Arthur E. Flathers
PO Box 1134
Vineyard Haven, MA 02568
                                                                                             February 21, 2007
County Charter Commission
 
This memorandum is intended to offer some reasoning on how and why cooperation among the island towns would best serve the majority of island interests.  The form or structure of any island-wide organization is less important than the manner that governs financial dealings between the parties.  A long time ago, a professor made, to me what seemed particularly cogent at the time a saying that “the enterprise will behave according to the budget, whether you like it or not”.  Reasoning behind this observation is people and organizations behave according the measurement system within which they are operating.  This is the essence of my earlier argument, when I  stated “we need a form of government or system of governance that gives incentive to cooperation among the various island interests, both public and private.
 
Before progressing further, I would like to describe the major elements of our island
government, and for that matter any local or regional government in United States.
First of all, a local community whether urban, suburban or rural has a public sector which provides local services, particularly government administration, public safety, public services, and education.  This local and regional government relies primarily on tax revenues derived from the value of property within its jurisdiction unless it is a city which may have up to a 100% its education expenses paid by the state.  For rural areas such as Martha’s Vineyard pays close to 90% of education expenses, and receive minimal state or federal operating subsidies, and the island’s per pupil annual expenses are approximately twice state averages.
 
The second major element of Martha’s Vineyard’s economy derives from the island’s attractiveness as a visitor and second home destination which sees the population swell by as much as factor of 5 in mid-season.  In recent years the summer visitors, who represented almost 60% of the annual passenger travel to and from the island July and August has now decreased to approximately 30% while overall season from  
 
Steamship Authority Passenger Traffic To and From Martha’s Vineyard
 
                           1990                 1995                  2000                   2004
                      Number  % Annual    Number  % Annual      Number  % Annual      Number  % Annual
 
April            101.8   5.9%     134.2     6.2%      148.6    6.4%      141.8     6.6%
May             152.5   8.9%     206.6     9.6%      211.5    9.2%      198.2     9.2%    
June             191.1  11,1%    236.3    11.0%     259.8   11.3%     237.4    11.0% 
July              272.6  15.9%    345.5    16.1%     344.3   14.9%     318.6    14.7%
Aug              309.0  18.0%    360.6    16.8%     350.3   15.2%     333.1    15.4%
Sept             199.0  11.6%    235.0    10.9%     245.0   10.6%     225.8    10.4%
July+Aug      581.6  33.9%    706.1    32.8%     694.9   30.1%     651.7    30.1% 
June-Sept     971.7  56.6%  1177.4    54.8%   1199.7   52.0%    1114.9    51.5%
April-Sept    1226.0  71.4%  1518.2    70.6%   1559.8   67.5%   1454.9    67.2%
“Shoulder”    644.4  37.5%    812.1     37.8%    864.9   37.5%     803.6    37.1%
Off-Season   490.6                631.4 +28.7%    749.4 +18.&%   709.3    -9.5%    
  Annual      1716.6              2149.6 +25.2%   2309.2 +7.4%   2164.2    -6.3%               
 
  Bold  % in Off-Season and Annual traffic is increase/decrease since prior period
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April through September has declined by 4 percent of annual traffic, of which most is due to declining percent of July-August traffic.  The shoulder season April, May, June and September has held relatively constant between 37-38% of annual traffic while the number of number housing units has increased from 11,439 in 1990 to 14,621 in 2000 and an increase of nearly 28 percent.  
 
Steamship Authority Passenger Traffic To and From Martha’s Vineyard
 
                          2000                 2004                    2005                   2006
                      Number  % Season   Number  % Season      Number  % Season      Number  % Season
 
April            148.6    9.5%     141.8     9.7%      134.3     9.4%      138.2     9.8% 
May             211.5  13.6%     198.2    13.6%     176.9   12.4%      177.3    12.6%
June            259.8  16.7%     237.4    16.3%     232.2   16.3%       217.2   15.5%
July             344.3  22.1%     318.6    21.9%     324.3   22.8%       321.9   22.9% 
Aug             350.3  22.5%     333.1    22.9%     331.8   23.3%       329.6   23.5%
Sept             245.0  15.7%     225.8    15.5%     222.3   15.6%       220.9   15.7%
July+Aug      694.6  44.5%     651.7    44.8%     656.1   46.1%       651.5   46.3%
June-Sept   1199.4  76.9%   1114.9    76.6%    1110.6   78.1%     1089.6   77.5%        
Season       1559.5               1454.9                 1421.8                  1405.1
 
In addition to total numbers of passengers traveling to and from the Vineyard, it is important to understand how many may be resident on the island at any given time,
and the maximum number each season.  The following chart shows the net number of persons on the island at the end of each month, and the maximum number which 
 
Steamship Authority Passengers on Martha’s Vineyard after April 1St 
 
                    1990         1995         2000         2004         2005          2006 
 
April 30th       -144           857           909         3913         3294          1711                         
May 31st        3061         1459         4768         8600         6712          6459
June 30th     17007       17128       21466       20382       21257        23448 
July 31st       16635       19479       24169       27867       26793        26848 
Aug Max       24882       26492       30446      30184        33954       33533
Aug 31st       14342        18717      20570       18546       19229        20880
Sept 30th      -216          9954       14353        9988        12150       11736
 
has occurred in early to mid-August since 1990.  This data shows an approximately 45% increase in visitors remaining overnight on island at the end of months of July and August, and 25% at the end of June from 1990 to 2000 with minimal increase since 2000.  More interesting is a substantial increase in end of September visitors   
through 2000, and a decline since which has to reflect a child-less and likely more elderly population.  Both late spring and early fall also see a substantial number of off-island bus tours bringing a largely elderly population, aimed at sight-seeing.  
The second major element of local economy are businesses, in terms of products and services bought and sold within the community, and to visitors, tourists and seasonal residents that are generally classified as retail trade as differentiated from a broader range of professional and technical services.  The following chart depicts retail trade 
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in Massachusetts, Boston and areas surrounding the Cape and Islands in 2000 as an example of recent retail business comparable to Martha’s Vineyard.  One interesting statistic is that Plymouth County (South Shore) and Barnstable County (Cape Cod) have such similar ratios of retail sales to effective buying income with very different mix of retail sales.  Even stranger are the ratios of itemized to total retail sales that vary from Plymouth (42%); Vineyard (56%); Nantucket (59%) to Cape Cod (66%) which suggests there may be some seasonal effects warranting additional analyses before comprehensive conclusions can be drawn on economic impact on the islands.  
 
 Regional Economics –State, Cape and Islands, Year 2000
(Population in Thousands and Dollars in Millions, except household)
 
 Location  Population   Retail     F&B    F&B   Vehicles HF/GM  Effective  Median Hshld 
                                 Sales   Stores  Public  & Parts   Sales  B-Income  Buy-Income
 
MA State   6,374.0    91,407  13,666 10,038 21,653  12,656  141,385      49,356   
                               64.7%*  15.0%  11.0%  23.7%  13.8% 
Boston      4,018.1    59.744    8,317  6,861  14,202   8,040    97,732       54,992  
(Metro)                    61.1%*  13.9% 11.5%  23.8%  13.5%    69.1%      111.4%
 
N-Bedford      94.5        811        308      91      143        69      1,352       31,379         
                               60.0%*  38.0% 11.2%  17.6%    8.5%      1.0%        63.6%  
Plymouth      475.6     8,292     1,012     543    1,740     699      9,689       52,548     
(County)                   85.6%*  12.2%   6.5%  21.0%   8.4%      6.9%      106.5%
 
Barnstable    224.9     4,091       728     593      935      431      4,840       42,140    
(Cape Cod)               84.5%*  17.8% 14.5%  22.9%  10.5%      3.4%       85.3%      
 
Dukes            15.2        349         91       78        7         30        308        39,332
(Vineyard)              113.3%*  26.1% 22.3%   2.0%    8.6%      0.2%       79.7%      
 
Nantucket        9.8        401         86       76       34        28         244       53,000
                             164.3%*  21.4% 19.0%   8.5%    7.0%    <0.2%      107.4%
      Legend:

F&B Stores – Food & Beverage in Stores

F&B Public – Food & Beverage in Public

HF/GM Sales – Household & General Merchandise

Buy-Income,% - Percent of State Average
          * Percent of Effective Buying Income       
 
Further, relation of “effective buying income” to housing, utilities, health care and to  taxes as well as professional or technical services both seasonally and annually must be taken into account.  Private sector on an island such as the Vineyard has a large component of products and services closely related to construction and real estate.
 
The third major element of the Vineyard’s economy is property or real estate, which for both the Vineyard and Nantucket has increased 4-5 times since 1990.  The total value of Vineyard real estate, land and buildings, has increased 5 times since 1990, and has increased at a rate of $40 million a week since 2000.  It might be assumed 
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that since the local tax base depends heavily on real estate valuation, it would be a windfall for the island community, but it isn’t the case because local taxing authority is governed by Proposition 2½.  The local private economy doesn’t recognize the 2½ limit and is subject to many of the same pressures of dramatically increasing real estate valuation which in turn drives up cost of living by contributing multiple times to the retail cost of goods and services in the community.  It is equally important to recognize that while transportation costs to the island are a factor influencing prices, they are small in comparison to the impact of real estate value on cost of living.
 
This third element of a local economy, property, is largely in form of real estate that
for the Vineyard is worth some $20 billion, and approximately 10 times annual value of the island’s entire private economy.  If one assumes that in any economy, from local to federal, taxation should bear some relation to economy, the Vineyard, and similarly Nantucket would fail because local economy bears only minimal relation to the value of property.  In fact, both islands have seen similar explosive growth in real estate valuation since 1990 to where Nantucket is worth over $15 billion, and the Vineyard nearly $20 billion, but Nantucket’s annual real estate turnover is twice
the Vineyard and over $1 billion a year.  There are other differences such as amount of land in conservation; existence of 3 acre zoning; and permitting of guest houses.  
This situation represents a conundrum, particularly for an island community where
size of towns vary by a factor of 5 in land area; in land values by more than factor 
of 10; and in population by slightly less than factor of 10.  Following table shows a  comparison of island towns in terms of total area, land area, real estate valuation, real estate taxation, population and school age population.  Gosnold is a separate series of 7 islands with total area of 140.1 square miles of which 13.3 square miles
is land, and population of 72 with 2 school age children.  In addition, as an island, Martha’s Vineyard has several properties which serve the entire island are located within a town and are exempt from that town’s taxable property.  The estimated   
value of non-taxable property within respective towns is shown in bold in table. 
 
Table #1, Some Key Martha’s Vineyard Demographics
Town              Aquinnah   Chilmark   Edgartown   Oak Bluffs  Tisbury   West Tisbury 
Total Area       40.8 SM    100.4 SM   122.7 SM    26.0 SM   19.2 SM     41.7 SM  
Land Area         5.4 SM     19,1 SM     27.0 SM      7.4 SM     6.6 SM      25.0 SM   
Land Value       $610 M       $2.9 B       $6.4 B       $2.8 B      $2.7 B       $2.6 B 
Non Tax Value   $48 M      $122 M    $470 M      $190 M   $134 M     $364 M 
Population           413           886          3989          3848        3872         2773
School Age           75           182           913             913          868           672
 
At present, State of Massachusetts has a local form of government best described as “turf protecting”, where the order is “what’s mine is mine, and what’s yours is up for grabs” much in the manner of long ago feudal governments.  This was general form of government in State counties replaced by inter-municipal agreements because a
county hierarchy failed to meet the needs of individual communities for any number of reasons.  Alternatively, the private sector at local levels has a myriad of differing structures from sole ownership to partnerships to corporations, and one that might well work in the public sector, namely, a cooperative.  Interestingly, “cooperatives” find a great deal of favor in consumer businesses where 15-20% of the nation-wide 
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consumer sales are made through franchisees, and the Massachusetts’ Constitution is a “franchisor” in the public sense.
 
How, might such cooperative thinking be applied to Martha’s Vineyard, which as an island has many common interests and is really a “zero-sum game” where no one is a winner without someone being a loser.  First, let’s think about what the island is as a financial enterprise made up of at least three major elements, namely the private sector; the public sector and the underlying capital structure which is largely made up of real estate, and particularly land.  It may well be important to recognize that this underlying real estate valuation has increased five fold in past 15 years, and is presently approaching $20 Billions.  It’s equally important to recognize that some 80 or more percent of this real estate valuation is owned by non-year-round residents who do not vote, but have a substantial stake in the Vineyard’s well-being.
 
Next, let’s consider the basis upon which to allocate local public sector expenses between two major alternatives of real estate or property valuation and population where state statutes virtually mandate property allocation.  This is in spite the fact that a significant percent of local expenditures depend on population or operation rather than property valuation.  This would strongly suggest that an island, and in particular one experiencing an explosive and sometimes uneven growth in property valuation should seek to better allocate operating and population expenses.  This could be accomplished by leasing of property to operating part of government, and having the operating organization allocate expenses on a more equitable population basis.  In fact, similar thinking has been applied in hotel business, and more recently by the world’s largest retailer and consumer business WALMART.
 
This approach of leasing property, whether land only or buildings and land by owner to operator allows for much more equitable allocation of expenses, in particular the ones which are population driven.  The cooperative in turn charges all the members of cooperative, including owner, for capital investment (land and buildings) carrying cost which is normally made up of interest expense and any repayment of principle.  
Let’s look at some examples of how this might work here on the Vineyard.  A case most closely associated with County Charter Commission is Martha’s Vineyard airport which was deeded to the county by the federal government in 1959.  By leasing of the property to the Airport Commission, and allowing that commission to operate as free-standing public entity as a cooperative would likely have eliminated the recent expensive lawsuit.  Any major governmental entity requiring use of property or even major investment could form a cooperative of beneficiaries to allocate capital costs.
 
In another pending circumstance, the state has re-interpreted the Education Reform Act of 1993 in a manner that could create a potentially inequitable burden a certain island towns and a windfall for others.  Somewhat by circumstance, a beneficiary in the education decision, Oak Bluffs, is also been burden with a number of non-taxable properties with island-wide benefit, particularly the Regional High School and Island’s  Community Hospital.  Leasing of the land upon which these properties lie could allow each of the other island towns to pay a fair share of the real operating costs of these 
island-wide entities.  Similar thinking could be applied to Steamship Authority land as well as County Court House and County Jail, and other “island benefiting properties”.
 
Another case where a separation of capital investment from operating expense is the Up-Island school District where West Tisbury owns their school and Chilmark owns a 
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school as well.  Each town could lease their respective school to Up-Island District for 
their assessed value or what is determined through negotiation to be equitable, and  have students at respective schools pay a uniform tuition regardless of attendance.  Should there be a significant difference in expense level for grades 1-4 and 5-8, the tuition could be adjusted accordingly.  Removing of capital expenses from the school operations could simplify annual budgets, and avoid complexities and ambiguities of the present system that are neither equitable or explainable.  It should be realized a form of cooperative already exists in financing of charter school, where investment   
In folded into the cost of operations of the school and allocated in form of tuition.
There are other examples such as the MV Commission in Oak Bluffs; The Trustees of Reservation in Edgartown, and even some of the conservation lands with island-wide benefits that warrant uncoupling of property based taxation with population benefits.
There may even be benefits at a less than island-wide level in water, wastewater and other solid waste utilities where operating expenses and land or property ownership 
can be separated to achieve more equitable “cost-benefit” island-wide as well as for each town.  I also think this could make the Vineyard more equitable to our seasonal
residents, and makes us more of a “one island, greater than the sum of the parts”. 
This suggested type of cooperative arrangement is very similar to MV Campgrounds. 
 
There is also increasing evidence the new Governor of Massachusetts, Deval Patrick, has concerns regarding the whole economic climate and engine of the state, as well as a concern that municipalities lack revenue sources.  When this is coupled with the private sector’s emphasis on small businesses as job creators; the between 15-20% of retail sales through franchising; a continuing decentralization of corporations; and even micro-lending world-wide, the evidence is clear that “small is in, economically”.  This also says that as an island whether a county, or any other form of government, it will be essential to an island’s well-being that it make sense economically or face steady decline.  The preliminary evidence of my “islands of the world” study shows governance includes a healthy dose of economic thinking in the “captaining of ships”.   
 
It almost goes without saying that this type of thinking will require, if not mandate a system of island-wide governance reflecting each town’s interests, and appointment of county commissioners by each town.  The present system of “at-large voting” for County Commissioner, even with no three from any town, does not guarantee equity
of representation among towns or voters.  The present County Advisory Board which approves the local island contribution to county finances is totally redundant with the separately elected county commissioners.  Review of the original deed of the airport to the county; the airport appendices to an earlier County Charter Commission, and a record of the recent trial involving airport employees, the Airport Commission, and the County Commissioners provides definite evidence of malfeasance by the County.     
 
I have scheduled a meeting with the island-wide finance committee to discuss some of my thinking on the role of cooperatives in local governance, and would expect to have their support in any economic and financial study of the island.
 
Based on this thinking, I would be pleased to serve as a leader of financial analysis.
 
                                                                                           Regards,
 
                                                                                           Art Flathers 
