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REAP and the Levy Cap

As part of the Governor’s budget proposal, the REAP program is proposed for elimination.  Aid certifications for those municipalities incorrectly included the REAP aid (a property tax credit on certain parcels) as a State aid reduction.  After review, the Division has determined that REAP is not formula aid used to offset spending/property taxes in a budget (in fact, some REAP aid was due to board of education shared services) and cannot be included as a Levy Cap exclusion under the Offsets for State Aid Loss Exclusions.  Revised State Aid Certifications have been posted for the few municipalities affected by this correction.

Recycling Tax Cap Exceptions

Solid waste collection and disposal services have historically been subject to various taxes used to promote recycling.  At the end of the last Legislative session Governor Corzine approved the “Recycling Enhancement Act” (P.L. 2007, c.311) revising the taxation system for certain solid waste disposal activities.

The Act eliminated the $1.65 per ton solid waste services tax (as of February 1, 2008), and the $1.00 per ton resource recovery investment and waste importation taxes (January 13).  It also restored the full Clean Communities program, of which 25 percent had previously been diverted for recycling, for anti-litter efforts.  In the place of these expired taxes and revenue sources, to encourage recycling the Legislature put in place a new recycling fee charge of $3.00 on each ton of solid waste delivered to landfills and transfer stations.  

A lack of clarity in the original law created some confusion about when the $3.00 per ton fee started.  In addition, while the original law provided a budget appropriation cap exception (outside the cap) for municipalities and counties, it did not provide an exception to the new property tax levy cap.  

To rectify these ambiguities in the law, the Legislature is in the process of passing amendments that will reset the $3.00/ton fee to take effect on April 1, 2008, and provide a levy cap exclusion for the tax.

As this Notice is released, bills A-1910/S-796 have been approved by the Legislature and approval by the Governor is anticipated.  With the understanding that this will take place by the end of March, municipalities (and counties if applicable) are authorized to calculate their budgets based on the fee taking effect April 1, with the costs excluded from both caps.  

The Levy Cap Calculation Workbook has been amended to add an exclusion for the Recycling Tax.  It should also be shown in the budget as a separate line item on Sheet 20 with an FCOA Code of 32-465 and the CFO must submit a certification with calculation with the budget.  Given the difference in the various taxes and their structures, the new exceptions do not require cap adjustments for the previous taxes.
Finally, under the Recycling grant distribution formula, municipalities that operate (by employees or contractors) solid waste collection systems will receive most of their tax payment back as a grant to be used to promote recycling efforts.  This will follow after collections from landfills and transfer stations are received by Division of Taxation, who will distribute the funds to the Recycling Program.  The Recycling Program will then administer grants to municipalities.  Other municipalities will receive grants based on the number of tons of recyclable material annually recycled.  
Property Tax Levy Cap Exclusion: 
Change in Service Provider/Assumption of Services

Both cap laws allow an adjustment when a local unit shifts the burden of providing a service from one level of government to another.  In these cases, the responsibility for covering the cost goes along with the transfer. As an example, a municipality stops providing EMS services and the cost is absorbed by the new provider, in this case, the county.
The procedural steps for this Change/Assumption of Services are different for each cap: 
1. If an adjustment is needed for both the 2.5 percent and 4 percent caps, approval of the Local Finance Board is required.  
2. If an adjustment is needed only for the 4 percent cap, the adjustment can be made by the Director of the Division of Local Government Services, subject to submission of appropriate documentation. 
3. If an adjustment is needed for the 2.5 percent cap only, Local Finance Board approval is required.

Cap Waivers: When Budgets Require Appropriation Cap 
and (Potentially) Levy Cap Waivers
Municipalities that are applying for Extraordinary Aid (applications due March 24) have been advised not to submit applications for Levy Cap Waivers until after aid is awarded. Some of these municipalities, however, may need Appropriation Cap waivers (surplus, sale of property, deficit) in order to meet their cap limits.  

In these cases, municipalities can proceed with filing an application for an Appropriation cap waiver while awaiting the EA award announcement.  This way the Local Finance Board can considerate it advance of EA awards.  This process will streamline the local budget adoption process.

Levy Cap Calculation Workbook Changes

In addition to the changes highlighted above, other modifications were made as the Municipal CY 2008 Levy Cap Calculation Workbook was updated to Version 1-1.  The changes include:


· Creation of a line for the “Decrease in State Formula Aid” on the Instructions/Data Entry sheet, and insertion of the line as an Exclusion on the Summary Levy Cap Calc Worksheet. 
· Insertion on the Instruction/Data Entry sheet of “Cancelled Prior Year Appropriations for Deferred Charges to Future Taxation Unfunded” and “Cancelled or Unexpended Prior Year Appropriation for Capital Improvement Fund & Down Payments.” 
· Included “Prior Year Expended (paid or charged plus reserved) amounts for Capital Improvement Fund/Down Payment” and “Deferred Charges to Future Taxation Unfunded,” which result in a reduction to the prior year’s amount to be raised by taxation.
· Created Instructions and Data Entry fields and a separate worksheet for Local Finance Board approved “Blanket Waivers” (see above under Gypsy Moths).

· Disabled the Health Insurance allowance worksheet because State Health Benefit Program increase is less than 4% and has no effect.

Questions concerning these issues can be e-mailed to the Division at dlgs@dca.state.nj.us. 
Approved: Susan Jacobucci, Director
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CY 2008 Property Tax Levy Cap Issue Update





Since the release of � HYPERLINK "http://www.nj.gov/dca/lgs/lfns/08lfns/2008-3.doc" ��Local Finance Notice 2008-3, CY 2008 Municipal and County Budget Guidance�, there are additional issues that require the attention of local finance officials.  This Local Finance Notice reviews several matters and supplements and supersedes previous guidance.  They include:





Gypsy Moth Management Cap Exceptions


REAP and the Levy Cap


Recycling Tax Cap Exceptions


Property Tax Levy Cap Exclusion: Change in Service Provider/Assumption of Services


Cap Waivers: When Budgets Require Appropriation Cap and Potential Levy Cap Waivers


Levy Cap Calculation Workbook Changes





The Division has also updated the Levy Cap Calculation Excel Worksheet (Version 1-1) to reflect these changes and other modifications.  The worksheet is distributed with this Notice and is � HYPERLINK "http://www.nj.gov/dca/lgs/fiscal/bud_forms/2008_cy_levycapworkbook.xls" ��available online�.  Municipalities should use the new worksheet immediately to update their levy cap calculations.





This notice affects both types of caps: Appropriation or “2.5 percent” cap, and the Property Tax Levy, or “4 percent” cap.





Gypsy Moth Management Cap Exceptions





At its meeting on March 12, 2008, the Local Finance Board approved a request from the Secretary of the Department of Agriculture that CY 2008 appropriations for Gypsy Moth Control be treated as an exclusion to both the Property Tax Levy and Appropriation Caps.  Municipalities budgeting new funds or increasing appropriations for this purpose may show the new funds on the Levy Cap Calculation Worksheet as a “LFB Approved Statewide Blanket Waiver.”  





This is shown in new Section F of the Instructions-Data Entry tab, which then appears on the new Blanket Waiver tab, and shown on the Summary Levy Cap Worksheet as an Addition to the Adjusted Cap Levy.  FCOA 26-320 should be used to reflect the appropriation line item.
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