TAYATION OF PERSONAL PROPERTY IN NEW JERSEY
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CALENDAR OF LEGISLATIVE ADOPTION
ASSEMELY BILL 198 (1960) BECOMES CHAPTER 51, LAWS OF 1960 .

JanuarZ 18:

January 253
February 1:
Pebruary 1:
April 11:

May 23

June 6:

June 153

sNotes: Original Bill and Amended Bills shown in Appendix

Assembly Bill 198 introduced under sponsorship of |

Assemblymen Matthews, Farrington, Kurtz, uarkalomg

" Beadleston, ¥

Referred to Judicial Committee,

Reported out of Judicial Committee without amend-

ment and advanced to second reading in Assembly.

PassedbAssembly'without amendment; vote - L9 for,

9 against.

Received in Senate and referred to Judiciary
Committee.

Reported out of Judiciary Committee with amend-
ments and advanced to second reading. ¥*

Amended further and passed in Scnatc, vote = 18
for, 1 against, *

Received in Assembly with Senate amendments and

- referred to Education Committee.

Reported out of Education Committee without
amendment and advanced to second reading in
Assembly.

Passed Assembly as amended in Senate; vote hS
for, 9 against.

Signed into Law (Chapter 51, Laws of 1960) by
Governor Robert B, Meyner,
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PART IT -~ THE NEW LEGISLATION
|
A. The Law - |
Chapter 51, Laws of 1960 was the fﬁrst important change in New

Jersey local prqperty-tax law since the_adopéion of the present State Con-
stitution in 1947. The principalbfeatures of fhe new legislation and
changes from existing property tax requireme&ts are summarized as followé:
(See Appendix 1 for full text of Chapter 51)3

Real Estate (Sh:l-2.25) |
} .
Retains "true value" as the basis for assessing real estate,

but provides for a new "taxable value" expressed as a perm
centage of "true value®, The tax-ble value may vary as

[ .
among counties.

oy |
Agricultural Real Estate (Sh:lL-1)

Provides that in the assessment ofidcreagé actively devoted
to égricﬁltural ﬁse the value shall not be deemed to include
prospective value for subdivision ér non-agricultural use,
Here is a presumption that agricul%ural lands may be valued
as agricultural lands until such time as they are sola for

other uses,.

County Choice of Assessment Level i

! “

Permits County Boards of Taxation to establish percentages of
"true value" to determine "taxable‘value" with the provision

that whatever percentage is establlshcd shall apply uniformly
within the county. (Sh°h—2 25) Percentages must be multiples

of 10, between 20 and 100 per cent. (5lh:h-2.26)

If the County Board does not establlsh a percentage level,

the official level for the county becomes 50 per cent. (5L:L=2.27)

Once established by the County Board of Taxation, the
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percentage level must remain in effect for a minimum. of
three years and will continue in effect beyénd the three
year period until changed by‘the County Board.(5l:1~2.,27)

Business Personal Property (5l:li-2.29)

Establishes taxable value of tangible personal propeft§ used
in business as a percentage of "fair value", which is de-

fined as the net book value showm by the records of the

person assessed.

Business Inventories (Sh:l-11 (b))

Exempts from taxation business inventories of raw materials,

supplies and small tools.

Makes business inventories taxable at a percentage of their
fair value (book value) representing 1/l the "common level"
percentage of real estate aésessments prevailing within

the local taxing disfricto

Other Business Personal Property (5h:l-11 (a) )

Makes machinery, implements, equipment and all other per-

“sonal property used in business other than inventories,

farm machinery, farm 1ivestock, crops and produce taxable
at a percentage of their fair value (book value) represente
ing the "common level" percentage of real estate assessments

prevailing within the local taxing districte.

Farm Personal Property (5h:L-11 (c¢) )

Makes all férm machinery, farm livestock, crops other then
exempted growing crops and produce taxable at a percentage
of their fair value representing 1/L of ﬁhe percentage level
established for real property within the county or the level

applicable to inventories within the local taxing districte






Common Level (Bl:h-11)

The "common level" is defined as the unweighted average

ratio of assessed value to sales value of real estate saﬁples
compiled by the Local Property Tax Bureau for the purpose of
equalizing local property valuationse.

Household Personal Property (5k:h-9.2)

Makes taxation of household personal property optional with
local municipal governing bodies, If a municipality cone
tinues to‘tax househéld propérty5 it will do so at the
general tax rate for the preceding year. Assessed values
of household.property will be reported to County Boards af‘
Taxation and to the State Division of Taxation, but they
will notvbe used to apportion county taxes or state school 
aid.

Other Tangible Personal Property (5lish-9.1)

Makes tangible personal property not used in business (exoept
househnld personal property) taxable at that percentage of
its folr value corresponding to the percentage level for the
taxation of real property within the countye.

Equaligzation of Personal Property Assessments (5h23-17)

Brings business personal property into the equalizaticn
tables for the first time so that it will be reflected in -
the apportionment of COunty taxes and state aid te local

schools,

~ Personal Property Toxpayer Returns (5l:l-12; 5h:li-13)

Provides for personal property returns that reflect book

values, and for penalties for failure to complys
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B. Administrative Features

Although many of Chapter 51's administrative features are but
a continuation-or adaptation of old procedures, there,are some innova-
tions, These features implied that administering Chapter 51 meant more
than simply developing new ways to do things which were already being
done, For examples:

Establishment of County Asscssment Percentage Levels (Sh:li2.27)

By April 10 of ‘cach year, the Secretary of the County Board
of Taxation is to mail a copy of the resolution establishe
ing a county assessment percen%agé 1@#@1, or a statement
‘that no resolution was adopted, to:
“the Director of the Division of Taxation,
each asseséor and board of assessors within the county,
and the municipal clerk of each municipality within the
county.

Teir Value of Tangible Personal Property Used in Business (5lizh2.29)

The provision establishing "fair velue" of tangible personal
property used in business as book value also gives the
Director of Taxation power %o "promulgate uniform rules and
regulations for the determination and reporting of costs,
,depreciation and net book value of such property as he may.
rind necessary to provide for fair and equal assessment, and
such rules and regulations may include provisions for averag-
ing iﬁ a group or composite accounts in the case‘éf a taxpayer
helding items of like property in more than one taxing
district where it is impractical to report with respecf

to each item separatelyesee”

N
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:ff"Commen Level" of Real Propertytlusessments (5& h—ll)

_",'The common 1eve1 def:med as the "unwelghted average ratn.o '_
& of assessed to true value of real proeerty in the tamng

. dlstr.lct" is to ,be determlned by the Dlrector of Tax'ztlon L
';vfrom dﬂta complled 1n prenaratlon of equdllzatlnn tables.‘y““

: (Equallzatlon tables, however, 1"eflect “Welghted" averages, :

o whlle the cormnon 1eve1 is unwelﬂhted.) The D:Lrector is tof: o .

" ma:L] g certlfled 1lst sett:.ng forth the unwelghtefl o

average assessment rat:.o determlned by h:Lm for each ta.m.m"
‘ \ j i,‘ithe secretary of each County Board of‘ waat:.rm,» -
"Vfthe assessor or boards of assessérs in - each ‘
5 biv'nnm:.c:l.pallty and the munlc:Lpal clcrk of each

' rmm:n.c:.p allty.

Dlstlnctlon Between Real and Persenal Proeerty (Sl& h—2 31):.:"

»vBecause personal property 1s no longer to be- assessed

“\

accorch.ng to the same standard as real estate, the new

1aw mcreased the 1mportance of dlstlngulshlng between ‘

= the two classes of property w:n.th a ”)I‘eClSZLOI‘l 'Wthh Was no t:: o

fnecessary s0- long as all nroperty was subJect to assess-'

| “Yment at the same standard of value.

: The D:Lrector 1s requ:n.red tonmake, promulgate and enforce R

f‘um.f‘orm rules and regulatlons i‘or ascertalm.ng whether

X ‘pronerty is real or personal....

"'101ao81f1catlon of Tanglble Personal Pro*aertz Used In Bus1ness

@‘u u-ll)

"._:The cla551f1cat1m of tangn.ble personal proaerty used in

”‘bus:.ness as bus:.ness 1nventer1es, farm personal prooerty, or f?
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other tangible personal property requires clear definiw- o
tions of those classifications. The exemption of
inventories of raw materials, supplies and small tools
requires. the further classification of inventories. Sectioh
Sh:h=2.31 of Chapter 51 requires the Director to'"make, pro-
milgate and enforce uniform rules and regulations....for .
identifyiﬁg‘ahd detérmining'the several personal property
classifications." |

Taxpayer Returns (5h:L-12)

Chapter 51 provides thét each éwner of business personal
property shall file a return "in such form and cohtaining‘
such information relating théretovaé the Director of the
Division of Taxation shall prescribee!

Copies of returns filed during Chapter 51's first year
are to be forwarded to the Director of Taxation; Although
the law does not require it, there was a general under-
standing at the time of the law's adoption that the
Director would conduct studies to appraise the applica-
tion of Chaptér 51 and its effect on taxpayers and on
local government revenues,

Tangible Household Personal Property and Personal Effects
(SLL:LL"902)

A certified copy of every municipal ordinance exempting
tangible household personzl property is to be filed with the
Division of Taxation and with the County Board of Taxation.
Where such property is taxed, assessors are to file a
separate tax list and duplicate with the County Board of

Taxation by January 10,
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T
County BEqualization Tables (Slh:3-17)

The two way requirement of assessment of business tangible
personal property at common level and,now for the first |
time, of the-equalization of business personalty makes

necessary a new form of couﬁty equalization table. The

exclusion of tangible household personal property ahd

personal effects from the "apportionment valuation" also

helps make the old table inadequate. Chapter 51 specifies

the contents of a new table and requires that a copy be

mailéd to the assessor of each'téxing district and to the

Director; and be posted at the County Court House at least

one week before public hearings on the tablee.

This change,in the form and content of the county equaliza-

tion table implies that the Division of Taxation should

l develeop the nécessary‘téble.forms and procedufes to imple-

ment thems
Cs Real Estate

By permitting each county to determine the percentage of true
value at which real estate is to be taxed, the Legislature scught to recon-
cile the conétitution requirement of a uniform standard of value with
variations in "taxable value". It sought to qniét apprehension about the
prior statutory requirement of assessment at "true value" (100% assess=s
ment) by permitting the applicatién of uniform percentages of true value
within each coﬁnty. |

(1) Level of Real Estate Assessment

Real estate assessment statistics help to clarify both the
reason for Chapter 51's provisions concerning real'property

and the likely effect of those provisions. Studies by the
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Local Property Tax Bureau‘indicate a statewlde average
(weighted) of real property assessments at 29.88% of sales
value ("true value") in 1960, As indicated below, this state=
wide average has remained at approximately this level since
195, when state equalization tables were first prepared for

the purpose of apportioning state aid to local schools,

Year Ratio

1951 32,7k
1955 291l
1956 29.10
1957 28.U6
1958 27.86
1959 , 29,48
1960 29,88

Like all averages, statewide average real estate assess=-
ment ratios are nothing more than arithmetic composifes of
various ratios in the 567 local taxing districts where New
Jersey property is assessed, The 29,88% average ratio for
1960 is the composite of local ratios ranging from a low of

(see Table 2-1)
16.21% in Hunterdon County to a high of 61.57% in Cape May,/

While each county average is itself a composite of the
average assessmenté in the several local taxing districts
within the county, the Legislature saw in county ratios the
hope of achieving uwniformity among taxing districts with a
minimum of adjustment among local taxing districts. There
is every indication that this hope rested more heavily on
the political appeal of "local choice" than on any uhiformity
bf assessment levels among local taxing districts within
countiess

Table 2-2 shows how 1960 weighted average real estate assess=

ment ratios vary within each of the 21 cgunties, Real estate
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TABLE 2~1

AVERAGE RATIO (WEIGHTED) OF ASSESSED TO TRUE VALUE OF REAL PROFERTY

Atlantic
Bergen
Burlington
Camden
Cape May
Cumberland
Essex
Gloucester
Hudson}
Hunterdon
Mercer
Middlesex
Monmouth
Morris
Ocean
Passaic
Sglem
Sémerset
Sussex
Union

Warren

State Totals

Source: Annual Report Division of Taxation - pp.2L0-21i8

195k = 1960
195 1955 1956 1957 1958 1950 1960
21,60 22,13  21.62 21,01  21.58 22,16 217
25,53 22,98 23.23 22,49 22.2L  2L.03  23.66
1847 16.38 16,61 17.03 17,06 18,78 20,146
34,59 27.78  27.L9 27,o§/ 26,95  31.85 “32,20
2246l 19.50  18.79  17.75  18.13  39.5L 61,57
25,2l 20,36 20,2 19.62  19.08 3156 31,63
7 l5 L3.98  L2u9h L2.09  L0.85.  L1.05 INRYINE
22,90 18.M 18,08 19,16 18.65 18,26 19.69
55,69 58,01  59.57 55,90 52,08 50,93 h9s13
20463 16,76 16,67 16,32 15.83  15.8L 16,21
35.08 31,71 30,98 37.70  37.21.  37.37 36,62
23,58  20.66 22,59 22,75 @ 22,56  21.L2 20,70
21,49 21,72 20,83 19,45  19.30 29,20 31.26
21.83  18.k2  18.3L 18,19 18,51 20,07 20,91
15.405 13,53 13,22 13.66 13,59  21.29 'zu.zz
01,96 3he7h 36.1L 3Le75 3L.50  3L.12 33,88
©19.20= 2147 21.88= 22,29  23.07 23,30 25,11
20,50 17,78  17.1h 16428 16,23 16.86 16.71
17,91 17,15 17.10 16,09 16,37  15.96 16,50
36415 32,04 30,35 29.51 29,19 28,00 27419
é3°7h 23405 23.16 22, 202,29 22,36 21,99
32,7h  29.h 29,10 28;u6 27.86 29.48 29,8l
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TABLE 2«2

DISTRIBUTION OF MUNICIPAL REAL ESTATE ASSESSMENT RATIOS

BY COUNTIES -~ 1960

SHOWING COMPARISON WITH COUNTY AVERAGE

282 8 323283888823 8888 4

ya R § 9RATITRS G TR & g

gﬁﬂg‘é&%%&%}%%ﬁ%h?&}&%@%‘ﬁgﬁ
ATLANTIC 8ihié6]ale 1 23
BERGEN 17 1261 91311 1 1 70
BURLINGTON { 1 {11 13 {10 _ Iy 1 40
CAMDEN 2161131 7131311 1 1 37
CAPE MAY {1411 | | 317131 16
CUMBERLAND| |1l5 1 6 1 1 » 1l
ESSEX | 176191313 ’ 22
GLOUCESTER 5181713 | 11 2l
HUDSON 1 1 2{5 2 1 12
HUNTERDON 137715 1 26
WERCER L dalulsl | 12 1 13
MIDDLESEX 2l | L n 1 25
MONMOUTH Bl j16 1 6121 3i1]1 1 1] 53
MORRIS LB 10 1131111 . 1 39
OCEA} it3fp3my2l 3 1{ 33
PASSATC 61 5lalalal | 16
SALEM 3181 L 15
SOMERSET 6191 6 21
SUSSEX 116031 21 2 2l
UNTON 21 L2 2 21
WARREN AN RERRE _ 23
TOTALS | 590 1621110168 Bofee a3l 1f 21 fafairilo|3]|5]7l51567
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in 256 of the 567 New Jersey municipalities (local taxing
districts) ‘is,on the average, assessed below the 20 per cent
of market value minimum established by Chapter 51. Whilev

these 256 municipalities are located in 20 of the 21 New

Jersey counties (Essex excluded), Hudson and Mercer contain

only one such municipality and Passaic and Union counties have
each '

only twys In conbrast, Ocean County contains 27 municipali-

ties assessing below 20 per cent and Burlington County has 26.
On the other hand, 27 local taxing districts assessed real

estate at average levels exceeding 50 per cent of market

value in 1960, These 27 districts were located in 9 of the

21 counties every one of which also contained districts with

average ratios under 20per cent of market value. These vari-

ations in local assessment ratios illustrate why county

- selection of the percentage level of taxable values of real

preperty has an appeal which no uniform state percentage
level could hope to acquire, S%ill, it offers no promise‘that
extensive adjustments among 1oca1‘taxing districts within each
Eounty cen be avoideds.

In New Jersey, the county is the largest jurisdiction over
which any part of the local property tax is apportioned on
the basis of valuation, This means that variation in "taxable
value" among counties cannot affect the apportiomment of tax
liability among taxpayers or groups of taxpayers so 1ohg as
all p:operties within each county are assessed uniformly.
Recognition of this fact of property tax arithmetic was éne
factor behind the assumption that the provisidn“in Chapter

51 permitting each county to select its own percentage level



el

L)




]
of "taxable value" meets consfiﬁutional requirements of pro-
perty assessment uniformitygi:ln this way the Legislature
soughtto provide enocugh locai autonomy to accomplish adopte
'ibn of the law without incurring the theoretical objections
associated with an earlier effort to permit local choice of

assessment levels within each taxing district (ACR 36 (1958} ),

 (2) Classification vs. Uniformity

The provision that agricultural lands be valued without
reference to prospective values for non-agricultural use is
the only exception to the required valuation of all real
estate at 1ts "true value", This exception implies a classi-
fidation of farm real estate that removes i£ from the
traditional interpretation of "true value" as the price on
which a willing buyer and a willing seller would agree. Even
in this case, however, there is no departure from the markeb
value concept so long as the market is restricted to agricul-
tural use, This provision is the first effort to recognize
in New Jersey property tax law any element of real estate
classification according to use. As such, it ralses the
constitutional question of the compabibility of classifi-

cation by use with the reQuirement that real estate be

o)
)

assessed "according to the same standard of value",

This and other questions concerning the constitutio?flity
of Chapter 51 went to the Superior Court of New Jersey':)
On June 27, 1961, the Court ruled that the exemption of farm
real estaﬁe from full application of the "market value"

(1) Olivia Wrightson Switz ve. William Kingsley, Monmouth County Board of
Taxation, Twp. of Middletown and William C. Johnson - Docket L-7018-60 P.W.
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concept of Mrue value" was incensistent with the constitu-

tibnal requifement of uwniform assessment "according to the

same standard of valus', | |
DETERMINED AND ADJLPGED

1. The sentence contalned in R,S5, 5l:l-1 reading as
followss

", oeln the assessment of acreage which is actively
devoted to agricultural use, such value shall not
be deemed to include prospective value for
ubdivision or non-agricultural US€ass.."

be, and the same is hcrohy'declarei to be invalid and

contrary to law and is hereby excised from Chapter 51

of the Laws of 1960,

This decision of the Superior Court is subject to review
by the Supreme Court, and an appeal for such a review is now
pending

Immediately following the decision, the New Jersey Farm
Bureau expressed concern about the apparent failure of the new
legislation to accomplish the intended restriction on the
asscsscd value of farm land and suggested a anstltatlonal
amendment to permit such classification in the futures

The effect of the court's decision in some parts
of the state, without any doubt, will be to force

farmers into quick sales where possible, sales of
some of our richest and highest producing acreage.

Now it appears some local tax assessors will be
free to assess farmland without any thought as to
what that land can produce in farming. This cpens
the way for land speculators and. hungry developers
besides normal development to be expected.
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If the farmland assessment feature of the law is
unconstitutional, as it has been held to he,then it
is time that the high~taxed farmer is provided a court-
proof protection by way of the necessary constitutional
amendments,

5 L] ® e

$3) Uniformity Requirements Unchanged

Chapter 51 in no way‘modifies constitutional or statutory
requirements for uniform assessments; nor does it lessen the
cohtinuing need to adjust existing levels so that they meet
those requirements. In this respect, any potential "tax
shifts" implied by equolizing wnequal assessments are no
less a part of the New Jersey property tax environment under
Chapter 51 than they have always been.

Constitutional and Statutory'requirements for uniform real
estabe assessment have not precluded the unofficial and extra
legal classification of such property by local assessors. For
example,}assessment ratio data compiled in 1960 by the Local

Property Tax PBureau in preparation of annual equa¢izatibn
tables indicate that statewide average assessment ratioé for
four major classes of real estate ﬁary from'l9.h per cent for
farm real estate to 38.2 per cent for commercisl and industrie
al real estate. Residential property is assessed, on the
average, at 27% of its full value as compered to 38.2% for
commercial and industrial reéal estate, This variation in the
average asséssment ratios for ﬁhé four major'claSSes of real
.estate helps to’ explainithe fear that a successful equaliza~
tion in compliance with uniformity would shift the burden of

the real estate tax from business to residential property. The
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present lack of assessment uniformity is indicated below:

Class of Property Ratio
Farm . 19.L %
Vacant Land 22,5
Residential 27.0
Business B 38,2

Table 2«3 shows that the relaﬁibﬁship among average assess-
ment ratios for the four principal classes of property is not
the same throughout the.state. For example, two counties
(Cape Mey, Gloucester) assess residential real estaﬁé at an
aﬁefage 1/3 higher than thé average for business real estate.
In contrast, three other counties (Atlantic, Hudson,>Ocean}
assess business real estate at an average more than double the
level for residential real estate, The remaining sixteen
eounties fall between those extremes as follows:

Group lﬁ: (Cape May, Gloucester) includes the 2 counties where
residential resl estate is assessed higher than business real
estate. These counties contain g.h per cent of the assessed
value of NeW‘Jefsey‘residential real estate and 3.5 per cent
of its full value., They also contain 3.1 per cent of the
assessed value and 3.7 per cent of the full value of all busi~
ness real estaﬁe, Residential real estate assessments

average 1.6 per cent of full ﬁalue as compared to 31,9 per
cent for business real estate, Uniform assessments in these
counties wpuld mean a tax shift from residential to business
real property.

Group 2 = (Saiem, Sussex,vBuriington, Monmouth, Mercer) includes
5.counties where residential assessments are not more than 1/10

less then business assessments, These counties contain
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TABLE 2«3

AVERAGE ASSESSMENT RATIOS

Residential Real Business Real | Vacant Land Values Farm Values | AVERAGE ASSESSMENT RATIOS
COUNTY GROUP Estate Values Estate Values v Vacant
B i - Assessed Full Agsessed Full Assessed Full Assessed Full Residence Buse Land Farm
1, Res, Higher § 276, $ 66L. $ 92.% 288, $  3l. $ 67, $ 13, $ 55, 11.6% 31.9% L6.3%  23.6%
Than Bus, o , :
(2 qounties)*
2. %Ss. 90-99% - 862, 3,127, 277« 958, 55, 27h. 51, 279 27.6 28,9 20,0 1843
Bus, , , ~ '
(5 counties )
3. %@S;‘BO—89%. 1,155, h,585, 526. 1,706, 51, 2694 39, 203, 25,2 30,8 19.0  19.2
S o : .

(6 Qounﬁies)%

L. 2984 70-79% 1,908, 742684, 1,1&6. 2,999, e 370, 11, 66, 26,3 38,0 20,8 16,7
uS'. . . \
(3 counties):* ’ ' ‘

5e ges; 60-69% 392, 1,337, | 228, 522, 19, , 83, 8. 35. 29.3 3.7 22,9 22,9
S e : .
(2 Qounties)%

6. gesé Under 607 181, 1,843, 681, 1,227, 58, 231, 11, L6, 26,1 55,1 25,1 23,9
us., | | o _ o

(3 counties)s*

State Total  $5,07L, $18,82l. $ 2,9hh. $7,700. $ 291, $1,290. $ 133, $68L. 27.0% 38,25 22.5% 19.L%
* ; Cape May, Gloucester | | A o ' : Lo Bergeng Essex, Middlesex
2, Burlington, lercer, Monmouth, Somerset, Sussex S. Passaic, Salem '

3+ Camden, Cumberland, Hunterdon, Morris, Union, Warren . 6. Atlantic, Hudson, Ocean
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of all business realty at assessed value and

...]_7..

17.0 per cent of the assessed value of all residential real

 property and 16.6 per cent of the full value . Théy also

contain 9.l per cent of the assessed value of business pro-

perty and 12.lL per cent of its full value, Residential

- assessments averagé 27.6 per cent of full value as compared

o 28,9 per cent for business. Equal assessments are no

threat here.

Group 3 (Camden, Warren, Cumbe land, Hunterdon, Union,Morris)

~ N

" inclundes 6 counties where residential assessments lie between

8/10 and 9/10 of business asséésménts. These comties cone

 tain 22.8 per cent of the assessed value and 2Lk per cent of

the full value of 2ll residential real estate. They also
contain 17.9 per cent of the assessed value of business
realty and 22.2 per cent of the full value, Assessment

ratios average 25.2 per cent for residential real property

© as compdred with 30.8 per cent for business, Pobtential tax

shifts from business tovresidentiai real estate are small

enough‘that efforts to avoid them Would,probably/create more

| problems than they would solve,

Group i (Middlesex, Bergen,.Essex) includes 3 counties where
residential assessments average betWéen:7/lO and 8/10 of
business assessments. These counties cohtain 37.6 per cent
of all residentiél aésessments and 38.6 per ceﬁt‘of all re-
sidéntial prbpefty at full value togebher with 38.7 per cent
. 38.9~per.cent-.'

at full value. Residential real estate assessments aVerage

2643 per cent of full value as‘camparedvto 38.0 per cent for
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for business. Potential tax shiﬁts are more apparent,

but they are small enough to seem manageables

Group 5 (Salem, Passaic) inclﬁdes 2 counties where residenti-
al assessments average bétween 6/10 and 7/10 of business
assessments. In this group is 7.7 per cent of the assessed
value and 7.1 per cént of the full value of residential reszl
estate., These counties contain 6.8 per cent of all business
assessments and 6.9 per cent of all business realty at full
value, Assessed #alues average 29.3 per cent of full value
for residential real estate and 4347 per cent for businessv
real estaﬁe. The spectre of a potential.tax shift becomes
more clearly defined.
Group 6 (Bcean, Hudson, Atlantic) consists of 3 counties
Where reéidential assessments average less than 6/10 of
business real estate assessments., Group 6 contains 9.5 per
cent of all residential realty at assessed value and 9.8 per:
cent at full value togethef with 23,1 per cent of all busi- j
ness gssessments and 15.9 per cent of allrbusiness realty at
full valué. Assessment ratios average 26.1 pef cent of full?
value for residential real estate and 55.1 per cent for busi-
ness proberty. These are the counties where residential |
property taxpayers have the greatest stake in avoiding uni-
form assessments for residential‘and business real estate,
Turn the same coin over and they are also the counties where
business taxpayers have the greatest stake in instituting
uniform assessments,

It is also worth noting that county average assessment
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ratios for residential real estate deviate much less from

the statewide average of 27,0 per cent than ratios for

business real estate deviate from the statewide average of
3842 per cenﬁ. Far greater statewlde uniformity exists in
residential property assessments than in business assessments.

Conclusions based on county average assessment ratios are

vulnerable to the criticism that each county average is it~

self a composite of various averages in.the several local
taxing districts ﬁithin each county. The spread betﬁeen
aﬁeraﬁe assessmeht ratios for residential properties and
ratios for business'properties among individual taxing dis-
tricts (municipalities) is much widerthan the spread among
counties., Table 2=l shows that in 1960 there ﬁeré,ZB local
taxing districts with residential assessment ratios less than
1/2 their‘bﬁsiness real estate ratios. At the other ex-
treme, 5ne taxing‘district had‘1960 residential ratios more
than double its busiﬁess ratios. Although a majority of tax—‘b
ing districts aséeSS'business real estate higher than
residential, Table 2-l shows»thaf 87 of the L02 local taxing

districts reporting both classes of property assess residen-

- tial property higher than business property. This means that A

any effort to classify real estabte as residential property or
busih@ss property will noilaffegt all municipalities alikes
Some of the appafent real estate clasSifiéatién far tax
purposes ié attributable to differéncés in location of the
four principal classes of feal.estate. TabléVQ-S shows that
53 10¢a1‘taxing districts (municipalities) with average real

estate assessment ratios in excess of 10 per cent of "true
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TA.BIE r_-Ll.

RELATIONSHIP BETWEEN AVERAGE ASSESSMENT RAmIOS

IN NEW JERSEY MUNICIPALITIES

&

1960

Percentage Munieipalities Perdentaée - Municipalities
Under 50% 3 . O 125-129.99 2
50-54.99 | 1 C 130-13L.99 2
85-59.99 o o 135-139499 3
60-61199 0 no-1b.se 2
65-69.99 29 | | 145-149,99 3
70-7.99 I  150-150.99 2
75-79.99 | 4O - 155-159.99 2
80-8L.99 27 160-1611.99 1
85-89.99 o O 165-169.99 By
90-94.99 TS : 1704174099 2
195-99.99 32 o 175-179499 | -
100-1011.99 18 180-18L499 - -
105-109.99 IR o 185-189.99 1
110-1114499 TS | 190-191.99 -
115-119.99 iy : 195-199.99. 2
120-124.,99 9 Over 200% | 1

| | o ho2%

*Fxcludes 1) with no business property sales sample
6 with no business or residential sales sample
li with no business property ratables
1 with no residential property ratables
1 with no business or residential property ratables,
166 : _

Residential Higher 87
Business H,gher 315

#Distribution of munlclpalltleo acoordlng to residential ratio as per cent of
commercial and industrial ratio.



@

|
|

ol

. >
N - .
.
" v
v .

e .
T s
N

5




o | |
 TABIE 2.5
COMPARATIVE REAL ESTATE ASSESSMENT RATIO BY PROPERTY

CLASSTFICATION AND AVERAGE RATIO FOR DISTRICT
‘ (Amounts in Thousands of Dollars)

1960
- Average Assessment  Vacant ,Residential Farm Commercial All Real Total
Land Property Property and Estate Munici-
' Industrial palities
Ratio Group & Item
Assessed Value ‘
Under 10% $1,391 & 8,222 $ 330 $ L85 $ 10,L28 byt
10,0 = 19.9 69,416 860,850 60,336 293,419  1,28L,051 253
20,0 = 29,9 82,770 . 1,579,878 11,030 58,903 = 2,288,581 206
30,0 - 39.9 37,801 961,680 3,126 529,6L) 1,532,251 52
0.0 - 9.9 112,365 927,183 10,789 _ 1,088,667 2,069,004 25
50 and over 09,1h2 735,122 16,978 LWh7,b35 1,258,677, 28
Total $ 292,915 $9,072,935 $132,569 $2,9LL,553 $8,LL2,992 568
True Value _
Under 105  $ 19,134 $ 97,539 $ 'h,153 $ 5,h20 $ 126,2&6 *
10,0 - 19.9 517,808 5,305,089  Mhh,756 1,560,953 7,828,606 . 253
20,0 = 29,9 132,339 6,878,858  18L,LL0 2,135,948 9,631,585 = 206
30,0 - 39.9 136,681 3,017,853 9,377 1,330,019  L,493,930 52
40,0 - 149.9 105,24 2,167,506 23,387 2,069,023 1,665,160 25
50 and over 72,31h 1,051,102 16,900 570,962 1,711,278 28

© Total $ 1,283,520 $ 18,817,9L7 $683,013  $7,672,325 $28,L56,805 568

“Average Ratio

Under 10%. 7.27%  B8J3% 7.96% 8.91% 8,268 Lpe
10,0 = 19.9 13,41 - 16.23 13.57 18,80 6.1 253
20.0 - 29,9 19.1L 22,97 22,25 27,38 23,76 - 206
30,0 - 39.9 27.66  31.87 3343k 39.82 34.10 52
10,0 - h9.9 L0.25  37.58 16,13 52,62 -~ LhLe3s 25
50 and over 81,79 6949 100.L6 78437 7355 28
Total 22.82%  26,96% S 19.41%  38.38% 29.67% 568

¥Includes Island Beach Boro which has no property tax base.
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walue' contain approximately 1/3 of &11 commercial and in-
dustrial property at "true value" and 18,7 per cent of all
residential real estate at "true value", The average assess=
ment ratio for commercial and industrial real estate in these
53 taxing was 58.2 per cent in 1960 as compared with 47.2 per
cent for resideﬁtial real estatet Phe same 53 municipalities
contain 5.9 per cent of all farm real estate "true values™
with asscssment ratios averaging 68.9 per cent. At the
other extreme, Table 2-5 also shows that 253 1ocal taxing
districts averége resl estate assessment ratios between 10 per
cent and ZO'per cent of "trué value", These 253 taxing
districts contain 28.2 per cent of all residential "true
values? and 20,3 per cent of all commercial and industrial
"tfue vdlues". Assessment ratios for residential prqperﬁies
in these taxing districts average 1642 per cent for "true
value" as compared to 18.8 per cent for commercial and indus-
trial real estate within the same taxing districts., This
group of municipalities contains 65.1 per cent of all farm
real estate "true values" with aésessm@nt>ra£ios averaging

1346 per cent of such "true value".

(L) Revaluation
There is nothing in Chapter 51 which in any way alters
the requirement that local assessments of real estate other
than farm land be related to the property's "true value" de=-
- fined as the market value established by a willing buyer and
a willing seller. On the contrary, this ncw legislation

places added emphasis on the responsibility of each local



e



L |

-

D3
taxing district fo achieveg @cuqultv in local oroporty

' asséssments as measuréd7b¥ true value”w Wowhere does.
Chapfer.Sl'suggést a reduction in the need for revaluation
programs which supply 1ova* 238e880Ts with the raw maLer¢als

'_nec ssary to equalize the valuatlon of all parcels of real
estatm w1th1n thc1r Jur"vsdlctlono

In 196O'W1111am Kingsley, Actlng Djfector of Tmyatlon,

emphasized the urgbncy of revaluation as an adﬂed 1nccnt1ve
to pursue programs of property valuations.

~ Enactment of Chapter 51, L. 1960, has confronted
the assessor and the governing body of every one of
the 568 taxing districts in our Staote with increased
and inescapable responsibility for achieving equality
in local property assessments. e..The foundation
upon which such equality is to be based is the true
“value of the property.

essd Trevaluation program provides the assessor
with the basis for revision of his assessment roll
to any ratio that may be decided upon. Where adequabe
data are available to the assessor showing the true
value of every parcel of property, assessment revision
requires only the application of a common multiplier
to such true values, Obviously no such method can be
erployed when only non~uniform assessments at a wide
range of ratios existe eee (1)

Specific provisions of Chapter 51 beafing>on uniform real
estate valﬁations and prom@ting the Kingsley'statemant may be
summarlvod as follows. | |

1--A11 taxable real prooerty in the State shall pp
assessed according to the same standard of

valum (Sec. 1).

‘2n-The’Standardtofsvaluéﬁis the true value of the
real property (Sec. 1) '

(1) Wl]llon.Klngsloy, "The Urgent Need for Regvaluation', New Jersey
MhnlClD?lltleS, Vol XXXVII, No. 8 (Novomber; 1960) PEe 2Lls
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3-=The true wvalue is such price as, in the assessor'!s
Judgment, the real property would sell for at a
fair and bona fide sale by private contract on
October 1 next preceding the tax year (Sec. 25 amend-
ing N.J.S.A. BL:hi~23).

lj==The WSSOQbed‘VQWHatlon shall be expressed in terms
of taxable value of the property (Soc. 1)e

5--The taxable value shall be that percentage of true
value as shall be established by each county board
of taxation as the level of taxable value to be
applied uniformly to 21l taxable real property
throughout the county (Sec. 1). '

6-=The percentage level which may be established by a
county board of taxation shall be expressed as a
multiple of 10% and no level so established shall
be lower then 20% or higher than 100% of the stand-
ard of value. (Secs 2)s - .

T==Any county boaf which proposes to O?LubilSL a
percentage level to be effective in the tax year
1962 mst do so on or before April 1, 1961 (Sec. 3)e

8-~In the event that any county board of taxation shall
fail to initially establish the percentage level
for its county, then until the same sh&ll be done,
the level of assessment for such county shall be 50%
of the true value (Sec. 3).

Table 2-6 shows a wide variation among fhe 21 New Jersey
counties and the extent to which their local taxing districts
have been revaiued during the last ten years. Although a
few taxing districts were reValued more than bnce during this
peried, approximately half of all the local taxing districts
in the state have had no revaluation, Clearly, a large
number of New Jersey local taxing districts are no more pre-
pared to apply uniform bercentages of "true value" now than( )

(1
they were to apply the "true value" standard itself before,

Table 2-7 shows that while approximately 52% of all local

taxing districts were revalued between 1951 and 1961, this

(1) A complete list of local taxing districts which placed revaluations into
effect since 1951 is shown in Appendix .

Pl
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TABLE 2-6

NUMBER OF REVALUATION PROGRAMS SHOWING THE YEARS IN WHICH THEY WENT INTO EFFECT

Bounty

Total

Districts . . |

In County 1951 1952 1933 195 1955 1956 1957 1958 1959 1960 1961 TOTAL
Atlantic 23 - — - 2 —— - - 3 1 5 0 11
Bergen 70 2 1 2 e - 5 8 8 6 6 3 L3
Burlington  LO - — me e e aeew 2 N 8 2 16
Camden 37 - T - I X 3 19
Cape May 16 o - —— - - - — —— 6 7 3 16
Cumberland 1k -- e 1 0 2
Essex 22 -- 1 1 1 L 3 5 1 3 L 2 5%

" Gloucester 2L - — mm e em ee mm e 2T 7 1,
Hudson 12 1 e —-— - - -— -1 e ¢ 2
Hunterdon 26 - — = mm el e e e e 2 1 3 3
Mercer 13 - - - -- - - 3 1 3 1 0 8 VL

| Middlesex 25 - - —-— - - 2 2 3 3 1 l i5
Monmouth 53 - T T 7 15 127
Morris 39 3 1 —— - —— L 6 6 6 ko3 33%
Ocean 3L == e= == == - 1 = - 3 5L 13
Passaic 16 -- e - 1 - 2 2 1 _— 1 11
Salem 1 - —-— - - - - - SO — 2 0 )
Somerset 21 —— —— - 2 1 —— 1 1 5 5 - 195
Sussex 2ly - e - = € - - 2 3 5 3 1L
Union 21 o - 1 3 - 3 3 1 —-— 1 1 13
Warren 23 - - - —— e —— - 2 1 - 0 3
TOTATL 5éd 6 3 h 9 6 20 30 3 57 94 L2 307x

*Includes districts which have

this countye

a0
AY

revalued more than once =-

1961, fhe actual number of districts revalued is 295,

see individual district listing for

#Includes twelve districts which have revalued more than once during the period 1951 through
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TABLE 2~7

PROGRESS OF REVALUATION IN NEW JERSEY TAXING DISTRICIS

295

1951 —wmmmen 1961
COUNTY  Total Districts Nurber of % of Revalued
: in County Districts Districts
o Revalued

ATLANTIC 23 11 17.83 %
BERGEN 70 39 5571
BURLINGTON o 16 10400
CAMDEN 37 19 '51;35'
CAPE MAY 16 16 100400
CUMBERLAND 1 2 10,29
ESSEX 20 22 100400
GLOUCESTER 2l | ) 58.33
HUDSON 12 ' 2 » - 16.67

- HUNTERDON 26 3 1.3l
UPRCER 13 8 6Ly
MIDDLESEX | 25 .15 160,00
MONMOUTH 53 27 50.9h
MORRIS 39 30 76492
OCEAN 3l - 13 38.2L
PASSAIC 16 11 68475
SALEM 15 2 13.33
SOMERSET 2 17 80.95
SUSSEX 2l K 58433
ToN 21 i 52.38
WARREN 23 3 13,0l
STATE-/IDE 568

51.9h%

% of Appregate

~ Property Taxes in

Revalued Districts

22.10%
16.57
4610
33;91
100,00
43,26
100,00
61.03
13.23
8,03
32.31

66,98
53.8L
7h8lL
65491
-~ 56499
| 940l
83443
7240l
38.80

i 28.17
55.51%
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percentage varies among the counties from a low of 11;5 per-
cent of tﬁe,taximg districts in Hunterdon County to a high
of 100 per cent of the vd.i‘stri'cts in Cape May' and Essex
Counties, Thé,revalued districts accountéd for approximately
55.5 per cent of a1l local prppérty taxesrlevied in 1961, This
overall percentage alSo‘varies,amohg the counties from 8 per
cent of all 1941 taxes in Hunterdon Couhty to 100 per cent Qf
all taxes levied in Cape Maj‘and Essex‘Qounties. Re&alﬁed
districts accounted fbr moreAthan‘half of 211 local property

taxes for 1961 in only‘nine of the 21 counties.

Business Personal Property

: bAmong the most prominent features of Chapter 51 are those re-
lating to the assessment and taxation of‘busiﬁess personal property,'
The new law cleafly saparéfes business person31 propefty from resl
estate and establishes differentvstandafds,of value for the twq

classes. For real estate, the traditional "true value" standard

has been rotained as the base to which county percentages are to

be applied. But for taxable personél property used in businesé, a
new standard described as "fair value" has been established, That
this gistinction is more thah nominal is iﬁdicated by the defini-
tion of "truevalue" for real estate as the market value; while.thé
"fair value" of tengible personal property used in business is the

net beook value, In this respect, Chapter 51 is a direct

_descendant of-ekpectations expressed in the deliberations of the

Committec on Taxation and Finance at the New Jersey Constitutional

Convention in 1947,
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(1) Book Value Assessment

"Book value assessment for business personal property was
the cdmmbn denoﬁinator iﬁ a variety of suggested methods for
taxing personal propérty,over a long period, Public hearings
preceding the development of Assembly Bill 1987(1ater to become
Chapter 51, Laws of 1960) indicated that "book value" assessment
was easler to acéepﬁ as aiprinciple than to define as a tax meas-
ure. All businesses do not use the same méthods of depreciation
and therefore do not report the same "book values" at any given
time even for the same kind of property. This was the basis for
some-COmpétition beﬁween préposals to accept whatever "book value®
may be reflected in a taxpayer's bocks of account and proposals
to regquire uniform depreciation methods,

The conflict of approach centered on the:apparently incone
- sistent objectives of simplifie&'ﬁaxpayer compliance and uniform

assessment of all property subject to/zg valorem tax, In the name
of simplified reporting by taxpéyers, the Legisiature was urged to
“nob only permit, but require that the taxable value of bﬁsiness
pefsonal property'bé expfessed in‘terms'of"book value" as reporte
ed by the taxpayer for‘bther purposes.‘Uniformity'of assessments
for ail property similarly siﬁuated was the basis for proposals to
define all factors affecting "book_value"; such as original cost
uscful life expectancy and depreication mefhod, and require all
taﬁpayers to reportbook value® as determined by the same method,

Except for the addition of a provision for averaging ih group
'or domposite accounts,the Section of Chapter 51 defining fair value

of.ﬁangible person31 prbperty used in buéiness as Mook velue"

'(Sec.IS) was adepted as originally introduced.
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Recognizinglthai this definition could create the very problems
of‘implementation which later developed, a Tai Study Committee
of the Association of Municipal Assessors recommended the
following substitutellanguage:

The fair value of tangible personal property used
in business, other than business inventories, for the
purposes of this act shall be a system incorporating
original cost, price adjustment factors and uniform
depreciation schedules applicable to the personal
property affected and such depreciation tables shall
not exceed a minimum residual of 25% for assebs still
in use, '

Reasons offfered by the Committee of Assessors in support of
their amendment appear as follows:

The use of net book value implies possible deprecia-
tion options inimical to sound assessment practices
because they viclate uniform assessment requirements,
The use of net book values actually epproves different
assessments for two assets that moy be identical in
cost and age but owned by two different companies. The
reason is simply bthe influence of varying depreciation
tables, The presumption that all book values have the
same uniform cost data in their criginael form is in
direct conflict with sound assessment practices, Net
bock value completely defeats uniformity in asscessment
proceedures, :

‘The assessors data modified their recommendations to exclude
‘the adjustment of original cost to current prices. They con-
tinued to promote more rigid requirements for uniformity of
assessment than they felt could be obtained from an unrestrained
use of book value. At a subsequent hearing they introduced what
later became knowm as the "uniform life - uniform depreciation"
approachs They made this statement:

The ideal method to be used is the one incorporating
original cost, price adjustments and uniform deprecia-
tion schedules to the personal property...However, it
‘is the opinion that this method is not administratively

possible, at this time, and we are abandoning this pre-
vious recommendation for this methode
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Wa are of the opinion, however, that a system in-
corporating original cost less a unifomm depreciation
schedule to be the most uniform method to be achieved,

Ancther alternate solution to this problem, and the
simplest to accomplish and still give the overall effect eos
would be the use of a 50% depreciation factor to
original cost and this:value would remain constant for
the 10 year perdod. It would have the effect of new
industry benefitting for the first 5 years and picking
up the balance during the second 5 years. This
solution is the easiest to administer and is the cne:
“that is the simplest to understand., This would mean
that all machinery and equipment would be valued at
one-half of its original value and assumes that this
amount of depreciation is the average that would be
in exdstant in any plat, because of the continuous
retirement and replacing of older equipment.

This proposal set the stage for the'"depreciation debate"
over the rules and1$gﬁlations promilgated under Chapter 51

(see Section III).

(2)‘ Business Inventories
In addition td placiﬁg business tangible perscnal property
in a tax&bié cléssification separate from real estate,
Chapter 51 cstablished special classifications for business
inwentories. These were of two kindss

First - Exempt inventories - Raw materials, small tools,
and supplies.

Second - Taxable inventories - Machinery, equipment, etc.,
taxed at 1/} the percentage of "book value!
applicable to other business perscnal properitye.

The provision of Chapter 51 taxing business inventories at
1/lith the level established for other personal property is an
oubgrowth of a recommendstion by the Commission on State Tax
‘Policy. In its Ninth Report (1958), the Commission recommended

that real estate be assessed at L0 per cent of its true value,

business personal property other than inventories at LO per
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cenﬁ of. its b@nkvvalue; and inventeries at 10 per ceﬂt. This
becémé khown_as the "L0-~L0~10" proposals Subsequent legisla-
tive proposals retained the idea of assessing inventories at
1/h£h the level for other business personalty,

Governor Meyner's reéomménded exempﬂion'of inventories of
rav materidls, workéinmpragfeés, emall tools and spppiies

(Annual Message, Jammary 12, 1960) suggested a middle course

~between texing all inventories and exempting them. Here was

OO

a suvvested.parﬁial exempbion of inventories of particular
significancé to manufacturers and processors. bThe original
Assembly Bill 198, which followed the Governbr?s recommendation,
was subsequently amended to meke goods in process taxable, This
amendment was inspired by the claim of local assessors and other
local officials that éll invenﬁory exemptions were a drain én
local tax revenues,

Throughout the aeliberations preceding the adeption of
Chapter 51, there was strong resistance to ﬁaxing inventories

at 2ll, The desire for exemption, however, was not strong

enough to overcome the lack of agreement concerning a suitable

replacement revemue source. Business spokesmen suggested a

Mimited sales tax"; in 1958, the Commission on State Tax Policy

had recommended a business net income taX@h?.The sales tax re-
placement was never seridusly congldered because it involved
replacing a tax on business property by a tax pald largely by
CONSUMErSs |

Partial exemption of inventories owned by manufacturers and

processors seemed acceptable withoult replacement because there
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was a growing concern in non-business circles over the prospect
of losing manufacturing business to competing states. In this
. ) ]
respect, the partial exemption of manufacturers! inventories
was acceptable because of the same willingness to "shift
~boxes" to other property classes evidenced in the case of taxes
on household personalty.
 Russel T, Wilson, Chairman of the Tex Study Committee of
the New Jersey State League of Municipalities was one who
expressed concern about the future of the State's menufacturings
It is our feeling that ... the tax / to be/levied on
business 1ﬂvontorles should be broken down so that
separate consideration will be given to inventories of
service or retail.organizations and inventories of
processors or manufacturers, This particular provision
and its effect on the various types of business must be
carefully studied or we may very well accomplish what
we are trying to avoids: that of driving manufacturlnS
from this State. (1)
FPavored tax treatment for taxable inventories and the oute
- right exemption of raw materials, small tools and supplies did
not meet all the objections tc¢ including business inventories
within the tax base. The provision that taxable inventories
be assessed at 1/l thepercentage established for other busi-
ness persondl property was questioned by spokesmen' of trades
characterized by a heavy volume and a small profit (markup)a.
Assembly Bill 198 provided for taxing business inventories on
average values maintained in stock by the taxpayer. This type
of a tax measure is most favorable to businesses with rapid

inventory turnover created by high sales and low inventories.

Thus is has precisely the opposite effect of a tax on gross

(1) Before the Legislative Conference Group on Full Asseosment Problems
on February 25, 19590
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receipts or sales;' Some of the comfusion associated with
Assembly Bill 198 is indiéaﬁedfby the contention that such
a tax would be burdensome to 10% inventorybhigh volﬁmeflow
profit trading.operations. For example, Monroe A. Lewis,‘
representing the Tobacco Distributors‘Associaiion of New Jersey.

Now, we have advocated, and we sill advocate, that
there must be some differential in the assessment of
business inventory. It is manifestly unfair to tax a
man solely upon the book value of inventory without
any consideration at all of the net profit realized
out of the turnover on the inventory... There is very
little difference in. cur industry between a gross re-.
ceipts tax and a business inventory tax, because our
inventory is practically the same as our gross receipts.
In the City of New York and in the City of Philadelphia,
and in other States throughout the Union where gross
receipts taxes have been imposed, invariably they exempt
these products that are sold at such a small mark-UPassees

, ‘ :
eesThe tax would be more than the gross mark-up on the
cigarettesSe aso -

seothis property which we recelve solely for the pur-
pose of immediately transmitting, or immediate
transmission, to other wholesalers or retailers in the
State of New Jersey is deserving of some consideration
from this Committee, because otherwise we are faced
with a confiscatory tax, an inequitable tax, and a tax
that is unfair to my industry, and I hope that you
gentlemen this year will give me a little consideration.

- The New Jersey exemption for inventories stored in a public
warehouse (RaS. 5l:l=3.20) entered into almost every discussion
leading to the development of Chapter 51. In contrast to
suggested exemptions to be provided in the new law, these dis-
cussions concerned the possible elimination of an old exemptione
The case for its elimination was presented'by Thomas E, Hunt,
Director of Revenue and Finance of the City of Newark, as

Tollows:s

essl Stated that revenue was not the main object of
this legislation; that it is fairness to ovr industrial
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concerns and our industries. I showed you two particular
cases in which properties are adjacent to one another and
one gets exemption and the other doesn't and the only
difference in that particular concern was that every one

of their employees was turned over to the warehouse
company, with the same menager, the same shipper and every-
thing elsess.. there had been no change in that particular
one that got exemption’ /cxccpt tba%7.,, instead of getting
paild from the lumber comwanyg they get pald from th ware=-
hnuse.

Potenblal qu Shlfns

The prospect of’ﬂbook value" assessments for business per=
sonal property generated speculation concerning its effect

on taxable valuations and on the distribution of local

property taxes among classes of taxpayers. 'Beginning with the

Second Report of the Cbmmissioﬁ on State Tax Policy (19L7),
various estimateé of the pfobablé personal property tax-base
were madeo Most’of them wefevbased on ffagmentary tabulo-
lations of assessed values énd book velues reported by
corporations in‘their‘New:Jersey corporation business tax
returns. Although thé refurns contained a schedule for re-
portingvsudh values, éompletion of the schedule by-corﬁbration
'ta payers was voluntary. As aTesﬁltj the inforﬁation‘was
rarelyvcomplete, and therretﬁrns proved an inadequate guide
in appraising the imﬁact of changedbassessment sténdards,v
Tfforts'by businéSs groups to-substitute statistigal
aécuracy fdr reaSohed estimates were unsuccessiule

Because thﬁy were never more than estima tesg predictions
about the results of book value assessment never gained wide
acceptance., A pattefn'of peréonal propertj assessments among
taxing»distriqts'and among individual taxpayers within single

S no o :
districts was recognizeds But/prediction could overcome the
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ékepticism of assessors or taXhayers'who tested it against’
'Lhe small part of the total picture fd ~‘to them.’:In
this respect, the appraisal of potentlél changes ﬁas not un~
like the appfaisal §f the elephént by‘threerblimd‘men. The
following memorandum was prépared‘in the Division of Taxation
on April 27, 1960 when Assembly Bill 198 was under considera~
tion: '

Reliable data are not available to appraise the estimate
by assessors that exemption of raw materials, goodb in
process and small tools would shift taxes ?rom business
personal property to the "homeowner". :

The attached table shows the best that can be done with
state wide totals. and estimates. Steps taken in the pre-
paration of this table are theses: '

First ~ The asscessed value of business inventories as
reported in the Abstract of Tax Ratables was assumed
to be L3% upon menufacturers and 57% upon all other
business. These are the percentages found in the case
of real estate by the Local Property Tax Bureau.

Second - Assessed values of all business personal pro-
perty were raised to book values on the basis of .
assessment ratios of 18% for inventories and 21% for
machinery end equipment. These ratios are the result
of tabulations from Corporation Tax returns showing
book values and assessed values divided as between in-
ventories, machinery and equipment. A Table of ratios
for each county is att achod /@ee Table 2-8.& 2:§7

Three - It was assumed that goods in process and raw
materials constitute 63% of all manufacturers inventory
/Based upon analysis of Federal Income Tax Repor§§7a

Fourth - Full value of all taxable real estate other
than Class IT Railroad property was assumed to be that

. shown in the October 1959 equalization table promul-
gated by the Division of Taxation.

In 1959. 211 téxable real estate-othér than Class IT Railw~
road property represented 89.6% of the combined total
assessed value of reel estate and business personal propertye

Uniform assessments of all business personal property and
all real estate at the same ratio (in this case assumed to
be 100% for purposes of illustration) would cause real
estate to carry 85.2% of the total.
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Assembly 198, with assessment of inventories at 1/L
the level for real estate and exemption for goods in
process and raw materials, would cause real estate to

carry 90% of the tmtﬁlo

Assessment of personal prﬂperty accordlng tc the
"mli=1" ratio with no exempbion for any inventories
would cause real estate to carry 89.5% of the total.

I only wish the reliability of the estimates sghown
here were up to the precision with which they show a
lack of tax shift., In terms of statewide totals, the
0.L% difference in the proportions of tax base as be-
tween actual assessments and Assembly 198 for real
estate and busiiness personal property implies tax shifts
of $2,95l,000 from personalty to real estate.

Actual Tax
1959 (0001s)

Real Estate $658,916
Business Personalty 79,600

Total $738,516
x  L00L
. I} ¢ 7
$2,951s,06l
The percentages derived from assessed values cannot be
applied directly to the tax amounts because of differences
in tax rates as among local jurisdictions. This same
reason gqualifies the overall estimates as derived.
Other classes of property have been excluded because

“they involve potential shifts of +h01r own not related
to the issue hewe,
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TARIE 28

AVERAGE FERSONAL PROPERTY ASSESSMENT RATIOS

ASSESSED VAIUE T0 BOOK VALUR

BY COUNTY = 1960

MACHINERY AND

;/ Totalihbludas,properties not .reported separately‘
g/ Includes high assessment for 1 large taxpayer
3/ Commission on State Tax Policy ,

COUNTY INVENTORY ALL BUSINESS
o EQUIPMENT PERSONALTY 1/

Atlantic ggz__§g§%§%\ ’ §§§ ??f%g% gg; ,?2?32%
Bergen 275 13,69 591 16,23 1okl 19.61
Burlington 39  10@h8‘ 97 16,03 173 '7953
Camden 86 26,91 22l 37.L6 371 1h.37
Cape May 9 27,25 37 15,0k 57  13.L9
Cumberland 19 20,28 68 13,90 137 11.81
Essex 117 28.23 932 26410 2052 20,12
- Gloucester 12 1l.67 L3 8475 8¢ 13,13
fudson 258 21,33 563 28,09 1068 21,00
Munterdon 10 Ll71 38 119 67 9.07
Mercer 61 23.L9 16l 35.82 h72 15617
Middlesex 113 16,10 269 16,81 519 16,23
Monmouth 85 11.89 237 12,17 385 7,63"
Morris 71 25,71 183 16,80 329 11,98
Ocean W 13,36 109 25,61 162 9.98
Passaic 173 23.53 399 25.50 820 1hab9
Salem 6 8,90 12 18,26 33 2121
Somerset Lo 28453 th 12,6 135 12,26
Sussex 23 11.25 Sk 15,32 78 8,0l
Union 299 9,09 ‘529{ 16.87 908  11.85
Warren 22 16.L9 65 8.77 99 6,11
nob Tported 127 21,499 378 26,5k 58 32,17
Total 223L 18,07% 5221 21.03% 9799

17.66%

1957 NINTH

3EPORT.34_

— 5
9.76
6,98
11,61
8.62
11.25
119

619
12,71
12,38
139k
9,28
8,28
6680
10.05
9+61
778
706
1ha73
10,12

99713

T 10.81%






Municipality

Newafk

Jersey City
Paterson
Trenion
Camden'
Elizabeth
East Orange
Bayonne
Clifton
Atlantic City
Irvington |
Passaic

Union Gity}
Hoboken

~ Bloomfield
Mbntclair‘
Plainfield
North Bergen Twpe.
Perth Amboy |

Hamilton Twp.

~38-

TABLE 2-9°

AVERAGE ‘PERSONAL PROPERTY ASSESSMENT RATIOS

ASSESSED VALUE TO BOOK VALUR

20 Larges£~Munioipalities - 1960 |

INVENTORY

Noe

225

7L

3h
L1
18
15
1k

20

10

18

| 026
38
22

10

11
33
19

3

5

Ratio
31.63%
26453
28,16
25,09
50.39

17.88

2. 20
1845k
28.2L
10,11
27.51
11,28
13,43
15.31

10.27 -

5,22
10435
1201

11l.23 -

MACHINERY AND

ALL BUSINESS

1957 Ninth

1/ Total includes properties not reported separately

2/ Commission on State Tax Policy

Source: Compiled from Corporation Business Tax Retumns,

EQUIPMENT PERSONALTY 1/  Report 2/
‘To. _matic  To, Ratio Ratio
W76 32.43% - 1115 2L.78%  15.37%
178 2oy 338 3679 1695
183 257 338 2903 1L
76 30422 280 18.51 16,01
98 53,33 163 17,09 12,13
105 11,58 1k 8.7k 9425
b9 32,67 115 1.2l 11,30
30 68,97 65 8,06 12,18
56 26,6l 113 8,95 5,68
63 17,06 97 110 15,18
b9 30,51 0L 15,71 1170
62 13.09 2 18.81 12,60
78 33.82 132 13.66 15,71
1o 32,86 98 22,07 13,63
25 17.92 63 '1hoh0 15,26
36 37,19 80 11,92 12.M8
L7 - 17.69 90 9.11 10,35
Lo 11,22 .88 5692 8eh3
53 13,40 115 11,60 9.3
17 670 b3 8.9l

5,043
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TAX BASE

1, Valuations (000's)

Business Inventories:

Manufacturers 1/ $
Others

Total ‘ $

Business Machinery &
Equipment$

Real Estate 5/ $

Total 3

Pércent Distribution

Business Inventories:

Manufacturers
Others

Total

Business Machinery &
Equipment

Real Estate

Total

- M.'.}-Q__.n

Agsessed Value

e P11l Valyemmmmmsmmnr
Total 2/ 'Taxab1e§? Taxable &/

$ 887,7LL $ 82,116 $ 221,936

159,79L
211,819 1,176,767 29,192 294,192
371,613 $ 2,006,511 % 376,308 $ 516,128
542,737 $ 2,58l,l62 & 2,58k,L62 $2$58ugu62
7,843,168} $26,723,910.$:26,723,900 $26,723,940 -
8,757,501l *  $31,372,918 $ 29,68l,710 $29,824,530
 1.8% 248% 3% . 7%
2,1 3.8 1,0 1,0
.2 % 6.6 % 1.3 % 1.7 %
6.2 8.2 8.7 8.7
89.6 85,2 90,0 89,6
100,0 %

1/ Manufacturing L3% of total

2/ Estimated on basis of Ratios:
%/ Manufacturers inv

full value,

100.0 % 100,0 % 100.,0 %

Inventories 18% - Machinew & Equipment 21%
entories 63% exempt. All taxable inventories at 25% of

}/ A1l inventories taxable at 25% value. No exemptions.
t/ October, 1959 equalization table excludes Railroad Property.
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() Effect on State aid to Local Schools

Application of the state school aid formla alsqtcast,its
shéiow over thevdeliberations about "bookvvalue" éssessmenﬁs_for-
v business‘persohallproperty, ThiS‘ié the éqﬁaiiﬁatioﬁ formula
under which the State pays to local school districts foundation
'schoo'| nroggam costs 1n excesq of the "100?1 share" calculated
on the basms of equallzed property assessments, The fbundat;on
program has two parts. The program for current operation receives
State support to the extent that its cost exceeds a 1ocal share of
5 mills (SO¢ per $100) on taxable equallzpd valuations, or $50 per
puplil, whlchever is gpeater@ The program for capitdlvoutlay applies
~ without any minimum aid and is supported by thebstaﬁe for coéts |
exceeding a local share‘of OQSimills (5¢ per $100) on equélized
valuations. | | |
Equalized‘valuationsrcertified té the Commissioner of Education
by the Direcﬁor of Ta#ation consist of the estimated full value of
© taxable real estéte supplemented by ﬁhe asseSsed value of personal
pfoperty‘and class IT railroad property. Book value assessment of
business personal pféperty seemed to offer a standard by which
pers&nal and clasé IT railroad.ﬁroperty7c0uid bé‘equélized ih the
manner aiready providéd for real éS%ate. With‘ofhwithouﬁ such
, equalizaﬁion, however, book value assesémant suggeéted increased
assessed valuations of personal pfoperﬁy. Carrying thése valuae
tions into the equalization table would increase local shares of
foundation'program costs; thus redﬁcing the amount of state

support,

. Because the problems of adjusting the’state.sthool aid






formula‘were not resolved when Chapter 51 was adopted, the
Legislature assigned the school aid question to the Commission
on State Tax Policy for study and recommendation (AJR216), Those
problems were the sﬁbject of one of numerous Division of Taxa-
tion memoranda coﬁcerning ﬁhe application of Chapter 51,'datedi
Jun@v2o, 1960, this meﬁorandum_reads as followss J

Preliminary estimates indicate that the impact of
equalization of tangible personal property upon State
school aid may not be as great as is generally a sumed,

Actual effect of changed assessments upon the local
fair share, and thus State aid to local schools, will
vary as among districts. One of the principal reasons
for such variations is the 1argc number of districts now
receiving State aid under the $50,00 per pupil minimum
provided in the equalization formula., To the extent
that local school districts remain under the minimum pro-
visions that change in assessment standards or equalized
values will in no way change their State aid.

Calculations have been made on a Sbatow1de basis
assumxng that all districts were under equalization and
the minimum does not apply in any districte. The local
share tax base promulgated by the Director of Taxation
~in October 1959, indicate aggregate local fair shares of

$140 million at the 5 mill rate, Similar computations
based upon standards implied in Assembly 198 just passed,
indicate aggregate local shares of $19 million. Trans-
lated into St ate ‘aid amounts this implies a maximum
- reduction in State aid to local schools amounting to $9
million (excess of foundation program over local shares).

These estimates relate th the foundation program only.
Local uhares under the school building aid program are
5/10's of 1 mill (or 10% of local share forfoundation aid
Orogram). This means a potential reduction in building
aid of approximately $900, As contrasted to the founda-
tion progrem, building aid applies without a minimum and
these results are as valid as the estimated viluﬂ+1ons
upon which thay rest,

The combined foundation program aid and building aid
reduction is thus expeeted to be something less than 9.9
million depending upon the apblloanlon of minimum aid pro-
visions.



. . R .




w2

Assumptions by which these calculations were made follows:
(1) Real Estate equalized values at 100% remain unchenged.

(2) Class II Railroad Property equalized values (State
assessed) remain the same,

(3) Household personal property was eliminated from the
equalization table and from the local fair share tax
"base.

(L) Farm personal property was adjusted to 25% of its
estimated full value. Estimated full value was based
upon assumption that farm personalty is assessed at
18% of its value (State average for farm real estate).

(5) Business inventories were equalized at 25% of book
value with elimination of 1/3 of all manufacturing

" inventories to reflect exemption for raw materialse.

Assessment ratio of 18% for business inventories was
assumed. (see memorandum dated April 27, 1960)

 (6) Other business personal property was adjusted to its
full book value on the basis of an assumed 21%
average assessment ratio.(see memorandum dated April 27, 1960)
There is nothing in Assembly 198 which changes the equdliza-
tion table to apportion State school aid., These assumptions

imply amendment of R.S. 5li31=35.2 to reflect these differences

in the contents of the table.
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BASTS FOR CALCULATING LOCAL SHARE OF FOUNDATION SCHOOL COSTS

Actusl Base  Estimated New Base 100-25%
‘ T “(amounts in thousands of dollars)
Real Estate % 26,605,833 : $26,605,833
Cless IT Railroad 165,768 | 165,768
Personal Property
Household 306,71L ] None
Farm \ 10,181 . - 1h,1h0
Tnventories 371,61l | - Lh2,150
Other B oh2,737 | 2,58M,462
Total $ 28,002,8)7 29,812,353
Local Share Rates
Current Program ' ,005 »005
Capital Program »0005 005
Local Share of Costs
Current Program $1L0,010 ' $ 149,061
Capital Program 1),001 1, 906

Total #151,011 $ 163,967

Increase $9,957
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E., COMMON LEVEL

Although Neﬁ Jersay courts had been - 4°VE10hlﬂg a concept of
"common 1evel" of assessment as a basis for granting taquyers rellef from
above uvofwgc assegsments, %hﬁptcr 51 was the first 1ncorooratﬂon of this
concept into the law. 'Uhder Chapter 51 (5l:l-11) the common level is
intended to maintain the anticipated balancevbetween the taxable value of
personal property used in bu81ncs& and the level of real estate assess-
ments within each local taxing district, even in the abscnce of full
compliaonce with offiéial county levelse_

(1) Develcpment In Assembly Bill 198

Previous legislative proposals had called for the assessment
“of business tangible pcrsonal property at statewmae uniform
percentages of "hook value" and of real estate at uniform per-
centages of "true value". Assembly Bill 198 (1960), as
introduced (Janvery 18, 1960), followed Governor Meyner's
recommendation by defining taxable value of personal wro»
perty used in business in tefms of the official county level
of taxable value for real estate:

The taxable values of tangible personal property
used in business in each county shall be of those per-
CLntage levels of the fair value thereof as are set
forth in this section in relation to the percentage
level established pursuant to law for expressing the
taxable value of real property in such county. The

taxable value shall be determined as of January 1, 1960,
which shall be the listing date with re»pect to taxes
payable during the year 1961, and as of a listing date
of June 30 annually thereafter as hcrclnaftew provided,
which date shall be the date as of which the assess-
ment is made. The said leVblb shall be as follows:

(1) on all machinery, implements and equipment
and all other personal property other than
inventories, farm machinery and farm live-
stock, the level shall be the same level as

(1) See Part I, ppe 28-32,
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“is est abllshod for the waable vdlue of
real p“@portya '

(2) on inventories, but inventories of raw
materials, supplies, work in process and-
small tools shall not be taxable, the
level shall be 1/L of the level establish-

ed for the tﬂxaole value of real property. (1)

The original Assembly Bill 198 also contained the following
provision permitting property assessments not at the official
‘county levels in local taxing districts unable to comply with

county levels immediatelys:

"In the pronﬂrwtlon of assessments of Urouertj for the
year 1961, if the assessor of any taxing district shall
find it imnracticable to set forth his assessments at
taxable values expressed in terms of the percentage levels
for the county established pursuant to law, he may pre-
pare his assessment 1list and assessor's duplicate ‘
according to the level of brue value actually used by hin
in setting forth his assessed valuations, but in such
case he shall include in the affidavit prescribed by
Section 5L:li=35 of the Revised Statutes a statement of
the level which he has used. Upon application to the
director of the division of taxation setting forth facts
showing that it still remains impracticable to prepare
the assessments of property for any subsequent year at
such taxable value so established, and upon findings
v said director that the assessments cannot be so pre~
pared until the completion of a revaluation program
neeting the standards set forth in section 5Sl:1-30 at the
Revised Statubtes and that the level proposed to be set
forth in the statement to be included in the assessor's
affidavit fairly states the level actuslly used by him in
setting forth his assessed valuations, the director may
permit the assessment list and assessor's duplicate to be
prepared and filed, tugothor with the said affidavit, in
the manner ﬁrov1?eﬁ in this sectlon for any such subse-
quent years (2)

~As sometimes happons in the legislative proce ss,vﬁhe measure
adopted (Assembly'Bill 198) was influenced.by‘one‘ﬁhich was not
adopted, S@naﬁe Bill 2 (1960) regarded as a.companion to
'Assembly Bil1.198, was intehded't@ aSSUré‘iﬁs application‘in’a

- mamner that would protect taxpayers against discriminatory






L7

assessments at above average levels. A "common level" assess-
ment measure, Senabte Bill 2 provided a standard for granting
“taxpayer appeals as follows:

Where the petition of appeal alleges that the subject
property has been assessed at a value in excess of the
common level in the taxing district, it shall be pre-
sumed, subject to being rebutted by the taxing district,
that the common level of assessments of real property is
within/%ange determined by the unweighted average ratio
of assessed to true value of real property in the taxing
district plus and minus 15% of such average, to be deter-
mined by the Division of Texation in the Department of
the Treasury from data compiled for the purposes of
chapter 86 of laws of 1954 (W.J.S.A. 5431-35.1 et, seq.),
as finally corrected by the Division of Tax Appeals, for
the most recent year available at the time of the filing
of the petition. It shall also he presumed, also subject
to rebuttal by the taxing district, that discrimination
has been established whenever the division is satisfied
by the proofs that the ratio of the assessed valuation of
the subject nroperty to its true value exceeds the upper
limit of such common level determined as above provideds
Upon the basis of such presumptions, the taxable value
of the property may be reduced or increased so that it
will fall within the common level so determined, (1)

The importance which taxpayers attached to Senate Bill 2 as
companion measure to Assembly Bill 198 is indicated by the
following statement by the NeW'Jersey Taxpayers Association:

It is generally rccognized that property taxation in
its lmpact of individuel taxpayers is rife with inequi-
ties, Assembly Bill 198 would establish procedures
almed toward a greater measure of equity among all
taxpayers than would be afforded under court enforcement
of the present 100% true value requirements on both real
anc personal property. Yelt any such major change pre-
sents problems of transition and adjustment, particularly
when, as in this case, it is effectuated under a weak
administrative structure represented by nearly 1,000
assessing officers of varying competence and experience,
inadequate administrative areas, and lack of the tools
of good administration. Thus it is by no means certain
that the desire equity would ke assured. In fact, un-
‘less some means of practical self cnforvewent is
provided, the bill could just as easily become Lie source
of a whole new rash of inequities. Thereupon the valee of

(1) Proposed amendment to W.J.L. Shs2-40.5, 5h:3-22 and Sl i-62 (Senate
Bill No. 2, Introduced Jamuary 12, 1960) '
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its many excellent features would be largely lost
in the failure to realize the primary goal of equity.

Senate Bill 2 is designed to avoid this danger. It
would place in the hands of the homeowner, the small
businessman -- in fact all taxpayers -- a practicable
means of obtaining equity. Barriers that too long have
stood between them and fair treatment would be lowered.
The hill would establish a method by which Assembly
Bill 198 would be self-policing as to inequities in the

“tbaxation of real property. That is, the taxpayer would
be in position to speak and be heard,

The provisions of Penate Bill 2 are therefore an
essential element of the program of improvement repre-
sented by Assembly Bill 198, Without it the real
preperty owner would be largely defenseless before the
cvils of maladministration. It would be a deplorable
failure of legislative judgment for New Jersey to pro-
vide the vitally needed improvements contained in
Assembly Bill 198 without giving the taxpayer assurance
that he would be able to enjoy the benefits of these
improvements, which is the express purpose of Senate
Bill 2, '

Taxpayef spokesmen were not alone iﬁ‘their recognition thét
the "commonilevel" provisions éf Senate Bill 2 were an important
supplement to Assembly Bill 198. Speaking for the Tax Study
Committeevof the Assodiation of Muhoipal Assessors; Alfred Jo
Greene, Jr. testified before the Senate Committee on Revision

and Amendment of Laws:
: \

We also suggest, as part of an additional paragrah, 3-a
(Section 3), that Senate Bill No. 2 be incorporated as
an amendment to this bill, dealing with the so-called
buffer as far as a common level would be concerned. And
our feeling is that 15% is practical because under the
true value concept or in our thinking of market value,
in using wherever applicable three approaches to value
you have many things to consider. If you can get it
within this range, we think this is as much as can pro-
perly be effected hy the assessor of the respective
taxing districts. -

(1) Public Hearing before Senate Committee on Revision and Amendment of Laws,
Trenton, February 17, 1960 - pp. LOA, L1A
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The "commow level® wrov“51on rofl cted the fear of busi-
beecause - :

ness thpaycrs that/ "wook value" assessments were to be based
on a rigidly enforced requlremcnt that taxoayc% returns\be
filed, business personalty would be assessed according to the
letter of the law, while real estate continued to be assessed
at levels below legally established percentages of true value.
In such a situation, personal property used in business would
carry a disproportionate share of the local property tax loads

As the new legislation was developed, this contingency,
cormonly referred to as a potential tax shift to business, be-
came the counter-argument to forecasts that equalization of
real estate assessed values would produce a tax shift to home
ownerss During the hearings preceding the adoption of Chapter
51, representatives of business interests expresSed.this apprem
hension and tried to have Section 37 of Assembly Bill 198
amended in the following way for application in local taxing
districts where real estate assessments had not been equalized
through revaluation:

In the preparation of assessments of property for the
year 1961, if the assessor of any taxing district shall
find it impracticable to set forth his assessments at
taxable values expressed in terms of the percentage levels
for the county established pursuent to law, or if the
taxing disbyrict shall not have completed and put into
onerd'icn a revalvation program in the period January 1,

195, to January 1, 1960, he (may)_shall prepare his
ausessmcnb 1ist and assessor's duplicate (according to)
expressed in terms of the. Eercentage level of the true
value of real property and the percentage levels of .the
fair value of taxable tangible personal property actually
used by him in setting forth his assessed valuations, but

in such case he shall (1) value business inventories at
the applicable percentage level of fair value, derived from
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equation A (provided in this section), and set forth in a
table to be known as the Business Perscnalty Ratio Table,
which table shall be on file in the office of the Division
of Taxation with a copy thereof being sent to each assessor
by the Director of the Division of Taxation on or before
Juhe 30, 1960 or at 1/l of the percentage level of true
volue of real property actually used by him in setting forth.
his assessed valuations for the year 1961:; whichever is
lowers; (2) value all machinery, implements and equipment and
all other personal property other than inventories, farm
machinery and farm livestock, at the applicable percentage
lovel of fair value, derived from equation B (provided in
this section), and set forth in the aforesaid Business
Personalty Ratio Table or at the percentage level of true
value of real property actually used by him in setting forth
his assessed valuations for the year 1961, whichever is
jowers and (3) include in the affidavit prescribed by section
Sh:li-36 of the Revised Statutes a statement of the percentage
levelg which he has used, (Upon application to) In the
preparation of assessments of property for any subsequent
yvear, if the ascessor shall apply to the director of the
division of texation (settinéy'aﬂgmget forth facts showing
that it still remains impracticable to (prepare the assess-~
nents of property) set forth his assessments for (any) such
subsequent year at (such) taxable values (s0 established)
-expressed in terms of the percentage levels for the county
established pursuant to law,(and) upon findings by said
director that the assessments cannot be so prepared until
the completion of a revaluation program meeting the standards
(set forth in) prescribed under Section 5L:1-30 of the
Revised Statutes and that the levels proposed to be set forth
in the statement to be included in the assessor's affidavit
fairly state(s) the levels actuslly used by him in setting
forth his assessed valuations, the director may permit the
assessment list and assesscoris duplicate for any such sub-
sequent year to be prepared and filed, together with the

said affidavit, in the manner provided in this section

(for any subsequent year.)s; but if the taxing district shall =
not have completed a revaluation program and put it into
operation in the six year period prior to such subsequent
year, the director shall require the assessment list and
assessor's duplicate for any such subsequent year to be pre-
pared and filed together with the said affidavit, in the.

manner previded in this section,.

’gguation'é

Agsessment Ratio for Inventories =

= .
1=






;Slg

Equaticn B

: P
Assessment Ratio for Machinery and Equipment = WEITT
E

o agnm— v

In these egquations P is the percentage that total assessed

valustions of business personal property as of October 1,.1959,

is of the tobal falr valus of business personal property as of

~Janvary 1, 1960; I is the percentage that the Tair value of all

business inventories as of Janvary 1, 1960, is of the fair

value of all business personal property as of Jmmuary 1, 19603

and M is the percentage that the fair value of 2ll machinery,

implements and equipment and all other business personal pro=-

perty (other then inventories, farm machinery and farm

livestock) as of January 1, 1960, is of the fair valus of

total business personal property as of January 1, 1960, (1)

This proposed amendment was accompanied by a set of "computing
%ables" to be used by assessors in implementing the provision. (2)
' R
The suggested process was described by John J, Mcgovern, Jre,
speaking for the New Jersey State Chamber of Commerce at the Public
Hearing before the Senate Committee on Revision and Amendment of
Lawss (3)
The amendment preposed by the State Chamber would
impose certain requirements on any assessor who, in pre=-
paring his assessments of property for 1961, finds it
impracticable to use his county's ratios, or whose taxing

district has not had a revaluation in five years. Under
either or both of those circumstances, the assessor would

(1) Testimony of John J. Magovern, Jr., at Public Hearing before Senate
Committee on Revision and Amendment of Laws (Trenton, Feba. 17, 1960)

(2) See Appendix

(3) Public Hearing, Trenton, February 17, 1960 (pp 29-31, 33-35)
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prepare his real property assessments in terms of another
ratio, and it would probably be the same ratio he has

used in his 1960 assessments, The assessor would then

be required to assess business machinery and equipment. at
a ratio, unrelated to his real property ratio, but de-
signed to fit the specific situation in his taxing district,
which ratio he would find through the use ¢f a formula or
by consulting a table called the '"Business Perscnalty Ratio
Table." The formula and the table which reflects the
formula were developed by the Research Department of the
State Chamber of Cormerce., The assessor would assess busi-
ness inventories subject to tax at one-fourth of the
assessment ratio he used on machinery and equipment. He
would also be required to include in the affidavit sub-
mitted to the county board along with his assessment 1list
a statement of the three assessment ratios - that is,

real property, machinery and equipment, and inventories -
as used by him. : '

The "Business Personalty Ratio Table" is so designed that
by epplying to the fair value of machinery and equipment
ancd to the valuve of inventories, respectively, the ratios
in the Table which are applicable to his taxing district,
the assessor would derive the same amount of business per-
sonalty assessed valuations for 1961 as he has for the

year 1960, The 1961 distribution of the business
personalty assessments, as between inventories on the one
hand and machinery and equipment on the other, might

differ from the 1960 distribution because of the impact of
the L to 1 relationship between the machinery and equip-
ment ratlio and the inventories ratio; but the ftotal
business perscnalty assessments in 1961 would be the same
as in 1960, apart, of course, from the tax exempt inventor-
ilese

Under the State Chamber amendment, in succeeding years,
undeyr state circumstances, the same ratios would be applied
to machinery and equipment and to inventories, respectively,
ags were derived from the Table, In these future years the
personal property ratios would continue to be used in
districts where the Director of the Division of Taxation per-
mitted, as under Section 37 of A 198, a real property ratio
different from that of the county under A 198 and different
from the state ratio under Scnate 1. The ratios would also
be used in all districts which had not completed a revalua-
tion in a six~year period prior to the year in question.

The proposed amendment would also require that in any dis-
trict, in which the personalty ratios which would flow
from the real property ratio adopted by the district would
be lower than those derived from the Table, the lower of
the two sets of ratios would apply. In other words, if a
district should use a ratic for real property of 16 per
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cent ratio on machinery and equipment and a L per cent
ratio on inventories and the Table should indicate
‘ratios of 15 per cent on machinery and equipment and
3.75 per cent on inventories, the actuszl ratios to be
used would be 15 per cent and the 3.75 per cent,
respectively.

Now, how does this Table work? We have Chart L and
we have tried to do it here by steps. This is how the
operation of the Business Personalty Ratio Table would
Worke

As indicated on the chart, the first thing the assessor
does is to add up the fair veluesof the business per-
sonal property in his taxing district as found on the
returns and as estimated by him in those instances in
which the taxpayer fails to file a return, This gives
him, as shown in the topmost bar on Chart L, the fair
value of 21l business personalty as of January 1, 1960.
In this illustration it is assumed that the total fair
value of all business personalty amounts to $10 million.
That is at the top of that bar, '

Secondly, the assessor compares the $10 million total
fair value of all business personalty as of Januvary 1,
1960, with total assessed valuation of business person-
alty in his taxing district as of October 1, 1959, As
the middle bar on Chart li indicates, we are assuming

that in this taxing district the total assessed valuation
of business personalty on October 1, 1959 was $1.5
million. Comparing that figure with thu $10 million of
fair value of all business ﬁbrSOﬂultj as of June 1, 1960,
the assecssor finds that the assessments equal 15 per cent
of the fair value total.

Thirdly, the assessor adds up the inventory falr values
as found in the returns and as estimated by him and

finds that they total $5 million, as indicated in the
upper half of the third bar on Chart li. Likewise he adds
up the machinery and equipment fair values, as found on
the information returns, and as estimated by him in cases
where no return was filed, He finds that these, in this
particular example, also total $5 million, Tims, the
percentage that inventory fair values are of all business
personalty fair values is 50 per cent,

The assessor then looks for 15 per cent in the Business
Personalty Ratio Table. Now, this sounds complicated,
but actually if you follow it step by step you read like
a tax return, I hope, from one to the nexte.
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Now then the assessor goes and looks for 15 per cent
in the first column of the Business Personalty Ratio
Table, This is the column which is headed as follows:
"If the average assessment ratio on business personalty
on October 1, 1959 equalled." The percentages are therc.
In other words, this column represents the percentage
~that total assessed valuations of business personal pro-
perty as of October 1, 1959 are of the total fair value
of business personal property as of January 1, 1960, I
am really speaking of this fourth area down heree :
w * L4 e
The Table consists of three sheets, the first of which
covers the percentages that business inventories constitute
of 211 business personalty ranging from 1 per cent to 35
per cent, inclusive; the second of which covers inventory
percentages ranging from 36 per cent through 7O per cent;
and the third, from 71 on up through 100. Since, in this
instance, the percentage that inventories constitute of
the total fair value of all business personalty is 50 per
cent, the assessor would turn to page 2 of the Table and
proceed along the top row until he comes to 50%, Where
the 15% row on page 2 meets the 50% colurm, the assessor
finds the assessment ratio to be 24%, This is the ratio
that he would apply to the falr values of machinery and
equipment subject to tax, He would then apply 1/L of this
percentage, or 6 per cent, to the fair values of inven=
tories subject to tax in making up his list of taxable
values of business personalty.

This proposed amendment, along with thé attempt to explain it,
faised more questions than it answéred. Al though the amendment's
purpose was to maintain existing assessment ratios between real
estate and business tangible personal property during a year of
transition, its discussion raised other questions concerning
the "freezing!" of aggregate assessments of business personal
property. It is probable that few people ever really understood
the proposed amendment . Public discussion of it left little
doubt that any effort to apply the amendment would suffer from
the same problems of communication associated with its initial
explanation. Even so, spokesmen for the New Jersey State

Chamber of Commerce informed the Senate Committee on Revision

and Amendment of Laws that the acceptability of Assembly Bill
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198 to their organization depended on the inclusion of the
amendment, Here is an excerpt from the committee hearing:
SENATOR FOX: WMr, Magovern, I would like to ask you

a very blunt question and then I would like to get a
rery blunt answer. In comnection with this proposed

1)

umendment that you have made here, do I understand that -

this is the sole amendment that you have in mind as far
as this bill is concerned? T ask you that because last
yvear when we held the last meeting on 50=50-12%. 7 of
this oommltboe, it was indicated quite clearly to us
that if we made one amendment with reference to a filing

date, the State Chamber would be in accord with that bill.

And it was only within a few weeks afterward that they .

‘were kicking our brains out. Now T would like an answer

to it.

L] L3 L] »

MR. MAGOVERN: The position of the State Chamber is

that if favors this bill provided this amendment is in-

corporated in the bill. If the amendment is not
incorporated in the bill, we are against the bill,

SENATOR FOX: Totally?
MRs MAGOVERN:  Sir?
SENATOR FOX: Totally?

MR, ]‘«L’-\GOVERN:; Yes, sir, totally, no veoe,rvatlons.

Thls exchdnﬂe led to fu%bhcr discussion abouﬁ the amendment -

and 1ts 1mpllcatlon concerning potential tax distributions.

The

hearing ended on a note of doubt that so sever a position would

be maintoineds (2)

MR, ARNOID: I would like to ask one question that's

been golng through the minds of several people here « the

opposition to both Assembly 198 and S-1: provided this
amendment that you have been describing 1q not accepted .

would this mean that you would prefer no legislation at
all?

MR, MAGOVERN: We don't like to saoy that we would Just
give up the ship, We would hope that we =

s

(l> Poublic Hearing ‘before Senate Commlttee on Rcv1swon and Amendment of
Laws, Trerton, February'173 1960 o 52, 53,7

(2) Ibid

.pp. 89,90
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MR, ARNOLD: I mean if you had a choice between con-
ditions as they are now and as they may become with no
legislation or this legislation without the amendment,
which choice would you make?

MR. MAGOVEEN: With all due respect to the Chairman
of this Committee, if I may apologize to you, we did
have a President by the name of Roosevelt who did say
upon occasion that thatquestion was so "iffy" that he
didn't know how to answer it, and I think this is that
type of "lffj" question.

(2) The Cormon Level Decision

The discussions of section 37{the common level provision)
and of the proposed amendment to it suggested a possible solu~
tion of the problem in terms of the "common level" itself.

The "Common level® provision which became a part of Chapter 51
was in no way tied to a point of transition or to a requirement
that local taxing districts‘revalue their taxable real estates
It provided that, in deriving each annual property assessment
roll, the "common level",percentage be directly applied to the
feir value ° (book value) of business tangible personal proper=
tys There was onaexception to the use of the common level in
~determining the taxable Value of tangible business personaltys:

In the year in which a teaxing district shall have

cowpleted‘and_puU into opbratlon a district-wide .

adjustment of real property taxable valuations to con-

form to the percentage level established for expressing

the taxable value of real property in the county, and if

a statement tc such effect has been included by the

assessor in the affidavit prescribed by section 5lieli-36

of the Revised Statutes, the common level shall be pre-

sumed, subject to rebuttal, to be the same level as is

established for the taxable value of real property in

the county, (Sec. 8:5h:h-11)

" This exception was designed to prevent wndes Lox ghifts

between personal property and real estate, It had been foered

that such shifts would result from the use of common level



£



QQ7~

percentages based not on assessment levels reflecting recent
district wide *JGbmonbn but on earlier assessments. B_ re~
aj ;
placing the common level with the Pcrcennage level of ‘rea 1
estate taxable value as established by the County Board of
Taxation during the year of. transition from one assessment
level to another, the tax balance between perscnal and real
2 .
‘property is maintained, Because this. exception is provided
only for the year of dl trlct wide adjustment, it subtructs
nothing from tﬂe long rﬁngo purpose of mainta;nimg a balanco
‘between real md personal property ass essment levels.,
Chapter 5ldefines the "common level" as the
oo sUteighted average ratio of ass ossed’to true
value of real Jroperty in the taxing district
determined by the Director of the Division of
Taxation as of October 1 of the year preceding
the tax year, from data compiled for the purposes
of chapter 86, laws of 1.95); ({,0.9.4 54:1=-35,1
et seq.); provided, nevertheless, that such
common level shall not excéed the percentage level,
in effect in the tax year, for expressing the

taxable value of real property in the count s006
(Section B8:5l:l-10)

This definition may have implications beyond the provisions
of Chapter 51 itself. As the first statutory definition of
common level, it is a measure Whiéh may be used by‘the courts
to make their "common level" decisions in tax discrimina ti

!cases effective, Judicial recognition of the measure may
vaccoﬁplish indirectly bj'court‘interpretation.what theﬂLegis—
lature had falled bo accomplish dlfectlv when 1t rejected
proposals like those contained in Senate Bill 2 (1960 and
1961)
In %he Kents case,  the New Jersey Supreme Court rﬁledbthat<'

the "common level® of assessments within a taxing district,
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determined statistically from an averaging of assessment ratios,
éould be used as a basis for granting taxpayer relief on appeal
from assessments at a higher ratio, This is another long step
in the direction of judicial unwillingness to condone uneven
assessments and an important one in the‘direction of making tax-
payer appeals from uneven assessménts easier than they have éver
been before, (1)

Chapter 51, Laws of l960icéntained the first legislative re-
cognition of "common level" assessments and provided for their
annual determination within each local taxing district by the
Director of Taxation as a basis for measuring the "taxable value®
of personal property used in business. Fortified by a judicial
recognition of the "commbn level" and a legislative definition
of it, taxpcyefs who feel that they are bearing an undue
portion of the property tex load can be expected to‘increase-

thelr tax appeal activities.

| (B)AMeaSurément of Cormmon Level
| Translation of the cdncept of "common level" of assessmént

into an effective measure capable of adminiétrative applicétion
requires a recognition that.any measure selected must be an
average in/some formes In its breoadest sense, an average ié
nothing more/than a  single experi@nce~derived from a humber of
experiences and used to represent the general characfer of a1l
experiences, Whatever words may be used to describe it -= such

as common, typical, usual, normal--the average is a measure of

(1) In re Appeals of Kents 212l Atlantic Ave., Ince, 3l N.J. 21 (1961) ).






-50

of central tendency of experience which wary among themselves
and thus vary from the average used to represent them.

Every description is in some sense an average in that it
generalizes information in a form to be copmunicated, under-
stood and acted upon. Consider for example the way averages
‘underlie such ordinaryvconcepts as normal‘temperaiure, amount
of rainfall, profits from sales, wage rates, automobile speed .
and others. Each of these concepts fg- based upon condensa= |
tion of a mass of data to a single figure or a single measure.
The concept of a common level of assessment is no exception to
the rule and its application requires a choice of averages to
ba used,

Four Kinds of Averages

There are several different kinds of averages and each has
its own meaning and use., The four most common and easily com-
puted are known as the mean, median, mode and weighted avefage,
defined as follows:

Mean - sometimes called arithmetic mean or arithmetic
sum of the observation divided by the number of observa-
tions,

Median - sometimes called the midpoint--is the level
which divides the observation into two parts with an eqaal
nmumber of observations falling above and belowe.

Mode = sometimes called most frequent occurrence--is the
observation which occurs most frequentlys.

Weighted Average - is a modification of the mean in a.
manner to relate the influence of each observation to its
importance as measured by another factor, independent of
the observation itself., Various welghted averages can be
developed depending upon the choice of weights and the
method of their application. One form of this average is
used in the New Jersey equalization table where assessment
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futlo are welghtcd by‘pfﬂmovuy values within eaoh of iy

classes of pTODertve

Under what is commonlvicalled'i'normal distribution of observa~
tions, ach of tne PVPraglng mbthod will yjeld the same r@sult,‘

This is 111ustrated'by-thevlollOW1ng example of six property

- assessments:

Assessed Markev Assessment Ratio X

Property Value : Value Ratio Market Value-
A $ 1,000 $ 10,000 104 - . 100,000
B 11,000 20,000 - 20 ' 100,000
. C 9,000 30,000 - 30 900,000
D - 9,000 30,000 30 900,000
B 8,000 20,000 - - L0 : 800,000
F : ,,OOO 10,000 50 - 500,000
$36,000  $120,000 ~  180% 3,600,000

An average assessment ratio of SO%Iis obtained from applica=
tion of ouch of the fﬂu“ Vuraglng methodss
Mean = 30%; tﬂt“l ratlos % number of prapertlcs (180 - 6 = 30)

Vedian = 307, mldp01n+ (wreatcr than 107 and ?O% but less LO%
Jfld)O)

Mode = 30%; most frequent (2 observations)

Weighted Mean = 30% Z:;Qtal ratios x markét’value§:7 - total
market values ' ‘

(3,600,000 = 120,000 = 30) or
with weighting total assessed values - totel market values

by property - "
market values (36,000 = 120,000 = 0,30 or 30%)

Variation in Results

Such convenlcntly ncrmal distribution of observations rarely '
“OCCUrSe This means: that the.four averaging methods will not -
ﬂlwayq ylold the same rcsults. 'Consider, for‘example5 resvlts

obtalmcd from a sample of five propnrtles w1th assessed values,'
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market values and aosessment rat:o) as fallOWS°

Assessed' Market ~  Assessment - Ratio X
Value Value Ratio - Market Value
$ 2,000  $ 20,000 , 10% 200,000
2,000 10,000 20 200,000
3,000 10,000 30 | 300, 000
6,000 10,000 6 600,000
60,000 100,000 60" 6,000,000
$73,000  $150,000 180 7,300,000

The four averages appear as follows:
Mean = 36%; total ratios-; numbbr of properties (180 = 5 = 36)

Medlan = 30% mldp01nt (g” ater than 10% and 207 and less than
60% and 0070)

Mode = 60% most frequent (2 observations)‘

Weighted Mean = h8,67% [Eotal of ratios x market value§:7}'total
market values (7, 300 000 = 150,000 = 18.67), or
with wc1ﬂ1t1ng total assessed value = total market value
. by property
market values (73,OOOvT~1SO,OOO 011867 or h8.o7d)
Wide variations in average assessment ratios obtained for the
five example properties by the fouf methods indicates the Importe

ance of the method itself to the choice of averages based upon

dissimilar obéerv&tions.' The relationship among results obtained

by the four averaglng methods w1;1 change as +he distribution of

observations changes within the tobal of all dbservatlons."

Choice of Average

‘The choice among averaging methods depends upon what it is

- used to express. For example, the equalization table, prepared

-anhually'by'the New Jersey Division bf'Taxation, has as its

purpose the approximation of "full" or market value of all taxable )

real estote within each municipalitye. The weighted average is
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superior to other averaging methods for this purpose. It pro=-
_Vides an average rétib capable of indicating the total market
value represented by total assessed values for any given sample
of.pTOPerties, however varied thelr individual assessment ratios
may bee None of the other averaging methods can yield this re-
sqlt under all circumstances.
This advantage of the weighted mean over the other three

basic averages from the standpoint of estimating mark@tkvalﬁes

is illustrated for the preceding example as follows:

Averaging Total Assessed Average Ratio Egtimated Market Value
Method Value . Derived (Assessed value = Av, Ratic

Mean $ 73,000 36% T 202,778

Modian 73,000 | | 30 - - 243,333

Mode 73,000 60 121,667

‘Wéighted Mean 73,000 11846667 150,000

If it is the purpose to bring all property assessments to a
common level defined as one capable of maintaining aggregate'
assessed values unchanged, as equalization occurs, the weighted
mean is the only satisfactory average. For purposes of the New
Jersey annual equalization table, additional assurance of relia-
bility isvaccomplished by developing the weighted average
separately for each of || classes of propertye

Full or equaiiZed (ﬁarket) values are estimated separately for
eaéh class of property on the basis of total assessed values and
the weighted average assessment ratios Gomposite‘full or
equalized (market) valueé are derived as the sum of the four
separate calculations. The composite, or overall average assess-

ment ratio représents the percentage of total assessed to total
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estimated full or equaiized (ﬁarke%} valueses The‘composiﬁe:
avérage is thus welghted not only by thé value of properties
within the sample of 5béervations, but also by the value of COm=
parable properties within the entire assessﬁent roll, >Such 
weightihg thus takes into account variatiéns in sample/covefage:
for each class of‘prOQQrtyvas well_as variations in‘property
{vaiues.

It is also possible‘to develop,a mean'Weighted on1y for
differences in sample coverage as among classes of property wifhf
oub reference to variations in @rbperty'valuéS; This‘involves
separate determination of unwéiwhﬁed means for each class of
propcrty and a WﬂléhtdﬂgOf eech class mean by the number of
'érboertles of such class within the entwrg assessment r@ll. Th:s
'kind‘of a weighted mean average is nothing more than a;refined
unweighted mean. The refinement'serveé.only.ta adjust'anvunrem'
vpresentative sample.to the ¢haracteristicsiof a known thle:
_(assessment réle)o It serves the-same'purpose'as an unweighted
mean based upon a representatlve sqmple of observations.

chenu as they may be applied to adjus+ for samr'_‘L:\.nfr Oovorage,
welghted averages are not appropriate for determining the common
level of assessment on terms'of‘the most usual, most frequgntly
'occurrlnb, or mgst descriptive level of assessment; For example,
the weighted mean assessment rétio for‘thebprecedimg i1lus£ra~
ﬁion (L8.67%) ié‘subétantially above ratios prevailing for 3va'
VthevS'properties and below ratioélﬁrevailiﬁg,for the remaining
2 pf@perties. It is not descriptive of assessment»‘resulté

obtained for‘any"ﬁroperty.
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The mean (or arithmetic average) takes into account‘éll
observations within the sample and gives equal weight to each
according to its frequency of occurrence, In this sense, the
mean represents true point of balance or equilibriﬁm point and
is used by engineers for thié purposes It is the point at which

the sum of the differences of individual observations is equal

to 2310, This can be illustrated by the following example:
Property Assessment | Deviation from
- ‘ Ratio : Mean

A 10% , -18
B 10 - ~-18 )
C 10 «18  Mean = 28%
D 10 -8 (10 = 5 =
E 100 A2
Total ' 1L0% o)

By giving equal weight to each observation, the mean establishe
es a point of equiiibrium‘whioh ié techniceally most descriptive
of common experience for all observations. In the above example,
one assessment ratio of 100 per cent draws the mean {or average)
boward itself to the extent of 18 percentage points greater than

what appears to be the "common level of assessment for all

other properties,

Two Overages for TWQ Purposes

The mean is the most commonly used aVerage, It is alsc the
most apprbpriate in measuring "common level" of asseasﬁent‘ This
is the "common level" described in Chapter 51 as the’basis for
determining taxable value of tangible personal property used iﬁ
business. Adoption of this new "common level" average on a basis
differemt from assessment ratio averages used for the purpose-

of apportioning State aid to local school districts means that

28}
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The mode stands out among the four basic averages as the
one most consistent with the popular concept of "common level! of
assessménta Remember this is the level occurring most frequently.
But the freguency of modal observations must be sufficiently
great to claim validity as something more than a random occurs
rence, It was this absence of any effective-mode which prompted
| (1)
‘the court to deny taxpayer relief in the Lackawanna case on the
ground that there was no common level of assessment:e. The méde
of 2 property assessments at 6Q perAcent of market value shown
in the above example represents 3/5 of all properties sampléd
but carries a heavy burden of proof because of its position at
the extreme of assessment range covered by all properties
samplédQ
The median, as its name implies, is a concept of common level
based upon its position (or ranking) in relation tglall observas~
tions. Tts principal function is tobprovide a basis forr
comparison among observations within a single sample or as among
samples. In the above example, the median assessment‘ratio of
30 per cent provides a basis for comparing the assessment ratio
' with

of 10 percent for one property/ratios of €0 per cent for 2
properties and describing the range of assessments results as
that between 1/3 and double the median. The median of 30 per
cent also provides a basis for comparing the ahove sample of

5 pr0perty assessments with other samples. The median is

most useful in comparing assessment levels as among municipali-
ties where the range and distribution of individual assessments
vary widely.

(1) Delaware, Lackawanna & Western Re Re Coe vs. Neeld 23 N.J. 561 (Sups Ct.
1957) - '
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New Jersey will have two official averase asSessment ratios,
This is justified because the two awerages are used for fwo
different purposes: -
First - There is the "equalization" average called the

weighted ratio, The purpose of this ratio is to measure
the extent to which each municipality assesses dll true
values of real estate available to it for purposes of taxa= .
tione It is determined by dividing the tétal of all assessed
values by thé total of all true values and arriving af 2 per-
centage, Because complete totals are rarely available, sales
samples are used instead. The total true value for all pro-
perty within a munigipality’can be approximated on the basis
of the weighted ratio of a representative sémple; No other‘
kind»of average will serﬁe this purposes

Second: - There is the new "common level" average called
the unweighted ratio. As its name implies, the puf?ose of thié
ratio is to show the one level of assessment which can be said
to repr@seﬁt the 1ével for ali real propertiés without pre-
Jjudice as between big ones and little ones, It is determined
by dividing ﬁhe total of all ratios computed separétely for
eachvpropérty by the number of propertiess The séme'sales
samples can be used in both compufations, but the results will,
in most cases be different.

| Application of the two average ratios can be illustrated by
extreme examples, Consider two municipalities each contéining
Bix taxeble pfoperties assessed at ratios ranging.fromglo%vto

60% of true value. The six properties are identical in the two
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municipalities and they have truc values aggregating $1,219,000

as followss

True | ~-Municipality Aw-- ==Municipality Be-
- Value Assessed Ratio ‘ Assessed =~ Ratd
$1,000,000  $600,000 60 % $ 100,000 10%

100,000 S0,000 50 7 20,000 20
50,000 20,000 Lo 15,000 30
30,000 9,000 30 12,000 L0
20,000 11,000 20 10,000 50
10,000 1,000 10 : 6,000 60

$1,210,000 $6811,000 210% '$163,000 210%
Average Weighted — 56.52% Weighted  13.L7%
Ratios  Unweighted 35,00 Unweighted 35,00

Deviabion From Standard

It is one thing to calculate an average, but it is something

else again to determine how much validity to assign to the average

o]

U

once it ié calculated. More important than the average itself is
the probabili%y»that it represents a sound baéis for generalizae
tion about the sample from which it is derived.

The range is the most simple of all measures of deviation,
As its name suggest, this is nothing more than the difference
between thé lowest and the'highest'observatihne For example,
the averages computed above apply within a rdﬁge of 50 per=-

centage points (60-10 =50),

Average deviation is a simple measure of the variation of in-

£,

-dividual observations from their average., This is nothing more
than the sum of differences between the average and each in-
dividual observation divided by the number of observations.

Because differences will be both positive and negative ( and
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‘will always add to zero in the cass of the mean) it is ne?

i
i

“

essary

to add only the numerical differences without regard to their

sign ( + or u);

For example, average deviations from average assessment

ratios for 5 properties (shown on page ) appears as follows:

Assessment Deviations from Average ‘ _
Property Ratio Mean 36% UVedian 30% Mode 50% Weighted L8.67%
A 107 26 20 50 38,67
B 20 16 10 Lo 28,67
C 30 6 0 30 18,67
- D 60 2l 30 c 11.33
B 60 2l 30 0 11,33
T otal 180% 9% 90 120 108.67
Average 36% 19.2 18 2L 21,73

By this rough test, the median assessment ratic of 30 per céﬁt
appears most representative of the 5 property samplese With
an average deviation of 18 percentage points, the median shows
less variation from actual assessment ratio than the mean
(19,2%), the mode (2L%) and the weighted mean (21.73%).

In this case the average deviation was calculated as the
mean of all deviationé. It would, of course, be possible to
apply other averaging methods,but the results would be diffi-
cult to interpret and uses

The average deviation is vulnerable to the same criticism

as all means (average) in that it gives equal weight‘to all de=
viations however great they may be or whatever their frequency
of occurrence,

Standard deviaiion is,a more commonly used measure of devia-
tion because it must be flexible in its application and

interpretation. Unlike the average deviation, which may be

calculated around any average, the standard deviation is always

calculated around the mean.
Although it sounds complicated the standard deviation simply
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caleulated as the square root of the average deviation squared,

This calculation is illustrated nhy the following example:

: . Deviations Deviations
Property ~ from Mean Squargd
a 26 676 .
B 16 256 Standard deviation
C 6 | 36 | o |
D oL 576 W2l = 20,59
B 2l ) 576
Total 96 2,120
Average | ' 19;2 N

Tn a normal distribution one standard deviatioﬁ from the mean
includes about 1/3 (3&.13&%_ of the observations., This meahsb
that a range described as the mean plus or minus‘one standard
:,deviation‘ihéluies 68,268 per cent of all observations. The

complete range of probable expcctations appears as followss

+

mean - 1 standard deviation includes 68,268%

. + ) .
mean = 2 standard deviations includes 95.150%

1+

‘mean I 3 standard deviations includes 99.730%

The size of the standard deviation thus indicateS‘thg width
of the rénge about the mean which is‘reQUired to inciude,what_
ever portion of the total is required for the degree of
aCcurac that is soughte In the example shown above, it would
require an assessment range between 15.&3 per cent and_56¢57
per cent to meet probability expectations tﬁat more than 2/3
(68,268%) of all assessments would be included:

36 £ 20,57 = 15.13 to 56,57

Evenlwhere the diétribution is not normal, mathematical
theory hés demonstrated ﬁhat'tﬁe mean = 2 étandards will ihf
cludé at least 75.per cent bf all observations and ﬂhe mean

* 3 standard deviations will include at least 88.9 per cent
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of all observations, This result rests'upon a probability
function which does not need to be demonstrated herc. Assess-
ment portions sometimes do not fall within normal distributions
and:such limits are therefcre important to remember.

Coefficient of Variation*

However it may be measured, the significance of any unit of
deviation depénds upon its relationship to the average from
which it was determined. Thus, a standérd deviation of 20,59
percentége points around a meanb(average).asseésment ratiovof
36 per cent, implies a variabilitj of more than 57 per cent

(20.59':- 36 = 57019)0

This percentage of variability is called the coefficient of

variation. Low coefficients of variation imply reliasbility of

estimates based upon the sample mean, In this way the
- coefficielt is useful in determining the size of an adequate
Sample as well as the confidence with which the average éan be

regarded as a suitable measure of central tendency.

The Samole

Each,of the illustrétions shoﬁn in the preceding discussion
has: been based upon a small ﬁumbér of observations for purposes
of simplicity. ,Theré is always some suspicion ofainadequacy
on small samples. Statisticians have learned,however, that
small sémples carefully sélected can yield more accurate re~
sults than large samples which are not representative.
The basic criterion in selecting a scientific sample is

that cach item (or unit) in the universe from which the sampie

is selected must be free to enter the sample by chance, This
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is a principle of probability based upon the free operation -
of chance. Where the charadtéristics of the universe are
knowh, the sample can be selected in a manner to . model ~ the
whole, ,

: , not

Where all characteristics of the universe are/known,validity
~of the sample can be proteced by sampling»ip ségments represent-
ing éuch ch;rgcferistics as are lmowm.Thi_s feature of the
sampling proéess underlies the computationmgf welghted average
assessment ratios by L property classificatipns in the equali-
zation tables pwepared by the New Jersey Divisicn of Taxation.

The size of sample required depends more uﬁoa the variability‘
of experiences to be sampled than upon their number. Where
assessment ratios vary widely, it takes a larger sample to insure
reliability of averages than where the ratios fall within a
narrow range or followva clearly diécernable pattern, There‘arev
various ways to‘approXimate sampling errors based upon the
probability that the sample is,in fact random.

Property assessment ratios based upon property sales comprise
adequate samples of all property assessment ratios to the extent
that properties sold are representaﬁive of all properties. :This
condition is met in varying degrees in different municipalities
and for different classes of property. Tt was an absence of
active real estate markets for certain classes of industrial
and commercial property which prompted the rise of-appraiséis
to supplement available sales‘valuesvin samples of . assessment
ratios used in/preparation of equaligzation tables‘by the -

Division of Taxations
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Fe Household Persorial Property and Personal Effects

The tax on household persbnal property aﬁd personal effects had
long been critized as impractical. Collection of the tax had often
proved extremely difficult, sometimes impossible, ard valuation of
household personalty had been as great a problem., Thus, the long-
standing reco_mmendatibn for the abolition of the tax on household
personalty attracted considerable support during the deliberations
preceding the enactment of Chepter 51, At the February 11, 1959
public hearing of the Legislative Conference}- Group on Full Assess=-
ment Problems, Aséemblyman Elmer Matthews no*ted that

ese0ut of the four public hearings that we held last surmmery .

the overwhelming majority of assessors and people who

testified for us were against the household personal pros

perty tax because of the cost of collectioNe«es

A fam111ar 1is£ of specii_‘ic difficulties j‘.nherenﬁ‘ in the assess-
ment of househéld peréonal pi'operty Waé outlined by Sydney E. |
Margolin, assessor of Morristbwn,. who addressed the Cémmittee on
bMarch 2, 1960, He stressed the difficulty of valuing household goods,
and attributed it to the lack of a real market value for them, and
to personnel and man hour requirements' out of proportion to the re=-
venue collected under the tax. He added v’bhat the hou’sehoid
personal property tax accounts for most of the deiinquencies on the
bax rolls, | |

The only oubspoken oppositiqn to the exemption of hou-sehold. pPEre=

. sonal property was expressed by several groups from rural Warren
Countye. This opposition was intended more as a criticism of any
property tax exemi:tion r,han as an expression of support for household

personal property as a sultable property tax base. One spokesman for

this group was H. Arthur Race, Tax Collector of White Township in
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Warren County, As he put it:

I do not believe that they /the Township Committee of White
Township/ are in love with this particular tax, but I feel
it should not be removed without something to take its place.

He added:

It also appéars that certain municipalities, by their owm
voliticn, have decided to discontinue this household
goods tax. If they have the privilege of doing so, why
should we pass a State law to eliminate’ it when, by their
own vdition, if they choose to consider it inequitable -
or undesirable they can do it themselves. :

A natural compromise between the general desire to exempt housc=
‘ - ~ to
helid personal property and the articulate oppositior/ its exemption

was the local option provision included in several. legislative

measures preceding Chapter 51 and, finally in Chapter 51 itselfe
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