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State of New FJergey
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Gevernor TrENTON, NJ 08625-0803 Lort GRrira

Commissioner
KiMm GuADAGNO

Lt. Governor

May 2010

Joint Municipal Consolidation Study Commission
of Chester Borough and Chester Township

Dear Commissioners:

| am very pleased to submit to you the accompanying objective stutg &iscal aspects of the
proposed consolidation of Chester Borough and Chester Township, in fulfilment of the
Department's obligation under the Municipal Consolidation Act and Local Option Municipal
Consolidation Act.

Throughout the course of thisudly, our staff has had full cooperation of Borough and Township
officials as well as other individuals who assisted with the information in this report. Being able to
tap the knowledge and candor of these seasoned people has been most helpful.

Let me exend to you my best wishes as your deliberations lead you toward thoughtful conclusions
on behalf of the people of your respective communities.

Sincerely,

Lori Grifa, Commissioner



Fiscal Aspects of Consolidating

Chester Borough and Chester Township

INTRODUCTION

The Department of Community Affaif@epartment)submits this report to the Joint Municipal
Consolidation Study Commissi@ommissiondf Chester BorougfBorough)and Chester
Township(Township)o help it understand thdinancial issues involved in the consolidation
process. Itis an objective study of the fiscal aspects of the proposed consolidation, examining
current budgets, taxes, and debt service in the two municipalities. It is a snapshot of each
community's exigng financial picture and how these two pictures would be merged should the
two governments become one. The picture this report paints does not take into account any
changes or efficiencies that can result from consolidation.

This is not an assessmaesftcosts, nor is it an evaluation of servicd$ie Commission, with
financial support from the Departmepas hired the Center for Government Research to assist
the Commission in evaluating, understanding, and projecergices needs and cost3hus,
thisreport will not make any recommendations for service changes, nor will it compare the two
governments' service levels.

Thisreport will demonstrate how existing budgets and tax levies can be merged, and how the
State will provide financial assistamto allow the two municipalities to start the consolidation
process on an equal footing. Savings and efficiencies that can come from combining two
governments to one will result in added property tax savings and improved community
finances.

SUMMARY OFINDINGS

The task of the Commission is to study the potential merger of two municipal governments into
one stronger, larger unit that can operate more effectively and efficiently than two can
separately. The consolidation process will not involvesttieml or county government
operations;therefore, any structural changes will affect the 24% of property taxes paid in the
two municipalities for municipal government servicéfowever, the formula used by the West
Morris Regional High School Distriesults in a cosshift between the Borough and the

Township as consolidation results in the mergingstdident populations.

The first step when considering consolidation is to merge the existing municipal budgets and
tax rates. Calendar Year 2009 budgetl tax rates are used to demonstrate the impact. If the
voters approve consolidation, the actual consolidated budget and tax rate will be strthek in
springof 2012 when the budget of the new municipality is set.
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Equalizing the tax bas# two muniipalitiesnormally results in one tax rate increasing and the
other decreasingAfter equalizing values, thesombining the 2009 budgets and tax levies of
Chester Borough and Chester Townshipd without assuming any efficiency savings from
consolidatim, the Township's municipal tax rate increases about 16% and the Borough's rate
decreases proportionatelyWhen the impact of consolidation is applied to the regional school
tax apportionment, theotal tax rate in the Township goes up 3.87&n0d the Borod K tQtal

tax ratereduces byl0.82%.To protect against residential property tax increases, State law
provides an ongoing tax credit to residential taxpayers whose taxes go up in the first year of
consolidation.

Both Chester Borough and Chester Topsare small and fiscally sound communities. The
population of the two municipalities together is less than 10,000. Both would benefit from the
economies of scale and unified decisimaking that are inherent with a larger size.

This report highlightseveralconsiderationghat the Commissiomay wantto addressthe

treatment of debt service and solid waste cosTée report also notes thaktS . 2 NR dz3 K Q &
sewer andswimming poolitilities are selsupporting and their debt is sdifjuidating,

therefore, they will not affect the deliberations of consolidation.

DATA ANALYSIS NOTES

Property Tax Equalizatian

Throughout this reportthe County equalization process has been described as the method
used to merge the two budgets and tax rates. The €iomsolidated tax rate will be

determined using this equalization method. It should be noted that these equalized values will
be used to adjust each individual property value of the newly established municipitigse

new values will be the municipahlues going forward and will be usealdistribute costs for

the consolidated community until a reassessment of property is performed.

Rounding:

This report involves data prepared by several government agencies. Each agency applies its
own standards ang@rotocols for their calculations, with specific regard to rounding of amounts
and the number of decimals used in calculations such as tax tetess and multipliers. As a
result, there are occasions where there are minor variatioeisveen original surces and this
document, particularly where the report makes projections regarding a consolidated Chester.
This amounts are marginal in nature and do not detract from the overall conclusions.
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MERGING MUNICIPALITIEBND PROPERTY TAXES

When comparing anigwo governments, they will never have the same budget, tax rate or debt
service. Chester Township and Chester Borough are not exceptions to this rule. Although
municipalities occasionally shaservicesn certain functionabreasthere is no fiscal dationship
between the individual departmentsr between the budgets that fund them. The two governments
have operated independently, and there is no correlation of costs, level of service, tax rate, or debt.

If these governments are combined, adjustntemust be made to equalize the tax rates and

combine budgets in a fair manner. This adjustment normally requires one tax rate to increase

and the other to decreaseState governmenaddressedhe impactofthish y G KS &[ 2 OF €
Municipal Consolidatin Act"(P.L.2007, c.68nacted in 2007. The State wants to be sure that

no residential taxpayer is financially penalized from consolidatidmerefore, State law

provides a continuing tax credit to all residential taxpayers whose property tax payment

increases as a result of consolidation. This tax credit stays with the property until the property
changes ownership.

Under theN.J.S.A40A:6528(b) the State's responsibility begins as soon as the new municipal
government is established and a budgeadopted.

If the voters ofChester Borough and Chester Townsdgiprove consolidatioim November of

2010, the new government wiidke officein January of 2012. The Department of Community

Affairs willthen review the budgets of each municipality fie year prior to consolidation to

adjust the tax levy to reflect any revenues or expenditures that do not reflect routine

2LISNI GA2ya O0ay2NXNIFEAT S60d ¢KAA LINRPOSRAZNBE Aa i
operations, without consideration relatettd the consolidation, an unlikely, but possible,
OANDdzyaidl yoSo ¢KS FTANRG &SIFNRa o0dzRISG 2F GKS
reviewed to normalize for nonoutine operations.

Whennew municipal government strikeke taxrate that yea (subject to thenormalization

process above), the taxes paid by each property ovioemunicipal and school purposaesl|

be compared to the 2011 payment.

A credit equal to the difference between the two years will be awarde@swential property
ownerswho paid a lower amount i8011 than in 2112 This credit will remain for as long as that
owner owns the property. Tenants will receive a rent rebate pursuant to the Tenant Property Tax
Rebate Program. The State will pay the municipality the ataoiute credits quarterly.

Through this proces#he State of New Jersey will provide the financial assistance necessary to
allow residential taxpayers of the two municipalities to start the consolidation process on an
equal footing.

May 25 2010 Page3
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MUNICIPAL CONSOLIDADON OF THE CHESTERS

Consolidation, as considered by the Commission is the merging of two municipal governments
to form one stronger, larger governmetitat will be able to operate more effectively and
efficiently. The proposed consolidation covers jus thunicipal government. It does not

cover the Chester School DistrieBkschool system, membership in the West Morris Regional

High School or county services.

Property owners in New Jersey pay taxes to support the municgdados and county
governmens. Combined, Borough and Township school district levies make up 63.2% of taxes
paid; 41.4% for the Chester School District and 21.8% for the West Morris Regional High School

District. The county tax levy, including open space (1.8%), is 12.8%. Thaeréfr of all

property taxes paid by residents of the two municipalities for school and county services. This
consolidation wilbnly change serviceeliveryat the municipalgovernment level. Municipal
government representsnly 24% of the propertydx dollar.

PROPERTY TRRVIESN THE CHESTERS

Tax Borough Township Combined Percent
County Tax $928,048 | $4,254,964 $5,183,012 | 11.0%
County Open Space Tax 155,659 712,149 867,808 1.8%
School Tax Local District 3,439,488 16,172,045 19,611,52 41.4%
School Tax West Morris 1,393,772 8,907,312 10,301,084 21.8%
Local Municipal Tax 2,996,172 7,815,207 10,811,379 | 22.8%
Municipal Open Space 90,761 454,000 544,761 1.2%
Total Tax Levy $9,003,900 | $38,315,676 $47,319,576 | 100.0%

CURRKET COMBINED CHESTERAL PROPERTY TAXTRIBUTION

County Taxe
13%

Municipal Taxes
24%

School Taxe
63%
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CHESTER BOROUGH CURRENT BUDGET AND TAXES

The 2009 Boroughudget excludeghe selfliquidating sewer, solid waste and padgillities)

was $4,635,589. $2,996,172 of thimount was raised by propertates. Theet taxable

valuein the Borough in 2009 was $453,804,374. Therefore, to collect the $2,996,172 tax levy,
the tax rate was set at $0.660 per $100 of assessed value. The average residential property
owner who owned a home valued at $528,3260p$%3,492 in property taxat support the local
government. A tax point was $45,380his means that for every $45,38@ded to the budget,

the tax rate increaseby one penny for every $100 of assessed value. The tax collection rate in
Chester Borough 18009 was an excellent 98.41%.

2009 CHESTER BOROUGH BUDGET AND TAXES

Budget $4,635,589
Amount raised by taxes $2,996,172
Municipal &x rate $0.660
Net value taxable $453,804,374
Average esidential propertyalue $528,326
Municipaltaxeson averageresidential poperty $3,492
Tax ollectionrate 98.41%
Taxpoint $45,38

CHESTER TOWNSHIP CURRENT BUDGET AND TAXES

The Chester Township municipal budget was $10,985,095 in 2009. The amount raised by taxation

to support the 2009 budget was $7,815,207 e Tiet taxable value in the Township was

$2,249,284,682 so that the tax rate was set at $0.347 per $100 of assessed value to collect the tax

levy. The average residential property owner who owned a home valued at $825,961 paid $2,875
in property tax to supprt the municipal government. A tax point in Chester Township was
$224,928. This means that for every $224,928 added to the budget, the tax rate increased by one
penny for every $100 of assessed value. This tax point value differs quite a bit fromabgBer
tax point valug$45,381)and theimpact will be examined later in this repoi@milar to the

. 2NR dzZaKQa G hetR24 v a3 chiimtiyh ravlwasaivan akcellent 98.04%

2009 CHESTER TOWNSHIP BUDGET AND TAXES

Budget $10,985,095
Amount raised by taxes $7,815,207
Municipal ax rate $0.347
Net value taxable $2,249,284,682
Average esidential propertyalue $825,961
Municipaltaxeson averageresidential poperty $2,875
Tax ollectionrate 98.04%
Taxpoint $224928

May 25 2010 Pages
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COMBININGVMUNICIPALBUDGETS AND TAXES

In order tocombine the budgets and tax levies of the two municipalities, the assessed values of
SFOK O2YYdzyAide Ydzad 06S NBOI t Odz I (1cQ60%lofaalué.S |j dzI €
The Morris County Board of Taxatiocalculates an equalization ratio that is used for this purpose.

In 2009 the County determined that Chester Borough's property value ratio was 95.71% of true
value. This means that when the County looked at the sale of property across Morris County, the
values currently established for Chester Borough were about 4.29% below marketBoard

found Chester Township's values slightly higher than maiked its ratio was set at 102.58%.

Applying the ratios brings the values in each community to 100ften the property values

for the two municipalities are equalized the total falls from $2,703,089,056 to $2,671,619,108
slightly lower than the value established locally. $475,936,922, or 18fa¥%s amount is
Borough propertywhile $2,195,682,1160r 82.2%is Township property. Thstudy uses these
percentagedo make tax projections for a merged municipality.

To support their 2009 budgets, the two municipal governments raised $10,811,379 through
property taxation. The actual tax leviegre $2996,172 for the Borough and $7,815,207 for

the Township. When applying the percentages developed above, Borough property owners are
responsible for $1,924,425, while the Township property owners would be taxed $8,886,953
based on equalized values insteaftthe assessedalue. This is a shift of $1,071,747 between

the two, from the Borough to the Township.

INITIALCOMBINED AND EQUALIZAXLEVIES

Value Ratio Ec\q/uaalllljized Percent ZOLC)éJv;ax eqJ:\I/i;ed Con;zlligated
Borough $453,804,374 95.71%  $475,936,992 17.8% $2,996,172 $1,925,999 0.405
Township | $2,249,284,682 102.58% $2,195,682,116 82.2% $7,815,207: $8,885,380 0.405
Combined| $2,703,089,056 101.18%| $2,671,619,108§ 100.0%| $10,811,379| $10,811,379 0.405

Under this initial alculation, n 2009, aBorough property ownemwho owred a home valued at
the averageb528,326 paid $3,487 to support thenunicipal taXdevy. This owner would only pay
$2,236 under the combined 2009 levihe average Township taxpayer, who owns a havoeth
$825,962, would pay3261or $395 more than the cuent $2,866 when the levies combine

¢tKSaS OKFy3aSa I NB yigraportréeEdnmyhentisevel alljGtdzéntoitie 2 y a @
change calculation. These changes are reviewed later in tlegtrep

! See thdnitial Combined and Equaliz&ex Levieshart.
% SeeThe Effect o€onsolidation otthe AverageResidentiallaxpayerchart

May 25 2010 Pageb
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EFFECOF CONSOLIDATION THE AVERARESIDENTIAIAXPAYER
(Beforelevy adjustments andfficiency savings)

Average Taxes on Average Merged taxes on
Tax . . . .
Property residential average residential | Change
Rate
Value property property
Chester Borough $528,326  $0.660 $3,487 $2,236  $(1,251)
Chester Township| $825,962 @ $0.347 $2,866 $3,261 $395

ESTIMATE OFECONOMIES OF SCALE

The difference between the two tax rates makes a significant argument for economies of scale.
Both municipalities e small and can benefit from a larger tax base. The Borough is
considerably smaller than the Township and its size has a major impact on the cost of running
its government. The comparisoase explained lelow and displayed in Appendix®hester by

the Numbers

The Borough's population is only 21% of the Townslpipfsulation(1,640 to 7,795). The
number of residential properties in the Borough, 466, is only 18% of the number in the
Township, 616. Its physical size is 3.6% of the Township (1.068istp 29.3 sq. mi.). The
budget, on the other hand, is 42.2% of the TownsHppidgetand the tax rate is almost double
the Township'sax rate

Although the Township's tax rate is a little more than half that of the Borougk'sate it

generates @.7% more revenue. A tax point in the Borough is $45,380; if Borough needs to

purchase a new truck costing $45,000, one tax point will be added to every taxpayer's bill to pay

for it. If the Township wants that same truck, the cost in tax points isénths of a point (20%)

or one fifth of what the Borough taxpayer pays to have that same truck added to the fleet.

¢CKS &alyYS LKSy2YSy2y | T7F SshiyidnRS 2(F0 ( KISK S 2. g2y NiPKdk3
($5,638,360 vs. $14,701,636), yet the effect onBueough taxpayer is 81% greater (1.21% vs.

0.67%of equalized valugs Does this mean that Chester Borough benefits from consolidation

at the expense of Chester Township? No, because the State property tax assistance program
protects against that.

Moreover, any efficiency savings that might result from consolidation wbaltkefit property
taxpayers of both municipalities, on a proportionate bakislso means that the Commission
should look more closely at the positive effect of a larger tax basé®wedst of providing
services.

May 25 2010 Page7
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WHO BENEFITS FROM CONSOLIDATION?

Everyone. WhilBoroughtaxpayers benefit from consolidation with lower property taxes given
the arguments above; the potential economiessahle and any resulting efficiency savings help
both communities. The combined community will lagger, and the larger tax base will provide
apositive effect on future costs for both taxpayer groups.

It is also important to understand thgotential of "thinking as one.Thinking and acting as one
larger community with one government presents new chojcésices not available for
consideration in the two municipalities as separate entitifsom a policy perspective,
integrated planning and zoning will benefit the community; the scale and largarigton will
likely increase influence in county and regional decisi@king.

There will be an opportunity to reevaluate service delivery systems, facility and equipment
needs, infrastructure planning, and policy choices. Even the services curiearty will be
more efficient when delivered under one government. Unified decisiaking under one
governing body, one municipal attorney, one Planning Board, one Board of Adjustment, and
one administration will create a more effective and efficient diren for the entire Chester
community that will eliminate duplication anglrovide opportunities taeduce operating costs.

The consultant hired by the Commission, the Center for Governmental Research (CGR), has
separately analyzed potential efficiensgvings that can be produced by consolidating the
various functions and operations of the two existing municipalitielsese savings are

presented as a range, with the actual amount subject to the level of restructuring endorsed by
the Commission in itgrfal consolidation planAt the most conservative level (i.e. fully merging
both workforces and equalizing compensation levels upward with no restructuring),
consolidation would produce no savingdnder more aggressive restructuring assumptions,
consoldation could produce savings to the community of as high as $877,000. With this
information the Consolidation Commission now has the opportunity to consider the potential
of a single, unified government serving the extended Chester community.

CURRENMUNICIPALDEBT

Each year, as a part of the budget process, municipalities are required to prepare an Annual

Debt Statemen{Statement)documenting the total accumulatedebt within the municipalit}:

It lists the notes, bonds and loans acquired by the sthydbe seHiquidating utilities (those

that have dedicated revenues pledged to offset the debt), and the municipal government. The
Statement then takes the gross (total) debt and deducts the amount for which the municipal
government is not responsiblgchool and seff A |j dzA R G A y 3 0 Backedtbthe tull a y S G €

®See Appendix I.
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faith and credit deb{pledged against the property taxing powertbé municipal government

is what we comparén the 2009 Debt Statement Comparistabled ¢tKS aRSO6UG NI GAZ2
displayedas the percent of the net debt of the average of the most recent three years

equalized property value (this report uses 2007, 2008, and 2009 for the debt ratio calculation).

The net debt for Chester Township as of December 31, 2009 was $14,701,63@elddas
debt ratio of 0.67%. The total net debt for Chester Borough as of December 31 w2309
$5,638,360. Thigelds al.21% debt ratio

2009 DEBT STATEMENT COMPARISON

Township Borough Difference %-B/IT
Net Debt as of 12/31/09 $14,701,636 $5,638,360 $9,063,276  38.4%
Debt Ratio 0.67% 1.21% (0.59% 180.6%
3 Year Avaage Equalized Valtie| $2,190,737,552  $466,488,147 $1,724,249,405 21.3%

*Three year average property values from Annual Debt Statements

/ KSEGSNJ . 2NRdzZAKQa R 38.4% of tile TawikisBip dept B5,68F.360v8.n p o | &
$14,701,636), but the burden on the taxpayer was 81% greater. This is due to the smaller

property base in the Borough, 21.3% of the Township property value. Sinceeateheis paid

by property taxation, Town#ip taxpayers could conclude that they will be subsidizing Borough

debt shaild consolidation go forwardThe issue is further discussed below ahd t

Commissioners must considieas part of their deliberations.

The Open Space Tax

Much of the debt in bth municipalities is due to the acquisition of property to protect open
space. Both communities look at the protection of open space as a prioritgauieklected to

establish a 8.02 open space tax to pay for it. In Chester Town&8p/% of its debis for open
space ($8,77A60 of $14,701,636). The Borough has incurred $2,123,360 in debt for the

acquisition of propertyor 37.7%of the $5,638,360 it currently owes.

Since both governments pdlyis portion of debt from their open space tax fund ahe burden

on the taxpayers of both communities for that portion of the dé&bequal,t is logical to exclude
open space debirom the formula when examining debt service equity. If this is done, Township
debt drops from$14,701,636 to $5,931,476. Thebt ratio, the burden on the taxpayer for this
non-open space debt, also drops dramatically fror67% t00.27% of property value.

The Borough's debt, excluding open space, is $3,515,000, or 6. 8% $5,638,360 total.
The debt ratio falls from 1126 t00.75%. The table below summarizes current debt in the two
municipalities excluding open space.

May 25 2010 Paged
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MUNICIPAIDEBT EXCLUDING OPEN SPACE

Township Borough Difference %B/T
Debt as of 12/31/09 $5,931,476/  $3,515,000 $2,416,476| 59.3%
Debt Ratio 0.27% 0.75% -0.48% 278.3%
3 Yr Avg. Equalized Values* | $2,190,737,552 $466,488,147 $1,724,249,405 21.3%

DEBT MANAGEMENODPTIONSOR THECOMMISSION O CONSIDER

There are three recommendations the Commission could make to address the debt issue:

1.

2.
3.

Establish sepate taxing districtgtied to the current municipal boundarie®r the
existing debt, so the two taxpayer groups would independently pay down the debt
accumulated before consolidatidnew debt would be borne by the full community)

Establish a taxingistrict for a portion of Borough debt only.

Shift the debt from the two municipalities to the new government.

The options are examined below

1.

The first solution establigsseparate taxing districts for all existing debt. Under this

plan, debt sevice would continue to be paid following the same schedule; each
GF2NYSNE YdzyAOALN tAGEeQa GlIELI&@SNBR ¢2dZ R 068
A separatel R S @ied/ywould beseteach year according to the amount owed, and it

would be addd to the property tax until the obligations aretired. According to debt

payment scheduleand governing body policghe Boroug?a o062y R Yy G A OA LI GA
continuesthrough2020,and the Township taxing district would go on utti¢é end of

202¢. Openspace debt could be excluded from these districts. It should be

understood that d new debt would be the responsibility of the entire communityder

the newly formed government

The second solutionistw Slj dz t AT S¢ GKS RSod 0paiyrk $his 6 NP dz3
is done byestablishng a taxing district for a portion of the Borough debt only. Since

net debt in the Townshipexcluding open spacks, currently0.27%of the average

equalized property value and net debt for Chester Borqeyialuding @en spaceis

0.75%of the average equalized property value, the Borough would have to reduce its

debt by0.48%of equalized value in order to reathe same ratiorasin the Township

(0.75%- 0.27%=0.48%.

This means tha$2,251,972f Chester Boroudh debt would have to be paid by
Borough taxpayers before debt costs could be shared. Thereddexing district, made

* See Appendix M.
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up of Borough taxpayers could be established to pay$8j251,972 Thisvould offset

the reduction in property taxes thathester Brough residents will receive when the
combined tax rate for a merged municipality is calculated. Using 2009 budget figures,
the average Borough taxpayer would s&4251 annuallyoffset by the amount

budgeted each year to reduce the outstanding debt

3. The third alternative is to simply combine the debt, as the new municipality takes
ownership of the facilities financed by the predecessor entities. That is, taxpayers from
both communities will own and benefit from alf @ under the new governmentlf it is
found that the projects have value to all taxpayers equally, the Commission could justify
accepting the projects and debt as something that better serves the expanded
community. In this case, the Commission could recommend that all debt betedasor
by the new government.

DEBT SERVICE ALLOCWNTM™MODELS

Debt Amount
Alternative #1 Alternative #2 Alternative #3:
Separate Districts | EqualizeBoro Debt | Combine All Debt

Borough Taxing District $3,515,000 $2,251,972 $0
Township Taxing District $5,931,476 $0 $0
Open Pace Ta¥unds $10,893,520 $10,893,520 $10,893,520
Consolidated Government $0 $7,194,504 $9,446,476
May 25 2010 Pagell
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WHAT ABOUTCHESTER BOROUGH ILITIES?

The Borough has three sedtipporting utilities that provide sewer, swimming, and solid teas
services to residents. The Township does not have any utilities.

There are 223 households and businesses connected to the Borough's sewer system. This is
30%of the total number of developed properties in the Borough. The other developed
propertiesin the Borough have septic systems with installation and maintenance of these
systems paid by the individual property owneBeveloped properties in the Township have
septic systems with the individual property owners paying these costs.

The Borough'2009 Sewer Utility budget of $538,472 is paid by properties connected to the
system through user fees. If the two municipalities are consolidated, the sewer utility will
continue to serve the connected properties at their expense. The new municipalitigdthen
control the management and expansion of the sewer system going forward. Therefore, this
utility should not affect the decision on whether to consolidate.

The 2009 Borough Swimming Pool Utility budget is $535,112. Users of the pool pay tkis enti
cost. Both Borough and Township residents are eligible for membership and pay the same fees.
The Swimming Pool Utility, therefore, can easily be brought into a newly constituted

municipality and should not affect the consolidation decision.

As of Decmber 31, 2009the Borough sewer and swimming pool utilities had accumulated a
combined debt of $1,609,057 (sewer $734,057 and swimming pool $875,000). The solid waste
utility did not have any debt. All debt accumulated in these utilities isliggiidating; that is, it

is paid by the users of these utilities and has no effect on consolidation.

TheBorough managedollection of solid waste through a utility whose 2009 budget is $93,286.
This budget covers the collection and disposal of solid waslaerycling for all Borough
properties. Although managed as a separate utility, the collection, disposal and management
process is very similar to the Townshiptecess Each municipality has contracted with a
different vendorfor solid waste collection Bothimposesticker fees to covea portion of

RAaLRAlIT O02aGaod tKS 2yfte& RAFTFSNBYOS 06SiGsSSy
GS 7T

dzGAftAGe G2 NBY2@S (0KS 0O02ad F2NJ az2tAR gl &l
spending and talevy cap laws).

Therefore, vinen comparing the budget and tax rate of the two municipalities the Borough's
solid waste utility requires special attention. Since this utility provides the same service to
citizens as the Township solid waste servicepuld be argued thathe costshould be added to
the Borough municipal tax rate before a true comparison lba made. This calculation is
shownin the Bringing Borough Solid Waste Costs into the Tax teate below.
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Asnoted above, the 2009 solid wassutility budget is $93,286. $17,286 of this ambisraised
through the sale oftickers to control the number of bags and type of garbage collected. If
solid waste were a part of the municipal budgeiis $17,286 would beuxigeted as a revenue
to help off-set expenditures. $76,000 of the utility budget, however, is a fee pamtoperty
owners who use the service. This fee for service would no longer be charged if solid waste
collection and disposal were a part of the property t&ba adjust thisthe $76,000

appropriation carbe added to the Borough tdgvyto make itequivalent to the Township tax
calculationand the way the Township handles the same servitaeeffect on the 2009
Borough budget and tax rafellows:

BRINGING BOROUGH SOLASWE COSTS INTO THE TAX RATE

Amount Solid Waste| Combined
2009 Budget $4,635,589 $93,286 $4,728,875
Amount to be Raised by Taxation $2,996,172 $76,000: $3,072,172
Taxable Property $453,804,374
Amount to be Raised by Taxation $2,996,172
Tax reeded with solid waste costs $3,072,172
Tax Rate per 100 $0.660
Tax Rate with solid waste costs $0.677
Increase in Tax rate $0.017

With $76,000 added to the amount raised by taxes, the revised Borough levy is $3,072,172.
The tax rate increasdsy 1.7 cents per $100 of assessed evaluation fror6@0 to .677. The
increase tax ratecarriesforward when the Borough lewyombineswith the Townshiplevyfor
consolidation. The table belowshows howthe consolidated rate grows by a quarter gpaint
from $0.405 t0$0.4075.

MERGING TAX LEVIES WITH BOROUGH SOLID WASTE UTILITY INCLUDI

Equalized Levy with Equalized | Consolidated

Value Ratio Value Percent Utility Levy Rate
Borough $453,804,374 95.71% $475,936,992 17.8%  $3,072,172 $1,937953 $0.4075
Township | $2,249,284,682 102.58% $2,195,682,116 82.2%  $7,815,207 $8,949,425 $0.4075
Combined| $2,703,089,05€ 101.18% $2,671,619,108 100.0% $10,887,379 $10,887,379 $0.4075

This change in consolidated tax rate affects the averagelentialtaxpayer in each
community. Using this 2009 budget example, the averagelentialtaxpayer in the Borough

will receive an additional $76 reduction from the $1,251 calcul&adier inthis report. The

total new saving$or the average residerdl parcelwill be $1,327. The average property owner
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in the Township, on the other hand, walbsorban additional $20, so that thiaitial $395
increase caused lgonsolidationwill grow to $415.Note that this calculation is subject to
additional modiication, given the outcome on hodebt service iiandled, as well as the
impact of school taxes.

AFFECT OF CONSOLIDATION ON THE AVERAGE RESIDENTIAL TAX PAYER
With Borough Solid Waste CoBodification

Average Tax Average Merged Change in

PropertyValue | Rate | Residentid Taxes Tax Taxes
Borough $528,326: $0.677 $3,577 $2,250 $1,327
Township $825,962 $0.347 $2,866 $3,281 $(415)

No mater which budgettonsolidatingprocess is usedhere areseveral adjustmentselated to
solid wastemanagemat, that are neededshould the two governments consolidate. The
Borough's contract with Waste Management expires December 31, 2011. The Township's
contract with Blue Diamond Disposal ends December 31, 2012. Theréferi@orough will
need to bida oneyear contract for solid waste services in order for the contracts to end
simultaneously.

The consolidated government will then have to determine whether to expand the utility to

cover the entire municipality or dissolve it. Once this is determinednhigs government can

then develop specifications and bid a new contract for the collection and disposal of solid waste
for the consolidated community beginning in 2013.

THE IMPACT OF CONSOLIDATION ON THE SCHOOL SYSTEMS

The school systems servicing both coonities are not affected by consolidation of the municipal
governments.The formula used by the regional distribibwever will shift some costs.

Chester Township and Chester Borough students attend schools together in two school

districts. Those in kdergarten through eighth grade attend schools operated by the Chester

Public School DistricAsad O2y &d2f ARF 4GSR RAAGNAOGE dzy RSNJ { G
district, as if the two municipalities were one with costs shared according to equalinpdrty

value. A single Board of Education v@tinembers, elected at large from both jurisdictigns

establishes policies, selects staff, and oversees district operations. There are 270 Borough

students and 1,186 Township students attending the threfgosls in the district. According to

the MorrisCounty Superintendent, Dr. Kathleen C. Serafebpol districapportionmentwill

not change should consolidation take place.
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CHESTER SCHOOL D@SIEX-8""GRADE

Equalized Percent Operating Debt Service
Value of Value | Fund Tax Levy Levy

Chester Boragh $475,654,657 17.78% $3,256,715 $276,454 $3,533,169
Chester dwnshp $2,211,995,114 82.22% $15,062,382 $1,278,605| $16,340,987

Total

Students attending ninth through twelfth grades are part of thestMdorris Regional High
School District. This district consists of two high schdMsst Morris Central High School
serving Washington Township, and West Morris Mendham High School serving Chester
Borough, Chester Township, Mendham Borough, and Mendhawnship. District costs are
divided among the five municipalities by equalized property value and enrollmenti{&&&o
tableson page 18 Thisformula causea significant shift in tax levies between the two
municipalities if they consolidate.

Thetable on the top of Page7ldisplays calculations showing the 2009 allocation of equalized
value and enroliment among the five member municipalities. The lower table shows the 2009
allocationasif the Chesters had been consolidatethe formula to alloate the tax levy

involves the following steps:

1. For each municipalityhe regional high school enrollmerg comparedo the elementary
enroliment to obtain a percentage of students attending the elementary district.

2. The equalized property value of tmeunicipality is then multiplied by this percentage to
determine the portion of value to be set aside for the elementary district.

3. The difference between the total property value and the elementary value then becomes
the Regional Equalized Value and &tlcompared to the other participatingunicipalities
to determine the percentage of costs for which each municipality is responsible.

With the number of students changing each year and the proportion of students shifting
between the elementary and higsthoo| the share of costs are somewhat volatile.

Theimpact on the individuaChestemunicipalitiescomeswhen consolidation equalize

property values and enroliment numbers from the two communitiég this pointthe five
communities making up theegional district will become fourSchool enroliment in the two
communities will be added together and treated as one. Therefore, all regional school costs
chargeable to the new Chester will be shared among its taxpayers proportionally, based on
property value only.

From the table®n page %, the percent of budgets for 200&e as follows:

e Chester Borough taxpayers were responsible for 3.614%, or $1,446f36é4 $40,049,122.
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e Township taxpayers were responsible for 22.45% of the, co$i8,990,34.

When the two municipalities merge, however, the enroliment part of the formula causes a
$402,318 shift in cogtom the Township to the Borough.

If the two communities mergéusing 2009 informationthe new Chester is responsible for
26.097% of theegional school cost. This is only a slight change from what they were
responsible for as two communitie26.064%3.614% 22.45%).

However, thenow consolidatedBoroughtaxpayers which had paid for only its portion of the
student population, now mugpick up a portion of the Township's students. The increase in
cost is $402,318FormerTownshiptaxpayers on the other hand, will have a reduction in cost
as it shares the cost of its larger number of students withftirener Borough taxpayersThe
former Townshipallocation iseduced by $389,179.

The chart below shows the shift in 2009 costs when the two communities are merged.

BEFORE AND AFTER MERGE

REGIONAL SCHOOL LEVY DISTRIBUTION BETWEEN CHESTERS

Equalized Value | Percent 2009 Shae Share after Difference

Before Merge Merge
Boraugh $475,654,657 17.7%  $1,447,354 $1,849,672 $402,318
Township $2,211,995,112 82.3%| $8,990,934| $8,601,754 $(389,179
Total $2,687,649,769 100.0%| $10,438,287 $10,451,426 $13,139

Two seats on the West Mos Regional High School District's Board of Education are allocated
to Chester Borough and Chester Township. These seats are filled by board members elected at
large by residents of both municipalities. The number of seats and the method of election wil

not change should consolidation take place.

State aid for schools will not be affected by consolidation. The formula is primarily based on
enrollment. Therefore, changes in aid will depend on the number of studentstirem
consolidatedmunicipality,not that the governments have merged.
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West Morris Regional High School Cost Analysis

2009 WEST MORRIS REGIONAL SCHOOL COST ALLOCATION

Elementary Regional Elementary Elementary Regional Percentage| General Debt Total Levy
Equalized Value| Enrollment [ Enroliment Percent Equalized Value| Equalized Value Share Fund Levy | Service Levy
Chester Borough $475,654,657 270 81 76.923% $365,873,562 $109,781,095 3.614%: $1,361,401 $85,806 . $1,447,354
Chester Township $2,211,995,112 1,186 528.50 69.175% $1,530,037,019  $681,958,093  22.448% $8,456,726  $533,568 $8,990,934
Mendham Borough $1,572,214,282 664 295 69.239% $1,088,601,169  $483,613,113 15.922% $5,998,287 $378,455: $6,376,742
Mendham township $2,235,337,651 917 392 70.053%: $1,565,854,025  $669,483,626 22.039%: $8,302,550 $523,840 $8,826,390
Washington Township| ~ $3,347,231,640 2,877 1,394.50 67.353%| $2,254,360,510 $1,092,871,130 35.977%)| $13,553,340|  $855,133| $14,408,473
West Morris Regional $40,049 122
Total $9,842,433,342 5,914 2,691.00 $6,804,726,285 $3,037,707,057] 100.00%| $37,672,234| $2,376,888 T
2009 VEST MORRIS REGIONAL SCHOOL COST ALLOCATION IF CONSOLIDATED
Elementary Regional Elementary Elementary Regional Percentage| General Debt
Equalized Value| Enroliment | Enroliment Percent Equalized Value| Equalized Value Share Fund Levy | Service Levy Total Levy*
Chester (Consolidated| $2,687,649,769 1,456 609.5 70.491%| $1,894,562,122  $793,087,647 26.097%| $9,831,141 $620,285| $10,451,426
Mendham Borough $1,572,214,282 664 295 69.239% $1,088,601,169  $483,613,113 15.913% $5,994,884 $378,241 $6,373,125
Mendham Township $2,235,337,651 917 392 70.053%: $1,565,854,025  $669,483,626 22.029%: $8,298,941 $523,613 $8,822,554
Washington Township|  $3,347,231,640 2,877 1,394.50 67.343%| $2,254,360,510 $1,092,871,130  35.961%| $13,547,267 $854,750| $14,402,017
West Morris Regional
Total $9,842,433,342 5,914 2,691.00 $6,803,377,82§ $3,039,055,516 100.00% | $37,672,234] $2,376,888| $40,049,122

*Based on 2009, $13,138ould have shifted from Washington Waship, Mendham Borough, and Mendham Township to the Chester Borough taxpayers when the regional
school system moves from five tour municipalities. The $13,83hift on a budget of $40,000,000 is de minin@i®B454%),and exists because the formula sseeighted
averages in the calculation of apportionment of the tax levy (enroliment and equalized vahaels marginally affected by rounding of decimals throughout the pracess.

May 25 2010

Pagel7



Fiscal Aspects of Consolidating Chester Borough and Chester Township

IMPACT ON COUNTY GOVERNMENT

Morris County Government and the County Op@a& Tax are supported by equalized

property values and will not change if the Borough and Township consalidate

THEEFFECT ON TAXPAYERSIANHE STATE'S RPONSIBILITY

This report used 2009 budget information to demonstrdte fiscal impact of consolidaig the
two governmentdefore any changes or efficiencies are implementéthis section studies
how combining levies and valuadfect tax ratesas individual municipalities and as a

consolidated one

Below are two tables listing the 200&x levies ad tax rates of the two communitiealong with
the levies and tax rates tabulated when the modifications are maaeshow the potential

impact of consolidation fte dModifiS Reblumnsshowsthe tax levy and tax rate for each

municipalityby anticipatinghe following actions: Borougsolid wastes equalizegdBorough
debt service is equalized (Option2 on pagecldebt district),andregionalschool adjustments.

2009 TAX LEVIES

Borough Township Combined
Levies Actual Modified Actual Modified Actual Modified
County Tax $928,048 $928,048| $4,254,964 $4,254,964| $5,183,012 $5,183,012
County Open Space Tax 155,659 155,659 712,149 712,149 867,808 867,808
School Tax Local Districtf 3,439,488 3,439,488 16,172,045 16,172,045 19,611,532 19,611,532
School TaXVest Morris 1,393,772 1,796,090, 8,907,312 8,518,132 10,301,084 10,314,222
Municipal Purposes Tax| 2,996,172 2,846,975 7,815,207 7,815,207} 10,811,379 10,662,182
Municipal Open Space 90,761 90,761 454,000 454,000 544,761 544,761
Total Tax Levy $9,003,900| $9,257,021| $38,315,676| $37,926,497| $47,319,576| $47,183,518
2009 TAX RATES
Borough Township Combined
Levies Actual Modified Actual Modified Actual Modified
County Tax $0.205 $0.205 $0.190 $0.190 $0.195 $0.195
County Open Space Tax| 0.035 0.035 0.032 0.032 0.033 0.033
School Tax Local District 0.758 0.758 0.719 0.719 0.735 0.735
School Tax West Morris 0.308 0.396 0.397 0.379 0.386 0.387
Municipal Purposes Tax 0.660 0.628 0.347 0.347 0.405 0.399
Municipal Open Space 0.021 0.021 0.021 0.021 0.021 0.021
Total Tax Levy $1.987 $2.043 $1.706 $1.688 $1.775 $1.770
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The most important question i@How will these merged tax rates and modificatioffieet the
average taxpayeg? Thefollowingtable shows the difference between th009actual tax and
what the casolidated (herged tax for municipal services and ftire municipal, school and
county servicegexcluding theBoroughdebt district) Items #1 and #2 shovhé conversion of

the 2009 tax withoutlterations.

Items #3 and #how that same conversion iag projected

tax rates to provide farthe addition of Borough solid waste cdstthe tax levythe equalizing
of Borough debby moving a portion of the delib a taxing distrigtand the swng in regional

school costs

CONSOLIDATED TAX@ACATION SCERFOS

ACTUAROO9TAXES

Average | Equalized| Tax Merged Tax Merged | Change in
1. Municipal Tax Value Value Rate | Tax Rate | Amount Tax Tax
Chester Boro $528,326 $552,007 $0.660 $0.405 $3,487 $2,236. $(1,25])
Chester Township $825,962| $805,188| $0.347 $0.405| $2,866| $3,261 $395
2. County, School and Municipal Te
Chester Boro $528,326| $552,007| $1.987 $1.772| $10,498| $9,782 $(716)
Chester Township $825,962 $805,188 $1.706 $1.772 $14,091 $14,268 $177

MODIFIED TAX ALTERNATIVE®dified with Borough solid waste and Borough debt service

3. Municipal Tax

Chester Boro $528,326 $552,007 $0.627 $0.399 $3,313  $2,201  $(1,11)
Chester Township $825,962 $805,188: $0.347 $0.399: $2,866: $3,214 $348
4. County, School and Municipal

Chester Boro $528,326 $552,007 $1.953 $1.766: $10,318 $9,748 $(570)
Chester Township $825,962 $805,188 $1.706 $1.766: $14,091 $14,219 $128

Notes:

1. Theinitial significant shift in municipal tax obligati from the Borough to the Township
shown in #1is now mitigated by the shift in regional school cost from the Township to
the Boroughshown in #2

2. Under he Modificationmodelshown in #3 and #4, the shift in casteduced, bringing
the difference m taxesclosertogether. Theadded cost®f the Borough debt district
are expected to reduce, but not negate the Borough savings.
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3. In any case, under thiax credit law N.J.S.A40A:6528(b)] the Stateof New Jersehas
responsibilityto provide a contiuing tax credit to all taxpayers whose tax rate increases
as a result othe consolidation process.

Therefore, if taxpayers of Chester Borough and Chester Township approve consolidation in a
referendum this November, and a single new government is forarel a tax rate is struck for
January of 2012overingmunicipal school and county servicethe taxes paid by each property
owner will be compared tthe 2011 payment.

Using the 2009 example abovethe 2011 payment is $14,091 (as it was in 2009Heraverage
Township property ownefsee #2 Taxabove), and the tax for 2012 is higher ($14,268 as in the
merged tax under item #2), that property owner will be iglet to a tax credit of $177This tax
credit, once established, will stay with the peaty owner for as long as he or she owns the
property. Thus, the State will provide the financial assistance necessary to allow residential
taxpayers of the two municipalities to start the consolidation process on an equal footing.

CONCLUSION

The Commisen and the people of Chester Borough and Chester Township have an opportunity
to carefully examine all the facts and consider the loagge benefits and liabilities of becoming
one larger community. The financial analysis is one part of the evalugdervices, community
programs, social groups, and other factors play a role in determining if one government can
meet the government needs of the combined population. The rewards found in the economies
of scale and efficiency savingsd the possibilityf forming one unified, stronger government

that can operate more effectively and efficientiiust beconsidered
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