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Alec Hansen BILL No'_é,%g < %‘

From: Roullier, Amy [roullier.amy@dorsey.com]

Sent: Tuesday, January 23, 2007 12:30 PM

To: Hansen, Alec (E-mail); Blattie, Harold (E-mail); Embleton, Mary (E-mail)
Cc: Ellingson, Mae Nan; Roullier, Amy

Subject: Senate Bill 245 - Revise Local Government Debt Limits

Importance: High

MAE NAN ELLINGSON
ellingson.mae.nan@dorsey.com

MEMORANDUM
TO: Senator Dan McGee
via e-mail and fax
CC: Alec Hansen
Harold Blattie
Mary Embleton
FROM: Mae Nan Ellingson
DATE: January 23, 2007
RE: Senate Bill 245 - Revise Local Government Debt Limits

In my experience as serving as bond counsel to a great number of Montana local governments, an
increase in the statutory debt limits for Montana cities, towns and in particular, the smaller and mid-size
cities is needed.

However, I don’t know whether the 2.5% is the right percentage. Attached is a list showing the
debt capacities of Montana cities and towns as they currently exist and as they would be with the
increase proposed by SB 245. What I know is that many local governments cannot issue general
obligation bonds in a sufficient amount to address their legitimate government purposes.

A couple of examples should illustrate the need for an increase in the debt limits.

Three years ago, the Townsend Town Council responding to complaints about the state of its
streets and roads, proposed to finance a portion of the costs of paving the Towns unpaved streets and
improving the existing paved streets by chip sealing and adding a two inch base of asphalt. The total
construction cost alone was $2,697,000. A general obligation bond put to the vote of the taxpayers
would have been the most logical or cost effective method of financing available to a local government
for improvement of the town’s streets. At the time, the Town’s debt limit was $645,000. Under the
proposed increase, their statutory debt limit would still not allow the issuance by the Town of general
obligation debt, even if the voters approved it.
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The fact the Town couldn't issue general obligation bonds did not make the problem go away and
did not lessen the public support for the project. The Town’s only choice was to create multiple, special

improvement districts and issue special improvement district bonds to pay the costs of the
improvements.

The process for creating the special improvement district is more cumbersome, the financing is
more expensive because revolving funds have to be financed, and the interest rate on special
improvement district bonds is often a full percentage higher than a general obligation bond from the
same community. Moreover, the impact to the individual property owners of a special assessment as
opposed to a tax is certainly less favorable, in that the principal amount of special assessment becomes a
lien against the property.

The Town of Ennis has a similar problem. Its current debt capacity is $587,240. It too suffers
from a lack of paved streets and no storm water drainage system. The engineers provided an estimate of
$5,454,000 to rebuild, regrade, pave and add curbs and gutters to all roads. A more affordable option
consisting of repairing the existing paved roads and to pave the gravel roads would cost $1,826,000. So
even with the proposed increase in the statutory debt limit, which would bring their debt limit to
$972,251, it would not allow the Town to submit to the voters the question of issuing general obligation
bonds for this project.

Fort Benton has similar needs but not enough debt capacity. Given that, the town will have no
option other than using special improvement districts to install the needed improvements.

At least with road improvements that abut every street in town, the municipalities do have the
option of special improvements districts if they can’t issue general obligation bonds.

Over the last few years we have had several smaller cities needing to purchase fire engines, or other
fire fighting equipment, but they lacked the debt capacity to issue a general obligation bond to purchase
such items.

I don’t think there is any question that an increase of 2.5% will be helpful for many of the
municipalities, but for some it will not enable them to provide some of the basic services they need to
purchase.

I understand that everyone is reluctant to increase property taxes which increasing the debt limit
may do, but please keep in mind, the general obligation debt cannot be authorized without a vote of the
people.

I would be happy to work further on this issue. Perhaps a graduated percentage limitation should
be considered.

mne/alr
Attachment

<<City and Town Debt Limit Calculations.pdf>> <<Proposed County Debt Limit Calculations.pdf>> <<Current
County Deb Limitation Amounts.pdf>>

BAmy L. Roullier
Legal Assistant
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Tax Year 2006 (for Fiscal Year 2007 Use)

Market Value and Debt Limit of Cities & Towns _
Current Proposed Increase o
!CRYIT own Taxable Value Market Value Debt Limitation Debt Limitation Limitation
1

_$393457 $10,377.827 $156,705 $259,446 $102,740
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~$268,827 $176,251
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$72,756 $47,700
T $27.107__ T SI7772.
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—$201.178
~ $288.168
$414,030
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. $96,112
— S19.016,717__ 331482975 T $12.457,258
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$2 911, 131

$1,740.276 gt
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081533867 - 1 /§253951 1 - $100,565 ]
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806~ $580,502 3061245 _  $380,653
$40 705 973 $614,660 $1,017,649 $402,989

"~ $1463.930




Taxable Value

Market Value

Current

Proposed
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Taxable Value

Market Value

Proposed

Increase
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Tax Year 2006 (for Fiscal Year 2007 Use)
Market Value and Debt Limit of Counties

County

Taxable Value

Market Value

{with proposed 2.5%

Debt Limimtionl

increasejf

Beaverhead

$16,315,301

$490,596,382

$12,264,910
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$7,904,668
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$12,145,187
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7$6,502.280 |

— _$28,709,760

$698,596,330

T$17,464,908

$6869.968
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. $13238.364 |
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$10,015,215

$226, 755 824
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- §7,800,731 |

$12 173, 729

$340,474,060
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Market Value
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