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SUMMARY

Synopsis: Removes restrictions on special assessments and bond issuances for
replacement of residential lead service lines; revises budgetary
requirements for operators of certain water systems.

Type of Impact: Annual State expenditure increase; local expenditure and revenue
increases.

Agencies Affected:  Department of Community Affairs and certain local governments.

Office of Legislative Services Estimate

Fiscal Impact Annual

State Expenditure Increase Indeterminate
Local Expenditure Increase Indeterminate
Local Revenue Increase Indeterminate

The Office of Legislative Services (OLS) determines that the bill will result in indeterminate
increases to annual State and local government expenditures. Local governments that supply
water to their residents will be required to conduct a periodic study of the rates that they charge
and submit the study to the Director of the Division of Local Government Services in the
Department of Community Affairs (DCA). The bill would authorize the Local Finance Board
to hold hearings based on the study and to order the local government or authority to adjust its
rates, or take such other action as the board deems appropriate. The increased oversight by the
DCA may increase state costs, and local governments may have to adjust rates, which would
have an indeterminate impact on their revenues.

The OLS determines that there will be a marginal increase to the Local Finance Board in the
DCA to adopt the procedures, requirements, and frequency of the study required to be
performed by local governments. The OLS determines this is a one-time cost that could be
subsumed within existing duties.

Local governments are also required to include infrastructure improvements required under the
Water Quality Accountability Act and Water Pollution Control Act in their capital budgets.
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Failure to do so would allow the Division of Local Government Services to order the inclusion
along with any appropriations necessary to fund them. Local governments may incur
additional costs to carry out these capital improvements while the DCA may experience costs
related to ensuring that local governments include these improvements in their capital budgets.

e The bill allows local governments to issue bonds for up to 30 years to finance lead service line
replacements and also extends to 30 years the period of time over which a municipality may
allow a property owner to pay assessments attributable to the replacement of lead service lines.
Longer dated bonds will increase the expenditures of local governments choosing to use this
financing method due to additional interest payments. They will also realize greater revenue
from the related assessments used to pay for the capital improvements. Based on financial
decisions made, these revenues may or may not offset the expenditure increases.

BILL DESCRIPTION

This bill would revise various public finance laws to remove existing restrictions on the ability
of local governments and authorities to finance the costs of lead service line replacements. Current
law authorizes municipalities and affiliated public water purveyors to levy special assessments,
and issue bonds, to replace certain lead-contaminated water service lines.

Additionally, the bill would extend to 30 years the period of time over which a municipality
may allow a property owner to pay assessments attributable to the replacement of lead service
lines. Current law allows assessments to be paid over the lesser of: the period of years for which
the bonds were issued, or 20 years.

The bill would supplement current law to require local governments that supply water to their
residents and authorities to conduct a periodic study of the rates that they charge, and submit the
study to the Director of the Division of Local Government Services in the DCA. The Local
Finance Board in the DCA would be required to adopt the procedures, requirements, and frequency
of the study. The bill would also authorize the Local Finance Board to hold hearings based on the
study and to order the local government or authority to adjust its rates, or take such other action as
the board deems appropriate to ensure the integrity of the water infrastructure operated by the local
government or authority.

The bill would also amend the Local Budget Law to require local governments to include
infrastructure improvements required under the Water Quality Accountability Act and the Water
Pollution Control Act in the capital budget and statement of capital undertakings of the local
government. If a budget fails to include the improvements, the bill would authorize the Director
of the Division of Local Government Services to order the inclusion of the improvements, along
with any revenues or appropriations necessary to fund them.

Under the bill, whenever there is available an undesignated fund balance or unreserved retained
earnings held by a municipal utilities authority that is being dissolved by a municipality, no more
than five percent of the annual costs of operation of the authority could be appropriated by the
municipality for uses not directly related to drinking water management, unless the Local Finance
Board determines that the municipality has demonstrated a need for greater than five percent based
on a showing of significant fiscal distress.

The bill would amend the New Jersey Water Supply Public-Private Contracting Act to require
that any contract entered into pursuant to that law include provisions addressing the allocation of
responsibility for compliance with the provisions of the Water Quality Accountability Act. The
bill would also require the Local Finance Board to verify that a contract includes the provisions,
prior to giving its approval.
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FISCAL ANALYSIS
EXECUTIVE BRANCH
None received.
OFFICE OF LEGISLATIVE SERVICES

The OLS determines that the bill will result in indeterminate increases to annual State and local
government expenditures. Local governments that supply water to their residents will be required
to conduct a periodic study of the rates that they charge and submit the study to the Director of the
Division of Local Government Services in the DCA. The bill would authorize the Local Finance
Board to hold hearings based on the study and to order the local government or authority to adjust
its rates, or take such other action as the board deems appropriate. The increased oversight by the
DCA may increase state costs, and local governments may have to adjust rates, which would have
an indeterminate impact on their revenues.

Local governments are also required to include infrastructure improvements required under the
Water Quality Accountability Act and Water Pollution Control Act in their capital budgets. Failure
to do so would allow the Division of Local Government Services to order the inclusion along with
any appropriations necessary to fund them. Local governments may incur additional costs to carry
out these capital improvements while the DCA may experience costs related to ensuring that local
governments include these improvements in their capital budgets.

The bill allows local governments to issue bonds for up to 30 years to finance lead service line
replacements and also extends to 30 years the period of time over which a municipality may allow
a property owner to pay assessments attributable to the replacement of lead service lines. Longer
dated bonds will increase the expenditures of local governments choosing to use this financing
method due to additional interest payments. They will also realize greater revenue from the related
assessments used to pay for the capital improvements. Based on financial decisions made, these
revenues may or may not offset the expenditure increases.

Section: Environment, Agriculture, Energy, and Natural Resources

Analyst: Neha Patel
Senior Analyst

Approved: Thomas Koenig
Legislative Budget and Finance Officer

This legislative fiscal estimate has been produced by the Office of Legislative Services due to the
failure of the Executive Branch to respond to our request for a fiscal note.

This fiscal estimate has been prepared pursuant to P.L.1980, ¢.67 (C.52:13B-6 et seq.).



