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To the County and Municipal Law Revision Commission:

‘I file herewith the staff report on the preliminary
draft of the local bond law.

This report contains a general appraisal of the
draft which has been submitted herstofore to the commission,

a section by section analysis of what has been done in the
draft and a full report of suggested improvements.

Special commendation should be given to Charles DeF.
Besore', LEsq., Chief Counsel and Ekecutive Director, Law
Revision and Legislative Services, and George C. Skillmén,
Director, Diviéion of Local Government, for their very sub-
stantial efforts in compiling the draft. Commendation should
‘also be given to John T, Trimble, Esq., member of the firm
of C;ldwell, Marshall, Trimble & Mitchell, and Henry E. Russell,
Esq., member of the firm of Hawkins, Delafield & Wood, for their
recommendations.,

A. General Comments.

'l. The preliminary draft is composed of a
combination of substantive changes suggested by Messrs.
Skillman, Russell and Trimble which were articulated into

meaningful statutory language and incorporated in the draft



by Mr, Besore'. In addition to these substantive changes,
many sections have been re-edited and simplified. The
structure of the act has been re-arranged so that the sections
are now set up to follow along more functional lines.

2. One glaring weakness in the old act was the
absence of standard definitions of terms commonly used through-
out the act. This weakness has been remedied by the introduc-
tion of an entirely new section, ljOA:1-2, containing standard
definitions.

3. The main body of the report contains a section by
section analysis of what has been done on the draft and recom-
mendations as to what should be done before the bond law will
be in a form satisfactory for submission to the Legislature.

li. A reading of the report will reveal quickly that
there have been recommendations for substantial changes made
by Messrs., Trimble and Russell which have not been incorborated
in the draft. These suggestions have not been incorporated in
the draft because they were considered matters of policy and
are decisions for the commission.

5. Four completely new sections have been incorporated
into the draft. These new sections appear in the draft with
the source denoted as "New".  Twenty-three sections have been
carried over directly without change of any kind, substantive

or editorial. These sections are described in the analysis of"
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the report with the denotation "No change". Forty-one sec-
tions have been changed editorially but not substantively.

These sections are denoted "No substantive change". Sixteen

sections have been changed substantively. The changes which
have been made are succinctly described in the report and are

denoted "Substantive change". Seven sections have been carried

over without change of any kind whatsocever, and there have

been no recommendations made to change these seven sections.

Accordingly, they are denoted "No change made or recommended".
They differ from ﬁhe twenty-three sections described above and
denoted "No change" in that recommendations for change have
been made regarding those twenty-three sections, but those
recommendations have not been édopted in the draft for they
relate to matters of policy. Seventeen sections of the existing
legislation are omitted in the draft, as they are considered
obsolete.
B. General Recommendations.

1. A re-examination of the preliminary draft
reveals certain mechanical errors which will be rectified
in the second draft. In ceftain instances, the word "act"
1s used rather than "chapter". In LOA:l-lj, the catch line
should read "Obligations_issued in anticipation of issuance
of bonds". The cateh line for [jOA:1-7 should read "Supple -

mental debt statement; execution; filing". Within a few of
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the sections, there 1s some variation in the internal
numbering.
| 2. Every effort must be.made to simplify the

language and shorten the gentence structure. Many of the
sections still remain extfemely complicated and overworded.
Unfortunately, this will always be a problem:with a bond law
because of its highly'technical and complex nature. wae#er,
we muét recognize‘that unfrained‘municﬁpél officials deal
with these laws and considerable effort must be made, if
possible, to construct the statute so that it is undgrstandable
to laymen as well as lawyers.

3. The recommendations of Mr. Trimble and Mr. Russell,
and Mr. Skillman's comments on those recommendations, should
be viewed very closely. A number of very substantial policy
questions are posed on these recommendations, including those
that Chapter 6, School Bonds, should be incorporated under the
local bond law of Title L0, and Mr. Trimble's recommendation
relating to the liberalization of the down-payment requirements.

L. Almost two hundred copies of the preliminary draft
of the bond law have been distributed to interested persons and
groups throughout the State. The response to date has shown
sn awareness of the importance of ﬁhe revision work in which
the commission is engaged. It is anticipated that a substantial

number of recommendations will be received by the commisslon
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staff from persons who have had time to review the‘preliminary
draft of the bond law. These suggestions are being, and will
be, compiled by the commission's staff and will be submitted
to the commission and the advisory subcommittee on the local

bohd law when it is appointed by the Governor.
5. An alternative method of classificatlon is appended

hereto. It is recommended that this be given consideration

before the final draft is completed.

Respectfully submitted,

AR

Clive SJ Cummis
Counsel



PROPOSED STRUCTURz OF LOCAL BOND LAW

Chapter 1. Local Bond Law.
Article 1. Short Title andlDefinitions.
Article 2. Power to Issue Obligations.
A. In General,
Article 3. Bond Authorizations.
A, Contents.
B. Limitations on County and Municlpal Debt.
¢. Proceedings Precedent to Adoption of Bohd
Authorization.
D. Adoption of Bond Authorization.
E. Special Covenants in Obligations.
lF. Appropriations Required.
G. Costs Included in Bond Authorizations.
H. Adoption of Provisions not Included in
Bond Authorizations.- |
Article ;. Obligations.
A. Types of Obligations.
(1) Bond Anticipation Notes.
(2) Interim Obligatlons.
(3) Short Term Notes.
() Local Improvement Obligations.

(5) Combined Issues.



Section Analysis and Comments.

L0A:1-1. Short Title. Source. R.S. L0:1-1.

},0A:1-2. Definitions. Source. R.S. L40:1-37.

JJ0A:1~3. ~rower to borrow money and issue

obligations; exceptions. Source. R.S. 40:1-7. Substantive

change. There has been a substantive change in this section
incorporasting Mr. Trimble's suggestion extending the period
for issuance of emergency appropriastions to include the pre-

ceding fiscal year.
(1) Trimble: R.S. L40:1-7. (LOA:1-3).

This sectlion should be liberalized with
reference to the 1ssuance of bonds for purposes o' emergency ap-
propriations. The section now provides for issuance of bonds for
improvements "xx for the financing of which emergency appropriation

or appropriations may in the same fiscal year have previously been

made xxx."
In many cases municipalities or counties willl not have suf-

flcient down payment or borrowing power to authorize bonds in the

same fiscal year the emergency appropriation or appropriations are
made. If the period for issuance of such bonds could be extended
to anytime prior to adoption of the budget in the next figscal year,
these difficulties could be overcome as down payment funds could be
provided in the next fiscal year, and often increased valuations or

payment of obligations late in the year increases borrowing power.



It is therefore suggested that the quoted language be
changed to read substantially as follows:

"xx, including any such improvement or property for the
financing of which emergency appropriation or appropriations may in
the same or the immediately preceding fiscal year have previously
been made pursuant to section 40:2-31 of the Revised Statutes and
such obligations are avthorized and issued prior to the final adoption
of the budget of the mu;icipalityvor county for the year immedlately
succeeding the making of such emergency appropriation or appropria-

tions, xxx."

(2) Russell: R.S. L0:1-7. (LOA:1-3)
Contianue the provision for annual funding of capital emergency

appropriations. Cf. §40:2-31. If things like "engineering’
plans"or "revaluation progranms’ made bondable, revise to include

any purpose mentioned in R®,s, [;0:1-3L4 (LLOA:1-26).

Skilllman:

Comment‘(l) has been given effect in the Revision. Regarding
(2) the Eonding for ”engineering plans" is debétable when divorced from
_the project or purpose. The need for the engineering exists as it is
impossible to competently plan any capital‘project without preliminary
- plans - but the capitalization of these cosﬁs whereka project 1s subsequently
sbandoned could be criticized. o
© An alternate suggestion - :gggigg‘the e#pense oflpreliminary plans

to be charged against the Cepital improvement funds (This 18 now permitted



by ruling of Board)., If the project is completed, the S% down payment
would be waived to the extent of the preliminary charges. The preliminary
charges would not be.too far from the 5% figure.

The passage of Chapter L8, Laws of 1656 (C. 40:50-9
et seq.) makes 1t unnecessary to consider capitalization of

2 ”n
"revaluation programs.



}J0A:1-L. Obligations issued in enticipation of

Source. R.S. L0:1-8; LO:1-L42. No sub-

issuance of notes.

stantive change.
(1) Trieble: R.S. L0:1-8; LO:l-lL2. (40A:1-L4)

It is advisable to extend the period for
temporary financing by bond antlclpation notes to at least three
years. In perlods of low interest rates, this matter is not too
material, but in abnormal markets such as in the past year or 18
months it 1s a hardshilp on many municinalities or counties to be re-
quired to issue permanent bonds at the end of the two year period
in an extremely weak municlpal bond market. New York State has
found a somewhat simllar provision so burdensome that the 1957 session
of the New York Leglslature extended the period for temporary
financing in effect to & period of five years with a requirement
that at least part of the bond anticipation notes be paid in each
vear after the first year from proceeds other than proceeds of the
bonds. A three yecar period would be advisable as it 1s not too long
and coincldes with the period for temporary financing now permitted
to school districts in New Jersey under both Chapter 6 and Chapter 7

of Title 18.

This section was amended by Chapter 145,
Laws or 1954, to increase the provision that assessment notes could

not be renewed in a total amount in excess of one-fifth of one per



centum of the average assessed valuations to one per centum of the
average assessed valuations. I see no reason why there should be
any limitotion or renewal assessment notes for the full five year
period as long as the assessment obligations were properly authorized
within debt limitations and the renewals do not exceed the special
assessments then confirmed, unpald and not delinqguent. If, however,
for matters of policy it is felt desirable to continue the one per
cent limitation on the total amount of all assessment notes renewed
then the Section should be clarified to at least permit renewal of
assessment notes for a two year period without reference to the
limitation. As the section now reads it is open to the lnterpretation
that the two year period provided for in 40:1-8 for bond anticipation
notes for general improvements does not apply to assessment notes
and that.after the first year the total amount of renewed assessment
notes caﬁnot exceed the one per cent limitation of assessed valuations.
This can work a hardship, under this interpretation, because in many
cases speclal assessments are not even confirmed 1n a one year
period in the case of large improvements and accordingly at least a
two year perlod of renewal should be permitted wilthout reference to
the one per cent limitation. This could be accomplished 1f it 1s
desirable to retain the one per cent limltation by changing the
language of the section to read substantlally as follows:
'”Local improvements may be flnanced temporafily only
under the provisions of section 40:1-8 of this title,

except that bond anticipation notes to finance local im-

[LO:1-8 (L0A:1-L) |



provements may be renewed from year to year for a total

neriod of not over five years from date of the original

notes, but such renewals, after a period of two years

from the date of the original notes, may not exceed an

amount equal to the speclal assessments then confirmed,
unpaid and not delinquent, and in a total amount, however,
not exceeding one per centum of the average of the
assessed valuations as called for in subsectlion 2 of
section 40:1-830 of this title."

In this connection it 1s suggested that the period for re-
newal of bond anticipation assessment notes mignt well be extended
for full the period in which the special assessments are payable.
This would permit the compléte financing of assessable improvements
by notes and avold the expenses and services involved in public sale
of bonds. Since favorable rates of interest are usually obtained
on short term notes from local banks, substantial interest savings
should result.

An illustratlon of the above 1s readlly found in the case
of public housing obligations under the federal subsidy program.
There is, generally speaking, no limitation on the period during
which obligations of public housing authorities can be financed
with notes instead of serial bonds. During the recent period of

exceedingly high interest rates public housing authorities 1ssued

(40:1-80 (J0A:1~59) ]



practially no serial bonds but continued financing with short term
notes, and at least a minimum saving of one per centum in interest
rates occurred during such period.

Of course some provision would have to be made to prevent
the possibility of an undue accumulation of bond anticipation assess-
ment notes through fallure to collect special assessments or mis-
application of special assessments collected. This could be ac-
complished by the present provision preventing renewals 1n excess
of special assessmenﬁs then unpaid and not delinquent, or by provisions

requiring petirement of a specified per centage of the notes in each

year, beginning in one or two years after levy and confirmation of

the special assessuents.

(2) Russell: R.S. L0:1-8; Lj0:1-9; L0:1-10; LO:1-42
(LOA:1-L; LOA:1-21; LOA:1-9; LpOA:l-—ﬁ)

Much as presently provided for school temporary financing in
Title 18, require bond authorization in every case, with auto-
matic power (when bonds authorized ) to issue bond anticipation
notes in anticipation thereof and, if desired, retire them

(and reduce the bond authorization) from budget, State aid, etc.

Omnit required reference to '"purpose' of notes, in view of ques-
tion of interpretation on combined purposes.



Skillman:

Comment (l) has mahy supporters insofar as the 3 year term is
concerned - but it must be kept in mind that a good part of our financial
difficulties in the 30's was due to the issuance of 5 year temporary peper.
I would concur in the 3 year plan if the statute reduired a 5% reduction of
these notes before the end of the 2nd year and a like reduction in the 3rd
year. This would call for some capital plamning and would in effect mean
that bonds would be issued for 85% of the cost of a project (5% dowm
payment, 5% retirementlénd year and 5% 3rd year). The appropriations would
be mandatory and wouid tend to prevent rushing into a project without |
counting the cost.

The suggestion with respect to bond anticipation notes running
5 yeafs to finance local improvemgnts is not unreasonable, but there must
be some pressure to promptly confirm these assessments. The further
suggestion that these notes "might well be extended for the full period"
could mean that they might run.for 10 years. This could lead to confusion,
although it is agreed that financing costs would be reduced. .

Comment (2) brings up a point which should be explored by the
. Commission. This might be done by adding a section to 1lA-9 by adding a

section to the effect that the bond authorization shall provide for the

issuance of bond anticipation notes where no permanent bonds are to be issued,
but where permanent bonds are to be issued, the bond authorization shall provide
for the issuance of bonds, with the proviso that the authorization may be

temporarily financed as permitted by this act.



LjoA:1-5. 1Interim obligations asuthorized.

Source, R.S. [j;0:1-56. DNo change.

lj0A:1-6. Short term notes authorized. Source

(New). Suggested by Fred Stickel, III.



J0OA:1-7. Supplemental debt statement required.

Source. R.S. 1}j0:1-13. ©No change.

(1) Trimble: R.S. L40:1-13. (L4OA:1-7)

It would be advisable to amend this
section to provide that for an amendatory ordinance which does not
increase the gross debt a new supplemental debt statement or an
amended supplemental debt statement is not required to be filed.

The section now eliminates the requirement of filing of a supplemental

debt statement for "an amending resolution or ordinance affecting

matters which are not required to be contained in the original
county bond resolution‘or municipal bond ordinance." There are
many amendmentslhowevér which do affect the other material matters
bﬁt which do not increase the amount pf obligations authorized.
tince taxpayers will have all the other statutory and constitutional
provisions as to hearing and publications for any amendment it is
wholly unnecessary to require the filing of supplemental debt state-
ments where the amendment of the ordinance affects entlrely other

matters and does not increase the amount of bonds or notes authorized

to be lssued.

w](Q=



The provision requiring filing of the supplemental debt state-
ment in the Division of ILocal Government prior to final adoption of
the ordinance should be changed to require such mandatory filing for
a specified period prior to the sale of any notes or bonds under the
bond ordinance or county bond resolution.

The advisability and wisdom of the filing in the Division
of Logal Government is not questioned, but it 1s not logical or sound
to make validity of the bond ordinance or county bond resolution
dependent on such filing. 'The Division of Local Government has nc
duties or obligations with respect to supplemental debt statements
as far as validity of the bond ordinance or county bond resolutior is
concerned, and any of the functions of the Division of Local Government
relating to supplemental debt statements could be performed fully as
well at any time prior to the sale of obligations as prior to the
final passage of the bond 6rd1nance or county bond resolution.

| The fundamental and only purpose, és far as validity of the
bond ordinance or county bond resolution is concerned, is to determine
whether the obligations can be issued within debt limitations, and
appf;se taxpayers of thejmunicipélity or county affected of the debt
situation so that they may appear at thg public hearing on the bond
ordinance or county bond resolution and protest agalnst passage, or,

together with other taxpayers, file a petition for a referendum on the

bond ordinance or county bond resolution. A period of approximately
five weeks, including estoppel 20 day notice 1s requlired to make a

bond ordinance or county bond resolution effective, and substantial

-11-



amounts of public funds are expended in services and publications
and even perhaps for referenda. Under the present section all such
services or funds are wasted 1f by error, omission or even fallure
of mails, the supplemental debt statement 1s not received in Trenton
prior to final passage of fthe bond ordinance or county bond
resolution.

Since the same intended result can be obtained by requiring
filing of the supplemental debt statement in the Division of Local

Government prior to sale of obligatt*ans. such change should be made.

(2) Russell: R.S. L0:1-13. (LOA:1-7)

”onsid:r p:rmitting amendment of purposes of a prior bond
authorization even if after the municipality has subs
gone over its debt limit, 4 equently

Skillman:

Comment (1) should be considered. It might be well to add after
"Locel unit." at end of lst sentence, & new sentence "In any instance where
an amending resolution or ordinance makes any material change but does not
1ncreaae the amount of authorization authorized, or where any resolution or
ordinance is to be adopted pursuant to the provisions of R.S, ho:lA 56 of
this Chapter, & new supplementel debt statemgnt‘prepared in accordance with
thé form prescribed by the Board shall be £iled."

The comment relative to the filing or non-filing with the Director

-12-



cen be dismissed at this time. Violations are not numerous and the filing
of these sta.temahts prior to paésage of resolution or ordinance is, I
believe, important in the overall fiha.ncial picture of the State.

Comment (2) may need a further supplement to the amendment suggested
aﬁové,‘and is an appropriéte recommendation. Suggested addition -"Such
supplemental debt statement may be filed and any resolutioﬁ or ordinance
adopted even though the local unit may be over the debt limit at the time
of filing such statement."” (Shouid be checked to see if any other sections

need amendment).
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QOA:1~8. Limitalions or. county and municlipal

indebtedness., Source. it.S. j0s1-1l; LO:i-15. No substan-

tive change.

(1) Trimole: K.S. jj0:l-1l; JOorl-15. (4OA:1-8)

It will obviously be advisable
to change the limitations on the permitted debt limitations of both
municipalities and counties. However the legislative action on
evaluation oursuant to the Middletown Township decision of the Supreme
Court will probably have to be determined before an intelligent
determination can be made of the proper limitations of indebtecness
for counties and municipallties. The present limitation really would
be too high if and when reevaluation is made upon a true value basis
in many counties and munilcipallties.

(2) Russell: R.S. [j0sl-~1l; L0O:1-155 40:1-80. (LOA:1-0;
[L0A:1-59)

The debt limit generally, in view of equalization of assessed
values. Consider shifting base immediately to '"full value"

on Tax Department equalization factors for 1954, 1955 and 1956
and later years. If so or when equalization to full value

comes about, the 7% anrd 4% limits may be high. More importantly
the 6% and 8% figures for schools (§18:5-84) may be high, 1If

to be revised downwards, consider temporary relief provision

for municipalities (see 16 (i) below), also relieving municipal
debt limit from charge for excess school debts (like New York).

Further on general debt limit, consider repeal of special debt
limits within the limit (except where imposed by referendum),

such as $300,000 limit on county mosquito extermination,
limits on some hospital financing, fire departments, etc.

-1l -



Skillmen: R.S. LO:1-1l; LO:1-15; L0:1-80.
- (4LOA:1-8; LOA:1-59)

: Shifting from assessed values to equalized values
4& one of the bothersome subjects coming up as we have more and more municipalities
completing revaluation programs. There has been great pressure to use equalized
values for borrowing purposes and I fully concur in Mr. Russellts comment that the
7% and L% limits are too high; also the 6% and 8% figures for schools. My present
feeling is that a L% overall limit is about the best that can be arrived at with

2% for municipal and 2% for schools. I further concur in the suggestion that these
limits be separate - that is, the excess borrowing for schools shall not impair the

municipal borrowing power.
The comments are pertinent. If ACR 36 is finslly passed, it
o : , P
will be the duty of the Division to meke studies and recommendations to
the 1959 Session of the Legislature.
It would be in order to‘make a tabulatién or study of Sections

requiring change if equalized figures are written into the statute.
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J0A:1-9. Bond authorizations; statements, etc.

requisite. Source. R.S. 40:1-10. No change.

(1) Trimble: R.S. L40:1-10 (LOA:1-9)

Uncertainty exists under subsection (a)
of this section as to whether separate statements of estimated
maximum amounts to be raised from all sources, and estimated maximum
amounts of bonds to be issued, must be separately stated for each
improvement for which a separate period of usefulhess is provided
in Section 40:1-3,. Often street improvements conslst of paving,
curbs, sidewalks and storm sewers and one overall contract 1s let
for the improvement. In such cases engineers find 1t difficult to
breal down the estimate of costs, and it is not practicable to state
an estimated cost for each, and then have to amend the bond ordinance
or resolution to reallocate funds., Sufficient flexibility should
be permitted to comply with actual conditions encountered.

It is therefore suggested that ai the end of subsection (a)
an additional sentence be added reading substantlally-as follows:

"xx. Related improvements or properties may, in the dis-
cretion of the governing body of the municipality or county, be con-
sidered as one improvement or property for the purposes of this

subsection (a)."

[LO:1-3L (4OAs1-26) ]
16-



(2) Russell: R.S. 40:1-10. (L0A:1-9).

(2)

(b)

(c)

(d)

Oomit required showings of "estimated
maximum amounts"™ of "bonds" and "money
to be raised rrom all sources'. See
R.S. 40:1-11 (LOA:1-18) and R.S. os1-3L
(LCA31-26) below.

Consider letting law, R.S. 1j0:1-26 (LOA:1-29),
and public sale provisions substitute for this
clause.

Consider omitting provision of second sentence
for "average" assessment-installment life. Is
it ever practicable or used? Substitute the
shortest installment period.

Clarify if possible. Is there ever a case

where "gross debt" is not Iincreeased (except
possibly on simultaneous repeals)?

17~



j0A:1-10. Bond authorizations; additional

statements requisite. Source. K.S. ,0:1-16. No change.

(1) Trimble: R.S. [j0:1-16; 40:1-16.1. (LOA:1-10;
LOA:1-11)

The procedure for the
emergency borrowing power contained in subsection (d) of Section
40:1-16 under the formula contained in subsection 40:1-16.1 is en-
tirely too cumbersome and too complicated for use by public officials.
There are lnequilties and Inconsistencies in 1its operation and al-
though it has been amended several times to correct some of such
inequities and inconsistencies, 1t seems that a much clearer and
conclse method of permitting the issuance of obligations in excess of
the debt limitations could be included in the statute. It is suggested
that such a provision should be substantially as provided in the fol-

lowing paragraph:

A provision permitting any county or municipality to
issue in any year obligations in the amount of a specified percentage,
for example two thirds which 1s used in some States, of the amount
of obligations paid and retired during the preceding year. Such
emergency borrowlng power could become available $o any municipality
in any current year in which its percentage of debt exceeds the
debt limitation. The amount of the emergency borrowlng power which
would come into being at such time is readily computable and would
not require the time consumed in study and workling out the compli-

cated computations which are now required for the present provisions.

) ——
(LO:1-16,1 (LJOA:1-11) ] -10



The approval of the Local Government Board for incurring
of indebtedness in excess of debt limitations can, of course, be
obtained under the 1957 statute now contained in subsection (i) of
this section. This is a highly desirable provision and should be
retained, but provision for a limited amount of emergency borrowing
power should also be included. A substantial amount of time and
expense is necessary for applications to a state agency, and it is
therefore desirable for municipalities and countlies to have some
emergency borrowlng margin in reasonable amounts, and to require
approval of the Local Government Board for incurring of indebtedness
in larger amounts., This would eliminate much of the time and
expense of making applications for exceeding the debt limitationsv
in smali amounts and would afford a further protection by requiring
approval of the Local Government Board for any larger borrowing in

excess of debt limitations.

(2) Russell: R.S. j0:1-16; L0:1-16.1. (1,0A:1-10; [JOA:1-11)
Debt limit exceptions or exemptions.
(a) Is exception for judgments either wise or actually used?

(b) 1f note authorization becomes automatic result of a required

and bond authorization, these become unnecessary except for transit

(c) and provision for bonds for purposes covered by notes previously
issued or authorized under Prior Local Bond Law. In any event,
correct (c) as to funding of notes previously "authorized",
not just those "issued”.

(4) See comments heilow on K.S. J0:1-16.1 (LOA:1-11).



(e)

(g)

(1)

Repeal as probably dead letter, especiully on "full values".
Dangerous as allowing this, chronologically: 1% school +8%
municipal = 9% existing; + 2% new municipal =11%; plus 7% high
school, gets to a high 18% debt.

See comments below on 1.5. 40:1-78,79 (L0A:1-62 to LOA:1-67),

On State Health Board orders to exceed debt limit, add Local
Government Board review of at least the financing plan for the
excess amount., Also, consider whether, on an order, munici-
pality can proceed with only part of the project, not "every
part thereof”

In view of loss of municipal borrowing margin to the schools
and especially if special 16 (d) borrowing power be eliminated
or frozen (and unless school debt be no longer charged on the
municipal debt limit), insert new emergency clause authorizing
Local Government Board (at least for a temporary period) to
permit excess municipal debt in proper and defined cases.

R.S. 0:1-16 (LOA:1-10).

Has become very complicated, with its accumulation of figures
back to 1938. 1In any general simplification of debt limit,
consider (a) repeal thereof if emergency municipal borrowing
margin is given under proposed §16 (i) or if school load is
taken off the municipal debt 1limit or (b) upon transition, an
interim statement (like in 1935) preserving figure down té the
effective date and stopping further accumulation. 1In any event
revised to prevent deficits in the account by reason of year-ené
losing of special borrowing power properly used during the year,
R.S. L0:1-16 (L40A:1-10).

Skillman: R.S8. [0:1-16 (LOA:1-10).

(g). The Local Government Board for several years has recommended
that State Board of Health orders be subject to Board review, not with the idea of
attempting to tell the State Board of Health what to do, but to provide for a review
which might make it possible to break an order up into parts, thus not unduly
impairing the finances of the municipality.

Comments (1) relative to a modest ¢ nergency borrowing
running directly to municipalitics should be considered. [0:1-16 (d4)
(l40A$1-10) has become so complicated that the Commission should
call a confercnce oif 2 number ol bonding attorneys, local attornevs
snnd others and secek a worxable and less complex Ssetion 10,

Sectionsg 10 and 11 need further attention.
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[LoA:1-11., Computation of borrowing power,

Source. R.S. L0:1-16.1. WNo change.

See |;0A:1-10.

[,0A:1-12, Issuance of permanent obligations prior

to confirmation of assessments. Source. R.S. [j0:1-38. DNo

substantive change.

Russell: R.S. 40:1-38 to LO:1-l2. (LOA:1-12 to
[j0A:1-15; LOA:1-4)

Restudy these provisions as to bonds or notes for local
improvements (either the assessed or municipal shares)
carefully, still promoting prompt (and not delayed) bond
authorization or sale therefor but straightening out

(1) Provisio. for cases where municipal share is to be
percentage or other share of final costs, not a
dollars contribution stated in advance which may (if
costs underrun estimates) reduce amount expected to
be assessed. Allow (in 8§38) statement of municipal
gshare as either dollars or formula or combination
of both and limit bond life to the assessment-
installment life except as to (a) stated dollars
contribution or (b) formula (and any unassessed
added) share when ascertained by confirmation of
assessments. R.S. 0:1-38 (LL0A:1-12),

(2) Provisions as to financing when confirmed assessments
go delinquent. §39 seems to prevent bond issuance
against delinquent assessments. Offhand, this seems
just backward, preventing financing just when it is
most necessary to start regular budget amortization
of the debt and give time to enforce collection of
the assessment. The limitation of §42 on carrying
notes (which are unamortized) forward against delin-
quent assessments would be continued however, perhaps
with some short grace period permitted to give time
to fund or pay off by budget. R.S. [j0:1-39 (L02:1-13).
R.S. LO:1-L2 (LOA:1-l).

Pl -



(3) Whether 8§40 is necessary, since all bonds are general
obligations. R.S. L0:1-40 (L40A:1-1L).

4) provisions here (and in §34 and in §40:56-1 and
§40:65-1 et seq.) as to sidewalk authorization and
financing. Restore act (omitted apparently inadver-

tently in the 1937 Revision) allowing option to
puild sidewalks as (or as part of) a general or local
(benefit basis) improvement. R.Z. 1os1-3L (LLOA:1=-26).

Skillman: R.S. J0:1-30 to Lj0:1-L2.

JIOA L~
l10A:1-15; LOA:1-L). (Lonz1-12 to

. . The local improvement section should be restudied with thc
jdea of having a more reasonable procedure. All bonds, whether assessment or

otherwise, are general obligations, and I am wondering if th
e etabiad, s g e procedures could not



L,oA:1-13. Issuvance of permanent obligations after

confirmation of assessments. Source. R.S. 40:1-39. No sub-

stantive change.

See LOA31-12.

LoA:1-1l;., M"Assessment" to be used in local improve-

ment obligations. Source. R.S. L40:1-40. ©No substantive

change.

See LOA:1-12.

J0A:1-15. Local improvement bonds not to finance

assessed cost. Source. R.S. L0:1-41, No change.

See |(0A:1-12,

Skillman: The following comment applies to preced-
ing sections [j0A:1-12 to LOA:1-15, inc.

Thesé sections need review, not so much as to need
of revision, but rather as to whether they afe used to an

extent warranting retention.



LLoA:1-16. Special covenants authorized in bond

authorizations for certain purposes. Source. R.S. L0:1-90.
Substantive change made to include electrice? avstems and
parking systems.

(1) Trimble: R.S. J0:1-90. (Li07A:1-16)

The provisions of this section have
enhanced the marketability of general obligations issued for sewer
and water purposes with the additional pledge of revenues. It should
also be extended to electric systems as well as sewer and water
systems. There are a number of municipalities in the state with

profitable municipality owned electrile systems. Under present

statutes I know of no way for such municipalities to receive the
market benefit from a plédge of their electric revenues. This section
i1s permissive and not mandatory and there is no reason i1t should be
limited to water or sewer utilities. 1In fact I think it would be
advisable to change the language to read: "The construction of a
sewer, water, or electric system or systems or any dther revenue pro-
ducing enterprise or undertaking, the improvement, enlargement,
reconstruction or extension of any sewer, water or electric system,
or.any other revenue producing enterprise or facllity, or for the
acquisition or improvement, enlargement, reconstruction or extension
of a privately owned sewer, water or electric system, or any other
revenue producing enterprise or facility, or any two or more of

such purposes, xxx"



(2) Russell: R.S. [j0:1-50 (L40A:1-16).

Include or improve this special-covenant provision (as success-
fully used by Camden, Englewood, Clinton and some others) in the
Local Bond Law, possibly expanding it beyond water and sewer

systems to parking systems (see No. 78-79 above) or other self-

supporting projects. ; o }6:1.78, 79 (L0A:1-62 to LOA:1-67).

Skillman:

—.

Both comments (1) and (2) have been considered in the revision.
It mey be in order to add "or any other self-liquidating enterprise

or project.”

~25-



]J0A:1-17. Combined issues of obligations

authorized. Source. C. Lo:1-25.2. There has been & sub-

stantive change made. The revised section omlts requiring
the approval of the Director of the Divison of Local Govern-

ment for the combining of issues.

(1) Trimble: LO:l-25.2. (LLOA:1-17).

The last provision of this gsection
would appear to be illogilcal in that it provides that 1f two bond
i{gsues are combined into one l1ssue for purposes of sale no deduction
may be taken 1f any purpose of the combined issue is for a purpose
for which no deduction is to be made. This provision 1s contained
in Section 40:1-11 and 1s entirely proper at the time of the initial
authorization of bonds by a county bond resolution or ordinance. In
a combining resolution under Section 40:1-25.2, however, the exact
amount of bonds for each separate purpose authorized by separate
county bond resolutions or municipal bond ordinances are set out in
full and it is merely a matter of computation as to the purposes
for which the combined issue was made. There would therefore seem
to be no logical reason for denying to any municipality the deduction
for a self-liquidating or other deductible purpose if it should désire
to combine such an issue with a non-deductible purpose.,

Tn this connection provision requiring approval of the
Director of the Divislon of Local Government for Eombining one or
more lssues 1s unnecessary, as his only responsibility under the

present section 1s to certify as to the correctness of the computation

(4o:1-11 (LoA:1-18); L0o:1-25.2 (LLOA:1-17) ]
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of the average period of usefulness. Since the periods of usefulness
or average periods of usefulness will be set out in each of the county
bond resolutions or municipal bond ordinances which are being
combined, it is a simple matter of computation and the recuirement

of approval by the Director of Local Government would appecr to be

an unnecessary burden both upon the Director and the county or

municipal officlals.

(2) Russell: LO:1-2:.72. (40A:1-17)
Consider and provide for case where less than all of the bonds
are needed for a purpose "melded" into a combined issue. What

happens to the "average life". This also arises on a single
igsue authorized for plural purposes.

Skillman:

The suggestion in Comment (1) has been vritten into the Revision.

Comment (2) needs further study. Suggestions of bonding attorneys
should be sought.l Consider whetﬁer there is & need of change in law
to meet comment, or whather improved capital planning on the part of

municipalities might achieve the desired result.
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L0oA:1-18. Deductions allowable in combined

issues. Source., R.S. [j0:1-11. Substantive change omitting

reference Tto poor relief bonds.
Russell: R.S. Lh0:1-11. (L0A:1-18).

Add reforence po boor relief deductible bonds
(h@:l—?? (d) (jOA:1-61) unless poor relief bonds
paid and autborization thereof (i10:1-99 et seq.
(omitted) repealed. Clarify separate showing of
amounts for each purpose, orobably in L0:1-10 (a)

(LoAa:1-G).

Skillman:

Reference to poor relief bonds has been dropped.

If need theérefor arises at some future date amendments can be

provided, based on need at that time.

j0A:1-1G. Bond authorization constituting approp-

riation. Source. [t.8. [j0:1-60, No substantive change made

or recommended.
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},0A:1-20. Appropriations required in bond

authorizations. Source. R.S. ,0:1-12. No substantive

change.
(1) Trimble: R.S. 40:1-12. (4OA:1-20)

The requirement for down payment should
be liberalized in the following particulars:

(1) The requirement of subsection (a) that the down pay-
ment be contailned in a previously adopted budget under the capt.ion
"Down Payment Fund" or "Capital Improvement Fund" 1s not necessary
and a county or municlpallty should be permitted, if 1t has avallable
funds from any source which are subject to appropriation for the
down payment, to appropriate such funds and pass a bond ordinance or
county bond resolutlon. The present provision is unduly restrictive
as the underlylng purpose 1s simply to have a down payment of 5% of
the amount of obiigations 1gsued and as long as the county or
municipality has avadlable funds regardless of whether they have been

contained in the previous budget under a particular title does not

affect the purpose to be accomplished as long as the moneys avallable
can be appropriated 'at the time of adoption of the ordinance. The
present provisions of subsectlon (a) permit the use of inoneys avallable
and previously contributed in aid of the financing by persons or
corporations other than the municipality or county or a federal or
state agency. There 18 no logical reason to prohiblt a municipality

or county to use any surplus or other avallable funds as a down pay-

ment.



(2) This section is also unduly restrictive in that it
does not provide for any relief in the case of capital improvements
which for various reasons are authorized after the budget is adopted
and for which no down payment has been included. Present subsection
(b) takes care of the situation where federal or state funds are‘
received to aid any financing and there is no reason the same principle
should not be applied to situations where for some reason the
municipality does not have the down payment available in a previously
adopted budget. The provision in the present subsection (b), in
the case of federal and state grants, permits the adoption of the
ordinance nevertheless but such ‘ordinance must provide that there
shall be included in the next adopted budget of the municipality the
down payment of 5%. This would appear to accomplish the underlying
result desired and would prevent the down payment from being an |
obstacle to the undertaking of capital improvements. In other words
there is no particular logic in freezing entirely the right of a
municipality for the remainder of the year to adopt a bond ordinance

at all simply because the 5% down payment has not beeh previously

appropriated.

(2) Russell: R.S. }j0:1-12. (LOA:1-20)

Consider repezl of this down payment requirement, coincident
with new Budget Law provisions regularizing and governing
capital improvement fund operations and (perhaps) making it
partially a replacement fund and requiring some annual appro-
priation thereto and establishing capital budget or planning
procedures. Has it (except in a few cases) actually produced
capital planning or caused a growing proportion of capital
costs to be met on a "pay-as-you-go basis?
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Skillmen: R.S. Jo:1-12. (L0OA:1-20)

T concur in the statement that the down payment provision has
actually produced little capital planning but I would be very reluctant to see this
requirement repealed. T personally agree with the suggestion that the capital
improvement fund might be a replacement fund and some annual appropriation required
therefor. I am not sure, however, how this could be done without violating our
commonly accepted home rule principles. Basically, I think capital planning must
receive more attention, and it may be that the Local Government Board could establish
certain regulations with respect to the capital budget section of the Local Budget
Law and coordinate section 12 and the Local Budget Law.

This‘section should bé rewritteﬁ to‘permit a downwbaymént to be
financed by an emergency approﬁriation. While the ddwn paymgnt
provision has produced little capital plazixiing, it has made mu- -
nicipalities awvare of the fact that a bondable project entails
certain costs and has produced a limited smount of "pay-as-—you-go™

financing.
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LOAs1-21. Vote for adoption reguired. Source.

R.S. 1j0:1-9. No substantive change.
Russell: R.S. Lj0:1-9. (L0A:1-21)
Should two-thirds vote requirement be kept?

Reference to 2/3 vote is pertinesnt, but this requirement
should be retained. A governing body should be substantially
unenimous in en undertaking vhich may burden the tax levy for

future years.



AOA:1-22. Bond authorizations; approvel or

passage over veto. Source. R.S. }0:1-21, No substantive

change.

LLOA:1-23. Bond authorization; introducticn; first

reading; hearing; passage, etc., Source. R.S. hO:l—lB. No

substantive change.

JJ0A:1-2lj. Items included in costs, Source.

\

1.8. }0:1-55. There hass pecn & subhstantive change madae In
the last paragraph of this section along the lines suggestea

by Mr. Trimble. This permits the statement of only one total

N

amount for all of the items provided for in subsections “a’,
"pb" and "e". There has been no substantive change in paragraph

g As to paragraphs "b" and "c¢" of thls sectlon, no change

was made or recommended.

(1) Trimble: R.S. L0:1-55 (LoA:1-21)

The first paragraph of this section
should be revised to clearly permit the statement of‘only one total
amount for all of the items provided for in subsections (a), (b) and
(¢). It is very difficult to estimate with finallty the various

items to be capitalized and one lump sum should be permitted so that
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the necessity would not exist for amending the amounts for each

of the purposes where they are separately stated. While the view

is held by many attorneys that such a procedure 1s now authorized

a contrary view has been expressed and many municipalities state

the dollar amount of each of the purposes under (a), (b) and (c).

If the amounts stated should be over or under the actual amounts

necessary there is no way of using a surplus in one of the other

purposes for a deficit in the other purposes if separate statements

are made for each purpose, except by amendment of the ordinance or

county bond resolution, which requires approximately five weeks.

the first

for which

To eliminate any doubt in the matter it is suggested that
paragraph read substantially as follows:

"Tn determining the cost of an improvement or property
to be financed under this article, the following 1items
may be charged as a part of the cost and be financed under
this article by the issuance of obligations, but no

obligations shall be issued to finance such ltems unless

‘the total aggregate amount included under this sectlion

for clauses (a), (b) and(c) be separately stated in the
county bond resolution or municipal bond ordinance."
It 1s also suggested under subsection (a) that the period

interest may be capltalized should be extended to one

year from the date of completion of improvements. It 1s often dif-

ficult in

large improvements to estimate the exact date of completior
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and in the case of large water or sewer improvements, particularly
where rentals or revenues are to be charged, it is often advisable
to capitalize interest on such improvements for a period of one year
after completion. This is a rather universal standard under modern
public financing and in fact in the case of many revenue projects

interest 1s capitalized for a period of two years after completion.
(2) Russell: R.S. L0:l-55 (LOA:1-2L)

In interest of simplification, is this really necessary for
showing in ordinance? 1Isn't it a question of application of
proceeds and audit rather than ordinance provision. And, in any
event, clarify as to whether:

(2) Each of the three items should or should not be shown
separately.

(b) In plural-purpose ordinances, amount for each purpose
(especially as to engineering under (b)) should be

shown, also as to interest (under (a)) beyond year of
issuance of '"obligations".

Skillmen: R.S. L0:1-55. (L0A:1-2L)

vIt is important that this section be clarified. It is undoubtedly
necessary to retain a separate statement of the amounts made available for issuing
expenses, etc., but the language should be cleared up materially.

Both comments (1) and (2) need further study.
In the case of "interest during construction period" referred
to in comment (1) sub-section (&) might have a provisb‘to the effect
that "in the case of any self—liquidating rroject interest for an
additional 12 months from the close of the fiscal yeér or the 6 months
period previously referred to may be included in the cost prbvided the

engineer shall certify that the project will in his opinion, based on



the best estimates ‘available, be fully self-liquidating in the first
full calendar year of operation. Such statement shall be attached to
the.éupplemental debt statemeﬁt and shall be in the form prescribed by
the Board.

The reference to "plural purposes” under comment (2) needs study.
Qﬁestion,as to extent to’'which plural purposes ordinances are used or

needed.
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l,0A:1-25. Minimum period reguisite. Source.

R.S. L40:1-35. No change made or recommended.

J0A31-26., Periods of usefulness of purposes.

Source. 40:1-34. No substantive change.

(1) Trimble: R.S. L0:1-3l. (40A:1-26)

This Section does not nced any substantial
changes but the followlng suggestions are made in connectlon w'.oh the
periods of usefulness.

(a) Airport improvements should have a longer pericd of
usefulness than ten years. Many of such improvements are substantial
and at least a twenty year period is suggested.

(b) Ambulances should have at least a ten year period.

(d) (2 and 3) It is suggested that the periods of useful-
ness for non-fireproof and frame construction are too low and should
be thirty and twenty years respectively.

(d) (5) This provides for a perlod of usefulness in the
case of acQuisition of exlisting structures not greatér than one-half
of the period defined above for the type of constrﬁction of the build-~
ings to be acquired but does not contain any date from which the
computation is to be made. It 1s expressly provided that in the case
of new construction of buildings the period of usefulness shall be

computed from the date of the bonds. Either in the first paragraph
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of (d) the words "or acquisition of existing strucfures” after the
words "new construction", or in (5) of (d) the words "to be computed
from the date of the bonds", should be inserted as the matter 1 now
subject to serious doubt as to whether the computation should ve madc
from the date of the original construction of the eulsting structure
or from the time of acquicition of the existing structure or rron

the date of the bonds issued to acquire the existing structure.

It 1s also suggested that an addltioncl
period of usefulness be added to thils sectlon for the financing of
preliminary engineering plans and other preliminary expenses [or
a capltal project, such as water and sewer projects. Such & pro-
vision 1s contained in the statutes of other states. Since the
New Jersey statute provides that no bonds shall be issuced huving o
period of usefulness of less than five years such minimum period of
usefulness could be provided for such purpose.

In many instances in the past municlpalitice and countics
in New Jersey desired to explore the feasibility of & capital project
and considerable expense was necessary for the preliminary enginecr-
ing and preparation of plans. Such expense was in many cuscs too
large to be placed In the current budget. It may be that alter &
full engineering survey the county or munlcipality will decide not
to proceed with the improvement. Under the present laws the only

way to finance preliminary engineering and other expenses 15 to
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authorize the complete project at a time when the actual cost of the
project has not been established with any reasonable degree of ac-
curacy. This is not a very satisfactory method of procedure for

the estimate required to be recited by the Local Bond Law 1s then
merely a guess and not based on any competent data.

Such a.provision would also ald in some Federal programs
where the possibility of obtaining Federal aid has not been determined
at the inception and cannot be intelligently determined by the govern4
ing body until it has a proper cost estimate based upon engineering

and other technical data.

Such a provision could be very helpful and I see no

practicable or reasonable objection to it.

(2) Russell: R.S. L,0:1-3k. (4LOA:1-26)

As to tihrese periods of usefulness for improvements, restudy
very carefully (especially with engineering advice) and try
_ particularly to clarify or simplify as to:

(1) What 1is the"purpose" involved? Generally, §34 seems to
refer to a physical thing or betterment which the munici-
pality will build or acquire and own and operate. But

what about cases where appropriation is to assist another
body - as in certain State or county projects or, even

more difficult, urban renewal or slum-clearance projects
of housing or development agencies where no final public
ownership results at all, Perhaps give simplified set of
lives for such projects or carry them over to the catch-
all clauses of (aa) and (bb). Maybe poor relief should
also go in -~ but see §7 in general.

R.S. Lo:1-3l (LOA:1-26); t.s. [0:1-7 (LOA:1-3).



(2) Whether and how land providéﬁ~§or a given short-life
improvement in a single authoriztion can take the 40-year
factor for figuring the single bond issue life.

(3) VWhether inclusion of some equipment in an authorization
for a long-life purpose like a water (y) or sewer (8)
system cuts down the 40-year life given forthe systen,
and whether extensive additional equipment for such a
system (like an additional treatment plant unit) takes the
40-year life of the system or only the 15-year life (1) of

n"additional equipment or machinery" or the life of the
(new) building housing it. Similarly, what is the situa-
tion when a sewer or water system authorization (40 years)
includes provision for house connections (5 years under

(0))?

(4) Possible bonding of plans for an improvenment, separately
* from and before final authorization of the improvement
itself. Presumably a rather short life would be stated,
but power to pick up the item in a final (longer-lifed)
authorization for the improvement itself should probably
be reserved. Cf. §55 and note this relates to 8 and No.
34 (1) above. R.3. [0:1-55 (LoA:1-2); LO:1-8 (LOA:1-L);
[i0:1-3L (LCA:1-26).

(5) possible bonding of tax map, and property revaluation and
equalization costs in excess of some stated percentage
minimum, perhaps also land-use planning costs. This also
relates to No. 34 (1) above.

(6) A separate life prescribed for a vehicle parking system,
as mentioned under 8,0:1-78 et seq. (LOA:1-62) below.

7) Bonding of vehicles generally, with the present peculiar
provisions of (b) for ambulances 5 years, (i) equipment
and machinery 15 years, (j) fire engines 10 years, (v) street
cleaning or snow removal machines or trucks 5 years, and
' (x) other vehicles, even heavy trucks or garbage removal
trucks or extensive police-car fleets, no life. Consider
fixing a flat 10 years for any or 2ll vehicles, with re-
sulting perpetual budget requirement of annual appropria-
tion of 10% of all bonds so issued toward a dedicated "vehicle
replacement reserve', ‘

(8) The lives prescribed for streets or roads under (w). The
amendment made in the 1950s to this clause are very con-
fusing, seem to stop all bonding for any unpaved or lightly
treated road, and seen unnecessarily detailed. With aid
of State Highway Department, consider simplification to
three classes - of 5, 10 and 20 years applicable perhaps
to "pavements'" rather than "streets'" so as to pick up
parking lots, municipal driveways, etc.
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(9) Whether (z) has become a dead letter? In this connection
see comment in §78 et seq. below regarding water improve-
ments. H.5. 40:1-78 (LOA:1-62).

Skillmen: R.S. L0:1-3l. (L4OA:1-26).
. This needs a very careful study, both as to the life of the
bonds and the language used in the section.

_ (5). Based on Chapter L8, P. L. 1956, I see no reason for
considering the bonding of tax map or revaluation costs. Experience to date has
indicated that a five year life permitted by the 1956 law is adequate.

(7). I concur that this needs review as certain items which it
would seem could properly be capitalized now have tno life."

This section needs careful rcvieﬁ. Engineering advice should be

available in comnection with the life of certain projects. Comment. (1)
should be further studied, porticularly the reference to preliminary

expense. Comument (2) also indicates the need of conference and study.
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l,0A:1-27. Conclusiveness of determinations of

periods of usefulness. Source. R.S. h0:1-36. No substantive

change.

Russell: R.S. L0:1-36. (LOA:1-27)

Ciarify language as to what the voted determination is
wconclusive" of.

Skillman:

Coneur in comment rélative to "conclusive of." GQuestion to be
answered is vhet might happen if the local unit decided that an
improper purpose was bondeble and supported their decision by

appropriate resolutions, etc.
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1J0A:1-28. Determination of maturities and

maturities required. Source. R.S. [0:1-25; C. L0:1-25.1.

These two source sections have been conbined into one
section. Subsection "d" has been omitted but no other

substantive change has been made.

(1) Trimble: R.S. L0:1-25; L40:1-25.1. (LOA:1-28).

The limitation on maturities of most
bonds issued under the Local Bond Law 4s contained in subsection (b)
of section 40:1-25 is too restrictive. This provides that no
subsequent annual maturity can exceed by more than 50% the amount
of any earlier maturity. Thls is too‘stringent and often prevents
municipal financial officials from scheduling maturities of new
issues to conform to an orderly retirement schedule with presently
outstanding debt. Many municipalities still have a large number of
funding or refunding bonds maturlng durihg the next few years and
many have heavy maturitles in the next ten or fifteen years. It 1s
not economically sound to vest so little discretion in financlal
officers in fitting the maturlities of a new issue into the entire
debt retirement schedule. A municipallty with heavy maturitlies for
outstanding debt for the next ten or fifteen or even twenty years
should be permitted, at least in the case of improvements with a
iong period of usefulness, to schedule heavier maturities in the

later years than the present provisions of the law allow for purposes

(40:1-P5 (LOA:1-20) ]

-b3-



of the orderly overall debt schedule. This is an important matter,
as one of the contributing factors to the temporary defaults and
need for refunding in the 1930's in New Jersey was the piling up of
heavy maturities in earlier years.

It is true that the Local Government Board can, under
Section 40:1-25.1 approve maturities not conforming to the provisions
of Section 40:1-25. However, I think the burden of work on the Local
Government Board and also on the county and municipal officials and
expense and time consumed in making applications for variations whilch
are not too material should be avoided. It is suggested that sub-
section (b) be changed to provide that no annual installment shall
exceed more than twice the amount of the smallest prior installment.
This, in most cases, would glve ample room for reasonable discretion

in local financial officials and the schedullng of a proper over:ill

debt picture at the time of the sale of new issues, wlthout thé
necessity of making application to the Local Government Board for
changes. The present provisions of Section 40:1-25.1 are still im-
portént and would reserve for the Local Government Board's consider-
ation any unusual maturities required which would exceed the 200%
rule. In other words, the suggestion is to liberalize the present

1504 rule to a 200% rule.

[h0:1-75, h0ri-25.0 (L0AL-20) ]

-
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(d)

(2) Russell: R.S. 40:1-25; L0:1-25.1 (LoA:1-28).

As to maturity limitations, consider whether one
authorized lssue can be broken up into several
separate seriss for sule and issuence purgoses.
(see L0O:1-3L (LOA:1-26) and Lo:1-43 to LO:1-53
(j0A:1-39 to 1,0A:1-L9) below) and alsc

Is the exception for self-liquidating projects necessary except
for entirely new projects?

Has this become a dead letter?
Consider simplifying and making clearer standards for this

maturity relief provision. Perhaps prohibit extension of
average bond life.

Skillman:

Sub-section (d) of original 25 omitted. Increase referred to
in Comment lb(double the amount) should be considered by Commission.
If last part of Comment 2 (prohibit extension of average bond life)
based on existiné 1life and maturities 1s used as a basis of adjustins
maturities the 100% increase might be reasonable--without Board aprroval--
but not without study.

Note that revisién inserted provision that "in no case sholl average

"e'. This is a substential

life exceed average. life as fixed in sub-section
change and is a protective feature. The section should be reviewed beloie

further revision.



J0A:1-29. Interest rates; statement in notice of

sale. Source. R.S. j0:1-26. No change.

(1) Trimble: R.S. L0:1-26. (L0A:1-29)

This Section permits bonds of different
maturities to bear different rates of interest but provides that if
offered at public sale the notice of sale shall state the definite
rates of interes: which the respective maturities shall bear. This
is not a workable provision as the customary practice in the sale of
New Jersey bonds, and nearly all other municipal bonds, is to require
bidders'to specify the rate or rates of interest. It is almost im-
possible for countles or municipalities to guess or estimate the
definite rates of interest which respective maturities would or
should bear. It is in many cases highly advantageous for tax pur?
poses and other reasons to permlit bldders to name more than one rate
of interest for an issue of bonds, with usually the requirement that
all the bonds of any one maturity have the same rate.of 1nterest.
The language of the section to accomplish such purpose could be
changed to read substantially as follows: '"but if offered at public
sale the notice of sale shall state the definlte rates of interest,
or require bidders to specify the .definite rates of interest, which
the respective maturities shall bear.” If this change 1s not made
then the last sentence of Section 40:1-26 in 1ts presént form 1s

meaningless.

(40:1-26 (L0A:1-29) ]
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(2) Russell: R.S. [j0:1-26. (L0A:1-29).

See comment on bond sale and interest rates under

40:1-46 (LOA:1-L2) below.

J0A:1-30. Obligetions; where psyable. Source

R.S. L0:1-28. No substantive change made or recommended.

JOA:1-31, Obligations; form; registration;

redemption, etc. Source. K.S8. L0:1-29. No substantive

change in first paragraph. In the third paragraph, language
of Chapter 10, Laws of 1957, is added upon recommendation of
Russell.

Russell: R.S. LO:1-29. (L0A:1-31).

Law (except as to refunding bonds under LO:1-65

(4LOA:1-79) 1s silent on redeemability of bonds.

Consider suthorizing redemption privilege at

premiums.

Skillmaen: The following comment applies to preced-
ing sections [j04:1-29 to LOA:1-31, inc.

Sections need reétudy as to language and Comment 1.
Callable feature in Comment 2 taken care of in present statute--

carried into revision.



,0A:1-32. Publication of bond authorization;

form. Source. R.S. 40:1-19. No substantive change made

or recommended.
Skillman:

The draft should be changed to 20 days as referred
to in Section [j0A:1-35. The 10-day provision referred to in
Comment 2 (Chepter L49) refers to a 10-day period, but this
10-day period 1s hot inconsistent with the 20-day effective
period in Section [j0A:1-3L.

To change Section LJ0A:1-32 to a lo—day period

would give 1ittie chance for protest.

1,8~



hOA:l~33. rublication; how made. Source. R.S.

,c:1-20. No change made or recommended.

nA:1-3L. Taking effect of bond authorization.

Source. R.S. 10:1-22; L0:1-23. DNo substantive change.

Sections 1;0:1-22 and j0:1-23 have been combined.

(1) Trimble: R.S. L0:1-22. (L0OA:1-3L)

This section\should be changed to read
substantially as follows:
| "Ordinances authorizing bonds to fund notes or temporary
bonds, or bonds to be issued pursuant to a lawful order of the

Department of Health of the State of New Jersey, shall not be subject

to referendum under the provisions of this article or any other
law or laws whatsoever."

Often municipalities are required to make improvements
affecting the public health and welfare by crder of the State Depart-
ment of Health pursuant to statutory authority. It 1s inconsistent
wlth such orders and the statutes which authorize them to have such

ordinances subject to any referendum.

-L9-



The present statutes are not clear on this point, and a
contention has been made in litigation that a municipal bond ordinance
authorizing‘sewer bonds pursuant to an order of the State Department
of Health was subject to the permissive referendum on petition pro-
vided for in section 4O:49-7 of the Revised Statutes. Such contention
was overruled by the trial court, but such ruling was not appealed,
and it is not believed that there is any decision of the Supreme
Court of New Jersey on such question. The change suggested above

in this section would eliminate any doubt in the matter.

Trimble: R.S. Lj0:1-23. (LoA:1-3L)

This Section provides that all county
bond resolutions or municipal bond ordinances shall take effect
twenty days after the first publlcation thereof after final passage.
"The section does not take into account the fact that under Sectlon
40:49-7 a permissive referendum can be called by the requisite
number of voters on the adoption or rejection of the resolution or

ordinance as was expressly held in the case of French vs Ocean City

54 Atl 2d 196. There should be added after the present language a

provision to be worded substantially as follows:

"yxx, unless a petition shall have been legally filed for
a referendum on such resolution or ordinance in which event such
bond resolution or bond ordinance shall take effect only upon ap-
proval thereof at such referendum or the dismissal or withdrawal of

the petition for such permissive referendum. "



Russell: R.S. L0:1-22; L0:1-23. (LoA:1-3L)

Omit as dead letter, especially if bond authorization becomes
prerequisite to note issuance. :

Consider whether this should be made 10 days to fit with chapter
49 provisions, especially as to ordinances which so frequently
also authorize the improvement. o I

Skillman:
Commigsion and Legislature should consider Comment 1 re
referendum. Question as to vhether legal voters should be denied
the right to protest. If referendum rejects proposal the State .

has recourse to ths2 courts.

J0A:1-35. Presumptioh as to bond authorizaticns

efter publication after final passage. Source. R.S. L0:1-87.

- No substantive change.

Russell: R.S. L0:1-86 to [j0:1-88 (LOA:1-86; LOA:1-35;
— L0A:1-87) | ‘

Restudy these estoppes)l and validation sections as against
the Model Bond Law and New York provisions. g (say)
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MOA:1-36. Minimum price for obligations. Source.

_R.S. }}j0:1-27. There has been a substantive change to provide

for an exception in the case of provisions of R.S. Los1-72.
(1) Trimble: R.S. 40:1-27. (L40A:1-36)

Thils section is inconsistent with the
provisions of Section 40:1-72. It is also to be noted that many
states permit the sale of obligatlons below par and this is actually
the most advantageéus method for the sale of municipal bonds as the
permitting of a small discount enables bond dealers to offer the
bonds at par and take their profit from the discount rather than
being required tc pay par and obtain their profit from a premium’
which increases sales resistance. This, of course, 1s a matter of
policy. There would not appear to be much loglic or reason for per-

mitting discount sales of some types of bonds and not of others.
[Lo:1=72 (LOA:1-85)]

Skillman:

Coimant 1 re sale of discount bonds should Le thie subject of
further study. Tt is o very importont chonpge and reverses a
policy of lows stonding in the case of general. (but not refunding)
] . it Rl

ovlipations.

-50-



t0A:1-37. Bonds; private seales of small issues.

Source. R.S. 40:1-31. There has been a substantive change
in this section which raises the limit on private sales from
410,000 to £20,000. This was a change recommended by Mr.
Skillman who iﬁdicates that at present day costs the cost

situation on & £10,000 public sale would be excessive,

MOA:1-38. Notes; private sales; when authorized;

reports of. Source. R.S. L0:1-32. No change.

Russell: R.S. Lj0:1-32. (LOA:1-33)

Clarify what is meant by the "specific notes" which an officer
may be given power to sell. Probably should mean the notes of
a specific authorization, not notes described by reference to
all of their terms.



JJ0A:1-39. Bonds; public sales; when requisite;

advertisement, etc. Source. R.S. MO:l—h3. Substantive

change on the limit from $10,000 to $20,000.

(1) Trimble: R.S. L40:1-43. (40A:1-39)

It is suggested that the provision for
publication of notice of sale should be permissive and not mandatory
in the case of the local publication. Practlically all public sales
of bonds are advertised in The Bond Buyer and actually the local
publication has véry little effect on the sale of the obligations.
While there is no objection to such publication it should not be
mandatory particularly since so many small municipalities have weekly
publications. |

The amount of bonds which may be sold at private sale
should be increased from the present permissible amount of authorized
issue of $l0,000 or less. Consliderable expense 1ls involved in a
public sale of securities and in view of the larger amounts of bond
issues at the present time due to thé general increase in costs
since 1937, 1t 1s suggested that the amount of $10,000 be increased
to at least $20,000 or perhaps $25,000. |



(2) Russell: R.S. L0:1-43 to L0:1-53. (4OA:1-39 to
— JJ0A:1-L9).

Restudy these bond sale provisions as to

(1) Allowing optionally sale (at least of issues or com-
bined issues of substantial size) on basis of different
interest rates (per maturity) named by the bidder

-and lowest interest cost (substantially as per '

Section L0:1-l6 (L10A:1-];2) (b) and New York method).
In such case, [0:1-47 (LOA:1-l3) cannot apply, and

see and revise second sentence of L0:1-26 (L;0A:1-29)
(as above).

(2) Regarding Section L0:1-51 (l0A:1-l47), possibility of
different dates for various series of one issue, and
censequent moving backward of the unsold maturities. See
Section 40:1-25 (j0A:1-28) above.

Skiliman:
The change from 10,000 to 20,000 is believed
to be a reasonable change. The special class of notes referred

to in Section LOA:1-6 will also meet some of Comment 1 re

expense of public sale, etc.



[{0A:1-40. Bonds; nctices of sale; description

of issues. Source. R.S. L0:1-i4L. No change.

See L,0A:1-39, (Russell)

J,0A:1-41. Bonds; notices of sale; statement as to

bidders. Source. R.S. 40:1-[5. No change.

See JOA:1-3%. (Russell)

hOA:l—AE. Bondsy notices of sale; statements as

to multiple issues. Source. R.S. J0:1-li6.  Substantive

change made. This change incorporates Mr. Trimble's suggestion
as to the method of computation of net interest costs.

(1) Trimble: R.S. LO:1-l6. (Lj0A:1-L2).

| Thls section should be changed as to

the method of computation of net interest cost in subsection (b).
This subsection has seldom been used in sales of New Jersey bonds
because of the difficulty of making the interest cost computation
required. A simple method would simply be to leave the first complete
sentence of the section as is and by changlng the laét sentence to
provide substantlally as follows:

"Such net interest cost shall be computed, as to each
bid, by adding to the total amount of interest to be paid
by the issuer to the maturity of such bonds, and deducting
therefrom the amount of the premium bid." |

Under this method of bidding there would be no necessity for any



1imitation of premium and the interest cost computation would be a
simple one to make. Since the lowest aggregate amount of interest

to maturity after deduction of premium, 1f any, would control the

award, the most favorable interest rate in nearly all cases would

have to be accepted, and the danger of an unusually large cash

premium would be negligible.
See 14j0A:1-39. (Russell)
Skillman:

The substance of Covment 1 has been incorporated in the
revision. The premium bid of not morz than $1,000 has been

accepted for so long that any change would not be well received.

,oA:1-L3. Bonds, bids; price and denominations.

Source. R.S. L0:1-l47. No changs.
See LL0OA:1-39. (Russell)

L4JoA:1-L)l;. Bonds; notice of sale; deposit required.
Source. R.S. L0:1-48. ©No change.
See LJ0A:1-39. (Russell)

uOA:l-MS. Bondé; proposals; opening and announce-

ment of bids. Source. R.S. L40:1-49. No change.

See L10A:1-39., (Russell)

lj0A:1-6. Bonds; rejection of bids. Source. R.S.

j0:1~50. No change.

See 1j0A:1-39. (Russell)
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l,0A:1-L7. Bonds; sale at one time or in install-

ments. Source. R.8. [0:1-51. Mo change.

See 1j0A:1-39. (Russell)

J0A:1-148. Bonds; private sale authorized when

no bids received; conditions. Source. L.S. J0:1-52. No

change.
(1) Trimble: R.S. LO:1-32. (LLoA:1-48)

It would be advisable to also permit‘
private sales of bonds after an advertised sale in which all bids
are rejected. The present provision only permits private sales 1f
‘no legally acceptable bild is received. In view of the expense and
time involved in a public sale, it would seem illogical to permit
a private sale up to the maximum rate of interest (which is often
six per centum per annum) where no bids are recelived at all, but
to deny the right to make a private sale at a more advantageous price
than the best price recelved at a publically advertised sale at’
which all bids are rejected. This could be accomplished by changing
clause (a) to read substantlally as follows: |

"xx (a) sald bonds shall not bear interest at a rate

which is higher than the rate or maximum rate specified in the notice
of sale, nor contain substantially different provisions from those
specified in sald notice, 1in case no legally accepted bid is re-
ceived, or shall be on terms more advantageous to the issuer than
the best bld received at the advertised sale where all bids were

rejected, xx".

Sece Lj0A:1-39. (Russell)
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Skillman:

Comment 1 needs further study. Clause (A) if amended as
referred to in Comment 1 would be reasoﬁable—;but reaction of

- financial houées should ?g sought.

,OoA:1-}49. Obligations; private sale to certain

funds suthorized. Source. R.S. L0:1-53. No substantive

change.

(1) Trimble: R.S. L0:l-53. ()40A:1-L9)

| | This provision should be revised to
permlit purchase without advertisement by a coterminus school district
or municipality, as the case may be, of obligations’of the other if
either has surplus or‘other funds subject to investment and desires

to purchase obligations of the other at private sale.

See L0A:1-39. (Russell)

Skiliman:

Question wisdom of Comment 1 -- should municipality
or school district have blanket authority to use surplus funds

to buy bonds. If surplus funds available, use same to reduce

issue.



[;J0A:1-50. Execution of obligations; coupons.

Source. R.S. j0:1-30. There has been a substantive change
made to permit execution by one manual signature with pro-

vigions for an imprinted sezl, if desired.

(1) Trimble: R.S. 10:1-30. (}40A:1-50)

It would appear advisable to amend this
section to permit execution with facsimile signatures of county and
municipal obligations with the requirement that at least one signature
on the face of the bonds be a manual signature. This is the increas-
ing tendency for the execution of public obligations, as it saves
valuable time of public officials, and eliminates delay and expense
in delivery of obligations after sale, Many of the recent statutes
also provide that the seal may be reproduced or imprinted on the bonds
as well as affixed and this also 1s a time and expense saving method.
The practice has been used extensively recently in ithe case of larger
issues and it would seem desirable to provide discretionary authority

to execute obligations and coupons in such manner.

=

(2) ssell: R.S. j0:1-30. (LOA:1-50)

Permit use of facsimile signatures in executing bonds by all
but the clerk attesting the bonds and affixing seal.
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lj0A:1-51. Delivery; change of officers or seals.

Source. K.S. hO:l—SA. There has been a substantive change
in the language of this section to provide for the situation
of the death of the signing officer before the final signature

or seal is affixed to the instrument.

Russell: R:S. LOo:1-5L. (LOA:1-51)

Consider case of execution by some of the named officers,
followed by death or term expiration regarding one of them
before addition of final signgtures or seal.

Ji0A:1-52. Details of conversions prescribed.

Source. R.S. j0:1-57. No substantive change made or

recommended.

|
J02:1-53. Power and obligation for payment in

general., Source. R.S. §j0:1-33. No substantive change.

Russell: R.S. [j0:1-33. (40A:1-53)

Continue this general-obligation security clause for bonds,
avoiding contractual provisions for special tax for each issue
with resulting questions (perhaps constitutional) as to security
position of State, county or school district bonds, functioning
of cash basis budget laws, also of security provided by
Municipal Finance Commission laws.
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J0A:1-5l. Contracts to be financed by obligations;

when to be made. Source. R.S. [0:1-59., There has been a

substantive change in the language of tris section to delete
thet part of the section limiting the making of the contract
until 20 days after the filing of the supplemental debt state-

ment with the director.

Russell: R.S. 40:1-59. (L4OA:1-5l)

Query whether this is necessary, in view of prohibitions on
expenditures without appropriation. In any event, reference

to supplemental debt statement seems unnecessary; see [10:1-13
(LLOA:1-7).
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JOA:1-55. Prohibited contracts. Source. R.S.

j0:1-58. No change.

Trimble: R.S. 40:1-58. (LOA:1-55)

This section needs clarification as
to the power of a county or municipality to obtain qualified financial
services 1n the preparation of a bldding brochure, as it can be
interpreted to prevent contracts for such services.

The preparation of a properly prepared brochure or bidding
prospectus, which not only includes the notice of sale and the
bidding form but also financial data as to tax collections, assessed
vaiuations and general economic information concerning the issuer
1s of incalculable value in the sale of public obligations. Such
brochure is also exceedlngly helpful to rating agencies suchLas
Moody's Investors Service, Standard and Poor Co., and other rating
services; in fact it is universally recognized that the one most
important price factor in public obligations is the rating they
recelve from recognized rating agencies. Consequently it is always
greatly to the advantage of the issuing body to obtain the best
qualified expert services 1n‘the preparation of such brochure or
bidding circular particularly in the case of large issues. With
the great volume of bonds belng offered for sale today, and which

will probably continue to be offered for a number of years, buyers



have so0 much selection that they are not inclined as in past days
to spend time in investigating the economic conditions and other
factors affecting the financial rating or value of a particular
secufity and the best prices in the market are obtained by those
public issuvers who do go to the expense and trouble of preparing a
very complete brochure or bidding circular, with all available in-
formation which will affect the financial standing of the 1ssuer
and the value of its securities.

Under these conditions i1t 1s well recognized that an
issuer should benentitled to retain competent experts to prepare
or asslst in preparing such circular. In many cases the registered

municipal auditor or financial officials are fully competent to

prepare the brochure. In many cases, however, the services of a
municipal bond dealer or municipal consultant are desirable and
necessary. There is doubt, however, under subsections (a) and (d)
as to whether any agreements can be legally entered into for such
financilal services, and there 1s also doubt, if the issuer desires
to employ a municipal bond dealer to perform such services as to
whether such dealer can then legally bid at a publié sale of such
securlties. There cannot be the slightest legal or moral objection
to pefmitting a dealer, 1f the lssuer desires to retain a competent
municipal dealer to assist in the preparation of the bidding clrcular,
to bid for such obligations as long as the sale 1s a properly ad-
vertlised public sale at which any other firm or person can purchase

the obligations.
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The highest court of one state has already held that a
county may employ a municibal bond dealer as a filscal agent to assist
i1t in the sale of its obligations for a reasonable fee, and still
pid for the obligations at a properly advertised public sale,
although the séme court in a previous case held that a fiscal agent
so employed could not purchase such obligatlons at private sale
without advertisement.

It is submitted that the court decision referred to above
is sound and shou;d be adopted in the best interests of the counties
and municipalities of New Jersey. The underlying and paramount
purpose of all statutes requiring public bidding 1s to obtain the
pest possible price and interest rate for the securities to bz sold
by the public issuer. If the employment of financilal expert
services are advisable, and if a municipal dealer 1is employed either

as a fiscal agent or on a contract basls to perform such services,
and 1s still willing to.offer a better price and lInterest rate for
the obligations than any other firm or person at a properly
advertised public sale, then only the public issuer.of the obligatlons

1s penalized if such municipal dealer, either as fiscal agent or

in performing financial services under contract, 1ls not permltted
to bid at the public sale of such obligatlons.

The policy of the statutes should not be framed so as to
hinder public bodles in obtaining the best price and interest rate,

but should on the contrary, assist in the fulfillment of such
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purpose. It 1is therefore suggested that the provisions of this
section be revised to accomplish such a result, or if the retention
of.the present provisions is qonsidered desirable, then a new provi-
sion should be added at the end of the present section reading
substantially as follows:
"rhe provisions of this section shall not be deemed
to prohibit a county or municipality from employing
for reasonable compensation, either as a fiscal agent
or under a contract for financlal services, a municipal
bond dealer, municipal auditor or other financilal
expert in connectién with the sale of bonds or notes,
including the preparation of a bidding brochure or
prospectus; and any municipal bond dealer, municipal
consultant or other financial expert so employed by
any county or municipality, elther as a fiscal agent or
under a contract for financial services for the sale of
any bonds or notes shall be authorized to purchase such
bonds or notes at a properly advertised public sale

thereof."

Skillman:

Mr. Trimble!s comment is important. There have been cases where
the statistical staff of a bond firm has prepared a prospectus and then
found that their firm could not bid on the bonds, either as principal or

part of a syndicate.
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I would sﬁggest that the last clause of Mr.Trimble!s suggested
proviso be changed to read as follows: '
tand any municipal bond dealer, municipal consultant
or other financial expert so employed by any county or
municipality, either as a fiscal agent or under a contract
for financial services for the sale of any bonds or notes
shall not be barred from bidding on such bonds or notes at

'

a properly advertised public sale theréof."

The following comment applies to preceding sections

J0A:1-50 to LOA:1-55, inc.

The changes here have met the suggestions received

and are reasonable and proper.
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10A:1-56. Application of proceeds reguleted.

Source. R.S. 1j0:1-85. There has been a substantive change
ih this section to include Mr. Trimble's suggestion that
surplus be used for any purpose under the act regardless of
the period of usefﬁlness of the initial bond so long as the

use of the surplus 1s approved by the board.
(1) Trimble: R.S. 10:1-85. (L0OA:1-56).

This.section should be broadened by
eliminating the provision that sﬁrplus funds from one bond ordinance
can only be appropriated for a purpose or purposes with the same or
a longer period of usefulness. While this might be a proper provision

from a theoretical standpoint, as a practicable matter it has worked

a hardship. Surpluses do often occur in relatively small amounts,

and are often needed for other capital improvements. There can be

no serious harm in permitting the appropriation\of small surpluses
for any capital ilmprovement regardless of period of‘usefulness. There
have been cases where municipalities or counties because of this
provision were unable to use an unexpended surplus from a previous
bond ordinance or county bond resolution, hut were required to
éuthorize new bonds in a small amount. For instance under the

present statute if a small surplus existed which waé for an authofized

period of usefulness of twenty years and the municipality necded



a small amount for an improvement with a period of usefulness of
fifteen yéars, it would be required to transfer the money to a sink-
ing fund for the retirement of debt and would be precluded from using
the surplus for the purpose with a fifteen_year period. The only

way the matter could be of any harmful use would be in the case of

a deliberate overestimate of cost for one bond ordinance and this

is a very unlikely occurrencé. If it is felt, however, that the

matter might be abused, such as using a surplus of bond proceeds

from a forty year period for a five year period, then this possibility

could be eliminated by requiring approval of the Local Government

Board to the use of surplus proceeds fbr any period with a shorter

period of use than the period for which the obligations were

authorized. Such a provision would in many cases save substantial
amounts which would be required for the passage of another bond
ordinance or county bond resolution, and sale of obligations for
small amounts. | |

(2) Russell: * R.S. L0:1-85. (40A:1-56).
.Restudy this proceeds application section as to

(1) Point raised under L0:1-55 (L0A:1-2l1) above,

(2) Fossible simplification or relsxation, in view of probable
actual practice of losing many calances in a common and
unseparated "capital surplus" or "trust surplus'.

(3) Situstion when desire is to apply to a 20-year purpose
extra bond proceeds saved apgainst a 30-year improvement
financed under & lh-year-sverage-life plural purpose
ordinsnce (or combined issue under [j0:1-25.2 (L0A:1-17).

(h) Fossible need for some asutomatic lapsing of unsold autnorizations.

(5) Use of sale premiums, especially if $1,000 limitation of

L0:1-ly7 (LOA:1-43) 1s affected.
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Skillman:

The comments relative to this section are pertinent and the
revision made will, it is believed, cover the very practical problem
of approving the use of surplus proceeds for items which might in some

instances have a shorter period of usefulness.

,0A:1-57. HMethod of adoption. Source. H.S. LO:1-2l.

No change made or reconmended.

L0A:1-58. Annual debl ststesments; when requirved;

where filed; form end contents. Sobrcs. [.3. 40:1-75. TWo

sui - nntive change made or rucommended.

0L:1-59., Contents ol snnuol debht stetement.
/’

K.S. 10:1-60. Substantive cnange made to clarilly form of annual
debt statement by the inclusion of subsection 1. The form of

annual debt statement 1n us

o]

for many years reguires & dJdelld

reportingz of sross debt, put the lancuage of the original scc-

tion was not too clesr; hsnce, the language crhiange in the dralt.
fugsell: R.S. 40:1-80 and 40:1-02. (40A:1-593 HOA:1-71).

s to approaching use of "full value" or equalized valuations,
see 10:1-1l, LO: 1-15 (L0s:1-8); L0:1-80 (LOA:1-59) above



1,0A:1-60. Gross debt defined. Source. R.S. L40:1-76.

No substantive change. Substantial editorial change made.
Russell: R.S. L0:1-76. (LOA:1-60).
Consider dropping of gross debt exclusion for poor relief nétes.

See 1,0:1-11 (L,0A:1-18), Lo:1-3L (LOA:1-26) (1), LOs1-77 (LOAs1-61),
and 0:1-99 (omitted). ,

Skillman: R.S. L0:1-76; L0:1-77. (LOA:1-60; LOA:1-61).

. i tmere seems. no good reason For carrying any further exclusio
for poor relief obligations. If recourse 1ls necessary for this type of capital
financing in the future, the Legislature should set .up the procedure at that time,
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LlOA:1-61. Deductions from gross debt described.

SJource. R.S. 4j0:1-77. No substantive change.

(1) Trimble: R.S. L40:1-77 (LOA:1-61)

It ig'éuggested that an addlitional sub-
section be added to provide a deduction on annual or sugplemental
debt statements of any amounts to be recelved from the Federal or
State governments for a project which 1is being or has been financed
by the authorization of bonds or notes. In many cases é&greements
are entered into with the Federal government or with the State
government, particularly in the case'of'road improvements, under
which the payments to be received for which bonds are being authorized
does not strictly come within the language under subsection (a) -
"and any.accounts receivable from other public authorities applicable
only to the payment of any part of the gross debt not otherwise
deductible", In many of these programs it has been considered
necessary in the past for the issuer to authorize the full amount
of the post of the project and later be reimbursed either by the
Federal or State government. This has worked a hardship in some cases
where the debt incurring power was sufficient for the share of the
county or municipality but not to authorize the full amcunt of the
cost of the project including the share to be pald by the Federal or
State government. There could be no objection to permitting such
‘deduction as long as 1t is limited to amounts to be recei&ed under
agreements entered into between the county or municipality and the

Federal or State government.
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(2) Russell: K.S. L0:1-77. (LoA:1-61).
Consider dropping poor relief deductions. See L0:1-11 (L0A:1-18),
Lo:1-3l (1) (LoA:1-26), 1,0:1-76 (LOA:1-60), L0:1-99 (omitted).

Skillmans

The suggestion appearing in comment No. 1 1is pertinent,
Bonding counsel's advice should be sought as to whether the
present section is broad encujzh to cover the whole subject

matter appearing in comment No, 1.
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lj0As1~62. Self-liquidating purposes in general.,

Source. R.S. L0:1-78., No substantive change.

Russell: R.S. L0:1-78; L0:1-79. (LOA:1-62;
- LlOA:1-63 to LOA31-67).

Provisions governing self-liguidating pro jects and bonds and
deductions therefor (including L0:1-16 (f) LOA:1-10) should
be restudied as to ‘

1)

()

3)

(4)

- (5)

(6)

Permitting new projects other than water and sewer systems
(particularly parking systems) to qualify for deduction

as self-liquidating at original authorization on basis of
engineer's report and L.G.B, or P,.U.C. approval, ’

In event of anticipated partial deficit, authorization of
part of the bond issue as deductible, rest as non-deductible,

Clarifying situation, as to charges (against an apparent
cash surplus under §78) for utility bonds (or notes) there-
tofore authorized but not yet issued, also just after
issuance of such bonds when none or only 6 months of the
interest thereon or none of their principal is p%yable during
the "fiscal year" ment.crec ia [0:1-78 (ﬁ0A=1-62 . ;

Substantial water-supply projects where need exists to
acquire and finance capacity which in fact is presently
excessive but cannot otherwise be made available for growing
future needs. Suggest deduction (as in 1956, A-222) for
bonds for water-suppi, --vs+*'"3 over certain amount, to
continue only for a limited time until estimated completion
and full utilization thereof, '

Permitting engineer‘and P,.U.C, to use interest rate lower
than 4 1/2% in their estimates when so limited by the
authorizing ordinance.

Reality of the statutory 4 1/2% interest charge rate, and
any substitute therefor; also perhaps use of level debt
service charge (at some rate for maximum life of bonds)
to compute principal and interest charge for bonds ay-
thorized but not issued, taking note debt service out of
computation under [j0:1-78 (LOA:1-62).



j0A:1-63. Publicly owned utilities or enter-

prises; when self-liquidating. Source. R.S. L}0:1-79.

This section contains part of the substance of the intro-
ductory langusge of section }0:1-79. What has been done
here is & complete re-editing of section ,0:1-79 so that
the substance of‘that section is now distributed among
five sections of the new draft,

See |j0A:1-62.

MOAzl-éh. Projects self-liquidating during con-

struction. Source. R.S. 1,0:1-79. This section contains the
middle portion of section Lj0:1-79,
See }j0A:1-62:

,0A:1-65, Improvements and extensions of projects

when self-liquidating. Source. R.S. hO:l¥79. This section

contains subsections 1, 2 and 3 of section L0:1-79.

See lJ0A:1-62,

LOA:1-66. Self-liguidating projects; powers of

Board of Public Utility Commissioners. Source. R.S. L0:1-79.

This section contains the last major portion of subsection 3
of section [;j0:1-79,
See [JOA:1-62.



J0A:1-67. Self-liguidating projects; disposition

of deficits. Source. R.S. L0:1-79. This completes the in-

clusion of the substance of section }0:1-79 in the new draft
and contains that part of the section requiring the 5% capital-

ization provision.

See L0At1-62.

Skillman: R.S. 40:1-78; LO:1-79. (LOA:1-62;
[fOA:1-63 to LOA:1-67T)

N ) Comment with respect to authorization and L.G.B. or P,U.C,
approval is subject to clarification. The question of jurisdiction will arise and
clarification is in order.

These sections need caiefﬁl review based on the comments of Mr,
Russell. ILikewise, the question of whether a municipaiity shall go to
the‘Public Utilitieé Commission for an Order of whether it is optional.
The Local Governmenf’Board under present subsection 16(i) has the power
to approve debt but cannot make a determinétion as to whether the debt
is self-liquidating. ‘Thus, thé‘question of ﬁhgther a municipality must
go to the Utilities'Commissioﬁ‘in all self-liquidating projects, or whether
it may come to the Board if it elects toytregt the debt as non-deductible,

should be spelled out.
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L,OA:1-68. Redevelopment housing projects; when

self-liquidating. Source. Supp. L. 1946, ¢. 53 (C. 40:1-77.1).

LLOA:1-69. Redevelopment housing pro jects; when

self-liquidating prior to completion. Source. Supp. L. 1946,

Ce 53 (C.L‘,O:l"??.l)o
J0A:1-70. Redevelopment housing projects; disposi-

tion of deficits. Source. Supp. L. 1946, c. 53 (C. L0:1-77.1).

These three sections contain the substantive language of section
- 140:1-77.1 with minor editorial changes. However, the original
section u031-77.i hes been divided into three separate parts

and each of the new seétions in the draft contains one of those

parts.

Russell: L0:1-77.1. (LOA:1-68 to Lj0A:1-70).

Consl der covering deducvions for housing or other land
developments as suggested for parking systems in [0:1-78 (1)
éhOézl-gz) above, dropping this sectlion as superseded or
e8awWo0a, .
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,0A:1-71. Form and contents. Source. R.S. [j0:1-82;

L0:1-83. No substantive change. This new section combines

sections [j0:1-82 and L0:1-83.
Skillman:

- This section is not materially changed. Some thought éhould
be given as to whether reference should be made to Federal or State 4id

ag a deduction in any supplemental debt statement although the reference

to this in the annual debt statement may cover the situation.

JOA:1-72. Refunding obligations; when to be

included in debt statement. Source. R.S. [;0:1-81. No

substantive change.

- Skillman:

The sections from new section [J0A:1-70 on, need
careful review, particularly in view of the fact that they are
technical, and do include sections dealing with the fefunding
of obligations with the approval of the Board. It 1s believed
that the refunding article which was originally considered as
an emergency provision should be retained, particularly in view

of the fact that calleble bonds are now permitted.
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1,0A:1-73. Conclusiveness of debt statements.

Source. R.S. L0:1-8l. No substantive change.

JoA:1-7L. Definitions. Source. R.S. Lo:1-61.

No substantive change in subsections "a" and "b" of the

source section. However, subsection "c" is omitted.

" Russell: R.S. LO:1-61 to LO:l-7h. (LOA:1-Th to
,0A:1-85).

Query whether these refunding provisions, originally enacted
as a temporary emergency measure, should not lapse. In any
event '

,0:1-61 (4OA:1-7l). Definitions could probably be included
with other general definitions.

,0:1-70 (Loa:1-8L), L0:1-71, ,0:1-73 (omitted). These are
probably dead letters.

matter, to retain these contractual cash-
basis-budget provisions, when the Budget
Law already prescribes cash-basis budgets
as & matter of general law., Incidentally,
can't the non-cesh-basis provisions of the
Budget Law now be dropped?

1,0:1-7l (omitted). Is it necessary, as & security and credit

Skillman: R.S. L0O:1-61 to L4O:1l-7h. (L4OA:1-7L to
— LoA:1-85). ‘

These sections can be materially reduced in volume,
but I am of the opinion that they should be retained in any
revision, particularly in view of the fact that they are used
in certain emergent instances and may be used if any great
reliance is placed upon callable bonds.

The definitions have not been included in [O0A:1-2

because they are pecullar to the subject matter of this Article,

ey



l,0A:1-75. Purposes for which refunding obliga-

tions may be issued. Source. R.S. LO:1-62. No substantive
change.

See lJOA:1-Tl.

J0A:1-76. Refunding bond authorizations; when

ruthorized. Source. Supp. L. 1939, c. 373 (C.L0:1-62.1).

No substantive change.

See 1LOA:1-Tli.

J0A:1~77. Refunding bonds; method of authorization.

Source. R.S. [j0:1-63. No substantive change.
See LOA:1-ThL.

MOA:1—78. Refundingﬁbond authorization; contents.

Source. R.S. }j0:1-6l. No substantive change.

See LOA:1-Th.

[,0A:1-79. Refunding bonds; term and contents.

Source. R.S.IMO:1-65. No substantive change.
See [j0A:1~Th.

Trimble: R.S. LO:1-65. (LOA:1-79).

It 1s suggested that provision be made
fof the executlon by facsimile signatures of refunding bonds unless
a previous section applying to all bonds is broad enough to cover

the same. This could be accomplished in thils section by adding at
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the end of the word '"manner'" in the seventh line substantially the.
following "either manually or by facsimile signatures provided that

at least one signature on each bond shall be a manual signature.”

This has already been discussed under a prior section and the modern
practice 1s to eliminate as far as possible the necessity of busy
officials signing large issues of bonds since the market readily ac-
cepts facsimile signatures as long as one signature on each bond

is a manual signature.

,0A:1-80. Refunding bond authorizstions; consent

of board requisite to effectiveness. Source. R.S. LO:1-66.

There has been no fundamental substantive change in this section.
However, the new section does eliminate the board funding commis-
sion and carries over its poﬁers and job to the local government
board in the Division of Local Govefnment, Department of Treasury.

See lj0A:1-Tl.
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;0A:1-81. Refunding bond authorizations; examin-

ations; audits; certifications, etc. by board; conclusive
offect. Source. R.S. L0:1-67. There has been a substantive

- change in this section which eliminates the funding commis~
sion and there has been a substantial editorial change. How-
ever, the powers of investigation, regulation and certification
are the same as before.

See LOA:1-Th.

J0A:1-82. Refunding bond authorlzations; standards

for action by board; certification of refusals. Source. R.S3.

,0:1-68. No substantive change.
See ljOA:1-Th.

LLO0A:1-83. Refunding bond authorization; certified

copies; filing, Source. R.S. J0:1-69. ©No substantive change.
See L OA:1-T7h.

j0As1-8ly. Refunding bond authorlizations; special

terms as to payment, etc. Source. R.S. 0:1-70., No change.

Sée MOA:l—?u.

;0A:1-85. Refunding bonds; sale. Source. R.S.

1,0s1~-72. No change.

See 1J0A:1-Th.
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[;0A:1-86. Refunding bonds; validity not to be

affected by purposes, etc. of original obligations. Source.

R.S. 1,0:1-86. No substantive change.

See [jOA:1-35 (Russell).

L0A:1-87. Validity of obligations; when presumed.

Source. R.S. Lj0:1-88. ©No change.
See ljOA:1-35 (Russell),

Jj0A:1-88. Classification; outlines; analyses;

head notes, etc.; effect on construction, Source. (New).

J0A:1-89. Chapter to be construed as revision.

Source. R.S. j0:1-2; LO:1-3. ©No substantive change.
Trimble: R.S. LO:1-3. (LOA:1-89)

Most of the exceptions to the application
of the Local Bond ILaw, constituting Article 1 of Chapter 1 of Title
40, as contalned 1in thls section are now obsolete. Subdivisions
a, b, ¢, d and f are entirely outmoded and are no longer required in
the statute. I think the section could well read: "This article shall
apply to all obligations issued after the effective date of the
revision of thils article for purposes for which obligatlons may be
issued hereunder, except that this article shall not affect or appiy
to the incurring of indebtedness or the lssuance of notes or bonds
for school purposes, except as other laws may provide for the issuance

of such notes or bonds pursuant to this article.
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(e)

Russell: R.S. L40:1-3. (L4OA:1-89).

4

Retain in general, but referring to "Prior Locil Bond Law",
and also

(a) Set new effective date far enough in future to permit
preparation for changeover.

(b) Omit second sentence of (d)
(c) Omit (f)

Consider whether time has come to put Article 6 School Bonds
under this law. Would relieve Title 18, chapter 6, but
consider §18:5-84 et seq. and necessary revisions of debt

limits,.

Skillman: R.S. 40:1-3., (L,0A:1-89).

: (e). The suggestion that consideration be given to incorporating
Chapter 6 school bond procedures in the Local Bond Law is debatable., It is realized
that the municipality actually issues the bonds and the local board of education
disburses the proceeds. I am inclined to believe that the Department of Lducation
would not take kindly to another State Agency taking over certain powers and
prerogatives. Furthermore, there would have to be many changes in Title 18 to
effectuate this suggestion. In any event, the change should not be made without
consultation with the Commissioner of Education and the Department of Education.

- The relationship of the Division of Local Government and the Department of Education

has been harmonious and T would be reluctant to assent to any change which was not
mutually agreeable,



lJ0At1-90. References to statutes revised or

superseded hereby; effect. Source. (New).

[LJ0A:1-91. Municipal finance commission saved.

Source. R.S. L0:1-5. No change.

J0A:1-92, Separability of provisions. Source.

R.S. Lj0:1-6. No change.

J0As1-93, Effective date.




