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Introduction
Whereas the Watertown Citizens for Common Sense Government believes that the Watertown Town Council needs more and better information before deciding where to build a new police station, we humbly submit the following data for the Council’s review.
We believe the Council received flawed information regarding the actual net proceeds from the Browne School, especially when compared to the potential revenue from the Coolidge. Recent disclosures have proven our assertion to be correct. Based on rough numbers, we have prepared a preliminary comparison of the first years net proceeds. These figures are not accurate to the dollar because they are based on the incomplete data that has been very slow in coming from the Administration and School Department. However, we believe that our comparison is far closer to reality than the one been previously provided to the Council
We have also compiled some data comparing the additional costs of land acquisition and the possible revenue from the Browne School. There are many variables. We don’t have hard numbers for a new long-term lease with the Atrium School since this would be subject to negotiation. In addition, we lack specific costs for land acquisition in the Cross St. vicinity. Therefore, we’ve based some of this data on assumptions. However, when assumptions are made, we specify that we are making an assumption. 

Although this data includes some assumptions based on variables, we believe this report demonstrates that land acquisition is a more feasible option than some Councilors might have thought.  We hope the Council will find this information useful and will consider the implications when making a final decision.
John DiMascio
Communications Director

Watertown Citizens for Common Sense Government

Comparison of Mitchell to Atrium
According to information previously given to the Council, the revenue from Mitchell would net the Town $57,770 in the first year. However, that figure includes $35,875 in Real Estate Taxes and $21,895 in rent.

The tax portion increases yearly by 2.5% over the next 50 years; but the entire net revenue escalates at an average 2.9% *
It has also been stated that Mitchell will make some 9 million dollars in capital improvements in the Coolidge building. They claim this figure should be added to the value to the Mitchell proposal.

However, for comparison purposes, the following must be considered.

A) Mitchell would convert the Coolidge into 35 apartments. Many of the so-called improvements are useless to the Town. The Town has no need of 35 bathrooms and kitchens. Hence, much of the 9 million dollars is conversion cost, not structural improvement to the building.
B) We have no reason to believe that the improvements made today will be pristine in 50 years when Mitchell’s contract expires. While Mitchell will have to maintain the building, it would be naïve to assume that we will get a brand new building back from Mitchell in 50 years. So, the improvements benefit Mitchell, not the Town.

Moving on to the Browne School, the projected revenue from the Atrium lease starts with a base rent of $221,319. However, rather than increasing at the same annual rate as the Mitchell proposal (2.9%), the rent is only projected to increase at annual rate of 2%. Those responsible for the report, claim that 2% is based on the CPI. But, the CPI increased 2.8% in 2003 and averaged 2.5% over the past 5 years.  Therefore, the current CPI was inexplicably understated by at least 50 basis points. While this error may seem inconsequential to some, over a 50-years period it represents millions of dollars. Further, the data we include in this report indicates the CPI has averaged 4% over the past 50 years.
* Source for these numbers is GLC Development Resources LLC
According to the report submitted by the Administration, the Atrium lease nets the Town $12,875 in the first year.  The breakdown follows:
Gross Rent -------------------------------------------$221, 319

Expenses --------------------------------------------- $(84,000)
Replacement Reserves-----------------------------$(186,667)

1/3 paid by tenant---------------------------------- $ 62,222
Net Revenue                                                       $ 12,875   *
The $84,000 figure for operating expenses is incorrect.  It includes roughly $30,000 in utilities, which shouldn’t enter into this equation. Seventy-four percent (74%) of the utilities are supposed to be billed to the Atrium. The remaining 26% are paid by the Town, because the Town uses the 26% of the building. You cannot deduct expenses from the gross revenue of a lease if A) they are not your expenses, B) the expenses don’t pertain to the leased portion of the building. 
The $84,000 includes $38,000 for repairs. It has now been determined that this $38,000 is an unsubstantiated overall proportional distribution of School Department’s repair and maintenance expenses. Unless and until the School Department can produce work orders itemizing the specific work done, or otherwise account for labor performed at the Browne School, then we cannot determine dollars spent in 2004 repairing and maintaining the leased portion of the Browne School.  We point out that the Atrium states they have paid for painting, plumbing, and electrical work. They also retain custodial services for daily upkeep. 

The $84,000 includes $5,000 for landscaping. This figure is for the entire lot. Although the Atrium has access to the park, it is not part of the lease. The appurtenant land that needs to be landscaped is a small lawn in front of the parking lot. This does not represent more than 20% of the total land. Therefore, it is our opinion that no more than $1,000 of the landscaping fees can be charged to Atrium lease for comparison purposes.

* Source for these numbers is GLC Development Resources LLC
We assume that the other expenses include plowing. However, the School Dept uses 25% of the building and the townspeople use the parking lot for overnight parking in the winter. Hence, we conclude that no more than 50% of the plowing costs can be charged to the Atrium lease.

In short, based on normal real estate practice, ten (10) percent of the gross rent ($22,, 131) is a reasonable repair and maintenance figure.
As to the replacement reserve, we also believe that this is a highly inflated number to be deducted from gross rent. The building will eventually need to be replaced if capital improvements are not done. But, replacement reserves must be spread out over the entire life of new a building, not over a 50-year span of a significantly older building. Moreover, it is unreasonable to assume the Browne School will possibly need $186,667 per year (increasing annually by 2.5%) for capital improvements for each of the next 50 years.
That said; we will assume for the sake of argument that the $186,667 figure is accurate.  

Gross Rent -------------------------$221, 319

Expenses ----------------------------$ (22,139)

Replacement Reserves------------$(186,667)

1/3 paid by tenant------------------$ 62,222
Net Revenue                                 $ 74,735
Now compare the first year’s net revenue from Mitchell and Atrium

Mitchell ----------------------------$ 57,770 ($35,875 in taxes / $21,895 in actual rent)
Atrium -----------------------------$ 74,735
Even assuming a grossly inflated number for replacement reserves, the Atrium lease is still clearly more profitable then the Mitchell Proposal.*

* For a comparison of the total revenues from long-term triple net leases, see appendix.
The Cost of Land Acquisition compared to projected revenue from the Browne
There has been much speculation regarding the actual cost of land acquisition for a new police station and parking in the Cross St. vicinity. The figures have varied from 4-8 million dollars. Therefore, we have prepared several hypothetical illustrations that use numbers in that range.
The scenarios all include the following assumptions:
1) The Town would issue 20-year bonds to pay for the land acquisition.

2) We assume that either the Town will pay interest only and pay the debt at maturity. Or the debt will be amortized over 20- years. We have not assumed that the debt will be refinanced. 

3) We’ve assumed a rate of 4.5% interest. According to the Treasurer’s office, the last bonds were issued at 3.98%. Rates have inched up 25 basis points since then. But we assumed a higher rate to be safe and to cover the cost of insuring the bonds.

4) We have projected revenue for the next 50 years because that is a reasonable ½ life for the new police station and the Town’s study comparing future revenues from the Coolidge and the Browne Schools covered a 50-year period.
5) Although the proceeds from the lease of a school must go to the School Department, the principle of fungibility applies. Those monies, which the School Department receives from rental income, will not have to be appropriated from tax revenue. Hence, we treat all potential income from a long-term lease with the Atrium as though it were part of the general fund. 
6) We’ve assumed a starting rent for the Atrium @ $200,000 and escalating yearly at CPI. However, we provide several models for CPI based on historical data*. We start with a base number of $200,000 because we’ve assumed any long-term arrangement will be triple net. So we lowered the base from $221,000 to compensate for the fact that the Atrium will have to pick up additional costs of all repairs. Again, this is to keep our projections on the safe side. If the base rent remains $221,000 than the numbers favor land acquisition and a long-term lease for Browne, all the more.
7) We did not consider the loss of annual tax revenue from any property taken by eminent domain because there are too many variables (i.e. what property or how much property will be taken). In addition, it is fair to assume that the acquired property will appreciate annually and that this capital appreciation will at the very least equal the loss of tax revenue.
* See charts and spreadsheet for CPI data and Projected Revenue provided in the appendix of this report. According to our research, the lowest 10-year forecast for the CPI, projects an annual increase of 2.5%. We found no recent historical evidence supporting an average increase (in the CPI) of 2% spanning a 50-year period.
Hypothetical Illustrations
Variable Land Acquisition Costs

Scenario # 1 

(A)
Land Acquisition:                                              $ 8,000,000
Total interest: (interest only to maturity)       $ 7,200,000

Total cost for Acquisition and interest:          $15,200,000

Annual Interest payment:                                 $ 360,000
(B)
Land Acquisition:                                             $ 8,000,000

Total amortized interest:                                 $ 4,146,867

Total cost for Acquisition and interest:         $12,146,867

Annual Debt Service:                                      $   607,344
=========================================== 
Scenario 2
(A)

Land Acquisition:                                             $ 6,000,000

Total interest:  (interest only to maturity)      $ 5,400,000
Total cost for Acquisition and interest:          $11,400,000
Annual Interest payment:                                 $ 270,000

(B)
Land Acquisition:                                              $ 6,000,000
Total amortized interest:                                  $ 3,110,150
Total cost for Acquisition and interest:           $ 9,110,150
     Annual Debt Service:                                         $ 455,508                         
Scenario 3
(A)
Land Acquisition:                                              $ 4,000,000

Total interest:  (interest only to maturity)       $ 3,600,000

Total cost for Acquisition and interest:           $ 7,600,000
Annual Interest payment:                                 $ 180,000
(B)

Land Acquisition:                                              $ 4,000,000

Total amortized interest:                                  $ 2,073,433

Total cost for Acquisition and interest:           $ 6,073,433

Annual Debt Service:                                        $ 303,672
******************************************************
Variable Total Revenue Projections Over 50 Years
Total Revenue from the Browne assuming an average annual increase in CPI of:

3.0% ----------------------------------------------- $ 22,559,373*
3.5% ----------------------------------------------- $ 26,199,582*
4.0% (Historical CPI Average for the past 50 yrs) -------$ 30,533,417*
As you can see, the long-term proceeds from the Browne can easily fund the additional cost of land acquisition.
* See spreadsheet included in the appendix for annual revenue projections.
Conclusion & Recommendation
The Mitchell Proposal is far less lucrative for the Town than a long-term lease with the Atrium, triple net or otherwise. Therefore, if the Town is looking for the least expensive solution, building a new police station at the Coolidge site is by far the cheapest alternative.

As it relates to comparing the costs of land acquisition to the potential future revenue from the Browne, we find the following.
In the worst-case scenario, we believe the long-term net revenue from the Browne School will pay for the land acquisition and related interest.
In the best-case scenario, we believe the long-term net revenue from the Browne School will pay for the land acquisition, the cost of construction and as well as all the interest associated with this project.
The debt will be spread out over 20 years. Whereas the revenue is projected over 50 years. Therefore, in most scenarios, the yearly revenue from the Browne will not cover the debt service. However, the gap between debt service and annual revenue closes every year and is never more then 0.5% of the Town’s annual budget. However, in exchange, the Town will own two assets rather than one and enjoy their appreciating values. 
A centrally located police station is in the best interest of public safety.

Another important factor that cannot be overlooked is that it is possible, if not probable, that the West End will need another school in the coming decades. Therefore converting the Browne School site into a police station may prove to be shortsighted.

Therefore, if the costs of land acquisition prove to be close to our hypothetical illustrations, we believe it is in the overall best interest of the Town to acquire land in order to keep the police station centrally located.

We recommend the following course of action. The Browne School site will be the most expensive option over the long term and should be taken off the table immediately. The Town Council should aggressively explore the various options in the Cross St vicinity. If the Council wants a fall back position it should be the Coolidge because it is the least expensive alternative.
Appendix
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	Approximate average increase in CPI over the past 50 years 
	4%

	Average Yearly inflation from 1950-1999
	5%


If you are going to forecast CPI 50 Years into the future, logic dictates that you look 

at a 50 year sample. To use a smaller sample, can skew the result. For example, if you were to sample  the 1990's you  would get an average If you were to sample the 1970's you would get an average of 7% According to our research, the lowest 10-year forecast for the CPI projects  an annual increase if 2.5% over the next 10 years. (Rutherfordasset.com).

It is also important to note that historical data is not always representative of

the future. Global events shape economic trends. That said, the past 50 years have seen times of war and peace, economic growth and recession, periods of high inflation and almost deflation. Hence, we are comfortable in assuming that the next 50 years will see similar economic environments. 

Based on this data, we believe a 2% yearly increase in the Consumer Price Index over the next 50 years, as forecast in other materials presented to the Council, is unrealistic.
CPI data and Inflation Chart as reported on www.inflationdata.com


History of the CPI since 1955
	Year
	CPI #
	Change

	2004
	188.90
	2.9%

	2003
	183.96
	2.3%

	2002
	179.88
	1.5%

	2001
	177.10
	2.8%

	2000
	172.20
	3.3%

	1999
	166.60
	2.2%

	1998
	163.00
	1.5%

	1997
	160.50
	2.3%

	1996
	156.90
	3.0%

	1995
	152.40
	2.8%

	1994
	148.20
	2.6%

	1993
	144.50
	3.0%

	1992
	140.30
	3.0%

	1991
	136.20
	4.2%

	1990
	130.70
	5.4%

	1989
	124.00
	4.8%

	1988
	118.30
	4.1%

	1987
	113.60
	4.0%

	1986
	109.60
	1.9%

	1985
	107.60
	3.6%

	1984
	103.90
	4.3%

	1983
	99.60
	3.1%

	1982
	96.50
	6.1%

	1981
	90.90
	10.0%

	1980
	82.40
	13.5%

	1979
	72.60
	11.3%

	1978
	65.20
	7.0%

	1977
	60.60
	6.5%

	1976
	56.90
	5.7%

	1975
	53.80
	9.1%

	1974
	49.30
	11.0%

	1973
	44.40
	6.2%

	1972
	41.80
	3.2%

	1971
	40.50
	4.4%

	1970
	38.80
	5.7%

	1969
	36.70
	5.4%

	1968
	34.80
	4.2%

	1967
	33.40
	3.1%

	1966
	32.40
	2.9%

	1965
	31.50
	1.6%

	1964
	31.00
	1.3%

	1963
	30.60
	1.3%

	1962
	30.20
	1.0%

	1961
	29.90
	1.0%

	1960
	29.60
	1.7%

	1959
	29.10
	0.7%

	1958
	28.90
	2.8%

	1957
	28.10
	3.3%

	1956
	27.20
	1.5%

	1955
	26.80
	n/a


Projected Revenues from the Brown School


	Year
	Rent (4% CPI)
	Rent (3.5% CPI)
	Rent (3% CPI)

	1
	$200,000
	$200,000
	200,000

	2
	$208,000
	$207,000
	206,000

	3
	$216,320
	$214,245
	212,180

	4
	$224,978
	$221,744
	218,545

	5
	$233,972
	$229,505
	225,101

	6
	$243,331
	$237,537
	231,854

	7
	$253,034
	$245,851
	238,810

	8
	$263,186
	$254,456
	245,974

	9
	$271,714
	$263,362
	253,354

	10
	$284,662
	$272,579
	260,954

	11
	$296,249
	$282,120
	268,783

	12
	$307,891
	$291,994
	276,846

	13
	$320,206
	$302,214
	285,152

	14
	$333,015
	$312,791
	293,706

	15
	$346,335
	$323,739
	302,517

	16
	$360,189
	$335,070
	311,593

	17
	$374,896
	$346,797
	320,941

	18
	$389,580
	$358,935
	330,569

	19
	$405,163
	$371,498
	340,486

	20
	$421,370
	$384,500
	350,701

	21
	$438,224
	$397,958
	361,222

	22
	$455,754
	$411,886
	372,058

	23
	$473,984
	$426,302
	383,220

	24
	$492,944
	$441,223
	394,717

	25
	$512,167
	$456,666
	406,558

	26
	$553,317
	$472,649
	418,755

	27
	$554,494
	$489,191
	431,318

	28
	$576,674
	$506,313
	444,257

	30
	$623,730
	$542,376
	471,313

	31
	$648,680
	$561,359
	485,452

	32
	$674,627
	$581,006
	500,016

	33
	$701,612
	$601,342
	515,016

	34
	$729,863
	$622,388
	530,467

	35
	$758,863
	$644,172
	546,381

	36
	$789,218
	$666,718
	562,772

	37
	$820,787
	$690,053
	579,655

	38
	$853,618
	$714,205
	597,045

	39
	$887,763
	$739,202
	614,956

	40
	$923,273
	$765,074
	633,405

	41
	$960,204
	$791,852
	652,407

	42
	$998,612
	$819,567
	671,979

	43
	$1,035,557
	$848,252
	692,139

	44
	$1,080,099
	$877,940
	712,903

	45
	$1,123,303
	$908,668
	734,290

	46
	$1,168,235
	$940,471
	756,319

	47
	$1,214,965
	$973,388
	779,008

	48
	$1,263,563
	$1,007,457
	802,379

	49
	$1,315,106
	$1,042,718
	826,450

	50
	$1,366,370
	$1,079,213
	851,243

	Total
	$30,533,417
	$26,199,582
	$22,559,373


	Year
	Mitchell Proposal
	annual increase

	1
	$57,770
	 

	2
	$61,233
	5.7%

	3
	$63,508
	3.6%

	4
	$65,832
	3.4%

	5
	$68,208
	3.5%

	6
	$70,635
	3.4%

	7
	$73,115
	3.5%

	8
	$75,650
	3.4%

	9
	$78,240
	3.4%

	10
	$80,887
	3.3%

	11
	$83,592
	3.3%

	12
	$86,356
	3.3%

	13
	$89,180
	3.7%

	14
	$92,607
	2.5%

	15
	$95,016
	3.3%

	16
	$98,031
	3.1%

	17
	$101,111
	3.1%

	18
	$104,259
	3.1%

	19
	$107,477
	3.0%

	20
	$110,764
	3.0%

	21
	$114,124
	3.0%

	22
	$117,558
	3.0%

	23
	$121,067
	2.9%

	24
	$124,654
	2.9%

	25
	$128,319
	2.9%

	26
	$132,065
	2.9%

	27
	$135,893
	2.9%

	28
	$139,805
	2.8%

	29
	$143,803
	2.8%

	30
	$147,890
	2.8%

	31
	$152,066
	2.7%

	32
	$156,334
	2.7%

	33
	$160,696
	2.5%

	34
	$165,515
	2.7%

	35
	$169,712
	2.7%

	36
	$174,369
	2.7%

	37
	$179,128
	2.7%

	38
	$183,993
	2.7%

	39
	$188,965
	2.7%

	40
	$194,047
	2.7%

	41
	$199,241
	2.7%

	42
	$204,550
	2.7%

	43
	$209,975
	2.6%

	44
	$215,521
	2.6%

	45
	$221,189
	2.6%

	46
	$226,983
	2.6%

	47
	$232,905
	2.5%

	48
	$238,957
	2.5%

	49
	$245,144
	2.5%

	50
	$251,467
	2.5%

	Total
	$6,939,406
	 Average 2.9%


Total revenue from the Mitchell Proposal 
  $ 6,939,406 
+$       330,000 (up front payment)
$   7,269,406
Potential revenue from a long-term lease triple net lease with Atrium
                   @

3%    = $ 22,559,373
3.5% = $ 26,199,582
4.0% = $ 30,533,417
(Source revenue projects: 

GLC Development Resources LLC)







