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Executive Summary

By demonstrating the economic advantages highatensity downtown projects offer

a municipality, as opposed to such lowedensity projects asbig-box stores and

office parks, this report provides a fiscal argument for goverment officials and civic
leaders to follow the smart growth principlesembodiedin . A x * ASpfA UGS O
Development and RedevelopmenPlan.

To compare the financial benefits for these different development densities, the
report uses a methodology developethy Joe Minicozzi of Public Interest Projects in
North Carolina. Projects are evaluated based on the property tax they ppgr acre
Using this calculation, dense, downtown developments pay much more for the space
they take up. Compact etvelopment projeds in New Brunswick and the Morristown
area demonstrated these same financial advantages, generating more tax revenues
per acre than lowerdensity projects, especially those located outside of downtown.

State and national studies have found that compaatenter-based development
typically incurs lower costs for infrastructure and servicesThis study did not assess
the public costs for the sample projects in the study areas, which would have
allowed a calculation of thenet financial benefit. It is alsoimportant to note that this
fiscal advantage is but one factomunicipalities should use as they plan for the
location and intensity of growth.



Introduction

When local governmentsplan for development, their decisionrmaking processoften
includes a baic cost/benefit analysis that considers both fiscal and other qualitative
factors. Development projects can create qualitative benefitsuch as adding new
shopping, services, housing and jobs, and enhancing the look and feel of a
community. Negative so@l consequences may include trafficongestionand loss of
open space. Fiscal costeayinclude the need for infrastructure investments, such
as additional roads and expanded sewer and water systerhsas well asongoing
expenditures for schools public safety and infrastructure maintenance The fiscal
benefits of development projects can be directly calculated based on the property
tax they pay.

To demonstrate these fiscal considerations, some planners have compared

development projects with differing densities, based on the financial return on

investment per acre. The novelty of their work lies not only in its financial focus, but

also that their comparisons are based oper acretax revenue, rather than by lot or

building. These studies, conducteth Asheville, NC. and Sarasota, R. by Joe

“ET EAT UUE | £ 00AI EA )1 CokroadOspavdingBidigeOOh & O A
use developments such as bigox stores do a poor job of providing governments

with needed tax revenue. Dense, mixedse developnent, usually downtown or

AAEAAAT O O1 OOAT OEOh EO 2£E1 AT AEAT 1T U 1 OAE i1C
Minicozzi explains the revenue difference08 $1 x1 OT x1 O AAEEAOA A EECI
OAOOOT OEAT Al AAOA T &£ OOAOOAAT AAOGAITTPIATO
O/ 1T AOOAICD CAOOET C Ox1 OO1 OEAOh QOTMTHetwoOAOO CA
studies showed that denser development patterns require loweper-unit

infrastructure investments, provide higher property taxes per acre and therefore

paid back the governmentmvestment in a much shorter time period.According to

Minicozzi, both the lower costs and increased revenuecontribute to the fiscal

advantages of dense development.

While this form of analysis is only one way to evaluate development decisions, and it
has not yet been applied widely, it does make a case for governments to support
compactdevelopment and redevelopments opposed tasprawl-style projects,
especially in places wheremore densegrowth makes sense for other reasons, such
as existing downtownsand areas near transit hubs.

1 This depends upon whether the public sector or the developer wipay for infrastructure. See also
the Strong Towns blog, Costs and Benefiteries available online at
http://www.strongtowns.org/journal/2010/11/3/costs __-and-benefits-part-1.html

2 New Urban News,Best bet for tax revenue: mixease downtown developmenwol. 15, no 6.
3 lbid
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Measuring Property Tax Per Acre in
Two New Jersey Case Studies

As this report now turns its focus toward specific examples in New Jersey, it will
examine the revenue side of this analysis by looking at property tax perr&cin two
locations: the municipality of New Brunswick and a section of Morris Countthe
adjacent municipalities of Morristown, Morris Township* and Hanover Township.
Both study areas have a variety of development projects located looth a walkable
downtown and a nearby, moresuburban setting.

Methodology
For each of thesewo examples, property tax and acreage information was compiled
for properties fitting a variety of categories:

residential suburban singlefamily;
residential multifamily, low-rise (2 stories);
residential multifamily, mid-rise (3-5 stories);
commercial low-rise;

commercial mid-rise (3+ stories);

mixed-use midrise (3-5 stories); and
mixed-use highrise (6+ stories).

E R I

The Morris County Department of Planningind Developmert assisted with the data
for Morris County. For the singlefamily residential category, datawere aggregated
from 10 homes, each with a lot size of approximatellyalf an acre. To ensure a wide
variety of densities, neighboring municipalities in Morris Canty were used:
Morristown, Morris Township and HanoverTownship. Once the locations were
selected, the analysis was straightforward. The necessary information was gathered
from publicly available tax data, compiled and attached as appendices A and B, tmos
importantly calculating 2010 property tax per acre for each project.

For the Gty of New Brunswick, Glenn Patterson contributed all of the data. For the
single-family residential category, datawere aggregated from 10 homes, with lot
sizes ranging etween 5,000and 6,500 square feet.

See Appendix G for a more detailed description of the methodology. The individual
values and aggregates by category were compared graphically for each area.

In all cases, the study relied upon actual property tax ¥@nues, regardless of
whether a Payment in Lieu of Taxes was in place. Some of the projects have{ong
term tax abatements, which may affect a comparison with a similar neabated
project.

4 Note that Morristown and Morris Township share a school disict.

6



Morristown Area Findings

The properties studied in the Morristownarea demonstrated the fiscal advantages
of dense development in a downtown area, based on an analysisléfprojects,

ET Al OAET ¢ OE OA Ao sivgeddmily’hdns eadh AFgOL @f thie gEojects
were located in downtown Morristown; the singlefamily home project areas and
the five remaining projects were located in suburban areas of Morristown, Morris
Township or HanoverTownship. Detailed information on each project can be found
in Appendix A.

As Figure 1 shows, mixedise mid-rise properties paid the average highest property

tax per acre $461,410 in 2010. This category includes the Transit Village
AAOCGAT T PIi AT O | PEAOOOAA ET | bPAT AE® %wh EI ACA
project. Figure 2 illustrates that these properties are among the mo&icrative per

acre, along with two commercial midrise projects, Century 21 (Appendix E, image

5) and 10 Park Place. Paying an average property tax of $441,902 in 2010, the
commercial mid-rise properties also pay relatively high property taxes per acre.
Camparing these compact developments with nearby lowise properties (such as

the Cedar Knolls Shopping Center, Appendix E, image 1) reveals that, on average, the
commercial properties that are three to five stories generate 15 times the property
taxes peracre of their one- to two-story counterparts.

Amongpurely residential properties, the multi-family mid-rise buildings paid the
highest property taxes per acre in 2010, at $216,155, which isore than ninetimes
the average peracre taxes paid by thereestanding, singlefamily homes in the area
(such as the one pictured in Appendix E, image 6).

The Headquarters Plaza project, the only project in the mixedse highrise
category, represents an anomaly. While its buildings are the tallest in the study
group, it generatedonly $151,383 per acre, roughly onehird that of the mixed-use
mid-rise category. The reasons for the low property tax per acre values araclear,

AOO OEA DPOI EAAOGO ACAn AAOAA AAOECI AT A OAAA
I

contribute to a lower market value. In additontheD OT EAAO8 O AAT OEOU EO
what the building heights might suggest, since there amaany large onsite plazas.



Fig 1: 2010 Property Tax Yield Per Acre:

Morristown Area by Category
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New Brunswick Findings

New Brunswick also demonstrated significantly greater returis on the highdensity

downtown properties, based on an analysisaf8D OT EAAOO j ET A1 OAET ¢ 11 /
A O A A16 siniglgBamily homes). Detailed information on each project can be found

in Appendix B, with additional information in Appendix C. All of th projects were

downtown except for Sears and Houlihans, the two lowise commercial properties.

The singlefamily and low-rise residential properties were on the edges of the

downtown area, as Figures 1 and 2 in Appendix D show.

Here, the mixeduse highrise properties (such as One Spring, pictured in Appendix
F, image 2) were the clear winners in terms of revenue generation. Their average
property tax of $674,532 per acre in 2010 (seen in Figure 3) was 6.5 times greater
than the mid-rise mixed-use propetties (which Figure 3 shows is $103,653), and 25
times higher than the lowrise commercial properties. Paying only $26,513 per acre
in 2010 (illustrated in Figure 3 as the lowest column in the graph), the lowise
commercial properties (in this example incliding Sears, Appendix F, image 1, and
Houlihans) paid, on average, the least property tax per acre.

Amongthe other categories, multifamily midrise residential projects offer
advantages over the singldamily or multi -family low-rise options. As Figure3
shows, the midrise residential projects in New Brunswick paid $105,59per acrein
2010, more than twice theper acreproperty taxes paid by other forms of residential
development (as seen in Figure 3, $45,338 for multifamily and $43,082 for single
family homes). (Note that the singlfamily homes were on lots ranging from 5,000
to 6,500 square feet.)

The Hope Manor project skews the mixedise data. Figure 4 shows that Hope
Manor, a midrise mixed-use development, pays the seconlbwest taxes per are,
only $25,224. This number actually represents the Payment In Lieu of Taxes for the
project, which in this case is lower than an actual tax might be because the housing
component of Hope Manor is 10@ercent affordable housing. Even so, the midse
mixed-use category of projects still falls in the middle of the categories, as seen in
Figure 3, and these projects pay more than the lowise commercial and residential
projects.



Fig 3: 2010 Property Tax Per Acre:
New Brunswick by Category

$800,000
$674,533
$600,000 |
269,107
$400,000 $ : |
<105 Q7

3200000 $43,082 $103,654 7"

$26.5 $45338 .

$ 0 __—_'__ . — . ; - . I .

- i 2010 Property Tax/Acre
{\c"b .@\\Qj %@ .\z';-"\ Q’;Q \Q"c’\ . Qaé\
QQ' (\rb {\‘:’J O‘Q .\c:, o .&\
. % . \.@Qo o oy > \r)? \bx
¢ o>’ 3 N ) S 2
&P & &S R
& > ,@,‘\" ’é\ > - &
S N £ & &
& Q{b (o & _@Q‘& E}'\}
& ST
Q"Q?: ?f’ ‘@ e‘} (J *&

Fig 4: New Brunswick Properties
$1,200,000.00
$1,000,000.00 -
$800,000.00 -
$600,000.00
$400,000.00
$200,000.00
$0.00 T : : 2010 Property Tax/Acre
_ms.m:mg:-“gﬂ::-:rcm:u\mgp
S25;E52ZE8S2ERETRE
EZHELZEISELESERRES A
ZE=27EFE=2cEa B reEE D
S8 58BEcrmEEigEEE L
[=] = = = | = =
T S BE3 0 S5z g8EC
“E= % ESm = g =
o =2z = T oo
= £43F = ol
z = =z
=4 ! "
=3

10




Comparing Overall Costs and Benefits of Different
Development Patte rns

Our research in New Jersey focused solely on how thevenueggenerated by
development projects vary with density. Although we were unable to evaluate the
public-sector costs for the sample projectsstatewide and national studies
comparing the costof different development patterns have foundhat, in general,
there is a significant economic advantage to compact, centbased development.

The Center for Urban Policy Research (CUPR) at Rutgers University conducted an

Impact Assessment on the Statedyelopment and Redevelopment Plan for the New

Jersey Office of Smart Growth. This study compares projected development

following the State Plan (PLAN) with historical trends (TREND) in terms of impact

on the economy, the environment, infrastructure, commuity life and

intergovernmental coordination.> The State Plan concentrates growth in already

developed areas and encourages denser development, so the PLAN scenario has less
OPOAxI OEAT 42%.%$8 !l OET OCE AT OE DPOT EAAOQEI T C
tad AAOA COIT xOE 1 £ AbDD G inendirighé khé vdluecop 8¢ x v OOET |
property in New Jersey increases almost identically under both scenarios, the report

goes on to show that following the growth guidelines of the State Plan offers a

significant financial advantage.

The study asserts(U]nder TREND development, by 2028, local governments will

experience a fiscal surplus of $65 million annually; under PLAN development, the

fiscal surplus will be $181 million annuallydIn other words, local governmets

could almost triple their surpluses, earning $116 million more per year, by adhering

01 OEA 30AO0A 01 Al & GCaéeAtrating gipoth in dekse, @lfedoA A1 ET AO8
AAOGAT T PAA AOAAO AAAI O1 0O &£ O OEEO ®BOODPI 608 4
under PLAN to draw on usable excess operating capacity in already developed

AT 11 O1 EEdtikgBIéss developed areas requires a significant increase and

change inthe provision of public services (such as fire and police departments or

schools ystems), changeshat are much more costly than increasing the capacity of

existing systems?

Additionally, the physical infrastructure costs (including roads, transit, water and

sewer services) are also lower for compact growth in developed areas. Thense

#502 OOOAU OPOI EAAOO OA@ OAOGEI CO 1 & Apoemn 1 EI
school taxes, $870 million in local road costs and $1.45 billion in water and sewer

5 Rutgers Edward J. Bloustein School of Planning and Public PoliBystainability As Partner to
Economic Regeneration: The Impact Assessment of the New Jersey State Plan

6 The Impact Assessment of the New Jersey State, Ptaye 6

7 The Impact Assesment of the New Jersey State Plaage 7
8 The Impact Assessment of the New Jersey State p&ye 6
9 The Impact Assessment of the New Jersey State Plan,

11



Cooperative Research Program conducted a similar study at the national leygtled
Costs of Sprawl 2000, which compared infrastructure cost projections under a
controlled-growth 11 scenario for 20002025 to uncontrolled growth for the same

period.InthissOOAUR O#1 1 00111 AA CcOi xOE EO AAEET AA A
development to already developed counties or to areas as close to already A
AAGAT T PAA 1TTAAQEITO AO Pi OOEAI A8O #1 1 OAOOAIT L

outward, usually with low density.12

Under the controlled-growth scenario used in this study, nationwide costs decrease

by $12.6 billion (6.6 percent) in water and sewer infrastructure and $110 billion

(11.8 percent) in local road infrastructure. The TCRP analysis of tax changes and

DOAI EA OAOOEAA Al OO0 1 AOOAA OA bPi OEOEOA EEOA
annually under the controlled-growth versus uncontrolled-C OT x OE OAAT AOET 6 A\
2025.13 Qverall, growth in already developed areas thasibuilt more densely

typically has lower per unit costs for water, sewer, road and servicg4.

In addition to costing less, denser development pays significantly higher property
taxes per acre than more sprawling projects, meaning the government earns more
revenue from the land. The CUPR repocited higher property taxes in more
developed areas as one reason following planned growth offers a greater fiscal
advantagethan unplanned growth 15

10 Rutgers University Center for Urban Policy Research, from NJ Department of State,
http://www.state.nj.us/state/planning/benefits.html

1y 1T OEEO OOOAUR O#11 060111 AA CcOI xOE EO AAEET AA AO 1 EIE
already developed counties or to areas as close 8]l OAAAU AAOAT 1 DPAA [CisB&OETI T O AO
Sprawl, Executive Summary, 4) Conversely, sprawl is defined as unlimited growth outward, usually

with low density.

12 Costs of SprawExecutive Summary3-4.

13 Costs of SprawlExecutive Summary, 13.

14 Note that this may not be true in situations where infrastructure needs to be expanded in an

already-developed area, especially if additional land (such as street rightsf-way) must be acquired.

15 @\Iso,in more densely developed communities, the real pgerty tax is significantly higher than it

is in less densely developed communitiesandalthough overall costs may be somewhat higher,

revenues will be proportionately higheroThe Impact Assessment of the New Jersey State, Plan

12
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Limitations and Unanswered Questions

While the findings from New Brunswick and Morristown clearly demastrate the
fiscal advantages associated with densitespecially in downtown areas, this area of
inquiry raises many questions beyond the scope of this study. This study is
admittedly an extremely simple way to evaluate the economics of density.

This gudy did not look into the netfiscal costs or benefits. While state and national
studies have found that pefunit costs are typically lower for denser, centeibased
projects, the study did not attempt to assess the publisector costs associated with
the sample projects in New Brunswick and the Morristown area.

In all cases, the study relied upon actual property tax revenues, regardless of
whether a Payment in Lieu of Taxes was in place. Some of the projects have{ong
term tax abatements, whichwill affect a comparison with a similar nonrabated

project. Some of the projects contain tarxempt elements, such as the textbook
portion of the Barnes & Noblebookstore at the Gateway Transit Village, as this

portion of the store is in support of the taxexempt Rutgers educational use. These
portions of projects pay no tax or PILOT. The HOPE VI project has a very low PILOT
as it is a 100percent affordable residential project. Not all properties fit the
hypothesis perfectly for other reasons. The Headqutars Plaza in Morristown is an
anomaly due, at least in part, to large osite plazas.

There are other complexities to the New Jersey tax system not addressed here. In
particular, when considering residential development, the question of
schookhildren (and their associated costs) arises. How many children might live in
the various forms of residential developmentand whether the tax levels cover the
education costsare beyond the scope of this study. Many of the highetensity
housing projects are @signed for households without children a strategy supported
by a Rutgers Universitystudy that found fewer children living in higher density
housingt.

This analysis categorized properties based only on building height (except for the
single-family residential category) but other factors of density (such as open,
unused space, and osite, particularly surface, parking) are also important
considerations. Projects with offsite parking will have smaller land areas, which
can have the effect of making theevenue per acrehigher. Similarly, downtown
properties may gain value from their underlying zoning, and/or from their location
in a dense environment. For example, a orgory retail store (which was not
included in the final analysis) in the center oMorristown paid significantly higher
taxes per acre than the onestory commercial properties located elsewhere. The
higher tax payments reflect a high assessed value, whiprobably due to at least

16 New Jersey Demograpic Multipliers: The Profile of Occupants of Residential and Nonresidential
Development. David Listokin, et al., Center for Urban Policy Research, Rutgers University, August
2006.
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two market factors: the unrealized development potentl and the value of existing
business, which might benefit from a concentration of downtown shoppers. The
precise nature of this difference could also be studied in greater detail; this sort of
comparison also contributes to the financial case for densesdelopment.

Just because dense projects can be fiscally advantageous dogismean they make

sense in all locations. Fiscal considerations are only one of many significant factors
communities use to plan for where and how to grow.

14



Conclusion

Overall, the New Jersey examples demonstrate that on a pacre basis, denser
development in a downtown area pays higher property taxes than lowedensity
development, especially that which is located away from a town or city center. As
7EI 1 21 CAOOADAGEAUDOAUI 1 ATLANE B &ngmpé&rté@nt AT UT T OA 8
source of revenue for the government, but its also a finite resource. Particularly
during this tumultuous economic time, and in New Jersey, the most densely
populated state in thenation, local goernments must carefully consider how they
extract value from the land in their municipalities. In general, according to statewide
and national studies, denser development requires a lower investment from the
government in infrastructure (assuming that it is provided by the public sector) and
ongoing maintenance andervices. Furthermore, after completion, denser
development projects in downtown areas typically pay more property taxes per
acre. When lower costs and higher revenues combine, as they oftenfdodenser
development projects, local governments enjoy a fiscal advantage. Although
municipalities should consider many other factors in addition to fiscal ones, in the
right locations dense development patterns offer other advantages: they consume
lessland, allowing for the preservation of open spaceind they support alternative
modes of transportation. Dense downtown areas in particular are preferred by
many people who seek walkable, interesting places to live and work.

17 Minicozzi presentation
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Appendix B: New Brunswick Data
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