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ASSEMBLYMAN MICHAEL J. MATTHEWS.

Good afternoon. I am Assemblyman Matthews. This is the first public hearing to be con-
ducted by the Subcommittee on Business Tax Structure. To my right is Assemblyman Donald Albanese,
Vice-Chairman df this Subcommittee, and tc my left is Assemblymai. Ccrald Stockman who represents
the 14th Legislative District (which is Trenton), and I represent the 2nd Legislative District
which is Atlantic County and parts of Burlington and Ocean Counties.

The purpose of this public hearing is twofold. One is to look at present legislation and
present taxes in the State to see how they can be modified or alleviated to encourage businesses tha:
are within the State; and secondly, how can we make changes in our taxing structure to encourage
other corporations, other businesses to come into the State.

We have a list of speakers but if there is anyone in the room who wishes to speak and
whose name is not on the list, please come forward and give your name to one of our staff, either
Mr. William Zuzzio or Mr. William Johnson. This hearing today is not to debate the issues. We
want to hear your statements and thereafter I would encourage the members of the Subcommittee to
ask questions. Our first witness will be Congressman Jim Courter.

CONGRESSMAN JIM COURTE R, 13th District, New Jersey.

Thank you Mr. Chairman, members of the Committee. I am honored to have this opportunity
to speak to you about incentives for business and industry in the State of New Jersey. This is a
complex issue, as you know. It is a serious issue for any decisions you may make will have a
profound impact on the economy of the State of New Jersey and on the lives of the citizens of the
State of New Jersey. I'll be talking about Federal laws and Federal initiatives in this area but
truly what happens in Washington very often will have an impact in cur various states.

Industry is caught between two terrible economic forces -- inflation on the one hand and
recession on the other. Federal efforts to curb inflation have resulted in a slowdown in business
activity. From 1969 to 1978, only three years registered productivity growth over the 2 percent
mark, which is not very high, and two of those years actually registered a productivity loss. This
slowdown in business activity is a clear indication that we are entering a recessionary period, and
there has not really been a big boom or growth period in the past 10 years. The common remedy for a
recession is an inflationary burst of government spending. We are caught, in essence, on the horns
of a terrible dilemma.

One viable approach to this problem, and one I am supporting in the House of Represent-
atives, is the Capital Cost Recovery Act of 1979. This legislation would scrap existing depreciation
schedules for business plant and equipment, and rolling stock, and substitute in its place a
simplified system of rapid depreciation for these-assets. It provides for a more rapid recovery of
capital investment in productive assets, by streamlining and simplifying the depreciation of plant

and capital equipment.



The streamlining is achieved by separating an assets depreciation lifetime from its
useful Tife -- normally we have usad useful life as a benchmark for depreciable 1ife -- and also
it establishes three classes of depreciable property. The bill says the following:

. Class I - Ten-year depreciation for buildings and their structural components.

. Class II - Five-year depreciation for cquipment and other tangible personal property.

. Class III - Three-year depreciation for automobiles and light trucks, and other types
oi vehicles.

The existing concept of "useful life" and the asset depreciation range (ADR) work to
inhibit investment and capital formation in our country, I do believe. Long depreciation periods
erode capital investment and iscrease the amount of debt financing by businesses. This has resulted
in a chronic Tow level of investment and in sagging productivity, sluggish production and faltering
competitiveness in world markets.

The capital Cost Recovery Act is designed to encourage real economic growth by stimulating
investment in better, more efficient plant and capital equipment. This is not a pro-business effort,
it is a pro-capital formation action. Increased capital investment will create jobs, directly as
well as indirectly. We estimate that the implementation of this program would create up to 1.2
million jobs in the next five years.

This is not, obviously, a quick-fix solution to the short-term problem of a stagnant
economy. It is a lTong-range attempt to stimulate capital investment and make the United States
more competitive in world markets. It is designed to lower the cost of capital to business and I
think that is a laudible goal.

To many people, depreciation reform is not a dramatic issue nor a sexy issue, but to
those of us concerned with the future of this Country's economic health it is the cornerstone, I
believe, of increased productivity, real wage increases, lowered inflation, and a rational tax
policy.

There are several other proposed Federal solutions to the productivity problem that we
are all facing -- and what you are here this afternoon to address - and which I would like to
briefly highlight for you.

1. Reduce the corporate income tax rate. The Revenue Act of 1978 provides for

a graduated plan that cut the maximum tax applying to corporate income in
excess of $100,000 to 46 percent. This should be reduced to 42 percent
within five years. A reduction scheduled several years in advance would give
business greater certainty about the future, encouraging them to make more
long-term investments.

2. We can do another thing -- eliminate the "double taxation" of corporate dividends.
Corporate profits currently are taxed twice as we know -- first as corporate
income subject to corporate income tax, and later as dividends subject to the
individual income tax.

3. We can provide for the rapid depreciation of patents which we don't have in

this Country, and I think the Congress should do something in that regard.
Current Internal Revenue Service regulations require firms that capitalize
research expenses to depreciate the unrecovered investments over a 17 year

period beginning when they are granted -- the patent itself. This could be
reduced, in my opinion, to as little as five years. In fact should be
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reduced to a much shorter period of time.
4. Firms shouid be allowed time to write off losses -- more time than they have

. now. Current law permits firms to spreac operating losses over 10 years in
determining their tax liability, three years into the past and seven years,
of course, into the future. That means ¢ new firm can only write off its
losses over a seven-year periud. Operating losses incurred in the first
three years of a firm's 1ife couid be allowed to be carried forward against
tax liability for ten years under that particular proposal.

5. We could also extend the 10 percent investment tax credit to cover research
and development expenses. I think one of the real problems we have in the
United States today is the fact that this Country has not really spent as
much, percentage-wise, as other countries in research ard development. I
think we are suffering from that today, and we have to make sure that we
change our policy and our tax code to make sure that we don't suffer from
that into the future.

6. We could also allow an increased tax credit or more rapid amortization of
research equipment and structures.

Those of us in the U.S. Congress who are concerned about the decline in our economy -- and
I am sure all members of Congress are concerned about the decline in our economy -- have given some
serious thought about the role our government is playing in this decline. There is too much govern-
ment interference, there are too many regulations, and there are too many taxes for a healthy system
of free enterprise. Too much government is something that you and I as represantativeé of the people
can do something about, I believe. I sincerely believe we have an obligation to do something about
it, and very quickly. We can cut regulations, cut excessive taxes, provide tax incentives, and
create an environment in which business and industry can thrive and live together.

Basically, to summarize my statement, I firmfy believe that this country during the past
number of years has been really going in the wrong direction. I as well as you, particularly in
your distinguished committee, have talked to businessmen from all walk- of life. Some are leaders
of very large businesses; some, of course, own very small businesses. There's not one business
person that I know, nor one conversation I've had with a businessman from the State of New Jersey,
or from other states, while in Washington, that has not felt that we can make improvements in the
tax code, we can reward incentive, we can have faster depreciation, and we should make sure that
we have substantial capital investment because, gentlemen, we have just not had that to the degree
necessary during the pést number of years.

I know that you have a 1ot .of good witnesses here. I have probably spoken too long already.
If you have any questions 1'd be glad to attempt to answer them.

ASSEMBLYMAN DONALD J. ALBANESE.

I would just like to comment that I think it is important to note that the Federal
depreciation schedules, the life-rates, and so forth, are generally adopted by the State of New
Jersey in its corporation returns, and business returns, and I think if the Federal government would
make some changes, 1in accelerating the depreciation -- streamlining it -- we could certainly
benefit on the state level.

MATTHEWS. Just two questions. The depreciation you are talking about, would this be an
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option?

COURTER. Yes, it would be a permissible acceleratad new form, if you want to call it
“accelerated depreciation.” You could probably turn to your right and get a better answer than
from me because I am not a CPA. There are certcin methods of depreciaticn -- some straight line,
some accelerated, etc. This is basically a new concept of depreciation. It is not tied to "useful
life." In my mind there is no rational Qeason that it should be tied to "useful 1ife" and there-
fore it is not under this new bill. By the way, this bill does have bipartisan support and I am
certainly looking forward to thn return of Congress in September or Jctober when hopefully we will
pe able to have serious debate on this on the floor of the House, and that it would become law in
the 96 Congress.

MATTHEWS. I think you have already answered my second question which was that it would
not affect the investment credit because that is based upon "useful life."

COURTER. No.

MATTHEWS. Fine.

COURTER. Thank you very much, gentlemen, I appreciate the opportunity to be here.

MATTHEWS. Our next speaker is Senator John Dorsey.

SENATOR JOHN H. DORSEY.

Thank you very much Mr. Chairman. It is a pleasure to appear before your committee having
served on it for two years with Assemblyman Albanese -- he and I had a very exciting and enjoyable
experience on the Assembly Taxation Committee. I thought at that time, and I think now as time
goes on, that that was perhaps my most exciting experience in the Legizlature. I also think it was
one of the most informative from the standpoint of a legislator because it takes you into a great
many varying aspects of the economy of the State of New Jersey. Having left your committee and gone
on to the Senate, I have had the opportunity to serve on the Joint Legislative Economic Committee
that put out a report earlier this year, as well as the Joint Committee on Tax Policy.

When I was on the Assembly Taxation Committee our greatest concern at that time was in
developing a tax bill or tax bills which dealt particularly with a method of gathering revenue. I
think we have gone through that phase successfully, and now in terms of your deliberation and your
concern with effectuating'some changes in the business corporation tax law, and other tax laws, I
think we are now to the point where we want to turn away from the simple function of collecting
revenues, to the function of perhaps trying to motivate, initiate other aspects and we know that
that can be done by changes in the tax structure. We know for instance, that you can promote certain
political aspects by way of tax measures such as the Homestead Rebate. We also know, from experience
in other states who have delved deep into attempting to structure their tax policy to encourage
business, that restructuring the business corporate tax can be a very great weapon and a very great
incentive to keeping business in New Jersey and seeing that business is expanding.
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As all of you are well aware, New Jersey in the last four or five years and perhaps even
before that, suffered very deeply from the recession of 1974. Ever though we have made a very
steady comeback in terms of our economy, we still lag about 2 percent higher in terms of unemploy-
ment than the average throughout the Country, and certainly we ho'~ not been attracting industry to
this State or seeing indhstry within the State expand to the extent we would like to see it expand.

On the Joint Legislative Economic Cormittee, we have had to study with some concern what
has been done in other states and in that connection we centered in on particular industries and on
particular concepts which they developed in order to encourage expansion. I think it's interesting
to note that the statistics show that the greatest amount of expansion, about 85 percent of commercial
and industrial expansion in our State, comes from industries which are already here, and not so much
from industries which are necessarily brought in from outside the State or from outside the Country.

We have discussed, generally, tax policy, but I would Tike to take just two minutes now to
talk about a particular industry and two particular bills which I'm concerned with, namely, S-1456
and S-1457. These bills are based on the concept that the idea of tax credits can be a very great
encouragement to businesses to stay here and to expand. I think the concept is one which can be
applied to any number of industries. I think, for instance, there are very many successful industries
in New Jersey such as the chemical industry which doesn't really necessitate or need our help in
terms of certain revisions in our tax policy to make ours a State in which they will stay, but there
are a great many small businesses which can be greatly affected by some revisions in tax policy,
and particularly by way of tax credits. My interest along with Senator Scardino from Bergen County
has been in the area of the Tool and Die industry of the State which is relatively not a small industry
small from the standpoint that there are a great many people employed in it,but most of the units
that are involved are relatively small. We have proposed these two bills for the purpose‘of one,
to change the Business Corporate Tax of 1972 to provide a tax credit of up to one-fourth of the
amount which aﬁ employer in this particular field pays an apprentice who is enrolled in an
apprentice program approved by the United States Department of Labor. Take one-quarter of his
salary during the period of a year and let him apply that as a tax credit against his tax under
his Business Corporation Tax of the State of New Jersey. I think there is a representative of the
industry here who will speak more in depth on the industry, but I think that since we have gone
through the phase of developing taxes for collection of revenue we now should turn ourselves io such
concepts as tax credits to encourage industrial and commercial development in this State. I think
this is important because we have lagged behind in those areas. I think it is an area which you can
tackle and make some significant changes in, and I think it is an area which if done can be utilized
by other departments of the State -- particularly the Executive Department -- to encourage industry
to expand in the State, encourage industry to come into the State. I would like your consideration,
in the near future when we go back into session, of S-1456 and S-1457.
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Thank you very much. Are there any questions you would like to ask me about these two
bills?

ALBANESE. I would just like to comment again that John and I had served for two years
on the Taxation Committee and I know John's coricern for the businessman in the State of New Jersey

-and the tax burdens upon him. I know you are concerned to try and do something about what seems
to possibly be the unfounded image that New Jersey is anti-business. There are some areas, perhaps,
in which such a comment is warranted but generally I think, as members of the Legislature, we are
all concerned that reducing the tax burden upon business -- which, of course, would stimulate the
economy in the State of New Jersey -- is your concern as well.

DORSEY. I have tu advise the members, as you know, Don's a CPA and we used to have to be
very careful what we said in his presence because he fills out these returns and none of the rest
of us ever did.

ALBANESE.  Well, Mike here is an accountant also.

DORSEY.  So now you have companionship.

MATTHEWS. Next I will call on Assemblyman Dean Gallo.

ASSEMBLYMAN DEAN A. GALLO, Assistant Minority Leader.

Thank you Mr. Chairman and members of the committee. I would first like to thank the
committee for holding these very important hearings, particularly for holding this first one in
Morris County.

The holding of committee hearings itself, I think, points out something that we all
realize -- that the business climate in New Jersey, to say the least, could stand some improvement.

Because of recent econimic trends, not only in New Jersey, but in other parts of the
Country, particularly -the south, New Jersey has not in my opinion, been faring as well as it could.
We all understand the effect that a State's attitude can have on the business environment within |
its boundaries. New Jersey has just not been competitive enough in attracting new business, in
fact, many believe that our State has had an anti-business attitude. I certainly believe that much
of this criticism is well deserved and that an immediate change in attitude on the part of the
administration, along with some legislative suggestions for new approaches, are in order.

New Jersey's economic survival is dependent upon a strong and viable business and
industrial environment.

There must be a policy partnership between State government and the business community.
I, for one,do not believe that the dumping of tax dollars here and there is the solution. What we
must do, in my opinion, is to legislatively provide incentives to encourage business dollars to
come to our State and to insure as best we can that we halt the business exodus to the sunbelt
areas.

Over the past six months, I have worked very closely with the Morris County Chamber of
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Commerce and their Tax Committee. These individuals, #ho are the business community in Morris County,
have the best interests of New Jersey at heart, and have taken a positive anproach in developing

eight bills which I have had the pleasure to co-sponscr with Assemblyman Van Wagner. We believe

that these bills, if enacted, will correct inequities in the New .lersey tax structure which

directly effects business operating in this State. We believe these bills are essential to make

New Jersey's corporate tax climate one which will attract new business, and more importantly, retain
existing business.

This can be accomplished by the enactment of these bills which will make New Jersey
more competitive.

In summary, these changes are needed to make the corporate taxation system more equitable
and economically realistic. I was going to go on and mention the particular bills which are A-1914
through A-1921 but in view of the time, and knowing that the Morris County Chamber of Commerce
representativeswill be speaking shortly, I would 1like to leave the particulars up to them. They
have had a lot to do with the formation and initial leg-work of these bills, with their CPA staff
and individuals in that field, so I think they are much more prepared to answer some of the
questions that you may have. I do have copies of my statement and also the bills I'm referring to
with a short explanation of each and what they will do. These I would like to leave with the
committee. .

MATTHEWS. Thank you. They will belﬁhi into the record. Next I will call on Mr.

Ed Flanagan, Vice-Chairman of the Morris County Chamber of Commerce Tax Committee.

ED FLANAGAN.

Good afternoon. My name is Ed Flanagan and I serve as Vice Chairman of the Morris County
Chamber of Commerce Tax Committee. As a representative of the Morris County Chamber of Commerce,
I urge you to support bills A-1914 through A-1921.which were introduced to the State Assembly
through the efforts of the Morris County Chamber of Commerce and Asscmblymen Dean Gallo and
Richard Van VWagner.

Our Chamber, which represents over 400 businesses, feels these bills are essential not
only to make New Jersey's corporate tax climate one which will attract new business but more
importantly, retain existing business. We feel that these bills will make New Jersey more com-
petitive in attracting new business and holding on to existing business by making the corporate
taxation system more equitable and economically realistic.

To show you the support of our Chamber, today we have the President of our Chamber in the
audience; we also have one of our Vice Presidents who is also a volunteer director on the Board of
Directors, Mr. Ed Matthews.

What I'd 1ike to do is briefly go through bills A-1914 to A-1921. I will try to avoid

some unnecessary details but at the same time give you some background as to what the current law
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is and why we feel these changes are needed.

The first bill I would iike to address is A-1914 which relates to estimated tax payments.
The New Jersey Corporation Business Tax Act currently requires a prepayment of the following year's
estimated tax equivalent to 60 percent of the current year's tax. This is a fixed formula with no
deviations permitted. There is no mechanism in the current law to provide taxpayers the opportun-
ity to base the estimate on expected operational results for the year. This results in inequities
when a corporation generates a large nonrecurring profit in any given year. By incurring this profit
they have to make a large estimated payment, or 60 percent, for the following year. If the follow-
ing year is a normal year, or a bad year, they end up having to wait almost two years for a refund.
That is, twelve months to fiies the tax return and then another twelve months just to get the refund
from the State. Bill A-1914 is designed to correct this situation by providing that the estimated
tax payment can be 60 percent of the expected tax for the current year or using the old rule of 60
percent of the prior year's tax liability.

MATTHEWS. Do you mind if we interrupt to ask questions.

FLANAGAN. Not at all. Perhaps that would be easier if you'd like to ask questions as
I go along. ‘

MATTHEWS. On this particular bill, what are your vigws on the same system that the
Federal govefnment has on payment per Quarter of estimated tax?

FLANAGAN. I would more strongly support that than the current bill. To make it more
economically realistic, I think that something similar to the Federal government -- that is whatever
the total tax payment must be whether 60 percent or 80 percent -- be paid on a quarterly basis.

So if we're talking about 60 percent, 15 percent would be paid each quarter. If that's the case,
in order to protect State revenues, however, and you are trying to be fair about this thing, you
would probably have to put in some type of hena]ty provisions if there were under-estimations.

MATTHEWS. I was thinking of 100 percent, 25 percent per quarter.

FLANAGAN. If it's based strictly on the prior year's tax...

MATTHEWS. No, it's based on the current year. What would be the penalty for under-
estimation?

FLANAGAN. I think the reason the Federal government has 80 percent is they realize that
the way accounting works -- and you're working with estimations -- to require 100 percent would
mean by the time the corporation files its tax return 100 percent would have to be paid in. During
the year they may not know. That's why the Federal government allows a leeway, they require 80
percent.

MATTHEWS. What I am trying to discuss is the Federal government versus the State's 60
percent.

FLANAGAN. Right now I am only speaking for myself and for the other members of our Tax

Committee when we discussed these various proposals. I believe that if the percentage were not
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100 percent, but 60 or 8C percent, quarterly payments would be strongly supported by the business
community as opposed to a one month's sum at the beginning of the year as we have right now.

ASSEMBLYMAN GERALD R. STOCKMAN.

I have a couple of questions that come to mind, Mr. Flanagan, which perhaps you can answer.
One, is the history of the law as it is written now. My limited experience in the Legislature --
only eight months -- is that from time to time bills are passed dealing with collection of taxes
because of some felt need, or other considerations....

FLANAGAN. I do not know the history, I can speculate that most states require prepayment
because they realize that revenues are lacking and instead of waiting until the end of the year
-they would 1ike to get some of that revenue up front. Very similar to withholding taxes for indiv-
iduals.

STOCKMAN. Do you have any kind of estimate for us as to the impact, dollarwise,
collectionwise, of a bill 1like A-1914?

FLANAGAN. The net effect on State revenue would have to be zero because we're talking
about estimated payments.

STOCKMAN. Ultimately. What about the income strain?

FLANAGAN. I do not have any estimates. However, I believe -- and if you don't mind I
may refer to Joe Cironi who is sitting in the audience -- one State agency looked at this and their
initial impression was this would have no affect on State revenues. I understand that everyone on
the committee has a hand-out of our material.” One thing that is not in there is we put together a
short study of what other states require. We looked at the metrcpclitan area which we consider
for attracting business, are our competitors, Pennsylvania and New York, Delaware and Connecticut.
We also took the other major industrial states such as Massachusetts, California, I1linois, Maryland,
Ohio and Michigan, and with estimated tax payments, estimated tax per year could be adjusted
throughout the year - this goes to the question of the quarterly payment. Pennsylvania allows
it; Delaware and Connecticut allow it. As a matter of fact every state in the study, except
‘New Jersey, allows quarterly payments.

In terms of where New Jersey stands in relation to other major states, and to our
competitors, I think New Jersey is many years behind. (See chart in the appendix.) Are there
any other questions on the estimated tax?

ALBANESE. I would like to make a comment. Prepayment in New Jersey is relatively new,
probably within the last ten years. Undoubtedly as I recall at the time, when the money supply was
rather tight not only in Government but for individuals, businesses would like to hold on to their
money because of the rising interest rates, I think there was a movement to collect some of that
money prior to the year actually due. That may also account for the fact that there hasn't really
been any legislation setting forth amendments to that prepayment such as estimating or paying

quarterly, so perhaps now this committee can address that particular problem and come up with
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legislation, or adopt whatever legislation is currently in the hopper addressing that problem.

FLANAGAN. The naxt area addresses two bills, A-1915 and A-1917, and relate to interest.
Under the New Jersey Corporation Business Tax Act as it precently stands, there is no provision for
payment of interest on overpayments of taxes -- and this sort of rela*~< back to the estimated tax
issue. The State on the other hand has the power to levy and collect interest on all underpayments
or deficiencies. This inconsistency results in inequities to the taxpayers. Two major ones.

1. The Division of Taxation appears to be in no hurry to process returns showing

a refund. In some cases it takes almost a year for a corporaiion to receive
a refund from the time it files its tax return. In addition, it is not un-
common for a refund to take as long as two years. Again, no interest being
paid, we feel that the Division of Taxation is really not being pressed to
process these returns.

2. By not paying interest on all the payments this has lead to a ludicrous sit-
uation where an adjustment made to a subsequent year which produces both a
balance due and a refund to the taxpayer, results in interest being charged
on the balance due and nothing being paid on the refund. For example, if in
1979 the Internal Revenue Service were to select a corporate return for audit
and find that there was a $10,000 deduction on the 1976 return that should
have been on the 1977 return, they would increase the 1976 taxable income by
$10,000 and decrease the 1977 taxable income by $10,000. As far as the State
is concerned, the State of New Jersey will assess $750 tax for 1976 and grant
a $750 refund for 1977. So in effect there's a natural wash of the tax liab-
ility. But along with those assessments will come an interest charge for 1976.
Three years of interest at 9 percent on the $750 balance due and even though-
there's a refund for 1977 there is no interest granted. So there is an out-of-
pocket cost for three years where maybe it should have been one year.

Assembly Bill number 1917 is designed to eliminate these inequities by requiring that
refunds be issued within 90 days of the due date of the original tax return. If this time period
is not met interest of 6 percent would be paid by the State. The 6 percent interest would also
be paid on claims for refund from the original due date of the return or .ayment of the tax, which-
ever is later.

Assembly Bill number 1915 permits the interest rate charged by the State on unpaid taxes
to fluctuate according to the rate charged by the Internal Revenue Service. Right now the State
charges 9 percent interest on any type of underpayment. The Federal gove.nment presently has
6 percent. A year ago it was 7 percent and the year before that it was 9 percent. That rate is
adjusted just about every year and it is geared to the "prime" rate. What A-1915 is doing is
basically saying whatever the interest rate the Federal government uses the State of New Jersey
should also use.

As an aside, ideally what we would Tike to see is that the interest on refunds be the
same as the interest rate charged on deficiencies. The way these two bills are drafted right now,
in A-1917 we're asking for a 6 percent interest rate on refunds at a minimum. And if A-1915 is not
enacted we will have 9 percent on deficiencies, but we feel that 6 percent is better than nothing.
To be equitable the rates should be the same.

Referring to that large spread sheet which was passed out -- the comparison -- the third
item down grants interest on refunds, of the states surveyed only two, New Jersey and Pennsy]véhia,

10



do not pay interest.

One other point. The State does grant interest on individual tax refunds but they do not
do it for corporate refunds.

MATTHEWS. There was a bill passed in the Assembly, Asc~mblyman Hurley's bill, that does '
call for 6 percent but it was a compromise on the time-frame which was nine months. This was worked
out with Sidney Glaser. That bill is presently in the Sénate Revenue,Finance & Appropriations
Committee, but I don't know what's happened to it since they received it on April 26th.

FLANAGAN. I think the business community would like to see interest on refunds. We can
argue about the rate. We can argue about the timing of when it should be paid, whether it's 90 days
after the return is filed or nine months, at least if interest is granted there would be some relief
from the present system of not having any interest whatsoever.

The next area deals with net operating and capital loss carryovers. At present New Jersey
law does not allow a net operéting loss carryback or cafrover deduction. This fact is one of the
major deficiencies in the present corporate tax law and probably one of the major deterrents in
attracting new business to the State. A newly formed corporation may generate losses in its early
years of operation and may become profitable after the initial period. Under current law the cor-
poration will be subject to tax in the profitable years but no relief will be given to the loss
years. The Federal government has long recognized the cyclical nature of business and more import-
antly, the arbitrary accounting concept of using a twelve month period to measure profits and losses.
The overa]]ipicture of how a business is doing is the sum of these accounting periods over time. To
tax each one as separate and distinct from the other is ignoring ecoromic reality.

Assembly Bills 1916 and 1919 are designed to permit deductions for net operating and
capital losses via carryback and carryover in conformity with the Federal law. The Federal law
presently allows for a net operating loss, three year carryback and seven year carryforward.

We are asking that the State of New Jersey adopt the same rule.

STOCKMAN. Mr. Flanagan. In listening to that proposal as well as the previous one --
perhaps I should have brought this up eariier -- they both sound very logical to me and they sound
very fair, but the idea of not ignoring economic realities brings me again to the question of
economic impact. Do you have any idea, for us, as legislators, what kind of economic impact in
terms of tax revenues we would be dealing with if we passed A-1915 and A-1917 and then A-1916 and
A-1919? I know under the earlier proposals we were really not talking about anything serious in
that area because presumably sooner or later the taxes would all be paid, but here we are talking
of something different.

FLANAGAN. To be honest I have no feeling for what the numbers would be. You would have
to have access to the corporate tax returns that have been filed in the past for some type of com-
parison. We had been told that these do not have any economic impact. However, our committee feels

that they would have an economic impact to State revenues.
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STOCKMAN. I may be missing something because I don't know how they could say these bills
would have no economic impact. We're talking about paying interest when heretofore we haven't.

FLANAGAN. True, there may be a loss of revenue by paying interest and maybe more by
allowing net operating loss carrybacks. But I think something has to be balanced and that is if
you are keeping business out of the State, or driving business from the State, the revenue impact
in terms of the economy, personal income taxes being generated by the employees -- you have a big
loss there -- I personally know the situation of a plant who moved out of the State of New Jersey
with 500 employees because they just came out of bankruptcy with a large net operating loss carry-
over. Because of forgiveness of indebtedness that took place they had a large Federal taxable
income but because of their prior losses it was offset by what they paid in Federal tax. The State
of New Jersey was going to hit them for $2 million in tax so they moved to New York.

STOCKMAN. I see your point about this question of balance, but again, to balance some-
thing you have got to know what you're balancing. You're evaluating this business of losing _
revenue but I wonder if at least for our consideration, as legislators, we can get this question of
Jjust how much we're going to balance it against. How much revenue loss we're talking about if we
enact these laws. I don't see how a legislator -- and I'11 be very frank with you just speaking
for myself -- could enthusiastically endorse a bill like this, which I might be inclined to do,
unless at least I knew or had some general idea of what the revenue loss would be.

FLANAGAN.  Our committee does not know what the revenue loss is. Perhaps this should
be part of the study and I'm sure that our Chamber would be willing to assist in that type of study.

MATTHEWS. There's a bill, A-1842, that incorporates a 1c: of things that you've been
talking about, carryforwqrds, carrybacks, estimated taxes, and also investment credit. But tied
into this, to answer Assemblyman Stockman's question, was a revenue producing vehicle to offset
initial losses, and the revenue producing vehicle came in from the standpoint of increasing the
corporate taxes the same as the Federal guidelines -- up to $25,000 profit would be 8 percent, then
from $25,000 to $50,000 would be 8-1/2 percent, and over $50,000 would be 9 percent. The theory
being that you could deduct this from your Federal taxes so that the increase wouldn't be that great
on the taxes. What Assemblyman Stockman is saying is the type of thing we get opposition for
because before the Governor would sign a piece of legislation like this the obvious question is
"where are we going to get the money from?" It is easy to say that while we are going to get in-
creased business, another economist will come along and say they feel the taxes are perhaps 7 in a
priority of one to ten. That is the priority that is going to bring a company into the State.

You have to have some trade-offs, at least initially. I know Mr, Sid Glaser would be glad to give
you statistics on how much we would lose. ‘

On your tag survey, here, one thing that is omitted is tax rates. For a chart I think it
would be helpful to see comparable tax rates because there are some trade-offs. Nobody likes to
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see increased taxes but this happens, especially when you are going to be subsidized by the Federal
government -- depending on what bracket you're in. I know in 1978 it was 20 percent for the first
$25,000; 22 percent from $25,000 to $50,000, then 48 percent above $50,000. Congressman Courter
was here earlier talking about changing these rates, so that whatever you would pay, that percent-
age of increase that the Federal government takes would be a deduction which means the increase
would not be that much. Thét a conS%deration for legislation to fly, at least initially, because
if the State loses revenue: be it $5 million, $20 million or $30 million, as Senator Dorsey brought
out with the new jobs credit. Once again, if you go to a new jobs credit that is going to cost so
much money. How does the State make this money up because if they need money for the budget, and
without going into some obvious things of streamlining the budget and making cuts here and making
cuts there, they're looking for a one to one trade-off. I think what you are saying is absolutely
true, we should have carrybacks and carryforwards. I think that a person who suffers a loss in
previous years -- take the case you talked about -- they can lose a million dollars one year but
still have to pay a minimum of $25 plus a 60 percent prepay, they have to pay $40 and lose a million
dollars, and next year if they make a million dollars they have to pay 7-1/2 percent of that
million dollars.

FLANAGAN? That's right. I think there's one thing you should bring out in your example.
In that particular situation, even though they're paying 7-1/2 percent on that million dollars to
the State of New Jersey they will not receive a Federal tax benefit because their Federal taxes are
zero. So it is a pure cost.

MATTHEWS. You are absolutely correct.

FLANAGAN. If you would 1ike I would be very happy to update :.his survey for the applicable
tax rates in each state.

MATTHEWS. I would appreciate that.

FLANAGAN. As long as you keep one thing in mind and that is, you really have to look at
the total package the State has and not just it's rate, as you mentioned. I understand there i$ no
bill ?n the Assembly for consolidated returns yet most of these states, even though they have high
rates, such as New York and California will allow consolidating or combining returns which, again has
an affect on revenue.

The next area, Assembly Bill number 1918 -- and I maybe should point out from the start
there is no revenue effect from this bill. New Jersey law permits a "Short Form" report for small
corporations. The short form report determines the net worth tax using total assets. This saves
taxpayers, practitioners, and New Jersey administrative personnel time and money in preparing,
reviewing and processing returns. However, the short form report currently has a limitation on
total assets of $150,000. This limitation was established 20 years ago and has never been adjusted
for inflation. In Assembly Bill nﬁmber 1918 we are asking that this limit be raised to $500,000 to
afford more taxpayers the opportunity to use the short form report. Again, no tax revenue effect.
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The next area deals with the Statute of Limitations and two bills, A-1920 and A-1921.
Under present law the State has five years from the time a tax return is filed to audit the return
and make adjustments. The taxpayer, on the other hand, if they discover an error in their return,
only has two years to file a refund claim. We feel that the five year period is unnecessarily
long and requires corporations to maintain detailed records longer than is required for Federal
purposes.

Assembly Bill number 1920 would reduce the period for assessments by the State from five
years to three years. A-1921 would increase the time in which a taxpayer may claim a refund from
two years to three years. So, the State period for assessment and the taxpayer's period for
asking for an adjustment would be the same -- both three years. This corresponds to the Federal
Taw and if you look at the chart which was passed out (the fourth item down - Statute of Limit-
ations,, just about across the board the states allow themselves three years. And also for'refunds.
There's really only three exceptions, New Jersey being the biggest exception. Pennsylvania is an
exception because of the way they process reports. So what we are asking for is a three year period
to audit returns.

MATTHEWS. When corporations are first incorporated in the State, if they get incorporated
say on March 15 and they decide, because of bank statements, that they are going to start their
fiscal year April 1st, then about seven years later the State will say you owe us a partial return.
Anytime a corporation is incorporated during the month, their first corporate return is a year plus
those number of days that make up the balance of the month. 1 have experienced this where people
go back seven years and they will get hit with the expense of coming up with a return for 15 days.

FLANAGAN. In the Statute of Limitations area we are not asking a fiat three years for
everyone. The present law and Federal law is that if you don't file a return the Statute doesn't
start to run until you file that return. So in your particular situation the Statute didn't even

.start to run.

That's really it so far as the bills are concerned. We would ask you to take this survey
that we have and make it part of the testimony. I will take it upon myself to update this schedule
for corporate tax rates and if there is anything further you would like to see on this schedule, I
will volunteer my services to give you some comparative data.

MATTHEWS. What we will do in return is get these proposals costed out. Mr. Zuzzio will
give you a card to show you where to send ;our data.

FLANAGAN. Fine, thank you. On behalf of myself and the Morris County Chamber of Commerce
I thank you for this opportunity and as I said, if we can be of any assistance in developing any of
the data, we are all vclunteers, we're all interested in coming up with a good tax system for the
State of New Jersey as far as business is concerned because we want business here.

MATTHEWS. At this point we will have read into the record testimony submitted by

Assemblyman William J. Maguire. 14



ASSEMBLYMAN WILLIAM J. MAGUIRE.

I am happy with the opportunity to encourage favorable consideration of A-1604, a bill
designed to create tax relief for investment in pollution control devices.

New Jersey has been alternately applauded and criticizcd for its "business climate."
Much of the "applause" comes from those in State government charged with the responsibility to
foster industrial growth and expansion. And much of the criticism comes from those who have been
discouraged, for whatever reason, from 1cating or expanding a business here. Noteworthy are the
facts that New Jersey's unemployment rate exceeds the national average, that we have, in fact,
lost business and industry to the so-called "Sunbelt states" and the fact that we pride ourselves
in having environmental statutes that qualify as the "toughest in the nation."

In my judgment there is a direct relationship between business climate, environmental
concerns and our tax structure. It was this relationship that prompted my authorship of A-1604
and the appeal that bill has for bipartisan co-sponsorship.

The bill has appeal to all three concerns.

It would grant tax relief by amending our Corporation Business Tax Act by providing
that investments made for buildings, machinery apparatus and equipment for pollution control,
research and development or manufacturing be exempted from taxable net worth.

I submit that this is a logical reform to our tax structure. It would not only encourage
anti-pollution and growth by reducing the total cost to the invoived industrial concern, it has.the
potential to improve our employment climate and, in the long term, improve overall tax revenues by
freeing up industrial investment capital for other purposes which are taxable.

I urge favorable consideration of the bill and its release from committee for Assembly
consideration.

MATTHEWS. I now call on Assemblywoman Barbara Curran.

ASSEMBLYWOMAN BARBARA A, CURRAAW.

Assemblyman Matthews, members of the committee. First of all, I would like to do some-
thing that nobody has done so far and that is welcome you all to Morris County. We are glad to
have you here, especially for this meeting. I wanted to state before I began that those of us who
have been working with some of the business leaders in this and other counties that surround it,
move that the Chamber and some of the other people you have here today, will go into in great detail
some of the questions you have already posed. Because of that I have decided really to talk just
in general about these bills, perhaps more as a legislator than someone totally familiar with all
the concepts of the tax laws we have now in the State. As an attorney who does not practice tax
law, I find that these bills are particularly appealing because they are bills that are somewhat
easy to understand by most members of the Legislature -- Assemblyman Stockman has already pointed
out a number of questions that I had'and some of the comments I wanted to make. I think that

that makes them somewhat stand apart from the usual tax bills which perhaps only you two can answer
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or can fully understand.

I think something that all of us realize is that from time to time in New Jersey the
glaring inequities of the tax structure that we have developed over the years have stimulated the
Governor and the Legislature to convene so-cailed Blue Ribbon Panels of leading citizens to make
recommendations for tax reforh. Inevitably, tne veports of these committees and commissions
include bold innovations, new taxes and new spending programs that render them politically untenable
and destined to gather dust on the legislative shelf some place. I'm sure all of us are very familiar
with some of those proposals. This was the case, unfortunately, in the early 1970s, with the so-
called Cahill Blue Ribbon Tax Committee which, among other things, had recommended bold and necessary
reforms in the State's antig:ated business tax structure.

Because that report included a graduated income tax and a dramatic change in schools'
funding, and because the new tax was the first of over 60 bills to face the legislative test -- and
we all know exactly what that meant -- the whole program was laid to rest when the income tax was
defeated by a vote of over two to one at that time.

Today, we have an opportunity to propel a package of business tax bills -- A-1914 through
A-1921 -- that do not result from something as auspicious as a blue ribbon panel, instead they
result from logic, the hard work of several business leaders, especially here in Morris County and
I think all of us owe them a great deal of credit for that, and a group of legislators who recognize
the obvious need for reform. I am proud to have been one of those legislators, as you have been,
to be working quietly and slowly but nevertheless to be working in this area.

Most impartial observers rate New Jersey near the bottom of the 1ist in terms of its
business climate, and I think most of us have heard that over and over agai... It seems that we are
) obsessed with social reform and other legitimate concerns that such perhaps unpoiitic subjects
as the business tax structure are relegated to the balcony and rarely get the legislative attention
they deserve. 0f course, the tax structure is only a part of the "business climate" but it is.an
essential part in terms of our competition with the so-called Sunge]t states, and even our contig-
uous states. You have heard discussion from our last speaker in regard to such things as quarterly
payments and the way the states around us handle those matters. These other states seem to be far

. more aggfesive in terms of their willingness to appeal and work for private capital and business
and industrial expansion and growth.

Taken by itself, any one of the tax reform bills which we are discussing today, would
not be particularly stimulating to a prospective investor of private capital in New Jersey. Taken
alone, none of them would have sufficient impact to tilt the decision making process to favor
New Jersey rather than a competing state. I think you pointed out very rightly, that tax concerns
are maybe 8 or 9 on a scale of one to ten.

There are certain other areas that we must face and we must face very soon. I do not by
any means want to downplay the importance of reforming areas like workman's compensation and unem-
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ployment compensation which ail of us know are very very important. I also don't want to downplay
the problems involved with the bills that you have discussed earlier which perhaps constitute some
of the measures that would perhaps lower revenue in the current package, with a revenue raiser
measure which, for me, would just be swepping dollars. Why we should go through this package of
bills then come up with a revenue raiser by raising the corporate taxes -- I honestly don't see.

As was pointed out, I think it's easier {0 say let's have a one for one discussion. If we lower

it here how are we going to raise it there? I think with regard to these taxes, and my personal
opinion as a legislator, that's not the way to go. I think all of us realize that there are cuts
although we might disagree where the cuts could be made. Thére are cuts in State government that
could and should be maue, and that these projects or programs should be kept in the budget at the
expense of bills 1ike this which would, very likely, lower the revenues in certain areas. Certainly
in some of the areas that Assemblyman Stockman questioned earlier.

To get back to the package of bills. Taken together, they represent not only reform but
the intenf of your committee and this Legislature to recognize the problem and to do something about
it. Taken together they will demonstrate to national and international investors that New Jersey
is anxious to clegn up its act and put out a welcome mat for new or expanding job-producing business
and industry. To say nothing of saying to the businessmen we already have in this State, and need
very Qery much, that we are abogt to clean up our act and we want to appeal to you. We don't want
to force you out of the State.

Support for these bills will not label a legislator a "business advocate." Rather, I
think, it will label him or her as a "New Jersey advocate" willin, to bite the bullet in behalf of
the economic wellbeing of our State. If thése bills become law, with perhaps some of the changes
that have been and will be discussed by your committee, they will recfify existing inequities in
the areas of tax prepayment, carryover of capital gains and losses, conformity with Federal tax law,
applications for refunds in cases of overpayment, ease of filing and. of course, the interest
charges that were discussed. One beauty of this package is its appeal to small businessmen as well
as to large businessmen -- the little guy as well as the big quy will benefit -- the mom and pop
stores as well as the co:porate giant need, and I think deserve, these bills. Another beauty of
the package as far as I see it is that it is largely administrative and its passage will not drama-
tically affect overall our State tax revenues -- despite the very important details that we have
discussed today. Instead, I think they will make our tax law as it applies to businesses more
logical, more fair, more equitable, more easily understood and more competitive with the states with
whom we compete for job-producing businesses.

This committee with these hearings and with a favorable report to the full Assembly Tax
Committee, and ultimately to the full Legislature, will have taken an important step in replacing
much of the 1ip service we pay to our business climate with real service that can be helpful and
effective. I piedge my support as one legislator, to each of these bills and I commend the Chair
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and the committee for giving them the public exposure and, therefore, the opportunity for public
support which I believe they deserve. An improved economic climate for our State wiil be the
result if we pass this package of bills. Thank you.

MATTHEWS. Thank you very much Barbara.

STOCKMAN. I would just like to say to you, Barbara, that I'm impressed with your
arguments and comments and I wish to echo your earlier sentiments about the attractiveness of these
bills because they are common sense kind of arguments that touch reason and fairness. I have to
say, again, that I must have some guesstimate as to the impact on revenuevloss that these bills
will cause. I am not saying that whatever that figure is that I would thereby automatically be
dissuaded from supporting them, because I don't think I would, but I think it is a necessary part
of a decision-making process for a legislator to know that. Obviously if those figures were too
high I think we would have to face up to something along the lines that the Chairman has talked

_about, something to find some relief because it certainly doesn't appear to me where there is any
room for major reductions in State spending at this particular time.

CURRAN: I agree with you. As I said, I do not practice tax law and because of that I
am reluctant to get into an area I am not totally familiar with, but prior to today's meeting I
did try to get from the Division of Taxation some of the answers to some of the questions you have
raised because I fe]tithose questions would be asked here today. I think that the proposals that
have been made andiéhé cooperation that has been pledged back and forth with the Chamber, is some-
thing that will result perhaps in an overall picture. One of the answers I got when I looked into
it was, for example, let's take the interest in the overpayments. One of the reasons it was
difficult for Mr. Glaser's people to come up with anything islthat what we almost have to do is
to take one case and say "in this case what would it be?" When you're talking about an overpayment
that sits there for a year, two years or three years, we are using that money -- depending on how
we're using it -- it is difficult to get a handle on how much we're really getting on that money.
It's also difficult to get a handle from the Division's viewpoint on whether or not if they really
had to pay an overpayment they would get that out of there in a year, or they'd get it out in a
year and a half, or they'd get it out in the same three year period. So I think it is something
that deserves an overall study and I commend all of you for offering that. I, as one legislator,
really look forward to getting it.

ALBANESE. I would just like to point out that what Mr. Stockman says is very true,
however, that's only half of the equation because, true, we are very much concerned with the
revenue loss but on the other hand there's a factor that is very difficult to measure and that
is the increased revenue by increasing business in the State of New Jersey with an expanding
economy. I think we would have to also weigh that particular factor whenever we look at a revenue
loss.

CURRAN. Thank you all.
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MATTHEWS. Our next speaker is Assemblywcmen Totaro.

ASSEMBLYWOMAN ROSEMARIE TOTARDO.

Thank you. The national economic forecast states that we have entered a recession that
may possibly deepen into a depression. I believe it is essential that the Taxation Committee
address legislation that would provide relief and assistance to our business community and the
people of our State. A series of bills that have been introduced by the Chairman of your Committee,
Richard Van Wagner, addresses some major areas of inequity. Ir the series of bills, A-1914 through
A-1921, we note that the business community is burdened with having to file a long tax form if
their assets exceed $150,000. Assembly Bill number 1918 would raise the 1limit to $500,000 and
eliminate paper work fo: the business community and the Treasury Department.

Conforming is also necessary to bring us in Tine with the standards that the Federal law
requires. Assembly Bills 1916 and 1919 would permit deductions for net operating and capital
losses via carryback and carryover. This addresses the financial problems that a new corporation
faces in its early years of operation before they beccme profitable. It will also act as an
incentive to entice new businesses into our State.

A major inequity exists in that the State levies and collects interest on under-payments
or deficiencies while they do not provide any interest for over-payments. Assembly Bill 1917
would require that refunds be issued within 90 days and if that is not met, 6 percent interest would
be paid. Assembly Bil1 number 1915 also addresses the interest rate charged by the State on unpaid
taxes, so that they may fluctuate according to the adjusted rate established for Federal income tax
purposes. Again, conformity is necessary. The State, by not coniorming to the Federal government,
imposes additional burdens on the business community. Assembly Bill 1920 would reduce the period
for assessments from five to three years, and Assembly Bill 1921 would increase the tim; in which
the taxpayer may claim a refund, from two to three years. A three year statute of limitation for
both the State and the taxpayer will conform to the Federal laws. Although our tax program has
reaped stability in the State of New Jersey, it aiso is riddled with unjust hardships for the
citizens of the State and our business community. An example that needs immediate redressing is
the fact that we impose an income tax on our older citizens and students who earn taxable incomes
of less than $4,000. In fact, a taxpayer who has this low income -- which is poverty level -- pays
$80 to the State of New Jersey but nothing to the Federal government. It is essential that as we
consider revisions in our present tax policy, this area of inequity be studied and changes be made
for conformity. Assembly Bill 3286 is a very important factor, particularly in this time of
inflation and recession.

As we look at the total economic picture for the State of New Jersey, it is crucial that
we be aware of the serious impact that energy and energy supplies have upon our citizens and the
business interests of the State of New Jersey. The Tax Committee should be prepared to dddress

the areas of incentive for conservation and innovation in New Jersey by eliminating sales tax
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and providing tax credits to both the citizens and business community, so that we may be able to
increase new resources of energy and lessen our dependency on foreign oils. The series of

JCP&L's rate hikes due to a dependency on petroleum to generate electricity is an example of

why we must seek other energy resources. It ic my hope that the Federal government will provide
funds for a wind generated project, thus providing for the partial replacement of lost energy from
Three Mile Island. It would also be essential that our Taxation Committee and the PUC, and our
senators and congressional delegation, direct their attention to assist in this State crisis.

As a member of the Labor Committee, I understand the need for reform of the workers'
compensation bill that would benefit both the workers in the State and our business interests.

The bill in question should be released and acted upon prior to the close of the session.

It is my firm belief that a sound economic program which assists the business interest
will provide a sound job market -- thus employment for the people of New Jersey. And when you put
a cost factor on the question of the bills that have been presented today, you really do not
evaluate the number of jobs, the number of taxes that will be paid in income, and the less amount
of money that will go into support of the welfare system. 4

The State's strongest economic performance can be seen in the Comparative Employment
Index (graph #2 which you have). Since the first quarter of 1977 this Index has been growing
faster than the national economy. It out performs the states of New York, Pennsylvania and
Massachusetts. It indicates that we are providing more jobs in New Jersey because our economic
climate is better in New Jersey, and we have done this through our legislative powers.

Another item that will be brought up today and discussed in jreater depth is an incentive
program to provide tax credit for training programs for apprentices. I totally support that because,
again, it is mgving people into the job market thus giving us additional revenues if your committee
is so concerned about that aspect of it.

Our economic future is seriously dependent upon the actions of your committee and we seek
your assistance. Do you have any questions?

MATTHEWS. I agree with you. I really feel that these incentives will give more jdbs
and bring more companies into the State. However, trying to get these bills passed and signed,
these are the obstacles that we have to justify before we can really get legislation like this
signed into law. We may be fortunate to get them through both Houses but I think until we can
show that there are some economic trade-offs -- that the State would not be losing money but, in
fact, would gain because more people would be employed.

TOTARO. I think that is a factor that has to be lcoked at very closely. What do these
economic incentives do to us? If they put us in a competitive position to entice new industry that
gives us a larger job market, and quite truthfully gentlemen, with the forecast for the next five
years predicting a deep depression, we should be spearheading a movement in oilir State to safeguard

it. We saw when that aspect of business interest was not addressed we had such a terrible decline
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in our economy and we are just pulling out of it. [ have to say that it has been the Department
of Labor and Industry's innovative ideas, and the Economic Authority going out and helping the
business interests that have created a better job market. That is why I can support measures like
this knowing full well that it is going to cost some State dollars but I beiieve people's lives
and the ability to work is just as important.

STOCKMAN.  Perhaps it is inevitable that when I ask a question about what the Tikely
revenue loss is going to be that some people conclude that I am at the same time assaulting the
concept that these bills -- or bills like them -- can keep more business here and thereby produce
more revenue. In my own mind those are two very distinct issues or concepts. When we talk about
balancing, I simply say that if you are going to balance you have to know the items that you're
balancing. I just want to make it as crystal clear as I can that I am not for a minute suggesting
I don't appreciate, and am not overly-sensitive -- or will become more sensitive as 1 serve on the
Taxation Committee -- of this item of increasing business by virtue of a better business climate.
I think they are two distinct things, and I just want to make that clear.

TOTARO. I think what we need is an economic statement on these bills that will project
if it is a revenue loss. Also, the type of economic benefits that could be derived from them.
That, I think, is the best selling tool that we have.- I think it is a known measure to use some
type of tax incentive in time of recession and depression and that is why I think it is necessary
at this time for us to address these areas. While it might lose us some dollars in one sense it

might excel us in others. Thank you very much gentlemen.
R ECE S S

MATTHEWS; Our next speaker is Mr. Robert Singer.

ROBERT SINGER.

My name is Robert Singer. I am a Corporate Attorney with Automatic Data Processing and
we're located principally in Clifton, New Jersey and we do have other offices in the State and
throughout the Country and the world. The business we are in, Automatic Data Processing, Inc.
("ADP") is the world's largest independent computing service company and serves more than 60,000
clients worldwide, several thousand of which are located in the State of New Jersey. ADP provides
essential computing services to virtually every area of industry, finance and government.

ADP's corporate headquarters are located at 405 Route 3, Clifton, New Jersey. ADP employs
in the aggregate 10,000 people of which approximately 1,700 are employed in the State of New Jersey.
In addftion, worldwide, for the fiscal years ended June 30, 1977 and June 30, 1978, ADP spent in
excess of $42 million for new facilities and equipment iﬁ each year. For the fiscal year ending
June 30, 1979 if is anticipated that ADP will spend $55 million for new facilities and equipment.

At least $10 million has been spent in the State of New Jersey during the last two years for new
facilities and equipment. ADP pays significant sums to the State of New Jersey in the form of
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Corporation Income Tax and other taxes. ADP has had a long history of sustained growth, generally
approximately 25 percent per year. Its revenues for the current fiscal year are projected to be
$375 million. A decision by ADP about whether to expand in New Jersey or elsewhere obviously is
influenced by the economic climate of the area and the availability of tax incentives, among other
factors. This is especially true for computer service companies such as ADP fcr the following
reasons:
1. Since the advent of large scale computer systems and sophisticated commun-
ication equipment, ADP is able to serve c¢lients throughout the Courtry from
any location.

2. If New Jersey wishes to retain computer service companies within its boundar1es,
it should consicder making tax incentives available.

Assembly Bill number 1165 as presently written would only provide the tax credit option
as an incentive for the establishment of new or expanded manufacturing or research and development
facilities. ADP has made a careful study of the bill and thinks that it should be amended prior
to its final enactment. We refer specifically to the statement set forth at the end of the bill
which declares that the intent 6f the bill is to provide:

"A credit under the Corporation Business Tax and the Corporation Income Tax
as an incentive for the establishment of new or expanded manufacturing or
research facilities. The option is provided to attract capital intensive
and/or labor intensive facilities with a view to improving the economic
climate for both elements."

ADP thinks that the coverage of the bill should be expanded to include computing services
firms 1ike ADP as well as manufacturing and research firms. The limitation restricting application
of the bill to manufacturing and research type organizations may have had application many years ago
before there was a computing services industry. The computing services industry has many aspects
similar to manufacturing and research and development. It is labor intensive and computer equipment
requires large capital expenditures. Nationwide the computing services industry includes approxim-
ately 2,500 companies and in 1977 their aggregate revenues were approximately $7 billion. To
exclude such a large industry from these tax credits would be counter-prouuctive and would not be
consistent with the intent of the bill.

ADP believes that the bill should be amended to include the computing services industry.
This would require a change in section 2.a. on lines 10 through 13 to include in addition to
manufacturing etc., computing services companies. If the purpose of this bill is to encourage
labor intensive industries to locate and/or expand in the State then there is no reason why a large
segment should be excluded.

MATTHEWS. I believe Assembly Bill number 1842 does exactly what you are talking about.

SINGER. That bill did come to our attention. We are interested in the investment
incentive whereas this biil, I think, has three ways that you would caiculate either by dollars,
by employees or whatever. We want an incentive bill. I know Director Glaser has commented on

what one would cost over another, whether it should be in the inner cities or not -- things like
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that. I don't really have the technical competence tc get into the cost of each one but we think
that it would be good, it would be an inducement for cur company and companies like us who are con-
sidering expanding into the State. We are headquartered in the State and it is natural for us to
expand in this State but if there are other considerations we would not dc that. There are many
many companies in the computer area that are in California that may or may not need East Coast
regional headquarters so why shouldn't they come to New Jersey.

MATTHEWS. How much money are you talking about a year in the area of capital investment?

SINGER. I have it right here. We have spent for this past year ended, for facilities
and equipment -- that includes land purchases -- and things like that, approximately $55 million;
the year before that we spent $45 million. We estimate that in the past two years we have spent at
least $10 million in New Jersey and we have plans to spend at least that in New Jersey and elsewnere
in the next few years. As I said, that includes land, new buildings, buying equipment -~ the whole
gamut of what you would call capital expenditures. Our company has sales of about $375 million.
Our largest processing facility is right here in Clifton, New Jersey. We pay to the State of New
Jersey an income tax somewhere in the neighborhood of $1 million a year.

MATTHEWS. Thank you very much. I now call on Mr. Andrew Rimol.

ANDREW J. RIMOL, Executive Secretary, New Jersey Tool, Die and Precision
Machining Association.

Thank you for the opportunity to officially present to you the