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LETTER OF TRANSMITTAL

May 31, 1968.

His Excellency, Governor Richard J. Hughes and the Honorable Members of the Senate
- and General Adssembly:

This is the Twelfth Report of the Commission. It is submitted in response to a joint
resolution of the Legislature and to letters from Governor Hughes referring additional
matters to the Cornmission. The resolution and reference letters appear in the appendix.

The report covers four subjects; one deals with the property tax and local finance
generally, and their influence upon state revenue needs; the other three deal with specifie
taxes—the sales tax, the corporation business tax, and the {ransfer inheritance tax. The
studies of these specific taxes may be considered part of a continning review by the Com-
mission of the operation and effect of the principal tax laws of the state, for the purpose
of maintaining a fair and equitable distribution of the tax burden.

This year, as in the past, the Commission is indebted to the State Department of the
Treasury, Division of Taxation, for its able assistance in providing data and information
on various aspects of the subjects covered by the report. We are also pleased to acknow!-
edge the valuable cooperation of the New Jersey Bankers’ Association in providing the
Commission with the resulis of its data-processing analysis of a large sample of transfer
inheritanece fax refurns.

The Commission trusts thai this report, its findings and recommendations will be of
agsistance in working toward a sound tax base on which to resolve the extremely difficult
fiscal problems facing the state foday. |

Respectfully submitted,

Davm Brex,

J. Epwarp CraBIBL,

C. Mavrcorm Davis,

Fraxx J. Dopp,

Davip Kistax,

TeEoMas Gryny WALKER,
Jorx E. Tooraw, Chatrman.



SUMMARY OF THE REPORT
TuEe Score or THE RECOMMENDATIONS

This report comes at a time when the nation’s economy is strained by the forces of
inflation, international monetary pressures, and the uncertainties of war, Thege are factors
which have a vital influence on state and local revenue and expenditure patterns, but are
beyond the control or effective modification by action of any state.

The report also is set in a state fiscal environment which includes in its simplest form
major budget deficits resulting in the deferral of much-needed programs, and in its more
realistic context, the major spending and revenue programs recently proposed by Governor
Hughes in his special message on the crisis of the cities!; and by the commission on capital
needs in its report and recommendations.? In addition, various proposals within and with-
out the Tegislature further complicate what is bound to be a confused fiscal environment.

At this point in history, the state and its people may well be receiving more fiseal
advice than they can digest, let alone accept. It is plain that the frustrating problems of
our society could require large additional public expenditures, but neither this Commission

nor any other public or private body can demonstrate beyond question where and how a
state’s resources can best be applied to achieve the generally desired results. This Com-

migsion recognizes, moreover, that it is currently but one of at least seven active official
sources of advice to the Governor and the Legislature on fiscal problems.

The Economic Policy Council and Office of Economic Policy, in its 1st Anonal Report
(April 1968), considers various tax problems in its studies of economic aspects of current
public policy issues. These include the problems of federal-state revenue sharing, the use
of bond issues for capital financing, analysis of effective tax rates and of the income
elasticity of the New Jersey tax sysiem, and the economic effects of the inheritance tax in
New Jersey.

The Commission to Evaluate the Capital Needs of New Jersey understandably viewed
its responsibility to include an identification of the fiscal resources as well as the physical
needs of the state. That Commission’s recommendation of an individual income tax, as
well as other tax proposals, may well recall this Commission’s parallel analysis in its T'enth
Report (1963), Parts V. and VL

1 8peciz)l Message by Governor Richard J. Hughes to the Legislature: 4 Moral Recommitment for New Zfersey,
(April 25, 1968). . .
2 Governor's Commission to Evaluate the Capital Needs of New Jersey, 4 Cuopital Program (April 1868).
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The State Division of Budget and Accounting has long been engaged in a continuous
rocast of state revenues and expenditures, and provided a detailed ten-year projection
these fiscal elements for the period 1962-1972 which appears in Appendix Tables 38(a)
ough 40 in this Commission’s Tenth Report. That division, the Division of Taxation,
d the other major departments, through the cabinet system of our state government,
o constituted the continning source of fiscal adviee to the Administration, much of which
reflected in the Governor’s annual budget messages.

The County and Municipal Government Study Commission, in its Interim Report, en-
titled ¢‘Creative Liocalism: A Prospectus’ (March 11, 1968) declared that ‘‘the present
‘Jocalization of fiscal responsibility bas created problems, has let them grow unchecked,
- and has eansed serious inequalities among municipalities in the quality of basic services
‘provided to citizens.”’ That Commission’s recommendations include substantial proposals
for the transfer of fiscal responsibility from local government to the state and for further
comprehensive studies toward readjustment of the areas of governmental serviees and fune-
tions. The report states:

“‘The basic conclusion of this interim report may be simply and briefly stated.
New Jersey is in desperate need of a better allocation of the fiscal and governmental
responsibilities for the planning, financing, and performance of the functions and
services provided by its local governmental system—espeecially those of area-wide
or regional scope.”

The State Aid to School Distiicts Study Commission has been charged with a
review of the present state aid formula and related matters, and it too could well come
" forth with recommendations having significant fiscal implications,

The Joint Legislative Committees on Appropriations are the foeus of administrative
and legislative efforts to reconmcile spending and taxing proposals, and a source of con-
tinning analysis of state needs, major policies, and specific legislative decisions.

The Commission on State Tax Policy is concerned lest its present report be construed
as one more voice calling for immediate action on larger goals. This report is there-
fore directed primarily to the problems of maintaining a healthy tax base which can
vield the required revenues in a fair and equitable manner, deﬁning_the appropriate role
of property and nonproperty taxes in the state-local fiscal structure, and developing such
additional revenue potentials as these studies may suggest.

TaE PrOPERTY TAX AND StaTE-LOCAL FINANCE

The most pervasive problems of state-local finance still turn on the burden of the prop-
erty tax. Over the course of the years, the Commission has given much attention to this
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problers, particularly in its Sixth Report, The (eneral Property Tax in New Jersey; A
Century of Inequities (1953); Seventh Repor:, Public School Financing in New Jersey
(1954) ; Eighth Report, Financing School Buildings in New Jersey (1955); Ninih Report,
The General Property Tax in 1958, Toward a Balanced Tax Structure (1958'); Tenth
Report, Increased State Aid to Public Schools and Distribution of the Cost of Fxpanding
Public Services (1963) ; and Eleventh Report, Railroad Taxation in New Jersey—The End
of an Era (1965). Partly as a result of those reports, the Commission is gratified to find
the property tax base has been placed in order to a large extent. The tax rate, however,
has remained high, has been inereasing, and has resulted in a per capita property tax bur-
den in New Jersey which is one of the highest in the nation. This is primarily the result
of the ‘“localization of fiscal responsibility for the services of government.”” The prop-
erty tax burden may well have come to the point where it is virtually self-defeating; an
annual capital levy which discourages capital investment which ig needed to provide the
capital base for the tax levy.

Among the cities of this state, some liferally face a fiscal erisis if they must continue
to depend on the local property tax to meet the demands upon them. As the Mayor of
Newark declared in a recent report, entitled ‘‘Recommendations to Resolve Newark’s Tax
Crigis”’ (January 1968):

“‘Newark faces immense economic problems. The current cost of schools, wel-
fare, police, fire protection, hospitals and institutions, streets and sanitation, and the
expense of rebuilding aged housing, school buildings, and other publie facilities are
of such magnitude as to overwhelm the present fiscal capacity of the City.

“‘These problems are not Newark’s alone. The City has traditionally served
as a first stop for the dispossessed, a basie training camp for the nation’s poor.

“‘Newark did not create the problems of poverty which affliet so many of its
citizens. They suffer from ills which bave been permitted fo fester for generations
in our state, our nation, and our society.

““We in the City have been left to finance the problems of the nation, a situa-
tion which cannot eontinue if the City is to survive and our citizens to be served.”’

The needs of other cities of the state may be less dramatic, but are nevertheless press-
ing and large. Over the ten-year period 1955-1965, local property taxes levied rose over
180%, while the population Wés increasing omly 25%, personal income was increasing
73% and the true value of the municipal tax base was increasing 84%. It is important
to note that over this period municipal expenditures alone did not rise any more rapidly -
than the growth of the property tax base; it was thus a general increase in school and
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county tax levies which cansed the property tax burden to run so far ahead of the growth
in the property tax base.

The Commission recommends—

Immediate measures to begin an orderly and systematie reduction of the local
tax burden on real estate. This is required to eliminate one of the present major
deterrents to the new investment required fo rehabilitate urban areas, and to pro-
vide relief for older suburbs and struggling rural communities as well.

This goal obviously requires a careful re-examination of the ways and means of
achieving such property tax reduction. The Commission has analyzed (in Part I of the re-
port) six different approac}ies to this problem. These include:

1) A transfer of functions and their fiscal responsibility from municipal govern-
~ment to the county or the state; '

2) Increased state financial aid;

3) Inecreased state sharing of its tax revenues with local governments;

4) Homestead property tax exemptions;

5} A local property tax credit under which the state would share the loeal tax burden
above an established standard local property tax rate, as in Wisconsin; and

6) Liocal non-property taxes.

It is apparent that no one remedy will provide the property tax relief which is re-
quired. A combination of remedies, depending to a considerable extent on the availability
of state revenues to finance them, will be necessary. This is especially evident when it is
considered that the annual rate of growth in the property tax levied in the state as a
whole has amounted to an average of $87 million annually over the past six years. Of
course, a considerable part of the annual increase in real estate tax levy is absorbed by
new tax ratables and increases in the valuation of older properties.

It is at least clear, however, that the rate of growth in the {ax base has thus far not
kept pace with the rate of increase in the tax levy annually. If any substantial impact is
to be made on the existing $1.5 billion of annual real estate taxes, truly massive changes
will be required in the state-local revenue structure.

The Commission accordingly recommends—

1) An orderly transfer of present responsibilities for municipal services, together
with their financial obligations, to the optimum area of government fo provide
the particular service; that is from the city to the county, or to the state, or to
the federal government, as the case may be. (See Part I) This should be ac-

-4
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2)

complished as rapidly as state fiscal capacity will permit, and could include
the following services which are presently financed from the property tax:

Mumicipal County
(a) Welfare: .......... $12.3 million $44.8 maillion
(b) Hospitals: ......... 20.3 million 43.5 million
(¢) Mental Health: .. .. 33.9 million
(d) Roads & Bridges ... 81.2 million 30.7 million
Totals ................. $113.8 million $152.9 million

‘Welfare, Health and Hospitals data are for 1966-67. Roads and RBridges Sgures
are for 1867-68; $32.1 million of State Ald should be deducted to refiect actual
property tax burden,

Increased state aid for schools through revision of the present state aid formaula,
especially to reflect the high cost of improving ecity school systems and of meet-
ing the problems of rapid growth in younger areas. It is certainly shortsighted
to assume that the state is sharing properly in the cost of education when it
limits its participation to a $400 per pupil program at a time when actual costs
are above $600 per pupil.

If New Jersey were to increase its aid to the national average of 40% of

- local school costs for current operations, the state would pay state aid of about

3)

4)

8)

$320 million anoually at the projected rate of current day school expenditures
by the schools for the school yvear ending June 30, 1968. This would amount to
an increase of $120 million annually over present state aid for schools (exclusive
of building aids). A 50% program, on the same basis, would require an addi-

“tional $200 million anpually in state aid. The specific formula is a matter for

the State Aid to School Districts Study Commission.

No further state tax sharing of its revenues with local governments. This is
less selective than other available alternatives, and is therefore not recornmended
as a means to relieve the local property tax burden.

Rejection of homestead property tax exemptions as a possible solution, upon
which the Commission has previously reported in its Ninih Report (1958), that
homestead exemptions are not a desirable way of relieving the property tax
burden. They provide no relief to the renter nor to commercial and industrial
property; moreover, in 1967 the real property exempticns allowed velorans and
senior citizens amounted to a total of $33.7 million throughout the state.
Rejection of local non-property taxes as a means of providing property tax relief.
The Mayor of Newark has proposed that the Legislature delegate such taxing
power to his city. Municipal income taxes and municipal sales taxes, some i the
form of a supplement on existing state levies, are currently used in more than
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170 and 3,000 municipalities, respectively, and do have a record of providing
some property tax relief,

However the difficulty with local non-property taxes as a solution to the
problems of the cities of New Jersey, even in part, is that the marketing area
usually extends well beyond the boundaries of any of our cities. For a city to
atternpt to make use of either of the major local non-property faxes, therefore,

- might only compound its competitive disadvantages with the surrounding areas.

For this reason, except for the seashore resort cities, the county is probably the
smallest local area which could consider use of local non-property taxes, and
even as to counties, regional competition would be difficult to overcome in the
more urbanized areas. The Commission, accordingly, does not recommend that
the state look to local non-property taxes as a meaningful approach to eity fiscal
problems in New Jersey.

SALES TAX EXEMPTIONS

It is extremely important to recognize that the sales tax is a method of apportioning

measure

1.

b

S W o R0

The

the cost of government in proportion to spending by individuals. In effect, they measure
their own obligation by the spending patterns that they adopt. Any departure from this

will necegsarily distort the distribution of the tax burden.

The Commission was directed by Joint Resolution No. 8 of 1967 to s.tudy all proposed
sales fax exemptions, including the total scope of the exemptions presently provided in
the Sales Tax Aet, and particularly proposals for the following additional exemptions:

Household supplies

Veterinary drugs

Non-preseription drugs

Pet food

Building materials sold to contractors and repairmen

Sales to civie groups, veterans groups, fraternal organizations, social clubs, and
women’s clubs, not now exempt.

Commission is impressed with the necessity of dealing with the whole question of

sales tax exemptions on the basis of some established principles rather than permitting one
claim for exemption to justify another. It is a hopeless task to try to unravel the present
exemptions solely on the basis of any apparent principle. The Commission’s extensive
studies (Part IT of the report) show that New Jersey now has practically every exemption
that any other state has adopted. The effects are irrational and often inequitable.

i
1
¢
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On principle, the reasons for departing from the strict spending measure may‘be clas-
sified under six legitimate headings and a seventh based upon experience. These are as
follows:

1. Bxclusions based upon the theoretical nature of the tax—to reach only ulti-
mate consumption.

2. HExclusions based on constitutional limitations—to avoid burdening the fed-
eral government which is immune from state taxation.

3. Administrative convenience—this éxempts trivial transactions and includes
some others because of the practical difficulty of doing otherwise.

4. State and local government and charitable organizations-these are exempt

because of the nature of the purchaser on the theory that to tax government pur-

- chasers would take money out of one pocket only to put if into the other; and to fax

" eleemosynary institutions would be to burden the public benefit activities in which
they are engaged.

5. Avoidance of a ‘“‘tax on a tax’’-this somewhat spurious theory is sup-
posed to justify the exemption of sales of gasoline, alecoholic beverages consurned
on the premises and cigarettes, but it fails {o recognize that all goods carry a sub-
stantial element of tax built into the price, and a sales tax is not concerned with
what people are buying but rather how much they are spending.

6. Avoidance of regression—this is the theory upon which food and other ne-
cessities of life have been exempted under various sales tax acts, although other
statutes in some of the states are very sparing of exeraptions.

7. Exemptions because of other exemptions—these are the great variety of ex-
emptions which are justified solely because some other exemption exists. They
rarely represent matters of principle, and always overlook the social responsibility of
the claimant to bear a fair share of the common tax burden.

The Commission has duly considered each of the specific proposals for exemption
which have been referred to it. The details are more fully set forth in the body of the
report (Part II). The Commission recommends—

No further exemptions should be extended to any civie groups, veterans groups,
fraternal organizations, social elubs, women’s clubs, or others of like nature. These
organizations which admittedly provide useful and significant contributions to
society may well be requested to recognize a first obligation, small as it is, to con-
‘tribute to the support of the very government that profects and encourages their
good works.

No additional exemptions should be extended which depend upon the use of the
goods sold (e.g. dog food versus human food, or household supplies versus business
supplies) or require the item to be selected from a stock of taxable and non-taxable
goods (e.g. sales in a super market).
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' _Tﬂe Commission further recommends—

| A complete re-evaluation of all existing exemptions to take into account the start-
ling inequities and mal-distribution of the fax ."burden which they produce. For
example:

1. A five-dollar tin of caviar is fax exempt, but a one-dollar toy is taxable.

2, A ten-dollar visit to the beauty parlor is tax exempft, but a two-dollar home
permanent kit is taxable. | |

3. A two hundred-dollar suit of clothing is tax exempt, but an electric light
bulb is taxable.

4, A twenty-dollar bar check is tax exempt, but a two-doliar meal served on the
same premises is taxable.

These are but a few simple illustrations of the way in which exemptions upon exemp-
tions have distorted the basic purpose of the sales tax in New Jersey, that is, to measure
the individual’s obligation by what he spends. The Commission has given this problem
extensive consideration and has concluded that the only way to deal with it effectively is to
substitute an entirely new system of exemptions, which will truly relieve the low-income
family of the burden of the sales tax and avoid dissipating state revenues by granting high-
income families tax ezemption they neither expect nor need. The Commission recom-
mends—

A new system of an annual tax refund of $15.00 per person, with a maximuom of
$60.00 for any family, in lien of all of the present exemptions on purchases by in-
dividuals. This plan, which is deseribed in detail in the report, would replace the
present exemptions of food, clothing and preseription drugs. It would completely
free any family with an anoual income of $5,000 or less {rom any sales tax burden
on these items. In effect, it would transfer some of the exemption value of high-
income families to the lower-income families, and would make it possible for the
state to acquire an additional $80 to $100 million in sales fax revenue at the present
3% tax rate. '

The Commission suggests that this approach will make it unnecessary to give further
consideration to the multitude of produet and transaction exemptions which will other-
wise continue to plague the state and its fiseal structure. The Commigsion would go fur-
ther and repeal all existing institutional exemptions, but it recognizes that this is a different
question of policy, peculiarly within the legislative provinee. The benefit to the organiza-
tion is usnally trivial. For example, one statewide organization with a $160,000 annual
budget was found to be involved in $120 of annual sales tax if it had no exemption. It
may well take some time to persuade those who now receive this type of tax exemption,
trivial as it is in their annual budgets, that it would be better for their public purposes to
eliminate the sales tax exemption entirely, but the principle is plain.
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- CORPORATION BusiNness Tax

New Jersey has both a corporate net worth tax and a corporate income tax, the com-
bined effective rate of these taxes is generally favorable as compared with the rates im-
posed in neighboring states. The Commission concludes that the over-all structure of the
present tax systein does not place New Jersey at a competitive disadvantage; but it has
found several deficiencies in the corporate taxes which discourage the location of cor-
porate headquarters in the state. These can be rectified with a minimum readjustment
of the tax burden within the business community. (See Part I1I).

Net worth is now taxed {o some of the corporations with multi-state business by alléea-
tion of the corporation’s net worth to New Jersey in proportion to its total assets within
and without the state. If ils assets include infangibles, i.e., accounts receivable, cash, in-
vestments in subsidiaries, they are all arbitrarily allocated to New Jersey if held by a
corporation which has its headquarters in this state. This allocation formula was originally
inserted in the net worth tax to meet conditions which no longer exist, and several recent
legislative amendments have greatly reduced the significance of this factor. Ifs confinued
retention serves mainly to discourage corporations holding substantial intangible assets
from locating their corporate headquarters in New Jersey, resulting in a loss of jobs and
investment in the state. dccordingly, the Commission recommends—

A, The total assets basis of allocating net worth to New Jersey should be eliminated.
This will mean a revenue reduetion of $1.8 million.

Another aspect of the corporate business tax which the Commission has found to be
an impediment to economic growth is the treatment afforded corporations which do busi-
ness in New Jersey but also bhave substantial investment in subsidiaries, especially foreign
subsidiaries incorporated in foreign countries and in other states. Under the present tax
law such subsidiary ecapital is included in the tax base for the net worth tax and 50% of
the dividends received by the parent corporation from the subsidiary are included in the
tax base for the income tax. Even though the subsidiaries do no business in New Jersey,
the allocation formmula (based upon business done by the parent) at present is not de-
signed to reflect the out-of-state operations of the subsidiary. The result is that major
corporations will find a serious tax disadvantage in locating their corporate headquar-
ters here especially if they do a national or world-wide business in which subsidiaries
‘are often a required form of business organization. These same corporations can be a
source of iraportant economic development, jobs and tax base for the state. The Com-
mission recommends—

B. The treatment of subsidiary capital in the net worth tax should be modified to in-
clude only one-half of the net capital subsidiary stock less a pro rata portion
of long term debt) values now required fo be taxed; and
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C. Dividends from subsidiaries should be exeluded from taxable net income,

It is estimated that the changes recommended by the Commission (A, B, and C) could
be accomplished with little or no revenue loss by raising the corporate income tax by 0.25%,
to provide revenue of $7.0 million annually. Accordingly,

The Commission recommends an Increase in the corporate income tax rate from
3.25% to 3.5%, to offset the revenue loss of the above recommendations.

The Commission also studied the possibility of making the net worth tax and the in-
come tax alternative taxes, with a corporation only paying the greater of the two. To
avoid any revenue loss, this approach would require an increase in the income tax fo
4.6%. The Commission recommends that no action be taken on this approach at this
time.

DEATH TAXES

This report (Part IV) presents the most comprehensive analysis of death tazes in
New Jersey which has thus far been available. The Commission has considered the en-
tire death tax system as well as the advisability of a roll-back of the rate structure fo
the pre-1962 levels.

The report contains a great deal of statistical material which compares the various
aspects of the New Jersey death tax with death faxes in other states. In addition, much
of the material analyses internal aspecis of the New Jersey death tax. The interstate
comparisons include death tax collections in dollars, per capita collections, collections

per $1,000 of personal income, and death tax collections as a percent of total state tax

collections. These figures show that death taxes in New Jersey are an important source
of revenue and that the overall burden of the fax is high relative to other states. How-
ever, the materials also show that the extent of the burden depends on the way the estate
is distributed.

‘With respect to internal aspects, the materials compare the present rate structure, by
‘class of beneficiary, with the rate structure in effect prior to the 1962 rate increase.
The fiscal effect of the proposed roll-back of rates to pre-1962 rates is examined as well
as the effect of the higher rates on domiciliary shifting.

A thorough analysis of the present level of collection in terms of estate size and bene-
ficiary class is also included. The effect of converting the present ‘‘inheritance’’ type
tax to an “‘estate” type tax and retaining the present level of collection has also been
explored.

xvi

o e



Several specific questions relating to the equity of the present tax—ireatment of
tenancies by the enfirety, treatment of desigrated beneficiary life insurance, and amount
of exemptions for surviving spouses——were also studied.

Based upon these materials, The Commission recommends—

No reduction in the rate structure be made at this time, when the revenue needs
of the state are so great. Moreover, the state’s inheritance tax plays a small part
in most people’s choice of domicile. For those few individuals for whom this factor
may be determinative, it is impractical for New J ersey to become competitive with
such states as Florida. Certainly there is no fiscally feasible modification which
would be sufficient to induce them to retain their New Jersey domicile.

No change should be made which would further aggravate the heavy burden
already borne by those individuals with large estates, and this justifies reten-
tion of the present exemption of designated beneficiary life insurance proceeds.

No change should be made in the present flat rate dollar exemptions for Class A
beneficiaries;

1t is impractical to consider a change in the state death tax to parallel the
federal estate tax—-due either to the major loss of revenue whick such a step would
entail or the high rates that would be necessary to maintain the present revenue;
and

Inequities arising from the present exemption of all property held in the form
of a tenaney by the entirvety should be eliminated by Hmifing the exemption to owner-
oceupied residential property of not more than four dwelling units.
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Part 1

THE PROPERTY TAX AND STATE-LOCAL FINANCE

Local finance in New Jersey has long been
dominated by the use of the general property
tax. In many respects New Jersey stands out
as extreme in this respect (based on 1965-66

figures) :

(1) New Jersey (64.6%) raises a greater
proportlon of eombined state and local rev-
enues from the property tax than does any
other state except Nebraska (71.6%);

(2) The per capita burden of the property
tax is greater in New Jersey than in all but
two states (California and Massachusetis);

(3) Total property collections as a percent
of total income paymenis received in New
Jersey, however, rank twelfth as compared
with other states,

(4) The average effective rate of the prop-

erty tax in New Jerzey (3.18% in 1967) is one

- of the highest among the states of the United

States, as shown in Table 1 for 1965 com-
parison.

TABLE 1

Averace Errucrive Prorerty Tax Rates
o Fam MargrT VALUR

19621 1965 2

United States average .... 14% 1.7%
Masgachusetts ........... 2.7 3.3
New Jergey .............. 2.6 3.2
New York ............... 2.5 3.0
New Hampshire ... .. R 2.3 2.8
Rhode Igland ............ 2.2 2.7
Vermont ................ 2.2 2.7
Maine _.................. 2.1 2.6
Wiseonsin ............... 2.1 2.6

1 As esthmated by the Bureau of the Cgnsus.
? Hstimate based upon rate increase calculated for "V‘ermont
and New Jersey applied to the other states.

In recent months, a new dimension has been
added to the whole subject of local finance in
two aspects:

A. The relation of the property tax burden
to riots in the cities;

B. The relation of the property tax burden

to an unprecedented number of sehool budget

rejections by the voters.

It is widely assumed that the bui'den of the ~
property tax has been growing and has reached
the point where it deters responsible govern- .
mental action by municipalities, counties, and

school distriets. Like all generalizations, this
one is not entirely valid, although it does ex-
press a correct analysis of general trends.  As
shown in Chart 1, using 1955 as an index of 100,
total taxes levied for local purposes (including
schools) have risen more rapidly than the equal-
ized fair market value of faxable real estate,
over the past ten years. This is not entirely
true for specific municipalities. For example,
as shown in Chart 2, total taxes levied as a
percent of the egualized valuation in the 16
largest cities in New Jersey increased sub-
stantially over the past ten years in such cities
as Newark, Paterson, Camden, Treuton and
Atlantic City, but in the other cities the ipcrease
has been moderate at most, and in a few fhere
was actually a decrease. The increases have
been sufficiently widespread in New Jersey as
well as in other states, however, to produce a
major new interest in ways of rehevmg t’ﬂe Teal
property tax burden i
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Chart 2
STATE OF NEW JERSEY
TAXES LEVIED AS A % OF EQUALIZED VALUATION
FOR 16 LARGEST CITIES — 1957, 1962, 1967
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ere are various approaches to property tax
and each of them has been tried in at

£,
1; one gtate.

() Property tax exemptions;
(2) Transfer of functions from the muniei-
pality to the county or the state;

3) Increase in state financial aid to the
mumelpahtxes and school districts;
. (4) Increase in tax sharing between the
state and local governments;
(5) The use of a local property tax credit
financed from general state revenues;
" (6) The use of local non-property taxes.

f diéintegra’sion of the tax base. The next four
quire additional state revenne commensurate
with the reduction in lecal burden. This is
eculiarly an issue of tax policy at a time when
he Governor is obliged to ‘‘defer’’ some $80
thillion of expenditures. The sixth alternative
Tone would not present any need for additional
tate revenues. The technical and policy im-
lications of these alternatives may be con-
: dered separately.

A Trawseer or Foxorions

For reasons of both policy and finanee there
has been a growing tendency among the Ameri-
san states to transfer certain functions from
unicipal government to county, regional or
ate functional areas. To a growing extent
dlso, the federal government has assumed at
east some fiscal responsibility for various
urban fanctions.

- In a recent publication on the general sub-
ject,! The Advisory Commission on Intergov-
ernmental Relations attempted o evaluate the
optimum unit of government to handle typical
nrban services, and concluded that fifteer of
the most 1mportant serviees should be ranked as
1folllows (with the most local at the top of the
ist):

1. Tire protection
2. Public education

* Performance of Urban Functions: Tiocal and Area Wide
{September, 1963).

These may be catalogued as

Refuse collection and digposal
Libraries

Police

Health

Urban renewal

Housing

Parks and recreation

'10. Public welfare

11. Hospitals and medical care facilities
12. Transportation

13. Plaoning

14. Water supply and sewerage
15. Air pollution control

. ¥

h

.
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This ranking is probably intended to be illus-
trative rather than definitive. For example, a
place in the order should be provided for streets
and highways, snow removal, and some of the
administrative functions such as assessments
and collection. of property taxes. It is at least
clear, however, that major readjustment of the
services, areas, and financing of local govern-
ment can be justified as a matter of prineiple,
and would be particularly timely as a matter of
finance.

A sample of fiscally significant functions {and
the amonnts involved) which could most readily
be transferred from municipal to county or state
respounsibility are shown in Tables 2 and 3.

The tables show that the state already has

substantial commitments involved in locally ad-
ministered welfare and mental health functions.
In addition, some $32.1 million in state and for
county and municipal roads is currently applied
toward local road expenditures which total
$81.2 million by municipalities and $30.7 million
by the counties. The case for greater state
financial responsibility for welfare, health, hos-
pital and road costs has been made in other
reports. It is also a logical and necessary way
to relieve the property tax.

The Commission recommends—

First, an orderly iransfer of present respon-
sibilities for municipal services, together with
their financial obligations, to the optimum area
of government to provide the particular service;
that is from the city to the county, or to the
state, or to the federal government, as the case
may be. This should be accomplished as rapidly
as state fiscal capacity will permit, and could in-




TABLE 2
Stare or New Jersey

EXPENDITURES ON WELFARE
1966-67

(Thousands of Dollars)

: Classification

Municipal  County State

Federal Total

1d age assistance ... L 1,068 3,172
isability assistance .................... ..., 8,396 3,396
sendent children assistanee ........... ... 22,703 22,703
to the blind . ....... S 251 251
‘Medical assistance foraged .. ... ... ..... ... .. 4,193 6,290
T CATE © oo e oo 7,153 - 5,347
neral assistance . ..................... 9,090 ... 7,038
od stamp program ................... ... oo L
banrefugee aid ... ... ... .. o0 Lo
dministrative expenses ................ 3,162 6,068 7,738

Total .........
“Percentage distribution ......... .. .. 6.68% 24.46% 30.52%

9,938 14,168

6,881 13,673
39,412 84,818
640 1,142
11,238 21,721
..... 12,500
..... 16,128
50 50
2,100 2,100
..... 16,968

.................... $12.250  $44,822  $55,935

$70,259  $183,268
38.34% 100%

Hourees:

J., March 11, 1588).

TABLE 3
Stare oF NEwW JERSEY

N. J. County and Munijcipal Government Study Commission, 4n Inferim Report, Creative Localism: 4 Prospectus (Trenton,

N, J. Governor, Budget Message for the Fiscal Year Ending June 30, 1969 (Trenton, N, J,, February 13, 1968).
M. J. Division of Local Finance, Twenty-Ninth Annual Report, 1966 (Trenton, . J., October, 1867).

LOCAL EXPENDITURES ON HEALTH AND HOSPITALS

Classification

1966-67
(Thousands of Dollars)
Less: Net Local
. Municipal  County . State Aid FEapenditures
..... 20,181 174 20,007
..... 41,692 7,844 33,848
..... ‘ 7,637 R 7,637
o 16,059 100 15,959
13765 ... 1,634 12,131
20,289 ... L. 20,289

....................... $34,054  $85,469 $9,752 $109,771

‘Sources:

5

N. J. Division of Local Finance, Twenly-Ninth dnnual Report, 1566 (Trentonm, N, J., October, 1967) pp. C45 and 548.
_N- J. Governor, Budget Message for the Fizcel Year Ending June $0, 1969 (Trenton, N. J., February 13, 1968) pp. 578-583.




lude the following services whieh are presently
‘panced from the property tax:

Municipal County
a) Welfare .. $12.3 million  344.8 million
(b) Hospitals 20.3 million 43.5 million
(e) Mental
‘ Health oo 33.9 miilion

'(4) Roads and
Bridges 81.2 million 30.7 million
Totals ——n$113.8 million $152.9 million

e
- Welfare, Health and Hospitals data are for 1966-67. Hoads
‘and Bridges figures are for 1967-68.

Second, respomsibility for administration
should go with the principal responsibility for
finance—-as a guiding principle.

IxcareasED Stare Fivavcian Am

State aid comes in various forms, but what-
ever the form it is based upon central financing
of locally administered services. To the extent
that it separates the responsibility for revenue
raising form the decision to spend, state aid has
- a built-in weakness, but this is overcomse largely
by retaining a substantial local stake in the tax
burden. The most common illustration of such
" a state-local relationship is in state aid for
. schools. The dimensions and purposes of state
" aid generally among the states and in New Jer-
‘sey may be catalogued as shown in Table 4.
The present state aid formula, known as a
. “foundation program’’ type formula, varies
~ the amount of aid in inverse proportion to the
taxable valuation per pupil in each school dis-
ctrict. In its Tenth Report (January 1, 1963),
“the Commission analyzed the present formula
-in detail and its recommendations as of that
time were later adopted.

The basic deficiency in the present state aid
formula is that the state shares only in the first
$400 of cost per pupil. In effect, the present
formula makes inadequate provision for the
high cost low wealth distriet (except that for
the larger distriets of more than 100,000 popu-
lation, there is a size correction of an additional
apportionment of $27 per pupil). At the time
the $400 figure was adopted in 1966, it was
already outmoded. For the school year 1965-66,
the median current expense cost per pupil for
all districts was $538.72.

iN. J. Bducation Association, Basic Statistical Data 1967
Eaition (July 1967).

In some 33 districts the cost per pupil ran
over $800.00, although none of the largest dis-
tricts were that high. Costs have been increas-

ing at approximately 7% annually, so that it is

most likely that for the current school year the
median cost per pupil will be $615, while the
foundation program remains at $400 per pupil
{plus $27 for the six cities over 100,000 popula-
tion). The obvious solution is a revision of the
school aid formula which would take into ac-
count higher costs and thus enable the older
urban centers to reduce class size and undertake
more of the gpecial programs required for the
disadvantaged.

The Commission recommends—

Increased state aid for schools through revi-
sion of the present state aid formula, especially
to reflect the high cost of improving city school
systems and of meeting the problems of rapid
growth in younger areas.

If New Jersey were to increase its aid to the
national average of 409, of local school costs
for curvent operations, the state would pay siate
aid of aboeut $320 million annually at the pro-
jected rate of curreni day school expenditures
by the schools for the achool year ending June
36, 1968. This wonld amount to an increase of
$120 million annually over present state aid for
schools (exclusive of building aids). A 509,
program, on the same basis, wounld require an
additional $200 million annually in state aid.
The specific formula is a matter for the State
Aid to Scheol Districts Study Commission (Laws
of 1964, ck. 31).

Increasy v Tax Smamine Brrween vHE STATE
AND Locan GovERNMENTS

State aid and shared taxes are often looked
upon as parallel fiscal devices in state-local
relationships. State aid is used to identify a
particular funetion which is to receive sfate
support. Shared taxzed identify a particular
state tax to be distributed in whole or in part
to local governments for use on any loeal fune-
tion supported by general local revenues.

New Jersey has relatively few taxes collected
by the state and shared with local units of :
government. The following may be included -
in this category:




TABLE 4

DISTRIBUTION OF INTERGOVERNMENTAL PAYMENTS

Per Capita, By Funection
Selected States, 1966

Per Capita Amounis

Intefggaerﬂment%t

State g::%;?fz%;‘g;%%ure T'otol Bducation Highways v‘g:l?atﬁe " Other (8)
AllStates ... ... ... ... ... 36.4% $86.38 $52.18 £8.85 $14.77 $10.58
Median State .. ....... ... ... . ... 29.7 73.97 50.64 6.00 (L 17.33
Californmia ... ... ... ... . ... ... ..., 45.4 140.31 60.42 13.65 51.29 14.95
Connecticut ....................... 18.9 44.28 38.18 2,12 1.39 2,59
Floride ... ... 33.0 63.69 55.90 273 ... 5.06
Hlinois ... ... ... .. .. ... . ... ... 26.9 47.32 29.53 11.62 5.68 0.49
Indisna . ............ PP 38.1 81.69 52.19 158.70 9.27 453
Maryland .......... .. e . 43.4 101.88 47.53 12.94 20.26 21.15
Massachusetfs ... ... ... .. ... ..., 391 34.24 16.72 2.70 40.33 24.49
Michigan ........ .. ... ... ... .. . 41.5 104.91 £3.98 18.564 9.10 13.29
Missourt ........... . 36.4 50.71 44.03 4.17 0.08 2.43
New Jersey ...... ... e 32.9 44.53 24,17 2.30 1877 4,29
NewYork ........ ... ... oL, 54.5 145.03 79.83 5.68 38.92 20.60
Ohio . ... ... . ... .. .. .. 38.0 66.67 29.79 15.20 13.68 8.00
Pennsylvania .......... ... ... .. 39.9 62.61 50.61 4.86 2.45 4.69
Virgimia . ............. ... . ....... 26.5 53.51 36.61 3.46 7.80 5.64
Wisconsin ... ... ... ... . ..., 50.9 140.97 35.21 21.10 16.19 68.47

(1) Not computed.

(2) Includes General Local Government Support, Hospitals, Health, and other miscellaneous expenditures.

Source: Bureau of the Census, Compendium of Sioate Government Finonces in 1966,



Shared Taxes, 1967-68

4 of inheritance tax to county
of residence of decedent . ...
ublic utility gross receipts
taxes on franchise (at 5%) in
lieu of personal property tax-
. ation (at 7% %) are assessed
- by the state but are payable to
loeal taxing districts except
- gmall part retained for state
. use.
‘Franchise tax 1966 ... ... ...
‘Bus receipts tax collected by
- gtate; balance (after state’s
share is dednected) is paid to
municipalities through which
franchised buses run . ... ...

$3,100,000

46,100,000

1,300,000

$50,500,000
Tax sharing is much less discriminating in
the direction of state funds to municipalities
than the other available alternatives. Accord-
ingly, any expansion of this device is likely to
have less attraction than other means of reduc-
g the tax burden on real estate.

Prorerry Tax Exemerions

Growing pressures for property tax exemp-
tions, particularly for a homestead tax exemp-
tion, are evidence of a breakdown of the system
of apportioning the local cost of governmeut on
an ad valorem property tax base. As previ-
ously noted, in New Jersey, more than any other
state except Nebraska, the property tax has
been providing the major source of state and
local tax revenues. While the percentage does
- not yet reflect the effect of over $200 million in
sales tax revenues, New Jersey’s relative rank
among the states is not likely to change
materially.

Despite this heavy reliance of local govern-
ment on the property tax base, the same base
has been constantly reduced by legislative ac-
tion over the past 20 years. In 1946 all in-
tangible personal property was exempted. In
1961, $118,356,300 in household furniture and
effects was exempted. The following year an
almost equal value of exemptions was granted
senior citizens in addition to. $215 million of
existing veterans’ exemptions. Railroad prop-

erty and tangible personal property of business

" has also been removed from the local tax base

in recent years, but were replaced in whole or
in part from state revenues. In 1966, the value
of veterans’ and senior citizens’ exemptions
alone amounnted to $33,380,604. These exemp-
tions have come about because of legislative de-
cisions to lessen the burden of the property tax
upon senior citizens, veterans, and non-profit
organizations. The shrinkage in this tax base
has been so great that there is serious question
as to whether it can stand any further con-
traction.

The homestead tax exemption proposal was
reviewed by this Commission in its Ninth Re-
port (1958). The Commiission there stated (at
pages 86-88) : '

“This proposal has been carefully examined
in light of the assignment set forth in the
legislative resolution under which the Com-
mission has conducted the present study, and
with reference to experience in other states.

““Seventeen states have no statutory provi-
sions which permit, to any extent, real prop-
erty exemptions from tax levies. These States
are as follows: Colorado, Delaware, Illinois,
Kansas, Kentucky, Missouri, Nebragka, New
York, North Carolina, Ohio, Pennsylvania,
South Carolina, Texas, Virginia, Washing-
ton, West Virginia and Wisconsin., The re-
maining 31 states have either veterans’ ex-
emptions or some form of more general real
property exemption from the levy of taxes.
Exclusive of veterans’ exemptions the states
which use general homestead tax exemptions
are:

Arkansag ($1,000)
Florida ($5,000)
Georgia ($2,000)

Minnesota,
($4,000—rural)
Mississippi ($5,000)
Towa ($2,500) New Mexico ($200)
Louisiana ($2,000) Oklahoma ($2,000)

“It is notable that with two exceptions all
of the homestead tax exemption states are
located in the South. The Commission has
nevertheless considered the possibility of
such a form of exemption to property
owners in New Jersey, Any such exemption
would, of course, tend to be more valuable for
lower assessed valuations of property.




TABLE 5

Esrimarep Erreor oF A $2,000 HoMesteasp Exsmrerion
New Jersey Covwrms—I1957

{amounts in thousands of dollars)

oo Pages on Residential Propert

YT T
~Payable under 40, 40, 10% Assessment™

No With

Actual Homestead Homestead Skift in

County Taxes Ezemption Exemption Taxes
Atlantic ......... ... ... .. .o L $6,710 $7,661 $6,355 $1,206
Bergen ......... ... ... oo, 51,797 52,177 49,061 3,116
Burlington ............ ... .. 6,572 6,016 5,185 827
Camden .................. A 17,589 16,844 13,616 3,228
CapeMay ........... . cciiiireinnann 4,899 4,663 4,037 626
Cumberland ................ e 3,468 3,436 2,673 763
Esgex ... .. 59,637 58,657 51,535 7,122
Gloueester ............. . .. .o 4,798 4,387 3,600 787
Hudson ........ ... .. ... .. ... 20,149 25,679 20,912 4,767
Hunterdon ............ ... .. ... . ..., 2,006 1,976 1,641 335
MeTeer . ..o e 14,774 13,822 10,326 3,497
Middlesex ......... ... it 18,322 19,667 17,588 - 2,079
Monmouth ....... ... .. i 18,817 18,642 16,632 2,010
MOTEIS « .t e 17,428 16,378 15,058 1,320
OCBAN . .. ..t e 7,378 7,816 6,095 1,221
Passalc ... ... i 21,172 19,664 16,821 2,843
Salem .......... . .. ..l 1,736 1,578 1,302 276
Somerset . ...... ... ... ..., 6,956 6,515 5,845 670
SUSEEE ... e 3,116 3,293 2,854 439
Union ............coiiinn. e 32,259 31,072 28,273 2,799
Warren . ... 2,560 2,395 1,998 397

State Total ...................... $322,133 $321,738

value, and all household goods exempt.

““An estimate of the effect of a $2,000 home-
stead tax exemption appears in Table [5]
For the purposes of a more realistic presenta-
tion, the table has been constructed on the as-
sumption that 100 per cent assessments
would not become effective and that some
form of fractional assessment, . . . [might be
effective] for example, [one that] would
assess real estate and machinery and equip-
ment at 40 per cent of its value and inven-
tories at 10 per cent of their value. Upon
this assumption, a homestead tax exemption
would cause a shift of taxes from residential
properties to other properties amounting to
over $40 million each year. This nef tax shift
is after taking into account that part of the

Scurce: Clommission on State Fax Policy, Winth Reporf, Table 4.5 of p. 87 (1958).
* Real estate assessed at 40% of market value, machisery and eguipment at 40% of book value, inventories 109% of book

$281,410 $40,328

cost would appear in the tax levied upon that
value of the homestead in excess of the exemp-
tion.

““As a matter of policy, this Commission is
convineed that improvements in the State and
local fax system do not lie in the direction of
granting further tax exemption without any
in lieu tax. Such adjustments ag are required
to reflect the differences in economic ability
of taxpayers can and should be made directly
rather than through the indirect process of
exemptions not based on purely tax con-
siderations. While the total of $40 million is
not large as tax sums go, this is a total for
the State as a whole and does not reflect the



TABLE 6

Besmextiar Properry Taxes (Arres Vereraws’ Exemerion) As
Prr Cexnr or Torar, Prorerry Taxes v New Jursny
MuwicipazoTies

1957
(number of municipalities}

Al Muaici-

Tnder ’
County 10% 109%-19% 209299  309¢.-39% 40%-149% 6O%-5%% 60%-699% 189 BOYL-A9% 80% palities

Atlantic ... ... ... 1 2 1 4 3 4 3 3 2 .. 23
Bergen ..... . .. .. 2 1 .. 4 6 5 17 19 14 2 70
Burlington ... ... . .. 2 4 8 2 7 10 3 3 1 40
Camden . ... ... . .. .. 1 .. 4 2 9 11 8 2 37
Cape May ..... ... - 1 1 1 2 4 5 2 . 16
Cumberland . ... .. ) 1 .. 3 5 5 - .. .. . 14
Bsgex ......... . .. .. .. 2 . 3 2 2 6 3] 2 29
Gloucester .. ... .. 1 2 1 .. 4 3 3 6 3 3 24
Hudson ........ .. - 3 6 2 1 . . .. .. ‘ 12
Hunterdon .. ... .. . 1 4 4 5 6 1 5 .. 26
Mercer ....... . ... ) .. 3 .. 3 . 4 i 2 . 13
Middlesex ........ .. .. 4, 4] 1 3 8 3 1 .. 25
Monmouth ...... . 1 1 4 3 3 7 7 14 9 3 52.
Morris ........_.. 1 . .. .. 5 8 8 9 7 1 39
Qeean .......... . .. . 1 4 2 4 7 4 11 33t
Pasgsaic ... .. .. .. . 1 .. 1 .. T 6 1 16
Salem ........... 1 4 Y 2 3 9 1 .. 15
Somerset . ... ... . .. .. 3 4 5 3 3 3 21
Sussex ........ ... 1 3 3 1 6 7 1 2 . 24
Union ......... ... . 1 .. 3 5 5 3 2 2 a1
Warren ... ... ... 1 4 7 6 4 1 .. 23
Total ..... ... 6 15 49 50 66 82 111 104 75 14 5662

Source: Commission on State Tax Policy, Ninth Report, Table 4.6 of p. 89 (1958),
1 Excludes Island Beach Bexs,

effect of the exemption on any specific mu- “The Commission concludes—
nicipality, In those taxing distriets which are
primarily residential communities, the ex-
emption would have a drastic effect, and its
cost would undoubtedly appear in the tax
- rate to be borne by the non-exempt part of

homestead property. As shown in Table [6]

“That homestead tox exemption would
not be a desirable modification of the gen-
eral property tax at thas lime.”’

The situation has not changed materially
since the above review written in 1958. What-

in more than half of all the municipalities in
the State, residential real egtate accounts for
60 per cent or more of the local property
taxes. "The full benefits of homestead tax
exemption thus would not be afforded to the
homesteaders themselves. With respect to
the special purposes of this report, such ex-
emption could not facilitate any transition
from the present to a new standard of value.

10

ever the relative merits of the arguments pro
and con about homestead tax exemptions, it is
clear that they apply differently in different
municipalities. Where the tax base is reasonably
diversified, the homestead tax exemption would

have the effect of shifting some of the property

tax burden from residential to commerdial an.d
industrial property. Where the local tax base 1s




primarily residential, a homestead fax exemp-
tion could have the effect of shifting the fax
burden from single-family dwellings to multi-
family dwellings, or merely raiging the tax rate
- on all residential property. In the older cities,
where the pressure for homestead tax exemp-
tion has seemed to be most noticeable, many
of the residents occupy two, three, and four-
family structures. As to these structures, a
homestead tax exemption could present difficult
administrative problems. From the viewpoint
of the general housing market, moreover, it is
just as important to provide property tax relief
for renters as for owners. In a major metropol-
itan area, such as this state, property tax relief
geared to homesteads alone would be least ap-
propriate.

A Toosr Prorsrry Tax Creprr Frnaxcep FrROM
GexpraL STaTE REVENUES

A new approach to property fax relief has
been developed in Wisconsin, in the form of a
property tax credit financed by the state. This
system wasg authorized by the state legislature
in 1961 and property tax credits were first paid
in 1963. For 1967-68, these credits have been
estimated at $110,621,000.

The basic prineciple of the system is that the
state will recognize a standard tax rate on full
value taxable, and it will share the local burden
above the standard rate. The state will also
appropriate a limited dollar amount which it
will use for such sharing. The Wisconsin law
provides for a formula for distribution to mu-
nicipalities of the moneys in this sharing pool so
that the higher the relative local tax rate, the
greater will be the share received by the munici-
pality. The program makes no distinction
between a high tax burden resunlting from being
a low valuation area and a high tax burden
because of high-cost governmental programs.
The Public Expenditure Survey of Wisconsin
hag described the steps in computing the credits
for each municipality sharing in the pool as
follows : '

“1. Determine the ‘“average computed full

value tax rate.”’
Procedure: for each of the last three years,
divide total tax levies (state, local, county,
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school, occupational, forest crop, and wood-
land taxes plus special assessments) by the
applicable egualized valuation and average
the resulting three quotients.

2. Calculate the ““net full valie tax rate.”’
Procedure: subtract 14 from the average
computed full value tax rate.
- 3. Compute ‘“‘municipalify’s
levy in excess of 14 mills.”
Procedure: multiply net full value tax rate
by the current year’s total equalized valua-
tion, less property eligible for special per-
sonal property tax credit.

4. Determine ‘‘state’s hypothetical levy in
excess of 14 mills.”’

hypothetical

Procedure: add hypothetical tax levies of

all municipalities sharing in credit.

5. Calculate ‘‘factor” for apportioning

eredit.

Procedure: divide total money available
for monutility ecredit (for the 1966 credit,
$53,000,000 less $4,434,000 for utilities, or
$48,566,000) by state hypothetical levy in
excess of 14 mills.

6. Compute ‘‘general property tax credit’’ to

each municipality.

Procedure: rmultiply ¢““factor’’ by muniei-
pality’s hypothetical levy in excess of 14
mills.”’ :

By December 1 each year, the state taxation
department notifies each local clerk of the
amount of general property tax credits to be
distributed the following year. This credit is
then apportioned: on each property tax bill
according to the relative amount of taxes due
from each taxpayer. (The specified personal
property is excluded from this allocation.)

Net taxes are the responsibility of the in-
dividual tfaxpayers. General property tax
credits are paid to each community before
Mareh 1.

Property tax credits available for nonstock
personal property and real estate have remained
generally statie, but tax levies on these proper-
ties have increased. This combination means
that the relative irgportance of the credit
granted has declined. Where the credit approxi-
mated 10 per cent of the levy in 1963, the first
year of the program, the credif portion of the
1967 levy is estimated at 7.5 per cent.




fhis experience contrasts with that of per-
1 property, for which credit was paid up fo
percentage listed by statute—50 per cent

. itially, and 60 per cent currently and subse-
ently, unless modified by future legislatures.

‘Apn. adaptation of this credit system could
.11 be developed for New Jersey, and could be
plied to total municipal budgets, to munieipal
penditures for particular functions such as
lice, or otherwise. Such a program would
bviously require major additional stafe reve-
mues to finance a program of ceredits sufficiently
arge to make a subsfantial reduction in prop-
rty tax rates.

Liocar Now-Proreary Taxes

A. Income Tawes.
~ Major property tax relief has been provided
n many states through the use of local non-
roperty taxes. The Tax Foundation recently
eported that more than 18 million people live
“in cities which impose an income fax, and in
“addition, uncounted additional people who com-
‘mute to those cities pay a tax on the income they
“earn within the city. The municipal income tax
ow provides substantial revenue in more than
70 munieipalities including 21 ecities with a
population of at least 100,000.2

Munieipal income taxes have been in existence
since December 13, 1939 when Philadelphia im-
posed its present earned income tax, but it is

developed generally.

Local income taxes exist in elght states and
the Distriet of Columbia. They are generally
imposed at a flat uniform rate on individuals’
and businesses’ net income, without exemptions,
and by municipal governments. There are some,
however, with graduated rates, with exemptions,
and imposed by jurisdietions other than the city,
such as the county or the school disfriet. In
1965-66 all local governments collected $472
million from their own net income taxes. See
Tables 7 and 8. _

The District of Columbia income tax has
been in existence gince 1939 and resembles a
state graduated income tax and actually was
patterned after such taxes. The New York City

% Tax Foundation, Inc. City Income Taxes (1967).

only in the last twenty years that they have

income tax which came into existence in 1966 is
slightly graduated, has different rates for
residents and non-residents, and covers a juris-

“diction of over 7,000,000 people, more than the

population of all of New Jersey.

Municipal income taxes presently exist in one
municipality in Alabama, Gadsden, two in
Missouri, St. Louis and Kansas City, nine in
Michigan, twenty municipalities and one county
in Kentucky, 139 municipalities in Ohio, 1,500
local governments in Pennsylvania, and a
special income tax supplement in Baltimore and
all counties in Maryland. '

In Alabama, Kentucky, Missouri, Ohio, and
Pennsylvania the income subject to tax is the
gross income of emplovees and the net income

- of businesses—similar to the adjusted gross in-

12

come concept used in Federal and state net
income taxes. Since the tax applies to earnings
or income received as compensation for services,
it excludes all investment income, capital gains,
and transfer payrents. The tax applies to the
incomes of all individuals and to all businesses
whether incorporated or unincorporated, except
in Pennsylvania where corporations are ex-
cluded. In Alabama and Kentucky only the in-
come earned within the geographical limifs of
the imposing local government is taxable,
whereas in Missouri, Ohio, and Penngylvaunia,
all incorme earned within the jurisdiction as well
as income earned anywhere by the residents of
{he jurisdietion is subject to tax. Both Ohio and
Pennsylvania provide for the interjurisdictional
allocation of income to an individual’s district
of residence when he is employed in a district
also imposing an income tax, except for the City
of Philadelphia, which has first claim on its
residents’ and non-residents’ income. In St.
Louis and Kansas City, Missouri, which have
claims on income of residents and non-residents,
there are no nearby localities imposing a
similar fax. Tax rates, uniform in each city,
vary from ¥4% to 2%.

In Michigan, nine cities impose tazes under
the Uniform City Income Tax ordinance.
Detroit and Hamtramek adopted their faxes in
1962 but have since conformed them to the
uniform code adopted by the State in 1964.
Under Michigan practice all inecome of eity

i



TABLE 7

Muwicrpan Income Taxss
Coruscrions anp Tax Rares
Selected Loealities, Recent Years

Colleclions
Fisoal Year Coliections Pear Cuopita

Staté and Locality Ending so00 Tax Ruate Population Per 1% of Rale

Alabama :

Gadsden ............. 9/30/66 2,297 2.0% 65,300 $17.59
Distriet of Columbia:

‘Washington ....... ... 6,/30/66 51,443 graduated 806,500 63.79*
Kentucky : :

Covington ........... 12/31/66 1,103 1% % 60,376 12.18

Lexington ............ 12/31/66 4,226 1%%% 79,000 28.17

Louisville ........ ... 6/30/66 - 13,912 1¥6% 396,000 2342

Jefferson County ... .. 6/30/66 ..., %% ... ceee
Maryland ; '

Baltimore .. ... .. AN 6/30/67 28,000 1.0% 526,600 30.22
Michigan :

Detroit .............. 6/30/66 45,176 1.0% 1,598,100 28.97

Flint ............. ... 6/30/66 9,000 1.0% 206,200 43.65

Hamtramek .......... 6/30,/66 1,244 1.0% 32,200 38.63

Saginaw ............. 6/30/66 2,202 1.0% 101,500 99.58
Missouri:

Kansas City . ...... ... 4/30/66 10,157 1o% 546,800 3715

St.Lounis ............. 3/31/66 27,265 1.0% 711,800 38.30
New York: .

New York City ... ... 6/30/67 167,600 graduated 8,025,700 20.81*
Ohio:

Akron ............... 12/31/65 9,936 1.0% 295,000 33.68

Canton ........... ... 12/31/65 4,015 1.0% 111,600 35.98

Cincinmati .......... . 12/31/65 17,313 1.0% 499,500 34.66

Colambus ......... ... 12/81/65 15,720 1.0% 548,000 28.69

Dayton .............. 12/31/65 11,689 1.0% 267,000 43.78

Toledo ............... 12/81/65 10,735 1.0% 380,800 28.19

Youngstown .......... 12/31/65 4,690 1.0% 165,000 27.82
Pennsylvania:

Allentown ........ ... 12/31/64 1,115 Yo % 108,900 20.48

Erie ......cooooen... 12/31/64 1,189 A A 142,400 16.00

Philadelphia ....... .. 12/31/65 90,867 15:% 2,053,600 27.23

Pittsburgh ... .. ... 12/31/65 10,273 1% 567,700 1810

Seranton ............. 12/31/64 668 1% 105,000 12.72

hd ’i‘ota;‘i tax collections per capita, not per 1% of rate.

Bource:; Bureau of the Clensus, City Government Finances; Sales Management Swrvey of Buying Power; state financial reports.
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TABLE 8
Muxrorear, Incomr Taxes
Corrmerrons CoMPARED TO
Erreorive Buyizve Ixcome axp ReTan Sanms
Selected Localities, Fiscal Year 1966
Hffective Collections
Buying + Effective Colleciions
Colleclions Income Retail Sales Buying i Retail

State and Locality Tax Rate o000 3000 $000 Income Sales

lahama

Gadsden ............. 2.0% 2,297 129,879 105,461 1.77% 2.18%
District of Columbia: '

Washington .......... graduated 51,443 2,724,483 1,748,870 1.89% 2.94%
Kentucky:

Covington ............ 1.5% 1,103 106,944 94,854 1.03% 1.16%

Lexington ............ 1.5% 4,226 181,613 187,132 2.33% 2.26%

Louigville ............ 1.5% 13,912 975,730 729,296 1.43% 1.91%

Jefferson County . ... .. 1.5% ... 1,811,714 1,0449%92 ... ...
Maryland:

Baltimore ............ 1.0% 28,000 2,150,279 1,538,945 1.30% 1.82%
Michigan:

Petroit . ............. 1.0% 45,176 4,906,934 2,809,919 0.92% 1.61.%

Flnt ... ... ... ... .. 1.0% 9,000 607,421 473,375 1.48% 1.90%

Hamtramek .......... 1.0% 1,244 85,096 72,068 1.46% 1.73%

Saginaw ............. 1.0% 2,292 266,462 203,476 0.86% 1.13%
'‘Missouri:

Kansas City ........ .. 05% 10,157 1,613,644 1,312,890 0.63% 0.77%
8Bt Louls ... ... 1.0% 27,265 1,731,174 1,120,547 1.57% 2.48%
New York: .

‘ New York City ... ... .. graduated 167,000 23,740,855 12,182,312 0.70% 1.37%

*Ohio
Akron ... ... .. .. .. 1.0% 9,936 760,614 453,253 1.31% 2.19%
Canton . .............. 1.0% 4,015 253,683 184,096 1.58% 2.18%
Cinecinnati .. .......... 1.0% 17,313 1,322,936 823,477 1.31% 2.10%
Columbus ............ 1.0% 15,720 1,290,537 913,400 1.22% 1.72%
Dayton .............. 1.0% 11,689 646,849 528,073 1.81% 2.21%
Toledo ............... 1.0% 10,735 964,859 567,998 111% 1.8%%
Youngstown ........ .. 1.0% 4 530 350,929 257,920 1.31% 1.78%

*Penngylvania: :
Allentown ... ... .. ... 0.5% 1,115 274,281 238,366 0.41% 0.47%
Brie ... ... ... 0.5% 1,139 306,144 207,694 0.37% 0.55%
Philadelphia .......... 156% 90,867 4,946,577 2,754,416 1.84% 3.30%
Pittsburgh ......... .. 1.0% 10,273 1,442,131 1,074,917 0.71% 0.96%
Seranton ............. 0.5% 668 207,972 166,643 0.32% 0.40%

* Fiscal Year 1065.
Source: Bureau of the (lensus, City Government Finances; Sales Management Survey of Buying Power; state finaneial reports.
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TABLE 9

SrarvTory Provisions Goveswive Imrosirion or GeweEranl Sares Taxes sy Locar. (GOVERNMENTS

January 1, 1967

Do

Btate and Type of Biatutory Number Rate Voter
Local Government authority using Scope Hmits approval Administration

Alabama:

Municipalities ... . .. Business and 121  Sales &use None No Local option?!

occupational
license

Counties ........... Specific? 19 Do 1% Yes? State?
Alaska:

Municipalities ...... Specific 36 Sales 3%3 Yes Local

Boroughs ....... ... Do 5 Do 3%3 Do Do
Arizona:

Munieipalities ...... DBusiness and 11 Do None No Do

occupational
license

California:

Municipalities ...... Specifie 380  Sales &use 1%* . Do State

Counties ........... Do 585 Do 1%*% Do Do
Colorado: :

Municipalities® ... . Home rule 14 Do None Do Lioeal”
Tlinois:

Municipalities ... ... Specific 1,200 Sales 0.5% Do State

Counties ........ ... Do 86 Do 0.5% Do Do
Louisiana:

Muniecipalities . ... .. Do -39  Sales &use 1%8 Yes Local

Parishes ........... Do 7 Do 1%*® Do Do

Schoo] districts ... .. Do 21 Do 1%1° Do Do
Mississippis

Municipalities ...... Do 184 Sales 050ri% Yes'! State
New Mexico: ' ‘

. Municipalities ...... Do 35 Do 1% No12 State?3

New York:

Municipalities ...... Do 7  Sales &use 3% No State

Counties ........... Do 6 Do 3% Do Do
Oklahoma:

Municipalities ...... Do 17 Sales 14 Yes Liocal”
Oregon: '

Municipalities® .. .. Do Do None No Local
Tennessee:

Munieipalities ...... Do 6  BSales &use 1%17 Yes Statels -

Counties ........... Do 20 Do 1 %17

" Pt




TABLE 9-Continued
farrony ProvisioNs GoveErxing ImposiTion or Gexeran Sapes Taxes sy Locan GoverwmeNts
' Januwary 1, 1967

Btate ond Type of Statutory Number Rate Voter Adwministration
Local Government anthority wetng Beope limits approval

‘Municipalities ...... Do 142 Sales 0.5% No State
Counties ........... Do 26 Do 0.5% Do Do

Municipalities ... ... Do 33 Do 1% Do Do
.Counties ........... Do 90 Do 1% Do Do

Municipalities .. .. .. Do 20 Do - 05% Yes Do
‘Counties ....... e Do 13 Do 0.5% Do Do

-

Source: A.C.LR., Tax Overlapping in the United States, Table 46 (January 1, 1967 Bupplement).
1In 1965 the State Department of Revenue was authorized, on reguest by a municipality, to collect local sales and use
taxes. The municipal fax must parallel the State tax except for the rate. The Department of Revenue presently administers 63
of th? 121 municipal sales taxes. The statutes applicable to individual counties usually (in 15 counties) require State adwmin-
fatratlon,

*. 2 Specific statutory authority iz given to individual counties. Voter approval iz required in most cases.

3 Firgt class cities, incorporated villages, and first and second class boroughs; otherwise 2 percent.

4 A city tax may be at any rate up to 1% (usually between 60.85% and 1%) and must be credited against the countywide 1% tax.
5 Tneiudes the eity-county of San Francizeo.

8 Home rule cities only.

7 Cities may coniract with the State for collection.

& Baton Rouge 1% percent.

9 8t. Bernards 34 percent and Jefferson 1% percent,
10 8t. Bernards and Jefferson 3 percent.
11 Reguired for the 1% rate, but not for the 0.5% rate unless twenty percent of voters so petition.
12 Not required unless a specified percentage of voters petition.
13 State may refuse to collect a cify tax if the latter differs in coverage from the State tax. In three municipalities the tax
{s locally collected.

i Incorporated cities and towns are authorized to levy and collect faxes (except property taxes) fo the same extent as the

Statt:e legiglature. The State sales tax rate is currently 2 percent. The rate in the 17 municipalities levying 2 sales tax is 1 per-

cent.
; 15 Cliies with population of 9,000-10,500 only, but none is presently using this authority,
16 Optional. )
i The rate is lmited to 1/3 of the State sales tax rate and the maximum tax on 2 single transaction is limited to 5.

~ residents, earned in the city, earned anywhere, the 23 counties impose the minimum 20% sur-
and unearned (investment) income is taxable, charge. Ior the year July 1, 1966-June 30, 1967,
the income earned within the city by non- the eity of Baltimore had an Barnings Tax
residents is tazable, and the income of corpora- similar in form to that imposed in Michigan.
tions allocated to the city is taxable. There is a ‘While there were no personal exemptions, the
personal dedunction of $600 per taxpayer per rate on all income of residents and the allocated

mdividuals. The tax rate is 1% on residents income earned within Baltimore by non-resi-
and on corporations and 4% on non-resident dents was 15 %. '

individnals, . . : .
Among its conclusions, the Tax Foundation

tI;l Maryland, beginning in 1967, there is a study states (at page 39):
state graduated income tax, and each county and ¢ i
. o . ! / ““In general, per capita property taxes are
Baltimore eity impose a supplement ag a per- lower in the ;n};jor cIi)tiespwhgch 3'12:1&)_:)0&3(«3 in-

centage of the state tax, varying from 20% to come taxes than in those which do not. More-
50%. Baltimore city and four counties impose over, in all but one case per capita property

the maximum 50% surcharge, where as 13 of taxes and per capita total taxes have risen in

16

dependent allowed to resident and non-resident income of corporations was 1%, and the rate on
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TABLE 10
Locayn Sarms Tax Rares, Jaxvary 1, 19671
State and Type of ttgct‘ftfte 200t Government Tas Rate? N‘\\
Lagal Government {percent} i% Percent I Percent & Percent 2 Percent .
Alabama ........... .. ... ... ... 4 e
121 municipalities® ............. . 7 108 6
19 countfies ................... e 3 16
Alaska ...... ... ... .. ... ...
36 municipalifies® ... ....... ... . e 9 929 11
5 boroughs .................. . 2 2 1
Arizona ......... ... ... R 3
11 municipalities ........... ... . 1 10
California ... ... ... . 3 e o
380 municipalities ......... ... .. Cen e 3808
S8 connties® ... ... ... . ... ... o - 58
Colorado .............. ... ... ... 3 . o
14 municipalities ......... ..... . 13 1
Hlinois ... . ... ... ... . ... 314 e
1,200 municipalities (approx.) .. ... e 1,200
86 counties ................... e 86
Lodisiana ........ ... . . .. ... . .... 2 e C
39 municipalities? ........ ... .. Ce. cee 38 .
7 parishes? . ... ... P e 1 5
21 school distriets™ ... ...... ... . 2 18
Missgissippl ...........cov L 3% e e
184 municipalities ......... ... .. e 31 153
New Mexico ....................... -3
35 municipalifies .............. IR e _ 35
NewYork .......... ... 2
7 municipalities .............. - - 3 2 2
6 counfies ................. .. 5 1
Oklahoma ........ .. ... ... . ... ..... 2
17 munieipalities .............. e e 7
Tennessee ........ R 3 e e
6 municipalities .............. e e 68
20 counties ....... ... . ..... e A 208
Utah .. ... ... ...l 3
142 municipalities .............. e 142
26 counties ................... e 26

17




TABLE 10-—Continued
Locarn Sanes Tax Rares, Jawvary 1, 1967 1

Local Government Tex Rale ?

Rtate and Type of taitﬁﬁf .
Tooal Government (percent) 1 Percent 1 Percent 2 Percent 3 Percent

rginia ..o 99 o o

43 municipalities ........ ... ... o o 33

. 90 counties ... Co 90
WYoming . .....ocoooieiiei PV L
" 90 municipalities ........... ... S 20
13 counties .. ... ... ... .. o 13

Source: A.CLR., Tax Overlapping in the United States, Table 45 {(January 1, 1967 Supplement),
17This tabulation includes only those local sales taxes about which authoritalive information is available: The following
Ceities with 1960 population of 50,000 or more impose a sales tax: Albuguerque, Baton Rouge, Denver, Huntsville, Jackson,
f.ake Charles, Mobile, Montgomery, New Orleans, New York, Niagara Falls, Ogden, Okizhoma City, Phoenix, Pueblo, Balt Lake
" City, Syracuse, Tucson, and all cities of 50,000 or over in California, Iilinois, and Virginia. 'The District of Colwmbia, not in-
. eluded in this tabulagion, levies a 3 percent sales tax. .
2 The rates shown are applicable fo szales of tangible personal property at retail,
3 Thirty-one of these cities are in 13 countles that also have local sales taxes, In some cases the legislation authorizing county
gsgles taxes takes accouni of any city sales taxes in the county. Sixty-one cities specify that the rate ouiside the city but within
: its police jurisdiction is 3} of the rate applicable within the city. The rate within the police jurlsdiction of the cily of Hamiiton
ig 3 of the 1% city rate. :
’ 4 Ineludes one city with a 214% rate, Seven of these cities are located in the five boroughs that also impose a sdles tax. Sales
“ in these cities are subject to both faxes. The city and borough rates are: Douglas and Juneau, 2% city plus 1% Greater Juneau
Borough; Fairbanks, 3% city and North Pole, 2 cify plus 2% North Star Borough; Sitke, 2% city plus 2% Greater Sitka
Borough; Keftchikan, 214% city plus 1% Gateway Borough; Soldotna, 3% city (levied on utility services only) plus 2% Kenal
- Peninsula. Borough. .

5 A county and its cities must agree on the amount of tax that is to be received by each of the cities from the State admin-

jgtered local tax collections., Usually the agreed city rate iz between 0.85 and 1%, and the city tax must be credited agalnst
- the countywide 1% iax.
8 Includes the city-county of San Francisco.
7 Includes 1 clty with a 1%4% rate, 1 parish with a 1349% rate, and 1 school district with a %% rate, Because of overlapping,
- 8 2% local rate iz in effect In numerous municipalities and several parishes: munijcipal rate plus parish or school district rate
. in municipalities, and parish vate plus school district rate in several pavishes,
3 The maximum tax on 2 single transaction is $5.
9 The Virginia State sales tax is scheduled to be increaszed to 3%, effective July 1, 1968.

the last decade by markedly smaller per- of Columbia levy sales taxes. See Table 10. In
centages in the income tax cities. This fact some states, the local sales fax is levied as a
suggests that, at least in the cities for which rate supplement on the state sales tax.
detailed financial data are available, the in-
come tax has not been so much a supplemental
revenue source as a substitute for existing
taxes, taking some of the pressure off the
property tax in particular.’”’

- EsmiMares or Propurty TAx ReLier PoTENTIAL

1t is apparent that a combination of optional
-local taxing powers, including both local income

B. Local Sales Tagwes. and local supplements to the state sales tax,

Local sales taxes are more widely used than conld be used to provide major property tax
local income taxes. Sixteen states authorize relief. In many ways this would be the most
local sales taxes to be levied, as shown in  direct and most selective way to achieve a sub- -
Table 9. stantial reduction in the property tax. Yields of

This taxing authorily is widely used. AN a local earnings tax have been estimated for the
cities of over 50,000 population levy sales taxes six New Jersey cities of over 100,000 population
in California, Tllinois and Virginia., In addition, and for the first- and second-class counties. A
Albuquerque, Baton Rouge, Denver, Hunts- locally-administered income fax is probably not
ville, Jackson, Liake Charles, Mobile, Mont- feasible (or is too expensive to administer) in

gomery, New Orleans, New York, Niagara Falls, cities of less than 100,000 population. Estimates
Ogden, Oklahoma City, Phoenix, Pueblo, Salt for a local earnings tax were prepared on the
Liake City, Syracuse, Tuscon, and the District following tax base at a rate of one per cent:
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Adjusted gross income from employment re-
ceived by individuals and earned by unincor-
porated businesses within the taxing jurisdie-
tion. Income is taxed at the source, the resi-
dence of the recipient is immaterial. Adjusted
gross income is taxed, there is no exemption
for dependents or deductions for particular
expenses. For individuals the tax applies to
income from employment, bonuses, tips, com-
missions, fees, ete. For businesses, the costs
of obtaining the income is deducted from
gross receipts to arrive at adjusted gross in-
come. There is no interjurisdictional alloca-
tion of income, except where the same in-
dividual or the same business earns its income
in two or more taxing jurisdictions. Corpora-
tion income, as suech, is not taxed, but the in-
come received by the corporation’s employees,
is.

Tistimates of the yield of such a tax for the
(alendar Year 1966 were made for the gix cities

and the ten counties, by taking a composite of
estimates derived three different ways. The
per capita estimate was made on the basis of
receipts in ether cities in the U. 8., allowing for
their type of tax base and allowing for the dis-
tribution of personal income. For cities, $20 per
capita was used, for counties, $17 per capita was
used. The relationship to Effective Buying In-
come was derived the same way. For cities, 34
of 1% of K. B. L. was used, for counties, %% of
1%. The relationship to Retail Sazles was
handled the same way: one per cent of 1966
retail sales was used in all cages.

As shown in Tables 11 and 12, a 1% sales tax
supplement would provide a property tax reduc-
tion which ranges from 3% to 9% in the cities
and an average of 29% in the counties. The in-
come fax provides much greater offset to the
property tax.

TABLE 11

HEsrmvarep Yrerps or Loocarn NowprorerTy Taxmg
Reratep 1o ProrErry Tax CorimoTions

Selected New Jersey Municipalities, 1966
(Thousands of Dollars)

Property

1% Sales Tawx Supplement

Boih local

1% Borned Income Tax taves as %

Municipality T : As % of As % of of property
Collections ¥ield Property Tax Field Propériy Tor o
Atlantie City ............. $12,670 o o
Bayonme ................. 12,893 $500 3.88
Bloomfield . ............... 11,046 350 3.17 o L o
Camden ... ... ........... 13,996 1,200 8.57 $1,950 13.93 22.50
T Clifton ... 13,258 700 5.28 L oL S
East Orapge .............. 16,674 700 4,20
Edison. Twp. ... oo 10,541 750 712 o o o
Elizabeth ................ 18,793 1,400 745 2,350 12.50 19.95
Hamilton Twp. ........... 9,309 700 7.52 o o -
Irvington ................ 10,627 650 6.12 o o -
Jersey City ............... 46,993 1,600 3.40 4,500 9.58 12.98
Newark ................ .. 86,5650 5,000 5.98 7,500 8.67 14.45
Passaie .................. 10,285 1,000 9.72 o L .
Paterson ................. 22,194 1,400 6.31 2,500 11.26 17.57
Trenton .................. 18,554 1,400 71.55 2,000 10.78 18.33
Union Ciby . ... oo o 8,900 750 8.43 o o o
UnionTwp. ............... 10,039 650 6.47
Woodbridge Twp, ......... 13,592 450 3.31

Annuul Report, 1966.
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Source: Proﬁerty Tax Collections; New Jersey, Department of Community Affairs, Division of Local Finance, Twenty-Ninth



TABLE 12

Esrmaarep YIELns or Locar NowrprorErry Taxss
Revarep. vo Properry Tax CoLLECTIONS

New Jersey Counties, 1966

(Thousands of Dollars)
1% Sales Tax Supplement 1% Barned Income Tax Both locel
i Property tares as %
Class County Tas As % of . As % of of property
. Collections Yield - Property Tax Yield Property Tox taxr
5th Atlantic ........... $6,903 $2,200 31.87 e e R
1st  Bergem ........... 93,321 9,400 40.31 $15,000 64.32 104.63
2nd Burlington ........ 5,187 2,100 40.49 4,000 7712 117.61
ond  Camden ........... 15,232 5,400 35.45 7,300  47.93 83.38
6th  Cape May ......... 3,093 750 924.95 o o o
3rd  Cumberland ....... 3,752 1,200 31.98 L o o
1st Essex ............. 49,021 10,500 21,42 16,600 33.86 55.28
Jrd Gloucester ........ 3,252 1,000 30.75 c e e
1st Hudson ........... 27,425 5,000 18.23 9,000 32.82 51.05
3xd Hunterdon ........ 1,908 560 28.82 - e B
2nd Mereer ........... 10,464 3,600 34.40 4,900 46.83 81.23
9nd  Middlesex ......... 17,823 5000 2805 8000  44.89 79.94
5th Monmouth ........ 12,043 4,000 33.21 Ce e e
2nd Movris ............ 8,991 3,000 33.37 5,300 58.95 92.32
5th Ocean ............. 7,001 1,600 22.85 . L. .
2nd Passaie ........ ... 14,116 5,300 37.55 7,200 31.0% 88.56
3rd Salem ............ 2,321 550 23.70 R e ce
3rd Somerset ......... 4851 1,700 35.04
4th Sussex ... ... 3,155 550 17.43 co e e
2nd Union ............ 15,612 6,000 38.43 9,600 61.49 99.92
3rd Warren ........... 2,528 600 23.73 e AU R
Torar. 21 Counties ......... 237,999 70,000 29.41

Souree: Property Tax Collections: New Jersey Department of Communify Affairs, Divislon of Loeal Fina.nce Twent:t; « Ninth

Annual Report, 1966.

Such optional local taxing power is an un-
likely alternative in New Jersey, however, be-
cause of the substantial intermunicipal competi-

" tion, and perhaps confusion, of a multitude of
separate local taxes. This is more a matter of
policy than of technical objection. It has not
proved impossible in Pennsylvania experience,
nox has it deterred the munieipali’cies listed in
Tables 8 and 10. Tn a review of the ‘‘imbalance
between the revenume needs and revenue re-
sources of local governments,”” the Advisory
Commission on Intergovernmental Relations
recognized this problem and set forth its find-
ingg:®

8 Liocal Nonproperty Taxes and the Coordinating Role of the
State (Septembier 1961), pp, 51-53.
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““The revenue requirements of local gov-
ernments will continue to mount as the quan-
tity and guality of their programs is brought
into better conformity with the further
growth and urbanization of the population
and with rising living standards. Significant
adjustments in State-loeal fiscal relations will
be required to prevent the aggravation of -
dxsparltles between local needs and local re-
sources.

“Pressures to increase locally raised. reve-
nues will inevitably persist, however, because
intergovernmental fiscal institutions are slow
to change, tax diversification has much
appeal, the inelination to exereise home rule
ig strong, and the need for additional financ-
ing resources at the local level is immediate
and pressing. ... .




“‘Realism counsels that we proceed on the
assumption that in the future, as in the im-
mediate past, local governments will continue
to have recourse to nonproperty taxes; prin-
cipally general and selective consumer taxes
and income taxes althoungh most local juris-
dictions are too small and their economies too
sensitive fo intercommunity tax differentials
to permit effective use of them. We turn
* therefore to the ways and means by which
States ean help their political subdivisions to
make reasonably effective use of them.

“MThe case for most local nonproperty taxes
is strongest and the need for addifional reve-
nues most pressing in the large urban juris-
dictions. The relatively large scale of their
operations enhances (but does not insure) the
feasibility of providing a fair quality of tax
administration at reasonable enforcement
cosis. Moreover, the large city is likely to
oceupy a key role in the economy of the area
of which it is a part. In most sitnations, how-
ever, the economic area extends beyond the
territorial jurisdiction of the large city. It
can therefore make effective use of local con-
sumer and income taxes only in cooperation
with its neighbors, only if the adjoining
jurisdietions pursue complementary tax
policies. In many situations, local jurisdic-

- tions presently lack authority to do so. States
should make it available to them. They should
provide them with uniform taxing powers and
authority for cooperative tax enforcement,
buttressed by Sfate leadership in promoting
the pursuit of coordinated tax policies and
practices by the large city and the neighbor-
mg jurisdictions entwined with it econom-
ically.

“ Jurisdictions comprising the economic
area and pursuing coordinated tax policies
would benefit also from authority to pool their
tax enforcement resources. Where appro-
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priate, the largest jurisdiction might under-
take to perform the tax administration
function for the surrounding jurisdictions, on
a reinbursement basis. They should be pro-
vided with authority to do so. ‘

‘“Where local sales, excise, or income taxes
are relatively widespread within a State and
duplicate a similar tax used by the State, the
tax supplement is a potentially fruitful instru-
ment of tax coordination. It affords local
jurisdictions access to the superior enforce-
ment resources of the State, permits some

“variation in Jocal tax rates, and enables the
State to prescribe uniform tax definitions for
loeal jurisdictions, with commensurate bene-
fit to taxpayers....”’

The Commission recommends—

'The difficulty with local non-property taxes as
a solution to the problems of the cities of New
Jersey, even in part, is that the marketing area
usually extends well beyond the boundaries of
any of our cities, For a city to altempt to make
use of either of the major loeal non-property
taxes, therefore, might only compound Hs comi-
petitive disadvantages with the surrounding
areas, The Commission, accordingly, does not
recommend that the state look to lecal non-prop-
erty taxes as a meaningful approach to city fiseal
problems in New Jersey.

CONCLUSION

Immediate measures should be taken to begin
an orderly and systematic reduction of the local
tax burden on real estate. The above recom-
mendations would eliminate one of the major
deterrents to the new investment required tfo

“rehabilitate urban areas, and to provide tax re-

lief for older suburbs and struggling rural com-
munities as well.



Part II
SALES TAX EXEMPTIONS

Tar NATURE OF T PROBLEM

New Jersey is one of 44 states and the District
of Columbia which imposes a consumers sales
tax, and one of 14 such states which does not
also impose a personal income tax. See Table 13.
The New Jersey sales tax was enacted 1n 1966.
Fiscal year 1967 (ending June 30) was the firgt
year of yield; but it ineluded only eleven months
of actual collections. The 1967 Appropriation
Act anticipates a yield of $222.5 million for the
fiscal year ending June 30, 1968, and the Gover-
nor’s budget message of February 13, 1968
anticipates a sales tax yield of $2562 million for
fiscal 1969. These yields, at a rate of 3%, are
realized despite an extraordinarily large num-
ber of exemptions.

As shown in dppendiz Table 4 (product and

gervice exemptions) and dppendiz Table B (or-

ganization exemptions), in most cases New Jer-
sey already has every exemption that more than
one or two of the other states have adopted. In
addition, exemptions beget exemptions, and an
alarming crop of additional exemptions were
proposed and some adopted in the 1967 Legis-
lature. In order to place a temporary quietus
on the subject, the Legislature adopted an omni-
bus exemption bill (A-~705), enacting Chapter
25, Laws of 1967. At the same time it adopted
Joint Resolution No. & of 1967, requesting the
Commission to study all proposed sales exemp-
tions in various legislative bills pending in the
1967 sesson and not 1cluded in A-705. See Ap-
pendiz Table C.

The Commission was particularly directed to
study proposed exeraptions for:

honsehold supplies,

veterinary drugs,

non-prescription drugs,

pet food,

building mafterials sold by wholesalers to
contractors and repairmen, and -

23

exemptions for civie groups, veterans
groups, fraternal organizations, social
clubs, and Women’s Clubs;

and to study the total scope of the exemptions
presently provided in the Sales Tax Act. The
Commission was directed to report on or before
July 1, 1968.

In order to respond to this legislative man-
date in a systematic way, the Commission has
examined sales tax exemptions from the view-
point of their fundamental justification. As a
basic principle, a fair distribution of the tax
burden requires that any tax be applied com-
prehensively to the tax base, and that exemp-
tions be granted only for compelling reasons of
public policy, consistently applied. There are
various legal niceties as to incidence and impact
of the tax which make it difficult to apply the
test of consistency, but these difficulties aside,
there are seven different reasons for exemptions
in a retail sales fax.

1. The theoretical nature of the taw.

The retail sales tax or consumer sales tax, as
it is variously called, is intended to apply to the
ultimate transfer of {title to goods—this
accounts for the exemption for services; and to
avoid imposing the same tax at successive
stages of production or consumption—this
accounts for the “‘industrial processing’’ ex-
emption. The theoretical argument can be com-

‘plex, but for present purposes it is sufficient to

recognize that these two items involve as much
a definition of the tax base as they do an exerp-
tion from an established basge.

2. Constitufional limitalion.

A second type of exemption is required by the
nature of the federal system, that is, that the
state may not tax the federal government or viece
versa. The whole subject of intergovernmental
immunities from taxation has had a long history



TABLE 13

Srate GENERAL SALes aNDp Pemsowal Incoms Taxws
BY Srarz Axp Date or Aporrion, Jawvary 1, 1968

Sales and Income Tax

Date of adoption

Total 31

Weither tax Sales tax only Income tax only Sales Income
| _ Alabama . ............ 1936 1933
New Hampshire* Connecticut 1947 Alaska 1949 Arizona .............. 1933 1933
Arkansas ............ 1985 1929
Florida ........ 1949 Delaware ..1917 QCaliformia ......... .. 1938 19856
: Colorado ............ 1936 1937
Total 1 Ilinois ........ 1933 Montana ..1933 Georgia ............. 1951 1929
Hawail .............. 1985 1901
Maine ......... 1951 Oregon ....1930 Idabo ............... 19656 1931
. Indiana .............. 1933 1963
Nevada ........ 1955 Vermont ..1931 Jowa ................ 1933 1934
e Kansas ... ........... 1937 1933
New Jersey? ... 1966 Total b Kentucky ........... . 1960 - 1936
Liouisiana .......... .. 1938 1934
Ohio .......... 1934 Maryland ... ... .. .. 1947 1937
Massachusetts .. .. .. 1966 1916
Pennsylvania ..1953 Michigan ............ 1933 1967
Minnesota . .......... 1967 1933
Rhode Island ..1947 Mississippi ....... ... 1932 1912
Misgourl ............. 1934 1917
South Dakota ..1933 Nebraska ............ 1967 1967
‘ New Mexico .......... 1933 1933
Tennessee? . ... 1947 New York ............ 1965 1919
' North Carolina . .... .. 1933 1922
Texas ......... 1961 North Dakota ... ... .. 1936 1919
Oklahoma . ........... 1933 1915
‘Washington .1933 - South Carolina . ... ... 1951 1922
Utah ............. ... 1933 1931
Wyoming ...... 1935 Virginia ............. 1966 1956
West Virginia ... ... .. 1933 1961
Wiseonsin ........... 1961 1911
Total 14 Distriet of Columbia ..

1939

Sources: ACIR, *“State and Local Taxes, 1968,

CCIZ tax services,

i Imposes an individual income tax but only on interest and dividends, 1923
2. Also imposes an individual income tax but only on commuters, 1961
3. Also imposes an individual income tax but only on interest and dividends, 1931
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of development in the United States Supreme
Court, and may not yet be fully defined. At least
it does account for the exemption of sales
directly or indirectly to the federal government.

3. ddministrative convenience,

Under this heading are occasional sales by
private parties, and sales in which it is imprac-
ticable to separate the valne of the tangible
property transferred from the value of services
with respect to that property. This appreach
works both ways; administrative convenience
may dictafe the inclusion of some transactions
which are theoretically not intended fo be
reached, as well as the exemption of others.
Administrative considerations are the most per-
suasive reasons for avoiding any exemptions.
The cost of policing the tax system multiplies
with each exemption. Exemptions which are
based upon the nature of the purchaser (e.g.
local governments) are generally easier to
police than those depending upon the use of the
goods gold (e.g. dog food v. human food) or
those which select specific items from stocks of
taxable and nontaxable goods (e.g. sales in a
super market). From this point of view, the
great variety of exemptions already in the New
Jersey Act can become an administrative night-
mare. Certainly the social and economic cost of
proper pohcmg roay well ontweigh the relatively
small tax savings by the beneficiaries of many
of these exemptions.

4. State and local government and eleemosy-
nary institutions and organizations.

Sales to state and local governments in New
Jersey are exempt on the theory that such a tax
would merely take money out of one govern-
mental pocket and put it into another. This
reasoning does not suppoi't the parallel exemp-
flon of purchases by religious, educational and
philanthropic organizations. They rest upon a
public benefit theory which is used to justify
the property tax exemption traditionally
granted such organizations.. The difficulty is
that the existence of these exemptions encour-
ages all manner of fraternal, benevolent, social,
and othér non-profit organizations to justify

- claims for exemption. The purchases by these
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organizations are mot large, but the cost of
administration of any such exemptions could be
great, and the potential for misuse of the exemp-
tion certificate is unfortunately serious.

Eixemptions to non-profit organizations must
be recognized as a transfer of a minimal tax
burden of these organizations to society at
large. The savings to the organizations are
trivial compared to their leakage in revenue and
potentially high cost of administration and
policing. To extend the concept of exemption
that has been worked out under the property
tax to additional organizations would be to in-
vite more and more claims for exemptions by
those who identify their own interest with the
public interest.

- 5. Awoidance of a ““tax on a tax.”’

- Sales of gasoline, alecoholic beverages and
cigarettes are exempt in a number of states in
recognition of the special excise taxes carried
by these commodities. In New Jersey, all gas-
oline and cigarette sales are exempt from the
sales tax, and alcoholic beverage sales for on-
premises consumption are exempt (with a tax
loss of $9.0 million annually), while sales of
package goods for off premises consamption are
taxable.

The notion that the retail sales tax should not
be applied to sales of gasoline and cigarettes
becanse so much of the sales price represents an
excise tax could be applied to a lesser degree to
numerous other produets. In fact, there is no
product which does not have in its price struc-
ture the taxes paid, direetly or indirectly, all the
way up the economic ladder.

From a tax standpoint, a much more useful
approach is to look upon the sales tax as a means
of apportioning the cost of government in pro-
portion to the spending by individuals. 'When
they spend on gasoline or cigarettes or aleoholie
beverages, they are spending just as much as
they would on other goods of the same value. A
fair apportionment of the tax burden would in-
clude all such expendifures W1th1n the measure

of the sales fax.



6. Avoidance of regression.

Consumer sales taxes are usually attacked as
ing regressive, and it is therefore common to
provide for certain exemptions of the necessities
which make up a larger percentage of the family
pudget of lower income families than they do of
upper income families. To this end, the New
Jersey Act includes three basic exemptions,

among others:

Item Tax Revenue Loss
food for off-premises
consumption —470 million
clothing —437.5 million
fuel oil for heating —$11.8 million

These exemptions are extended by additional
. exemptions for prescription drugs and pros-
-{hetie appliances and services on preseription,
 certain building repairs, items required for
household operations, sales of materials and
supplies used by the home dressmaker, and sales
of the United States flag and the New Jersey
flag. As an example of the attrition of the tax
base which can result from such exemptions,
the revenue loss estimated for sales of materials

for homemade wearing apparel was $1.3 million
 annually. Additional exemptions of like type
have been referred to the Commission for
study, including the following:

1. household supplies
2. veterinary drugs
3. non-prescription drugs

The notion that such exemptions help to re-
duce the regressive tendency of a sales tax is not
supported by experience. This is shown by the
startling inequities and mal-distribution of the
tax burden which present exemptions produce.
Just to cite a few examples:

1. A five-dollar jar of cavier is tax exempf,
but a one-dollar toy is taxable.

2. A ten-dollar visit to the beauty parlor is
tax exempt, but a two-dollar home permanent
kit is taxable. -

3. A two-hundred dollar suit of clothing is
tax exempt, but a two-dollar can of cleaning
fluid is taxable.

4. A twenty-dollar bar check is fax exempt,

but a two-dollar meal in the same room is
taxable,
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An analysis of the various exemptions in-
tended to reduce the regressive effect of the
sales tax shows that they are as beneficial to the
high income as to the lower income families.
This is true, in particular, of the exemption of
all manner of services and of clothing, and
would be true of the proposed three additions to
the exemption list. The Commission recom-
mendsg—

No further produet or service exemptions
shouid be proevided.

7. Omne Exemption Justifies Another.

A great many of the exemptions are based
on a theory of social benefit which completely
overlooks the social responsibility of the pre-
ferred organizations to confribute to general
social costs through taxation. The Division of
Taxation has issued approximately 10,000
Exempt Organization Permits in implementa-
tion of the general provisions of Section 9(b)
(1). The Division reports that the major cate-
gories of organizations which have been deemed
exempt include: churches, synagogues, non-
profit private schools, 4-H Clubs, Boy Scouts of
America, Girl Scouts of America, Opportunity
Corps, YMCA, YMHA, YWCA, YWHA, Little
Leagues, Babe Ruth Leagues, Midget Football
Leagues, non-profit nursery schools, non-profit
literary, symphony, historical, and opera
groups, museurms, Community Chests, United
Funds, American Red Cross, Heart Fund, Can-
cer I'und, Salvation Army, non-profit hospitals,
women’s auxiliaries thereto, visiting nurse asso-
ciations, non-profit cemeteries, and Coast Guard
Auxiliaries.

As previously noted the tax savings to these
organizations are trivial compared to the prob-
lems they ecreate. Thousands of exemptions
result in misuse of the exemption certificates by
some individuals and nunecessary leakage of
revenues. Administrative costs can be high,
especially if the system is properly policed.

Hor example, one organization seeking to be
added to the above list was found to have a
budget close to $160,000 per year and an ex-
posure to sales tax of only $120. With such
small benefits, the exempt organizations might
well prefer to make the small contribution fo the




support of the very government which makes

their good works possible. The Commission

Recommends—

No further extension of organizatiopal ex-

emptions; and the elimination of the present
exemptions as soon as feasible.

Revisiox oF TEE Hxemrrion SysrEM GENERALLY

After reviewing the present system of exemp-
tions for products and organizations, the Com-
mission has concluded that our sales tax is both
inequitable and inefficient. The exemptions
have deteriorated the sales tax base, provided
a wide avenue for leakage, and produced com-
plex administrative problems. More impor-
tantly, instead of achieving their infended re-
sult—reducing the regressive effect of the tax
they have produnced the opposite result. Accord-
ingly, the Commission recommends a thorough

reform of the sales tax in order to convert the
present exemption system into one which will
relieve lower income families of sales tax with-
out conferring unneeded benefits on middle and
upper income families, ‘

Such a result could be achieved by substi-
tuting a refund system for the present exemp-
tions. All retail sales of tangible personal
property would then be taxed at the point of
sale, and the buyer would be entitled fto a cash
refund from the state at the end of the year.
Depending on state exemption policy, the
amount of the refund could be adjusted to cover
sales tax paid on all presently exempt items by
lower income families without refunding tax
paid on expensive luxuries (now eéxempt)
bought by upper income families. This refund
system would operate to eliminate the regres-
sive effect of the sales tax. If a state income

TABLE 14
Estrsarep AxwuaL Savss Tax Pavments a7 3% Witmour HExemprions

Adverage dnnual Bependitures
All U, 8. Families
196061

Item

After tax income class ......... $4,000-$5,000

Average after tax income ...... $4,504.00

Total consumption expenditures . $4,428.00

Taxable consumption as a % of
total comsumption, by items:

- Food athome ... ... ... ... 20.8%
Food away from home .... ... 4.6
House furnishings .......... 54
Household operations .. ... ... 51
Transportation . ........... . 10.5
Clothing .................... 9.6
Personal ecare .......... ... .. 2.9
Drugs ................... ... 3.3
Books ... ... ... ... .. ... .. 0.2
Recreation ............ ... ... 36
Edueation .................. 0.6
Aleohol and tobacco ...... ... 3.6

Total ... .. .. ... ... ... ... 70.1

Taxable consumption in $ ... ... $3,104.00

Sales tax payablein$ .......... $93.12

Tax payable as % of average
after tax income ............. 2.07%

$5,000-$7,500  $7,500-$10,000 $10,000-$15,000

$6,151.00 $8,554.00 $11,723.00
$5,690.00 $7,416.00 $9,221.00
20.1% 18.6% 16.4%

44 59 5.7

5.5 5.5 6.0

5.5 5.5 5.5
10.3 10.6 10.2 .

10.2 11.2 11.9

2.9 2.9 2.7

3.2 3.2 3.2

0.2 0.2 0.2

4.0 44 49

0.9 11 1.9

3.6 3.3 3.1

70.8 717 71.7
$4,028.00 $5,317.00 $6,611.00
$120.84 $159.51 $198.33
1.96% 1.86% 1.69%

Source: B.L.S., Handbook of Labor Statistics 1967 (Bulletin No. 1555),
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4ax were enacted, as proposed by Governor
Hughes, the refund machinery conld take the
form of an income tax eredit. If no income
tax is enacted, the same result could be achieved
through a cash refund system.

" 'The effect and operation of the proposed sys-
“tem can best be explained by reference to
Tables 14, 15 and 16. Table 14 analyzes family
consumption expenditures for various income
- classes. It separates faxable consumption ex-
penditures from total consumption expendi-
tures by excluding expenditures for rent, serv-
ices, insurance, and other non-taxable ifems.
The taxable items are then expressed as a per-
centage of total consumption expenditures. The
tax which each family will pay at the point of
purchase is computed by multiplying the dollar
total of taxable consumption by 3%. The last
line shows the effective sales tax rate for each
class by expressing the sales tax paid as a per-
centage of average after-tax income. It reveals
that such a system without any exemptions
would be regressive—2.07% effective tax rate
" for the income class $4,000 to $5,000, compared
t0 1.69% for the income class $10,000 to $15,000,

The idea behind the new proposal to replace
the present exemptions with either an income
tax credit or sales tax refund is that by this
means the benefit can be selectively distributed
by determining the amount of the refund with
reference to purchases by lower income classes
of the ifems for which reimbursement will be
made. This can be seen in T'able 15.

Table 15 utilizes the data in Table 14 to show
how the amount of the income tax credit or
sales tax refund could be computed so as to
achieve the desired result. T'able 15 shows the
annual amount of tax which will be paid in the
first instance for selected items by the various
income classes. Thus, for example, families in
the $4,000 to $5,000 income class would pay
$33.75 of tax on their purchases of food over
the year, whereas families in the $10,000 fo
$15,000 income class would pay $63.00 of tax
on their food purchases. Like comparisons are
shown for expenditures on clothing and drugs.
The size of the farilies in the various income
classes is also shown. Thus, the fotal annual
taxes paid by these families for these selected
items as well as the per capita annual expendi-
{ures can be shown {before the refund or income
tax credit).

TABLE 15

Bsrimarep ANNUAL Varue or Saves Tax Exsmerions ox Foop, Crorming, anp Drucs
By Income Crass axp
Prer Carma

Income class .................. $4,000-$5,000

$5,000-67,500  $7,500-$10,000 $10,000-$15,000

Family size ................... 3.2 3.7 3.9 41
Value of Exemptions
attributable:

To food .................. $33.75 $41.80 $52.98 " $63.00
To elothing ............... 12.60 17.40 . 24.90 33.99
Todrugs ................. 4.38 5.40 7.05 9.00
Total ................. $50.78 $69.60 $84.93 $105.99
Per capita: ...... . ... $15.87 $17.46 $21.78 $25.85
Food ......c........ 10.55 11.30 13.58 15.37
Clothing ......... ... 3.94 4.70 6.38 ) 8.28

Drugs ........ . ..., 1.38

1.46 1.81 2.20
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Using this data it can be seen that in order
to place a family in the $4,000 to $5,000 income
clags in the same position as it would be in if
food, clothing, and presecription drugs were
exempt at the time of purchase, it would be
necessary to give them a tax refund in the
amount of approximately $15.00 per person. If
only food and drugs were to be exempt, the
amount would be closer to $12.00 per person.

It will be seen that for this income group, in
operation the proposal would be a kind of state
¢‘Christmas Club’’ whereby the pennies people
{residents) pay in sales tax over the year are
returned to them at the end of the year in a
lump sum,

The same cash amount per person could be
refunded to each family, with a maxzimum al-
lowance of four units per family. This amount

“will be retiirned to all families resident within

the state irrespective of their income class. This
is where the plan would introduce an element
of progressivity into the sales tax. Table 16.
shows how such a scheme would affect the ef-
fective tax rate of the sales tax assuming a tax
refund of $15.00 per person with a maximum of
$60.00 per family. The effective sales tax rate
for families in the $4,000 to $5,000 income class
would be 1%, and the rate would increase to
1.18% for the $10,000 to $15,000 income class

TABLY 16

Errecr or Reruxp or $15 Per Carira’
Ox Hrrporive Tax Rate
By Income Crass

Income elass ... ... . . ... .. $4,000-$5,000  $5,000-$7,500  $7,500-$10,000 $10,000-$15,000
Average after tax income .. .. .. $4,504 $6,1561 $8,554 $11,723
Family size .................. 3.2 3.7 3.9 4.1
Total sales tax paid ........... 83.12 120.84 159.51 198.33
Tax refund:

($15 per person with maximum

of $60 per family) ........ ... 48.00 55.50 58.50 60.00
Net salestax paid .. ..... ... ... 4512 65.34: 101.01 138.33
Net sales tax paid as % of aver-

age after tax income .. .. ... .. 1.00% 1.06% 1.17% 1.18%

1 With a maximum of $60 per family.

By expressing the ‘‘sales tax exemption’’ in
terms of a flat dollar amount per person per
year, the inequities inherent in the present food
(caviar) and clothing (mink coat) exemptions
could be avoided. Moreover, the present situa-
tion of exemptions begetting exemptions could
be eliminated, and the complexities of adminis-
tration and impossibilities of enforcement could
be rectified.

- The experience in the states which have en-
acted comparable systems has been favorable.
Sales tax programs implementing this approach
on a limited basis are presently in operation in
Indiana, Nebraska, Colorado, Hawaii, and Towa.
Although these states all have inecome taxes and
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can thus utilize the income tax credit techrigue,
no major obstacles would be presented if New
Jersey’s program were to operate without a
state income tax under a tax refund procedure.

1t 1s estimated that the proposal would sub-
stantially increase the yield of the sales tax,
perhaps the equivalent of an additional 1% of
sales tax—4$80 million. The present population
of New Jersey is close to 7,000,000 people. If
6,000,000 of them were entitled to a refund of
$15.00, the total annnal refund would not exceed
$90 million. This would be in lieu of all the ex-
emptions under the present tax other than or-
ganizational exemptions and sales for resale.
As has been seen earlier in this chapter, the



present exemption for food, clothing, and fuel
oil for heating result in an annual revenue loss
of about $120 million. In addition, the elimina-
" {ion of the revenue loss from the exemptions
! for gasoline, cigareties, on-prémise consump-
" tion of aleoholic beverages and the myriad of
other exemptions would surely produce another
$50 million. The net effect would thus be $170
million in present exemptions replaced by $90
of refunds, or a gain o the State of $80 million.
This could be farther increased by eliminating
the allowance for tax paid on clothing pur-
chases.

The Commission bas concluded that the pro-
posed system would have the following ad-
vantages:

1. Substanfially increased revenme from
the sales tax, since the exemption cost would
be geared to the spending pattern of a pre-
determined lower income level;

2. Substantially =~ reduced administrative
cost of policing the system. (although the re-
fun;i system could well absorb all of this sav-
mg); .
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3. A much more ‘“‘honest’’ distribution of
the tax burden due to the elimination of leak-
age caused by tax exemptions; and

4, An improved progressivity in the effec-
tive rate of the sales fax in relation to family
incore.

The Commission recommends—

A new system of an annual tax refund of
#15.00 per person, with a maximum of $60.00
for any family, in Heu of all of the present ex-
emptions. This plan would replace the present
exemptions of feod, clothing and miscellaneous
items, and would completely free any family
with an annual income of $5,000 or less from
amy sales 1ax burden relating to these items and
more. In effect it would transfer some of the
exemption of high-income families to the lower-
income families, and would make it possible for
the state to aequire an additional $80 to $100
million in sales tax revenue at the present 39,
rate,




TaxaTion awp Foowomic DeEvELOPMENT

Corporate taxation in the American states
follows a reasonably uniform general pat-
tern. They all apply the local property tax to
business real estate, and most exhibit a growing
tendency to treat business machinery and equip-
ment and inventories under a special property
tax or to exempt such property entirely,® simi-
lar to action taken in New Jersey in response
10 previous recommendations of this Commis-
sion. Some 13 states provide by constitution
or statufe for exemption from property tax of
industrial plant, as well as equipment, for a Hm-
ited number of years.? Forty states impose a
corporate incorme tax (at varying rates), and
these include New Jersey and all of its neigh-
boring states.® In addition, most states impose
some form of minimum tax on capital in connee-
tion with the corporate income tax so as to re-
quire some contribution anuually from every
corporation regardless of its profit status, but
few require a corporation to pay both the capi-
tal and income taxes for the same year, as does
New Jersey. All states impose a variety of cor-
porate license and privilege taxes.t

State payroll taxes complete the basic pat-
tern. They are levied by all states to finance
unemployment compensation systems, but under
varying formulas which result in varying rates
of taxation among the states, from. year to year
within each state, and among individual em-
ployers. The amount the average employer
contributes, as a percentage of total wages paid
in New Jersey, has ranged from 1.0% to 1.4%
over the period 1950-1964, while the United
States average for the same period ranged from

T ACER., State-Ilogal Tazxation and Industrial Location
(April 1967) Appendiz D.

2 I'bid., Appendix I.
% See Table 21, infra.

4+ See Tax Foundation, In¢., Facts and Figures on Govern-
ent Finance (1967) p. 201.
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Part I

THE CORPORATION BUSINESS TAX

0.8%1%to 1.4%.> New Jersey is one of only three
states in the United States in which the workers
also contribute to the unemployment compen-
sation fund through a separate payroll levy.

A recent national review of state tax policies
affecting business® has noted a significant trend

of recent years; that is, ‘‘the negative fear of

driving industry ‘out’ is being replaced by the

affirmative desire to bring industry ‘in’.”” The

A.C.LR. has noted that efforts to create a tax
climate favorable to indusirial development
have followed two general strategies:?

1. When additional revenue is required,
they tend to place primary emphasis on those
tax sources least apt to raise the hackles of
the business community—direct consumer
taxes such as general retail sales, cigarette,
and alcoholic beverage taxes.

2. In order to enhance the States’ favorable
tax ‘‘image’’ while minimizing revenue loss,
they (a) tend to restrict the benefits of busi-
ness tax reductions to ““new? or specially
designated classes of business firms, and (b)
initiate business tax reform, both structural
and administrative, by actions that substitute
State business taxes for the local personal
property tax—policies designed to minimize
tax compliance costs and enhance tazpayer
certainty.

The same report has summarized “‘a striking
variety’’ of legislative and administrative de- -
vices intended to attract and hold industry. See
Table 17. In a similar vein, Governor
Hughes requested this Commission to review
the New Jersey corporate tax structure, with
particular reference to its effect on the location
of corporate headquarters-—and their capital
investment employment—in this state. (See
letter of May 25, 1967, Appendix L.}

3 A.C.IR., op. cit., Appendix F, pp. 111-112.

8 A.CILR, op. cil.
T A CLR., op. cif., p. 42,



TABLE 17

Bzare awp Locar Tax Portomms Dmsiewep To ATTRACT AND To HOLD INDUSTRY CL&SSIFIE})

BY TyPe aNp CHARACTER OF AGTIO’W’

Type of tax

Type of benefit and character of policy or practice

: 1 ’ 2 - 8
Legislative tax policies benefiting Legislative tox policles benefiling cerfain growps of flrms Administralive tax
most or all flrme practices benefiting
porticuler flrms

A

Personal

property
tax

B

Realproperty
S tax

c

Corporation
income tax

1A | 2A ~ 3A
No tax (New York, Delaware, Selective exemptions and rate reductions: Favorable assess-
Pennsylvania, and Hawaii). “Free port”’ tax exemption with primary ment obtained
Selective tax reduction action.* benefits aceruing to those firms with through negoti-
State administration. extensive interstate shipment {26 States).? ation.
1B 9B 3B
Low effective fax rates.® 1. Reduced real estate tax load for ‘“‘new’ - Favorable assess-
Well-defined assessment industry - (example—Montana through ment obtained
standards. clagsified assessments). through negoti-
2. Tax exemption authorized by legislation ation.

for designated types of ‘‘new industry”’
(in 13 States local governments are an-
thorized to grant exemptions for ‘“‘new
indusgtry’’; in Louisiana, a State board
can grant exemptions from local property

. taxes).
: 16 2C 3C
1, No tax (11 States).* 1. Preferential ““write-off’’ for selected types  Favorable income
2. Low effective rate (ex- of invesiment (example—New York’s ac- apportionment
amples-—Indiana, Mis- celerated write-off prewsmn for R& D obtained by
souri, New Mexico, and facilities). multistate firms
North Dakota). 2. Sales destination factor benefits home-State through negoti-
firms with extensive oui-of-Siate sales ation.

(example—24 States with three-factor
sales destination formula).
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TABLE 17—Continuned

STare awp Locarn Tax Porrcms Desienep 10 ArTRacT a¥D To Howp Iwpustey (LASSIFIED
Y Tyre AND CEARACTER OF ACTION

Type of benefit and character of policy or practice

1 ' ' 2 :
Type of tax Legislative taxr pollcies bensfiiing Legislative tax policles benefiting certain groups of firms Administrative oz
most or oll firms practices benefiting
: particuler firms

D 1D 2D 3D
Sales vs. 1. State use of sales taxes—  Machinery purchases exempted from sales iax
personal 1o broad based personal for ““new and expanded’’ industry {example
1mecome tax income tax (13 States).? —Kentucky and Georgia).
isgne 2. Direct business use exemp-

tion from sales tax (Ohio
has most Hberal exemp-
tion provision).

I 15 28 3R
Unemployment Below average tax rates.® Merit rating provides greatest benefit to those
compensa- firms with the most stable employment
tion tax record.

Source: A.C.LR., Stafe-T.oeal Taxation and Industrial Location, Table 14, pp. 43-44 (1967).

t Eixproples are; the exemption of wholesalers’ and retailers’ inventories in Arizona; the gradual phase-out of the fax on manufaciurers’ inventories
in Connecticut; the exemption of special tools in Michigan; and the 60% credit against the tax on merchants’ inventories and manufacturers’ materials
and finished products In Wisconsin,

2 The 17 States that tax business inventories and do not have free port lawa are: Alabama, Alaska, Arkansas, Callfornia, Colorado (except that
property in transit will be assessed at 5% beginning in 1967), Floride, Georgia, Hawali, Maryland, Montana, New Hampshire (but goods held for out-of-
State dellvery by a manufacturer when title has passed to the purchager are exempt), New Mexico, MNorth Carolina (but tangible personaity held at a
seaport awaiting shipraent to a foreign port is exempt}, Rhode Island, Vermont, Virginia, and West Virginia. As noted in box 1A, four States (Dela-
ware, Hawall, New York, and Pennsylvania) exempt all persoral property. In addition, Arizona and New Jersey exzempt business inventories from
property taxation, and Xentucky exempis personal property held in public warehouses for trans-shipment from local general property taxation but imposes
a nominal State rate on such merchandigse. The remaining 26 States, all of which tax business inveniories, have free pori fax eXemptions.

% Effective property tax ratez (the amount of tax paid as a percent of the market value of the property} are particularly iow (between 0.5% and 0.9%)
in most of the Southern States, aithough some of the Western States (for example, Hawail, Montana, Nevada, Washington, and Wyoming)  also have
effective rates that are weil helow the U, 8. average of 1.4% {in 1062), )

4 Florida, Ilinois, Maine, Michigan, Nevada, New Hampshire, Ohio, South Dakota, Texas, Washington, and Wyoming. -

5 WMorida, Illincis, Maine, Michigan, Nevada, New Jersey, Ohio, Pennsylvanias, South Dakoia, Tennessee, Texas, Wasghington, and Wyoming.

8 The States with the lowest effective raies (total unemployment compensation tax payments as a percent of total wages), ranging from 4% to .7%
in 1964 were: Indiana, Iowa, Minnesoia, Nebraska, South Dakots, Texas, Virginia, and West Virginia, The U. 8. average effective rate was 1.3% (in
1964).



Tvorurion oF THE PamsEnt CorroraTion
Business Tax

Historical background of the present net
worth tax. In 1851 intangible personal prop-
erty became subject to the general property tax
with assessment at the local level and taxation
af the local rates. However, for many years the
law was practically a dead letter, To enforce
it at the existing local tax rates would have been
confiseatory, not fto mention fhe assessment
problems. In addition, the system of exemp-
tions, exclusions, and exceptions eroded the
tax base and created confusion and uncertainty
ag to its provisions. Competition between as-
sessment districts for the domicile of corpora-
tions resulted in an unwillingness to enforce
the law. Describing the situation the Commis-
ston on Lamation of Intangible Personal Prop-
erty in its 1945 Report found:

“These conditions might have continued
indefinitely—to the slow defriment of the
State, but without acute embarrassment to
business or government—had not several of
the State’s larger municipalities attempted
suddenly and without warning to bring the
long-neglected intangible tax to life. At this
point, the now well known practice of ‘tax-
lightning’ was born. It seems to have worked
like this:

“ A municipality moved to assess fhe in-
tangible personal property of its taxpayers
(mostly New Jersey corporations with regis-
tered offices within the municipality) on the
bases of omitted assessments for the two
prior years. The procedure was for the
proper municipal official fo file a complaint
with the County Tax Board alleging that cer-
tain specific property of the taxpayer was
not assessed. Each complairt recited a sum
of money (arrived at from a perusal of bal-
ance sheets without consideration of exemp-
tions, deductions or taxable value) which, it
was stated, represented the value of the
omitted ratables. . .

““This practice caused the greatest appre-
hension among the business interests of the
State. While taxpayers in many cases could
not demonstrate that they were over-assessed,
neither could they disclaim all liability., They
faced the possibility of an exorbitant and
even confiscatory tax levy legally applicable
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under the law, or a compromise settlement
at the direction of the local finance officer—a
settlement that had no legally binding effect
whatsoever. . . .7’

To avoid the effects of ‘“tax lightning’’ a de-
vice known as ‘‘colonization’’ was developed.
Many corporations took steps to relocate their
statutory offices in Flemington, Hunterdon
County, which was chosen because of its low
level of governmental expenditures for munici-
pal, school and county purposes. The result
was {0 greatly inerease the ratables there, and
thus substantially reduce the tax rate. Some of
the greater nmames in corporate holding com-
panies colonized there. The response to the
general situation lead to the enactment of the
Net Worth Tax.

The Commission studying the problem in 1945
recognizing the urgent necessity of bettering the
New Jersey Corporate fax climate:

““There can be no denying that the hazard
of ‘tax lighfning’-with respect to in-
tangible personalty—may have been a real
deferrent to the adoption of New Jersey
charters by new corporations, particularly
corporations likely to hold large amounts of
stocks, bonds or other intangibles in the

- normal course of business: and this hazard
has been a major threat to the security of
hundreds of such corporations that are now
located here. Because of this threat, New
Jersey has developed the indiscriminate
reputation, whether justifiable or not, of be-
ing hazardous in a fax sense to all types of
business, and to foreign as well as domestic
corporations.”’

After reviewing the available alternatives,
the Commission recommended that intangible
personal property be exempted entirely from
taxation under a property tax. However, in
lieu of a property tax, the Committee recom-
mended that such property be made to bear its
fair share of the cost of government in some
other way.

At that time one of the proposals which was
presented to the Coramittee as a replacement tax
was a revision of the Capital Stock Tax. New
Jersey’s capital stock tax was enacted in 1885
as a franchise tax, and grew in importance dur-
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ing the period in which holding companies were
attracted to New Jersey. The fax confinued in
basically its original form and was expanded in
1937 to reach an allocated portion of the capital
stock of foreign corporations doing business in
New Jersey. Due to the sysfem of exemptions
from the capital stock tax, the judicial inter-
pretation of the allocation feature, and the con-
duciveness of the tax to avoidance by recapital-
ization, the Committee rejected it as a suitable
replacement tax stating:

““While the Commission feels that a cor-
porate franchise tax offers a workable and
equitable manner for taxing corporations in
lien of a tax upon intangible personal prop-
erty held by them, it also feels that a new
franchise base must be developed for this
purpose. It is therefore unwilling to recorn-
mend the perpetuation of a tax which, in both
theory and practice, is an anachronism; and
which, under modern conditions, is unsound.

‘¢ A new base should reflect fnll corporation
ownership, in whatever form it may exist.

“‘The portion of corporate ownership prop-
erly allocable to New Jersey for tax pur-
poses should be determined by a fair and
adeguate formula, applicable to both domestic
and foreign corporations alike.

“The vield must be such as to provide ade-
quate coverage on intangible personal prop-
erty now legally taxable but untaxed.”

The replacement tax recommended by the
Commission was the corporation business tax
measured by net worth. The tax would be in
lieu of the tax on corporate-held intangible per-
sonal property and would also replace the exist-
ing capital stock tax. In arriving at this sub-
stitute the Commission had been guided by cer-

¢ fain purposes:

““1) To remove, entirely, the threat of ‘tax

lightning.’ :
2) To establish a simple and defensible tax
on corporate business in lieu of an ad

valorem tax on intangible personaliy
and the present capital stock tax.

3) To provide a yield sufficient to justify
the abandonment of the present author-
ized tax on corporate intangibles.

4) To provide a tax base that would tend to
direct state tax policy away from a gen-
eral property base; and, in doing this;

5) To have due regard for the tremendous
tax burdens of the present day and for
the competitive conditions that exist

between New Jersey and its neighboring
states.”’

Allocation formulae were included in the pro-
posal so that only a portion of net worth would
be taxed in New Jersey. The ‘“‘Massachusetts’’
formula was inserted as a measure of business
activity within the state. The other allocation
formula based on fotal assets in the state was
“‘intended primarily to place a floor under the
tax base of domestic corporations which conduct
no operations in this State, or whose principal
assets are intangible personal property.”” This
formula was the way in which intangible per-
sonal property was to be made to “‘bear its fair
share of cost of government’” and the corpora-
tions which would be subject to it were those
benefiting most directly from the proposal to
repeal the ad valorem tax on intangible per-
sonal property. Thus, under this alloeation
formula, all intangible personal property of
domestic corporations was deemed to be within
the state.

Income Taz—The net income tax feature of
the Act was added by Laws of 1958, Chapter 63,
which imposed the tax at the rate of 184% on
net income in addition to the net worth tax.
Laws of 1966, Chapter 134 increased the tax
rate of 3%4% on net income. The net worth tax
rate is 2.0 mills per dollar or $2.00 per $1,000 on
the first $100 million of allocated net worth; 0.4
of a mill per dollar on the second $100 million;
0.3 of a mill per dollar on the third $100 mil-
lion; and 0.2 of a mill per dollar on all amounts
of allocated net worth in excess of $300 million.
The Act also includes several minimum alter-
natives. See Table 18.



TABLE 18

Corporarion Busivess Tax
(b4 N.J.S.A. § 10A-5)

The present Corporate Business Tax is com-
- posed of the following:

Tneome Tax— , )
3% % of entire net income allocated on
basis of total business formula

AND

business formula
or
total asset formula

. Net Worth Tax—
the enfire net worth
X greater of
taxed at
9 mills on first $100 million
4o mills on second $100 million
3/ ¢ mills on third $100 million
%¢ mills on amount in excess of $300
million
OR
[minimum alternatives to Net Worth Tax—
whichever is greater]
(i) Total Assets X total asset formula
taxed at
50 mills on first $100 million
%o mills on amounis in excess of
$100 million

OR

(ii) Short Form Tax
if total assets (no allocation) are less
than $150,000 at tax computed from a
table which is at abont the rate of 134
mills ‘

OR

(iii) Capital Stock Tax
in case of domestic corporation:

number of anthorized shares

5,000 orless ... ....... $25.00
5,001 to 10,000 ... ... ... $55.00
over 10,000 . ... ... .. .. $55.00
for first 10,000 shares
$27.50 for each additional 10,000
shares.
{(mazimum tax $100,000)
OR
(iv) Flat Tax
Domestic corporations ... .. $25.00
Foreign corporations ...... $50.00

Allocation Formulae—After determining its
net worth and net income a corporation is taxed
only on the portion allocable to New Jersey as
determined by one of several statutory ‘‘alloca-
tion formulae.” If a corporate taxpayer does
not maintain a regular place of business outside

Formula 1 (total assets formula):
Total assefs in New Jersey

Total assefs everywhere

Formulo 2 {business or ‘‘Massachusetts” formula)

-

— %

Real and tangible personal property in New Jersey

of the state (other than statutory office), the
allocation factor is 100%. If the corporate tax-
payer mainfains a regular place of business
outside of the state, it may alloeate its net worth
to New Jersey on the basis of the greater of the
following two allocation formulae: '

Average of ;.

Real and tangible personal property everywhere

Receipts in New Jersey

Receipts everywhere

Wages and salaries in New Jersey

(2]

(2]

. Wages and salaries everywhere
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The net income portion is allocable solely ’i)y the
three-way business formula.

Yield—The present yield of the corporation
business tax is indicated by the estimates in the
appropriations acts as follows:

Fiscal Fiscal
Tax Base Year 1968 Year 1969
Net Income ...... $49,000,000 $60,500,000
Net Worth (includ- '
ing interest pen-
alties and fees). 45,000,000 46,000,000
$94,000,000 *$106,500,000

Revision of the Tax Act—Revision of the
Corporation Business Tax Act has taken place
over a number of years. Some of the changes
were largely administrative such as Chapter
190 of the Laws of 1959, providing for a short
rate table. Others were directed toward the
peculiar problems of special business-—such as
investment companies. Amendments of sub-
gtantial fiscal effect have been few, but im-
portant. Those adopted have included changes
in the alloeation formulas as follows:

Business formula. Sales attribution is now
to the state of desfination of shipments (L. 1967,
¢. B1). The revenue loss is not clear.

Total assets formmumia, There has been a
gradual reduction in the mandatory intangibles
allocation. The last amendment cut out the
mandatory allocation of 40% of domestic cor-
‘porations’ intangibles to the New Jersey nu-
merator (L. 1966, c. 134). Revenue loss: $3.5
million.

The effect of these two changes in the alloca-
tion, formula has been to remove inequities
claimed by major employers in sales attribution,
and to respond to the complaints of major hold-
ing companies headquartered outside New
Jersey.

Industry spokesmen are now urging that im-

provement of the corporate tax be continued,
80 as to encourage large corporations to locate
or retain their headquarters, employment and

* Does not inctude $31 million aliocated to municipalities pur-
auant to Laws of 1966, Chapter 135,
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plant investment within this state.
posals may be described as follows:

The pro-

(1) Repeal net worth tax and convert to a
Delaware-type capital stock tax.

(2) Repeal total assets allocations of net
worth tax.

(3) Eliminate subsidiary capital from tax-
able net worth.

_ (4) Provide an exemption for manufactur-
ing and research capital.

(5) Exempt intercorporate dividends from
the income tax.

Equrry amp ImpuorMexnT

The focus of this review of the ecorporate tax
is primarily on economic development, but this
includes the elimination of imequities. In view
of the state’s fiseal stringency, however, the
need to maintain at least the existing revenue
yvield is considered by the Commission as a
fixed requirement. ‘

As a point of beginning, it is helpful to ex-
amine a relevant indicator of comparative
economic growth, While taxes may or may not
affect such a broad comparison, the comparison

is at least useful to illuminate the scope of the -

problern. Various indicators are available but
for this purpose the comparative trend of value
added by manufacture in this and other states
is most pertinent. Table 79 shows that this
state has done better than some and not as well
as others. From s tax policy standpoint, this
would indicate no erisis. It would merely re-
affirm the general advisabilily of state action
at this time to protect the state’s competitive
position within the limits of tax equity and fiscal
feasibility.

Tax aspects of corporate location, A basic
consideration in the current study is whether
the New Jersey corporate tax climale places

‘New Jersey corporations at a competitive disad-

vantage vis-a-vis corporations based in neigh-
boring states. If such a climate exists, it might
encourage existing domestic corporations to
relocate ouf of state and discourage new domes-
tic industry from locating within the state.
Whether or not it is true that the state corpo-



TABLE 19

Ixpex or Vauur ApbEp BY MANUFACTURERS
Selected States, 1949-1964

1949 = 100
New New
Jersey York Pennsylvania  Delaware Maryland  Connecticut

...... 100 100 100 100 100 100

...... 1157 110.3 117.0 121.7 120.9 126.8
...... 126.3 125.3 135.7 142.2 133.2 154.4
...... 137.0 138.0 139.5 161.7 141.8 167.5
...... 1534 151.2 1555 164.8 154.2 190.7
...... 150.5 148.4 143.1 153.5 157.0 1719
...... 163.4 154.6 159.8 182.2 1711 182.9
...... 176.7 163.3 173.1 163.5 184.8 262.2
...... 1791 168.9 181.0 203.5 188.9 208.7
...... 178.3 166.8 164.6 182.6 199.0 191.2
...... 198.6 183.8 182.2 224.8 2195 227.2
...... 203.6 189.1 185.9 2244 222.8 226.1
...... 208.6 189.3 1781 201.7 225.8 232.3
...... 2256.7 200.7 189.1 2356.7 234.6 251.5
...... 236.7 205.3 202.3 286.1 2494 268.6
...... 242.3 212.5 222.9 313.9 283.2 284.5

SBource: TV. 8. Department of Commerce. The index for years after 1957 is based on adjusted figures.
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rate tax chimate places New Jersey corporations
at a competitive disadvantage, the importance
of state and local tax consideration to 4he loca-
tion. decizion should be explored.

Arn interesting case study of an attempt to
pinpoint the effect of the state tax climate on
the decision of whether to locate within the
- state is presented by the experience in North
Carolina between 1958 and 1960, In 1957 North
Carolina reformed its eorporation income tax
allocation formula to improve what was thought
to be relatively harsh treatment on multi-state
business. The reform was recommended by the
North Carolina Tax Study Commission as a
means of ‘“‘providing a method of allocation
which would encourage, or at worst, would not
discourage industrial development in the
state.”” A survey was made as to the effect of
the tax change. The results were stated as
follows:

“In an attempt to get some idea of the
extent to which the change in the apportion-
ment formula has influenced industrial loca-

tion, inquiries were addressed to senior
officials of forty major corporations that had,
from 1958 to 1960, located or proposed the
location of new or expanded facilities in
North Carolina. Replies were received from
35, with 33 or 82.5%, furnishing data. Of
these, only one indicated that the 1957
revision inflaenced the location decision, one
was uncertain, and 31 indicated that it did not
influence their decision.’’

Other studies have also been made to find the
effect of state and local faxation on a corpora-
tion’s decision to locate or to refrain from locat-
ing ite plant within a state.® On the whole these
studies show that the tax factor is but one of a
host of minor factors ranking behind the major
factors of manpower, markets, and maferials.?

8 See materials cited in Ratliff, Intersiale Apporticnment
of Buginess Income for State Income Taxp Purvoses, 72 n. 22
{Univ. of . C. Press 1962).

2 Id. at 7273, Bee algo Forbes Marketing Research, Ine., &
Study of the Factors Influencing Industrial Plant Location
in Indlana Since 1887 (19600 (taxes relatlvely unimportant);
Bergen and Hagen, HEconomic Growth and Community Facil-
ities, Municipal Finznce 146 (May 1961) (tax structure rated
fifteenth of reasons given for choliece of plant location).
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These studies are fully in accord with the con-
clusion reached in 1945 by the Commission on
Tazation of Intangible Personal Property.'®

ComMpARATIVE BURDENS

There is always much curiosity—and little
real enlightenment—in comparative tax studies.
This Commission has done some; and most

10 See Report of the Comuaission on Taxation of Intangible
Personal Property 41 (1945).

states have looked into the problem from time
to time.1?

The comparative tax studies themselves are
bound to be nonconclusive because the impact of
a given tax varies greafly upon specific tax-
payers. For example, those with high capital
investment are more concerned with property
taxes; those with a high profit return on invest-
ment are more affected by income taxes. (See
Table 20.) -

11 See Tax Foundation, State Tax Statigtics (1968).

TABLE 20

SeLeoTED IncomB SparemernT AND Barawor Smeut ITeMs
FOR MANUFAGTURING OORPORATIONS

By Asset Size
1st Quarter, 1967
{3000) -
Between $50 Between $250
All asset Under million and million ond
Selected Items . gizes B35 million $100 milliow £1,000 million
Net Sales ... ... ... ... . ... ... 13,409 4,525 24,562 154,488
Net Profits before Federal income tax . ... 1,114 210 1,933 12,876
Cash and Government Securities ... ... .. 2,610 776 4615 27,156
Receivables ... ... ... ... ... 7,040 2,062 13,889 82,161
Total Current Assets ............. .. 20,903 5,348 41,613 256,154
Net Plant ...... .. ... ... ... .. ... ... 15,864 2,811 25,296 181,585
Total Assets ............. ... ...... 40,031 8,093 72,239 481,700
Total Current Liabilities ......... ... ... 9,600 2,685 17,064 114,719
Total Liabilities ........ ... ... ... 16,453 3,754 31,084 212,805
Total Stockholder’s Equity ..... ... .. 23,578 4,339 41,158 268,901
Total Liability and Equity ........ .. 40,031 8,093 72,239 481,700
Annual rate of profits as a % of stock-
holder’sequity ....................... 18.88% 19.36% 18.80% 19.16%

The taxes themselves also have built-in
variables. Thus, rate comparisons alone are
insufficient; some corporate income taxes tax
income before federal tax; other allow the
federal tax (which may amount to 50% of net
income) as a deduction before applying the state
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Source: Quarterly Financial Report for Manufaeturing Corporations (FTC—SEC).

rate. (See Table 21.) Similarly the treatment
of infer-corporate dividends varies substan-
tially; some states follow the federal rule;
others vary widely. (See Table 22.)

For present comparafive purposes, the
results of a continuing study by the Pennsyl-




Corrorate Income Tax Rarss anp Bass, By Stares, 1967

TABLE 21

Federagl Income

40

State Rate Tax Deductible
Alabama ... e 5% Yes
Alaska ... 18% of 1963 Federal rate No
ATVZONA oo $ 0- $,000 13% Yes

1,001- 2,000 26%
2,001~ 3,000 3.3%
3,001- 4000 4.0%
4001- 5000 46%
5,001- 6000  59%
6,001 and over  6.6%
Arkansas ... ... ... ..., $ 0- $3,000 1.0% No
3,001- 6,000 2.0%
6,001- 11,000 3.0%
11,001- 25000  4.0%
25,001 and over  5.0%
California ...... ... ... ... ...... 7% Yes
Colorado ......................... 5% No
Conneeticut .. ................ .. . .. 5.25% No
Delaware ... ... ... ... ... ... 5% No
~ District of Columbia ... ........ ..., 5% No
Georgia .................... .. ... 5% No
CHawall oL $0-$25,000 585% No
25,001 and over 6.435%
Idaho ... ... .. .. ... ... . L. 6% No
Indiana .. ... ... ... ... ... .. 2% or the gross income tax, No
whichever is greater
- $ 0-$ 25,000 4% Yes?
95,001- 100,000 6%
100,001 and over 8%
Kansas ... ... ... .. ... ... ... .. 4.50% Yes?
Kenbuoky .....oooovoie % 0-$25,000 5% Yes
25,001 and over T%
Louigiana ....... ... ... ... ... .. ... 49, Yes
Maryland .......... . ....... ... ... 5.25% No
Massachugetts ............ .. ... ... 6.765% No
Michigan ... ............... . ... 5.60% " No
Minnesota ................ .. ...... 8.50% Yes




i
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|
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TABLE 21—Continued
Corporare Income Tax Rares awp Base, 3y Srares, 1967 i
Federal Income 1
State Rate Tow Deductible
MisSiSSIpPL .. ..o $ 0-$3,000 3% No
3,001 and over 5% '
Missouri .................... . ... 2% Yes
Montana ... ... ... ... ... .. ... ... 5.50% No
Nebraska ............. .. ... ... ... 20% of individual rate® No
New Jersey ..... e 3.25% No i
New Mexico . .......ooveiiii .o, 3% Yes s
New York ......................... 5.60% No
North Carolina .. ... ... ... . ... 6% No *
North Dakota .. ........... U $ 0 $3000 3% Yes :
3,001- 8,000 4%
8,001- 15000 5%
15,001 and over 6%
Oklahoma . ........ .. ... ... ... .. ... 4% Yes :
Oregon ....... P 6% No
Penngylvamia ... .......... ... ..... _ 7% No ' z
Rhode Island .................. ... _ 6% ‘ No |
South Carolina ... ................. 5% . No .
Tenmessee ........................ ' 5% No
Utah ..o 6% Yes =f
Vermont ............... ... . ... .. ' 5% No ]
Virginia .................. PR 5% _ No j
West Virginia ............... ... .. 6% of federal taxable income . No
Wisconsin ... ..., $ 0- $1,000 2% Yes? 11
1,001- 20000  250%
2,001- 3000 3% Y
3,001- 4000 4% 3
4,001- 5000 5% oo
5,001- 6,000 6% |
6,001 and over 7% 2
Source: OCH, State Tax Handbook (Qct. 1, 186T), - :

1'fhe foliowing states have no corporate income taxes:; Fiorida, IHinois, Maine, Nevada, New Harapshire, Ohio, Texas,
ashington, Wyoming; South Dakota's tax appHes only to financial corporations.

2 Deductions limited. . 1
# Indlvidual rate is a flat percemtage of adjusted federal income tax set annually by Board of Bqualization and Assessment. P
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TABLE 22

Taxarionw or Divioexps Rrorrvep 5Y CORPORATIONS

. BY StaTs, Jawvagy 1, 1968

Arkansas
California

Colorado

Conneeticut ..............

Delaware

Distriet of Columbia ... ...

Kentucky
Lounisiana

Michigan

Minnesota ..... . .........

Mississippl .. ... ... ..

Missouri

100% of dividends from 80% owned corporations excluded; 85% of
dividends received from other corporations excluded.

Excludes dividends received from 50% owned subsidiaries whose in-
come is taxed in Alabama.

Same as Federal.

Eixcludes dividends from corporations whose income is subject to taxa-
tion in Arizona and which have principal place of business attributable
to Arizona.

No exclusion.

HExcludes dividends received from corporations whose income is subject
to taxation in California.

Fixcludes 85% of dividends.
Same as Federal,
Iixeludes all dividends.

Eixcludes dividends received from corporations whose income is subject
to taxation in Distriet of Columbia.

Excludes dividends when corporation receiving dividends is engaged in
business in Georgia and its income is subject to taxation in Georgia.

Hixcludes 85% of dividends if the paying corporation is 95% owned by
corporations doing business in Hawail; or 15% of the paying corpora-
tion’s income is attributable to Hawaii.

Ezcludes dividends received from corporations which have more than
509 of their gross income taxed in Idaho.

No exclusion.
No exchision.

Excludes dividends received from 95% owned subsidaries doing busi-
ness in Kansas.

No exclusion.

Execludes dividends earned in Louisiana and paid out of income which
has been taxed in Lounisiana.

Hxcludes dividends received from domestic corporations whose sales ave
subject to ordinary taxation in Maryland.

No exclusion.
No exclusion.

85% of dividends excluded ; and if the paying corporatmn is 80% owned

the remaining 16% in propertmn to the paying corporation’s earnings
within the State.

Hizcludes dividends received from corporatwns subject to M1ss1ss1pp1
income tax.

Eixelndes dividends if parent files consolidated federal return mcludmg
subsidiary’s income and subsidiary is incorporated in Missouri; or
where subsidiary is subject to Missouri tax.
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TABLE 22—Continued

TaxaTior orF Divibexbs RECRIVED BY (ORPORATIONS
By Srtare, Jaxvary 1, 1968

Montana .. .... I No exclusion.

Nebraska ................ Same as Federal.

New Jersey .............. Excludes 50% of dividends.

New Mexico .............. Same ag Federal.

New York ................ Excludes 100% of dividends received from 50% owned corporations
and 50% of other dividends.

North Carolina ........... Eixecludes that portion of dividends received from a corporation which is

equal to the portion of the paying corporation’s income allocated to
North Carolina.

North Dakota ....... .. ... -Hxcludes that portion of div—ideﬁds received from a corporation which
is equal to the portion of the paying corporation’s income allocated to
North Dakota.

Oklahoma ................ Hixeludes dividends received from corporations having 5% or more of
their entire income attributable to Oklahoma.

QOregon ................. . Eixeludes dividends received from 50% owned corporations.

Pennsylvania ............. Fizeludes all dividends. |

Rhode Island ............. Excludes dividends from corporations whose income is subject to taxa-
tion in Rhode Island.

South Carolina .. ... ... .. No exclusion.

Tennessee ... ............. Eixchudes dividends received from wholly owned subsidiaries paying
Tennessee tax.

Utah ... ........... .. No exclusion.

Vermont ................. Same as Federal.

Virgimda ................. Excludes dividends received from Virginia corporations to the extent
that paying corporations’ income is taxable in Virginia.

West Virginia ......... ... Same as Federal.

Wisconsin .. .............. Excludes dividends received from corporations whose income is subject
to Wisconsin fax and which have principal place of business in
‘Wisconsin.

vania Hconomy League may be indicative.l?
b That study found that as of 1962, New Jersey
. ranked either second, third, or fourth among
eleven gtates, in the state and local taxes that
would have been paid by a selection of seven
model corporations. New Jersey ranked ninth,
tenth or eleventh among the eleven states, by,
state taxes alone that would have been paid by
the same seven corporations. New Jersey
ranked first among the eleven stafes in the

amount of local taxes that would have been paid
by the same seven model corporations. Since
that study was completed, this state has com-
pletely reformed its local personal property tax
and has also increased its corporate income tax
rate from 134 % to 3%4%. The combined effect
of these two changes would obviously modify
the rankings substantially. Meanwhile, other
states in the study (which included Pennsyl-
vania, Delaware, Illinois, Indiana, Maryland,
Massachusetts, Michigan, New York, Ohio, and

1z Pennaylvania Hconomy ILeague, Inc., Taxes Paid by In-

dustry, (1962).
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West Virginia) also changed their tax laws and




tax burdens, and that too wounld modify the

rankings. The point is that comparative fax
studies have limited wvalidity as fo time,
industry, and, particularly, as to the local tax-
ing jurisdiction which is selected for com-
parison. The Pennsylvania study was based
on 50 Pennsylvania communities and 100
selected communities in the ten other states
studied. Since New Jersey had and still has
taxing districts with extremely high property
tax rates and others with very modest property
tax rates, it is apparent that the selection of a
particular community for a study may deter-
mine the comparative results.

However, some indication of the relative tax
burden after excluding the local property tax
from the comparison can be seen from Table
21, which compares corporate income tax rates.
Although the definition of the tax base and the
other state taxes are not taken into account, the
rate is an important factor. For example,
Penngylvania’s high corporate income tax rate
accounts for a significant part of the burden
borne by Pennsylvania corporations. See the
Appendix at pp. xx-xx for a Comparison of the
taw treatment of corporations in New Jersey
and Pemnsylvania. Appendiz Table D shows a
balance sheet and income statement for hypo-
thetical Pennsylvania and New Jersey corpora-
tions and dppendiz Table E computes the rela-
tive tax burden.

ArgernaTive Rerorms -

An analysis of the present {ax structure (see
Table 18) in view of the complaints of industry
spokesmen, suggests three significant factors of
inequity in the present law. These may also
be considered as negative factors in corporate
decision-making as fo headquarters location.
With respect to the Tax Base these include the
treatment of (a) subsidiary capital and (b)
dividends from subsidiaries; and with respect
to the Allocation of Base (c) the total assets
formula.

The extent to which invegtments in subsidi-
aries are significant in major corporate enter-
prise is indicated in Table 23. Dividends
© received from such subsidiaries are also an im-
portant tax factor. Under the present tax law

such subsidiary capital is included in the tax
bage for the met worth tax, and 50% of the
dividends received by the parent corporation
from the subsidiary are included in the tax base
for the income tax. The result is that major cor-
porations will find a serious fax disadvantage
in locating their corporate headgunarters in New
Jersey, especially if they do a national or world-
wide business in which subsidiaries are often a
required form of business organization. These
same corporations can be a source of important
economic development, jobs and tax base for the
state.

In addition, net worth is now taxed to corpo-
rations with multi-state business by allocation
of the corporation’s net worth to New Jersey
in proportion to its total assets within and with-
out the state. If its assets include intangibles,
1.e.,, accounts receivable, cash, investmenis in
subsidiaries, they are all arbitrarily allocated to
New Jersey if held by a corporation which has
its headquarters in this state. The total assets
allocation formnla was originally inserted in the
net worth tax to meet conditions which no longer
exist (gee p. 35 supra), and several recent leg-
islative amendments have greatly reduced the
significance of this formula. Its continued re-
tention serves mainly to discourage corpora-
tions holding substantial intangible assets from
locating their corporate headquarters in New
Jersey, resulting in a loss of jobs and invest-
ment in this state. |

Alternative approaches to these problems
have bheen considered. They include repeal of
the net worth tax; changing the net worth tax
to become an alternative minimum to the income
tax (instead of an addition to it, as at present) ;
elimination of the tax on subsidiary capital and
gubstitution of a flat rate tax on remaining net
worth; specific amendments with replacement
of the loss by increase in the income tax rate.

The results of these con31derat10ns are sum-
marized as follows:

Alternative 1: Repeal of the net worth tax.
This would solve two of the three problems but
would not affect dividends from subsidiaries.
The cost-—loss of $45 million in annual rev-
enue—would require a 1.65% rate on the in-




TABLE 23
Azxocarep Ner Worta anp Sussiiary Capiral ror LargesT
Domustic Anp Foreicw CORPORATIONS

Allocated Prasent Allocated

Net Worth Graducted Bubsidiary

(000} Net Worth Investment

(1) Tax (000)
Corporations (2} 3 (1)-(3)
Domestic:
A $201,632 $244,896 $22.802 $178,830
B o 150,988 220,395 52,090 98,398
O 128,950 211,580 45,268 83,692
Do 59,920 118,440 17,589 41,631
B oo 54,989 109,978 14,871 40,118
P e ‘ 22,307 44 614 3,694 18,713
G o 19,643 39,286 3,589 16,254
H o 65,397 131,794 19,327 46,570
I 75,391 150,782 35,113 - 40,278
Joo 40,918 81,832 6,468 34,450
K o 26,121 52,242 15,067 11,054
Subtotal ............ 846,056 1,405,839 235,768 610,488
Foreign:
| 227,137 263,141 53,442 223,695
Mo 163,287 22b,315 168,491 0

N o 100,028 200,011 3,559 96,469
O 244,591 2b3,377 13,616 230,975
P o 165,836 226,334 45,583 120,263
Q 162,997 225,199 0 162,997
B o 254,484 256,345 49,348 205,136
s T e 232,778 249,833 12,106 220,672
1 A 190,988 236,395 53,836 137,152
U o 200,784 240,23b 72,702 128,082
Vo, 177,906 231,162 23,821 154,085
W 108,362 203,282 49,006 59,362
D G 99,641 199,282 710 98,931
Y o 39,263 164,526 9,665 79,598
Subtotal ............ 2,468,082 3,174,409 bh5,879 1,917,307
TOTAL ............ $3,314,138 $4,580,338 $791,647 $2,527,795

come tax base, thus raising the total rate to
4;.90%._ ‘This would lose for New Jersey the
competitive advantage of its present 314 % rate.

Alternative 2: Making the net worth tax an
alternative minimum to the net income tax. In-
stead of a corporation being subject to both
taxes, it would only pay the greater of the two.
Table 24 shows for selected tax rates the rate of
return of allocated net income to allocated net
worth below which a corporation would be
Subject only to the net worth tax. Thus, as the
tax rate increases, more corporations are sub-

ject to the income tax. We know that if the

entire net worth fax were repealed, the revenue
loss would be about $45 million. Using the
projection in fthe (fovernor’s budget message
indicates that for each 1% inerease in the income
tax rate, an additional $28 million in taxes will
be raised. Thus, the cost of repealing the net
worth tax in terms of income fax rate would be
about 1.66% or an increase in the rate to 4.90%.

However, if the net worth is not repealed but
merely converted to a minimum alternative, this
could be done by raising the income tax to some-
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TABLE 24

Estimarep Brrecr ox Tax Ymrp rrom Cowvarrine THE Comporate NET WorTE Tax
70 AN AUTERNATIVE MiniMum To THE NET Income TaX, AT SELECTED RATES OF
RETURN ON NET WORTH AND AT SELECTED INCOME TAX RATES,

Corporarrons wite Ner Worre Tax asove Minmum Bor Nor Oves $200,000

Rate of Return

* See Appendix for explanation of thiz Table and Appendix Tables F and &

of Allocated Net Tour Rales Number of Allocated - Allocated Net Worth HNet Income
Class Ingcome on Corresponding Corgorations Net Worth Net Income Tax Tax
Allogated Net to Classes in bracket
Worth, by ciasses
1 Under 4.00%  Over 5.00% 26,702  $6,083,345,895 $68,260,991  $12,168,602  $2,218,482
) 4.01% to 421%  4.99 to 4.75% 407 192,895,125 7,950,757 385,790 258,399
3 422% to 4.44% 4.74 to 4.50% 429 100,294,555 4,323,759 200,589 140,519
4 4.45% to 4.71% 449 to 4.25% 473 194,863,500 8,820,890 389,726 - 286,678
) 4.72% to 5.00% 4.24 to 4.00% 517 192,457,085 9,367,138 384,914 304,432
6 5.01% to 5.33% 3.99 to 3.75% 612 262,255,855 13,478,688 524,511 438,058
7 5.34¢% to 5.71% 3.74 1o 3.50% 645 107,838,160 5,950,440 215,676 193,389
8 5.72% to 6.15% 3.49 to 3.25% 731 248,689,080 14,783,658 497,378 480,469
9 Over  6.15%  Under 3.25% 26,854 9,250,040,875 - 1,756,140,172 18,500,078 57,074,555
“Subtotal ... 57,370  $16,632,678,130  $1,889,076,493  $33,265,356  $61,394,985
Agsove Dozs Nor Incuune 28 (with net worth tax greater $7,305,336  $18,909,094
than $200,000)
33,662 (domestic corporations paying 812,076 710,876
$25 minimum) -
3,800 (foreign corporations paying 173,717 141,661
$50 minimum)
ToTaL, ... .. 94,860 $4.1,556,485  $81,156,616




thing less than 4.90%. Through the use of
Table 24 we find that a rate of about 4.6% is
pecessary in order to convert the net worth tax
to an alternative minimum without losing any
revenue. At a 4.6% tax rate all those corpora-
tions in Classes 1, 2, and 3 (i. e. with rates of
return of 4.44% or less on allocated net worth)
would still be subject to the net worth fax.
Combining these classes shows that about $12.7
million (or $13 million adjusted to 1967 figures)
would be retained. However, net income tax of
$2.6 million would be lost from these corpora-
tions resulting in net retained net worth tax of
about $10 million. The remaining $356 million
would be made up by an increase in the tax rate
of 1.25% making the total rate 4.5%.

As part of the above scheme, the total asset
allocation formmla would be eliminated; but
since most of the corporations would not be sub-
ject to the net worth tax, the revenue effect of
the change would not be significant. The above
plan does not propose the exclusion of sub-
sidiary capital from the net worth tax, but
presumably the problem would solve itself to a
large extent since the corporations affected
probably would not be subject to the net worth
tax. This alternative would also result in a
major shift in tax burden among corporations,
and for that reason is not recornmended at this
time.

Alternotive 8: A general revision which
would reduce the net worth tax to a non-gradu-
ated rate of one mill, reduce the net worth base
so that subsidiary capital is not taxed, and re-
peal the total asset allocation formula. This
wounld require a 4% income tax rate to offset the
loss. On the basis of the projection in the Gov-
ernor’s budget message, the net worth tax is
presently expected to yield $45 million. Since
the above reduction in the rate iz not a full 34
reduction because of the removal of the gradua-
tion from the tax and because of the retention
of the present minimum alternatives {o the tax,
it is expected that the net worth tax with the
above modifications would still yield about $24
million. The $21 million logs of net worth tax

would be made up by increasing the income tax
34% to 4.0%.

The decrease in the net worth tax rate makes
the total asset minimum alternative more viable
since the ratio between the rates will be 2 to 1
rather than 4 to 1 as at present. Corporations
whose net worth is less than 50% of total assets
would be subject to the total asset alternative.
This would remove some of the tax advantage
which debt financing now has over equity
financing.

This alternative has a number of advantages
and would be acceptable were it not for the fact
that a solution is available (below) which would
retain more of the advantage of a lower income
tax rafte.

Alternative 4: A fourth alternative would
meet the problem on a narrower base but with
more substantial relief direeted to the problem
of corporate headquarters location. The Com-
mission recommends:

Millior

dollars
A. Include only 507% of subsidiary
capital in the net worth base—(after
allowing for propeortionate debt adjust-
ment)—which would, in effect, reduce
the effective tax rate on this form of
capital to 1 mill, resulting in an esti-

mated revenue reduction of .o . 3L.5

B. Eliminate total assets =zlloecation
factor from the net worth tax, with esii-
mated revenue reduction of 1.5

C. Eliminate from the income tax base
intercorporate dividends received from
809, owned subsidiaries, with estimated
revenue loss of 4.5

Net revenue 1088 oo $7.5

D, Increase corporate income tax rate
to 3149, increasing the revenue yield ‘
by 87.0

E. Balanee revenue loss from General

Fund e 0.5

Total revenue replacement .. $7.5



- ParT 1V

DEATH TAXES

The scope of the Commission’s inquiry into
death taxes was preseribed by Governor Hughes
in hig letter of April 14, 1967, as follows:

¢ Accordingly, the Commission on Stfate
Tax Policy is respectfully requested to under-
take a comprehensive examination of the New
Jersey Transfer Inheritance Tax laws with
particular emphasis on, but not necessarily
limited to, rates, exeraptions, the relative
merits of a collateral inheritance tax versus
an estate tax, and the relative death tax
burden in New Jersey and other siate tax
jurisdictions. As to the last, it is recognized,
of course, that a sound evalnation of the
economic mmpact of a state death tax cannot
be made separate and apart from the impact
of the total state tax structure upon in-
dividuals. For example, New Jersey does not
impose a personal income tax.

Your Commission is respectfully requested
to determine to what extent the existing in-
heritance tax structure should be modified or
otherwise changed to insure a fair and equi-
table death tax levy and fo report on your
findings and recommendations in this regard
to me (and to the 1968 Legislature) by March
1,1968.7 -

This will be the first detailed analysis of
death taxes in New Jersey which has been made
by the Tax Policy Commission, and may well
be the only effort of its kind since the adoption
of the first collateral inheritance tax aet by
this State in 1892.

Background. Death taxes, variously known as
inheritance taxes, legacy, tradsfer, succession or
estate taxes are of ancient origin. They were
recognized in Roman law (1 Gribbon, pp. 163
ete.} and were adopted in England in 1780. One
of the earliest adoptions in the United States
was by Pennsylvania in 1826, but it was not
until the 1880°s and 1890’ that states such as
Connecticut, New Jersey, New York, Illinois
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and Massachunsetts first adopted their acts. By
1916, however, 42 states were levying death
taxes (excluding Florida, Mississippi, New
Mexico, Nebraska, South Carolina and Ala-
bama). The rates were generally at low pro-
gressive levels. Ai present all of the states
except Nevada levy some form of death tax.

The Federal Government did not get into a
permanent death tax until 1916, although on
three prior occasions it had used such atax as an
emergency revenue device.

At first the states resented the ‘‘infrusion’’ of
the federal government into this field, but sub-
sequently weleomed the development of the
federal tax credit for death taxes paid to the
states. This was introduced in 1924 as a 25%
credit.

Florida, Nevada, and Alabama had not yet
enacted any state death tax in 1924, but Florida
and Nevada proceeded to make sure of the situa-
tion by adopting constitutional amendments
prohibiting such taxes. California began to con-
sider a similar approach to meet the competition
for retired individuals with large estates. The
competitive spirit also began to infect defini-
tions, exemptions, and rates as well as admin-
istrative practices. Conferences were called by
the National Tax Association, the President
and state officials. Following the recommenda-
tious of a committee, known as the Delano Com-
mittee, the Congress enlarged the federal credit
to 80% for taxes paid the states, as part of the
Revenue Act of 1926. This succeeded for the
time being in curfailing interstate competition.

As a result of this early history, we now find
three different types of state death taxes:

1. Inheritance, succession or transfer tawes.
These taxes are based upon the theory of tax-
ing the privilege of receiving property by
virtue of the death of another. Because of




this theory of a tax on the privilege of receiv- 3. 4 pickup taw. This is a convenient label

ing, the rate structure discriminates as be- for the type of state death tax which is in-
tween close relatives and more distant bene- tended solely to qualify for the federal credit
. ficiaries ; a spouse, children, mother or father against the federal estate tax. In this sense,
of the decedent will pay the lowest rates and it picks up for state use the amount of the tax
a stranger, the highest. eredit available under the 1926 Federal
9. Awn estate tax. This is a tax, first used in Revenue Aect, which would otherwise go to the
thig country by the federal government, on federal government if the state did not levy a

the privilege of transmifting property upon
death; the tax is not on the interest to which
the beneflciary suec?ieds but rather upon the
interest which ceased by reason of the death. . . i
Tn this form of death 4ax, the rate structure 'I‘I;e %dflio ry Commission ‘ond Iz};tergovernf
deals solely with the size of the estate ang  ental Relations has summarized the types o

disregards the relationship of the beneficiary  State death taxes as of January 1, 1968, as set

death tax at least equal to the amount of the
credit on each estate.

to the decedent. forth in Table 25.
TABLE 25
Tyes or DeaTa Taxes, By StaTe
1968
Type of tax State
“Pickup tax only ... ... (4) Alabama, Arkansas, F'lorida, Georgia.
Bstatetaxonly ... .. ... .. ... ... .. (3) Mississippi, North Dakota, Utah.
Estate tax and “pickup”’ tax ... ... ... {4) Arizona, New York, Oklahoma,! South Carolina.
Inheritance tax only ... ... ... ... .. ... (2) South Dakota, West Virginia.
Inheritance tax and “pickup’ tax ... ... (35) Alaska, California,® Colorado,® Connecticut, Dela-

ware, District of Columbia, Hawali, Idaho, Tillinois,
Indiana, Yowa, Kansas, Kentucky, Louisiana,®
Maine, Maryland, Massachusetts, Michigan, Min-
nesota,! Missouri, Montana, Nebraska, New Hamp-
shire, New Jersey, New Mexico, North Carolina,’
Ohio, Pennsylvania, Tennessee,® Texas, Vermont,
Virginia,* Washington,! Wisconsin,® Wyoming.

Estate tax and inheritance tax ... .. .. .. (1} Oregon.t
Inheritance, estate and “‘pickup’’ taxes. .. (1) Rbode Island.?
Nofax ... ... ... .. ... (1) Nevada.

1 Also hag gift tex (12).
Source: ACLR. State and 1.0cal Taxes, Significant Features, 1968 (January, 1968, M—37).
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TABLE 26

Rzrarion or DEarr Tax CoLLEce1ons To PopuraTioN, PErsoNan IvcoMs
AXD Torar Stare Tax Correcrions; 1966

{B = Rank)
Death Taxes—1966
Pearsonal Income—1565
Populalion Total State tax As percent
State Hstimated Per $1,000 per- collections—- of total
July 1, 1968 Amount Per (apita Amount Per Capite  sonal income 1964 collections
rthousands) B (millions] R R (thousands) B R R {thousands) R R

All States .............. 195,048 528,173 : 2,742 808,078 4.14 - 1.53 20,879,758 2.8
Alabama ...ovvviiiiaan. 3,017 21 6,660 24 1,608 4% 1,807 38 .51 45 3.69 3 463,013 22 & 45
AlasKa .iiiviicriiaiiaas 272 B0 51 49 3,187 8 81 4g .30 49 30 49 52,798 59 2 48
Arizona ......ciiieenee. 1,638 34 3,138 32 2,370 a2 2,143 37 1.32 3% BT 40 274,200 32 8 37
ArHansas 1,855 31 3,581 35 1,845 48 708 48 .36 47 20 48 264,828 33 3 47
California 18,918 1 59,958 1 3,258 6 124,301 2 6.57 7 2.07 3% 3,437,731 1 3.6 10
Colorado 1977 30 5,282 29 2,710 20 8424 24 426 15 .58 19 325,716 2% 2.6 17
Connecticut ............. 2,875 24 4,626 17 3,401 1 39,984 6 13.81 1 415 1 430,948 23 9.1 1
Delaware ... ..o ) 512 46 1,708 43 , 8,382 2 6,758 27 13.20 2 3.96 2 178,601 40 5.2 3
Florida cvovvviriiiiiades 5,841 9 14,041 10 2,423 29 15773 14 2.65 27 1.12 27 819,147 9 19 24
Georgia ..., 4,459 15 9,478 19 2,169 ai 3,833 32 .88 44 40 44 611,763 18 .6 43
Hawail covvvniieniaonrnen 7i8 40 2,030 40 2,879 13 1446 41 2.01 a5 71 38 183,088 36 8 38
Tdaho ... ..cvvreeiniis 694 42 1,660 44 2,385 31 914 45 1.32 40 55 41 119,814 42 8 39
Ilinois ....oovveiiiinn 10,722 5 34,508 3 3,280 4 45,183 5 4.21 18 1.29 25 1,385,226 b1 3.3 i3
Indiana, ....ovviviiinnes 4918 12 13,924 11 2,846 14 10,078 21 2,06 34 72 37 728,174 12 1.4 35
Towa .. 2,747 25 7,381 22 2,676 21 12,0686 17 4.40 14 164 16 420,192 25 2,5 i4
THansas ....oiiiieaeanes 2,250 29 5,832 26 2,838 24 5,572 28 2,48 29 B4 31 346,991 28 1.8 31
Kentucky 3,183 22 6,489 25 2,045 43 9,782 22 3.08 22 1.61 22 434,525 24 2.3 21
Louisians 3,603 19 7,359 23 2,087 42 5,359 29 1.49 38 .78 36 858,571 14 K3 48
& Maine ... 983 a8 2,245 38 2,211 38 4,987 30 5.05 12 2,21 g 127,888 41 3.9 1
- Maryland 3,613 18 10,604 15 3,001 il 9,115 23 2.52 28 .86 34 387,885 18 1.6 32
Masgachusetts .......... 5883 10 16,348 8 3,080 9 34,903 7 6.48 8 2.13 10 773,187 ii 4.5 6
Michigan ............000 8,374 T 25,031 [ 3,010 10 22,727 8 2,71 25 81 32 1,467,674 4 1.5 34
Minnesota ......ciiuui-n 3,576 20 9,485 18 2,686 22 14 555 15 4.07 18 1.53 21 614,995 15 2.4 19
Mississippl ... .oieninnnn 2,827 B8 3,712 33 1,608 50 897 44 .43 45 27 48 287,415 31 .3 48
Missouri ....oviiiiiinn 4,568 13 11,881 12 2,863 23 10,443 18 2.36 20 89 33 579,788 19 1.8 27
MONLBNE crvvarnariauninns 702 41 1,714 41 2,438 28 2,780 34 3.92 19 1.60 17 61,188 43 3.0 i3
Nebragks ......o00ienn. 1,456 38 3,838 3 2,629 25 528 48 .26 48 a4 &7 130,001 39 E] 46

Nevada ...ivieneiariise 454 47 1,437 47 3,511 3 84,256 45 .

New Hampshire ........ 881 44 1,714 42 2,847 27 3,081 33 4.45 i3 1.77 15 61,478 48 &9 4
New Jersey ............. 6,868 8 21,950 8 3,237 7 52,775 4 7.63 2 2.40 5 £89,146 17 9.6 2
New Mexico ... . 1,022 36 2,224 39 2,193 40 3,211 49 1.18 41 54 42 201,911 35 .6 44
New York ........ . 18,258 2 59,350 2 3,278 B 132,125 1 T.24 5 2.23 3 3,415,746 2 3.5 8
North Carolina 5,000 11 10,070 i6 2,041 44 17,901 13 3.58 21 1.78 14 776,887 10 2.3 20
North Dakota ........... 50 4B 1,486 46 2,279 37 585 47 .50 43 ] 45 84,425 44 7 41
[0 551 S 10,305 L3 28,972 ] 2,828 i5 18,522 12 1.80 37 64 38 1,122,741 T 1.6 33
OKlahomMA +vvvrrisrrnrens 2,458 27 5,808 27 2,389 38 12,807 18 5.25 10 2.30 8 388,705 26 43 12
OYEEOM vvvenveranneerr - 1,855 82 5,350 28 2,761 17 8,223 25 4.21 17 18 2 289,988 30 27 16
Pennsylvania 11,582 3 31,818 % 2,747 18 62,200 3 5.837 2] 1.85 12 1,674,675 3 3.7 9
Rhogdse Island .... Bag 3¢ 2,515 36 2,823 16 8,850 26 761, 4 2.2 4 144,150 a8 4.7 5
South . Caroting ... 2,586 28 4,708 30 1,848 &7 2,407 as B3 2 A1 43 558,986 27 N 42
South Dalkota 682 43 1,518 45 2,913 39 1,459 40 2.4 23 .56 29 77,583 46 19 25
TERNEsSSes ..v.evuennr.nn 3,883 17 7,740 21 2,013 46 10,601 18 2.73 24 1.37 23 480,040 21 2.2 22
TOURT vrenrivrniannearans 10,752 4 24,761 7 2,338 34 21,088 10 1.96 36 .85 35 1,267,084 6 LT 30
TIERR oo 1,008 37 2,341 37 2,355 33 2,265 36 2,28 31 87 28 188,182 37 1.3 26
Vermont ...viveeviniaens 405 48 - 934 48 2,312 35 ,468 39 3.70 26 1.66 18 71,963 47 .21 23
Virginia ......ooi0ien 4,607 14 10,681 14 2,412 30 10,104 20 2.24 32 .85 30 528,982 20 19 26
Washington ............. 2,980 23 8,641 20 2,906 12 19,808 it 6.68 6 2.30 7 695,522 i3 . 29 ib
West Virginia .......... 1,994 33 3,679 34 2,027 45 4,765 31 2.66 26 1,30 24 264,245 34 18 28
Wisconsin ... 4,161 18 11,279 i3 2,724 19 21,237 ] 510 11 1.88 13 822,880 3 2.6 18
Wyoming ........iiiiin 328 49 844 50 2,558 26 1,009 43 a.07 23 1,20 24 55,788 49 1.8 29

Source: State (Government Winances in 1966 )
Death toxes per capita and per $1,000 of personal income and relationship of death tax collections to total state tax collections were caleulated from

base matevrial,
R—Rank,




Other Variations. The rates of the death
taxes vary cousiderably among the sfates, not
only between the estate tax group and in-
heritance tax group but also very much within
groups. In addition, there are substantial
differences as to deductions and exemptiouns.
Twenty-three states permit the deduction of the
federal estate tax for purposes of computing
the taxable estate for sfate purposes, while the
remaining states do not. New Jersey excludes
from the net taxable estate all life insurance
payable to a named beneficiary and all tenancies
by the entireties, both of which are taxable
under the federal estate tax, the pickup taxes,
and some of the inheritance taxes. It is thus
difficult to compare the burden of death taxzes

tion under a will or by intestacy. See Table 45,
page 82.

Pax Yrimips

‘While death taxes are not generally con-
sidered as important parts of sfate revenue
systems, some stafes have very substantial
yields from these taxes and New Jersey relies
upon its yield to a greafer extent than most
other states. While New Jersey ranked eighth
in population and eighth in personal incomes
received, in 1966, it ranked fourth in death taxes
collected, third in amount per capita and fifth
in amount of death taxes per $1,000 of personal
income in the state. Table 26. New Jersey’s
rank of fourth in death faxes has persisted over

among the states without reference to the com- the last forty years with little change. See
position of the estate and its particular distribu- Table 27.
TABLE 27
State of New Jersey
Srare Deate axp Gree Tax CoriroTIONS IN THE
Uwrited Srares, By STare, 1925-1966
(in thousands of dollars)
1966 1962 1950 1940 1850 1885
State (Numerals in parenthesis are State rank)
Alabama ... .. ... . ..., $1,807 $707 $914 $262 S $. ..
(38) (43) (31) (34)
Alaska ... ... ... ... ... .. 81 98 .. oL
(49) (49)
Arizona ... ... .. ... .. .. ... 2,143 875 118 180 284 98
(37) (41) (48) (38) (34) (37)
Arkansas ... ... ... .. 709 721 206 234 283 366
(46) (42) (43) (36) (35) (28)
Califormia . ............. .. 124,301 76,016 19,857 10,661 11,647 6,423
(2) (2) (3) (3) (6) (3)
Colorade .............. ... 8,424 6,000 1,919 1,063 900 911
(24) (23) (25) (20) (23) (16)
Conneeticut ........... ... 39,994 22,984 5,868 3,399 3,607 . 2,867
(6) (6) - (9) (7) (10) (8)
Delaware ...... ... ... ... 6,759 3,374 2,879 472 1,853 86
(27) (29) (16) (31) (13) (40)
Florida .................. 15,773 6,347 3,011 2 S
(14) (22) (15) (23)
Georgia .................. 3,833 1,635 613 472 359 333
(32) (34) (34) (32) - (32) (29)
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TABLE 27—Continued

State of New Jersey
Srare Deata axp Gmrr Tax CoLLECTIONS IN THE

Uxrrep StaTes, By Srare, 1925-1966

(in thousands of dollars)

1930

1966 1962 1850 2940 1835
State ‘ ( Numerals in parenthesis are State rank)
Hawail ................... 1,446 1,076 ... ...
(41) (39}
Tdaho .................... 914 646 222 80 36 3
(45) (44) {41) (42) (43) (44)
Thnois ... ... ... .. 45,183 31,682 7,259 3,615 16,002 5,078
7 (5) (4) (7) (6) (3) (6)
Indiana ........... ... .... 10,076 7,222 3,042 1,333 1,451 953
(21) (18) (14) (15) (15) (15)
TOWA .o 12,086 8,162 3,408 1,017 1,934 1,062
(17) (14) (13) (21) (17) (13)
Kansas .................. 5,572 5,914 1,079 375 684 402
(28) (26) (30) (33) 27) (26)
Kentucky ................ 9,792 5,890 2,618 1,200 1,024 385
(22) (24) (18) (17) (21) (27)
Louisiana ................ 5,350 4,954 1,510 887 689 467
(29) (27) (27) (24) (26) (22)
Maine .......... ......... 4,967 3,699 1,476 662 1,010 1,370
(30) (28) (28) {28) (22) (11)
Maryland . ... . ... .. .. 9,115 6,407 2,600 1,723 1,416 848
(28) (21) (19) (12) (16) (18)
Massachusetts ... ... .. .. 34,903 21,141 9,660 9,478 14,337 6,010
(7) (7 (4) (4) (5) (5)
Michigan . ................ 22,727 14 490 7,929 2,736 5,421 2,503
(8) (10) (6) (9) (8) (©)
Minnesota . ........ ... ... 14,555 9,011 2,334 1,199 1,529 1,030
(15) (13) (21) (18) (14) (14)
Mississippt ............... 997 1,181 231 49 42 35
(44) (38) (40) (44) (42) (35)
Missourt ................. 10,643 6,668 2,742 1,962 3,841 1,169
(18) (20) (17) (11) (9) (12)
Moutana ................. 2,760 2,147 422 187 213 97
(34) (33) (85) (37) (87) (38)
Nebraska ................ 528 376 189 133 20
(48) (47} (44) (41) (45)
Nevada ... ... s,
(60) (50)
New Hampshire ...... .. .. 3,031 2,752 911 1,101 480 247
(33) (31) (32) (19) (30) . (34)
New Jersey .............. 52,776 24059 9,600 5,263 15,766 6,361
(4) (5) (5) (5) (4) (4)




TABLE 27—Continued

State of New Jersey
State Dears awd Orrr Tax CoLLECTIONS IN THE
Uwirep Starss, By Stare, 1925-1966
{in thonsands of dollars)

1966 1962 1950 1940 1830 1525
State ( Numerals in parenthesis are State rank)

New Mexico .............. 1,211 481 215 43 66 39
_ (42) (45) (42) (46) (41) (43)

New York .. .............. 132,125 81,748 22,375 28,025 50,487 23,661
(1) (1) (1) (1) (1) (1)

North Carolina ........... 17,901 7,837 9,211 1,009 1,196 762
‘ (13) (16) (22) (22) (19) (19)
North Dakota .......... ... 585 347 113 41 31 47
(47) (48) (45) (47) (44) (41)

Ohio ........ e 18,522 11,564 4,559 2,182 2,999 1,611
‘ ' (12) (11) (11) (10) (11) (10)
Oklaboma ................ 12,897 7,288 2,449 1,633 187 96
(16) (17) {20) (13) (39} (39)

Oregon .................. 8,223 8,087 1,467 652 1,230 572
(25) (15) {29) (29) (18) 21

Penngylvania ... ... P 62,200 57,311 21,652 19,427 26,844 12,712
(3) (3) (2) (2) (2) (2)

Rhode Igland ............. 6,830 2,973 1,656 1,206 6,155 432
_ (26) (30} (26) (16) (7) (25)

South Carolina . ........... 2,704 1,655 397 141 260 438
(35) (36) (36) (40) (36) (23)

South Dakota ... ... ..., 1,459 930 375 52 193 150
‘ (40) (40) (37) (43) (38) (36)
Tennessee . ............... 10,601 6,676 1,955 853 341 315
(19) (19) (24) (25) - (33) (32)

Texas .................... 21,098 17,759 6,047 718 782 592
(10) (8) (8) (27) (24) (20)

Utah .. ... L. 2,265 1,372 370 154 381 288
(86) - (36) (39) (39) (31) (33)

Vermont .. ... . ....... o 1,498 1,212 371 250 507 328
(39) (37) (38) (35) (29) (31)

Virginia ................. 10,104 5,237 2,028 722 - 1,096 331
(20) (25) (23) (26) (20) (30)

Waghington .............. 19,898 10,327 3,559 1,443 543 434
(11) (12) (12) (14} (28) (24)

West Virginia ............ 4,765 2,676 888 521 751 876
(31) (32) (33) (30) (25) (17)

Wisconsin ... ........... 91,987 14,934 5,338 3,912 2,469 2,943
(9) (9) (10) (8) (12) (7)

Wyoming . ............... 1,009 417 110 40 68 40
(43) (46) (47) (45) (40) (42)
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New Jersey also depends upon the death tax
revenues, as a percentage of fotal state tax col-
lections, to a greater extent thar any other state
except one, Connecticut, which had a percentage
of 8.3% in 1967 as compared with New Jersey’s
6.5%. The median gtate in 1966, South Dakota,
collected only 1.9% of its total state tax collec-

. tions from death taxes and the average state

collected only 2.8%. (See Table 26.) The per-
centage of state death taxes to total state fax
collections, in the order of ranking for the top
10 states for the years 1967 and 1965 is shown in
Table 28,

TABLE 28

Drare Tazes a8 A PrroeENTaceE oF Toran Nrare Tax CorinBECTIONS
1965 Anp 1967 SELECTED STATES '

1967 : 1965
D ite tavessh - Rank et mmea e Rank

Connecticut ............ .. A 8.3 1 7.9 3
New Jersey ........... ... .. ... 6.5 2 8.9 2
New Hampshire ................. 4.7 4 141 1
Delaware ....... ... ... . ... ... 5.3 3 4.2 7
Rhode Island .......... ... ... . .. 4.0 5 74 4
Massachusetts ......... ... L ' 4.0 6 49 5
Maine .. ... ... ... ... .. ... ... 3.7 7 4.1 9
Pennsylvania ... ... .. ... .. .. .. 3.6 8 45 6
California ........... ... ........ 3.3 9 . 3.7 10
Tineis ... .o ' 3.2 10 . .

Oregon ......................... 2.6 16 4.2 8




History oF THE NEW JERSEY TRANSFER
Iverrrance Tax

New Jersey, as some of the other states, first
levied a death tax at the end of the nineteenth
century, and it extended only fo inheritances
by collaterals and non-relatives. It was not
until the Act of March 26, 1914, (Chapter 57 as
amended by Chapter 151) that New Jersey first
extended its death fax to transfers to a spouse,
child, father, mother, brother, sister or spouse
of a child of the decedent. Significant changes
were made in the act in 1922 (Chapter 174) by
extending the tax to transfers fo charities, in-
creasing the rates, and allowing the federal

estate tax as a deduction on the gross estate,
Following the enactment of the Revenue Act of
1926, with its newly adopted 80% credit for
death faxes paid to the states, New Jersey in.
creased its death tax rates so as to absorb as
nearly as possible the full amount of the 809,
federal credit, and the deduction previously
allowed for federal estate taxes paid was elimi.
nated from the New Jersey Statute. It is sig-
nificant that the rates and classifications of
beneficiaries, subject to minor changes noted
at the foot of Table 29, continued in effect from
July 1, 1926, for almost 36 years to March
28, 1962.

TABLE 29

" New Jersey Benericiary CLASSIFICATIONS
ExeMmerions axe Tax Rarrs: 1926-1962

(Class A-Father, mother, hushand, wife, child,
issue of child, adopted child, issue of
adopted child. (See note below.).

Class B—Brother, sister, wife or widow of son,
husband of daughter.

Class C—Churehes, hospitals, orphan asylums,
public libraries, Bible and tract soci-
eties, religious, benevolent charitable
organizations and uses.

Class D--Stafe of New Jersey and its political
subdivisions.

(Mlass E—AIll others.

HxrMprions
$5,000 each beneficiary.

Under $500, no tax;
$500 or over, ne exemption.

(lass A.
Class B.

Class C. TUnder $500, no tax;
$500 or over, no exemption (see
note below).

Class D. Hxempt.

Class B. TUnder $500, no tax;

$500 or over, no exemption.

Block of net tevable

Rates of fan by Class
transfer less

exempiion 4 B ¢ D B
50,000.... 1 5 5 8
50,000.... 2 5 5 8
50,000.... 8 5 5 8
50,000, ... 4 5 5 8

100,000. ... 5 5 5 8
200,000.... 6 6 5 8
200,000.... 1T 6 5 -8
200,000. ... 8 7 5 =
200,000.... 9 9 5 o 10
300,000.... 10 11 5 o 12
300,000, ... 11 13 5 gy U
500,000.... 12 14 5 16
500,000.... 13 16 5 16
500,000.... 14 18 5 16
500,000. ... 15 16 5 16
Over 8,700,000 ... 16 16 5 16

Source: c. 294, Laws of 1926

Notea:

a) Mutually acknowledged child. omitted from Class A under
C. 294,

b} Issue of child and adopted child transferred from Class B
to Class A, July 1, 1827 (c, 225).

@) Btate supported educational institutions exempted (c.
162, Laws of 1925).

d) Churches, hospitals, charitable, religious, etec. organiza-
tions granted $5,600 exemptions, July 1, 1834 (c. 244).

e) Mutually acknowledged child and step-chiid granted same
exemption and taxed at same rates as child (c. 128, Laws of
1937).

£y Grandparents included in Class A, July 1, 1934 (c. 244).

g) Insurance to designated beneficiaries exempt (c. 303,
Laws of 1938),

h) Hiducational institutions exempi on reciprocal basis (¢
268, Laws of 1948).

i} Institutions for the instruction of the blind in the use of
dogs as guides exempted, effective June 17, 1966 {c. 78).




On March 29, 1962, the rates were substan-
tially increased on all classes of beneficiaries,
except charitable, religious, ete. The extent of
the rate changes is shown in Table 30. They
largely followed a proposal of two years’ stand-
ing to substantially increase death tax rates
(A-bH40 passed the Assembly May 9, 1960, but
died in the Senate Judiciary Committee, and
A-694 wasg introduced in the Assembly on May
15, 1961, and went to second reading but no
further.) Following the passage of A-586 which
became Chapter 15, Laws of 1962, on March. 30,
1962, the New York Times (page 36:1) said
that ‘‘the increase in the inheritance tax is
permanent and is expected to net the state an
extra $4 million this year (1962) and $7.6 mil-
lion annually thereafter.”’ The Trenton Evening
Times of the same date said: ‘‘The inheritance
tax boost is permanent.”’ (page 2.)

A “before and after’’ comparison of the bur-
den of the 1962 rate increases is shown in Table
81. The Table shows the tax that wounld be paid
were a single beneficiary of the class indicated

to receive a bequest in the amount shown in the
column designated ¢“Size of Hstate.”’

The heaviest increase in actual tax dollars

oceurs in Class “B”’ (brothers, sisters, ete.)
where the tax on estates up to $300,000 passing
to a single beneficiary of the Class is inereased
120%. On a million dollar estate the tax burden
is 77.4% greater, increasing from $62,000 pre-
1962 to $110,000 post-1962. From that point the
inereage drops to 10.4% at $5,000,000, to 4.7%
at $10,000,000.

Next in order of severity is the increased tax
burden on transfers to Class “E’’ beneficiaries
(all others). On all estates up to $500,000 pass-
ing to such beneficiaries, the tax is increased
87.5%. On a million dollar estate the tax in-
crease is still at a high 86.6%; dropping to
43.6% at $2,000,000; 18.6% at $5,000,000; and to
6.3% at $10,000,000.

The tax increase under the 1962 act reaches
its maximum on transfers to Class ‘“A’? benefi-
ciaries (husband, wife, children, ete.) on an es-

TABLE 30
New Jersey Bexericiary CrassiricaTions aNp Tax Rares: 1062-

Rates of tax

Block of net tasable tromsfer

Class 4 Class B Cluss B
tess exempiion Class Class

old New old New o® 2 Gl1d New

15,000 .. ........ .. 1 1 i} 11 5 8 15
35,000, ... ......... 1 2 5 11 5 8 15
50,000. .. .......... 2 3 5 11 5 8 15
50O000.......... ... 3 4 5 11 5 8 i5
50,000............. 4 5 5 11 ] 8 15
100,000, ... ......... 5 6 5 11 5 . 8 15
200,000, .. .......... 6 7 5 11 5 =% 8 16
200,000. . ........... 7 8 7 11 5] g 8 15
200,000, ............ 8 9 3 11 5 o 8 16
200,000..... ... ..., 9 10 9 11 5 10 16
300,000............. 10 11 11 13 5 m 12 16
300,000, ............ 11 12 i3 14 ) = 14 16
500,000, .. ... ... .. 12 i3 14 16 5 16 16
500,000............. 13 14 16 16 5 16 16
500,000, ... ... ..., 14 15 16 16 b 16 16
500,000, ...... .. ..., 15 16 16 18 5 16 16
Over 3,700,000, . .. ....... .. 16 16 18 16 5 16 16

* Class (J, churches, hospitals, charities, etc., complete exempted, effective July 1, 1962 (c. 81, Laws of 1962).

Bee Table 29 for beneficlary clagsifications and -exemptiona.
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TABLE 31
New Jrrsey Inmerrtancs Tax Buspmw, Berorz axp Arres Marcm 29, 1962;
BY Siz8 oF BEsrare anp Crass oF TrRANSFEREE
{Single Beneficiary )
Class 47
Tax *
Size of Hstale Effective lax Top brockel tax
Increase rote—% rate—%
Refore After Amount Percent Before After Before After
5,000 .. ..
26,000 .. .. 200 300 100 50.0 0.8 1.2 1.0 2.0
50,000 . ... 450 800 360 77.8 0.9 1.6 1.0 2.0
100,000 . ... 1,450 2,300 850 HB.6 L5 2.3 2.0 3.0
200,000 . ... 4,950 6,300 1,850 374 2.5 3.4 4.0 5.0
300,000 . ... 9,950 12,800 2,850 28.6 3.3 4.3 5.0 6.0
400,000 . ... 15,950 19,800 3,850 24.1 4.0 5.0 6.0 7.0
500,000 . ... 21,950 26,800 4,850 22.1 4.4 5.4 6.0 7.0
1,000,000 .. .. 60,9560 70,800 9,850 16.2 6.1 7.1 9.0 10.0
2,000,060 . ... 168,950 188,800 19,850 11.7 8.4 9.4 12.0 13.0
3,000,000 . ... 299,950 329,800 29,850 10.0 10.0 11.0 14.0 15.0
_ 4,000,000 .. .. 450,950 487,800 36,850 8.2 113 12.2 16.0 16.0
. 5,000,000 . ... 610,950 647,800 36,850 6.0 12.2 13.0 16.0 160 .
i 6,000,000 .. .. 770,950 807,800 36,850 4.8 12.8 13.6 16.0 16.0
7,000,000 .. .. 930,950 967,800 36,850 4.0 13.3 13.8 16.0 16.0
8,600,000 . ... 1,090,950 1,127,800 36,850 3.4 13.6 14.0 16.0 16.0
9,000,000 .... 1,250,950 1,287,800 36,850 3.0 13.9 14.3 16.0 16.0
10,000,000 .... 1,410,950 1,447,800 36,850 2.6 14.1 14.5 16.0 16,0
Class "B
5,000 .. .. 250 550 300 120.0 5.0 11.0 5.0 131.0
25,000 .. .. 1,250 2,750 1,500 120.0 5.0 11.0 5.0 11.0
50,000 .. .. 2,500 5,500 3,000 120.0 5.0 11.0 5.0 11.0
100,000 . ... 5,000 11,000 6,000 120.0 5.0 11.0 5.0 11.0
200,000 .. .. 10,000 22,000 12,000 120.0 5.0 11.0 5.0 11.0
300,000 . .. 15,000 33,000 18,000 120.0 5.0 11.0 5.0 11.0
400,000 . ... 21,000 44,000 23,000 109.5 8.3 11.0 6.0 11.0
500,000 .. .. 27,000 556,000 28,000 103.7 b4 11.0 6.0 11.0
1,000,000 .. .. 62,000 110,000 48,000 174 6.2 11.0 9.0 11.6
2,000,000 .. .. 185,000 250,000 65,000 35.1 9.3 125 14.0 16.0
3,000,000 .. .. 341,000 410,000 69,000 20.2 114 18.7 16.0 16.0
4,000,600 .. .. 501,000 570,000 69,000 13.8 12.5 14.3 16.0 16.0
5,000,000 .... 661,000 730,000 69,000 10.4 13.2 146  16.0 16.0
6,000,000 .. .. 821,000 890,000 69,000 84 13.7 14.8 16.0 16.0
7,000,000 .... 981,000 1,050,000 69,000 7.0 14.0 15.0 16.0 16.0
8,000,000 .... 1,141,000 1,210,000 69,000 6.0 14.3 15.1 16.0 16.0
9,000,000 .... 1,301,000 1,370,000 69,000 5.8 14.5 15.2 16.0 16.0
10,000,000 .. .. 1,461,000 1,530,000 69,000 4.7 14. 15.3 16.0 16.0
* Asguming single beneficiary of class takes total taxable estate,
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TABLE 31-—Continued

New Jersey Iwugrirance Tax Burpew, Berore a¥p Arrer Marcsm 29, 1962;
8y Siz% or Hsrars axp CrLAss oF TRANSFERER

(Single Beneficiary)

Class “B"
. Towx *

Jize of Estate -

Bffective tax Top bracked tox
Increase rate—=% rate—9h

Before After Amount Percent Before After Before After
5,000 .. .. 400 - ThO 350 87.5 8.0 15.0 8.0 i5.0
25,000 ... 2,000 3,750 1,750 87.5 8.0 15.0 8.0 15.0
50,000 .. .. 4,000 7,500 3,500 87.56 8.0 15.0 8.0 15.0
100,000 .. .. 8,000 15,000 7,000 87.5 8.0 15.0 8.0 15.0
200,000 .. .. 16,000 30,000 .~ 14,000 875 8.0 15.0 80 15.0
300,000 .. .. 24,000 45,000 21,000 871.5 8.0 15.0 8.0 156.0
400,000 .. .. 32,000 60,000 28,000 87.5 8.0 15.0 8.0 15.0
500,000 .. .. 40,000 75,000 35,000 87.5 8.0 15.0 8.0 15.0
1,000,000 .. .. 82,000 153,000 71,000 86.6 8.2 15.3 10.0 16.0
2,000,000 .. . 218,000 313,000 95,000 43.6 10.9 15.7 16.0 16.0
3,000,006 .. .. 378,000 473,000 95,000 25.1 12.6 15.8 16.0 16.0
4,000,000 . .. 538,000 633,000 95,000 17.7 i35 158.8 16.0 16.0
5,000,000 .. .. 698,000 793,000 95,000 13.6 14.0 15.9 16.0 16.0
6,000,000 .. 858,000 953,600 95,000 111 14.3 15.9 16.0 16.0
7,000,000 ... 1,018,000 1,113,000 95,000 9.3 145 15.9 16.0 16.0
8,000,000 ... 1,178,000 1,273,000 95,000 81 14.7 15.9 16,0 16.0
9,000,000 . ... 1,338,000 1,433,000 95,000 7.1 14.9 15.9 16.0 16.0
10,000,000 .. .. 1,498,000 1,693,000 95,000 6.3 15.0 159 16.0 16.0

tate of $50,000. At this point the tax moves up
from $450 to $800; an increase of 77.8%. At
$500,000 the increase is 22.1% ; $1,000,000 it is
16.2% ; $5,000,000, 6.0% ; $10,000,000, 2.6%.

At the time of adoption of C.15 it was esti-
mated that the increased rates would produce
$7.6 million additional revenue anunually. It
would seem at this time that the estimate was
quite conservative. Actual inheritance tax col-
leetions for the four full fiscal years following
adoption of C.15 (1964-67) averaged $50 million
annually; a figure more than double the yield of
$24.2 million for 1962 under the former rate
schedule. This latter figure, however, must be
adjusted for the five mtervening years to reflect
population and economic growth. Table 32 shows
the results of an 8% average annual inerease
in death tax collections for the fiscal years
1950-1967 inclusive. On the basis of these pro-
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jections, it would appear that the additional
yield of the 1962 rate changes approximates $20
million anpually. In percentage this means that
60% of annual collections for these years rep-
resents the yield of the inheritance tax law with-
out rate changes after adjustments for popula-
tion and economic growth factors, and 40% as a
result of the rate changes. This estimate is in
accord with the result of an analysis of actnal .
assesstnents for one full year. See Table 35.

This review leaves for further examination
two broad issues:

A,  Is the transfer inheritance tax fair and
equitable in its present form?

B. Istheburden acceptable from the view-
point of New Jersey in competition
with other states?



TABLE 32

Stare or New JErsEy

New Jersey Inmrrirance Taxes Prossorsp 1963 1o 1967 Basep on
Pre-1962 Rares axp ExaMprions—8% ANNUAL INCREASE

(amounts in thousands of dollars)

‘ Projected Estimated b Bt

Pisoal Yoar | Coftections 1 (5% e Yorensons.  ‘piributadie to

1945 8557 ...

1950 . 9,600 ... L

1951 . 9,553 10,368 ...

1952 .. 19,487 11,1974 .

1953 o 10,990 12,093.2 U

| 1054 o 11,909 13,0607 ...,

1955 Lo 12,795 141056 ...

1956 .o 15,865 152340 ...

| 1957 i 16,700 164527 ...

R 1958 oo 18,600 17,7689 ...

8 1959 ... SRR 20,600 191904 ...

L 1960 .ot 20,691 9207256 ...

i 1961 o 24,676 993836 ...

1962 ..o 94,059 241743 ... L

i 1963 .o o 40,115 96,108.2 © 14,006.8 84.9

1964 47,656 98,196.9 19,459.1 40.8
1965 . 48,197 30,452.7 17,744.3 36.8
1966 ..o 59,775 32,888.9 19,886.1 37.6
19674 o 57,945 35,520.0 99,421,05 38.76

y 1 From Compendinm of State Government Finances, Table §, 1845, 1950-53; State Tax Collections, Table 3, Bureau of the
L Census, 1954-1966; Transfer Inheritance 'Tax Bureau, 1967,

2 Projections from 1950 on basiz of 8% annual increase.

3 Histimated yield of increased rates under ¢. 15, Laws of 1962,

il ¢ Before refunds to estates, probably overstated by approximately §2,000,000.

3 , Witk allowance of $2,000,000 for estate refunds this figure would be $20,421,600,
M 6 T.ess $2,000,000 refunds this figure would be 36.5%.
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INTERNAL EQUITY OF THE DEATH TAX

Between 1962 and 1967 New Jersey death fax
collections increased by more than 100%. This
increased yield was the net result of increased
rates imposed in 1962, growth of the population
and economy of the state, offset in part by
revenue logs due to the exemption of transfers
to religious, charitable, benevolent, ete. organ-
izations on a reciprocal state bagis. Between
1950 and 1962 death tax collections increased, as
already noted, at an average amnnual rate of
approximately 8%, as shown in Table 32. 'The
same table shows the effect of the 1962 rate
inereages on top of the normal annual growth.

The extent to which growth of the population
and economy contributed to the increase in
yvields is shown in the trend in the number of
taxable inheritance tax returns which were filed
during the period 1960-1967, as follows:

Nuwmszr or Inuarrrawce Tax Rervrys Froep
v THE Fiscar Years 1960-1967

Number of Returns

Figseal ¥ear Tawable Faoempl Total
1960 ..., 15,878 16,626 32,504
961 .. ... 13,885 16,345 30,230
1962 ... ... 14,687 16,719 31,406
1963 ............ 16,220 17,428 33,648
1964 ... ... ... 20,407 14,886 35,293
1965 ... ... ... 19,481 16,195 35,676
1966 ............ 20,629 15,698 36,327
1967 ... ... L. 20,270 15,600 35,870

An analysis furnished by the Transfer In-
heritance Tax Bureau of its assessments for

1962 and 1967, classified according to size of the
net estate shows that estates under $500,000
produced 56% of the tax vield in 1962, while in
1967 estates in this size group accounted for
66% of the yield.

Table 33 also discloses several additional in-
teresting facts. This table, related to actual
assessments levied by the Inheritance Tax
Bureau during fiscal year 1967, shows that 83%
of assessments by number were under $60,000 in
size; covered 30% of aggregate net estate val-
uation and produced 23% of total taxes
assessed. Further, that estates in excess of
$1,000,000 accounted for 0.44% of assessments
by number; 16% of aggregate estate valuation
and produced 24% of taxes assessed. A similar
distribution for fiscal 1962 is shown in Table 34.
A condensed summary of the results for 1967
is as follows:

The New Jersey Bankers Association has
made an extensive analysis of assessments
made by the Transfer Inheritance Tax Burean
during the fiscal year ending June 30, 1967.
From this analysis it is possible to determine
how the pre-1962 rates compared with the
present rates in their effect upon the three tax-
able classes of beneficiaries, that is:

Class A-—Spouse, child, parents, etc.

Class B—DBrother, sister, etc.
Class E~-All others.

As shown in Table 35, the assessments made
in July and October of 1966 and January and
April of 1967, annualized by multiplying the
total by 3, show that the pre-1962 rates account

1967 Assessments: Selected Levels

Valuation . Tax
Hstate size Number % (o06) - Y% (000) %

Under $60,000 ... ...... .. 14,906 82.67 $289,553 3098 $10,221 22.88
Under 106,000 ........ .. .. 16,202 89.86 390,323 40.82 14,487 32.43
$100,000-1,0600,000 ....... .. 1,755 9.73 412,791 4317 19,681 43.74

1,000,000-5,000,000 ..... .. 71 0.42 125,632 13.15 9,222 20.68
Over 5,000,000 ........ .. .. 3 0.02 27,731 2.90 _ 1,420 - 318
All Estates . .............. :
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for 61.6% of the assessments and the 1962 rate . Table 35 also shows that the 1962 rate in.

increases accounted fo_r 38.4%. - creases account for only 24.2% of the assess.
Among the beneficiary classes, the lineal
group (Class A) produced 42.9%, brothers, ete.
(Class B) 18.4% and all others (Class ) 38.7% count for 54.2% of assessments to Class B
of the assessmgnts. It is interesting fo compare beneficiaries and 46.7% of assessments to Class
this res*ai‘nlt with the pre-1962 rates, .Whmh E beneficiaries. The overall average, as already
resulted in 52.9% of the assessments being on _
(Clags A beneficiaries, 18.7% on Class B and noted, atiributes 38.4% of fiscal 1967 assess.
33.4% on Class E. menis to the 1962 rate increases.

ments to Class A beneficiaries, while they ac.

TABLE 33
State or New Jursey

DISTRIBUTION OF NET ESTATES
BY SIZE AND TAX PAID, 1966-1967

Amownt Tasxe
of Hstales % of Total Number % of Total
Bize Group (thousonds) HBstates of Hstates Hetates Amount % of Total
Under 50,000 ... .. .. D $255,5655 26.7 14,286 79.2 $8,813,471 18.7
50,000 to - 60,000 .. ... . .. 33,998 3.6 620 3.4 1,407,891 3.2
60,000 to 100,000 .. ... ... 100,770 10.5 1,296 7.2 4,226,355 9.6
100,000 to 150,000 ...... .. 82,546 8.6 682 3.8 3,687,013 8.0
150,000 to 200,000 . ..., ... 61,551 6.4 361 2.0 2,930,792 6.6
200,000 to 300,000 . ... .. .. 83,895 8.8 337 1.9 3,821,329 2.6
300,000 to 500,600 ..... ... 96,765 101 247 14 4,724,805 10.6
500,000 to 700,000 ... ... . 46,156 4.8 79 4 2,350,078 5.3
700,000 to 900,000 .. ... L 26,098 2.7 33 .2 1,378,015 3.1
$00,000 to 1,000,000 . ... ... 15,780 17 16 .09 739,142 1.7
1,000,000 to 1,100,000 ... .. . .. 13,654 14 13 07 790,574 1.7
1,100,000 to 1,200,000 .. ... .. 10,395 L1 9 05 739,392 1.7
1,200,000 to 1,300,000 .. ... ... 6,150 6 5 08 374,351 .8
1,300,000 to 1,400,000 .. ... .. 6,735 i h .03 303,823 N
1,400,000 to 1,500,000 ... .. . .. 7,229 .8 5 03 634,563 14
1,600,000 to 1,600,000 .. ... ... 3,114 3 2 .01 283,341 .6
1,600,000 to 1,700,000 ... ... ... 3,224 3 2 1 186,221 4
1,700,000 to 1,800,000 .. ... ... 8,678 9 5! 03 473,636 1.1
1,800,000 to 1,900,000 ... . ... 3,715 4 2 .01 560,834 1.3
1,900,000 to 2,000,000 ... . ... 5,907 6 3 .02 490,641 1.1
2,000,000 to 2,100,000 .. ... ... 2,091 2 1 0 122,304 3
2,100,000 to 2,200,000 ... ... .. 6,484 i 3 02 450,707 1.0
2,200,000 to 2,700,000 .. .. .. .. 19,298 2.0 8 05 1,598,333 3.6
2,700,000 to 3,200,000 ... .. ... 11,407 1.2 4 02 864,122 1.9
3,200,000 to 3,700,000 .. ... . .. 3,624 4 1 01 189,764 A
3,700,000 to 4,000,000 ... . ... P .
4,000,000 to 5,000,000 . ... ... 18,924 15 3 02 1,158,997 2.6
Over 5,000,000 ............ .. 27,731 2.9 3 02 1,419,613 3.2
Totals .............. ... $956,377 S 18,031 S $44 660,107
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Ax Esrate Tax vs. 85 TRANSFER
Ixmerirance Tax

These data also serve to illuminate one of the
issues of ‘equity before the Commission, that is,
whether it would be desirable to change the
death tax in New Jersey from the present in-
heritance tax form to the federal estate tax
form. The merits of the choice furn out fo be
partly equitable and partly fiscal

- For this purpose, we may assume an estate
tax modeled after the federal statutes. This
would result in a substitution of the federal flat
exemption of $60,000 out of the fotal estate in
place of the present $5,000 exemption against
bequests to each Class A beneficiary {See Table
36)}; and a substifution of the federal progres-
sive rate structure which depends upon the size
of the net total tazable estate in place of the
present progressive rate structure which in-

TABLE 34

Stare or New Jersey

DISTRIBUTION OF NET ESTATES
BY SIZE AND TAX PAID, 1961-1962

Amount Number Tax
of Group % of Total of Estales % of Total

Size Group {thousands)} Estates in Group Hstates Amount % of Total
Under 50,000 . ............... $186,889 29.7 11,853 82.7 $4,187,937 19.1
50,000 to 60,000 ........ 24,303 3.6 445 3.1 494752 2.3
60,000 to 100,000 ... ..... 65,798 9.8 857 6.0 1,663,513 7.6
100,000 to 150,000 ........ 52,044 7.7 431 3.0 1,390,711 6.3
150,000 to 200,000 ...... .. 39,890 5.9 229 14 1,085,307 5.0
200,000 to 300,000 ........ 53,815 8.0 213 15 1,642,241 7.5
300,000 to 500,000 ...... .. 56,794 8.4 148 1.0 1,856,920 85
500,000 to 700,000 .. ... ... 36,200 5A 60 4 1,313,886 6.0
700,000 to 900,000 ... ..... 98 924 4.3 37 3 1,258,476 5.7
900,000 to 1,000,000 ... .. ... 7,607 11 8 .06 290,852 1.3
1,000,000 to 1,100,000 .. .. . ... 7,263 11 7 05 338,690 15
- 1,100,000 to 1,200,000 ... ... .. 4,684 q 4 .03 194,633 9
© 1,900,000 to 1,300,000 ... ... .. 3,836 6 3 02 143,165 i
i 1,300,000 to 1,400,600 ... ... .. 6,727 1.0 5 04 285,425 1.3
i 1,400,000 to 1,500,000 .. ... ... 5,769 9 4 .02 253,111 1.2
¢ 1,500,000 to 1,600,000 ........ 1,575 2 1 01 116,933 5
¢ 1,600,000 to 1,700,000 ... ... . ... .. L L .
E 1,700,000 to 1,800,000 ... ... .. 8,734 1.3 5 04 296,857 14
1,800,000 to 1,900,000 ..... ... 7,369 11 4 .03 347,435 1.6
I 1,900,000 to 2,000,000 ........ 5,775 9 3 02 362,849 17
L 2,000,000 to 2,100,000 .. ... ... 4,116 6 2 01 190,105 9
2,100,000 to 2,200,000 ... . ....  ..... . . o .
2,200,000 to 2,700,000 ... ... .. 7,302 1.1 3 02 433,900 2.0
2,760,000 to 3,200,000 .. ... ... 17,064 - 2.5 6 RE 503,487 41
3,200,000 to 3,700,000 ... .... .. ... e - .. R ..
3,700,000 to 4,000,000 ........ ... .. o . . U e
4,000,000 to 5,000,000 ... . ... 12,654 19 3 02 1,008,125 4.6
Over 5,000,000 ... ... .. .. .. 28,888 4.3 5 04 1,882,528 8.6

Totals ................. $673,869 14,336 $21,951,838
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TABLE 35
State of New Jersey
ComparaTIVE YI1ELDS 0F 1962 AND Presznt RaTes
oF DeEars TAXES '
Histimates by New Jersey Bankers’ Association
{ Amounts in thousands)
Assessments 1 % of Present Yield
Increase Attributable to;
Present Rates Pre-1858 Rales
Present Class P —— O — (ir-(2) Pre 1962 ratez 1962 rate
and Period At % of Amit % of (2} + (1) ineredses
Total Total Ami % {8} = 1)
(1) t2) (s) th) (5}
July 1966
(1194 Estates)
Class A% ... $1,331 49.4 $1,040 59.9 $291 280 78.1 21,9
Class B® ... 389 14.4 177 10.2 212 119.7 45.5 54.5
Class B* ... 974 36.1 519 28.9 455 87.7 53.3 46,7
Total ..... $2,694 100.0 $1,736 1060.0 $958 55.2 64.4 35.6
Qctober 1966
(1572 Estates) _
Class A ... $1,293 40.3 $965 49.6 $328 340 74.6 254
Class B ... 499 15.6 227 11.7 272 119.8 45.5 54.5
Clags B ... 1,413 44.1 753 38.7 660 87,6 53.3 46.7
Total ..... $3,205 100.0 $1,94:5 : 100.0 $1,260 64.8 60.7 39.3
January 1967
(1401 Estates)
Class A ... $1.232 38.7 $914 47.8 4318 - 34.8 74.2 23.8
Class B ... 642 20,1 299 25.6 343 1147 46.6 034
Class B ... 1,310 41.1 699 36.5 611 87.4 | 53.4 46.6
Total ..... $3,184 100.0 $1,912 100.0 $1,272 66.5 60,1 39.9
April 1967
(1588 Estates)
Class A ... $1,370 44.4 $1,044 54.8 $326 31.2 76.2 23.8
" Class B ... 710 23.0 323 17.0 387 119.8 45.5 54.5
Class 1 ... 1,008 32.6 538 28.2 470 874 h3.4 46.6
Total ..... $3,088 100.0 $1,905 100.0 $1,183 62.1. 61.7 38.3
Four Months
Total :
Class A ... $5,226 42.9 $3,963 52.9 $1,263 31.8 75.8 24.2
Class B ... 2,240 184 1,026 13.7 1,214 118.3 45.8 54.2
Class B ... 4,705 38.7 2,509 334 2,196 87.5 53.3 46.7
Total ..... $12,171 100.0 $7,498 100.0 $4,673 62.3 61.6 384
Annualized .. $36,613 $22.494 $14,019 62.3 61.6 384

1 Exclusive of compromise tax. Compromise taxes in the 4 test months follow: July, 1966-$522,475.56; Oct., 1966--§321,606.60;
Jan., 1967--§366,461.51, April, 1967—$137,755.34.

2 (Hushand, wife, child, ete,)
3 (Brother, sister, ete.)
‘ % (All others.}
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cludes three different schedules which vary
depending upon the closeness of the relationship
of the beneficiary to the decedent. A federal
estate-type tax would also include a marital
deduction which excludes from the taxable
estate one-half the amount transferred to a
surviving spouse. There is no parallel provi-
sion in the present New Jersey law.

Substantial shifts in the tax burden among
beneficiary classes would result from any pos-
sible change to an estate tax. This is due to a

number of factors. For example, the State had-

assessments last year totaling $10.2 million on
estates with a net valnation below $60,000, which
would be completely lost under an estate tax
which applies only to estates in excess of
$60,000. There were nearly 15,000 estate tax
proceedings in the under-$60,000 category last
year. Another cause of shift in the burden
would be the adoption of a uniform rate schedule
in place of the present three-part schedule which
favors transfers to spouses, children and other
lineal heirs. ‘While the impact of the mnew
uniform rate struneture would be modified if the
state were to incorporate a marital deduction
provision, such a deduction would require higher
rates to replace the present revenues in all size
levels of estates.

A sample rate schedule appears in Table 36:
The table shows a range of rates from 6% on
the first tax bracket to a maximum of 16% on
transfers in excess of $2.5 million. Applying
these rates fo estates in excess of $60,000 net
valuation which were actnally assessed in the
fiscal year 1967, it is estimated that the tax yield
for that period would have approximated
$41,763,860 as compared with actual assess-
ments for the period of $44,659,752.

Table 36 illustrates some specific effects of
the estate tax rate schedule. It may be noted
that the tax burden on transfers to widows and
children in the $200,000 to $500,000 net estate
levels more than doubled under the replace-
ment schedule, and continmes substantially
heavier up to the $10 million estate level
Himilar results are evident in the case of trans-
fers to children alone. The effect of the shift
in tax burden from brothers, sisters and ecol-
jaterals and non-relatives of the decedent to the
wife and surviving children of the decedent is
evident from a comparison of the tax figures in
columng 4 and 5 with those in column 6 of
Table 37.

" The effect of a marital deduction is shown in
column 7, Table 37. The taxes in that column
are based upon the assumption that one-half of
the estate in each instance passes to the surviv-
ing spouse. This, of course, does not oceur in
every estate, but in those cases where it does,
the tax reduction is so drastic as to clearly
indicate the necessity of a substantial upward
adjustment in the whole replacement tax rate
structure. The inclusion of designated benefi-
ciary life insurance and tenancies by the en-
tirety in the taxable estate (which are now
exempted by the state but taxable under the
federal law) would help to offset this loss, but
would certainly fall far short of making up the
difference.

So long as New Jersey wishes to depend on
death taxes as a substantial contributer to its
General Fund and is unable 1o accept a reduc.
tiom in death tax revenues, it is evident that a
ghift from the inheritance to an estate-type of
death tax cannot be an acceptable alternative,
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TABLE 36

ArproxivMaTe EsTaTs Tax Rarss Necmssary vo Reprace Current NEw JERSEY
InuEriTANCE TAx AssessmeEnTs (1967)

Agsessments 19671

Hstate tax repleavement

Present tax on

Average size  average size  FEffective O gverege
Net estate Number of Total Value of Total tax estate estate taw rete size estate Yield
estiates net eslates gssessed (2+1) {3-1) {54) Tax ratess {TxE) {1x8)
(1) it (8} (%) {5} (8} (7} (8} {9)
$60,600- 100,000 ... $1,206 $100,770,000 54,266,000 377,755 $3,291 4.23 See $1,065 £1,380,629
100,060~ 150,000 ... 682 82,546,048 3,587,013 121,635 5,260 4,35 Schedule 3,872 2,640,704
150,000~ 200,000 ... 361 61,551,253 2,930,792 270,502 8,118 4.78 in 7,335 2,647,935
200,000- 300,000 ... 337 83,804,542 3,821,329 248,945 11,338 4.55 footnote 13,316 4,487,492
300,000~ 500,000 ... 247 96,765,356 4,724,805 391,762 19,128 4.85 24,741 6,111,027
$00,000- 700,000 ... 79 46,155,765 2,350,078 584,250 - 29,747 5.0% 41,983 3,316,657 -
760,000~ 900,000 ... 33 25,088,493 1,378,015 790,563 41,758 5.28 62,486 2,062,088
900,000-1,000,000 ... 16 15,780,237 139,142 086,264 46,196 4.68 83,889 1,342,224
1,000,000-1,100,000 ... 13 13,853,744 790,574 1,080,288 60,813 5.79 91,435 1,188,655
1,100,000-1,200,000 ... 4 10,384,655 739,392 1,154,961 82,154 731 103,595 935,955
1,200,000-1,300,000 ... 8 6,155,257 374,351 1,231,051 74,870 - 6.08 113,487 567,185
1,300,000-1,400,000 ... 5 - 6,734,773 203,823 1,346,854 60,764 4.51 128,504 642,520
1,400,000-1,800,000 ... 16 25,958,475 2,138,595 1,622,467 133,662 8.23 166,545 2,664,720
1,900,000-2,700,000 ... i5 33,780,103 2,661,985 2,252,006 177,465 T.88 258,201 3,873,015
over-2,700,000 ... i1 58,585,676 3,632,495 5,144,152 330,228 841 718,484 7,903,104
$3,125 $666,825,367  §34,438,390 $41,763,860
% Replacement Rate Schedule
Neat estate
1 Tota] Assessments 1967 . . Taz Tax on amount

Net Valuction Number Valus Taz qu?;jmg ot exceoding E}%gk Ra?zs%) o }) Szf o n 001?3 "2

Under $50,000 ... 14,286 $255,654,868  88,813471  §...... $60,000 $60,000 exempt  exempt exempt

50,000 to 60,000 ... 620 33,997,613 1,407,801 60,000 106,000 40,000 6 2,400 2,400

Over 60,000 ..o 3,125 666,825,367 34,438,390 100,000 200,000 100,000 7 7,000 9,400

200,000 400,000 200,000 3 16,000 25,400

Totals? e 18,031 $956,377,843  $44,859,752 400,000 600,000 200,000 9 18,000 43,400

600,000 800,000 200,000 10 '20,000 63,400

800,000 1,000,000 200,000 1 22,000 85,400

1,000,000 1,200,000 200,000 12 24,000 109,400

1,200,000 1,400,000 200,000 13 26,000 135,400

1,400,000 1,900,000 500,000 14 70,000 205,400

1,800,000 2,500,000 600,000 15 90,000 295,400

over 2,500,000 e I8 e e

2 Slight variations in tétals due to rounding.




In summary, the considerations which dictate
a rejection of the estate tax alternative at this
time are as follows:

1. The relatively low rates of the state tax
as compared with the federal and the low ex-
emptions of the state law as compared with
the federal must be considered with reference

to the major difference of rate structure
under _the state law as to (lass A and other
beneficiaries,

‘2. To change to an estate tax, while raising
the same amount of revenue as at present,
would result in a shift of tax burden from
strangers and collaterals fo the spouse and

TABLE 37

Comparmson oF Tax Unpzr Present New Jersey Inueritance Tax Aot
AND Estare Tax Repracement ror SELECTED HsTaTh Sizes
' AND Bewericisry (Grours

Taw under estale tox

Present New Jersey inheriiance tax on transferz to - replacement rotes
ridow { Ta?;;s i?zl forhcolsumns
Net sstatel one-haff Two ) through (5)

Two children, collateralgm. Without With
one-half Two children, Two brothers non-relatives marital marital
equally equully equally equally deduction deduction

(1} 2) (3) 7} {5) {6} (1
$50,000 . ... $450 $600 $5,500 $7,500 $...... $......
100,000 . ... 1,400 1,600 11,000 15,000 2,400 ...
200,000 . ... 3,900 4,600 922,000 30,000 9,400 2,400
300,000 . ... 7,400 8,600 33,000 45,000 17,406 5,900
400,000 . ... 11,400 13,600 44,000 60,000 25,400 9,400
500,000 . ... 16,400 19,600 . 55,000 756,000 34,400 13,400

1,000,000 . ... 46,400 93,600 110,000 150,000 85,400 34,400
2,000,000 . ... 124,400 141,600 920,000 306,000 290,400 85,400
3,000,000 . ... 220,400 251,600 348,000 466,000 375,400 149,400
5,000,000 . ... 451,400 513,600 660,000 786,000 695,460 296,400

10,000,000 ... 1,161,400 1,295,600

1,460,000 1,586,000 1495400 695,400

* Before éxemptions and marital deduction,
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- lineal heirs of a decedent. While the present
distinction among these beneficiaries under
the New Jersey law might theoretically be
continued under an estate tax, such a scheme

“would be extremely difficult to administer and
would negate one of the alleged advantages
of the change, that is, the simplicity of state
conformity with the federal plan.

3. The present yield of the New Jersey tax
could not be replaced from the estate fax
without sharp rate increases t0 make up for
the loss of revenue from estates of less than
$60,000 and those involving a marital dedue-
tion.

4. A change to the estate tax would deprive
all estates of the present exemption under the
New Jersey statute of life insurance proceeds
where the policy is payable to a named bene-
ficiary or in trust for a named beneficiary, and
also of tenancies by the entireties in real
estate. These two types of assets are prob-
ably a larger part of the smaller estates, and
their elimination could largely offset the in-
creased exemption available by paralleling
the federal estate tax.

5. In view of the internal shifting of bur-
den, potential revenue loss without sharp rate
“increases, and lack of substantial advantages,
it would appear desirable to defer considera-
tion of a change to an estate tax pending the
fate of the ACIR proposal to substantially
increase the federal estate fax credit.? If
certainly is not necessary to change to an
" estate tax solely for the purpose of reducing
the burden of the present New Jersey death
tax. .
1 Advisory Commission on Intergovernmental Relations, Co-

ordination of States and Federal Inhevitance, Estate ond ift
Taxes (Report A-1, Jan. 1961) pp. 14-16, 67-8L.

68

COMPARATIVE TAX BURDEN

A meaningful comparison of death tax
burdens, as of any other specific burden, re-
quires consideration of at least three coro-
ponents of the revenue system:

(a) Death taxes in New Jersey compared
with death taxes in other states;

(b) Total tax obligations of the individual,
both during his lifetime and with respect to
his egtate npon death; and

(¢) The overall tax system, and ifs fiscal
necessities.

Death taxzes. The differences in burden
among the state death taxes depend on both the
nature and scope of the exemptions and the rate
structure, except for those states having only a
pick-up type tax.

The $5,000 exemption for Class A (lineal)
beneficiaries and the $500 limitation for distant
relatives and non-relatives have remained un-
changed from the beginning. The first $5,000
of the valuation of property passing to a Class
A beneficiary ie exempt from tax and the re-
mainder of the first tax bracket of $15,000 is
taxed at the rate of one percent (1%). It is
not a total exemption for all beneficiaries falling
into the class to be shared by them proportion-
ately as in Connecticut, nor is it a limitation as
in Massachusetts and Maryland where, if the
benefits passing to a beneficiary exceed the
limitation, there is no exemption.

As appears in Toble 38 there is a wide range
in the levels of exemptions for the widow,
husband and children. Hspecially is this so in
the case of the widow where the exemption is
often several times that provided for children.
This is probably intended as a limited form of




marital deduction in smaller estates. For;.;
example: §
State | Widow ‘E;;?{:{ o ‘:g:;’g
Colorado ...... $35,000 $15,000 $10,000
Connecticut . ... 50,000  10,000* 10,000%
Delaware ... ... 20,000 3,000 3,000
Hawail .. ...... 20,000 5,000 5,600
Indiana ....... 15,000 5,000 2,000
Towa .......... 40,000 15,000 15,000
Kansas .. ...... 75,000 15,000 15,000
Michigan ...... 30,000 5,000 5,000
Minnesota ..... 30,000 15,000 6,000
Missouri ...... 90,000 5000 5,000
¥ Montana ...... 20,000 2,000 2,000
} West Virginia . 15000 5,000 5,000
1 Wiscongin ... .. 15,000 2,000 2,000

* Clasg exemption.

In New Jersey, transfers to brothers and
sisters of a value of less than $500 are exempt:
if $500 or more they are fully taxable. This
treatment of close blood relatives is mnovel
‘While a few states do not provide any exemp-
tions for transfers to brothers and sisters, most
states provide substantial exemptions for these
relatives; some at the $5,000 and $10,000 levels.
(Illinois, New Mexico, Texas and Wyoming
$10,000; XKansas, Michigan, Rhode Island
$5,000.) :

New Jersey’s $500 Limitation on transfers to
distant relatives and non-relatives varies from
the treatment of such beneficiaries elsewhere.
In many states there is no exemption for this
class of beneficiary, while in most others the
exemption is $100, $200, or $500. In three statfes
{(Colorado, $500; Kansas, $200; Missouri, $100)
the designated amount is a limitation rather
- than an exemption, so that all transfers equal to
- or in excess of the specified amount are fully
- taxed. And in three states Connecticnt, $500;
- New Mexico, $500; Tennessee, $1,000) the ex-
- emption is a class exemption to be shared pro-
. portionately by all in the class.

1t is evident that even in the matter of exemp-
tions there is a wide range of treatment and in
several states the exemption level is sufficiently
high that it ean have a substantial effect on the
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mamount of tax chargeable, especially in low and
'medium value estates.

Rate-wise there.is even less uniformity as

" Table 38 indicates. Especially is this so as to

transfers to closely related beneficiaries. New
Jersey’s 1-16 percent rate range oun transfers
to widows and children does appear on the sur-
face to be the highest in the Country, although
it should be quickly pointed out that this is not
the sole measure of ultimate tax burden in
estates of various sizes. A factor having a
material bearing on the total tax liability is the
level at which the top tax rate applies. Follow-
ing are a few instances of the application of
top tax rates to relatively low levels of {ransfer
valuations to adult children: .

ADULT CHILDREN

Level ot Which

State Top Tax Top Taex

Rate (%)} Rate Applies

California .. ... .. 14 $400,000.
Colorado ... ... .. 8 500,000
Hawaii ... ... .. 7.5 250,000
Tdako ... ... ... 15 500,000

Mlineis ... ... 14 500,000
Towa ... ... .. .. 8 150,000
Kentucky ....... 10 500,000
Montana ... ... .. 8 100,000
Tennessee ... ... 9.5 500,000
Washington ... .. 10 500,000
‘Wisconsin .. ... .. 10 500,000

New Jersey applies the 11% rate at
$1,100,000 on transfer to widows and children
and, incidentally, the top rate of 16% applies
only to transfer beyond the $3,200,000 level
The effect of this tax bracket factor will more
clearly appear in subsequent tables comparing
tax burdens in the various stateés on transfers
to widows and children.

Class B transferees in New Jersey include not
only brothers and sisters of the decedent but
also the wife or widow of a son and the hushand
or widower of a daunghter of the decedent.
Transfers to this class of beneficiaries are sub-
ject not only to the under $500 limitation on
the exemption but alse next to the highest
initial tax rate in the nation—exceeded only
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TABLE 38
STare INEERITANCE Tax Rares anp EXEMPTIONS, FOB SELEOTED CATEGORIES OF HEIRS,
January 1, 1968

Exemptions Rates {percent) In case of spouse
State 3 Level af
Other Bpouse Other RBize of which
HMiner Adult Brother than or minor Adult Brother than first top rate
Widow child child or sister relative child ohild or sister relative bracket applies
B b T s T L T T
Alaska ... oiiiiiiienn.. $10,000" $10,000 $10,000 $1,000 None 1-3.5 1-3.5 3-10.5 5-17.5 $15,000 $100,000
S 1 - A 5 0 U Nrareaateesy arrraseaaran
B e vt et e ia e eertaiea s T T
California (3, 4, 18) ..... 5,000 12,000 5,000 2,000 $300 3-14 314 6-20 10-24 25,000 440,000
Colorado (19 ........... 35,000 15,000 16,000 2,000 £9)500 2-8 2-8 3-10¢ 10-19 50,000 560,000
Connecticut (3, 6, 7} ... 50,000 18,000 19,000 3,000 500 (5)3-8 2-8 4-10¢ 8-14 100,600 1,000,000
Delsware (3) ........,... 20,000 3,000 3,000 1,000 None i-4 i-4 2-5 5-8 30,000 200.00
District of Columbia (3). 5,000 5,000 5,000 2,000 1,000 1-5 1-5 3-106 5-15 50,000 1,000,860
T e T P RPN
= T 3 T S S P
Hawai ..........0000000, 20,000 5,000 5,000 500 500 {8)2-8 1.5-7.5 3.5-9 3-5-9 15,000 250,000
Idaho (4) ......ouoien. .., 10,600 10,460 4,000 1,660 None 2.15 2-15 4-20 8.3 25,300 800,060
THNois ..ot 20,000 20,000 20,000 10,600 100 2-1% 2-14 2-14 18-30 20,000 500, 060
Indiana {3} ............. 15,500 5,000 2,000 500 100 1i-10 1-10 5-15 7-20 25,000 1,500,000
Iowa (26) ............... 40,000 15,000 15,000 @) Nona (9 None 1-8 1-8 510 10-15 5,000 156,000
HRBSES it 75,000 15,000 15,000 5,800 (5200 {830.5-2.5 1-5 3-12.5 10-15 25,000 500,000
Hentucky (21) .......... 10,000 10,0G0 5,000 1,400 500 2.10 2-10 4-16 6-16 20,000 500,000
Loulsiana (3,4) ........, 5,000 5,000 5,000 - 1,000 500 2-3 2-3 5-7 5-10 25,000 25,000
Maine ......ciiiiiriiin., 15,660 10,000 10,000 500 500 2-8 2-6 B-12 12-i8 , 250,000
Marviand (5) ...oo..uian. 156 150 150 150 150 1 7 T (10) {10)
Massachusetts (5 22) . 10,000 10,000 10,000 1,000 1,000 135-11%  114-11% 5-18%4 T14-1834 10,000 1,000,000
Michigan (3, 12) ........ 30,000 5,000 £,000 5,000 None 2- 2-8 2- 10-i5 50,000 50,000
Minnesota (3) ........... 30,000 15,000 6,000 1,500 500 1.5-10 2-10 6-25 8-30 25,000 1,000,000
Mississippi (2) v iviiiiiian, il . Canees T
Missouri .............00. 20,000 5.000 5,000 500 (53100 1-8 1-8 3-18 B-30 20,000 400,000
Montana (3} ........c... 20,000 2,000 2,000 500 None 2-8 2-8 4.16 8-32 25,000 160,000
MNebraska (3) ........... 16,000 10,000 16,000 10,660 500 1 1 6-18 (10) (10)
NEvada -uuyevnnnrenrinns G (13) (13} (13) (13) (13) (13 as) (13) (13) (13)
New Hampshire (25) ..., (13) {13) {13} None None [ak:)] (13 1 10 13) (13)
New Jersevy (3) ......... 5,800 5,000 5,000 {5)500 (5500 i-18 1-16 1118 15-16 10,0060 3,200,80C
New Mexico {4, 6) ...... 10,600 10,000 10,000 10,000 500 1 i 5 (1) (0
B < o T LI LT
North Carolina ...,..... 10,000 5,000 2,000 None None 112 i-12 4-18 a-17 10,060 3, 000 000
B e o T
Ohio (3} ... ovciiiiil, 0,000 10,000 7,000 1,600 None i-5 2.5 62 811 25,000 200,000
L3R8T T - T P
Oregon {*, 14) ........... {13} (13} [e¥}) 1,000 500 (133 {13 1-15 4-20 (13} 13
Pennsylvania {24} ...... 1,000 (1i5)None (1) None None None 15 11 10) (14}
Rhede Island (3,14 .... 10,000 10,0490 10,000 5,000 1,000 2-9 2-9 3-10 8-15 25,000 1,000,000
South Daltota (%, 3) ..... 15,000 10,000 10,600 560 G0 i-4 i-4 3-12 5-20 15,000 100,060
BoUth CarolNa (2] o i urs teutisieansas tanmaraeeress et tassasasasantseeaoras tatetroetonse conmenenne T T L T
Tennessgee (3, 6, 23) ..... 10,800 10,000 10,000 1,000 1,000 14.35 14.95 6.5-20 8.5-20 25,000 500,000
Texas (3, 4) .ooivieiinn, 25,000 25,000 25,000 10,000 500 1-6 1-6 3-10 5-20 50,000 1,060,000
R 17:% N & I P et M4 e de et by e RN b bt r e Ay e e bt 4 daaedeeteddE e n e am et iy et as et et takeraasaseartr cutratanaaten
Vermout {5) .. 15,000 15,000 18,000 15,000 None 2-6 2-6 2-6 12 25,000 250, QQG
Virginia (8 ...... 5,000 5,000 5,000 2,600 1,600 1-5 1-5 2.10 5-15 50,000 LGGQ,ODO
Washington {3, 4) . (18)5 000 {(18}5,000 (16}5 000 (16)1 ooo None 1-10 i-10 3-20 10-25 25,000 500,060
West Virginia (*, 3) 15,0 080 5,000 Mone MNone 3-13 3-13 4-18 19-30 50,600 1,060,000
Wisconsin (3, 17y . 15 000 2,000 2,900 500 100 2-10 2-30 216G 8-40 25,000 560,000
Wyoming ........ 10,000 10,000 10,000 10,000 None 2 2 2 8 {10} (10)
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shown in the exemption celumn,
there are no infant children, sithough there is no provision for such deductions in the statute.

1 ANl States, except those designated by asterisk (*) impose alzo an estate tax to assure full a.’néorpt_ion of the 80 percent Federal credit.

2 Imposes ohly estate tax,

3 Exemptions are deductible from the first bracket.

4 Community property passing fo the surviving apouse is not taxable,

5 o exemption 15 allowed if beneficiary’s share exceeds the amount shown in the exemption column, but no tax shall reduce the value of the amounts

In Maryland, it is the praetice to allow a family allowance of $450 to & widow if there are infant children, and §225 if

8 The exemption shown is the toial exemption for all beneficiaries falling into the particular class and ig shared by them proportionately.
T An additional 30 percent surtax is imposed.

8 Rate shown is for spouse only. A minor child is faxed &t the rates applying to an adult child.

§ Estates of less than §1,000 after deduction of debis are not taxable.

10 Entire share.

12 Transfers of real property to class I beneficlaries are taxed at % of the Indicated tax rates.
3 Wo tax imposed.

1% Imposes alsc an estate tax.

16 In the absence of a spouse, the children may claim the $1,000 exemption.

18 An adéitional $5,000 exemption is allowed to the class as a whole.

17 These rates are subject to the limitation that the total tax may not exceed 15 percent of the beneficiary's share. An additional taxz egual to 30 per-

cent of the inkeritance and estale tax ig alse imposed.

18 Bxemptions and rates effective July 28, 1667
13 Bxemptions and rates effective April 20, 1967,
20 Bracikets changed July 4, 1865,

21 Wstates of §3,000,000 or over not subject to inheritance tax law but are subject to an estate tax equal to the federal estate tax credit.

%z Rates effective January I, 1867,
#3 Rates effective May 1, 19687,

2% Rates effective

25 Rate effective April 21, 1865,




by Pennsylvania. The rate range for this class
in New Jersey is 11-16%. The closest approxi-
‘mations to this initial rate of 11%, applicable
to brothers and sisters, are in the following

. states:

BROTHERS AND SISTERS
After an Taxz on
State Imitia] eremp- $10,000
rate (%} tion of legaoy
California ....... 6 $2,000 480
Maine ........... 8 500 760
Minnesota .. ... . 6 1,500 510
New Hampshire. .. 10 none 1,000
Ohio ~........... 6 1,000 540
Pennsylvania 15 none 1,500
Tennessee ....... 6.5 1,000 585
New Jersey ...... 11 none 1,100

(New IHampshire imposes no fax on transfers
to spouses, parents, lineal descendants and
adopted children, and a flat 10% tax, without
exemptions, on transfers to all others. Io Penn-
gylvania a flat rate tax of 6% applies to trans-
fers to spouses, parents, grandparents, children
and issue, and adopted and illegitimate
children and their issue and a flat rate tax of
15% on transfers fo all others.)

The maximum rate of 16% on fransfers to
brothers and sisters was not increased in 1962,
although the 16% rate after the amendment ap-
phes fo transfers beyond $1,700,000, whereas
before the change the top rate applied only to
transfers beyond the $2,200,000 level. This
16% rate does not compare unfavorably with
maximum rates elsewhere on this class of trans-
feree. 'While some are lower, there are many
states where the rate iz roughly equal to New
Jersey or higher, e.g.:
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Brothers and Level
Sigters, etc., at Which
Maximum Maximum :
rate (%)} Rate Applies B
8
California ... .. .. 20 $400,000 :
Jdaho ... ... ... 20 500,000
Iiineis ... ... 14 500,000
Indiana ... ... .. 15 1,000,000
Kentucky ....... 16 200,000
Massachusetts 18.75 1,000,000
Minnesota .. ... .. 25 1,000,000
Missouri ........ 18 400,000
Montana ........ 16 100,000
North Carolina. . 16 3,000,000
Oregon ......... 15 500,000
Pennsylvania 15 all
Tennessee ....... 20 250,000
‘Washington. ..... 20 100,000
West Virginia ... 18 1,000,000

And again it should be mentioned that these
maximum rates with a couple of exceptions,
apply at levels far below the $1,700,000 maxi-
mum tax level in New Jersey for this class of
beneficiary. ‘

Transfers to Class E beneficiaries (distant
and non-relatives) are taxed in New Jersey at
the rate of 15% up to $700,000 without exem
tion if the value of the transfer is $500 or mor
The maximum rate of 16% applies on that po
tion of a transfer in excess of $1,700,000. N
other state imposes an initial tax rate of 15%
except Penusylvania which applies a flat 15
rate on transfers to distant and non-relative
As shown by Table 38, there are eight stats
with starting rates of 10%, and one (Main
with 12% and ome (Vermont) with a flat 129
But again it is interesting to note the levels
which the 15% rate is reached even in thosg
states which have much lower initial rates.



. COLLATERALS

Level ot

Inidtiol Which Approwimats

Rate (9%} 13% Rate Applies
California ...... 10 95,000  (14%)
Colorado ....... 10 15,000 (15%)
Idaho .......... 8 25,000 (14%)
Minois ......... 10 50,000 (16%)
Maine .......... 12 50,000  (14%)
Migsouri ...... .. 5 . 40,000 (15%)
Montana ........ 8 25,000 (16%)
Nebraska ....... 6 20,000  (15%)
Oregon ......... 4 10,000 (15%)
South Dakota ... 5 50,000 (156%)
Washington ..... 10 10,000 {15%)
Wisconsin . ..... ' 8 25,000 (16%)

There is little to be said about New Jersey’s
maximum rate of 16% on collaterals and non-
relatives. Nine states have rates at this ap-
proximate level and 18 with higher rates, sev-
eral of which go to 30%. Montana’s rate
reaches its maximum at 40% although there is
a provigo that the total tax may not exceed 15%
of the value of the property transferred to a
beneficiary. While many of these top rates ap-
pear excessively burdensome, it seems quite
probable, except in states such as California
(24%) and Illinois (30%), that they would have
very limited application.

Thus far comparisons on the basis of rafes
and exemptions have probably proved more
confusing than enlightening. At best they are
.only general indicators of the probable level of
the death tax burden. In the final analysis the
hest test of relative tax burden, state by state, is
the actual tax which would be chargeable under
given sets of circumstances, and it is here that
we run into a mass of substantial statistical
problems. Not only are there 49 states and the
Distriet of Columbia with their endless varia-
tions in the tréatment of property, deductions,
beneficiaries, exemptions, tax rates, tax
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brackets and many other factors having a bear-
ing upon the ultimate tax liability, but there is
also the sizeable problem of selecting those

hypothetical circumstances which will best

illustrate the extent to which death tax burdens
vary from state to state. Apparently the
A.C.LR. ran into this problem in its study of
death taxes in 1960, since it limited the actnal
tax burden state by state to two hypothetical
cases: {1) where the estate is shared one-half
by the widow and one-fourth each by two adult
children, to point out the effect of the marifal
deduction under the federal act and those state
statutes which allow a marital deduetion or
exemption, and (2) where the estate is shared
equally by two adult children.

Table 39 shows the state death tax burden,
state by state, for selected size estates passing
one-half to the wife and one-fourth to each of
two adult children. Table 40 indicates the
burden where the estate passes equally to two
adult children.

Where the various size estates are shared by
the widow and two children, as shown by Table
41, there are 17 states at the one million dollar
level, with tax liabilifies heavier than in New
Jersey, including Massachusetts, Rhode Island,
Connecticut and Pennsylvania, although there
are only six with a heavier burden at the $5
million estate level, including Illinois and Con-
necticut. In fthis hypothesis (widow—2
children) we have the influence of the federal
marital deduction in those states which allow

the federal estate fax as a deduetion and di-

rectly the effect of the marital deduction or
exemption is those states, notably California
and New York, which recognize this item in de-
termining state death tax liability. -

‘Where two adult children share the various
size estates equally, there are 15 states at the
million dollar level with heavier death tax
burdens than New Jersey, including New York,
Rhode Island, Connecticut and Pennsylvania
but only four with heavier taxes at the $5
million estate level, including New York and
California. See Table 41.
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TABLE 39

Stare Dearm Tases oN SeLEcTep Size Estares, Lerr ONE-HALF TO THE WIFE AND
Owxp-rovrre To FEace oF Two Apvrr Cumpreny as or JaNvamy 1, 1968

et estate ofter deductionst but before specific spemplions

Item and State £25,000 $50,000 $100,000 $200,000

$400,800 $600,000 $300,000 31,000,000 2,600,006 $6,000,600
Maximum credit for State
taxes under present Federal
TBW v v et h et i e ae et $1,200 $3,600 $6,800 $16,000 §48,400 $138,800
Amount of State tax:

ALBDRITIA oot rivrt et ceice s ain s anann s ta st sttt et 1,200 3,600 6,800 10,000 48,400 138,800
AlBAKE  eviiiiiiieiiriiieas $25 $200 $1,000 $3,418 8,877 14,732 20,731 26,723 73,000 141,751
ATIZODA L iiiiinitariairaans trrtstrionats sosassrronstrtninsaaeatiss satosisasnins 1,200 3,600 6,800 10,608 48,400 138,800
ArRONSAIT v ouviivianniiriiaans et e et v Caraaan 1,200 3,600 6,800 10,600 48,400 138,800
California ............iun. 75 450 1,200 3,200 9,200 17,200 25,200 35,200 132,200 307,200
Colorado (2) ... .vivivrarrarsucnrrncnronnnes 210 990 3,620 14,713 36,223 46,613 63,113 182,060 412,060
Connecticut (3) .............. 65 390 1,365 5,265 14,365 24,065 39,085 54,665 195,065 455,065
Delawars .....vvvevnrrinerans 83 240 T40 2,840 8,640 16,540 24,640 32,640 ,640 186,640
Florida 1,200 3,600 6,800 10,000 48,400 138,800
Georgia 1,260 3,600 6,800 10,000 48,400 138,800
Hawalii 14,500 26,060 38,000 50,000 151,250 320,000
Idaho .. 10,600 18,745 27,315 35,875 127,400 279,050
Illineis 9,625 18,263 30,583 44,279 183,562 473,400
Indiana 9,560 18,560 24,560 33,560 - 125,660 836,560
TOWa o i i e s st e e 13,326 23,741 38,458 52,553 153,763 315,475
Kansas 4,438 9,152 14,284 19,430 60,324 138,800
Kentucky -....vviiicinrnennns 100 600 1,800 6,210 17,004 29,418 42,272 55,430 169,210 138,800
Louisiana .........o0vvenvenn, 260 750 2,100 5,100 11,300 17,106 23,100 29,160 74,100 148,100
MAIBE i ivrir i i saaaare e 300 1,300 3,830 9,198 15,845 24,415 32,975 147,316 278,600
Maryland ...... ‘s 250 500 1,000 1,952 3,685 5,408 7,123 10,060 48,400 138,800
Masgsachusetts ............... 187 875 2,437 6,601 16,290 27,124 38,807 50,877 157,922 368,437
Michigan .....ociveeirniiene 50 300 1,200 4,200 12,200 20,760 28,700 38,700 133,700 328,700
Minnesots .......vvevrnanan. 10 260 1,180 4,492 13,429 24,444 36,145 48,965 159,403 35%,285
Misgisgippl ....ooiiiiiiiiii i vy . 458 2,508 9,257 17,830 28,226 40,447 161,926 451,577
MISSOUTT .veiiiiiiiiuiiiianas 25 150 400 1,553 4,813 9,122 13,505 18,478 62,563 142 800
Montana ... ..o i 10 570 2,070 6,830 18,865 32,342 46,054 58,750 160,958 322,870
Nebraska .....cccvvvininas 25 200 T60 1,652 3,385 5,169 6,823 10,000 45,400 138,800
ew ETAMDSIITE o vvrrv vt i s 130 acaaae s ey aa st sty aaanaaaans 1,200 3,600 6,800 10,000 48,400 138,860
New Jersey ....oocvvinvrnnnns 166 450 1,400 3,900 11,400 21,400 33,400 46,400 170,960 451,400
Wew MeXiCO ....ocvvevrnrenn 150 400 960 1,900 3,900 5,800 7,900 10,000 48,400 138,804
New York ..... 50 300 800 2,300 5, 9,800 14,800 19,800 75,300 200,860
North Carclina 110 420 1,570 4,330 13,790 24,650 35,659 47,610 149,870 357,130
North Daltota . .- 20 420 1,340 4,118 160,820 18,145 27,715 37,030 132,560 368,130
L)% L 25 310 1,620 4,476 10,518 17,960 25,674 33,796 97,051 198,120
OKlehoma ... .ooviiiiiiriraisirannarans ] 1,500 7,000 19,525 32,800 46,825 61,826 131,800 391,375
L8] 34 + B 475 1,725 6,725 18,725 35,725 58,725 75,725 275,725 476,922
Penngylvania ................ 2,940 5,940 11,240 23,940 35,940 47,940 49,940 140,940 289,940
Rhode Izland ... . 800 2,550 7,080 18,050 30,580 43,550 56,550 178,050 418,050
South Carolina .. 145 400 1,428 4,170 7,618 11,568 15,788 52,058 138,800
South Dakota . 300 1,250 3,750 10,750 18,780 26,750 84,750 94, 750 194,750
TENNESSB. ..ovvvrrrnorenanrns 710 4715 8,210 20,210 36,210 55,210 74,216 218,710 427,500
b < - - T T L L L LR TR R 500 2,500 5,500 8,500 12,500 48,400 138,800
4 ¢ 500 ‘3,760 13,250 33,250 53,250 73,250 93,250 243,250 493,250
Vermont ....ooiiiiiiiiens 300 1,650 5,458 14,075 22,809 32,327 41,743 117,066 288,360
Virginla ... 350 850 2,278 6,562 11,577 16,719 21,855 67,087 158,850
Washinghonm ...o.viviirrerriiiarariannss - 10 600 2,254 8,248 15,680 23,404 31,108 93,780 194,850
West Virginia ........v00000e - 75 750 2,250 6,058 15,360 25,704 35,234 51,980 177,082 421,350
Wigeonsin (4) .......ovvmvnun 221 806 2,756 8,944 24,500 42,110 59,944 77,740 226,174 488,956
Wyoming ........iciiiiiias 50 400 1,400 3,304 8,770 10,218 13,646 17,070 48,400 138,800

1 Size of estate is before marital deduction and the deduction of Federal estate tax in States which allow this deduction,

Treasury Department, Tax Analysis Staff,
2 Including 10% surtax.
& Including 30% surtax.
4 Including 30% surtax.

Source: Advisory Commission on Intergovernmental Relations, Coordination of State and Federal Inheritance, Estate and Gift Taxes, January, 1961,
Tablie J, pp. 116-137, revised to January 1, 1088 for exemption, tax bracket and rate changes.
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TABLI 40

‘State Deare Taxes ox Ssrecrep Size Bsrtares, Lerr ONe-marr 7o Eacn or Two Apvrr CaEmprey
= : AS OF JANUARY 1, 1968

Net estate after deductions,l but before specific evemptions

Item and State $85,000 | $50,000 $100,000 $206,000 $400,000 $600,000 $8300,000  $1,000,000  £2,500,006  $5,900,000

Maximum credit for State
taxes under present Federal

3 $1,200 £6,800 $14,000 $22,800 $33,200 $138,800 $391,600
Amount of State tax:
ALRDAINEA oty vnnta ittt ran st a s r e de bbbt 1,200 6,800 14,000 22,800 33,200 138,800 391,600
A $50 $300 $1,280 3,356 8,130 14,000 22,800 33,200 138,800 301,800
ALIZOTL o vrensssrasnnerrrrens sasasatansoan e r i aaeas seneaeearas 1,200 8,800 14,000 22,800 33,200 138,800 391,600
ATKATISED 0.t ieenstatnsune sansrsrrranss srranatinssrasiirsosnansrsrs 1,200 6,800 14,000 22,800 35,200 138,800 391,600
Californis ..., .o viuresiiina, 450 1,200 3,200 9,200 25,200 45,200 £9,200 97,200 307,200 657,200
Colorado (2} ......ovvvvvnin, 116 860 1,760 6,080 21,450 37,950 54,450 70,95¢ 202,840 422,840
Connectleut (3 .............. 350 1,365 3,315 7,885 20,215 35,815 54,015 72,215 228,215 505,080
DEIAWAYTE vviveerersierasina.s 190 440 1,340 4,340 12,340 20,340 28,340 36,340 138,800 391,600
o T T 1,200 6,800 14,060 22,800 33,260 138,800 391,600
B - Y 1,200 6,800 14,000 22,860 33,200 138,800 301,600
Hawail .oviiiiiiiiiiiniaa.. 225 T50 2,280 6,750 18,750 32,250 47,280 62,250 174,750 391,600
Idaho ..ivvinnrreroionsnnara, 340 1,180 3,732 5,340 - 22,030 37,130 55,285 75,785 216,800 410,480
TIHNOIE suvininirisnnsarnraaasmiseasrnrecains 200 1,104 3,140 8,892 14,572 81,310 40,970 180,200 391,800
Indiana .ivvvenvnanansrarnraas 219 440 1,460 4,460 10,460 18,460 28,460 38,460 144,460 361,600
Jowa ......... et aseeeeaeaa e 200 1,758 5,074 14,415 25,594 36,608 47,626 138,800 351,600
FEATISAS 4ot vannnaanoarntonrprirennestsrans 200 804 2,656 1,492 14,600 22,800 33,200 138,800 391,600
Hentueky .ovviiiieinirinaran. 300 8BGO 2,408 6,410 18,080 26,444 37,548 48,476 138,800 391,600
Louisiang .oo.oovivriiiniiiinn.. 300 906 2,400 5,400 11,400 17,400 23,400 33,200 138,800 391,600
Malfie .oociieniieierrnarncaas 160 600 1,504 3,485 8,692 14,372 22,800 33,200 138,800 391,800
Maryland ..ooviiiiiiriianina,, 250 500 952 1,685 6,800 14,000 22,800 38,200 138,800 391,600
Massachusetts .. ......o.0ui.. 374 1,600 2,694 4,258 14,852 23,768 23,606 43,852 138,808 391,600
Michigan ..vviviniirarananan. 300 809 1,800- 5,800 13,800 22,800 32,800 42,800 152,800 391,600
Minnesots .....ovvviviiriens 260 760 2,568 5,870 16,620 21,104 38,208 458,138 138,800 391,600
L8 L3117 o) o S 456 2,508 9,257 17,830 28,228 40,447 161,926 451,877
MiSgouri ...ceoviiicirirrienan 150 4THY 1,356 3,555 9,282 15,415 22,800 83,200 138,800 301,600
Montana «......vvevcrinniiann 420 920 2,728 7,030 17,904 26,264 40,368 51,206 138,800 391,860
WNebraskae ...ooovcviiiniiian.. 50 300 752 1,485 4,800 14,000 22,800 33,200 138.800 391,600
New HAMPSKITE uverrrurrrneirreirrnseriins e e 1,200 6,800 14,000 22,800 33,200 138,800 301,600
Wew Jersey ...cveviiinnanna, 156 800 1,600 4,600 13,800 25,600 39,600 53,600 194,600 513,600
New Mexico ..........oouv.., 150 400 S00 1,800 6,800 14,000 22,8060 33,200 138,800 391,800
New York ..oovvvvveiiieieas. 200 BOD 2,360 5,800 14,800 25,800 38,800 541,800
North Caroling .............. 220 20 2,185 6.140 16,200 28,060 46,060 52,060 161.800 553,880
North Dakote ............... 420 1,340 3,872 5,660 23,330 38,536 55,392 74,088 256,800 553,656
L 3 2 1 220 120 2.078 4,276 9,712 15,936 22,876 33,200 138,800 381,800
ORIBHOIMA .. i i e i 300 2,200 1,800 20,500 33,850 47,950 62,860 182,800 392,850
OTegon «voveviinvivioriniea., 100 475 1,725 6,725 18,725 35,725 55,725 75,725 225,725 475,725
Pennsylvania ... ..ol 1,448 2,540 5,040 11,040 23,940 35,940 47,940 59,940 179,040 391,600
Rhede Istand ................ 250 1,000 3,000 8,000 20,000 83,000 47,000 61,000 166,000 448,000
South Carolina .............. 150 400 1,358 3,555 9,315 16,415 23,365 33,400 138,800 391,800
South Pakota .,............. 50 500 1,500 4,500 12,500 20,560 28,500 36,500 96,500 196,500
TERNESSER vov vt nrrrnnn. 210 710 2710 B,210 20,210 34,210 56,210 74,210 216,710 454,210
Texas ..... e et e irsasrasTress traarramaaas 500 2,500 8,500 16,300 24,580 33,200 138,800 391,600
B0 - T 500 3,750 13,250 33,260 53,250 73,250 93,250 243,250 493,280
A5 5 Lo+ 3 A 600 2,266 5,525 12,735 18,185 27,686 35,882 138,800 351,600
Virginia .o.ooviiiiiiiiriieia.a. 150 400 852 2,270 6,800 14,0060 22,800 33,200 138,800° 351,600
Washington ..... v e aen. 100 600 2,158 7,148 19,457 32,237 45,660 58,320 158,350 391,600
West Virginla ............... 480 1,200 2,558 6,125 13,581 23,501 33,217 485,375 143,400 304,856
Wisconsin (4) .......coovve... 546 1,196 3.546 9,139 23,275 38,043 52,478 66,685 181,894 503,080
Wyoming ......ocovveienn o 100 680 1,504 2,970 8,800 14,000 22,800 33,200 138,860 381,600

1 Bize of estate is bafore deduction of Federal estate tax In States which allow this deduction.
2 Including 10% surtax. :

3 Inctuding 30% surtax.

4 Including 30% surtax.

Source: Advisory Commission on Intergovernmental Relationg, Coordination of State and Federal Inheritance, Estate and Gift Taxes, January, 1961,
Tabie ¥, pp. 118-118, revised to January 1, 1968, for exemption, Tax bracket and rate changes.



TABLE 41

Stares Wrre Hicusr Deare Taxes Tmaxw New Jersey, WHSRE THE Hstars Passs (a) ONE-HALF TO THE
Wiow awp Oxe-sovrrE Equainy to-Two Apvnr CEmprew, avp (3) Orxe-marr Hquaryy

To Two Avvrr CeEmprey-—$1,000,000 axp $5,000,000

One-helf to Widow, One-guarter Bgually to Two Children

one-half Egualiy to Two Children

81,600,000 estate

£5,000,000 estate

$1,000,000 estate

$5,000,000 estale
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28,
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L0 -1, S $93,250
Wisconsin 77,740
Oregon ....... 75,725
TPennessee ... 72,210
Colorado ... 63,113
Oklahomsa ... 61,825
Pennsylvania ........ 59,940
Montana, .oeereeen. 08,760
Rhode Island . 56,550
Kentucky ... 55,430
Connecticut . 54,665
IoWa e, 52,555
West angmxa 514,830
Massachusetls ... 50,677
Hawal e 50,000
Minnesota ... 48,965
North Caroling ...... 47,610
. New Jersey ....... 46400
. Tinois ......... 44279
Mississippi ... 40,447
North Dakota 37,030
Idabo .o 35,875
California ... 35,200
. Washington .. 81,108
. New YorK ... 18,800

¥

O IO e 03 13 e

et pob
BEESEERRRRE

1
B

22.
23.
24,
25,

Ttah e $493,250
Wisconsin ... ... 488,056
Oregon ... .. 475,725
Hinois eeeeee. .. 473,400
Connecticut ......... 455,085
Mississippl cereceres 451,577
New Jerser . .. 451,400
TEnnessee e 427,500
West Virginia ........ - 421,350
. Rhode Island ... 419,050
. Coloradg ... ... 412,080
Oklahoma, ... 391,375
. Massachusetts ..... 388,437
. North Cardlina ... 357,130
. Minnesota .- 352,285
North Dakois ... 352,120
Montana . 322,670
Hawail 320,000
. Towa ... 315,475
California 307,200
Pennsylvania ... 299,840
1daho ceeevcreeeeeee. 278,080
New York ... 200,800
Washington .. 194,850
Eentucky wevvecnrcnee- 138,800

b

90

FRPamEm

P
P08 1O B

15,
16,
17
18,
19,
20.

S 21

22,
23,
24.
25.

Oregon ...
Tennessee ...
North Dakota ...
Conmnecticut
Colorado ...
Wisconsin ...

. Rhode Island ...

Pennsylvania ..........
Washington
New York ...
New Jersey ...
North Carocling ...
Montana, ....cceaann
Minnesota

Kentucky e
Towa :
West Virginia ...
Massachusetts ...
Tiincis .
Mississippl ...

$97,200
93,250

5,755

75,795
74,210
74,098
72,215
70,950
66,685
62,950

62,250

61,000
59,940.
59,320

53,800

53,600
52,060
51,296
49,135
48,476
47,626
45,373
43,852
40,970
40,447

B pt jd s
GhbhbHooramopupe

18,

pa
&

9.
20.
21,
23,
23,
24,
25.

. Ehode Island ...
. Idaho .

California ...-.cemmees
North Carclina ...
MNorth Dakota ...
New ¥York .veeeeenn
New Jersey ...
Connecticut ..
Wisconsin ......
Utah e

Oregon
Tennessee ...
Mississippi .......

Colorado

Oklahqma .

TOWE oo
Kentucky
M_assachusetts

Montana ...
Pennsylvama
Washington .......
West Virginia ...

$657,200

558,380
553,656
541,800
518,600
508,080
509,080
493,250
475,725
454,210
451,577
446,000
492,840
410,480
392,650
391,600
391,800
391,800
391,600
391,600
391,600
391,600
391,600
391,600
304,652

Nole o Table j1: States listed below the level of New Jersey have asppesred above New Jersey in one or more coiumnas,
polnts up the wide range of tax Hability in the various states depending upon heneficlary classificationg and estate sizes,
on these variations.

This array of 25 states

Gee text for a few observations




It will be observed in column 4 of Table 41,
that there are 10 states with a uniform fax of
$391,600. These states have inheritance tax
laws with ‘‘pick-up’’ statutes. Since the in-
¥ herifance tax liability in each of these states is
ﬁ insufficient fo fully absorb the amount of the
. federal estate tax eredit under the stated cir-
§ cumstances, which amount to $391,600, the
difference is assessed as an estate tax under
their “‘pick-up’’ statutes. Only West Virginia
shows an inheritance tax liability less than the
amount of the federal estate tax eredit which is
occasioned by the fact that it does not have a
““pick-up’’ act.

It is quite apparent, even in this maze of
figures, that there is no clear pattern of tax
liability. Many states with less tax on the small
estates, have much heavier taxes than New Jer-
sey on the largest ones, and vice versa. Per-
haps a better grasp of the relative fax burden
can be had by limiting the comparison to a few
states. For this purpose, the 11 states with
death tax collections in 1967 in excess of $20
million have been chosen. Tables 42 and 43 show
the relative position of New Jersey with the
other 10 states where the various size estates
are shared by a widow and two children, on the
one hand and by two children on the other,
using the $1 million estate ag the focal point.

Here we find (Table 42; Widow—2 ehildren)
4 states with heavier taxes at the $1 million
estate level, including Connecticut, Massa-
chusetts and Pennsylvania and 3 at the %5
million level, Connecticut, Iflinois and Wiscon-
sin. Six states have lower taxzes at the $1
million level, including Illinois, California and
New York and 7 at the $5 million level.

‘Where the estate is shared equally by 2
children (Table 43) there are 6 states with
heavier death taxes at the $1 million level, in-

cluding Counecticut, New York and Pennsyl-
vania and only 2 at the $5 million level, Cali-
fornia and New York although 2 more are quite
close, Connecticut and Wiseconsin.

Summarizing what has been covered step by
step, New Jersey death taxes im small estates
compare favorably with those in many other
states, including Massachusetts, Rhode Ysland,
Connecijient, New York and Pennsylvania. And
the tax burden at the $1 million estate level is
heavier in mearly 14 of the States tham in New
Jersey. It is equally clear, however, that at the
§5 million estate level New Jersey’s death tax
burden ranks among the highest balf dozen
states in the Nation. It must be remembered,
of course, that we have dealt here with only tweo
beneficiary classification assumptions, Expand
these assumptions to include a greater number
of children, grandcehildren, brothers and sisters
and even collaterals and non-relatives and there
will be drastic changes in results.

Question oy DomrorLary SEIFTING

One of the prinecipal arguments in favor of
rolling back the rates to 1962 is that this step
will tend to retain weslthy individuals as resi-
dents of New Jersey, and thus preserve death
tax revenues for the State, as well as maintain
their support for the New Jersey community
activities and the economy generally. Some
illustrative cases have been referred to as part
of this argument, but none have bheen sufficiently
specific to determine whether the individuals
involved were motivated by tax or other con-
siderationg in moving a domicile to Florida or
Arizona, for example.

One approach to the problem is to compare
the number of large estates in New Jersey with
those in other states. As shown in Table 44
New Jersey had 74 estates of over $1 million in
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TABLE 42

Stare DEars Taxes ox Sureorep Sz Esrvarss, Lerr ONE-HALF TO THE WIFE AND ONE-FOURTH
to Baca oF Two Apvrr Cenoren, v Erevex States Wmese 1967 Drare Tax CoipnmcTiOoNs
Hxzcerpepr $20 Mrmrron: Tax Liossmary DETERMINED 48 oF Jawuary 1, 1968
Rawkep Accorping To Tax Lissmary ar tee $1,000,000 Bsrars Luvsn

1967
death tax Net estate after deductions,> but before specific exempiions
State gollections -

(600} 25,000 50,000 160,000 260,000 406,000 £00,000 800,000 1,000,000 2,500,000 5,000,000
Wiscongin (1) .... 22,113 221 806 2,756 8,544 24,590 42,110 59,546 77,740 226,174 488,956
Pennsylvania .... 62,966 1,440 2,940 5,840 11,940 23,5940 35,940 47,940 59,940 149,940 299,940
Conmnecticut ...... 37,819 65 390 1,385 5,285 14,635 28,085 39,065 54,6685 195,065 455,065
Massachusetts (1) 38,102 187 875 2,437 6,801 16,200 27,124 38,807 50,877 157,922 368,437
New Jersey ...... 54,488 160 450 1,460 3,960 13,400 231,400 48,400 486,400 170,900 451,400
Miinois (1) ... 47,341 e 100 800 3,256 9,825 18,263 30,583 44,279 183,562 473,400
Michigan ..... 20,720 5o 300 1,200 4,200 12,200 20,7700 28,700 38,760 183,700 328,700
California (2) .. 114,176 5 450 1,200 3,200 9,200 17,260 25,200 35,200 182,200 307,260
Washington (1) .. 21,727 e 100 600 2,284 8,248 15,690 23,404 31,108 23,780 194,850
New York (2) .... 116,029 850 300 800 2,300 5,800 9,860 14,800 19,800 75,300 200,800
Texas ......... vee 27,276 e e eas 500 2,500 5,500 . 8,500 12,500 48,400 138,800

* Bize of estate is hefore marital deduction and the deductlon of federal eatate tax in states which aliow thig deduction,
1Federal estate tax deduction allowed. -
2 Marital deduction or exemption ajlowed.

TABLE 43

Srare Dears Taxes on Serecrsp Sz Hsrates, Lerr Owvs-marr 1o Bacm or Two Avuvrr CHILDREN, IN
Frevexy States WHERE 1967 Dears Tax Covomcrions Exoempep $20 Morrow: Tax Liapmiry
DerepMiNep as or Jawvapy 1, 1968; Rangep Accorming To Tax Liaprurry
At taa $1,000,000 Hstars Leven

1967
death tom : Not estate after deductions,® buf before specific ememplion
State callections f f pecis (4 s

(000) 25,000 &0,000 100,000 260,000 450,000 600,000 860,000 1,000,660 2,560,000 §,000,60¢
California (2) .... 114,376 450 1,200 3,200 9,200 25,200 45,200 89,200 97,200 307,260 657,200
Connecticut (3} ... 37,919 390 1,365 3,315 7,865 20,215 35,815 54,015 72,215 228 215 509,080
Wisconain (1, 4} .. 22,113 546 1,196 3,046 9,138 23,275 38,043 52,478 66,885 181,886 509,086
Pennsylvania .... 62,968 1,440 2,040 5,540 11,840 23,040 35,940 47,940 59,940 149,940 331,600
Washington (1) .. a1, 160 600 2,168 7,145 19,457 32,237 45,660 59,320 153,350 391,600
New York (2) .... 116,029 380 880 2,300 5,800 14,800 25,800 38,800 53,800 200,800 541,800
WMew Jersey ...... 54,408 150 600 1,800 4,600 13,600 25,600 39,800 53,860 194,600 513,600
Massachusetts (1) 38,102 374 1,000 © 2,604 6,288 14,892 23,768 33,608 43,852 138,800 391,600
Michigan ......... 29,720 360 800 1,800 5,800 13,860 22,850 32,800 42,800 152,800 391,600
Tilineis (1) .. ‘e 47,341 Ve 200 1,104 3,140 8,802 14,572 31,310 48,970 166.200 391,600
EERES i 27,276 . e 500 2,500 - 8,500 16,500 24,500 33,200 138,800 361,600

s Gize of estate 18 before marital deduction and the deduction of federsl estate tax in states which allow this deduction.
1 Federal estate tax deduction allowed.

2 Marital Geduction or exemption ailowed.

3 Ingluding 309 surtax,

4 Including 30% surtax.




TABLE 44
Numseg ox $1 MmrioN, or Over, Esrarss Reroatep 10 THE INTERNAL REVENUE Ssrvice v 1963
Sele{:ted States

$1,000,000 $2,000,000 $3,000,000
Btate under under under $5,000,000 Total
2,000,000 3,000,000 5,000,000 aud over
% % % % %
‘ No Total No. Total No. Total No. Potal No. Total
. New York .......... 212 39.2 56 38.9 50 495 32 43.2 350 40.7
. California .......... 135 25.0 . 36 25.0 15 1838 19 25.7 209 24.3
- Ilnois ............. 65 22.0 21 14.6 15 14.9 8 10.8 169 129
- New Jersey ......... 48 - 8.9 15 104 6 59 5 6.8 74 8.6
© Connecticnt ....... .. 36 6.7 10 7.0 3 3.0 6 8.1 55 6.4
| North Carolina . .. ... 14 2.6 2 1.4 3 3.0 2 2.7 21 2.4
{ Wisconsin .......... 13 2.4 2 14 3 3.0 2 2.7 20 2.3
- Oregon ............. 11 2.0 1 0.7 . e - C 12 14
. Mississippi ......... 5 0.9 . 1 1.0 6 07
- Utah ... ... 2 0.4 1 1 1.0 4 05
: North Dakota ....... ...
Total .......... 341  100.0 144 1000 101 100.0 74 100.0 860  100.0

: 1963. "The Bureau reports the same number of
1 estates of that size in fiscal 1967. If is interest-
- ing to observe that Connecticut which ranks as
{ high or higher than New Jersey in all the
§ categories shown in T'able 41 had a much larger
{1 percentage of million dollar estates for its size
- than the other states. In general, the number
- of large estates seems to be more a function of
' population or urbanization than it is of relative
-rapk in tax burden.

In summary, these conclusions may be drawn
Tom the text and tables:

(1) New Jersey relies more heavily on death
taxes o support siate government than do most
other states.

(2) New Jersey death taxes are heavier than
some of theé other states, but they are less than
some states, and even this generalization re-

guircs assmmptions a8 10 the composition of the
" estate assets and the mature of the distribution
1o lineal, collateral and stranger beneficiavies.

(3) The 1962 rate increases had the smallest

- effect on lineals in the largest estates.

(4) It is impossible te determine statistically
- what influence death taxes may have in the selee-

Source: Statistics of Income, 1965, Fiduclary, Gift and Estate Tax Returns filed during Calendar Year 1963, Table 8, pp. 70-78.

tion of a domicile by wealthy individuals, but
there is no statistical evidence that New Jersey
has suffered as a result of the 1962 rate in-
creases. :

 FISCAL EFFECT OF A RATE ROLL-BACK

The Commission has been urged to consider
the burden of New Jersey death taxes from the
viewpoint of competition from other states to
attract people of means to change their domicile
and lessen the burden of death taxes on their
estates. To this end, the Commission has been
urged by the New Jersey Bankers’ Association
to roll back tax rate on Class A and Class B
beneficiaries to the pre-1962 level, making no
change in the current rates on Class E bene-
ficiaries or in the exempftion of charitable bene-
ficiaries under Class C. The Association had
previously proposed a roll-back of all rates to
the pre-1962 level, but revised this proposal in
order to redmee the revenue loss and to give
greater tax relief to widows and immediate
members of the family.

The Association estimated that a tofal roll.
back would cause a revenue loss of $14 million.



An analysis of the statistical study shows that
the revenue loss would most likely be $21
million for 1967, and this could well increase
8% a year so long as present economic trends
continue. The Association estimates a revenue
loss of $7.4 million as of 1967 under its revised
proposal, but this should be $11.1 million to
allow for the difference between the Associa-
tion’s sample of assessments which totaled $36.5
million for 1967 as compared with actual state
collections of $54.5 million for the same period.

- The Commission recommends—
A roll-back to pre-1962 rates would result in

an excessive loss of revenwe at this time, and -

therefore cannoct be supported.

SPECIFIC EQUITY ISSUES

A. Real Property held as tenancies by the
entirety.

1. Present Treatment. All real property
held in the names of decedent and surviving
spouse is completely exempt from transfer in-
heritance tax. 'There are no quantifative
(dollar limit) or qualitative (nature of prop-
erty) restrictions on the exemption.

2. Treatment in Other States. The tax treat-
ment of property held in tenancies by the en-
tirety is detailed by states in column 1 of Table
45,

A. A sumomary of that information shows:

Exempted ........... ... . ... ... 11 states®
Taxed ......................... 16 states
60% Taxed ...... .. ... ... .. .. .. 15 states®*

Taxed indirectly via ‘““Pickup’ tax 6 states
Nodeathtax ...... .. ... . .. ... 1 state
All transfers to spouse exempt ... 1 state

3. Rewision of the Treatment of Temancies
by the Ewntirety. Revision could take several
forms:

(a) Federal Treatme%t——Tenancies by the

entirety would be taxed in the same manner as -

other jointly owned property. That is, it would
joe included in the estate of the decedent unless
it could be shown that the property was origi-
nally contributed by the surviving spouse.

* Includes Massachusetts which entirely exempts single

family regidential property and partially exempts owner occu-
pied multi-residential property to the extent of $25,000.

** Includes Virginia which fully taxoes property other than
single family residential property.
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(b) Virginia Approach—Same as federal but
with respect to single family owner-occupied
prineipal residential property the maximum in-
cluded in the decedent’s estate is ome-half.

(e} Modified Virginia—Same as above ex-
cept that relief is extended to some portion of
owner-occupied multi-family property.

(d) Ezemplion Based on Value—Exempt all
tenancies by the entirety up to some given value
limit, e.g., $30,000 irrespective of the nature of
the use of such property.

(e) Ewemption Based on Use—Exempt
owner-occupied single (and a portion of multi.
family) principal residential property with or
without placing a limit on the value of such
exempt property.

4. Estimated Revenue Gain. The amount of
revepue which would be raised by any of the
above suggestions remains prefty much of a
guess. The Transfer Inheritance Tax Bureau
has no figures on which to make an estimate,
and the Federal Estate Tax returns which are
filed only in taxable estates exceeding $60,000
are of limited use.

An educated guess could be arrived at as
follows:

(1) Number of estates with sur-
viving spouse .......... 8,000
(2) Percentage of decedents
owning own home .. .. .. 65%
(3) Average equity value of
home ............ e
(4) Bstimated non-residence
real property held in
tenancy by the entirety . .

$16,000 |

$20,000,000

Total ........... $100,000,000

Assuming 2.56% as the average tax rate pal
by the surviving spouse: - .
Tax raised under ‘‘federal’’ plan . . $2,OOO,QQU
Tax raised under ‘Virginia’’ plan $1,500,00

Tax raised under ‘‘$30,000 exemp-
tion” plan. ... $700,00

Tax raised under ‘‘use exemption’’
plan ... $500,00



The Commission recommends—

The present tetal exemption of fenancies
by the entirety should be modified so as to lmit
it to the residence of the decedent and not ex-
ceeding a four-family dwelling.

B. Life Insurance Payable to a Designated
Beneficiary.

1. Present Treatment. Under present New
Jersey law life insurance payable to an infer
- vivos trust or to any beneficiary ‘““other than
- the estate or fhe executor or administrator of
- such decedent’’ is specifically exempted from
{ taxation under the transfer inheritance tax.
{ Like tenamcies by the entirety, there are no
. quantitative (dollar limits) or qualitative
" (nature of the beneficiary) restrictions on the
| exemption.

i 2. Treatment im Other States. The tax
{ treatment of designated beneficiaries of life in-
§ surance is detailed by states in column 2 of
% Table 45. A summary of that information

Exempted ....... ... ... ... .. 28 states
Taxed ........... ... ... .. ... .. 2 states
Taxed but with dollar exemption. . 15 states™
Taxed indirectly via ‘“Pickup’’ tax 4 states
Nodeath tax ................... 1 state

* Exemption ranges from $10,000 in Wisconsin to $100,800 in
New TYork; other exempt amounts are $20,000—¢ states,
$25,000~-1 state, $40,000—3 states, $50,000--3 states, 75,0002
states,

Since the exemptions in most of the states
which tax designated beneficiary life insurance
is rather substantial, the effect is that such in-
surance is taxed only in a few estates.

- Under the Federal Estate Tax life insurance
vable to a named beneficiary is ineludible in
cedents’ gross estate if the decedent
ssessed at his death any incidents of owner-
ip, exercisable either alone or in conjunction
th any person. -

3. Revision of the Treatment of Life Insur-
since. Revision could be:

(a) Ezemption Based on Value—Xxempt
signated beneficiary life insurance up to some
ven dollar limit, e.g., $50,000.
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(b) Exempiion Based on Beneficiary—Ex-
empt designated beneficiary life insurance made
payable either directly or in trust, to surviving
spouses and children or to all Class A bene-
ficiaries. A dollar limitation per beneficiary
could also be inecluded.

(¢) Federal Treatment—No exemption—tax
all ingurance over which decedent retained in-
cidents of ownership.

4. Estimated Revemue Gain. We are con-
fronted with a shortage of statistics upon which
to base an estimate as to probable revenue
yield from the inclusion in the taxable estate of
all or part of designated beneficiary life insur-
ance.

" In an inheritance fax report in Kentucky in
1961, a study was made of the distribution of
insurance paid to designated beneficiaries by
size of estate. The results were as follows:

Lire Ixsuraxce Pam 1o DESIGNATED
BENEFICIARIES '

Average per % of Gross % of Net

Bize of Bsiate Estate Estate Hstate

Under $30,000 .. $1,55440 15.64% 20.43%
$30,000-$60,000 .. 5,187.34 10.80 12.43
$60,000-$100,000 .  6,909.97 8.18 8.96
$100,000 and over 12,044.10 4.34 4.67
Average ... . $6,084563 5.66% 6.10%

Applying the 6.10% figure—the average per-
centage of net estate-to the net taxable estates
for New Jersey in 1967 would indicate that the
tax base would be inereased by about $60
million if there were no exemption. The rate
which would be paid on this insurance depends
upon the relationship of those who receive the
insurance proceeds. If the average rafe were
3%, an additional $1.8 million revenue would be
gonorated, if 5%, an additional 48 million. Of
course, if there were a dollar limitation on the
exemption, the revenue yield would be less.

The Commission recommends—

The present exemption of life insurance pro-
ceeds should be retained.
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TABLE 45

CoMpanarive TrEATMENT oF DmatE Tax FXeMeTIONS

By States

Surviving spouse

T;smanc{es Designated exemptions Transfers to .
by the beneficiary charitable, religious, Homestead
Fgderal and State Entirety life insurance Husband Wife sie., organizations Exempiion

Federal ............ taxed taxed ... L. deductible no
Alabama . .......... a a a a a a
Alagka .. .. .. AU exempied exempted 20,000 10,000 exempt? 1o
Arizona ............ b b b b
Arkansas .......... a & ' a - a a a
California ......... taxed® taxed over $50,000 5,000 3,000 exempi-reciprocal no
Colorado .......... taxed (14) taxed over $75,000 10,600 35,000 exempt-reciprocal no
Connecticut ........ taxed (%) exempted 50,600 50,000° exempi-reciprocal no
Delaware .......... taxed (14) exempted 20,000 20,000 exempt : no
Florida ............ a a a a - a a
Georgia ............ a a a a a a
Hawail . ...... ... .. taxed (14) exempted 20,000 20,000 exempt no
Idaho ......0...... taxed® exempted 4,000 10,000 exerapt-reciprocal no
Illinois ............ taxed®(14) exempted 20,000 20,000 exenpt-reciprocal " no
Indiana ............ exempted exempted 15,000 15,000 exempt-reciprocal o
Towa .. ............ taxed exempted 40,000 43,000 exerapi-reciprocal no
Kansas ............ taxed® exerapted 75,000 75,000 exempt-reciprocal no
Kentucky .......... taxed (14) exempted . 5000 10,000 exempt no
Louisiana ....... ... taxed® exempted 5,000 5,000 exempt-reciprocal 1o
Maine ............. taxed (14) exempted 15,000 15,000 - exempt-reciprocal 1o
Maryland .......... exempted exempted none none exempi-reciprocal no
Massachusetts ...... taxedt exempted 10,000 10,0008 exempt-reciprocal yest
Michigan .......... exempted exempted 30,000 30,000 exempt-reciprocal 1o
Minnesota ......... taxed® taxed over $20,000 6,000 30,600 exempti-reciprocal yes—$30,000
Mississippi ........ taxed taxed over $20,000 i i exempt 1o
Missouri ........... exempted exempted 20,0007 20,000 exempt-reciprocal yes—$20,000
Montana ........... - taxed (35} taxzed over $50,000 10,000 20,000 exempt-reciprocal no
Nebraska .......... taxed (¥5) exempte 10,060 10,000 exempt-reciprocal ves
Nevada ............ ' k k - k k k
New Hampshire .... 1 exempted 1 1 exempt-reciprocal I
New Jersey ........ exempted exempted 5,000 5,000 exempt™ no
New Mexico .,...... taxed exempted n n exempt-reciproecal 1no
New York ...... .v.. taxed taxed over $100,000 0 o exempt no
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O CATO L vod {, £20,000 10,000 exempi-reciprocal no
North Dakota ... ... b taxed over $25,000 b b b b
Ohio ............... taxed (%) exempted 10,000 10,000 exempi-reciproecal no
Oklahoma .......... taxed taxed over $20,000 P P exempt-reciprocal yes—$5,000
QOregon ............ taxed (1%) taxed over $75,000 g q exempt-reciprocal yes
Pennsylvania . ... ... exempted exempted none none exempt no
Rhode Igland ....... taxed taxed over $50,000 10,000 10,000 exempt-reciproeal no
South Carolina .. ... taxed taxed r T exempt no
South Dakota ...... taxed (%) exempied 15,600 15,000 exempt-reciprocal no
Tennessee .......... taxed (14) taxed over $40,000 8 s exempt-reciprocal no
Texas ............. taxed (%) taxed over $40,000 25,000 25,000 exempt no
Utah .............. taxed (1%) exempted t t exempt no
Vermont ........... exempted exempted 15,000 15,000 exempt yes
Virginia, ........... taxed® exempted 5,000 5,000 exempt yes®
‘Washington ........ exempted taxed over $40,000 10,000 10,000 exempt 1ho

West Virginia ... ... taxed (14) exerapted 15,000 15,000 exempi-reciprocal no
Wisconsin ......... taxed (%) taxed over $10,000 5,000 15,000 exempt-reciprocal no
Wyoming .......... exempted exempted 10,000 10,0007 exempi-reciproecal yes—§4,000

- Sg:rceig BCéCH Inheritance, Bstate and Gift Tax Serviee, Tth Edition, and It:dla.na. Commission on State Tax and Financing Policy, Repurt on Death
axation,

a, “‘Pichup’ tax aci, Provislons of federa] estate fax act conirol.

b. Hstate tax with “‘pickup” tax act, patterned afler federal estate tax acti.

¢. Tenancy by the entirety not recognized. Treated as other jointly held property.

d. Aleska: Prior to July 22, 1960, transfers to public hospitals, seralnaries of learning, churches or institutions of charity in Alaska were exempt up
to §2,600 with balance taxed at gra.dua.ted rates from 5 to 1734%.

&, Connecticut: This Is a class exemption.

£, Massqchusetts: Single-family residential properiy held by husband and wife as tenants by the entirety is exempt; multiple-family residentia)
property held by husband and wife as fenants by the entirety, when used by them as a domicile, 18 exempt to the extent of $25,000 of the value.

g. Massachusetts: §I0,000 or less, no tax; over §16,000, no exemption.

h. Michigan: Widow entitled to an additional 5,000 exemption for each minor chiid te whom no property ls transferred.

i. Misgissippl: Imposes an estate tax. Exemption §60,000,

J. Misgouri; In addition, 14 of value of estate, or 14 of value if decedent is survived by lineal descendants,

k. Nevadoa: Does not impose a death fax,

1. New Hampshire: Transfers to the surviving spouse, parents, lineal descendants and adopted children are totally exempt; all other tra.nsterees are
taxable at a Aati rate of 10%,

m. New Jersey: The exemption for educational institutions is on s reciprocal basis,

n. New Mezico: There 1s only cne $10,000 exemption for all beneficiaries in Class 1, including the surviving spouse.
New York: Tmposes an estate tax.
Cklzghoma: Imposes an estate tax., Aggregate §15,000 exemption for spouse, lineals, et als. is deducted from net estate.
Oregon: Imposes a combination inheritance and estate tax.
South Carceline! Imposes an estate tax.
Tennesses: §20,000 for the clasa.

t. Utah: Imposes ar estale tax.

Virginia: But as to s single family residence held by the entirety, only %4 is tazable to the snrviving spouse, Unlese survivor cen show that mors

t}:an % originally belonged to him.

v. Wyoming: This is a class exempﬁon.

na e

B




C. Ezxemption for Surviving Spouse.

1. Present Treatment. Under the present
New Jersey law, the first $5,000 passing to each
Clags A beneficiary (widow, widower, parents,
children, and grandchildren) is exempt from
tax. The next $10,000 is taxed at 1% ; the next
$35,000 at 2%, and the next $50,000 at 3%, ete.
(raphically the rate structure is:

$0- $5,000 .. ... 0%
$5,001- $15,000 ... .. 1%
$15,001- $50,000 . .. .. 2%
$50,000-$100,000 . . . .. 3%

2. Treatment in Other States. The extent to
which surviving spouses are granted exemp-
tions in other states is detailed in column 3 of
Table 45. A summary of that information
shows:

Equal exemption for widow

and widower ............. 21 stateg®
Greater exemption for widow

thap widower ..........._. 8 states™*
Pickup tax ............... .. 6 states
Estatetax ............... ... 6 states
Class exemption ......... ... 4 states
No exemptlion .............. 3 states®**
Spouse not taxed .. ... ... ... 2 states

* Ranges from §5,000 to 375,000,

= Widows' exemption ranges from $10,000 to $35,000.
Widowers' exemption ranges from $2,000 to $10,000.

**+ Tncludes Massachusetis, which imposes no tax if transfer
is less than $10,800-if over, no exemption.

3. Does the Exemption Come “off the top’’
or ‘““off the bottom?’’

In other words, if the exerption were raised
to $10,000 would the rate schedule then be:

“Of the bottom”’

$0 - 10,000 .. ... 0%
$10,001- 15,000 ... ... 1%
$15,001- 50,000 ... ... 2%
$50,001-100,000 .. .. .. 3%
or
“Off the top”’
$0 - 10,0600 ... .. 0%
$10,001- 20,000 ... ... 1%
$20,001- 55,000 ... . .. 2%
$65,001-105,000 ... .. 3%
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creased exemption were taken ‘“off the top”’ (Le.

The difference is significant in terms of revenye
loss to the state. If the exemption for the syr.
viving spouse were raised to $50,000 but trans.
fers over fthat amount were taxed starting at
3% (i.e. ‘“off the bottom’’), the most tax that
would be lost from any one estate would pe
$800; whereas ‘“off the top’’ it could be as much
as $8,000.

4, A $50,000 Exemption ‘“off the bottom.
‘While snch an exemption might not be very
significant in the large estate (tax saving of
$800), it could be important to the surviving
spouse in a small estate. In addition, such ap
exemption might relieve the Bureau of the
administrative burden of processing a large
number of returns for estates whose tax yield is
nominal.

The effect of such an exemption was com-
puted using the Banpker’s analysis for four
months of fiscal 1967. Table 46 shows that the
revenue loss if the exemption applied to both
widows and widowers would be about $3.6
million, and for widows alone $2.4 million.

5. Ezemptions ‘‘off the top.”” The extent of
the revenue loss which would result if the in-

the existing rate structure were merely shifte
up) depends on the upper bracket of thé
affected transfers. The revenue loss to the sta
(tax benefit to the beneficiary) would be t
pmaximum rate to which the transfer is subjes
times the amount of the exemption fo
extent that it is absorbed within that bra
plus the next highest rate times the amoun
the exemption not absorbed in the hig
bracket. (For example, the revenue loss £
a $15,000 exemption on a transfer of $110
assuming that transfers of over $100,000,
taxed at 4% wounld be .04 X $10,000 4+ .0
$5,000 or $550.00).

On the basis of the data in Table 47 th :
enue loss resulting from a $50,000 exem?
“‘off the top’’ has been computed to be &b
$5.2 million or about 44% of the total ta
lections from this group.



Ner Revexve Repuorionw

Stare o New Jersey

From $50,000 Exsmerion (‘Orr Tae Borrom’')
ox Transrers 7o Wmows awp Wmowers EstiMares por Fiscar 1967

TABLE 46-

Annual
BEstimated collections ot 150% Number of
Transfer assessment of assessments Estates
Widows :

On transfers of less than $50,000 ...... ... ... $1,167,243 $1,750,865 5,145

On transfers of more than $560,000 ... ... .. .. .. 864,000 1,296,000 1,080

. Total tax on widows .............. ... ... $2,031,243 $3,046,865 6,225
' Widowers:

On transfers of less than $50,000 ... ... .... 258,570 $387,855 1,326

On transfers of more than $50,000 ... . ... .. 108,000 162,000 135

Total tax on widowers .................. $366,570 $549,855 1,461

Total tax on surviving spouses ................ $2,397,813 $3,596,720 7,686

.

6. Other Questions.

}' (a) Should the exemption apply equally tfo
. surviving widows and widowers? (Note: eight
states treat surviving widows more favorably.)

(b) Should the exemption for other Class A
beneficiaries be increased?

(e) Should the exemption be for transfers to
the Class? That is, if there were no surviving
ouse as a beneficiary, the exemption could be
ed by the surviving children, ete.; if there
ere transfers to both the spouse and the
hildren, the exemption would apply to both
roups ; and if the total transfers to the spouse
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and children exceeded the amount of the exemp-
tion, the exemption could be prorated among
them. (Note: four states have class exemp-
tions.}

(d) Should the amount  of the surviving
spouse’s exemption be greater if there are de-
pendent children? (Note: in Michigan the
$30,000 exemption applies to both widows and
widowers but the widow’s exemption is in-
creased by $5,000 for each dependent child.)

The Commission recommends—

No change in the present exemption of $5,000
to the surviving spouse.
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TABLE 47

DistrisuTion oF AMounts INHERITED BY SUBVIVING HUussanDs axp Wives,

sy Tor Tax Braorer Groups

Fiscan 1967

Transfers o Husbands

Transfers 1o Wives

Total Transfers fo Spouses

Aﬂa;:&:ufﬁ’gggg;d Rate Hfs%a.‘:{ds Amount %rt’ié;gﬁ Amount sgé’;;:é‘s Amount
Under $5,000. e evceenee a 136 $365,928 321 $688,187 507 $1,054,005
3 500001 to 15,000, ........ 1 654 5,693,307 2,652 24,364,155 3,308 30,057,462
$ 15,000.01 to 50,000, ......... 2 486 12,511,758 2,172 57,040,065 2,658 69,551,823
$ 50,00001 to 100,000. ... . 3 66 4,234,625 564 40,239,069 630 44,474,595
§ 100,0600.01 to 150,000. ... 4 38 4,580,900 218 26,048,091 255 30,638,904
$ 150,000.01 to 200,000, ... 5 nr 20,521,695 117 20,521,698
$ 200,000.01 to 300,000, ... 6 12 3,085,533 93 21,890,958 105 - 24,966,494
§ 300,000.01 to 500,000, ......... T 18 7,057,134 B4 19,016,349 T2 26,073,483
$ 500,000.01 to  700,000. ......... 8 - 15 8,664,218 15 8,664,216
$ 700,000.01 to  900,000. ........ 9 4,638,444 4,638,438
$ £00,000.01 to 1,100,000. ......... e 2,863,122 3 2,863,122
$1,100,000.01 to 1,400,000, ......... 1 10,991,055 10,881,085
$1,400,000.01 to 1,700,000. ... 12 it it e v e et
$1,700,000.01 to 2,200,000, ........ . 13 e 3 5,461,143 3 5,461,143
$2,200,000,01 to 2,700,000, ... 14 L e reers
$2,700,000.01 to 3,200,000, .......... 5 & 2 - e emmeee mreneemanneas
Over §$8,200,000, .o cmcrenena- 8 e e e -

TOTALS  eeceereemracranne 1,461 $87,580,188 6,225 $242,427,432 7,686 $279,966,621
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APPENDIX TABLE A

Sangs Tax HExemprions oF PRODUCTS AND SERVICES
BY STaTE, 1968
T = Taxable; X = Exempt)

Medicines—drugs Food
Vendor Prosthetic
State Tax rate % compensation Non- Animal, bird, aids On-premise
Prescription presoripiion fish uss Generally
Totals s 45 28 22 22 23 39 8 44 1 29 18 45 o
Al2bama e 4~ {1) T- - T A T
Alaska .o {6)
ATIZORA, —reeeemrreaeeems 8- No Xx@sy»- T K16y~ - T(46)—
ATKansas e 3 (2%} - T- T~ T T
California ..oeveccvarme o Na X~ T- T- - T
Colorado .owcmeeenas 3 (3%% ) X- T - K- T
o Connectict oeeveccnnns 3% (17)~ No p o T T X- T{15)-
@ Delaware ..o (6)
Florida ceevereeeeeens 4-(T3) (3%) K- X~ T X- T-
GeOrEIA. coeervrmraeveneas 3~ (3%} T T T T T
Hawall —oeeeeeeeienens 4 No T- T T T T
LG E:1 o1 RO 8- No - - T T T
TIENOLS weerereeeeeermceeeeee 434~ (29%) T T ™ - ™
Indiana .ereees e 2— No K T T T -
TOWA crecmrrceencssesnrncesnss 3~ No T- T T— T T
Kansas ..o 87 No T- T - ™ -
Kentuchky ercveenes 5-(7T) (29%)(T7) T T T T T
LOWSIANG, oo 2 (2%) T T ™ T A
Maine .. 43— No X T- - T T-
Maryiand . 3~ (2%) pice b O - T(47)—
Massachusetts ... 3~ (29%) Ko T T X~ T{60)—
Michigan cereoeceernens 4~ (N T(10)~ T T (61} T
Minnesofa .cooneee 9 No K~ - T H— T
MississIpPL veceerrrmcncnes 3%~ No T- T T T T
MISSOULT ..oocevenmeseerenane 3~ (2%} T- T U T T




Medicines—drugs . Food
Vendor Prosthetio
Stgte Tan rate % compensation Non Antmal, bird, aids On-premise
Preseription preseription fish use Generally

Montans .ceeeececcrenns {6)
Nebraska .ol 235 (4)- {3%) - ™ T b, T-
Nevada .ocmemmon 205}~ {13 %) e A T T- T
New Hampshire ... (8}
New Jersey .eecmee. 3~ No - T T X~ T
New MeXiC0 e 3 No T T T T -
New YOorkK .. 2- No i X~ - X{64)~ T(63)—
North Carolina (8%) pise T T X~ -
North Dakota .. . No X~ T - T T
101431« SN - (193 (13) X- - T X- -
Oklahoma (3%} T T- - T g A

B Oregon . (8)
Pennsgylvania ... 6— {1%) X~ s e X T (48)-
Rhode Island .............. 5 ] No X~ X~ T X- T-
South Carolina ......... 3~ (8) T - - - -
South Dakota ........... 3(19)- No T T T- T T
TehnNeSSee veeveerans 3(20)- (29%) T T- = - T
TEXAS  ecereranrernsmsenrnns 2(21)~ {195} {(14) X- - T X~ T
Utah ... . 3~ No T T - T T
Vermont emconne (8}
Virginia, ... e 2(B) (3% - T T X(68)~ T-
‘Washington ....evoeee. 4346— No T T T ™ T
West Virginia ... 3- ‘ ‘ No - - T T- T
WISCONSIM cornrerrenrnreenee 83— (2%} X- X- T T T
Wyoming . veeccaceeeee. 3= No ™ T- - T- T

District of Columbia.. 3- No b O K P b T
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APPENDIX TABLE A—Continued

Sares Tax KXsMPTIONS OF PRODUGCTS AND SERVICES

BY STATE, 1968
(T = Taxable; B = Hxempt)

Food Alcoholic beverages
Btate On-premise Heer
Special
provision Off-premise Pet On-premise Off-premise On-premise Off~premise
Totals eecrracrenns 31 i4 45 0 38 g 36 9 35 10 34 i1
AlaDAING .vromermremssrmrees T o T e T T
Alaska ereivereannnnns (8}
ATEZONG .o Taxed at 1%% T- T T- T - T
ATHAnNsas ..o T T T T T- T
California «eecveennes P T e e -
ColoTado .cvmramresenrnrens T T = piegy K- X—
Connectictt .oeeeeee..  Exempt under §2 X- T- T P ™ T
Delaware ..occeeeceme. (8)
Florida  cvrccommreceneenens X - T o T T
L€ TcTo) o/~ - R T T~ - - T ™
Hawail covreevrnmeerencens T- e T T T- T
I8N0 v T T T— Ko - b o
THINOIS corremereecrrrencann T T e T T~ T
Indiana .ccecrvscececnnas T T T Y s -
TOWEA  covereeeereremrnmernas T - i T T T
Kansas .eerveesrrreeens T- T K K- T T
Rentucky .o, T~ - T~ - T -
Louisianza .....eovrreee. - - T o T T :
MAINE oo eecseeceereemensneens X- T- - X- K- xX-
Maryland e.oeeceveconns Exempt under §1 X~ T- T- T A T-
Massachusetts ... X- - X- . X- X~ -
Michigan e T~ T T- - T~ T
Minnesota X T= - A T T
Mississippl oeocmvceoeimnee T T T- g poc p- o
MiISSOUTT cooecercerrseras ™ T T- T T T




Food Aleoholic beverages
State On-premise ) . Beer
’ Special
provision Off-premise Pet On-premise Cff-premise On-premise Off-premise

MONEBNA, eerrrrermremrcnese (8)

Nebraska ..ceceres T(B8) A T T T A

WNevad o eeceesemniions T T - ™ bR T

New Hazmpshire ... {8)

New Jersey .. XK T b T- x- ’ Ko
New MeXico o T - - T T~ : T

New York ... Exempt under §1 e T T o I -

North Carpling ... T- T- o - b ke -

North Dakota ... RS T : g X~ X p
L8] 1 SR X- T- T- T- X- X~

S OKlahoma ...ccccennrerces T- T T ™ X : Ko

Oregon e (6)

Rhode Island ... Exempt under $.50 - T T- T T T
‘Pennsylvania ... X T ™ T~ T T

South Carolina ......... : - A T T T I o

South Dakota ... T T- X~ X~ P X
TENNESSEE evvererreemaamrnr T A - - A -

N T T X~ T X(65)- X~ X{68)~ A~
8] %1 ¢ SO o T- T ™~ T -

Vermont . ~(8)

Virginia, oo - T T(87)~ T(87)~ T(87)- ™ET-
Washington .ceeeeeas ‘ T T T~ - T T

West Virginia ... - T- T T - T

TWisconsin oevecmne ’ X~ T- T T T -

WYoming eeceeeeeeeees 7 T T AL T T- T-

District of Columbia.. T{11)~ T - T~ ™ T




APPENDIX TABLE A-—Continued

Ssrms Tazx ExsmerioNs oF PRODUCTS AND SERVICES
BY STaATE, 1968

(T = Taxable; & = HExzemjt)

Clothing
- Candy, Soap, soap Household Household Fubriss,
State confectionery, Carbonated products, paper plastics, Generally thread, yarn,
ele. beverages cleansers prodiucts foil, eto, needles, eto.
TS wreeeeriercseserecnssa 41 4 42 3 44 1 45 - 45 41 4 41 4

AlADAME cvvccrrrrseccerinirnne L ™ T U S T T
Alaska ... W (6}
AFIZOND eerrrenmnssennnmnans T- ™ To T - ™ T
ATKANSAS  vrerseerernoceianes T T A T T T T
California .mwmccceneene I T- - T T i T
Colorado .......... . P T ™ T- - gy =

g Connecticut . . T- T A T T T(T1)- T
DelaWare e eneeresrens (8)
Blorida  cccveeerrvenenenn LH(72)— - T~ T T T T
21T} 4 =55 RV &t ' T= T- T T T R
Hawail ererececrrrcince T T T g A T T
Idaho ...... T T T T - T= ™
Tlinois ... . T - T - Tiem T T~
INAANG cvrerrecrrrnererae A T- ™ T T- T g
) (o) 7 U L T- T T T T- T
Kansas .. . T- T T T T T T—
Kentucky ..... . T T T T T T T
Louisiana .ccvecmsrenne T T T T T T e
MaAINE rcrvrccrrrrccssamerares L T T s T T b
Maryland .oceesinss T T~ Hi(78) T T T~ T-
Massachugetts ... B - - A T E{80) -
Michigan ... - T o ™ T T T ™
Minnesota ..... . B~ B T A T B- -
Mississippi T T- T T YA T T
MiSSOUTT circrccerrasinens T T T~ T T T -
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Clothing

Candy, Beap, soap Household Household Fabrics,
State confectionery, Curbonated products, plastics, Generally thread, yorn,
ete. beverages cleansers products foil, ete. needles, ete.

MONIBHA rrmssrssemerrmsressas {6)
Nebraska .ecceoreseen .  T- - T - T— T T
Nevada ..coeecececmmecenas L T~ - - T T -
New Hampshire .......... (6}
HNew Jersey .o ™ ™ ™ T ™ E- B
New Mexico ... w I= T- T- ™ - - s
New York ... . T T- A ™ T- T- ™

- North Carolina ... ™ e T - T P -
North Dakota ..ocveeevee T T - T T- T T
Chio reicreerreeonees L T~ T T- T - T
Oklahoma ..cvevreenre — T - T - A T- T
[034:7=10% ¢ R {6}
Pennsylvania .. B~ T- T T T B B
Rhode Island ... e T T T~ T T T
South Caroling A T T T T - T
South Dakota .eeverieens T - T T= ™ T T
Tennessee ... T T T - T- T T
TEeXAS .urveerraen T A = ™ T- e T
Ttah .. ™ P T- ™ Lo - -
Vermont (6} -
Virginia cececeecemeersesse L= T T T T- T~ A
Washington .vveiieeee T T - T b T T
West Virginia .eeeeee. T - T— T- T A - -
TWISCONSIN vvrermrrreracmann B T- ™ T T y T
WYOMING . vccessserereosases 'L T - T T T- T
District of Columbia .. ‘T~ - T T T = ™




APPENDIX TABLE A—Continued

Sares Tax Exemprions oF PRODUCTS AND SERVICES
BY STATE, 1968

(T = Taxable; ¥ = Exempt)

Bervices in reépair of

State Grave Mobile Pollution ERodent, pest Other
stonas, homes controel control Residential Residential personal
markers 50r w 8 squipment services heoting plumbing property

Totals crrecccsrnnnes 43 2 44 1 38 7 13 32 4 41 B 40 15 30

Alabama .. T {75) T B - B~ Hi-
Alaska ... (8) '
Arizona .. T - T B jog B~ E-
Arkansss T - - R B~ E- -
California ..oceeeeccosceeee I~ T ' T B B~ E- -
Coloradg oo T T T B E- T E-
£ Connecticut e T _ T E- E E- - E-
Delaware .ecoeceescees {6)
Florida ..cveivicaeeeeee T T(2%)~ T B B- - I
GEOTEIR .cvcercrreerssrerseerars B T- - E E- E- -
Hawail ... - T T A ™ T T -
Idaho ...... - T- TE0)- - B H u wB
Illinois .... . T T E-. T E B ™
Indiana .. e T- T B E ¥ o
TOWE seeeeeversecssrrsrrmenenreee L T T B - B K
Kansas vcecerenes T T T - B E- i
Kentuceky .coeveencee T T T B - - B
Louisiana e T - T 0o Bl E—- T
MAIE coeeevmnrerarrerrcnecsasnenas ' E - T E- - - e
Maryvland .o T T T E-~ i H- E-
Massachusetts ... T- ’ T ™ : - E- - -
Michigan ... P T E(62)—~ B~ - E- E-
Minnesota ..... O - T B X - -
Mississippl ... e - T T T T T T
MiISSOUTL covecericcmceeeenenas T~ ST H B B - -




Bervices in repair of

Btate ' Grave Mobile Pollution Rodent, pesi . Other
stonas, homes control contrel Residential Residential persongl
merkers (80 « 8) equipment services heating . plumbing property

DIOTEANA, wocerecrrrmaneamrecnes (8}

Nebraska oo - T T B- E~ o -

Nevada . L T- T o - B -

"New Hampshire .......... {6)

New Jersey ... SR A T T~ T B{74) T T

New MeXiCO .oremeererens - T(T63~ T i E- - ’ o

New Yorlk . s T T e A A _ .

North Caroling .......... B K T—(76) T E~ - R- B

North Dakota .eernr T T(75) T- = - B T

Ohio e remsmeareran T- A E- E- E- B -
w  OKlAhoma .oeverrennnns T T(76) - B - e -
& s

OPEEOD  oeereeeeemsnnsmremsnanns (6)

Pennsylvania -...coeee B~ T~ T - - B T

Rhode Island ...oeeeee T A B E- E- B~ e

South Carolinag ........... T T - B - - -

South Dakota e T- T-(76) T- T~ A T T

TONNESSEE .evveerecrcacramee L T s T B- E- T

TEXAS +rvmmeemmeerreerrimereereone T T—(76) T - B - -

) 55721 ¢ S - ™ T T it jo T

Vermont ... ()

Virginia s T (76} T E- B B B

Washington e T T B~ T §ihad H- T

West Virginia ...eeeeeeee T T-{78)~ T T- B~ E- .

WISCONSI ooeeeeememrmnasians T E(73)- T - o B T

WYOrINg cecererenee I T- T~ T - i o

Distriet of Columbia .. T- - T- oM E- - BE-




APPENDIX TABLE A—Continued

Sares Tax Bummprions or PrODUOTS AND SuRVICES
BY State, 1968

(T == Taxzable; B = Exenpt)

Biate - Automotive 4griowttural Industrial
vehicles Materials (55) Maohinery Materials (54} Mackinery

Total .. rememaeereeeataeaaenranne 45 — 2 43 30 15 — 45 32 13
Alabama T{(75)— h: T(1L.5%)— hiH T(1.5%)
ALASHE oot etr et e n 6
ATIZONIA oo iciiieeraa e vereasases e e e st temennars ™ B T H T
Arkansas T kD T B T
California T E T E T

g ColoTado et Ao 7 N o T
Connecticut . . . T B T i T
DEIAWEDE  woeeceeeeeescreceeerier e sseresanansmen 5
Florida . T{75) E :H B T(56)
Georgla e T " b E T
Hawaii T— i T B T
B E:Y s U USSR T (50) b0 B B jH
Hlincis . T B T B T
TNAIBNA e eremnr e s rrra it s s T ) B B i
Iowa T-(76) B T B T
KENSAS  crorreesesrrsmareremmassnseesssesrasanns e E T B T
Kentucky .. vt epetena s rrain T- ! T }2} T (5T}
Louisiana T B T i) T
Maine ... rvaeeenase et rase s aranresan T "0 T E T
Maryland . T(76) o T B T
Massachusetts T i D B E
Michigan T~ E hu B B
Minnesota ........ b E - i T
MESSISSIDPL oo e e e cmseneesssrcsamsassenanes T{TH) b (B o T(58)
Missouri T B T EH B
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Sares Tax EzswverTioNs of Propuors AXD Sempvices

APPENDIX TABLE A—Continued

BY Srare, 1968

(T = Taxable; X or B = Exempt)

State Automotive Agriculiural Industriel
veahioles Haterials (55) Hachinery Materials (54) Machinery

MOTEANA oo ecerssercamerscmssanssassanmas s e mmes &
Mebraska T B N E T
IEVEAD crivrremmcrrrnsesins reemecorsasranssssmemeanemensrenes T B T b T
New Hampshire & -
New Jersey ... T i E B B
INEW MEEICO corioiieeeeereeeeercemmarasessssermsmvaesnsanns T(76} B T{1%} B T
NEW TOTK coireeececrecreeeeereerearsscenem e cemetesmrneas T | B B . B
North Caroing ... T(75) " T(1%) E T(1%)
North Dakots .o eceerrseecemeeceeecsiranenns T(75) u T E T
Chio T E B B )
OKIBROMA, oo cercarnersressiess srmmrnsee s soncn T(76) T{52) T B o
Oregon ... ¢
Pennsylvania . T(76) B u " b2
Rhode Island T- " 1 B T
South Carolina T- B E B "
South Dakota ... T-(76) {62)- T(2%) u T
TeNnesses ... T- E e B2 {59}
Texas ... T-{76) j 5 i i} T
Utah ........ &E(53) T u T
Vermont &
VALEINIA 1orevvrreersrmencnermeenctitrmemommsasarees (78} b B B B
Washington ... T- B T E T
West Virginia T(76) E E E B
‘Wisconsin T B B E T
Wyoming T H T E T
District of Columbia T(786) E T E T




APPENDIX TABLE A—Continued

Qarms Tax Exsmerions o Propucrs AND SERVICES
' BY StaTe, 1968

(T == Taxable; B = Exempt)

Sale of

Bale of eguipment to Saie of materials {o
materials to contractors, gontractors (28)
manufocturers, Sale of manufaciurers
State Installation producers, materials to producers and Bupplier Hable Conirastor
services processors (83} repairvers {22} repoirers (24) for tom Hable for taw
TOtals oo 10 35 2 43 - 33 8 37 8 36 9 2
®(25) THIE3)(34) T T T
(6)
E(25) B(33) T T i
ArKAnNSas ..oveeeiirneenes E(25) H(33) T T T
California, .....ieennnes ' E(25) E(33) T3 T T
- Colorado .......... o T OE(25) B(33) (84 T T T
@ Connecticut T - E{33) T(3T} T T
Delaware . eeveeevenn (8} -
Florida ceeveecermisreers & B{33) T T T
LEEETe) - £ E(25) E{33) T T T
Hawaii T T T T
Idaho ... B(25) E T T T
Itlinois ... E(25) B{33) B T ’ FHEEY
Indiana .. " (33) T T H T{45)
TOWE i eeeereeeeteormesiene Ei(25) m{33) -7 T T
Kansas e K(25) E(33) (34) T T T
Kentucky .vecveeeennes E(25) m{33) T(87) T(40) T
Louisiana .eercrserone H(25) H{33) T T T
i E(25) E(33)(35) T T T
E(25) m(38) T T T
Massachusetts ... u B T E T
Michigdh oeeeeeeenen E(25) H{E3)(3) T T B
Minnesctsa E E T T- T
MISSISSIPD] covvmrcecassrsens EE2TY B T T T
T

MISSOUF] e H(25) ' m{83) (34 E E




66

Sale of

Bale of equipment to Sale of materials to
materinls o contractors, contractors (23)
menufacturers, Rale of muanufecturers, 2
State Installation producers, materials to producers and Buppier lable Contractor
services processors {23} Tepalrers (28} repairers (B}) for taw Hable for tux
Montana .ceeeeeene. (6)
Nebraska .oeececenee. B(25) B T T T{43)
Nevada .cceemieeeene m{25) E(38) T(37) T T (43}
New Hampshire ... (8)
New JerSey .ooooeuene T K T(87) B T
New MeXiCo woweeeens T{28) T T(28) T T(28)
New York .. .. T R¢{83) R(38) H T
North Carclna ... 1(25) (38) B T T
North Dakota coeeeeeeee E(25) E(33) T(3%) T T
Ohio E(25) (30) u T B T
OKlahoma .ceeermecvenrseees B E(33) T T T
Oregon  .eecceeenee {6)
Pemmsylvania, ...cccemweo. T(81) B N B T
Rhode Islang .oovveeenes B(25) 1(33) (38) T T B
South Caroling ........... (25 B{(33)(3h) T B T
South Dakotad .. k3K H(33) 0} T T
TENNESSLE veeeeaemerrmerree E(32) H(33) T T{41) T
TEXAS tureemesiessrnsssrraesimssvas E H(33) T{38) T B
Utah e E(33) B T B
Vermont .o {6)
Virginia .vrveereaenes E(25) K(33) 0 T T
Washington .. T E(33) T T B T
West Virginia (33} b B B
Wisconsin {25) E(33) T(28) T T
Wyoming B(E25) B(33)(34) T(239) T E®
Distriet of Columbia, .. B{25) B(33) T T(28) T{43)




=
=
[

Source: CCH, All-State Sales Tax Service,

1)
3
(€3]
&
(6

Alabama—Discount of 5% of the first $100 of tax and 2% of tax in excess of $100 when fax is timely paid.

Virginis—Effective September 1, 18686; 3% after June 30, 1968,

Nebraska—Rffective June 1, 1867; 2% on and after January 1, 1969

Nevade~2% state rate; 1% county rate, effective July 1, 1967,

Alasks, business loense tax; Delewsare, merchants lcense tax; Montans, motor vehicle sales tox; New Hampshire, no sales tax; Oregon, 1o

sales tax; Vermont, meals, rooms, motor vehicles tax.

vy’

8)

®
611}
(1
a®
(4
(15}
(163
(17
(18

Michigan, vendor may deduct 350 of monthly gross receipts,

Bouth Carolina, less than $100, 3% $100 dut less than 31,600, 2% 31,800 or more, 1%, subject to annual Hmit of §5,000.
Texas, 2% where tax iy prepaid.

Michigan, 50% of prescription drugs exempt.

Pistriet of Columbia, rate on sale of off-premise food, 1%.

Ohio, plus additional credits of 29 or 1% for advance payments.

Texas, plus additional credit of 29 If timely pald.

Connecticut, meals under $1.00 are exempt,

Arizona, prescription drugs exempt, effective March 22, 1968, including veterinarian prescriptions.

Conriecticut, 18,% on sales under 15¢, if recorda are kept.

North Carolina, 1% on machinery, equipment, supplies purchaged by certaln commercial and industrial businesses and farmers, maximum tax,

$80; 1%4% on motor vehicles, boats, airplanes, maxzimum fax on motor vehicles and airplanes, $120.

19

South Dakots, 2% on farm machinery.

(20) Tennessee, 1% on industrial machinery and parts, water and energy fuels used imdirectly in menufacturing, processing, fabricating. 1% limit
on each article of farm machinery and equipment over $250,

(21)

(22)
agent.

23
(28)
25)
{28)
an
(28)
#253]
3m
€3]
£32)
€33)

Texas, motor vehlicles, 2%.
Generally, if sale to contractor or repairer i3 exempt, sale by him is taxable, and vice versa, ®Exempt If contract makes contracior government

Producing tangible personal property for sale,

Refery to tools, machinery and equipment not becoming part of product.
Exrempt when billed separately from material '

‘Where value of material relatively' small,

Taxed aceording to class of busginess,

Probably.

Services to agricultural producers with respect to agricultural preducts exempt.
To extent of charges for installing and epplying personalty.

If part of original sale or fransaction.

Taxable if incldental to sale. _

It becoming 8 component part of property manufactured.

(34) Fuel used in manufacture, specifically exempt.
(35) Fuel and electricity tazable, -

(38),
(3N
(38}
amn

Gas, electricity, coal, steam and oil used in manufacture specifically exempt,
Where value of material furnished by repalrer is small part of repair charge.
If purchaged for resale,

Except where repairer separately bills work and materlals.




cempl-whall:
(41) Liow rates apply.
{42) Fiztures are taxable on sale by contractor, not on sale to him.
(43) Unless resale certificate obteined from contractor.

{44) Taxable if converted into real property by contractor.

(45) Contractor may purchase on resale certificate anpd charge tax to owner,

(46) .Arfzona, on-premise food taxed at 1% %.

(47) Maryland, $1.00 or less 15 exempt.

(48) Pennsylvania, $0.50 or less I3 exempt.

(50) New mobile home gublect to tax on 40% of the sale price.

{B1) Misslesippl, farm tractors taxed at 1%.

(62) Oklahoma, South Dakots, feed exempt.

{53) Utah, seed taxed If used fo grow feedsiuifs.

{54) Raw materials becoming a part of & product for sale, non-returnable containers, labels, etc,, used in manufacture.

{G5) Prertilizers, feedstuffs, seed, Insecticides, ete., used in agricultyral production,
{68) Florida, meximum tax on industrial machinery $1,000. ) \

(87) Kentucky, machinery for new aznd expanded indusiry in state iz exempt.

{58) Mississippi, Industrial machinery over $500 for use in state is exempt.

(69) Tennesgsee, machinery for new and expanded industry in state taxed at 1%,

(80) Massachusetts, hag a 5% tax on meals costing 51 or more; meals are exempt from sales tax,

{81) Michig'a,n, sales of ariificial Mimbs and eyes when desigmed for a pariienlar disabled person are exempt.

(62) Michigan, alr pollution control equipment exempt. ‘
(63) New York, meals costing less than §1 are exempted, but if alecholic beverages are in price, then all taxable regardless of price.
(64) New York, but only when designed for the use of a particular individuval

(66) Texas, taxable if served with meals.

{66) Virginia, exempt when sold on prescription.

(67) Virginis, exempt when sold by Alecholic Beverage Contrel Board.

(68) NMebraska, but an income tax credit is allowed.

(71) Connecticut—Children's clothing eXempt.

(72) Florlda—Exempt when sale of candy is 26¢ or under.

(73) Wisconsin—Only %4 of selling price of a mobile home is taxable,

(74) New Jersey, limited to 3 familly dwellings.

(75) Followlng states apply specla] rates to sales {or registration) of motor vehicles: Alabama, 1%4%; Floride, 2%; Mississippl, 2%; North Carolina,
13%%, maximum, $120; Nortlk Dakots, 2%.

(76) Following states (D, of C.) fax motor vehicles under siatutes separate from sales tax acts: Distriet of Columbia; lowa; Maryland; New
Mexico; Oklahoma; Pennsylvania; South Dakoia; Texag; Virginia; West Virginia.

{17} Kenfucky, rate increased from 3% to 5%, effective April 1, 1888, Discount rate: 2% on first 1,000 of tax, 13, % In excess of $1,000,
{78) Maryland, sec, 328, Art. 81

(79) ¥lorida, rate increased from 3% to 4% effective April 1, 1968 through June 30, 1860. Motor vehicle rate increased from 2% to 3%.
(80) Massachuseits, up to $175 of zale price of any article of clothing.

10T




01

APPENDIX TABLE B

Sarmg Tax ExuMpTIoNs oF Salis BY a¥p 10 Nox-Prorrr QREANIZATIONS
BY StTaTE AND T¥PE 0F ORGaANIZATION, 1968

(T = Taxable; E = Kxempt)

Civie and
Taxing States Hiater Reoliglous Charitable Non-profit Service
{44 and D, C.) United States  Hubdivisions Crganizations Orvganizations Organizations Organizations Bpecial Uomments
To By To By To By To By To By To By
Totals
Alabama ..,......... " B T3 T T T T T2y T2 T(1ly T(1) American Red Cross exempt.
Arizona ...oviiih0e... B T T B T i
Arkansas- .....0...0... B T T(4) T : Orphang’, children’s homes exempi.
California ............ H T T TE T B American Red Cross exempt.
Colorado ...voovuus.- b = 7T 1 T ko T gy gy
Connecticut ,......... iy & hH T ® T{1) American Red Cross exempt.
Florida ...oiivecann.s B p} T b T(8) B T T T T T Volunter fire compenies taxable,
Georgia, -...con.n PR, - iH B T T T T T T T ™ American Red Cross exempt.,
Hawall .............. B BE = H B B B B(7) BT} ho 0
Idaho .. voiviiiinnn.. . B E T T T T T
Illinois .............. b BE T ] porl B b T T
Indiana ,........000.. B B T o 5 0 B H B H 0
JOWA viveiinairannnns B B B Ed)y = EQ) = (8)
Kansas ...cvveeencuns i ] B(1) o) T T T T T T T
Eentucky ............ 4y T T = iy B T T T
Louisians .......0.0.. . B T T{1) T ™D T T T T T T
Maine .......oieivneen B B B T = T T T T T T T
Maryland ..........., piH m (1) E B B po T T
Massachusetts ....... o " B 2@ hi Ei(1) T T
Michigan ............ i B EL B B T T T T Veterans org. ssles to exemapt; sales by taxable,
Minnesota ........... = B B " E) B B Churches, cherities, cocasional meals exempt.
Mississippl ....evn... B B TW Ty T Td) T
Missouri ............. n B B b 0 T T Fraternities, sororities taxable. YMCA exempt.
Nebraska, «..couveiane, B T E T g T{9) TG T
Nevada .....c.cvnnnnn = o (1) B T{1} B T(1)
New Jersey .......... B E =B B ko B Veterans organizations taxable.
New Mexico ......0.. B " =B B T(1) 0 T
New York ..v.ccvvuu. B B B o m ] Veterans organizations taxable.
Worth Carolina ...... pi T T T30 T T T T T T PTA, Scouts, civic org. taxable,
North Dakota ....... B B =EBL T T(1) T 1) Traternities, sororities taxable,
OChie ... iiiiiiiinnens ki B B m
Oklabhoma ..ec.vou.,. B T OB o] T Ty TOL T4y TAD  TAED
Pennsylvania ... E EQ{) B B B B E{12) n TM-YWCA, Beouis, CYC, SPCA, exempt.
Rhode Island ... . B B B B(1) B i B i) hiH
Bouth Carolina ...... ™ T T T T T T T T
South Dakota B ®BI1y 7T T " Sororitles, fraternities taxable on purchases,
Tennessee .,.... N B B E{13) E w3y ®m
TEKAS  svvererinonvins T E B jH T{i4) B T U T{(14) T T(14)
L7 s - E T ki B po] B Bales of drafi beer made taxable 7-1-67.
Virginde .veviiiineoen E T T T T T T T T T
‘Washington . i 0 T T T mn T H
West Virginta, " " T B T B T T T Equipment sold to Vol, Fire Co. exempt.
‘Wisconsin ., B B OB m B ho] B - Egujpment sold to Vol. Fire Co. exempt.
“Ayoming ... . B B CEA) H koiel o) H{1}
Pstrict of Columbla. B B ORL) = 0T u T n b w i
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cet OO ali-Btate Sales Tax SBervice.

(1) Presumed from lack of specific exemption,

(2) Alabsma, but there are specific exemptions for; TMCA, YWCA, YTMHA, Jewish Community Centers, Seamen's Home of Mobile, Catholic Maritime
Club of Mobile, Knights of Pythias Lodges, Salvation Army, Jefferson County Community Chest, Alabamsa Masonic Home, New Hope¢ Industries of
Dothan, Cystic Fibrosis Research Foundation of Ala.,, Jeffersorn Tuberculosis Sanitorium, Federal and State credit unions, National Fa,rm Loan Asgsns,,

State Bar Assn.
(3 Alabama, but gales by political subdivisions are taxable,

(4} Arkansas, except food sold in publle, common and high school and coliege cafeterias and lunech rooms,

(5) California, other than mesals sold to raise funds.

{6y Floridsa, except churches.

{7) Hawaii, sales to or by senior citizen housing facilities, cemetery associationg, Hansen's disease sufferers, Agricultural Co-op. Agshs.
{8) Iowa, sales fo fraternities, sororitles taxable; dy them ezxempti.

(8) Nebrasksa, church sales of meals, eandy, etc,, exempt,

(10) North Carolina, subject to refund.

(11) Oklahoma, sales by subdivisions taxable; sales to and by Community Funds, Red Cross, Fraternel! organizations, Scouts, American Legwn,
TR-YWCA, lodges, ciyic clubs,

{12) Pennsyivania, but not including lodges, civic groups, trade groups, veterans organizations, auxiliaries.
(13} Tennessee, but they are taxed on the purchase of property for resale, Sales to homes for aged, orphanages, IS0, hospitals, boys ciu‘bs are exempt.
(14) Texas, sales of mesis, candy, soft drinks by a church, student organization, schools, PTA are exzempt.



APPENDIX TABLE C

Spare or New Jursey
Commissiow oN Szars Tax Poricy

Awarvais or Sarms Tax zzmeTIONS
Proposed or Adopted, 1967

Bills Betimated
Malking Fxemptions added by c¢. &5 Proposed Exemplions Revenue
Proposed Bxemptions Proposals Laws of 1967 (A-705) Omitted from c. 25 Laoss [1]
Laws of 1967 (4~705) (8000
(1) (2) (s) (4 (5)
1. All medicine and drugs for A-31 Same as in column {1}.
human, animal, bird, fish A-HH1
use, whether prescription
" or nonpreseription ... .. '
9. All medicines and drugs for A-237 S-150 Same as in column (1). 3,000
homan use, whether pre- S-29
seription or nonpreserip- 8--55
tlom ....... .
3. Removal of preseription A-31 S-29  Same as in column (1). Nominal

requirement for artificial A-237 S5-55

= devices designed to cor- A-551 8-150
- rect or alleviate physiecal
incapacity .............
4, Medical oxygen .......... A-31 Same as column (1). Nominal
A-237
' A-H51
5. Medical oxygen equipment. A-31 Medical oxygen equipment Nominal
A-237 (not specifically men-
A-551 tioned but probably

covered by ‘‘artificial
devices designed to cor-
rect, ete.’”’ (line 3 above).
6. Human blood and its deriva- Nominal
tives, when sold for :
human use.

7. Hearing aid parts and bat- A-31 8-55  (Covered by phrase ‘‘Re- e

teries ... . ... A-237 S-150 placement parts for any
' A-551 S-29 of foregoing.’”)
8 Walkers ................. S-29 (Covered by ‘‘artificial de- —

vices designed to correct
or alleviate physical inm-
capacity.’’)




GOT

9.
10.

1L

12,

13.

14.

15.

18.

17.

18.
19.

Artifieial physical devices.
Belated accessories .......

Service charges re¢ above-
listed equipment ... ... ..

Sales to mnon-commercial
purchasers of: fabrie,
thread, knitting varn,

buttons, zippers, needles,
patterns, dress forms ...

Soap, soap produects, de-

tergents, hounsehold clean-
gers, cleaning agents ... .

Disposable household paper
products: paper towels,
paper napkins, toilet
tissue, facial tissue, clean-
ing tissue ..............

Household paper, plastic,
foil or similar products
for packaging, preserving
or cooking foods ........

Candy, confectionery, fruit
drinks (70%), soft drinks,
sodas and heverages
ordinarily sold at soda
fountains

On premise sale of food and
drink where charge for
each person served is less
than $1.00 ... ... .. ......

Pet-foods . ............ ...

. United States flag ...... ..

New Jersey flag ........

S5-29
S-55
8-150

S5-29
S5-65
8-150

S-29
555
S-150
A-31 S-54
A-551
5-29

A-31 S5-29
A-237 5-150
A-551
A-31 S-29
A~237 8-150
A-HbL

S5-29
5-150

A-31
A-237
A-H51

A-237
A-551

S-150

A-31 8-150
A-194 A-95
A-551

Artificial devices designed
to correct or alleviatfe
physical incapacity.

(Not specifically mentioned
but probably covered by
“replacenient parts efe.’”)

(Covered by amendment of
Sec. 3 (b) (2) (ii).)

Same as column (1).

Fruit juices containing less
than 70% of natural fruit
Juices.

Same as column {1).

Same as in colomn (1).

Same as in column (1).

Same ag in column (1).

Same as in column (1)
except fruit drinks

(70%).

Same as in column (1).

Same as in column (1).
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1,300

4,000

1,300

5,100

7,400

900
Nominal



APPENDIX TABLE C—Continued

State oFr NEW JERSEY
CommrssioN ow Srare Tax Porioy
Awarysis or Sares Tax ExeMeTions
Proposed or Adopted, 1967

Bills Hstimated
Making Ezemptions added by e, 25 Proposed Exempiions Revenus
Proposed Exemplions Proposals Laws of 1567 (A-706) Omitted from o. 25 Loss {11
' Lgavs of 1967 {A-708) (8000}
(2) (2) (8} (4 (5}
20. Text books approved by A-31 Same as column (1). Technical
Department of Higher - A-237 '
Eduecation ............. A-551
21. Gravestones, grave markers A-133 Same as in column (1). 750
22. Mobile home (30'x 8) ... .. A-167 Same as in column (1). 90
23. Air and water pollution 5-297 Same as in column (1).
abatement equipment ... ATTT
24, Insignia, decorations, ete,, A-95 Same as in column (1). s
worn on uniforms of the
= Armed Forces of the U. S.
S 25. Sewer serviee ............ A-31 Same as column (1). ' [2]
- A-237
A-551 _
26. : Garbage removal service, 2]
27. Machinery, equipment, ete, A3 Machinery, equipment, ete.,, Machinery, equipment,
‘ for use in the construction - A-551 - for use in the operation ete., for use in the
or operation of sewerage of sewerage systems. construction of sew-
systems ......... ... .. erage systems.
28. Domestic heating system A—491 Maintenance, service and Multiple family dwel- 495
repairs, repair parts, and A~905 repair of residential heat- lings, beyond 3 fam-
services in connection _ ing systern serving not ilies, not included.
with the operation thereof more than 3 familieg lv-
in single and multiple ing independently of each
family dwellings . .. ... .. other and doing their

cooking on the premises.

29. Domestic plumbing system A-~905 Same as in column (1). e
repairs, repair parts and
services in eonnectionwith
the operation thereof in
single and multiple family
. dwellings . ... ..., .. ..




_ D Tike produets.
Bible and similar sacred Nominal
sgripture.

32. Services rendered in install- A-583 Same as in column (1).
ing, maintaining, servie-
ing and repairing tangible 7,500
personal property ...... :

33. Labor charges in connection A-583 - - Same as in golumn (1).
with installing, maintain-
ing, servicing or repair-
ing tangible personal
property ..............

34, Sales at oceasional fund A-407 Same as in column (1).
raising evenfs conducted S-159 '
by mnonprofit organiza-
tions, if net proceeds are
used  exclusively for-
charitable, religious,
educational purposes

35. Sales from temporary booth A-407 Same as in column (1). 1,000
or stand by See. 9 (b) (1) S-159
organizations at ocea-
gional fund raising affairs

36. Admissions to a function or A-407 Same as in column (1).

performance, if net pro- S-159
ceeds thereof do not inure

- to benefit of stockholders
or members of nonexempt
but nonprofit organiza-
tions; provided net pro-
ceeds are used for chari-
table, ete., purposes .. ...

37. Property and services here- A-363 Same as in column (1). - 2,300
after as well ag heretofore
taxed locally under e. T1,
Laws of 1947, (Local
salestax) .. ......... .. ‘
38. Fliminate exemption of S-461 Same as in column (1).
* property and services

now taxed locally under
. 71, Laws of 1947 ... .. .
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APPENDIX TABLE C—~Continued

STare or New JEasgy
Comnussion oN Stars Tax Poricy

Awavysis or SanEs Tax HExemprions
Proposed or Adopted, 1967

Bills Hetimated

Making HExemptions added by 0. 25 - Proposed Bxemplions Revenue

Proposed Kxemplions Proposails Ligwps of 1867 (A-105) Omitied from ¢. 25 Loss [1]
Laws of 1967 (A-T05} (3008)
(1) it . (s) {4 (5)

39. Eliminate exemption of on- 8-413 Same as in column (1).
‘premise sales of aleoholic
beverages, in restaurants,
" taverns, ete, and Dby
caterers ...............

40. Receipts from sales under A-95 Same as in column {1). 2,430
$O1T ... ‘

41. Boarding house eliminated A-95 Same as in column (1). e
from definition of ‘‘hotel”’

80T

42. Occupancy in hotel operat- A-95 e Same as in column (1). e
ing only between May 30
and September 30 ... . ...

43. Exclude from ‘‘receipts’ =~ A-527 Same as in column {1). Nominal
any account not paid in
money or credif {pre-
sumably bad debts) ... ..

44, Residents 62 years of age, A-561 18,300
OT OVET . ............... '

45. (a) Contractors, subcon- A--B65 Same as in column (1). ——
tractors and repairmen to
be liable for payment of
tax on materials and sup-
plies used in erection,
alteration or repair of
real property ...........

(b) Relieve vendor of such Same ag in column (1). ——
property of lability for
collection and payment of
tax .. .

46. Admissions, all of the nro. A_g1n
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49.

46, Admissions, all of the pro-
ceeds of which inure ex-
clusively to the benefit of
a volunteer fire, ambul-
ance, first aid or emer-
gengy company or squad

47. Historical or gemnealogical

purposes

48,

50. Any department, post, anx-
iliary, unit or society or
an organization of war
veterans chartered by
Congress or incorporated
under Title 15 ... ... ...

61. Civicorservice organization

52, Volunteer fire, ambulance,
first aid rescue or emer-
gency company or squad.

53. Service organization or par-
ent-teacher  association
of a public or private
school .. ... ...........

54, Any auxiliary or brother-
hood society of any fire,
first aid, ambulance rescue
' OT eTNergency company or
squad

A-810

A-810

A-T0

A-237
A-450
A-B51

A-237
A—450
A-bb1

A-237 8-150
A-450 A-645
A-bH51 A-810

A-237 A-810
A-—-450
A~H51

A-665

Same as column (1).

Locomotives, railroad cars
and other rolling stock,
including repair and re-
placement parts, to a rail-
road regulated by ICC or
PUC of N. J.

Buses and repair parts to a
bus company regulated by
ICC or PUC of N. J. and
to carriers of school
children.

(Rescue squad probably in-
cluded by Sec. & (£) (1)
(4).)

Parent-feacher association
of a public or private
school.

Same as in column (1).

Same as in column (1).

Same as in column (1).

Service organization of
a public or . private
school.

Same as in column (1).

Nominal

N.A.

875

Nominal

Nominal

{1} By Division of Taxation.

[2] Already exempted by Division of Taxation regulation.




APPENDIX TABLE D
BALANCE SHEET AND INCOME
STATEMENT
HYPOTHETICAL MANUFACTURING
CORPORATION

Barawce Smery

Current Assets

Cash ......... ... .............. $1,160,000
Securities .......... ... ... ... 800,000
Stock of subsidiary ... ......... 500,000
U. 8. Government Securities ... .. 750,000
Accounts Receivable .......... ... 1,560,000
Inventory-— :
Finished Produets ............. 860,000
Workin Process ............... 220,000
Raw Materials .. ............ .. 230,000
Total Current Assets ........ $6,080,000
Plant Property and Egquipment
Land ..... ... . ... .. ... 150,000
Buildings and Improvements ... .. 1,830,000
Machinery, Equipment and Fixtures 1,900,000
Total Plant Property and Hguip-
cmendt L. $3,880,000
Prepaid Expenses
Prepaid Insurance . .............. -40,000
Total Assets ............... ... $10,000,000

“Accounts Payable

Current Liabilities
Notes Payable

Accerued State and Liocal Taxes .
Acecrued Federal Taxes

Total Current Liabilities ... ..

Notes Payable—
Maturing After One Year ... . .

Capital and :S’uéfplus

Capital Stock .......... .. ... ..
Surplus

Total Shareholders’ Hquity ... .

Total Liabilities and Surplus .

IxcoME STATEMENT
Sales and Revenues

Gross Sales . ... ... ..
Interest on U, 8. Securities ... . ...
Taxable Dividends (for federal) ..

Other Income

$13,910,000
92,500
15,000
32,500

$13,980,000

Cost and Expenses

Cost of Goods Sold ...

Salaries and Wages

Provision for Depreciation ... .. ..

State Corporate Tax

Other State and Loceal Taxes . ... ..

Other Expenses
Total

Income Before Federal Taxes ... ..
Federal Normal and Surtax .. .. ..

Net Income ... ... .

$6,430,000
4,080,000
450,000
100,000
700,000
495,000

$11,955,000

2,025,000
1,000,000

$1,025,000

$20,000
710,000
500,000
1,000,000

$2,230,000

130,000

7,350,000
290,000

$7,640,000

. $10,000,000

Ntz




APPENDIX TABLE E

Comparative Tax Laasinrmies or a Manuracrurine CORPORATION
v New Jersey AND PENNSYLVANTA, 1968

NEW JERSEY
Net Worth Tax Income Taz Machkinery and Equipment Tax
Net Worth ...ovuunnnns. $7,640,000  Taxable Ineome ....,.... $2,025,000 Book Value .....ooon... $1,900,000
Plus: to Sharehold 130000  Plhs: Taxable Value .......... 956,000
g;l;regm{;giemo Se:eun- ! State Corp. Ineome Tax 100,000 Rate .............. 013
B08 erneneirnnnnes 100,000 ~ Dividends ............ 3000 g $12,350.00
total ....ennn.s 7 870.000 Total o.vvnnnninnnsns $2,160,000 Toran Taxzs®
Less: Bublote; 870, Rate ..covvnnn... " 032 $97,850.00
i idiary. . 0,000 s Mg 9% of Income before
Portion of Subsidiary.. 200,000 TaT eveennninans $70,200.00 foderal 8% +.evuenns.. 4849,
Total vvrennrennns. $7,670,000
Rate ............ 002
TOE e eeennnennns $15,340.00
PENNSYLVANIA
Capital Stoeck Tax Income Tax Toran TaxEa®
Valuation factors— Taxable Incone ......... $2,025,000 $161,815.00
Barnings capitalized at Lesg: As 9% of TIneome before -
= 0% ..oovivniinn.. $10,250,000 Dividends ............ 15,000 federal tax ........... 7.509
10, Dividends capitalized at Interest on U. 8. Sesuri-
: B veeranrinannns 7,490,000 68 oreerernnnnn.. 22,500
EqQUity ...veevoineons 7,640,000 It
— Total «oovveenn... 81,987,500
Total ......cvvvne. $25,380,000 Rate .......... : 07
Valuation ............ 8,460,000 —_—
Average Tazable Assets .25 Tam ooviieninninnans $139,195.00
Average Total Agsets .. $2,1156,000
Rate .......ccuunn .606
Y $12,690.00

* Excluding real estate taxes.

Comparison of the tax treatment of corpora-
- tions in New Jersey and Pennsylvania. If local
property taxes are excluded, a comparison of
he corporate burden in the two states of Penn-
ylvania and New Jersey may illustrate the

unreliable.

Net Worth Tazx. The operation of the New
ergey net worth tax has been explained. Penn-
ylvania has a comparable tax—the Capital
Stock Tax. The tax is upen the property and
assets of domestic corporations. Foreign cor-
orations are subject to a similar tax, the
Franchise Tax. The valuation of Capital
Stock for tax purposes is based on various con-
Siderations including (1) average selling price
of the corporate stock; (2) earnings of the cor-
Poration; (3) dlwdends paid by the corpora-
tion; and (4) the equity or actual value of the

omplex factors which make any generalization

111

corporation’s net assets. These factors and
others are averaged together in order to arrive
at the valuation. The tax which is now at the
rate of 6 mills per dollar is then applied to the
portion of the capital stock valuation which is
equal to the corporation’s average taxable
assets/average total assets. The difference
between the numerator and the denominator of
this fraction represents assets which are exempt
from the tax.

The most mportant exemption from this tax
is the portion of capital of companies organized
for manufacturing or processing purposes
which is invested and actually and exclusively
employed in carrying on manufacturing or
processing within the state. The rules relating
to this exemption are technical but generally
in-state capltal engaged in manufacturing and
processing is excluded.*



Other exemptions from the tax include the
stock of other Penngylvania corporations sub-
ject to the capital stock tax, stocks of foreign
corporations where the taxpayer owns more
than 50% of the voting control, and tangible
personal property located outside of the state.
It is in the exemption area that the Pennsyl-
vania tax differs most significantly from the
New Jersey Net Worth Tax.

Income tax. Both the New Jersey and the
Pennsylvania corporate income taxzes use the
Federal income tax base in computing the fax.
Under the New Jergey tax this base is adjusted
by adding back interest which is exempt nnder
the federal tax, not allowing a deduction for
certain interest paid to stockholders, not allow-
ing a deduction for the New Jersey corporation
business tax, and allowing a deduction for 50%
of dividends received rather than 85% as under
the federal law. The tax rate in Pennsylvania
is 7% and. New Jersey 3%4%.

Under the Pennsylvania corporate net in-
come tax the base is adjusted by deduecting
interest on U. 8. Securities, excluding 100% of
dividends received, excluding net gain on sale
of tangible capital assets located outside of
Pennsylvania. Unlike the New Jersey tax, the

Pennsylvania Corporate Net Income Tax is a.

deduction from its own base.

The allocation formula for income under both
faxes is based on the three factor ‘‘Massachu-
setts formula’’: (1) real and tangible property,
(2) receipts and (3) payrolls. Both states in-
clude in the numerator of the receipts factor

only sales shipped to a destination within the
taxing state.

General Property Tax. The real property of
corporations in both Pennsylvania and New
Jersey is subject to the general local property
tax with local assessment at local rates. Penn-
sylvania exempts tangible personal property
from its property tax, but there is some indica-
tion that this exemption may lead to a more
inclusive definition of real property to include
some machinery and equipment; for example,
rolling-mill equipment. In New Jersey busi-

* For a detailed explanation of the exemption, see Mahon

and Habermehl, Siete Tazotion o orporati N .
95-144 (9th Td., 1962), f Gorporations in Pa., pp
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ness tangible personal property, except inven-
tory, is subject to the Business Personal Prop-
erty Tax at the rate of $1.30 per $100 of taxable
value (50% of original cost).

Comparison. The above taxes are the most
significant state and loeal taxes imposed on
manufacturing corporations. The relative tax
impacts for hypothetical New Jersey and Penn-
income statement as set forth In Adppendix
sylvania corporations with a balance sheet and
Table D is computed in Appendiz Table K.

In the case of the above hypothetical corpora-
tion, the tax burden in Pennsgylvania (exclusive
pf real estate tax) turns out to be much greater
than in New Jersey. Of course, this is largely
due to the 7% state income tax in Pennsylvania.

About Table 24—The dollar amounts are
from the Corporate Tax Bureaun’s Master Cash
records for the year 1965. They are deficient for
present purposes in that they precede several
changes which have been made in the corpora-
tion business tax law. With respect to the net
worth tax, these changes are the dropping of
the mandatory 40% of intangibles from the
total asset allocation formula and the addifion
of a new minimum alternative—the capital
stock tax. With respect to the income tax, the
business allocation formula has been changed to
attribute sales to the state of the destina-
tion in the receipts factor, and the rate has been
increased to 31%4%.

The figure for net income tax in the table has
been inereased to reflect the 314 % rate but the
effect of the other changes has mnot been
accounted for. In fact, the effect of these
changes is not yet known.

Appendix Tables F and G divide the fig-
ures in Table 24 into two groups. Table I

analyses those corporations whose tax is greater
than the $25 or $50 minimum but less than $223

which is the maximum tax payable by those cor-

porations which compute their tax under the
short table on total assets.

Appendix Table G analyses those corpora-
tions whose tax is greater than $223 buf less
than $200,000, which is the point at- which the
tax rate becomes graduated downward (ie. 2
mills X $100 million = $200,000).

APPHENTITY MADT m ™
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APPENDIX TABLE F
Estimarep Errecr ox Tax Ymoo vroy Coxverring TuE Cozporare Ner Womrm Tax
70 AN ALTERNATIVE MiNimumM To THE NBT INcoME TAX, AT SELECTED RATES OF
RETURK OF NET WORTHE AND AT SELECTED INCOME TAX RATES,
CorporaTioNs wite NEr Wonre TAX ABOVE Mormaum Bur $223 or Liess
Rate of Return
of Allocated Net Taw Rotes Number of Allocated Allocated Net Worth Net Income
Class Income on Corresponding Corporations Nei Worth Net Income Tax Tax
. Allocated Nei to (Classes in bracket
Worth, by classes '
1 Under 4.00% Over 5.00% 21,097 $841,932,455 $5,533,691 $1,683,865 $179 845
2 4.01% to 4.21% 4.99 to 4.75% 264 10,873,710 445,784: 21,747 14,488
3 4.22% to 4.44% 474 1o 4.50% 296 13,607,185 585,425 27,214 19, 156
4 445% to 4.71% 449 to 4.25% 320 13,823,770 631,922 27,647 20,537
5 4.72% to 5.00% 4.24 to 4.00% 350 15,339,430 744,755 30,679 24,205
6 501% to 5.33% 3.99 to 3.75% 425 18,335,755 947,742 36,671 30,802
7 5.84% to 5.71% 374 to 8.50% 443 18,966,120 1,047,544 37,932 34,045
8 572% to 6.156% 3.49 1o 3.25% 479 21,870,770 1,295,641 43,741 © 42, 108
9 Over 6.15% Under 3.25% 18,324 865,272,880 220,396,803 1,730,646 7, 162 896
Total .. ... ... . . 41,998 $1,820,022,075 $231,633,307 $3,640,044 $7,528,082
'—.I.
& APPENDIX TABLE &
TsrivaTep Errmor ox Tax Ymrp rrom Cownverting TEE ConporarE NEr Wonrm Tax
70 AN AvrErwarive Miwivum to TEE Ner Incoms TAx, AT SELECTED RATES OF
RETURN ON NET WORTHE AND AT SELECTED INCOME TAX RATES,
Corrorations wirg Nyt Worra Tax Over $223 Bur Nor Over $200,000
Raite of Return .
of Allocated Net Tas Rates Number of Aliocated Allocated Net Worth Net Income
Class Incomes on Corresponding Corporaiions Net Worth Net Income s 2 )
Allocuted Net to Classes in bracket
‘Worth, by classes .
1 TUnder  4.00% Over 5.00% 5,605 $5,241,413,440 $62,727,300  $10,484,827 . $2 038, 637
2 401% to 4.21% 499 to 4.75% 143 182,021,415 7,504,973 364,043 243 11
3 4.22% to 4.44% 474 to 4.50% 133 86,687,370 3,734,334 173,375 ‘ 121 366
4 445% 1o 4.71% 4,49 to 4.25% 153 181,039,730 8,188,968 362,079 : 266,141
5 472% to 5.00% 4.24 {o 4.00% 167 177,117,655 8,622,383 354,235 . 280,227
6 5.01% to 5.33% 3.99 to 3.75% 187 243,920,100 12,530,946 487,840 © 407,266
7 5.34% to 5.71% 3.74 to 3.50% 202 88,872,040 4,902,896 177,744 159,344
8’ 5.72% to 6.16% 3.49 to 3.25% 262 226,818,310 13,488,017 453,637 438 361
g Over 6.15% TUnder 3.25% 8,530 8,384,767,995 1,5635,743,369 16,769,532 49, 911 ,669
Total ... 15,372  $14,812,656,055 $1,657,_4:43,186

$29,625,312

$53,866,903




ArPENDIX H

Stare or Nepw JERSEY
Orrice oF THE (COVERNOR
TrENTON

Riomaep J. Hueaes
GOVERNOR April 14, 1967.

My pear Sewator Tooraw:

In March of 1962, the Legislature enacted substantial inereases in the New Jersey .
Transfer Inheritance Tax rates. In the inferim, questions have arisen as to rafes and
general structure. Recent proposals for review have centered mainly around the fol-
lowing aspects:

Proposals that the tax rate increases enacted in 1962 be revised downward.

Proposals for revision of the scope of exemptions and the tax treatment of particu-
lar interests such as estates by the entirely and insurance proceeds.

Proposals for conversion of the form of the New Jersey death levy from the present
collateral inheritance fax based on relationship to the decedent and the size of the dis-
tributive share to an estate tax of the type levied by the Federal Government and many
state jurisdictions, including New York.

Expressions of concern in various quarters that the New Jersey Inheritance Taxes
are relatively unfavorable in relation fo the death taxes of other states so that persons
of material wealth have been and will be induced fo move from the State so as to avoid
the imposition of the New Jersey Inheritance Tax.

Accordingly, the Commission on State Tax Policy is respeotfully requested fo under-
take a comprehensive examination of the New Jersey Transfer Inheritance Tax laws
with particular emphasis on, but not necessarily limited to, rates, exemptions, the relative .
merits of a collateral inheritance tax versus an estate tax, and the relative death tax
burden in New Jersey and other state tax jurisdictions. As to the last, it is recognized,
of course, that a sound evaluation of the economic impaect of a state death tax cannot
be made separate and apart from the impact of the total state tax strueture upon in-
dividuals. For example, New Jersey does not impose a personal income tax.

Your Commigsion is respectfully requested to determine to what exient the existing
inheritance tax structure should be modified-or otherwise changed to insure a fair and
equitable death tax levy and to report on your findings and recommedations in this
regard to me (and to the 1968 Legislature) by March 1, 1968.

Sincerely,

RICHARD J. HUGHES,

Governor.
Hon. John E. Toolan ’

First Bank & Trust Co. Bldg.
Perth Amboy, New Jersey
114



ArpenNpix I

Srare or Now Jersey
Orrice or THE GOVERNOR
FrenToN

Ricmarn J. Hueass
GovERNOR

My prar Sewaror Toorax:

A number of proposals involving basic tax considerations and concomitant fiscal im-
plications for the State of New Jersey have arisen in the recent past. It is my feeling
that these proposals should be carefully studied by the Commission on State Tax Policy.
The proposals fall into three categories.

The first relate to means of providing relief to local property tax payers. Three sug-
gestions which are worthy of study and review involve, provisions for a homestead tax
exemption for owner-residents within a municipality, the levying of a payroll tax on
wages earned in a municipality and payment in lieu of taxes by the state to municipalities
for state facilities located within the municipality.

The second group of proposals eoncern reform of cerfain fax concepts related to
the taxation of corporations by the State of New Jersey. The suggestions set forth eall
for reform of the concept of net worth tax to provide for an exemption for manufactur-
ing and research capital employed in New Jersey, and a related exemption for holding
company investments of subsidiary capital in assefs outside of the state. The elimination
of taxation of dividends received by a parent company from a subsidiary company and
finally providing an investment credit against the New J. ersey Gorporate Income Tax as
an incentive for industrial growth in New Jersey.

A third area involving fax considerations which requires further study concerns the
propriety of local tax exemptions for pubhcly owned property in a municipality and pay-
ments in Heu of taxes on such property.  This would include a study of existing statutes
to ascertain where such payments are required or permitted.

Your commission is respectfully requested to undertake a comprehensive study of
the above proposals and is respectfully requested to report back to me and the New Jer-
sey Legislature by March 1, 1968 with the commissions findings and recommendations.

Sincerely,

RICHARD J. HUGHES,

Governor,
Hon. John X, Toolan

First Bank & Trust Co. Bldg.
Perth Amboy, New Jersey
May 25, 1967
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APPENDIX ]

RESOLUTIONS

Sarms anp Use Tax—HzxemeTioNs
Jomwr BEsorution No. 8
Assemery Jorwr RBesorurion No, 12

A Jorzt BResoLurion requesting the Commission on State Tax Policy to study exemptions
to the New Jersey Sales and Use Tax.

‘Wuzseas, Chapter 30 of the laws of 1966 provides for a sales and use tax in the State
of New Jersey; and

Werereas, There has been introduced in the 1967 session of the Legislature Assembly
Bill No. 705 which would provide for certain exemptions from the New J ersey Sales
and Use Tax Act, which exemptions do not involve a significant reduction in the
amount of revenne to be derived from the New Jersey Sales and Use Tax Act of 1966
and are in accordance with the policy of the New Jersey Sales and Use Tax Act of
1966; and

‘Waerras, Additional exemptions have been proposed which would involve a significant
reduction in the amount of revenue derived from the New Jersey Sales and Use Tax
Act of 1966 and are of a more complex nature; and

Weereass, It is desirable that the Commission on State Tax Policy study the scope of
exemptions provided in the New Jersey Sales and Use Tax Aect of 1966, now
therefore,

Be It Resolved by the Senate and General dssembly of the State of New Jersey:

1. The Commission on State Tax Policy is hereby requested to study whether it is
desirable to provide exemptions from the Sales and Use Tax Act of 1966 for the sale of
household supplies, the sale of veterinary drugs, the sale of nonprescription drugs, the
sale of pet food, the sale of building materials to contractors, subcontractors, and repair-
men and whether exemptions should be provided for civie clubs, veterans’ groups,
fraternal organizations, social clubs and woman’s clubs and whether any other exemptions
from the New Jersey Sales and Use Tax ag proposed in any legislation introduced in the
1967 session of the Legislature other than those provided for in Assembly Bill No. 705
of 1967, are desirable and necessary, and further to study the tofal scope of exemptions
presently provided in the New Jersey Sales and Use Tax Act of 1966.

2. The commission shall report to the Governor and the Legislatuie on or before
July 1, 1968 as to its findings and recommendations as to whether any exemptions from
the Sales and Use Tax Act of 1966 set forth in section 1 herein are desirable and shall
further make recommendations as to the entire scope of exemptlons presently provided
in the New Jersey Sales and Use Tax Act of 1966. The commission may make such
interim reports prior thereto as its studies shall dictate.

3. This joint resolution shall take effect immediately.
Approved and effective July 7, 1967,
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