l't', a school distrkt (or dbtricl': in 
.i•··llllttl'l') a~.n·c·~ to JlH\' :111 anllual n·ut:tl I<• tfH' State l'uhlic 
Sdwol J)uilditJJ'. Autl!ot it~ suffidt~llt to ( 1) cover th" author-

146 



( 

March 11. 19G8 

itv's achninistnti\·•· o·xp•·ns.-s not pro\'id!'rl for hy thr state; 
(2) pay hond primip.ll :nut inter!'st: and (:1) c;tahlish a 
dcht scrdc,• rc<>crn· ( •n·o·r :1 t<'H·ycar period\ l'CJIIal tn :n·o·ra~.:<~ 
<llllllLII <1d•t "'r\ ll'f' 1.'< II If'. 1St' spo·o·ifi,·, .tn ;IJIIIILd ro·nt.d 
whicj1, 11 hrn cntnhi1wd 11 ith .Ill n·nr:tJ, d1w liiHkr :rll p.1rity 

bond i~sucs, will :1\<'l''ii.!l' n•Jl )c<;s th.111 I JO'; of a\1'1'.1'~'~ 

a11nual ac:t:n·g.ttc dclot s.'tTin· l<qtoit• llh'llts. s. honl di·.tllll' 
arc empowered to k-,·y Htllll1lited ad valorem ta:x•·s for n·nr;d 
payments. In addition. tlu~ indi\'idu;d thstrid h n·-.pollsliolt· 
for all costs of oper:lling and maint:linin'! th(' IJIIildiw:. Till: 
state will rl'irnhurse the district for a port111n <~I ir.; lo '"" 
rental; th•• exact amount uf the f.!r.onl ''ill \'an· front \o·ar 
to year under the Pennsylvania for111ula lor school aids. 

Aclc/itiol!al Boll cis: Additional parity lit·rr houds may be 
issued if a0;~.:reg:ate annual rentals und('r lt·<~s•·s s<Turing 
outstandim: :tnd additiOII<il honds :rnd l'Xl'cntr·d prior to the 
date of the indenture afford a cm·cra~:c of I. 10 times avcr:tgc 
annual dd•t st·n·io·t• n·quin·mcnts. 

llowenT, in the casl' of fiu;rncinJ.: th(' cost of acquirint: or 
constructing additi'onal projl'tl~. addition .. d bond~ may he 
issued onlv on the basis of a~.:n·cments anti k.tsl'S to he de­
positc·d \\.ith the trustl·p if agc:nT.alt' ;JJifntal rPntals\ 
aver;1ge at k~tst 1.20 tinws the :t\'•·ra~.:c .llllllt.tl d .. ht sen icc 
rcquirTnlltlt'< on such addition,!) bonds in t'.ll h fisc.ll yc:ar 
beginnim: with the yt·ar in which the l.tto·sf d:ill' who·11 a 
payml'nt of n·ntal first !.hall he pavalek to tht• trust•'l'. 

Clllllllllllti/lf Co/1,.,,,.,: l'rrrsu:lllt to the Pr·nnq h·.nria l'uhlic 
S .. hool Co,lt of l~J.J'I I as :llrr<·rttlt·d hy Act l\;o :;o, .lulv II!, 
1Dii7). tltr· :1uthoritv is nnw o·Jnpm\'('rt'd to undntat..c prujetts 
consistinl~ of th(.' t'OIIStr'lll'tion. ntnintt•nantl' and l'qlliptlll'lll 
l•f <. utlll>liiJJitv v .. llt•),t '· S:tlll J.,, iii tics will Ill' lt::ht·d 1,, tl11! 
ilutlroritr. :1'> lr-ss11r. 111 till l·o•rd nf tl'li'·l''<''> •·i .1 '"'''"'lfltill' 
cnll•··~r· or tn th•· lit ;•.•rtrll<'lll of l'u!olf(' lll'>lllf· •••.•11, ;ts 
JeSSl'f.'S. 'J hi' dqt,lf tlll'.'flt ill tlfl'll Will !'Jill f' l!tltl -.utJIL·:t'>l'S 
with the "loc:rl o,pon,or ... (hoard of trush.•t•s of anr tity, l.){lr­
ough, to\\ rr, to\\ rrship or 1 ounty) of a COI1111HIIIit\' ,.oJkw·. 
l .. t•asl' n·ntals (in an :rntotllll suffidt•Jit to p:ry dr·t.t ~<·1\'in·) 

paynblt· loy tl:.· cJ,.,,.ntn:< ut for cnnlfnurtil} colln~c huildirq . .: 
projl't'l'< ""' pav;,lolo• from •·11rr•,·nt ro•vt•nuo·s of the r·ornJIJ(Jfi­
Wl':rlth. Fu1 tlt('r. o·r·rt;1i11 p.l\ lllt'nts and tTilltllln.,l lllf'llh :rrt• 
tuatlo· lor opo·r:rtiut•, ,.,"'h and caprt:rl l':\jll'fl'•<.·s. Till' ··local 
sponsor b :ruthPri;,·d to In\ a Lrx for l'"tahlhhin~. op•·rat· 
Jug nntl maint:rinirw a , llllllllllnity coii<·L'<', thf: :rg~.:rcgate 
of whir·h callllOt <'X<T• d • o-rt:Jin limih sr·t r.p Ulldl'r the ('orn­
rlltlllll\ Collct:c Act. 

Bacl:yrou11d: Tl11· ;lllllr'lrit,· w:rs •T<·:Jt<'d !Jv t!H· ]t-gbhr1rre 
two ci!'l'adi'S :l'!rl. I lit' ,fl;tho~: itv dc\'in• \\ .:, ~··I<Tt<·d as tl;p 

rnoc.;,t t•flit'a<"iou~ UH':II1'-. of l•'I'~'~""IIH~ ;1 r· .... tnl·lt\t' l'OJJ-...;ittJ~ 

tiona I pro\ isi1111 lirniri11~'. '' ~..l,ool dbtri< :'s dr lrr to "i'; ut· its 
ilSS!'SSUI \':r)ut•. ~ tllf:IJ.._S!.!:ll!.l!~ ... lll,tii\:Jtl)' loouds h;l\C 

fiuau<·t·d the bulk of Pennsylvania's po,.twar <.apital im-

Moodtf.\ l!r!llcf Sunnt • : :7 

% Yield Spr<·n,l h<·lw!'rn ""'' nr.,! p.,.,,; 
l40r··------ -=--·· 
L'·-'1 M~·,: .. ::l'f f'UJili~(;'; 

(• ~ (;! 
! 

02f1t 
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provcmcnts, in conjunction with a f>rOJ.:T:llfl of Jn· i• Lt I i\l· 
gra;;·ts-in-aid. Authorities now an· iTTI:\ •w:dJiy 'IH!I 11' l" d 111 
the lllOI'!'S uf ·Pennsylvania's l'l'OilOIIllt lift'. rf;~.:--·illltlll" ,t\· 
~.~,-.·has financl'll lllfi1H'rt;u~--sl'hoo1 projrTI': thJOIJ~·!J " · · 

I It.'S of dos,·cl indcntun·s (S2fi.171i,00(J o~tto.t;llldifl·_• ''"I • J, I. 
wc,H. Sfi.·l million of \\hich is lwld l,y a Sl;ilr· r• llf't Ill• ,,, 

fund:. 'IIH''<· hot~d!-., togcthr·r with S·Hifi.:\1\H.ti(HI 11i111·J •·•·' 

st:nJdirn~ oldigatiow. (not including tllf· pt, .• ,,.,, '·"' ,..r 
S'Jr;.:, Jniili•,IJ ad\ :tfll't: rcf.tndo d hond. to IH·: • • .II• ·1 '" ; '·, . 
fifl:lflo'l'd lt .. d' r tlt1· 11•·\\' OJH·f1 ('flcl i11ri' flt'lft' ;tt"! ,. ,,: 
;~ p:.~!!\ \\ilh St'rJt·~ \. CllJl!IJj'j....:r_· tht: l'lltiJL lit•!· I (:111 

tiH· :1111 hnri 1 \'. 

Till· i'PillJlh-"ity tiLtt has evolved ttr•<kr tins ,, .. , .. 1•; · n 
l'nd irHicnture a<> the n:~ult of thl' r ••miJJtll'd ~<llill!rl;d, •·~' 

kao,r·s nrab·s for a funnidabk aro:dvt1< :d jr,J, J,, 1!,,' 

corllplir .ttio11s rr·sult frolll the cn:dtt ;·ari:d,J,. 1\·IJi!, 11 • 

it~dr·fllun· pn·slTihes a J. ICJ covt:r in ;dl kas•·s '.Ill"'''!"' r••h· 
nr·:.;otLitl'•!. it Jl<'l'l":trily f:1ils to sp<ll Olfl 1111< r1.1 r• l·l;'.o 
to tlw 'n·dit worthiiJ•·'s of II<'\\ kc,•.r 1··· \\'11irin th(' l>fllit· ••! 

lt-t::d li:dJilitv, :outh••rity 'rcclit would bt• litrlr I" ll•·r 111 ''' 
tilt' ( n·dit II[ tht~ \\(•;jkr·..r !t•S1.;('('S. As a ('-l:rnpositr·. ll \'.<o:·ld 
i 1 th•·or ,. \ :rr·v fro111 lfltl" to tirnc as Jll'\\' ka·,~,•, arc :1do!•·tl 

T 1e ;nrtlroritv \\''IS ori~:in.dh· t'!lfll'l'l\rrl to fin.1t11, I'" 
dontifl:Jflth· ntral districts l:~1·ki111~ tT< "':fli~t·d r ,,·.Jil ,,.,,,.,. 

; Jlowo·\·r·r. likr.: lllilfl\ l11rrt·:tll' rat ic-.. tlw '"'·''"' ,. !.a•. '''"""''' ,j 
its "' ti\ iti···· :tnd uow n!llliJ<·tr·s \\ 1tl1 1111d<·n\ 1 it•·rs 111 II• ;' 

ti.di111: loa11s to ally s .. houl :liJthorrt\ ''"' 111\\'!'IS ;\·, .< I' ,,Jt. 
the r '''"'""·.itt• quality of thr: antll'll'Jt'. ·.': holdiug·. h.1, J,. • 11 
up~·.r;~tkd and rnan:~~·.crJH'flt hop<·s Lh;ot, giYen tilll", t!u 

NEW TAX-EXEMPT ISSUES OFFERED 
I lnllar 

Sale A111ount 
J)"tc IIJIIU) 

3 '5 3~.:1i0 

3/5 30.1Kl0 

3/5 24,(1Uit 

3/6 J.I3.81U 

Illinois H111hti11~~ J\lltl!fil'il.\" 
Buildil!! 1 

U.a\\"HII. ~1;111· of 
Vann11s ptll•li(' iuqn·· -. (•fn,·•d-; 

Pnnc·t· (Jt•ort.r·'o.; ( ··~•tlif\ \I.H \ .. 111d 
Varinll" lliii!IH'Il•:d 1.11 illfa·-, 

Public· IIHtJ<-111.~ .\!:•·lu ,, . .._ 
Lo\\ -t:·nl •lnf no It 
T.o\\-'"t'lll dol llt•. :!1 

H•·v. 

]11nn-!y'• S<'<' - Yi<•lrls h:v St'lccted ::\J:oturitlt·' 
Hat in:-! Pa;~e :.i-:'- r. lfi-,\T. 1.~.-,\"r. :!U--~·r. 2:•-:- r. J.'llll~(·st 

A• 8~7 4.10 

A 8:.1 3.90 

A S:i4 3.95 

A•• Jt;",;; 3 fi.) 

A•• c.;:,.-. :\ti.'i 

4 "f) 4.7::c 

4.1~ 4.:15 

4.211 4.40 

a R:i .t nne 
:1 s:. ·1 ooc: 

1.!JOC 

4.50 

4.55 5.40 

In line. 

4.111C ·I ::11c :;c Hi• h 
·1.JIIC ·I :::.c I :.11(' H11·1, 

-·--y_;;.~· :.\l;~~t'll·.~ J)l'l!,t! IIIH·.,;j·-ld \\ ,dt·l" 
PU\\t'l" ! r. ..... .-\111'.•·11·~ I (',,llf!!IIJI;t 

;,n;i-------- -- --------

J:.:lt·ctric .Ro•v. A• N.H. 4.2."•C 4.:iOC 4.tl~C 4.iSC: 4 H~C Altr, .. :fl\·t• 

~}~Of•i n ir•n 

fi~Ait l">~u•·; ar"r. ,.t·r.,·r.d ':hli.L~:tt:•':'"' u!d1·o.;~; nthr·r~\'i'>H ~J)f•eifi(·tl. ·:-opinion~ hut.• t·~-J•I'l·t,;,!f.t·rt fl•lnte to r·urn·r1t 111:nk<'l ('''nrli!l•-:•'· \' 1'! !;~ 
fnrt-C.Ic.t :tlld ··~·dud•· ,,.,, r•·::f'P lu rnaluntu. s. t.ulun··ct lJy usc t.1! abuonuall)" h1~~h ur low CUUlJUil r<~tt.·., to !-.t"kl.:tcd btJ,) •:I ·, f · ( · 

N.R.--~nl a·coth·n..:d T- -'J t'l"HI. 
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:8.:3.:8~·~~\~I~u . ..:..o..:..d:.:.!!...:'s:...· ll:..::.o..:.."..::.cl:...S:.:u~:...n:...·c~y~----------------------------J\ ~~~~~-! __ ~~:~:! 
MOODY'S MUNICIPAL BONO YIELD AVERAGES 

--··- W~t·k ly-------- -Monthly-
Mar. f'cb. ····h. F .. h. ·- l!llill--· ... JltG8-

7 2!1 21 If> ····b. Jan. Jlh:h Ln\V 

CI.'IHP\-~Itt~ -I ~~ 4 :1~1 •I:U ·I ~7 4 ~8 -1:11 4.1:1 -1 IH 
A11.1 ·1.:!4' 4 Hi -u•u 4.110 4 01 ·111ft 4 :·7 ~ ·.·0 
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qualitY of its (·ompusitf' linhilitks will live up to Its current 
mnrkt•t ratill'-! 

B(•('ause tlw inn•stmc·nt nttributcs of the authority's 
bonds ll~'CU•SariJy udy t'Oil\'t'lllionaJ an;ilysis, iJJ\'CStOI'S will 
ha·,,, to rdy <HI the stau:s inn1!n•ment. In this rej!;arrl, one 

1 hn.., only to look to the nwmhC'rship of the nnthority's ad­
lmiuisllatiH· bonrd to dl'ducl' tb.Jt authority an:hitt•t·ts have 
. :tl'hien•d ahout ns strong a moral t'nmmitlllt'lll as pos~ihle. 
11'cnnsyh·•uJia·s Cuvnnnr, for •.:-...nmph•, is presid(•nt. Other 
membt·rs inc-lude the Spcakc•r of the House of 1\c-prt·sl'nta­
tin·s, the President Pro T(·mpon~ of the Senate, the State 
Treasun·r and thl' minorit\' lt·:~<krs of hoth houses of the 
k·~-:islature -- (·t·rLiinh a strom! ..,1.11e t•nclorsenwnt. 

Of t.·uurs<', all bonds ;~.,nt·d untl•·r this rww liulenturc 
inc(npnrow· tlw prm i-.1ons of tlw JUI\\' familiar At·t 333, 
which pro\ icl«·~ th-•t in tlw Cl't•nt nf nonpa~ nwut of rent, 
tht• llt•pnrtnwnt ui Puhlit- hl!-.lnn·tion shall withhold an 
umou111 (•qual to tht· cldaultl'd n·utal paynll'nt out of any 
stall- nppropriatinn., (hll' tll(' ofl'l'ncling !tc hool diMritt and 
pay it 11\'c•r to thl' nuthoritl·. ;\;n Ollt' doubt~ th:!t tlti~. l··~·_j.,J;.. 
lion (':111 (·f'k.-tin·h· c'OilliJ.Il small fir<'-.. ll•liH'I•-r. ;:-.••n•·d 
t•fft•t·IJI Clll"•S in toJIIrolliu~ a ma_jor t•unlln!:ratiou l'I'HJains 
to h,· tll'llHJII~tr:ll•·d, for th" di11•rsion of funds front de- ·· 
faulting sehoul clio;trkts duriu~ times of prolonged t·conomic 
stn·s!o t·oulfl d··morali;re th(~ ~t;•te's educatioual systl.'lll. 
\\'idPspread c·nfon t'JJH'nt of /I.e t 333 might prcsa~c au 
early repl':tl. In that en·nt . .-.·st·ne!> will allt•viatc: short-IC'nll 
<·mhnrra~~lll<'lll. lkvontl thnt. iJwc·o.;lors would look to n•­
nwclial Je~i~lati\ '~ a(·tion, for the !>late sel'mim:ly ·hns little­
choice hut to JHTs(•rvc the creclit sanctity of this :tgt•rKy. Ad­
ditionally, in that the autholity is cominually mnking parity 
coustnwtion Jnnns, its honcls an~ perpetually exposed to 
risks indig•·nOIIS to con~truction projel'IS. 

Corrrmerrt: The moral commitment of the state with 
rq;arcl to the ahove p,,IJ)ic Sdwol lluildin~ Authority offt•r· 
ing Js sonwwhnt ll'~~ than that affordC'd the Genl·ral State 
Authority obli!.(:lliow; with the IJOS!.ihle exception of Com­
mtwity ColiL';.:e Bond!>, \\ hkh an· the tirst two ·issuf's lea~ed 
to the Departnwut of Public ln.,tructiou. With till' nwjor ex­
ception of n·ntnl rcimhurscnwnt anrl other appropriations. 
the school dbtrit:ts ha,·e no ret·oursc to the state. On the 
other hand, (;(•neral State Authority obli~ations arc secured 
b)' a pled~c of all rentals payable to the :tuthority by the 
Commonwt·alth of Pcnnsyh·ania from its current H'\ cnut:s. 
Strong rdi~mt·c must be placed on the obli~:ttinn of the 
kgi~laturc to make adequate pro,•i&-ion for rental payments 
in biennial_ buclgcl!t. In essence, the bon~l;l~_l*':~_)!l.!''e no .. 
ccmtractual rccour.tOe to the commonwealth, the ~;ourcc of 
dc~l 5l'n·icsi finid!.. - ·-- -~·-· .. · ·-~---· ·-- · 

In the markl.'t, obligations of the Gcnr.ral State Authority 
arc accorded :tn inn·stment di"nit)' siJmifkantl}' lx!lnw the 
din•ct obligations of the commomvealth; the state's role 
in financing through the lease-rental de,·ice rather than by 
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\ 
8·1~ • Moody's Bond Sun•c-y 

com t•ntion:\l munidpa) horrowinc has proved extremely 
C'xpcnsl\ c in terms of iutcrcst costs. 

Sin•·c 1949 Pcnnsrh·:u1i3 h3s utilized the CSA as the 
mcditna lw which it has financrd the I'Ouc;tmction of public 
builditH:~ lwu~in~t statP in~titutions and collco:t's nnd their 
relatt·ci ~ew:~r.c lrealmt•nt works, nr"cnals, armories, nir­
po1t~. d.uns aJIC! rl'lated flt•od '-OIItrol proj,-cts. 
--A~llhnritks have become a way of fiscal life in Pennsyl­
v.mia .!•·· ause of drpendcncr upon lt:J::islativc recognition 

1of the rt·t·urrin~ moral ohlir:.llion to apptopriate, we regard 

/ limited li.11JIIity obli~ations of this type a~ hcing somewhat 
luft·rior to dirt'ct full faith and credit ~cneral obliJ,:ations, I d<"spitc thC' clictatt·s of practicality which preclude a default. 

~Should the kgislature be so short-sighwd ns to fail to honor 
it!i moral commitment via appropriation of. the annuil lcnse 

i rentals, the resulting default would ine\'itably impai.r the 
'cn·dit or the issuer's direct general obligntions. 
-we now mtc the lease rental revenue bonds of the Pcnn­
syh·ania (;,•ncral State Authority ••• but we continue our 
policy of not rating the obli~ations of tlu! State Public 
School Building Authority for the aforementioned reason!i. 

t~n a statewide basis, combined net direct and underlyinit 
ebt, includiug tax-supported and agency obligations, con­
nues to rise 1·csultin~ in hiGh full valuation and per capita 

.M:ll'C·h 11. ] ~l(i8 

raUos; nn improvement in state O\'Cr·:lll r:tl.io~ i~ cxpc·(.'t(.'<l. 
Net bonded indebtedness of the Commonweilllh of P~:nn· 

sylvania as of June 30, 19G7: 

General oblir,stions ..... 
Authority bonds . . . . . . . . . 
CapitaliTinr. rental reimbur~ement~. 40 yeMs 
Underlying debt (local governments) 

Total ................................. . 

less self-SUJll!Orting hillllway and 
bridge gas tax revenue bonds .... . 

Estirnated net total, .............. . 

$130.293 ~39 
1.774,354.0"l0 
I P80(Jr,.; oro 
4,:,50, /00,000 -·-------

$8.2~5.34 7,639 

327.956,000 

$7,927,391,639 

Based on nn estimated 1966 population of 11,358,000, 
the above represents a formidable S690 per capita. 36 Oo/o 
of assessed valuation and 18.0'.'<· of estimated market value. 

Authorized and Unissued Obligations 
Conservation reclamation (G.O.'s) 
Transportation-ll~~istance Authority 

$500,000.0Cl0 
$J,OOO,OOO,OOO 

In view of the continuin~ diminution of st.1tt: cr•1dit OC· 
ioncd by a spiraling indcbt<"dness, with no prospect of :1 

ar-tcrm reversal in the trend. the general obligations of 
commonwealth arc now rated A. 

New and Revised ·.~~ .;ngs 
TAX··XEM,.T s•cu.ITIIS 

Nl!:W RATINc;s 
Alht•ns-Cinrk~ C<>unt:v Industrial 

Dt'\'tdopnwnt Auth .. Ga. (J.r·s~oeP.: 
Jkli:mC'C' •:t.·l'll'iC: k f.n&tinc:t:rinC Co.): 
l\C\'\:1\UC, t<'l'lC$ 1!1611 •••••••·•··•······A 

!3il1 ,_,ri<h. 1\tirh.: 
!},,,"''· ,,.lJ;"g ~lnr. 18, 19'38 .......... •A 

Carllon .._.,.,,,,y. \\'yo.: 
l'londs J<'ilinr. !\lnr. 26, 19G8 ......... •A 

Cook c .. unty 1\lctro. Jo•atr & !o:xpo. 
Aulh .. Ill.: 
l!:xpu. bldg. rev .. 11/1/67 ............. M 

Grnnltt• City, Ill.: 
<.;cneral o~•t:ationl ................. A 

Howard Ind. S,'L> !'\u. 102. S. 1).: 
B"nds •dlinfol ;\l...r. 11, l!IG8 ........... •A 

Klttcr)·. Main<': 
General oblill3tlOnl .................. A 

Lane Count.· S L> No. 97J, Ore.: 
Bondi lo;:llint: Mar. 13, 19GI .......... ••• 

Pennsyh·anln Gencrnl State Auth.: 
General obligations ................... ••• 

Sprln~fi<'ld. 1\fo.: 
Wnrerwork~ rev., 19f.8, •,•llinl 
Mar. 12, I!IGI ......................... •A 

RATII'GS Rl:VISt;O 
Gr.;:en•·llk c .. u·;":, s c.: 

Gc.•ul~.-~,1 oltii: .. t't•d,s • A tn Aa 
Grt·t~nvilh.~ Cnutd~ ~ n. S.C.: 

Gcr:l"r:tlohll;;.lta•n-. A to Aa 
Pc:tH\S)'h•t:uH.t. Ct•'IIIW~n\\t..';,lth of: 

(kncral uhliJ.:alt,.ns . .. ... . . Aa to A 

Wn..-~>nin Incl. S ll :-<o. 110, !\linn.: 
GcJll•ral oblill;~tions .......... A to aaa 

TAXA.LE SECUH1TIES 
NEW RI\1'1!1:GS 

Am<"rican DroMknstiJ.,:: Cmnpanlea, Inc.: 
Conv. IUb. dell. - s, llt93 ............ ••• 

Container Corp. nC America: 
S.f. d<•b. --•. 1991 ..................... •A 

Louisicsna Power & Light CCI .. 
First mtge. ---s, ~~~8 .................. •A 

PadCi·: G:.s & Elcrtrie Co.: 
J'irst & ret. -s, QQ. <1100 ............ •Aa 

Pilt.!Ja: .:h t.- Lal>e t•ic Hc.ilr ... or! C.,.: 
}:q. tr .... ~. trust u. l.•c~. 1~,;~··63 ••••• •At 

Sund,-trnnd Corp.: 
Coli'•. sub. ck!J. --s. lc•:l3 ............ ••• 

•Pro\·i~inn;l) J'.111r I~S ~ln.• l:i~"-iJ'Jl.·(J t,., b'."'JFJS 
not :n·t nfti.'H.·d. Ttu.:Y :.rc l•:l"t·•i f)n w:.ttl· 
able infunu:nio11. Jndudn,,_: !--Lt' rc;.,;1~ootta· 
t10n ~t3l(;lllt'll1S, if ~1\y, ~11-,d iJrC ~UIJJC:L"t tO 
chniiJ.:c :ts <~tidlli<,nal llif<,tt: ... ll~·''' L;~,C"Itltl 
avail~thlf". C'on. ( J l.L;l~C r~o.:~t.,l ~h!l~_:.·ltlrlft 
whf'Tt'lll rent~ lwJ.!in \':b('ll U1 1.1!o• .c.s 3rl..! 
contnklt·d h11t. 11:'-llr;JJH~c <·r,·, ,., ..J-11! ~:.:11· 
Jnii.~S l'OH,tJ'tl("llu:l l 1.:}\.~ }',.rt:lltr.t_tlt:,"'ll 1'.:'\t• 
in&: ri~·nntt.•;.; ldUit.·dJ!I..! f'lt.:dlt !lit;.J;rJn.• t\) bel 
attained uvon CuiYit>lctlon of c'ln~!:·y.,;tl""· 

CORPORATE AND GOVERNMENT BOND YIELDS • 
March 1968--- -l9G7-fi&-- -·- 19115· - .. -----'MarC"h 19C~----- -·l!lG7·GII-- ·-19et--

7 I I 4 l Hh:h l.ow llilh Le>w 7 IS 5 4 1 lllt:h Low Hlfh 1..0\\' 
[DCORPOUA'fF. BOI'\D YIF.I.O AVEil.~GES UY MOOllY'S R.\'I'I!':GS 

Av. Corp. 638 11.38 8.38 6.39 8.39 (t_;j;, ~.33 $.73 4.R8 Av.P.U. C:ll 6.31 G.~·l 6.31 6.34 ~ ~' :- 2~ $.11 U5 
Ana 6.117 6.07 6.1.17 6.08 6.08 6.24 4.!1:1 11.$3 4.i:l .Aaa 6.09 1.0!1 G.O!.l G.l!l 6.1 I 1\33 4 !Ill 5 59 Pe 
A a 6 ?.:. 6.25 6 ~.-. r. ~t) 6.26 6 ~~ ~.Ill uo 4.83 A a G.,., 6 21 6.~1 G 21 G. :!1 u :2 SM S.H .,, 
A 6:18 6.38 6.39 6 3!1 r, 40 

G '''' 
5.3:• 5.72 4.BO A 113;; 6.3:. fi.~~ f, ~6 6 :!i 6 i I ~ 2~ 5 ~5 us 

J:lan 6.~1 G 81 6.111 GIll 6.8! 6 !I~ 5.~ 6.2q 5.0~ Baa &.;o 6.69 GW ().(j~ 6 f,~ fi.D:l ~ f,O 6 12 4.P9 
Av R.R. 6,6~ 6.63 6.65 6.6:. us 6.77 5..16 5.81 4 97 A\'. Ind. c.:lo 6.:10 G ~0 C ~I G:n r. 41 ;, 31 5 '4 461 
Aaa I T. li~O (11 'f· Gl\ ·l.!tR 5.53 4.72 A a a 6 ~~~ 6.0t f. Ol f; 11;'1 r.ll;. flC. 5 (;(I ~ .)5 n~ 
A a &:1s e.i1 15.42 a:4'z e.-n 5 :•f) S Gt U!l A a Gl-1 6.14 G. II G).l G I i t:i . : ~:. ~ 09 ~ ~ll 

·I'· A 6~7 8.5~ ,.60 6.5:1 6.81 I.H !t.!i-i lUM &.OS A 5.21 U1 6.~1 8 ,., c.n (j 12 &.2~ Uti 4' ... 
Bu 6.94 U4 6.11~ 6.95 UJ us 5.11 u• 5.01 Baa 8.80 uo 6 HO 6 H•l Ul 6 !II ~ 7~ U3 UT 

YIELDS ON U. S. '1'1<1::.\STIRY l!:;St.:Y.S 
----Wcd<ll' ----

U. I. TREASURY ISSUP:5-Y1ELP AVJ:RAGE5- PAILYill 
M11r. Fe h. F•·h f'<'b -~·1<'~nthh·· ·I!IC7·GI-s 27 2CJ •3 .Tan. l"cb. H11h l."w 

[91-D:>y bills .... 5.0011 !).Of)J 4 !til) l\ 010 ~ 01·! $ 0•111 5 t:'i 33M 
~3-li year~ 6.71 5.U 5.&: uo Ut Ut U3 11:1 til 112-Day bills .. s 173 :;.~:IIi 5 .. :~:l ~.:.!iJ ,;.~r:o 5.1~1 u~~ Utll 

Lon a· 3·Year Index .. &61 5.t;!t 51;; :; ~I .=..:,; 51'3 sa 
·~· Term s.~o ,.S.It $.2:1 uo 1.11 u:. Ut til Ill J,S·Year lndrx .. scm S.iO s.r.d b.h; ;, :,!'t H9 ua 4 T 

!.llii-Ycnr lnd"x ;i,G;l 5.6.1 !i .• ~.'J .j 6.J ~.~.) ii.&4 ~. 71 Hf 

.) 

!fPaaed on d:>ilY elo,lft' J'rio'<:'S. 'J'St'lrc:ted ntttel and bond~ brlwrrn 3 :Uid 5 )'CI\fll tu mllturit)'. TL\ond• udtll>.'r t1uc nnr r:>J1,1ble 11\ le" 
than JO ) ··ars. ~.a t\,·eoraa.:e :H·c ..:•plc,1 htd tn Wt'•.·kl)' auc:t1on ncarc,_t ttu: inrhrated d:att• .. !. Indicated yu·lcl tur ;.tn ~~ ... w· c1f t},c &:I\ \:11 lli .t•.,: ~tv, fill' 
tf4keon ftun\ a "'arkP.t )'Jt.•lrl t.'tll\c. ~~Not nv:ua~:d;.." ... Due to :u~utrictt:nt t'OI1\IJOI\l'h\" out"tandins:. :\hu•cly''= A;::t r.lli!P;1d rt't:r.R•&.!'-' •• ,~.·s dai• 
continut·d 1110 o( L>•·<'. IIi. 1:11;7, 'l'hJ~ illfcctM l'o" ,,, .. _, ""e )'oCid for U\'er·all ln\'cHtlllt'lll gu;~lity rnllrnall h<>1:ds '' 11lth '' .tl now be hu'·~··r_\ •o 
three r;ollllil •·la>•tfrcnli••ns. Aa tn Daa, rnroc•.·r ,,,,,n 1!'1< fonu•·r fuur rtassiCic;ttluhJ;. 'fhe u:,;ult will uot !Jc t·omp .• r.tiJit• w1th '"~'""'r f•:::Jr•:•· ... 
To a i<'s~•·r t·xu:nr this al~n '"'~ fttmu c(Cc:ct m the C>\·er-all avcr:u:c rurporote )'it!ld. t'or late1t lilt of l.londs u:.<•d 111 c<•rt•<•l iltc a·;o;r~;c •~• 
Bond Sun l'Y of lJc<'. %3. l'.lli1. l"'t:" 2M. ---111/0TI-.\Ioc.•J;,., z,,._.,.,,or• ~t''t'lff'. /I~ .• "'" Vtt'l tlur ((lf't f/'ffl eo•dittR if& tl:r. , .. ,.,.. ... ,,Ofl o/ '"'' ,ul,tirntion. rhe ftttltl'll trl/•lrti'.(I,I.•U '•CJ I.·~~ f'lr,,r; .u! , •. ,,., 
IO~rCCI e/ rtpt~t.:, e'tl&v~!Jit JU•t l'·;ft!JI~I/f, lr,'P'I'Qtfl. V'ltf" c.ilit!l1l•''t:..t. art tttiPI'!•• · 0(•111111H• OPt: t.etc4 p0r11, V,CIIt OC)I'&J&Ieci /vttU.l lt,j,•rmyt .. ll tt·•J r,,.r•';; '••'"'I 
.,~., /<1110'1 o/l,•h•f 0111 iu<J:m.:nt '•i I~ -.llw '"'"~· T""11 ert IIICCIJcn<l~hl ... ~ ""'b....t. . Pr1111'11 111 l,;.lti A 

1.110 



Excerpt from Moody's Bond Survey- October 19, 1964 concernin~ 
k S B -' from "AAA" to "'1\". the lowering of the rating on New Yor tate onus " 

4(10 

Cornttr,·rrt.~ 011 CPIIIill.t] /s.~u.·s 

New York State ... 

is offt•rin!! at competitive hicl<lill!: on OctohC'r ~R. ~~·1,­
bCI:J.OliO 1-:~'tleral ohl•~atinn bonds l'ron:l'<b of ~ah· 11 Iii be 
used to finance slate loans to sen·ral limitC'd--prolit housing 
proi""'~ ir. :\"nv York Citv ann in othc·r ,:n·:ts of tl1c ,t;,te. 

This off•:rin~: foll(IWS .thr salt- of ~:lU million park :uul 
rt'• tT:'Ition lane! acquisition bonds on St•plt'llllwr 1:;, the 
~tatP's first dirtTl ohli~alion bono" lilt: in sixtl't'll lllOJiths. 
In BoNO SlJJtVI:Y of St•plt'mlwr 7. I<){; 1, paL:•· ~:~(i, th!' s:\0 
1nillion b ... ue was dis<'uss<'d and oi>~LT\ ,JtiOns Wt'n· •nMiC' 
ron.-crnin!; ct·rtain plust·s of stat<' ftsc-.d opo·r•ltllllls and dJC 

lllOUittin~; cost aun hn·adth of stat<· commitllwnt-. Still 
t·arlll'r. m May of 1!\(H, w•· discussl'cl till' pldlosophy of tlw 
slatt''s "pav as-you~., .. prn!!Tant allfl tlw part that financ:-­
ina: J,y ago'ncy J.orrowirl)~ har; playo·d in makint-: tbis :1\l>w•·d 
"p,l\'·a~ youJ ~o" J'roa:r.tlll possible. 

Sin•·•· our la5t , on110H·uts, the Nt•w York St:th• llousin~-: 

Fin:11wo· ;\;;<·n.-~ h:t': .tllllOIIIIt"l'd plan~ to "·II appro:-.ttnatdy 
$'/0 n1dliori nwnt.d ho•.plla~ c:onstructlou bond~-> Thi:. i~ the 
inilial ph;,.,,. in a pro1·.ra111 dc.-ign<'cl to cn·atC' arouud $500 
nullion of additiem:ll tnt•ntal hospital fatilitil'~- ·n .. , bonds 
an• do·si~w·d to Ill~ sdf ~nstainin~: to J.rin~; this about a 
Mr·ntal Jln.~iene 1-"acilitio·' Jrnprovt·nJ<·nt Furr<l lnl'l>nu• Ac­
C'Ount has. h(:en C'stal,li~lwd to which k•~ lwc~1 c·rt'ditr:d all 
paym<"nts rnade on or alt•-r january I, Hlli4, for the care, 
nwint•·nance, and treatnwnt of palit'rll~ in every mC'ntal 
hygic·ue facility of tlw Fund; such Ji:lymcnts amounted to 
do-;(' to S:~;; million In the' st:ltl''s l;rst t•c,tupiC'ted fiscal year 
with tht> n1om·y pain in pri<)r to January 1, 19G4, ~oing. into 
the st:.t<''!, l'o•ncral fe11Hl 

Till· lh>L:.in<'. Fitl:lll• ,. A•:··• .. , f,,.-, f.,., ... ·~in·n tht· J'OII'o'r to 
issut· up to 5;1 hillttlll in do·1•1 ft•r litltitt·d-l'l<'fit lwu'lllJ.:, :;;700 
nrillwn. for unil't·r~•ty nmstruction and SSOO million for 
mental h~ dc·•u~ facilities. 

Tlw sou rct·s of re\•c•nrws plnd~ed to l'ach class of debt of 
the agcnc~· will be uominally ad"quatt• to pro\'idc for full 
cnvcntgc nf d<'bt ch:1rgeo;, at least in l!<>nd time,., but in the 
case of tf!ll:l.nl~ nr mental p;llil'nts it is posslhlt' th:ll the 
ng<'llC"Y would sufh·r a lo~s in Jt'\"l'llll• ~ hut ""'"' lii,..Jy the 
~tal<.· would ht• llllll":t~ly oblig:tlt·d to e·ontinu•· tilt• "rvio·c: 
dullll!! .r l"·riod of !"< Ollllllll<' d•·prt·s~l"ll o·\!'ll If !Itt• n·o 1pi<-nt 
Jo~t J•art or all of his al.ility to pav. :\1•.,, it i'> !.(I"IH'r;tl1y tnll' 
th:ol inlt-r• '>t costs on stall~ a~·.c:nv~ clo·1,t an• gn·.tlt'r th:tu 

thc·y \'cwll<i lK' wen• th«· ~tatt' to •~~~~~· ih own din-, t obliga­
tions Furtlt-.£·rrnor<', rrior to the e-n 11 i•11• of thP llon~in:;: 

Fin .. ncc~ At~ency, it W7rs the Slilll''s cn~t<'lll to ust· tlw din·ct 
mnhod •·f d~ht creation. 

Follo1\ ir,,.: this ~a!., of limiten-profil luHisin~ hon<ls. the 
state will have ;'lJJ authoril'.cd but uui,.,•u·d h:wl.lo~ of $1,-
178,()60,000 general obli~;atiun debt. indudinl( '-20fl mill ion 
for higher education, S HIE\ million for nwntal hospital~. S82 
million for limitt-cl-profit housing a11<l $250 million for low­
cost houo;ing. In acJtlition, the 'nt1.-rs nrc being asked to 
appro>\'e at this year's ,general eh•t·tion $1G5 million more 
for low-t·oo;.~ housing. 

Appro\·al to issue· general obJIJ,!atlon rl•·ht is obtairw<lll\' the 
following (.nucc,Jun·: The bonding J>roposal must be nppron•d 
hy two sw.·p·!o:;il·" legislatures aud tlris must be followed 
by voter sanc·tion at the next gcru·ral dcction. Crt,ation of 
state a~-:eu• ies with J.oJI{ling powers Tt!CJUires legislative and 
ex•,cut in' approv .. t only. 

Looking at the state's debt structur~ alone, over all state 

geJH'ral ohligatl<.,n~~d!_t_}~~~~t_b;rd~n~~~~-~ni'-;~- • .:! .. .Jirs~ 
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chargt' on th(· !--l:tlt·'c..., l'.t'lll·rcd furtd. j.._ \\t·li ~~·. 11r1 ! ''·· 

cast' of agC'IIC')' <1~·-T,t, tltc• si·a·t:- h~;~--only a J11ur.1: ,,,,,; WJJ. .. 

Je~ari-;f.·iigati<!ri to votl' fun•i~ for d..J,t ~··ni• ,. ;ond tlw11 • 1.!.:_ 
if JT~I'I\'1' funds in ih~-:-,~:·,r·i~HI;;·;;·t:•·nn :11 ··null!'· .1fl ·I·: J, '' •1 

tn,·t-·it-r;-.:.-.ilik-t:Iv··tr;; l tt;;-~t:.~;:--~\ :~~~r ·r:,; i tt, ;l1~ .-,-:r : ~ -, • :I'.,~ 
oi;Ji 11 ati-;H,s, irror ·no (•tlu:r · !'':t~<li• than tn 1'" tho· 
sanclitY nf th(' st~l•·\ cn·dil. 11•·•.• .. ,, 1 th·· 1, · 

On Cf1Jl~tn1ctinn of th£·-:~7;;;tE j\1.dl l'rrqc< r ITl ,\II ~l 
in ('S~t''h'C is fl rn•,:tfl1ic ft'L,dJI1i1.lt!IJJ~ l!ld ,!, 

operation ill\oh·in,:: sl:\11·. cit' .lfld p.·JIL•f>' • """'' -1·'1 

and otlu·r rdat<·d f.:< i1ilif.'<-. Not .:11 uf tlw · ·-tll\1 

naillion-tn-$100-lllillioot <'ll';t \\ill I>• l"n"'' L1 rh•· "'"'' h, 1 

itu1ic:'t•·d in lhis ~p:H·t: prt·yirHJ·..,Jy ttH ',t;Jt(' j...., r ftJr\rri ''1· 

enter into a !on~ ft'nn I•·:•··" fot Jl<- 'it. II• nf tho < '' 1 :: •. 

lr:ts lhl' S:lllll' illlp;wt :l<. irHIIITC"I" ,. nf ddol 

But dd1t Sl'f\'ICT is 011h "'~~" p:111 """ ·' 'Jn:oll ''"' ,,. ·I, 
eornplt·x operatantt of tl..- N•·"· y.,, k St ,,,. i.!""'llllll< l!t I''· 

,;tate's nrrn·nt hu•h:•·t for li•.• :tl I'lL\ !',r, i•; " '" •-cd 
hillinn, up S1:~fi n1dl•ono.n·r 1'•fd(,J. :111d 1111h t.-." .,,,,. 
to l'Vl'ry avaiLtJ,J.· t·xpc·dj,·q<\' h 1. 11 lwr·11 l"'"'i'l:• 1· 1 · 

babncP. Of this a!llOtlltt, all h11t :• •m:t11 p;1r1 :•: th• ',,.., 1 

cxpt•nse of what an· c•s•wnltal 1y lon1. t"rm )''"I''' t' ·"' i 
commit rlll'llt!i. 

Education eX1H'ttclitun·s :~rr .. -.tilnalt·d :11 '51 "ll'' ,.,-:: 

or 1G% of the htrrh:•·l. St.tle aid fnr 1o<':dly "I"·' ,,. t! ··'• 

nH•JJtart and sec1111darv s• h"ols in tl~t· <-Lilt- ,., ''"d' • •·.' ,,1 
$1,044 Jnillion, or about 12•.:. of Inc al c<ht,. :•w' tl.• ·-t.•'' 

hopes to provide up to 4rv; ""''Iltu.•lh·. t:11tkt hi"..: ·,. i-·" ! 
debt, not iucludiru{ SG50 lllillion New Ynrl. <it:: rJ, ht ··" ,_; ~,,, 
schools, amounts to roughly ~2 billion and tlf•d•·r l" "' • .·,·. 
thC' r.t:ate is cou.n.'!t•·rl to p;:1· a qJI:·.I.lnti:ll i'"tl • 1 .. · 

serdn: on this loni'.-tc·nn (lt-ht. Jli),IH'r cdw .otl<•lJ ,:~ ,, 

othPr progJ;!Jll' arl' t·'-;Lirn~tH'd t(l <'l"l Sl·;{:. lilt;~. ;· 

aJJcl HIC'Iltal l~taltll "·'1Wilditllrt'~ art· lout!..:•·t•·ci ,\1 ',· 

lion, or 14'/o of the sLHe's bucJget ;u!(l thi, also is '"'.llti 11 

a long·range ('Onlntitllli:Jtt. Social wdfarf' auotiJJis I•" ; .. i:-· 
million, 11% of the bud~~t. while general gon·rl!nwi.t 
counts for only $148 million, 'or 5',;,. 

Jn our opinion, stat<! debt and its lons.-~an;:e pro~;• ''"" "'' 
int·xii;:;.hly intertwin7;C·K~-tbc::-;.·~,\;-j;tCil.lli•·" ·"'., , .. ,, ,I 

:tnd as ruorc and HHIJ'<' hf:~t•: rP~idt:lll<; u~<! tllrSI' fa, i 111" 
opl'rating t'Osts will '-lll<'ly rise•. 

The sta((·'s eune11t hndgl't, t!lilit.illl.; f.'\l·rv :1\ail:!h!· '·'"" 
of rc•v<'lllle t() the full, j, onlv lt'IIII<Jtlsly in bed:"'' • I 1 · •' ,. 

ahnosl ~~•·rtain that in rlw ne·xt fi•,r·.d ye·:or tfw ''·'" ''- .. i.· 

forced to find rww ~oun-.-s of rr·\c'tllle or r.ll'·t: !I r '"'• 
on curreut rc\•t'Jtlll.' ~.(IUrtT~ to h:d:nH 1.· tlH· l 1 11J.~, .-,. 1111 

Cv(:J\i"f geu<·rai hu~~int·l.o~~ COHf!il irlJJ.'i It'HJ.'Jin r:~~~~ t ;j·· 

sta.tC"--..(, i()i,~cr app.·•n~ to po, .. ,_.~, the c.H>.J• it! t<, "'" "' '· 

rec-urring items or othC'r tr:mpor.1ry CXI)(·d~t nts t•• .t!l· ., 1.J1 

the prohl£<111. 

In Jeviewin~ thC' 0\·er-all picture and :;avmr: dw , r•··l· 

t9 t~iC:~·~~d pc;'5"J"t.ic>n_ of the ~tate's clirect_~~-bt_.__}t _ _J~·-<•;r 
opinion that general ohligatinn dd•t now pro_rw1 h ,·Iii•. in 

th{:lii~Ji- grade r:nlicr __ tl:_~ pri;;w~~~~:_.:_~~~-~~~-L :,r,. 
li\'e today, our r;tling on the state's general ohlil::lll•'n' ;.;,·; 
been reduced to Aa·.· .. - ---- ---. - . -- --- ... 

In adnition to·-,h·t· gen£<ral obli:;;llinn tit:ht, th·· ''""" },_, 
guaranteed $500 ttJilliou :\"t:w Y•>Ik St;o.tP Th111" .1•: ":•:. 

(the h:•lancc of th.' Thruw;:ry drhl i' sc•t 11r• d c.• II• 1-. b·.- ,, ti 

rcH:uues), and up to~ 100 milli•>n l'ort of~~. w 'I ••II. .\111 ,,. 

ity commuter car bond~ I Sli".fi'H•.OOO cnJtq,,nt\111:: 1~: 

rating on tht:sc bouds has also hl't:ll reducql f r< •: n A a .. '·' 
A a 
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EXHIBIT "C" 

Kidder. Peabody & C~o. 
Incorporated 

The Honorable Raymond H. Bateman 
21 East lligh Street 
Somerville, New Jersey 08876 

My dear Senator Bateman: 

, ( .' E.. X (. I I/\ t-J ( · f I 'I A I 

N t:w 'f(>~tK, f·J r t·. J ( )r >', 

October 19, 197U 

We are vitally interested in the passage of Assembly 1013 which 
supplements the Sewerage Authorities Law. Under the Sewerage Author­
ities Law when an Authority is created it is given the exclusive 
right and power to finance, construct and operate all facilities for 
thP collection of sewage within its municipal boundaries. In order 
to meet this very important duty and obligation in the most expedi­
tious and efficient way it is absolutely essential that an Authority 
have all the financing "tools" available to it . 

One of the most practical and equitable methods for fir.ancing sewer 
collecting lines is by special assessment. The fact that this method 
is not available to Sewerage AuthoritiPs has stymied the construction 
of vitally needed sewer facilities in New Jersey. The reason for 
this is that in various instances the elected municipal officials 
have not been willing to risk the possible negative election con­
sequences inherent irt financing sewer lines via the assessment 
route. In such instances the local Sewerage Authority, not having 
the right to assess, is unable to perform its legal obligation to 
provide these sewer facilities. This most unfortunate void in Sewer­
age Authority financing should be rectified by the passage uf 
Assembly 1013. 

The basis for the opposition to Assembly 1013 on the part of the 
New Jersey State League of Municipalities as outlined in the lt•tter 
to the Honorable Raymond H. Batemen, dated September 30, 1970, is 
sub_ject to question. In order to rebut the contentions of thP League 
in this regard we will enumerate them velow: 

Contc·nti on: Assembly 1013 might lead to all authorities ami a 1 t 
agencies being given the power to levy assessments and the poor 
property owner would never know from day to day what municipal agcnc~; 

might place an assessment on his property. 
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Comment: It seems to us that the matter of which authorities or 
agencies should have the power of assessment must be answered funda­
mentally by asking whether the assessment financing vehicle will be 
helpful to the authority or agency in fulfilling its exclusive legal 
obligation to expeditiously finance the essential municipal faci 1 ities 
involved (i.e., sewer, water, etc.). If the power to issue assessment 
bond will expedite the construction of vital municipal services such 
power should be made available to such authorities and agencies. There 
is more danger in depriving authorities of the assessment financing 
vehicle and thereby perhaps making it impossible for them to perform 
their municipal function than in expanding its availability to such 
authorities and agencies. 

Since the language in Assembly 1013 provides in part that "Such 
special assessments shall be levied by the sewerage authority in the 
same manner and mode of procedure as provided in article 2 of chapter 
56 of Title 40 of the New Jersey Statutes" o • o (the same statute 
governing municipal assessment powers), it is hard to accept the argu­
ment that "the poor property owners and taxpayers would never know 
from day to day what municipal agencies might place a levy and assess­
ment on his property." 

Contention: Granting to authorities the power of assessment is con­
trary to the philosophy of authori tics and wi 11 create genera 1 chaos 
in determining whose special assessment had priority. 

Connncnt: The basic philosophy of creating an authority to unuertake 
the exclusive financing, construction and operation of municipal 
facilities is not predicated upon the elimination of property taxes 
as a possible means of paying for such facilities. Authorities are 
created in order to relieve the already overburdened municipal offi­
cial of the added responsibi1 ity of administering a complex and 
specialized municipal utility operation as well as providing a flex­
ible financing vehicle which is unhampered by the various municipal 
debt limitations which may be too restrictive. New Jersey Sewerage 
Authorities, except for the important power to issue assessment bonds, 
have available to them all the other types of bonding which permit 
them to finance sewer facilities in tho most equitable manner includinl·. 
the use of sewer rates, or a combination of sewer rates together with 
property taxes via sewer service agreements with its constituent 
municipality. To accept the theory that Authorities philosophically 
cannot meet a portion of their costs from property tax funds where 
such avenue is the most equitable way to allocate that portion of 
the capital cost would be contrary to the public intereRt. 
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The concern over whose assessment has priority seems unwarrantPd. 
Based upon the actual experience during the depression of the 1930's 
the financially troubled property owner did not pay any of his 
assessments. Therefore, the matter of priority was not pertinent. 

Under Assembly 1013 the fact that the sewerage authority would bill 
and collect the sewer assessment, separate and distinct from the 
municipality or any other agency, would in itself make it absolutely 
clear that any sewer assessment paid to the sewerage authority would 
be its revenue and not that of the municipality or any other municipal 
agency. 

In summary, it continues to be our very strong feeling, based upon 
years of experience in the specialized area of New Jersey Municipal 
Finance, and after seriously considering the objections raised by the 
New Jersey S r:ate L•cague of Municipalities that the passage of 
Assembly 1013 is in the best interests of the residents of New Jersey 
for the following reasons: 

1. Anything that expedites the cleansing of our waterways of 
pollution without adversely affecting the SOPnrl and proven 
municipal financing system in New Jersey, should b~ enacted. 
In our opinion Assembly 1013 meets this criteria. 

2. It is most unfortunate that a municipal body-- sewerage 
authority -- duly created and with the exclusive power and 
responsibility to finance sewer collecting facilities is 
deprived of the use of a financing vehicle which is needed 
right now in order to finance sewer collecting facilities in the 
most equitable way for its constituents. Assembly 1013 would 
provide this important financing vehicle. 

3. The fact that Acsembly 1013 requires that the sewerage 
authority must follow the same manner and mode of procedure 
as the present municipal assessment law should alleviate 
any concerns over a sewerage authority not following the 
established procedure . 

4. There has been great concern voiced over the reluctance of 
local municil.pal officials to take the initiative in the 
financing of costly, but absolutely essential anti-pollution 
sewerage facilities. Assembly 1013 evolves from the desjre 
of sewerage authority officials to meet their legal responsi­
bility in financing such needed sewerage facilities which they 
cannot otherwise equitably finance. The passage of Assembly 
1013 will permit these responsible and dedicated sewerage 
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authority officials to meet their responsibilities in the 
most equitable ~ay and, thereby, benefit their constituents 
and the State of New Jersey through the immediate financing 
of sewer facilities which will abate both pollution and the 
menace to public health. 

AFH:MC 

cc: Members of New Jersey Senate 
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Very truly yours, 

Kidder, Peabody & Co. 
Incorporate.9 ..... 

~C~e:L 
Albert F. Haiback 
Vice President 
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