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STATE OF NEW JERSEY 

JOINT RESOLUTION No.4 

[Laws (1944) ] 

A JOINT RESOLUTION creating a commission to. investigate the ques­
tion of the valuation and taxation of intangible personal property 
and related tax subjects, and to prepare and recommend legislation 
in connection therewith. 

BE IT RESOLVED by the Sena,te and Genera.l Assembly of the State of 
New Jersey: 

1. There is hereby created a commission to investigate the question 
of the valuation and taxation of intangible personal property and 
related tax subjects. ' 

2. The commission shall consist of five members to be named by 
the Governor, one of whom shall be a member of the State Senate 
and one a member of the House of Assembly", who are hereby em­
powered to undertake and complete the investigation authorized by 
this joint resolution. 

3. The Governor shall designate one of the members to be chait­
man, and the Department of Law shall render such legal services as 
may be necessary. The commission may employ a secretary and such 
technical and clerical assistants as may be necessary. It may sit 
during the recess of the Legislature or after any adjournment thereof. 

4. The commission may hold hearings in any pa.rt of the State 
and is empowered by its subprena to compel the attendance of wit­
nesses and the production of books, papers and records, and upon 
the completion of its said hearings shall embody its findings and 
recommendations in a report, with proposed legislation thereon, to 
the present or a succeeding session of the Legislature. 

5. This joint resolution shall take effect immediately. 

Approved March 29, 1944. 
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advice and counsel; 
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Director of the Division of Taxation; William Kingsley, Supervisor, Cor­
poration Tax Bureau, and Samuel A. Halpern, Supervising Auditor, Cor-. 
poration Tax Bureau, for their generous cooperation and most competent 
technical services; 

John H. Bosshart, Commissioner of Education, and Charles D. Ander­
son, Assistant Commissioner, for services pertaining to the State school 
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Leslie G. McDouall, Chairman, Committee on Taxation, State Bankers 
Association, for the preparation and analysis of materials important to 
this study; 
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formation pertaining to intangibles taxation in Hudson County; 
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Commission and gave valuable guidance from their knowledge and experi­
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March 26, 1945. 

To the Governor and Me111,bers of the Legislature: 

The Commission on' the Taxation of Intangible Personal 
Property transmits, herewith, its report to the Governor and the 
Legislature as authorized and directed under S. R. No.4 (March 
29,1944). 

This report represents the fifth attempt within the past six years 
to obtain a solution to the problem of intangible personal property 
taxation in New Jersey. The Commission is under no illusions in 
regard to its work. Many of its conclusions are based upon the 
testimony of witnesses, material provided by both private and 
public agencies, and the experience and knowledge of its own 
members. In addition, the most thorough information on New 
Jersey corporate finance yet available has been provided by 4,614 
domestic corporations and 1,065 foreign corporations for the use 
of the Commission, through the generous cooperation of the 
Director of the State Division of Taxation and the personnel of the 
Corporation Tax Bureau. But even with this background, reliable 
data is meager. 

The meetings and public hearings of the Commission have pro­
duced a large variety of viewpoints and proposals-many of them 
beyond compromise. In determining its policy, the Commission has 
given the most cal'~ful consideration to each of them; but it has of 
necessity been guided by three practical considerations: to repre­
sent a reasonable levtl of agreement which will resolve the many 
varying viewpoints pertc..ining to the problem; to submit recom­
mendations that could be dej":>uded as sound public policy in these 
unsteady times ; and to fulfill, a::. fGT as possible, the purposes con­
templated by the Legislature when \'h" Commission was estab­
lished. 
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These purposes were indicated in the resolution creating the 
Commission and in various announcements by the Gov.ernor-par­
ticularly his special message to the Legislature of March 27, 1944. 
While the language of the resolution is broad. enough to permit 
wide study and investigation of the tax structure of the State, 
emphasis by both the Legislature and the Governor has been placed 
on the question of intangible personalty, and the Commission has 
accordingly given its fir~t attention to this problem. 

Even with this limitation, however, the field is very large, and it 
is impossible to consider it effectively in a summary manner. Tan­
gible business personalty is inextricably interwoven with the taxa­
tion of intangibles; intangibles held by individuals present a prob­
lem in themselves; farm and household personalty is subject to the 
same erratic treatment as intangible personalty. These problems, 
while commented upon in the report, have been subordinated to 
.corporate intangibles which the Commission has understood to be 
its first concern. 

The Commission's purpose, therefore, has been two-fold: to 
remove the threat of what is commonly called "tax lightning',' 
from intangible personal property; and to provide a sound base 
through which a substantial amount of this property, now legally 
taxable but untaxed, can be reached for tax purposes. The Com­
mission wishes to make it plain that under the terms of its resolu~ 

tion, it is not charged with revenue-raising duties. It is not, 
therefore, engaged in financing public services or in providing 
funds for' any specific purpose whatsoever. Any funds that may 
accrue to the State as a result of its studies would be purely inci­
dental to adjustments removing inequities and inequalities from 
the State tax structure. 

The Commission would respectfully suggest that while its rec­
ommendations will seem modest to some, they will be regarded as 
extreme and even revolutionary by others. It must be remem­
bered that liO industrial State has done so little in the past fifty 
years to bring its tax structure into line with its social, economic 
and political development as has New Jersey. 'Were the proposals 
of the Commission to receive favorable action by the Legislature, 
it would be the first State-wide tax adjustment affecting business 
generally since the enactment of the capital stock tax in 1884; it 
would be the first step toward modernizing a: tax structure that 
developed under a simpleagT!u'ian economy and remains substan­
tially unchanged today; i.t would be the first attempt to give long­
term guidance to ~ Lax policy which might in the next decade 
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develop a program which more nearly fits the activities and re­
sponsibilities of a great industrial State. 

The Commission is well aware that half a century of tax lethargy 
precedes this report. A series of special commissions and advisory 
agencies have struggled with this field of taxation, and a formidable 
shelf of recommendations has been at the disposal of succeeding 
Legislatures for many years. The Commission wishes it could 
repeat with assurance the message of Daniel Haines, Governor of 
New Jersey, delivered to the Senate and General Assembly just a 
hundred years ago, on January 15, 1845, when he said: . 

"I have no hesitation, therefore, in recommending that no 
money be raised by taxation for the current year; and I 
confidently hope that in future we will be wholly relieved 
from any such burden." 

At that time Governor Haines estimated State ordinary expenses 
for the ensuing year (1846) of $55,336.43 and an estimated surplus 
of $20,846.70. He relied heavily for his revenue upon taxes on the 
capital stock and transit volume of railroads, highways and canals. 
Were it not for the magnitude of current transactions, there is 
little in the present State or local tax structure that would seem 
strange to him today-except the hazards, uncertainties and in­
equities as among taxpayers. 

Respectfully submitted, 

COMMISSION ON TAXATION OF 1 ::ANGIBLE 
PERSONAL PROPERTY, 

JOHN F. SLY, Chairman, 
JAcoB S. GLICKENHAUS, 

NORMAN F. S. RUSSELL, 

W. PAUL STILLMAN, 

DAVID VAN AL~TYNE, JR. 
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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

The Commission unanimously recommends: 

FIRST: That the present methods of taxing intangible personal property 
be abandoned. . 

SECOND: That intangible personal property be exempted entirely from 
local taxation, except for the present special taxes relating to banks, insurance 
companies and public utilities. 

THffiD: That the Legislature provide a corporation business tax, in lieu 
of all other State, county or local taxation measured by intangible personal 
property used in business, and in place of the present capital stock tax; 

FOURTH: That such corporation business tax shall require that every 
domestic or foreign corporation subject to the taxing jurisdiction of New 
Jersey (except some at present exempt and others specially taxed) shall pay 
an annual franchise tax for the privilege of having or exercising its corporate 
franchise in this State or for the privilege of doing business, employing 
capito'll or maintaining an office in this State; 

FIFTH: That such franchise tax shall be paid annually by each tax­
payer, and shall be measured by the greater of the following: 

ALTERNATIVE 1 (Basic measure): that portion of its entire net worth 
as may be allocable to New Jersey according to the average ratio of 
tangible property, gross receipts, and wages and salaries, respectively, in 
the State, to such items everywhere; or. 

ALTERNATIVE 2 (Minimum measure): that proportion of its entire 
net worth as its to.tal assets, tangible and intangible, in this State are to 
its assets, tangible and intangible, everywhere. 

RATES UNDER ALTERNATIVES 1 or 2: 8/10 of a mill upon the 
1st $100 million of allocated net worth; 4/10,of a mill upon the 2nd $100 
million; 3/10 of a mill upon the 3rd $100 million; and 2/10 of a mill 
upon all amounts of allocated net worth in excess of $300 million. 

ALTERNATIVE 3 (Minimum tax): But not less than $25.00 in the case 
of domestic corporations and $50.00 in the case of foreign corporations. 

SIXTH: That out of an approximate $6 million to $7 million estimated 
annual yield from the proposed CORPORATION BUSINESS TAX, beginning 
in 1946, $4 million shall be used for the purpose of reducing the State school 
tax on local property; and the remainder shall be paid into the State General 
Fund to assure replacement of revenues lost through the proposed repeal of 
the State capital stock tax. 

SEVENTH: That a permanent legislative Commission on State Tax Policy 
be established to report annually to the Legislature on necessary and timely 
adjustments in the State and local tax structure. 
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:IV 

SUMMARY OF REPORT 

PART I 

Factual Background Concerning the Taxation of 
Intangible Personal Property 

Under the tax laws of New Jersey, personal property is broadly 
of three kinds: 

Tangible personal property used in business-inventories, 
machinery, livestock, equipment, raw materials, goods in 
process, finished products, etc. 

Tangible personal property not. used in business-house­
hold goods, wearing apparel, jewelry, furnishings, boats, 
pleasure cars, aircraft, etc. 

Intangible personal property-stocks, bonds, notes, mort­
gages, credits, cash, bank deposits, good will, franchises, 
patents, copyrights, etc. 

Personal property (not exempt, excluded or excepted) has for 
many years been subject to valuation by the local assessor and to 
taxation at local rates. This method has been criticized as inequi­
table, erratic and in many cases confiscatory; and public reports­
extending over a period of more than sixty years-have made rec­
ommendations looking towards removing these conditions from the 
tax structure of the State. 

More recently, however, public attention has been directed par­
ticularly to the taxation of intangible personal property. Tax 
"bargaining" and tax avoidance in this field have become so seri ­
ous as to cause large tax dislocations in major jurisdictions and to 
create apprehension and uncertainty among taxpayers of the State 
(p.1).1 

For many years the statutory prOVISIOns for the taxation of 
intangible personal property have been a dead letter. While valu­
ation by the local assessor and taxation at local rates have been 
the law since 1851, no substantial effort (until recently) has been 
made to reach this property, and business moved into New Jersey 
with full assurance that the law was not enforced. 

1 Page references in parentheses ref.er to the full text of the Report which follows. 
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The difficulties were these: 
The application ofa local rate to the full value of intangible 

personalty (whether market value, par value or book value) would 
have been confiscatory (pp. 2-4). 

The law has been subject to a multitude of exemptions, exclusions 
and exceptions which have reduced a potential property tax base 
by probably 75 per cent and introduced the most extreme confusion 
and uncertainty into its provisions (pp. 4-6). 

.The result is that this great base of intangible personal property 
-probably three or four times the value of all real estate and 
improvements-has been reduced for property tax purposes to 
substantially the following types of intangibles: 

(1) Notes and accounts receivable; 
(2) Capital stock issued by corporations of other States 

where a tax is not paid on the corporation's property in 
another State; 

(3) Bonds, notes and debentures, not secured by mort­
gages on New Jersey property-except obligations of the 
Federal Government and of specified New Jersey State and 
local agencies; 

(4) Cash and deposits held in out-of-State banks. 

All of these are taxable, less certain debts owing to New Jersey 
creditors. 

From an estimated base approaching $21 billions, only some 3.2 
billions remain taxable at local rates (pp. 5-6). 

Aside from the fact that the intangible tax law itself is archaic 
and unsound; and has fallen into a mass of inconsistencies which 
make a reasonable application impossible, there are practical rea­
sions why it is unworkable. Local assessors have neither the facili­
ties nor the knowledge to assess intangible personal property. As 
in the case of all impossible tax requirements, it is natural for 
taxing authorities to ignore or compromise rather than to confis­
cate. Active competition among assessment districts for the 
domicile of corporations owning large blocks of intangibles, results 
in unwillingness to enforce the law; and the comparative ease with 
which intangibles can be moved, hidden, off-set or reconverted, 
raise problems of administration difficult, if not impossible, to solve 
(p. 6). ,. ,. • 
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For many years-almost from the enactment of the intangible 
property tax provisions in 1851-these questions have been studied 
and reported upon by public officers and commissions, but little has 
happened to relieve the difficulties. Instead of a sound and con­
sisteilt remedy to an indefensible tax structure, exclusions, exemp­
tions and exceptions of intangible personalt}; became the policy; 
and the years saw a potential property tax base of many billions of 
dollars slowly whittled away, while almost the entire burden of 
public support at the local level became fixed on the owners of 
real estate. 

It is not too much to assume that this haphazard treatment of 
intangible personal property has been the root of tax lethargy in 
New Jersey. Failure to face it squarely has kept a great ind'/,~strial 

State on a tax base suitable only to a simple agrarian economy 
(pp. 6-9). 

This condition might have continued indefinitely, had not the 
now well-known practice of "tax-lightning" developed in the mid­
dle 'thirties. This was the summary assessment of intangible per­
sonalty (particularly of companies having only a statutory office 
in New Jersey) through agreement between the taxpayer and the 
local finance officer. 

The practice caused the greatest apprehension among business 
interests of the State. 'While taxpayers, in many cases, could not 
demonstrate that they were over-assessed, neither could they dis­
claim all liability. They faced the possibility of an exorbitant and 
even confiscatory tax levy legally applicable under the law, or a 
compromise settlement at the direction of the local finance officcr­
a "settlement" that had no legally binding effect whatsoever (pp. 
9-12). 

The result was a device known as "colonization' '-companies 
subject to "tax lightning" took steps to relocate in another juris­
diction within the State. 

It was necessary that this jurisdiction have qualifications which 
promised certain protective factors. First, governmental expendi­
tures mustbe low; second, there must be reason to believe that they 
would remain low, at least in the immediate future; third, the ratio 
of the normal assessments of the jurisdiction, to the assessments 
added by the colonizing company, must permit a substantial reduc­
tion in the tax rate when the new assessments were added to the 
normal assessment base. 
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Hunterdon county seemed to fit these conditions, and the Bor­
ough of Flemington offered a convenient situs. The results were 
as follows: 

One hundred and seventy corporations-a large number of which 
were holding companies-established a corporate situs in Flemington. 

These corporations represent resources of close to $8,000,000,000, and 
have increased the ratables of Flemington to the extent of $265,­
OOO,OOO-an increase of 9,665 per cent over the ratables that existed 
before the colonization began. 

The tax rate of Flemington has accordingly fallen from $3.91 in 
1937 to 28 cents in 1943, and increased again to 43 cents in 1944. 
Because of the constant addition of c.ompanies to the Flemington situs, 
and the accompanying increase in ratables, each company has expel'i­
enced an additional reduction in the dollar volume of its taxes amount­
ing in some cases to more than 60 per cent. I I' Increased apportionments of State school taxes and county taxes as 
well as increased taxation for local purposes, has caused Flemington's I I

I	 share of total property taxes levied in Hunterdon county to increase 
from 10 per cent in 1937 (before colonization) to 61 per cent in 1944. 
During this same period, however, net valuations ta.:-::able in Fleming­
ton increased from 10 per cent to 91 per cent of the H untcrdon County 
total. 

It must be remembered that the large holding companies who 
colonized in Flemington and elsewhere, were merely protecting the 
property of their stockholders. There was moreover, no legal rea­
son why they should not move to Flemington-or anywhere else in 
the State; and no legal reason why Flemington-or any other mu­
nicipality-should not receive them (pp. 13-16). 

~ * * 
The Comm,ission has made an effort to determine the extent to 

which intangibles are taxed in New Jersey at the present time. 
This is a difficult matter. Neither the laws require, nor does prac­
tice provide, assessment records that distinguish between tangible 
and intangible personalty. It is doubtful if any municipality in the 
State (with the exceptioll of :F'lemington) could produce a complete 
record which would be accepted as legal evidence of intangible tax 
assessments or collections. 

The Commission has concluded that the total yield probably does 
not exceed $3 million. At all events, the sum is small compared 
with the potential base, and there can be no doubt of the inequitable 
and haphazard practices that mar the tax. It is the Commission's 
judgment that an accurate estimate of intangible tax yields in New 
Jersey is impossible because of lack of data (pp. 16-20). 

* * * 
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PART II 

Present and Current Programs to Improve the Taxation of
 
Intangible Personal Property
 

Five major groups have each studied and reported on the ques­
I tion: the Conilllittee on Cost of Government of the State Chamber 
of Commerce (1938-1939); the State Tax Law Revision Commis­

i sion (1939-1940); the 1\ewark Chamber of Commerce (1939-1941); 
Governor Edison's Committee on the Taxation of Intangibles 
(1942); and the Princeton Surveys (various times) (pp.22-23). 

While their plans have varied greatly in detail, they have shown, 
on the whole, common elements: 

(1) A preference for the classification of intangible per­
sonalty and for taxation on ad valorem values at estab­
lished mill rates; 

(2) A desire to remove the assessment of intangibles 
from the local assessor and to place such assessment in the 
hands of a State agency; 

(3) A reluctance to disturb the present methods of taxing 
the personal property of banks, insurance companies and 
public utilities; 

(4) A desire to use the proceeds of the tax to reduce the 
general property tax; 

(5) A stern effort to avoid an "income tax" or even an 
income factor in a tax formula; and, 

(6) A tendency to leave the taxation of tangible person­
alty as at present. 

None of these plans were successful in bringing about a single 
change in the tax laws of the State. Only one (the report of Gov­
ernor Edison's Committee) was introduced into the Legislature 
in bill form; and this bill received a summary and adverse com­
mittee report. It is not a propitious record upon which to present 
new recommendations, and the Commission has inquired into the 
failure of these previous efforts. The reasons for failure seem, in 
brief, to have been these conditions, or a combination of them: 

(1) There was lack of general agreement as to the pre­
cise recommendations to be made; 

(2) The proposals were too extreme both as to the extent 
of the tax base and as to the amount of money to be raised; 

(3) Estimates of yield and effect were too indefinite to 
.permit confidence in either the revenue or incidence of the 
proposals.
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There were doubtless other reasons-political and prudential ­
but such reasons accompany any effort in large-scale legislation, 
particularly proposals to raise or to spend public money. The 
Commission is, however, convinced that any proposal to remedy 
the intangible personal property tax situation in New Jersey is 
doomed to failure unless: 

(1) The attempt represents a reasonable level of agree­
ment which will resolve the many varying viewpoints per­
taining to the problem; . 

(2) A reasonable restraint is recognized that avoids the 
easy hazard of going too far too fast-especially in these 
unsteady times; and, 

(3) A factual base, sufficient to permit a sound deter­
mination of rates, yields and effect, is available to the Legis­
lature (pp. 23-25). 

" 

* * * 
Many methods for modifying the present personal property tax 

law have been proposed to the Commission. Although dissatisfac­
tion with the present methods is common to all of them, there are 
those who believe that the assessment of intangibles by the local 
assessor and taxation at local rates is in principle neither as un­
sound nor as unjust as is commonly believed, and that its real 
difficulty lies in its administration. The argument runs like this: 

1,1	 If the present law were fully enforced, billions of dollars in rata­
bles-both tangible and intangible-would be added to the tax rolls 
of the State. Assuming that the cost of government remained sub­
stantially the same, this would result in a marked lowering of the

I i	 tax rate for all taxpayers-indeed, the State as a whole would tend , to benefit in much the same way as the taxpayers of Flemington , , have benefited from corporate" colonization." 
1 I 

'1'he Commission, for practical reasons, stated in the text (pp.
• I 

25-26) concludes that it is unable to accept this proposal, andI 
RECOMMENDS THAT THE PRESENT METHODS OF TAXING INTANGIBLE 

PERSON AL PROPERTY BE ABANDONED. 

* * 

'1'he following proposals (all based upon the repeal of the pres­
ent statutory provisions for taxation of intangibles) have been 
urged upon the Commission: 

PROPOSAL 1 made to the D( 
valorem property tax at an esta 
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1 based upon the repeal of the pres­
taxation of intangibles) have been 

PROPOSAL 1 made to the Commission: That a classified ad 
valorem property tax at an established low mill rate be applied 
to intangible personal property~ 

For reasons stated in the text (pp. 26-36) the Commission 

RECOMMENDS THAT KO CLASSIFIED ad valorem PROPERTY TAX ON 

INTANGIBLE PERSONAL PROPERTY BE ADOPTED. 

PROPOSAL 2 made to the Commission: That intangible per­
sonal property be exempted from taxation. 

The Commission for reasons stated in the text (pp. 37-43) con­
eludes: 

THAT INTA'NGIBLE PERSONAL PROPERTY BE EXEMPTED ENTIRELY 

FROM TAXATION UNDER A PROPERTY TAX, PROVIDED THAT THE PRESENT 

TAXABLE BASE Now THREATENED BY "TAX LIGHTNING" BE MADE TO 

BEAR ITS FAIR SHARE OF THE COST OF GOVERNMENT IN SOME OTHER 

\V"AY. 

PROPOSAL 3 made to the Commission: That an increase in 
New Jersey's present capital stock tax be provided in lie'u of a tax 
on intangibles. 

For reasons stated in the text (pp. 43-57) the Commission con­
eludes: 

THAT AN INCREASE IN THE PRESENT CAPITAL STOCK TAX (WITHOUT 

SUBSTANTIAL AMENDMENT OF THE PRESENT TAX BASE) WOULD NOT 

BE AN ADEQUATE SUBSTITUTE FOR A TAX ON INTANGIBLES. 
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PART m 
Conclusions and Recommendations of the Commission 

In considering a substitute tax for the ad valorem, tax on cor­
porate intangibles, the Commission has been guided by certain 
purposes (p. 58) : 

(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 personalty and the present 
capital stock tax. 

(3) To provide a yield sufficient to justify the abandonment of the 
present authorized tax on corporate intangibles. 

(4) To provide a tax base that would tend to direct State tax policy 
away from a general 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 
.Tersey and its neighboring States. 

THE COMMISSION RECOMMENDS A CORPORATION BUSINESS TAX 
MEASURED BY NET WORTH IN LIEU OF A TAX ON CORPORATE-HELD 
INTANGIBLE PERSONAL PROPERTY AND IN PLACE OF THE PRESENT CAPI­
TAL STOCK TAX. The proposed purpose, base, allocation factors 
and rates are as follows: (pp. 62-65) 

P~wpose: To provide that-
Every domestic and foreign corporation subject to the taxing 

jurisdiction of New Jersey (except some at present exempt or
I

others specially taxed), shall pay an annual franchise tax for theII 
privilege of exercising its corporate franchise in this State or for 
the privilege of doing business, employing capital or maintaining 
an office in this State. 

The annual franchise tax shall be in lieu of all other State, 
county or local taxation upon or measured by intangible personal 
property used in business by corporations liable to taxation under 
this proposal. The present capital stock tax would be repealed. 

Method: 
Base and Rates: The franchise tax to be annually paid by each 

taxpayer sh?-ll be measured by the greater of the following: 

ALTERNATIVE 1 (Basic Measure): That portion of its entire net 
worth as may be allocable to New Jersey according to the tangible 
property-gross receipts-wages formula below, or 
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ALTER.NATIVE 2 (Minimum Measme): That proportion of its 
entire net 'Worth as its assets, tangible and intangible, in the State 
are to its assets everywhere. 

RATES UNDER ALTERNATIVES 1 or 2: 8/10 of a mill upon the 
1st $100 million of allocated net worth; 4/10 of a mill upon the 
2nd $100 million; 3/10 of a mill upon the 3rd $100 million; and 
2/10 of a mill upon all amounts of allocated net worth in ex­
cess of $300 million. 

ALTERNATIVE 3 (Minimum Tax): $25.00 in the case of domestic 
corporations or $50.00 i~ the case of foreign corporations. 

Allocation: (pp. 63, 76-79) 
The proposed allocation formula under Alternative 1 is intended 

to permit the tax to reflect the extent to which each corporation 
engages in business activities within New Jersey. The allocation 
factor for each corporation is determined as the average of these 
three ratios: 

(1) Tangible property in New Jersey to tangible property evel'y­
. where; 

(2) Gross receipts attributable to New Jersey to gross receipts 
everywhere; 

(3) Wages and other compensation paid in New Jersey to such 
items everywhere. 

Alternative :2 provides an allocation formula which is intended 
principally to retain a substantial tax base in the case of domestic 
holding companies or other corporations which may have rela­
tively little or no business activity in this State, but hold propor­
tionately large amounts of intangibles now taxed or taxable. This 
alternative measure is justifiable since these corporations benefit 
most directly from the proposed repeal of ad valorem taxation of 
intangible personal property. 
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Rates and Estimated Yield: (pp. 66-76) 

TABLE XVII 

PROPOSED CORPORATION BUSINESS TAX 

ESTIMATED YIELD' 

(In Millions of Dollars) 

A. Yield of proposed tax: 

Domestic corporations (Table XIX) $4.5 
Foreign corporations (Table XXI) 2.0 

Total gross yield	 $6.5 

I B. Present corporation franchise tax (to be repealed) :

I	 Domestic corporations (Table IX) $1.2 
Foreign corporations (Table IX) .4I' 

Total franchise tax repealed	 $1.6 

C. Estimated net yield of p1'oposed tax (A-B) : 
Domestic corporations ~ " $3.3 
Foreign corporations :............................... 1.6 

Total net yield	 $4.9 

1 It is extremely difficult to estimate the yield of a tax with no experience upon 
which to base these estimates. The above estimates are based upon conservative con­
clusions. The Commission believes the tax will yield the amounts shown. They may 
be exceeded. 

The Commission realizes the limitations of the above proposal, 
but it wishes to emphasize tl;lis point: The ownership of corporate 
property is only a remote measure of corporate ability to pay 
taxes. So long, therefore, as property is the base of the tax, so 
long will there be inequalities in its application. It is not possible 
to tax business activity with satisfactory fairness without giving 
consideration to its earnings. The Commission has been assured on 
every hand that this is politically impossible, and the members, 
themselves, are well aware of the public resistance to anything 
that resembles an income tax or even an income factor in a tax 
formula. For this reason, any reference to earnings in the formula 
has been carefully avoided, al1d the property tradition maintained 
as the basis of the tax. Because net worth reflects net corporate 
ownership, it more neady reflects an equitable busil1ess tax base 
than do property holdings. The tax is for the most part so small, 
however, that the inequalities are not serious in dollar volume. 
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The proposal is vastly superior in equity to the present capital 
stock tax and to the chaos of the present ad valorem tax on intan­
gibles. It is recommended as the best practical solution of the 
problem referred to the Commission. New Jersey is a great indus­
trial State but its densely populated areas are still attempting to 
finance their municipal services as if they were agrarian communi­
ties. Their real wealth lies in business activity not in real estate; 
and the Commission's proposal suggests the establishment of a 
modest activity base. 

* * 

There are three related problems upon which the Commission 
feels it should report: 

First: Adjustments in m1lnicipalities affected by the repeal of 
the intangible personal property tax. (pp. 80-84) 

The Commission proposes two adjustments to ease the transi­
tion of Flemington and Hunterdon County to a normal tax base: 

First: To provide by law that the net valuation for the apportion­
ment of school taxes in HUl1terdon County be made for the current year 
(instead of the prior year) in which the loss of intangible ratables is 
first effecti\'e. 

Second: To provide that adjustments be made in the first two quar­
terly tax payments to reflect the current levy rather than the levy of 
the prior year. 

Aside from these proposals, the Commission has no further 
recommendation to make pertaining to the adjustment of the 
Flemington situation. 

* 

Second: Distribution of the yield. (pp. 84-85) 

The Commission has frequently emphasized that it is not a 
revenue-raising commission, nor is it in any sense a spending 
commission. It was appointed by the Legislature to adjust inequal­
ities in the tax structure-particularly as these were exemplified 
in the treatment of intangible personal property. 

Nevertheless, the Commission has been constantly aware of both 
the demand and the need for the relief of real estate from an 
excessive burden of taxation. Recent developments have empha­
sized the hazards and uncertainties involved in changing the p1'op­
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erty tax base of even one large taxpayer in a single municipality, 
and the Commission believes that until tax pressures are removed 
from real estate, there can be neither tax security for the local 
property owner nor fiscal adequacy for our municipal services. 
It therefor proposes that a beginning be made at once to relieve 
property owners from an excessive and unfair burden of taxation. 
To this end, therefore, the Commission recommends as follows: 

That out of an approximate $6 million to $7 million estimate 
annual yield from the proposed Corporation Business Tax, begin­
ning in 1946, $4 million shall be applied to reduction of the State 
School Tax upon local property. The remainder shall be paid into 
the State General Fund to assure replacement revenues lost 
through the proposed repeal of the State Capital Stock Tax. 

• • * 

Third: The establishment of a Permanent Legislative Commis­
sion on State Tax Policies. (pp. 85-87) 

The Commission strongly recommends that a Permanent Legis­
lative Commission on State Tax Policies be established by the 
Legislature to report to the Legislature at each session on neces­
sary and appropriate adjustments in the tax structure. Because 
of the federal statute which prohibits state taxation of national 
bank shares at a rate exceeding that on other "moneyed capital" 
in the hands of individuals, one such adjustment may be required 
in the state bank stock tax as a result of the Commission's pro­
posal to exempt intangibles of individuals. Only through the 
careful and deliberate planning of such a Commission over a 
period of years can this and the many other problems in New 
Jersey taxation be solved. 

* '"' * 
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Under the tax laws of New Jersey, personal property is broadly 
of three kinds: 

Tangible personal property ~tsecl in b~tsiness-illvelltories, 

machinery, livestock, equipment, raw materials, goods in 
process, finished products, etc. 

Tangible personal property not used in business-house­
hold goods, wearing apparel, jewelry, furnishings, boats, 
pleasure cars, aircraft, etc. 

of a Permanent Legislative Commis­ Intangible personal property-stocks, bonds, notes, mort­
pp. 85-87) gages, credits, cash, bank deposits, good will, franchises, 

~'ecommends that a Permanent Legis­
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Tax Policies be established by the 
Legislature at each session on neces­
ments in the tax structure. Because 
prohibits state taxation of national 
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' 
Personal property (not exempt, excluded or excepted) has for 

many years been subject to valuation by the local assessor and to 
taxation at local rates. This method has been criticized as inequita­
ble, erratic and in many cases confiscatory; and public reports­
extending over a period of more than .sixty years~have made rec­
ommendations looking towards removing these conditions from 
the tax structure of the State. 

of individuals. Only through the 
ling of such a Commission over a 
i the many other problems in New 

More recently, however, public attention has been directed to the 
taxation of intangible personal property. Tax bargaining and tax 
avoidance in this field have become so serious as to cause large tax 
dislocations in major jurisdictions and to create apprehension and 

* * uncertainty among the business interests of the State. 

The Commission finds that the facts are substantially as follows; 
For many yeats the statutory provisions for the taxation of 

intangible personal property have been a dead letter. While valu­
ation by the local assessor and taxation at local rates has been the 
law since 1851, no substantial effort (until recently) has been made 

, 
I 

to reach this property, and business moved into New Jersey with 
full assurance that the law was not enforced. 

The reasons why the law was not enforced were plain to every­
one. In the first place, the application of a local rate to the full 
value of intangible personalty (whether market value, par valu2 
or book value) would have been confiscatory. An examination of 
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recent bond listings indicates that most corporate issues outstand­
ing carry coupons ranging from 2.5 per cent to 4.5 per cent of their 
par value; Only rarely does the yield reach 5 per cent. To apply 
the average State rate-$4.74 for each $100 valuation in 1944-to 
the par value of such a security, would reduce the yield to almost 
nothing, and to apply local rates in excess of $5 of which there are 
206 in the State (1944), would result in a capital levy. Bonds, 
moreover, have not been selling at par. They have, rather, been 
commanding premiums sufficient to reduce their actual yields to 
about 2.5 per cent for the best grade and to about 5.5 per cent for 
the poorer grades. If true value is interpreted to mean "market 
value," the application of New Jersey's tax laws would result in 
losses equal to or exceeding as much as twice the income yield. 

A similar condition exists with respect to corporate stocks. A 
careful study by the National Industrial Conference Board shows 
net corporate earnings as a per cent of capital invested each veal' 
over a period 1925 to 1940 as follows: . 

TABLE I 

AVERAGE RATE OF RETURN ON CAPITAL INVESTED IN CORPORATE 

MANUFACTURING (1925-1940) 

tNet tNet 
Earnings as Earnings as 
Per Cent of Average New Per Cent of Average New 

Capital Jersey Prop- Capital Jersey Prop-
Year Invested erty Tax Rate" Year Invested erty Tax Rate" 

1925 ..... $5.74 $3.73 1934 ..... $1.59 $3.97 

1926 ..... 5.54 3.62 1935 ..... 3.38 4.00 
1927 ..... 4.54 3.76 1936 ..... 5.69 4.15 
1928 ..... 5.84 3.88 1937 ..... 5.24 4.22 
1929 ..... 6.43 3.93 1938 ..... 1.59 4.55 
1930 ..... 1.33 4.06 1939 ..... 5.12 4.62 
1931 ..... -1.77 4.08 1940 ..... 6.93 4.72 
1932 ..... -3.79 4.05 
1933..... -0.01 3.76 Average .. $3.38 $4.07 

" Average tax rate inserted. 
t Invested Capital is defi?ed as total assets less Investments; and net em'nings, as 

net Income after taxes less Income from security investments. 
Source: NatlOnal IndustrIal Conference Board, Economic Almanac For 1943-1944 (New 

York. 1943), p. 259. 

While it is true that these are average figures and are therefore 
a composite of firms operating at net losses as well as those with 
substantial earnings; it is nevertheless clear that if manufacturino' 

corporations paid out their entire net earning's as dividends thei~ 
stockholders and creditors could not pool their resources a~d pav 
~axes every year from earnings at present New Jersey rates. 1 

I
• 

1 It Is. of course, true that if intangible assessments were substantially increased,II 
present New Jersey rates would tend to be reduced. See the discussion on pages 
25-26 of thIs report. 
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AVERAGE NEW JERSEY PROP] 
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200 Comm 
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Year Rate in N. J. (Moody', 

1925 . $3.73 
1926 . 3.62 
1927 . 3.76 
1928 . 3.88 
1929 . 3.93 $3.51 

1930 .. 4.06 4.6 
1931 . 4.08 6.2 

1932 . 4.05 7.4 

1933 . 3.76 4.4 
1934 . 3.97 4.1 

1935 . 4.00 4.1 
1936 . 4.15 3.5 
1937 . 4.22 4.8 
1938 . 4.54 4.4 
1939 . 4.62 4.2 
1940 . 4.72 5.3 
1941 . ,4.82 6.2 
1942 . 4.72 6.6 

1943 . 4.68 4.8 
1944 . 4.74 4.73 

1 Based upon 7 months (June-Decer 
2 Based upon 20 stocks for years 19: 
3 Based upon 10 months (January-C 
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While the average property tax rate in New Jersey has increased 
by 27 per cent during the past twenty years, the rate of income 
yield from intangible personal property (investments) has de­
creased. As shown in Table II, the average yield from two hun­
dred domestic corporation stocks in 1944 was almost identical with 
the average tax rate in that year. The yield from preferred stocks 
and from bonds of domestic corporations was very much below the 
average tax rate. Faced with these realities, investors (corporate 
or individual) who reside in New Jersey, can keep their capital 
intact only by evading or avoiding taxation of their holdings at full 
legal rates. They accomplish this by neglecting to declare their 
holdings and by limiting their investments to tax-exempt securities. 

TABLE II
 

AVERAGE NEW JERSEY PROPERTY TAX RATES AND INCOME YIELDS
 

FROM INTANGIBLES (1925-1944)
 

.--Average Yields /rom-----., 
15 Pre/erred 

200 Common Stocks2 

Average Tax Stocks (Standard Corporate Bonds (Moody's) 
Year Rate in N. J. (Moody's) and Poor's) Average Aaa Baa 

1925 ...... $3.73 $5.90 $5.47 $4.88 $6.27 
1926 ...... 3.62 5.78 5.21 4.73 5.87 
1927 ...... 3.76 5.51 4.97 4.57 5.48 
1928 ...... 3.88 5.12 4.94 4.55 5.48 
1929 ...... 3.93 $3.5" 5.12 5.21 4.73 5.90 
1930 ...... 4.06 4.6 4.95 5.09 4.55 5.90 
1931 ...... 4.08 6.2 5.04 5.81 4.58 7.62 
1932 ...... 4.05 7.4 6.13 6.87 5.01 9.30 
1933 ...... 3.76 4.4 5.75 5.89 4.49 7.76 
1934 ...... 3.97 4.1 5.29 4.96 4.00 6.32 
1935 ...... 4.00 4.1 4.63 4.46 3.60 5.75 
1936 ...... 4.15 3.5 4.33 3.87 3.24 4.77 
1937 ...... 4.22 4.8 4.45 3.94 3.26 5.03 
1938 ...... 4.54 4.4 4.34 4.19 3.19 5.80 
1939 ...... 4.62 4.2 4.17 3.77 3.01 4.96 
1940 ...... 4.72 5.3 4.14 3.55 2.84 4.75 
1941 ...... .4.82 6.2 4.08 3.34 2.77 4.33 
1942 ...... 4.72 6.6 4.31 3.34 2.83 4.28 
1943 ...... 4.68 4.8 4.06 3.16 2.73 3.91 
1944...... 4.74 4.73 4.043 3.063 2.733 3.633 

1 Based upon 7 months (June-December),
 
2 Based upon 20 stocks for years 1925-1928.
 
3 Based upon 10 months (January-October).
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Not only is the present intangible tax archaic and unsound in its 

basic provisions, but it has been subject to a multitude of exemp­
tions, exclusions and exceptions which have reduced its potential 
property tax base by probably 75 per cent and introduced the most 
extreme confusion and uncertainty into its provisions. A" partial 
list" of statutory exemptions is appended to this report (Ap­
pendix A) ; and while it is an impressive example of the erratic and 
piecemeal treatment of a large tax base, there are, perhaps, only 
four exempt classifications that make a substantial difference in 
the total base. These are: 

(1) Government securities-Federal, State and local; 
(2) Money on deposit in New Jersey banks; 
(3) Mortgages secured by New Jersey real estate; 
(4) Shares of stock of all corporations-all stocks of 

domestic corporations, and stocks of foreign corporations, 
the property of which is taxed in another State; and, 

(5 ) Intangibles exempt because held and administered 
exclusively for charitable, benevolent, religious or hospital 
purposes in this State. 

In addition, large blocks of intangibles have been excluded from 
the tax base and taxed, at least in part, in other ways. These are: 

Intangibles held by financial institutions, insurance com­
panies, public utilities and railroads. 

The result is that this great base of intangible personal property 
in New Jersey-probably three or four times the value of all real 
estate and improvements-has been reduced for property tax pur­
poses to substantially the following types of intangibles: 

(1) Notes and accounts receivable; 
(2) Capital stock issued by corporations of other States 

where a tax is not paid on the corporation's property in 
the other State; 

(3) Bonds, notes and debentures, not secured by mort­
gages on New Jersey property-except obligations of the 
Federal Government and of specified New Jersey State and 
local agencies; 

(4) Cash and deposits held in out-of-State banks. 

All of these are taxable, less certain debts owing to New Jersey 
crerbtors. 

An effort was made in 1939 by 
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An effort was made in 1939 by the Princeton Surveys of Prince­
ton University to obtain an inventory of intangible personal prop­
erty in New Jersey. This was a large and difficult undertaking, 
and the margin of error in the estimates may well exceed 25 per 
(lent plus or minus. The attitude of those most closely connected 
with the project emphasized, however, the conservative side, and 
the following table (based on 1935 figures) indicates, in the opinion 
of the Commission, estimates which are substantial enough to give 
broad guidance to a program. It will be observed from Table III 
that from an estimated base approaching $21 billions, only some 
$3.2 billion remains taxable at local rates. The effect of the war 
economy on the total has not been estimated. Considering, how­
ever, that, in making the estimates, every doubt was resolved on 
the conservative side, and that the present emergency has empha­
sized rising market values, the $3.2 billion figure can safely be 
considered as low. 

" 
Aside from the fact that the intangible tax law itself is archaic 

and unsound, and has fallen into a mass of inconsistencies which 
make a reasonable application impossible, there are practical rea­
sons why it is unworkable. Local assessors have neither the facili­
ties nor the knowledge to assess intangible personal property. As 
in tbe case of all impossible tax requirements, it is natural for 
taxing authorities to ignore or compromise rather than to confis­
cate. Active competition among assessment districts for the domi­
cile of corporations owning large blocks of intangibles, results in 
unwillingness to enforce the law; and the comparative ease with 
which intangibles can be moved, hidden, offset or reconverted raise 
problems of administration difficult, if not impossible, to solve. 

These are old problems to New Jersey. Intangibles were orig­
inally brought within the general property tax by a supplement 
to the general tax act of 1846, enacted as a supplement of March 
14, 1851. This act is notable for providing deductions for debt 
from all property valuations within prescribed limits or as between 
certain parties, as well as for the exemption of corporate intan­
gibles to the extent that capital stock was taxed in the hands of 
the stockholders. 

In 1867, however, a: State commission was complaining about the 
debt exemptions. "'The frequent changes," it said, "since made 
in the law as to how and when deductions ought to be made, suffi­
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ciently evince that, so long as a 
TABLE III be a constant subject of dispub 

not only of an erroneous systeJESTIMATED VaLUE OF INTANGIBLE PERSONAL PROPERTY IN NEW JERSEY (1935) 
aND ITS STATUS As TO Tax LIaBILITY (1938) an unsettled and changeable OJ 

pointed out, deductions for debt 
(Millions of Dollars) rather than general property, ; 

plated-in other words, a citize 
Classification Corporate Other Total "not upon the property he hol( 

Taxable at Local Rates: Almost twenty-five years lat 
Accounts receivable less accounts payable1 to considered the subject of dedm 

N. J. creditors . 384 184 568 rassing subject before the comn
Investments other than capital stocks ..•... 636 1,552 2,188 

mendation was made that debMiscellaneous assets . 318 137 455 
This practice, indeed, seeJP,ed tl 

TOTAL 1,338 1,873 3,211 It was later reported that "in 
Cape May, Hud.son, and Passai. 

Taxed through "in lieu" Taxes: allowed by the assessors. In ot 
Capital stocks of all N. J. corporations 1,663 1,463 3,126 deducted from the debtor's asse
Investments (other than stocks) accounts re­
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Government securities (Federal, state, and Even in 1879, however, the t; 
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equal to debts and liabilities of insurance the fact that our machinery fe
I companies 2,854 2,854 tion of things wholly differeJ 

Accounts receivable equal to % of accounts applied. With the advancerr, 
payable 248 44 292 times, there have sprung into:i and managed under new coni 

TOTAL 6,933 5,493 12,426 
structure of our social system 
at the beginning of the presp GRAND TOTAL, all intangibles . 12,322 8,829 21,151 
consiste'd of material things, 

1 Assumed to be % of ali payabies. . tion and assessable without gl
2 It is probable that some capital stock of foreign corporations is taxable in New 

Jersey. to be assessed have so vastly n 
provided for assessing them 
the middle of the last centuf 
ment,when originally created 

1 Commission to Revise the Tax Laws 
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2 Commission on Taxation, Prelimina1' 
3 State Board of Taxation, Tenth Ann 
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ciently evince that, so long as allowed to any extent, the law must 
be a constant subject of dispute and change, occasioning the evils 
not only of an erroneous system, but the perhaps greater evils of 
an unsettled and changeable one."1 In addition, the commission 
pointed out, deductions for debt made the tax base one of net worth, 
rather than general property, as the amendment of 1851 contem­
plated-in other words, a citizen is taxed, said the commissioners, 
"not upon the property he holds, but on the sum he is worth." 

Almost twenty-five years later, another State commission still 
considered the subject of deduction of debts as "the most embar­
rassing subject before the commission," and once again the recom­
mendation was made that debts should not be deducted at alP 
This practice, indeed, seeIPed to become a fact in several counties. 
It was later reported that "in the counties of Atlantic, Camden, 
Cape May, Hudson, and Passaic, there are no deductions for debts 
allowed by the assessors. In other counties these debts, which are 
deducted from the debtor's assessment and assessed to the creditor, 
are usually classed as personal property,"3 The result was that 
under the act of 1876 (Gen. Stat., p. 2109, para. 37; P. L. (1876), 
p. 150), known as the Five Counties Act, there were no deductions 
allowed for real estate. mortgages in Hudson, Essex, Union, Bergen 
and Passaic; and the ci~ies of Trenton, Camden and New Bruns­
wick. 

Even in 1879, however, the taxation of intangibles was offering 
more general difficulties. A special tax commission of that year 
recorded the basic troubles as follows: 

The difficulty we are considering undoubtedly arises largely from 
the fact that our machinery for assessing taxes was devised for acondi­
tion of things wholly different from that to which it has now to be 
applied. With the advancement of industrial development in recent 
times, there have sprung into existence vast masses of wealth, organized 
and managed under new conditions and entering closely into the very 
structure of our social system, which, for the most part, were unknown 
at the beginning of the present century. At that time wealth chiefly 
consisted of material things, simple in form, readily open to observa­

. tion and assessable without great risk of error. . . . But while things 
to be assessed have so vastly multiplied in form and variety, the means 
provided for assessing them remain substantially what they were in 
the middle of the last century. In other words, our system of assess­
ment, when originally created, was intended to reach only tangible and 

1 Commission to Revise the Tax Laws of New Jersey, Report (Trenton, January 28. 
1868), pp. 11, 14. 

2 Commission on Taxation, P7'elimina7'y Rep07't (Trenton, 1891). pp. 16, 17. 
3 State Board of Taxation, Tenth Annual Report (Trenton, 1900), p. 16. 
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visible things; and this system, not withstanding the immense indus­
trial and social changes that have intervened, remains nearly the same 
as when first established.l 

Nor was the commission of 1879 content with a statement of the 
problem. It made a shrewd classification of tbe various methods 
of treatment. The report reads: 

The question of how to reach the vast amounts of personal property 
which ... escape taxation, and on what principle it may most wisely 
be dealt with, is one of the most difficult in the whole range of an ex­I! 

II
 
ceedingly difficult and complicated subject ... bonds, stocks, credits,
 
and other forms of incorporeal personal property which, in the aggre­

gate, represent enormous values, easily elude assessment, so that fre­

quently the person who is most able to pay a tax is most able to escape 
it. There are four ways of dealing with this class of property . . .: 
1st. Exempt it altogether. 2nd. Empower the local assessors to ascer­
tain its entire amount by vigorons and relentless inquisitorial process. 
3rd. Expect assessors (as under the present law) to accomplish the 
same and with inadequate means. 4th. Relieve local assessors entirely, .. 
or so far as possible, from the responsibility of seeking such property, 
and provide for reaching it by the machinery of the State Government. 2 

But nothing came from the report of the tax commission of 1879. 
In this respect, at least, a precedent was established that has 
marked the issuance of a dozen subsequent studies and analyses. 
Instead of a sound and consistent remedy to an indefensible tax 
structure, exclusions, exemptions and exceptions of intangible per­
sohalty became the policy; and the years saw a potential property 
tax base of many billions of dollars slowly whittled away, while 
almost the entire burden of public support at tbe local level became 
fixed on the owners of real estate. 

It is not too much to assume tloat this haphazard treatment of 
intangible personal propet·ty has been the root of tax lethargy in 
New Jersey. Failure to face it squarely has kept a great industrial 
State on a tax base suitable only to a simple agrarian economy. 

And still today intangible property taxation is based upon a sys­
tem "intended to reach only tangible and visible things"; and he 
"who is most able to ~ay a tax is most able to escape it." In 1877 
personal property was 22.8 per cent of all ratables. In 1896 it was 
16.6 per cent. By 1915, personal property bad fnllen to 11.3 per 
cent of all ratables, and has varied only one or two per cent from 

1 N. J. Senate, Report of the Special Tax Commission Of tile State of New Jersey, 
Sen. Doc. 38 (February 18, 1880), p. 14.
 

2 Ibid., pp. 10-11.
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Tax Commission of the State of New Jet'8ey, 

that level over the past thirty years. From 1879 to 1940, real prop­
erty valuations increased from $427 million to $4.6 billion-an 
increase of eleven-fold. But during the same period, taxable per­
sonal property valuation increased from $130 million to $685 mil­
lion-an increase of about five-fold-and this in spite of a cor­
porate growth that finds few parallels in the American economy. 
This is the record of exemptions, exclusions and exceptions. 

Even so, there was still little hazard in the situation prior to 
1938. Exempt property, excluded property, or excepted property 
offered no special dangers to the taxpayer. Gross inequities were 
ignored because the tax payments involved were in themselves 
small; real property and improvements absorbed the slowly mount­
ing costs of municipal government; and both corporate and indi­
vidual holders of intangibles felt no uneasiness in the presence of 
a law so archaic and confused as to have long ago become a statu­
tory relic. 

These conditions might have continued indefinitely-to the slow 
detriment of the State, but without acute embarrassment to bus­
iness or government-had not several of the State's larger munici­
palities attempted suddenly and without warning to bring the 
long-neglected intangible tax base 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 the intangible personal property 
of its taxpayers (mostly New Jersey corporations with registered 
offices within the municipality) on the bases of omitted assessments 
for the two prior years. The procedure was for the proper munici­
pal official to file a complaint with the County Tax Board alleging 
that certain specific property of the taxpayer was not assessed. 
Each complaint recited a sum of money (arrived at from a peru­
sal of balance sheets without consideration of exemptions, deduc­
tions or taxable value) which, it was stated, represented the value 
of the omitted ratables. 

Copies of the complaints were subsequently served on each tax­
payer; and prior to formal hearings thereon, the taxpayers con­
ferred with the municipal authorities. In these conferences, an 
agreement was reached as to the actual amount of ratables-that 
is, the true value for tax purposes after deducting all exemptions 
and offsets. A stipulation was then drawn and agreed to that the 
amount of ratables to be proved before the county board was to be 
one-sixteenth or 6 per c~nt of the true value so determined. 

. 9 8 



Thereafter, the County Tax Board, sitting as. an assessor, called 
each case, and had before it only the stipulation as to the value 
of the ratables representing only one-sixteenth of the actual rata­
bles. There being no other evidence, the board determined the 
omitted ratables in each case at the amount set forth in the stipu­
lation and certified them to the collector as "omitted assessments" 
for the two prior years. 

This practice was described to the Commission at its public 
hearing in the Assembly Chamber in Trenton on November 29, 
by Mr. Leo Rosenblum, President, Hudson County Board of 
Taxation: 

, "In the City of Jersey City-certainly you must be aware of the 
fact-in 1938 or the early part of 1939 there· was a written agreement 
made to assess intangibles at three mills. Naturally the law never pro­
vided for that. That was an arbitrary and willful violation of the law; 
yet it was done for the assigned reason that the practicalities of the 
situation required it. Corporations were going to leave the city, and 
it would be better to get three mills from the corporation than nothing 
at all. As recently as 1942, the tax books of the city of Jersey City, 
to a limited degree, had a breakdown of tangibles and intangibles; 
It is not broken down by title, nothing to indicate what it is, but I 
know eight or ten pages of one Jersey City book in one corporate dis­
trict contains the names of what I think are only domestic corporations 
maintaining corporate situs in J ersey Cit~·. I think it is about the 
best indication I can get of what intangibles were assessed as intan­
gibles only, in ,Jersey City in that year. 

"The final plan of the City was to have all the corporate taxpayers 
pay at the full rate, but to reduce the assessment itself from the true 
value to the equivalent of three mills, so the amount on the books is 

. only a fraction of what the true value would be. Then on that basis the 
taxpayer received a bill on the local property tax rate, and at that 
reduced figure in 1942 we had one group of corporations in the Jersey 
City assessment books assessed at $23 million some odd hundred thou­
sand dollars, in round figures, which provided a tax at the present rate 
of $1,400,000, approximately, actually paid. Unfortunately, you can't 
determine what other intangibles exist in the city definitely because 
of the practice to assess in one lump sum, including whatever tangibles 
or intangibles may be required to be assessed by law."1 

This practice caused the greatest apprehension among the bus­
iness 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 

1 State Commission on Taxation of Intangible Personal Property, Public Hearings 
(November 29-30, 1944), Assembly Chamber, Trenton, N. J., pp. 33-34. Hereafter cited 
Public Hearings. 
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and even confiscatory tax levy legally applicable under the law, or 
a compromise settlement at the direction of the local finance officer 
-a "settlement" that had no legally binding effect whatsoever. 
The table on the following page (Table IV) shows what the poten­
tial effect of "tax lightning" in 1938 (the first year in which it 
attracted attention) migbt have been-an increase in the taxes of 
five representative taxpayers from 26 per cent to 864 per cent. 
This would amount to forced liquidation. 

The New Jersey State Chamber of Commerce issued a warning 
press release on the subject: 1 

"During the past two weeks [fall of 1938J there have developed 
evidences of a reckless disposition to increase personal property assess­
ments in various New Jersey municipalities. The increase against 
various corporations in Jersey City, Paterson, Camden and Newark 
have amounted to hundreds of millions of dollars. 

"This situation has in it all the elements of disaster for New Jersey's 
future as an industrial State. . . . 

ce. • . The State Chamber of Commerce has been deluged with 
complaints from those affected. . . . 

"It does not take an economist to see that if municipal gorernments 
in this State permit their eagerness for new sources of revenue to lead 
them into excesses of this sort, a very serious and alarming situation 
will be created in this State. The good work already done in bringing 
new industry into this State will be nullified." 

There was little a taxpayer could do to avoid this practice. Such 
protective devices that were open to him were either expensive, 
inconvenient or embarrassing. Frequently they were all of these. 
There was no protection against the first year's assessment and 
levy, nor against omitted assessments for the two prior years. The 
sudden and summary application of a law which had been regarded 
as a dead letter for about a hundred years, gave neither time nor 
opportunity for adjustments. Even if there had been time and 
opportunity, the alternatives were few. Taxable intangibles could, 
to a certain extent, be converted into tax-exempt securities. They 
could be reduced for taxable purposes by the creation of intangible 
offsets legally exempt under the law. Certain types of companies 
and industries could leave for out-of-State jurisdictions more 
favorable to their interests; and foreign corporations could avoid 
residence in the State. Any of these devices was bad for business 
and, more important still, a constant and increasing detriment to 
the economic development of the State. 

1 Press Release by Robert T. Bowman, President (Newark, December 1, 1938). 



TABLE IV
 

FIVE REPRESENTATIVE TAXPAYERS IN NEW JERSEY
 

PRESENT AND POTENTIAL PROPERTY TAX (1938) 

Potential Tax (1998) 
Present Per Cent 

Classification Value Tax (1938) Amount Increase 

1. Individual of Moderate Means (Princeton) ; 
Real Property •••••• 0.0 ••• $20,000 $501 $668 33 
Tangible Personalty ...... 
Intangible Personalty ..... 

4,000 } 
13,000" 100 

134}
200 234 

Totals .............. $37,000 $601 $1,002 67
 

1 Contains $3,000 Federal bonds, $1,000 cash and $3,000 cash value of life insurance 
which have been deducted for purposes of tax computations. 

2, Service COTpoTat ion Operating Without Profit (Newark) : 
Real	 Property ........... 0
 
Tangible Personalty ...... $4,190 } ° ° ° 193}
Intangible Personalty2 .... 546,231" $2,305 22,109 867 

Totals .............. $550,421 $2,305 $22,302 867' .
 

1 Includes $12,231 cash and $54,413 investments taxed by other States. These have 
been deducted for purposes of tax computations. ' 

3.	 Manufacturing Corporation Operating at a 1110derate Profit (Newark) : 
Real Property $894,735 $27,660 $41,247 49 
Tangible Personalty 864,141 l 39,837l 
Intangible Personalty2 •••• 1,169,377") 18,440 31,290) 285 

Totals ;. $2,928,253 $46,100 $112,364 144 

1 Contains $267,798 cash and $222,847 capital stock in New Jersey corporations which 
have been deducted for purposes of tax computations. 

4.	 Manufactu1'ing CM'poration Operating at a Loss (Lawrence Township) : 
Real Property $80,000 $2,184 $2,656 22 
Tangible Personalty 91,906 l 3,051} 
Intangible Personalty2 •••• 21,4821

) 2,656 415 31 

Totals , . $193,388 $4,480 $6,122 26 

1 Includes $4,239 cash and $4,747 prepaid items which have been deducted for purposes 
of tax computation. 

5.	 Sttccessfull11anufacturing Corporation (Jersey City) : 
Real Property $1,230,578 $57,578 $58,452 2 
Tangible Personalty 5,456,560 l 259,187l 
Intangible Pel'sonalty2 •••• 18,080,137") 6,928 162,485) 5,986 

Totals	 $24,767,275 $64,506 $480,124 644 

1 Includes $590,534 cash, $253 Government securities and other investments $14,068,610 
which have been deducted for purposes of tax computations. 

2 Net after allowable deductions for accounts payable to New Jersey creditors. 
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'ABLE IV The result was a device simpler than any of these. While it did 
not avoid the first payment, it did prevent a second, and gave at 

'E TAXPAYERS IN NEW JERSEY least a temporary protection. This device was known as "coloni­
:-<TIAL PROPERTY TAX (1938) 

zation" and worked like this: 
Potential Tax (1938) 

Present Per Cent A company that was subject to "tax lightning" took steps to
 
Value Tax (1938) Am01tnt Increase
 relocate its statutory office in another jurisdiction within the State.
 

'rinceton) : It was necessary that this jurisdiction have qualifications which
 
$20,000 $501 $668 33 promised certain protective factors. First, governmental expendi­


4,000 } 134} tures must be low; second, there must be reason to believe that they

13,000' 100 200 234 would remain low, at least in the ilTIlllediate future; third, the ratio 

of the normal assessments of the jurisdiction to the assessments$37,000 $601 $1,002 67 
added by tlle colonizing company, must permit a substantial reduc­
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ough of Flemington offered a convenient situs. In 1937, th~ total$4,190 } 193}

546,2311 $2,305 22,109 867 net valuation taxable in Flemington was less than $3 million and
 

the total in all of Hunterdon County was only $28 million. General 
$550,421 $2,305 $22,302 867 property taxes for all purposes amounted to only $107 thousand 

;lvestments taxed by other States. These have in Flemington and only $1 million in the entire county.
lputations. 

Because Hunterdon County was largely rural and was not likely
tting at a Moderate Profit (Newark) : to expand its population and service requirements, it appeared that
 

$894,735 $27,660 $41,247 49
 one or more large holding companies could meet the entire county
864,141 } 39,837} and municipal tax requirements and stilI pay a moderate tax bill.1,169,3771 18,440 31,290 285 

'Vhile substantially increased ratables would cause a correspond­
$2,928,253 $46,100 $112,364 144 ing increase in the amount of State school tax apportioned to the 
capital stocl{ in New Jersey corporations which county and to Flemington Borough, this contingency did not alter
 
computations.
 the calculations. Considered in this manner, the case for moving
 

ding at a Loss (Lawrence Township) : to Flemington was so strong that it could even contemplate sig­

$80,000 $2,184 $2,656 22 nificant increases in county and local budgets and still be impres­


91,906 } 3,051} sive.
 
21,4821 2,656 415 31
 The result was as anticipated-there was a marked migration of 

corporations (all of them chartered by this State) from the city of I' 

$193,388 $4,480 $6,122 26
 
Jersey City to the Borough of Flemington; and, in brief, this is
 

lid items which have been deducted for purposes what happened over the six-year period,	 1938 to 1944. 

,tion (Jersey City) :	 One hundred and seventy corporations-a large number 
51,230,578 $57,578 $58,452 2 of which were holding companies-established a corporate
 
5,456,560 } 259,187}
 situs in Flemington.
8,080,137' 6,928 162,485 5,986 

These corporations represent resources of close to $8
 
~4,767,275 $64,506 $480,124 644 billion and have increased the ratables of Flemington to the
 

extent of $265 millions-an increase of 9665 per cent over
lent securities and other investments $14,068,610 
of tax computations.	 the ratables that existed before the' colonizati9n began. 
accounts payable to New Jersey creditors. 
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The tax rate of Flemington has accordingly fallen from 
$3.91 in 1937 to 28 cents in 1943, and increased again to 43 
cents in 1944. . 

Because of the constant addition of companies to the 
Flemington situs and the accompanying increase in ratables, 
each company has experienced an additional reduction in the 
dollar volume of its taxes amounting in some cases to more 
than 60 per cent. 

Increased apportionments of State school taxes and 
county taxes, as well as increased taxation for local purposes 
has caused Flemington's share of total property taxes levied 
in Hunterdon County to increase from 10 per cent in 1937 
(before colonization) to 61 per cent in 1944. During this 
same period, however, net valuations taxable in Flemington 
increased from 10 per cent to 91 per cent of the Hunterdon 
County total. 

The accompanying table (Table V) shows progressively the 
re'sults of the Flemington experience. 1 The Commission is not 
called upon to determine the responsibility for this condition. It 
must be remember€d that the large domestic companies which col­
onized in Flemington and elsewhere were protecting the property 
of their stockholders. There was, moreover, no legal reason why 
they should not move to Flemington-or anywhere else in the State 
-and no legal reason why Flemington-or any other municipality 
-should not receive them. Since establishing a situs in Fleming-
ton, their property has been assessed at its full book value and 
taxed at the full local rate. Flemington is perhaps the only New 
Jersey municipality in which the letter of the intangible tax law 
is applied. Jay J. Kisz, Assessor of the Borough of F'lemington, 
has written the Commission: "I have endeavored to assess all of 

1 As shown in Table V, developments in Flemingtcn Borough and Hunterdon County 
SUbsequent to 1937 have been about as anticipated. Net valuations taxable in the 
Borough have increased each year until they amounted to $268,000,000 in 1944, or 9,688 
per cent more than in 1937. Although the total county tax increased only 25 per cent, 
the Flemington portion of it increased from $18,000 (or 9 per cent) in 1937 to $244,000 
(or 91 per cent) in 1944. State school taxes apportioned to Hunterdon County increased 
763 per cent from $90,000 in 1937 to $686,000 in 1944 and those apportioned to Flemington 
increased 7,980 per cent from $8,000 in 1937 to $621,000 in 1944. 

Between 1937 and the end of 1944, total property tax levies for all purposes in 
Hunterdon County increased by $828,000 (or 80 per cent). But during this same period, 
the total in Flemington Borough increased by $1,026,000 (or 10,495 per cent). While 
taxes for local purposes in Flemington had increased by 590 per cent, the Flem­
ington tax rate had declined from $3.91 for each $100 valuation in 1937 to $.42 for each 
$100 valuation in 1944 (after having reached an al;-time low of $.28 in 1943). 

From the standpoint of the colonizing corporations, the significant point is this: 
Even if all of the taxes in Flemington were to be levied against only a few of the 
corporations located there, it would still constitute a light burden relative to what 
they could be charged legally in other parts of the State. 
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them on the same basis and, so far as I know, all are satisfied that 
their assessments have been fair, legal and honest." This practice 
is substantiated by taxpayers with whom the Commission has con­
ferred. There is no evidence of "bargaining." Indeed, when" col­
onization" first started in Flemington, local officials seem to have 
taken little or no interest in the matter. The fault lies neither with 
the companies nor with the municipality, but rather in a lethargy 
that has permitted the tax laws and administration of New Jersey 
to fall into a morass of inequities which as Governor Edge so 
forcefully stated in his recent message to the Legislature bas 
lead to: 

" ... a condition that permits large blocks of personal 
property to escape supporting its fair share of the cost of 
government; or even worse, a condition that reduces our tax 
laws to a barter-and-sale agreement between taxpayer and 
public official." 

'*' '*'* 
The Commission has made an effort to determine the extent to' 

which intangibles are taxed in New Jersey at the present time: 
This is a difficult matter. Neither the laws require, nor does prac­
tice provide, assessment records that distinguish between tangible 
and intangible personalty. It is doubtful if any municipality in the 
State (with the exception of Flemington) could produce a com­
plete record which 'Would be accepted as legal evidence of intan­
gible tax assessments or collections. 

The Commission made a State-wide effort to secure this infor­
mation from the assessors themselves. A questionnaire with an 
accompanying letter (Appendix B) was sent to each assessing 
authority-565 in all-and 243 were returned to the Commission. 
Of the 243 replies, only 14 indicated that they assess intangibles at 
all. Eight reported assessments against business intangibles only. 
Two reported individual assessments only, and four stated that 
they assess both business and individual holdings of intangibles. 

All municipalities in which intangibles are assessed did not show 
the number and amount of these assessments separately from the 
assessment of tangible personalty. To the extent, however, that 
such breakdowns were provided, tbe assessments of intangibles are 
shown in Table VI (for business) and in '-['able VII (for individu­
als). The amount of taxes levied in 1939 and 1944 against business 
and individual holdings of intangibles in the fourteen municipali ­
ties reporting such taxes has been estimated by multiplying re­
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TAl 

BUSINESS INTANGIBL 

(1939 

Municipality and Number of
 
County
 Assessments 

1939 1944 

Camden-Camden 7 3 ..Bloomfield-Essex ,. " 
Elizabeth-Union · , 

Flemington-Hunt­
erdon ' .......... 2 139 

Franklin-S ussex · , 0 1 
Hamburg-Sussex ,. ..
::.\Iaplewood-Essex . .. 
New Brunswick-

Middlesex ...... , 2 
Oldmans-Salem · . 4 4 
Pohatcong-Wan'en, 1 
Rahway-Union ... 
Rockleigh-Bergen. 3 20 

Totals ........ 16 170
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1 Flemington reported intangibles con 

resent assessments against statutory 0 
valuations totaling $89,700 in 1939 and, 86 
in 1944' were reported for corporations 
these assessments are probably also ag 

2 Rahway did not indicate whether 
individuals, 

3 This does not include $9,000,000 in :l' 
by Mayor Murphy (Hearings, p, 105) I 

insurance companies, or banks subject 

ported assessed valuations (T 
rates. The results of this calc 
for business, $438 thousand in 
and for individuals, $6 thousa 

This is plainly an unsatisfac 
and Trenton did not reply to t 
tionnaires indicated that the a 
gible was, and his inability to 
made many of the estimates m 
not without its value. Intang'ii 
and taxed as such (except in I 

length and breadth of New J/ 
not exceed $3 million. At all 
with the potential base, and tb 
and haphazard practices that 



far as I know, all are satisfied that
l:, legal and honest." This practice 
ith whom the Commission has con­
"bargaining." Indeed, 'when "col­
Lington, local officials seem to have 
matter. The fault lies neither with 
:licipality, but rather in a letharo'y 
and administration of New Jers~y 
ities which as Governor Edge so 

message to the Legislature has 

permits large blocks of personal 
lrting its fair share of the cost of 
se, a condition that reduces our tax 
agreement between taxpayer and 

* ;,; 

1 effort to determine the extent to . 
New Jersey at the present time. 
~r the laws require, nor does prac­
; that distinguish between tano'ible 
doubtful if any municipality i~ the 
lemington ) could produce a com­
?epted as legal evidence of intan­
IOns. 
,e-wide effort to secure this infor­
nselves. A questionnaire with an 
" B) was sent to each assessinO'

b 

were returned to the Commission. 
lted that they assess intangibles at 
against business intangibles only. 
ments only, and four stated that 
dividual holdings of intangibles. 
angibles are assessed did not show 
l assessments separately from the 
tty. To the extent, however, that 
the assessments of intangibles are 
;) and in Table VII (for individu­
~ in 1939 and 1944 against business 
19ibles in the fourteen municipali­
een estimated by multiplying re­

16 

TABLE VI 

BUSINESS IKTANGIBLE PERSONALTY ASSESSED 

(1939 and 1944) 

Net Intangible 1939 Intan­
Municipality and Number of Property gible Taxes 

County Assessments Valuations Taxable Delinquent 
1939 1944 1939 1944 12/31/43 

---------------------_---.:­
Camden-Camden 7 3 $2,050,000 $240,000 
Bloomfield-Essex .' " 
Elizabeth-Union .. 101,500 59,000 
Flemington-Hunt­

erdon' . 2 139 42,290,000 264,437,610 °Franklin-Sussex .. o 1 ° 350,000 °Hamburg-Sussex .. 
Maplewood-Essex. .. .. .. 360,000 .. 
New Brunswick-

Middlesex . 2 128,500 °Oldmans-Salem .. 4 4 43,000 43,000 
Pohatcong-Warren. 
Rahway-Union ... 

1 
31,0002 

85,000 
31,0002 

Rockicigh-Bergen . 3 20 4,400 8,351,150 ° 
Totals 16 170 $44,519,900 $274,085,2003 

• Notes: MunicipaUty reported intangibles combined with tangibles. 
1 Flemington reported intangibles combined with tangibles but amounts shown rep­

resent assessments against statutory offices only. In addition, 71 assessments with 
valuations totaling $89,700 in 1939 and 86 assess.ments ~'ith valuations totaling $1,076.871 
m 1944 were reported for corporations operatmg busmess in Flemington. A part of 
these assessments are probably also against intangibles. 

2 Rahway did not indicate whether these assessments were against business or 
individuals. 

3 This does not include $9,000,000 in Newark reported in a letter to the Commission 
by Mayor Murphy (Hearings, p. 105) nor intangible personalty assessments against 
insurance companies, or banks subject to the bank stock tax. 

ported assessed valuations (Tables VI and 'VII) by the local tax 
rates. The results of this calculation are shown in Table VIII­
for business, $438 thousand in 1939 and $1,172 thousand in 1944­
and for individuals, $6 thousand in 1939 and $7 thousand in 1944. 

This is plainly an unsatisfactory estimate. Newark, .Jersey City 
and Trenton did not reply to the questionnaire. Many of the ques­
tionnaires indicated that the assessor did not know what an intan­
gible was, and his inability to separate tangibles from intangibles 
made many of the estimates useless. The survey, nevertheless was 
not without its value. Intangible personal property is not ass~ssed 
and taxed as such (except in a few isola,ted cases) througho~d the 
length and breadth of New Jersey. The total yield probably does 
not exceed $3 million. At all events, the sum is small compared 
with the potential base, and there can be no doubt of the inequitable 
and haphazard practices that mar the tax. It is the Commission's 
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TABLE VII 

INDIVIDUAL INTANGIBLE PERSONALTY ASSESSED 

(1939 and 1944) 

Net Intangible 1939 Intan­
Municipality and Number of Property gible Taxes 

County Assessments Valuations Taxable Delinquent 
1939 1944 1939 1944 12/~1/4~ 

Bloomfield-Essex .. • 
Flemington-Hunt­ .. .. ..erdon . • .. .. ..Frankford-Sussex •" 
Maplewood-Essex • • • • • 
Oldmans-Salem .. 18 19 $55,540 $55,872 

(a) Farm intan­
giblest ..••.. 185 219 98,650 112,560
 

Surf City-Ocean .. 242 330 10,550 15,375 0
 

Totals 445 568 $164,740 $183,807 

• Municipality reported intangibles combined with tangibles. 
t Oldmans Township reported a large number of farm intangible personalty assess­

ments shown separately. These may be business or individual assessments. 

judgment that an accurate estimate of intangible tax yields in New 
Jersey is impossible because of lack of data. l 

The Commission does not wish to unduly labor a point which is 
common knowledge throughout the State; namely, that the present 
intangible property tax law, both in its substantive provisions and 
in its administration, is indefensible-a detriment to the economic 
development of the State and a travesty on equitable treatment as 
among taxpayers. Those who testified at the public hearings of 
the Commission were-with one or two exceptions-unanimous in 
condemnation of both the law and the practice. Among the strong­
est indictments were: 

Vincent J. Murphy, Mayo?' of the City of Newark: 2 The present administra­
tion of the assessment of intangibles by the various municipalities has resulted 
in a hopeless confusion. Opportunity for corruption is a stark re·ality. "Tax 
Lightning" is a recurrent blight. Unfair competition among municipalities 
is constantly going on, with brisk bidding by municipal officials for the "favor" 
of offering a nominal residence to corporate entities. 

New J (J1"sey Association of Real Estate Boards: 3 To attempt to assess in­
tangible property at full value and at local rates prevailing in New Jersey, is 
not only impractical, it is ridiculous; and New Jersey would long ago have 
joined the other forty-two States which have abandoned the practice, if the 
Legislatures over the years had met the whole tax problem existing in this 

1 See statement of Horace K. Corbin, Chairman, Personal Property Tax Committee, 
New Jersey State Chamber of Commerce, Public Hearings, pp. 10, 14. 

2 Public Hearings, p. 104. 
3 Ibid., p. 76. 
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TABLE VII 

NTANGIBI,E PERSONALTY ASSESSED 

(1939 and 1944) 

Net Intangible 1939 Intan­'r of Property gible Taxes
~ents Valuations Taxable Delinquent1944 1939 1944 12/31/43 

" .." 

" 
~. 
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" " 
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State more courageously and more intelligently, and also, I might add, if 
the business interests of the State had been more cooperative in helping them 
meet the problem. 

The State Bankers Association;! The intolerable conditions which exist in 
the State of New Jersey demand a revision of the present tax laws; in fact, 
they make it imperative. ACCORDINGLY, IT IS RECOMMENDED THAT THE PER­
SONAL PROPERTY TAX ON INTANGIBLES IN THE STATE OF NEW JERSEY BE 
REPEALED ENTIRELY AND WITH DUE DISPATCH. 

Leo Rosenblum, President, Hudson C01tnty BoaiTd of Taxation: 2 We all 
know now that the greater part of intangible property has escaped taxation 
entirely in New Jersey because of the excessive rate effective under the present 
statute-I mean the local property rate. Faced with the terrifying prospect 
of being taxed at full local rates, taxpayers go to extremes in their efforts to 
conceal intangibles from the reach of the assessors. That is an established 
fact, and I think it cannot be questioned in the face of the record. 

The New Jersey State Chamber of Commerce:3 The law has been enforced 
arbitrarily, discriminately, and capriciously in a few taxing districts, but in­
tangibles as such have not been assessed for taxation at all in the vast majority 
of the municipalities. 

The inequities in the enforcement of the intangible personal property tax 
law have worked to the economic disadvantage of the State. Many corpora­
tions have left New Jersey. Many other corporations have moved from one 
city to another within the State, in order to avoid imminent intangible taxa­
tion. Nearly 150 corporations have already migrated from Jersey City and 
Newark to Flemington, in Hunterdon County, and now rest uneasily in that 
tax haven. Xumerous other corporations have moved to other localities for 
the same reason. 

The taxation of intangibles at true value at general property rates is a 
demonstrated failure not only in New Jersey but elsewhere. It should be 
abandoned both in law and in fact. 

Association of Jlunicipa./ Assessors:4 It is the hope of the assessors of the 
State that the New Jersey State Commission on Taxation of Intangible Per­
sonal Property may be the means of creating legislation toward procuring the 
necessary data to assess intangible personalty on a fair and equitable approach 
to value. Since the growth of our State from small farming communities to 
suburban and urban cities and the transfer of wealth from farm husbandry 
to stocks and bonds and other intangible assets, a growing problem has been 
developed for the assessor. 

Taxation of intangibles creates an impasse, which the assessor has attempted 
to remove without satisfactory results because of the lethargy of the public, 
the Legislature and the assessors themselves. 

The Ch(~mbel' of Commerce of the City of Newark: 5 The greatest threat in 
New Jersey to maximum opportunity for employment is the danger of tax 

1 Public Hearings, p. 144.
 
2 Ibid., p. 24.
 
3 Ibid., p. 107.
 
4 Ibid., p. 164.
 
6 Ibid., p. 156.
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nity for employment is the danger of tax 

lightning. Newark has seen this ~anger .vivi~ly illustrated. When the tax 
lio-htning first struck here, many mdustnes sImply walked out. Some left 
the city, some left the State, some just moved ~heir p~in?ipal offices. When 
the tax lightning again threatened in Jersey CIty, a sImIlar result followed. 
News of New Jersey's tax lightning spread throughout the cOll,ntr): and Sll1ce 
then it has been difficult to get any industries to take a chance III New Jersey, 
and particularly in its two large cities. 

Frederick S. Kellogg, General Counsel, Manufacturers Associat'ion Of, N.ew 
Jersey:l Finally I say this-that something ought to be don,e about thIS .111­

tangible personal property tax. The present situation is prachcally ImpossIble 
and it is simply confiscation. 

Havin; so plainly established a need, both from its own studies 
and the testimony of competent witnesses, the Commission was 
faced with the far more difficult problem: What shall be clone 
about it? 

1 Public Hearings, p. 66. 

21
 

.....
' .. :.... ...::'" . 
.... ~...* ¢' :-"/ 
.: ~.: , 

- . : .:.....". _..-........~
 

20 



' ....~~ '-~.... - .:r~::-:,: :::_"~ _ ".:~:~~~-'-
_.. __.---~-' -- . "._-­

II	 PART II 

I Recent and Current Proposals to Improve the Taxation of Intangible 
Personal Property 

Although, as has been indicated, the taxation of intangible per­
sonalty has, from time to time, been before the State for the past 
fifty years, it has been almost constantly before the State since 
1939. 

Five major groups have each studied and reported on the ques­
tion: the Committee on Cost of Government of the State Chamber 
of Commerce (1938-1939); the State Tax Law Revision Commis­
sion (1939-1940); the Newark Chamber of Commerce (1939-1941); 
Governor Edison's Committee on the Taxation of Intangibles 
(1942) ; and the Princeton Surveys (various times). 

These studies have repeatedly developed the defects of the 
present law and procedure; namely: 

(1) Provisions for the assessment of intangibles by local 
assessors and taxation at local rates are both erratic and 
confiscatory. 

(2) The result has been "tax lightning"-the sudden 
application of long-neglected tax laws, applied by the asses­
sor at whatever rate the "traffic would bear"; 

(3) The "colonization" of statutory business offices in 
"favorable" tax jurisdictions. 

(4) Active competition among taxing districts for the 
domicile of intangible tax ratables; 

(5) The escape-through underassessment or no assess­
ment-of millions of intangible ratables from lawful taxa­
tion; and 

(6) The constant presence of a threat to legitimate busi­
ness; gross inequalities among taxpayers; and erratic lossesI 
and gains in ratables among certain municipalities. 

jl 
The studies of recent years have been directed toward specific 

proposals for modifying present statutory provisions for taxingII 
both tangible and intangible personal property. The Cost of Gov­
ernment Committee of the State Chamber of Commerce (1938­
1939) gave extensive consideration to two plans known as Plan A 
and Plan B. These plans followed the Ohio practice and proposed 

22 

the taxation of productive invi 
4 mills ad valorem; non-prOt 
valorem; credits at 3 mills; al 
B differed only in the distribu1 

The New Jersey Tax Law 
proposed the exemption of all : 
$10,000 and taxation of the ex 
personal property used in bus~ 
State Tax Commissioner at 2 
at local rates, and no other tan; 
on retail sales in lieu of any ta: 
merchants; a 0.1 per cent capit 
orO'anizations in lieu of a tax ( 
re~eipts tax of public utilities 

,	 cent; and the taxation of the 1 
panies at 5 per cent instead oj 

The Newark Chamber of ( 
securities excise tax" of 4 mil 
ductive investments held by i­
iness excise" of 4 mills on cr, 
Jersey; and added certain ty 
Jersey corporate stock and: 
rolls. 

The proposals of Governor 
mended the extension of the iI 
gibles held by New Jersey co 
continuing certain" in lieu" 1= 
by utilities, banks, insurance, 
property would be taxed at t 
assessed valuation, aft~r dedu 
creditors and taxable to them 

While these plans have vari 
on the whole, common elemen 

(1) A preference fo' 
sonalty and for taxatio 
mill rates; 

(2) A desire to reI 
from the local assessOI 
hands of a State agent 



ART II 

l;o Improve the Taxation of Intangible 
flal Property 

lted, the taxation of intangible per­
, been before the State for the past 
t constantly before the State since 

h studied and reported on the ques­
~ Government of the State Chamber 
State Tax Law Revision Commis­

Jhamber of Commerce (1939-1941) ;. 
e on the Taxation of Intangibles 
veys (various times). 
ldly developed the defects of the
 
lmely:
 

) assessment of intangibles by local
 
:it local rates are both erratic and
 

leen "tax lightning "-the sudden
 
eted tax laws, applied by the asses­
, 'traffic would bear"; .
 
l" of statutory business offices in
 
~tions.
 

n among taxing districts for the
 
x ratables;
 
19h underassessment or no assess­

angible ratables from lawful taxa­

cmce of a threat to legitimate busi­

mong taxpayers; and erratic losses
 
ong certain municipalities.
 

lave been directed toward specific 
It statutory provisions for taxing 
~'sonal property. The Cost of Gov­
de Chamber of Commerce (1938­
ion to two plans known as Plan A 
ed the Ohio practice and proposed 

the taxation of productive investments at 6 per cent on income or 
4 mills ad valorem; non-productive investments at 2 mills ad 
valorem; credits at 3 mills; and deposits at 2 mills. Plans A and 
B differed only in the distribution of the proceeds. r· 

The New Jersey Tax Law Revision Commission (1939-1940) 
proposed the exemption of all intangibles held by individuals up to 
$10,000 and taxation of the excess at 1 mill ad valorem; tangible 
personal property used in business (non-retail) to be taxed by the 
State Tax Commissioner at 2 per cent of its valuation instead of 
at local rates, and no other tangibles to be taxed; a tax of 3 per cent 
on retail sales in lieu of any tax on personal property held by retail 
merchants; a 0.1 per cent c!lpital and surplus tax on other business 
organizations in lieu of a tax on intangibles; a change in the gross 
receipts tax of public utilities from the average State rate to 5 per 
cent; and the taxation of the personal property of insurance com­
panies at 5 per cent instead of at the local rate. 

The Newark Chamber of Commerce (1939-1941) 'proposed "a 
securities excise tax" of 4 mills upon the capitalized value of pro­
ductive investments held by individuals or corporations; a "bus­
iness excise" of 4 mills on credits used in doing business in New 
Jersey; and added certain types of securities now exempt-New 
Jersey corporate stock and New Jersey mortgages-to the tax 
rolls. 

The proposals of Governor Edison's Committee (1942) recom­
mended the extension of the intangible law to practically all intan­
gibles held by New Jersey corporations or residents. Except for 
continuing certain" in lieu" provisions for taxing intangibles held 
by utilities, banks, insurance companies and others; all intangible 
property would be taxed at the rate of 3.5 mills on the dollar of 
assessed valuation, after deductions for debts owed to New Jersey 
creditors and taxable to them. 

·While these plans have varied greatly in detail, they have shown, 
on the whole, common elements: 

(1) A preference for the classification of intangible per­
sonalty and for taxation on ad valorem values at established 
mill rates; 

(2) A desire to remove the assessment of intangibles 
from the local assessor and to place such assessment in the 
hands of a State agency; 
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(3) A reluctance to disturb the present methods of taxing 
the personal property of banks, insurance companies and 
public utilities; 

(4) A desire to use the proceeds of the tax to reduce the 
general property tax; 

(5) A stern effort to avoid an "income tax" or even an 
income factor in a tax formula!; and, 

(6) A tendency to leave the taxation of tangible person­
alty as at present. 

None of these plans were successful in bringing about a single 
change in the tax laws of the State. Only one (the report of Gov­
ernor Edison's Committee) was introduced into the LegiSlature in 
bill form; and this bill received a $ummary and adverse committee 
report. It is not a propitious record upon which to present new 
recommendations, and the Commission has inquired into the fail­
ure of these previous efforts. The reasons for failure seem, in 
brief, to have been these conditions, or a combination of them: 

(1) There was lack of general agreement as to the pre­
cise recommendations to be made; 

(2) The proposals were too extreme both as to the extent 
of the tax base and as to the amount of money to be raised; 

(3) Estimates of yield and effect were too indefinite to 
permit confidence in either the revenue or incidence of the 
proposals. 

I'
 

There were doubtless other reasons-political and prudential ­

but such reasons accompany any effort in large-scale legislation,
 

I particularly proposals to raise or to spend public money. The
 
Commission is, however, convinced that any proposal to remedy
 
the intangible personal property tax situation in New Jersey is
 
doomed to failure u.nless : 

(1) The attempt represents a reasonable level of agree­
ment which will resolve the many varying viewpoints per­
taining to the problem; 

(2) A reasonable restraint is recognized that avoids the'I easy hazard of going too far too fast-especially in these 
unsteady times; and 

'"Proposals have been advanced for a tax on the capitalized earnings of securities,I but they have been reluctantly considered. 
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(3) A factual base, sufficient to permit a sound determina­
tion of rates; yields and effect, is available to the Legisla­
ture. 

* * 
Many methods for modifying the present personal property tax 

law haYe been proposed to the Commission. Although dissatisfac­
tion with the present methods is common to all of them, there are 
those who believe that the assessment of intangibles by the local 
assessor and taxation at local rates is in principle neither as 
unsound nor as unjust as it commonly believed, and that its real 
difficulty lies in its administration. The argument runs like this: 
If the present law were fully enforced, billions of dollars in rata­
bles-both tangible and intangible-would be added to the tax 
rolls of the State. Assuming that the cost of government remained 
substantially the same, this would result in a marked lowering of 
the tax rate for all taxpayers-indeed, the State as a whole would 
tend to benefit in much the same way as the taxpayers of Flem­
ington have benefited from corporate "colonization."l 

The Commission, for practical reasons, is unable to accept this 
proposal. While in theory such a result might ultimately be antici­
pated, the prospect of bringing such fluid and mobile property even 
near to complete assessment seems most unlikely even under vig­
orous enforcement procedures. Even if such a result were possible, 
it would doubtless take several years to accomplish, and in the 
meantime high rates (although progressively lower than at pres­
ent) would either destroy intangible values or drive such property 
from the State. Tax colonization within the State would not be 
retarded so long as the tax rate in each municipality could be 
forced downward by an artificial abundance of ratables. 

It seems clear, moreover, that no such results could be contem­
plated unless local assessment was abandoned and State-wide 
assessnlent instituted. While this might conceivably be practical 
for both tangible and intangible property, the experience of other 
States is not encouraging so far as obtaining complete coverage 
is concenied. Whenever property is of a character to be easily 
moved, hidden or reconverted, ad valorem taxation is difficult and 
at times impossible. The Commission, in addition, is unwilling to 
freeze another large property tax into the State tax structure of 
New Jersey. It is of the opinion that a beginning should be made 
toward the relief of property as such and that further ad valorem 
taxation should be avoided.' . 

1 Public Hearings, pp. 158-161. 
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The recommendation of the Commission on Taxation of 1891 is 
still significant: 1 

. "That in the opinion of the Commission it is either neces­
sary to abandon altogether the attempt to tax invisible per­
sonal property or to resort to some more competent measure 
to obtain a proper listing and valuation of it than' exists at 
present. " 

THE COMMISSION RECOMMENDS THAT THE PRESENT METHOD OF 

TAXING INTANGIBLE PERSONAL PROPERTY BE ABANDONED. 

• 

Having decided to recommend the abandonment of the present 
method of taxing intangibles, the next question that confronted the 
Commission was an alternative procedure for treating this type of 
property. The following proposals (all based upon the repeal of 
the present intangibles tax law) have been urged upon the Co·,n­
m1,sswn: 

(1) That a classified ad valorem tax at an established low 
mill rate be applied to intangible personalty; 

(2) That intangible personal property be exempted from 
taxation; . 

(3) That an increase in New Jersey's present capital 
stock tax be provided in lieu of a tax on intangibles. 

PROPOSAL 1 made to the Commission: That a classified ad 
valorem tax at an established low mill rate be applied to intan­
gible personal property. 

This proposal has received substantial support before the Com­
mission. It has been the basis for most of the previous studies and 
recommendations of recent years, and was the principal objective' 
of the new tax provision in the proposed Revised Constitution 
defeated at the polls last November. It was the basis for the 
studies made by the State Chamber of Commerce in 1938-1939, anci 
the Newark Chamber of Commerce in 1929-1941, and remained 
the basis for the proposals of Governor Edison's Committee on the 
Taxation of Intangibles in 1942. 

1 Preliminary Report (Trenton, 1891), op. cit., p. 17. 
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Typical of the support and the proposals for a classified prop­
erty tax on intangibles is the statement of Leo Rosenblum, Pres­
ident, Hudson County Board of Taxation at the public hearings of 
the Commission:1 

"As 1 said before, corporations haven't any objection to the in­
tangible tax, not from my observation; their only objection is to the 
excessive rate. If the rate is reasonable, they are perfectly willing to 
pay, but they are unwilling to pay at the local tax rate, which runs as 
high as $6.16 a hundred in Jersey City. 

"On this basis, an a,d valorem intangible tax is recommended as 
follows: All intangibles to be assessed at true value by the State Tax 
Commissioner, naturally taking the control of the assessment ma­
chinery away from the local assessor completely, placing it in the hands 
of a State officer, preferably the State Tax Commissioner, and 1 would 
suggest the following rates: 

Oash (including all bank deposits)-l mill.
 
Mortgages and securities-2 mills.
 
Accounts and notes receivable and other credits (no deduc­


tions for debt) -3 mills, which would be the ceiling. 

"1 placed accounts and notes receivable at a higher rate than mort­
gages and other securities. It is not exactly arbitrary. 1 feel the 
corporate taxpayers have become accustomed to, and accept the prin­
ciple of, paying intangible taxes on accounts receivable. They haven't 
become accustomed to paying it on all forms of security. 1 mean by 
that you must do awa,y with, eliminate, exemptions on New Jersey 
stocks, stocks of corporations wherein taxes have been paid in other 
States. It creates a hardship on assessing practice, it is unnecessary, 
it serves no purpose, and it certainly works no hardship upon the 
owner of aNew Jersey corporate share of stock as distinguished from 
the owner of a corporate share of stock in any other State. That is 
the schedule 1 suggest generally to cover all forms of intangibles under 
State law." 

The table on the following page (Table IX) prepared by the 
Governmental Research Institute of St. Louis, shows, briefly, the 
status of intangible personal property taxation in the United 
States. 2 It will be noted: 

That only six States maintain the present New Jersey 
practice-and of them, New Jersey is the only predom­
inately industrial State. 

IPublic Hearings, p. 26. 
2 The Taxation Of Intangibles in Missouri and Other States (St. Louis, June, 1944), 

Table 2, p. 8. 
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:~~~?-': ..:.. PRINCIPAL TYPES OF INTANGIBLES SUBJECT TO TAXATION BY STATES, CLASSIFIED ACCORDING TO THE DOMINANT METHOD OF TAXATION USED 

JANUARY 1, 1944­

(In body of table "X" signifies that intangibles are subject to an annual tax; "R" that they are subject to a non-recurring registration tax; 
and "0" that they are not taxed.) 

Intangibles o.wned by Resident Individuals 

State and 
-Corpora tiOD Corpora tiOD Municipal

S'tocks Bonds Bonds Mortgages Are Corpora· 
tions Taxed 

on Their Does 
<l>bD~ " Intangibles Personal~ mbD" <l> .." ""~" ... m i " in Same Income Tax 

~ ~ ~ Bank 13 ... S ... ~~E~ "'~ S Accounts Manner as Also Reacb
0 0 00 0 "'as~~ SStat. Money Deposits ~ ~ r=. ~.~~~  0'" ~  .Receivable Individuals? In tangible.?"' '" 

GENERAL PROPERTY TAX 
t>:) Ar~an.sas  ................ X X 0 X 0 X X X X X X No Yes 
00 Maine ......... , ......... X X 0 X X X 0 X 0 X X yes No 

Missouri ................. X X 0 0 X X X X X X X Yes Yes
 
New Jersey ... , .......... 0 0 0 0 0 X 0 X 0 X X Yes No
 
New Mexico ........... ,. X X 0 X X X 0 X X X X Yes Yes
 
Texas ................... X X 0 X X X X X X X X Yes No
 

FLAT·RATE ANNUAL TAX ON CAPITAL VALUE 

Connecticut ., .... " .. , .. , 0 0 0 0 X X 0 X 0 X X2 No No 
Florida X X X X X X 0 X R X X Yes No
 
Georgia ...... ,., .. , ..... , X X a. X X X 0 X X X X2 Yes Yes
 
Inrliana .................. 0 X 0 X X X 0 X X X 0 Yes Yes
 
Iowa .................... X X 0 X X X 0 X X X X Yes Yes
 
Kansas ... ................. X X 0 X X X 0 X R X X Yes Yes
 
Kentucky ............. ; .. X X 0 X X X 0 X X X X Yes Yes
 
Nebraska ................ X X 0 X 0 X 0 0 a X X Yes No
 
North Carolina ........... X X 0 X X X 0 X X X X Yes Yes
 
Oklahoma ................ X X 0 X X X 0 X R X X Yes Yes
 
Pennsylvania ............ 0 0 0 0 X X Xl X X X 0 No No
 
Rhode Island ............. X X 0 0 0 0 0 X X X X No No
 

••• e •••••••••••••• 

X Yes No
X 0 X

South Dakota ..... , ...... X X 0 X X 
0 X 

X
X

X
X X No Yes 

Virginia ... , ............. X X 0 0 X X 

VARIABLE-RATE ANNUAL TAX ON CAPITAL VALUE 
No NoX X X

X X X X X 
lIlinois .................. X X 0 0 Yes Yes
X 0 XX X 0
Louisiana ................ 0 0 0 0 X Yes Yes


X 0 X
Montana ...... , .......... X X 0 X 0 

X
0

X
X 

X Yes No 
West Virglllla ............ X X 0 0 X X 0 X 

FLAT-RATE NON-RECURRING TAX ON CAPITAL VALUE 
R 0 0 Yes Yes 

Alabama ............... · . 0 0 0 R 0 R 0 R 
Yes YesR R 0

R R R 0South Carolina ..... , ..... 0 0 R R 

FLAT-RATE ANNUAL TAX ON INCOME 
No YesX X X

Xt X X X X X X
Colorado , ...... , ......... 0 No No
X X 00 XXt X X X
M~rvlnnn  ............. . 0 X
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~  Ar~an.sas  ................ x x
 0 x 0 x x x x00 MaIne ................'... X X 0 X X 

x X No Yes
X 0 X 0 X XMissouri ................. X X 0 X Yes No
0 X X X X XNew Jersey .............. 0 0 X Yes Yes
0 0 0 X 0 X 0 XNew Mexico ............. X X X Yes No
0 X X X 0 X XTexas ............... . '... X X X X Yes Yes
0 X X X X X X X X Yes No 
FLAT-RATE ANNUAL TAX ON CAPITAL VALUE 

Connecticut ..............
 0 0 0 0 X X 0 X 0 X X2Florida .................. X X X X X X No No

0 X RGeorgia .................. X X X X Yes No
0 X X X 0 X X X X2Indiana .................. 0 Yes Yes
X 0 X X X 0 X X XIowa 0 Yes Yes••• •••••• 0 •••••••••• X X 0 X X X 0 X X X XKansas .....' ............. X X 0 Yes Yes
X X X 0 X RKentucky ................ X X Yes Yes
X X 0 X X X 0 X X XNebraska ................ X X X Yes Yes
0 X 0 X 0 0 0 X XNorth Carolina ........... X X Yes No
0 X X X 0 X XOklahoma ................ X X 0 X X X 0 

X X Yes Yes

X R XPennsylvania ............ 0 X Yes Yes
0 0 0 X X Xl X X X 0Rhode Island ............. X X No No
0 0 0 0 0 X X X X No No 

South Dakota ............ X X 0 X X X 0 X X X X Yes No
 
Virginia ................. X X 0 0 X X 0 X X X X No Yes
 

VARIABLE-RATE ANNUAL TAX ON CAPITAL VALUE
 
Illinois .................. X X 0 X X X X X X X X No No
 
Louisiana ................ 0 0 0 0 X X 0 X 0 X 0 Yes Yes
 
Montana ................. X X 0 X 0 X 0 X 0 X X Yes Yes
 
West Virgima ............ X X 0 0 X X 0 X X X X Yes No
 

FLAT-RATE NON-RECURRING TAX ON CAPITAL VALUE
 
Alabama ................. 0 0 0 R 0 R 0 R R 0 0 Yes Yes
 
South Carolina ........... 0 0 R R R R 0 R R R 0 Yes Yes
 

FLAT-RATE ANNUAL TAX ON INCOME
 
Colorado ................. 0 X' X X X X X X X X X No Yes
 
Maryland ................ 0 X' X X X X 0 X X X 0 No No
 
Massachusetts ........... 0 0 X X X X 0 X () X 0 No No
 
Michigan3 . _ ........••••.• X X X X X X 0 X X X X Yes No
 

~  New Hampshire .......... 0 0 X X X X X X X X X No No
 
Ohi03 ..•...••••..•••.•••• X X X X X X X X X X X Yes No
 
Oregon .................. 0 X' X X X X X X X X X Yes No
 
Tennessee ............... X2 X2 X X X X 0 X R 0 X Yes No
 
Vermont ................. 0 0 X X X X 0 X X X X No No
 

TOTAL OR SUBSTANTIAL EXEMPTION
 
Arizona, California, Delaware, Idaho; Minnesota,S Mississippi, Nevada, New York,North Dakota, Utah, Washington, Wisconsin, Wyoming.
 

1 State bonds are exempt, but local government bonds are taxable.
 
2Taxed on an ad valorem basis at the same rate as real estate.
 
S Non-Income-producing intangibles are subject to a low-rate ad valorem tax.
 
4. It should be noted that the tax applies only to interest-bearing deposits.
 
SThe low-rate annual tax on the fair cash value of most intangibles has been suspended for the years 1943 and 1944.
 

• Sources of data: Tax Systems, The Research Foundation, Commerce Clearing House, Chicago, 9th edition, 1942; Taxation of Intangibles,
 
Business Study No. 97, Bureau of Business and Social Research and School of Commerce, Accounts, and Finance, University of Denver, September,
 
1940; and first-hand information obtained through visits to the States of Connecticut, Illinois, Indiana, Iowa, Kansas, Maryland, Massachusetts,
 
Michigan, Nebraska, Ohio, Oklahoma, Pennsylvania, Rhode Island, Virginia, and West Virginia.
 

:".::I!(I 



That 22 States have either a flat annual tax on the income 
of intangibles or exempt them entirely as a tax base to reach 
them in other ways-this group includes States of leading 
industrial significance, such as Massachusetts, Maryland, 
Michigan, Ohio, California, Delaware, Minnesota, New York 
and ·Wisconsin. 

That 20 States continue to tax intangibles at either flat 
or variable rates on their capital value-this is on the prin­
ciple of the classified property tax under consideration as 
Proposal 1 made to the Commission. 

The Commission has given careful consideration to this proposal. 
It is supported in one form or another by the Association of Mu­
nicipal Assessors, the New Jersey Association of Real Estate 
Boards, and the New Jersey League of Municipalities. It is op­
posed by the State Chamber of Commerce, the New Jersey Bank­
ers Association, and by the New Jersey Manufacturers Association. 

The State Chamber of Commerce presents its case against a 
classified ad valorem tax on intangibles as follows: 1 

The methods adopted by the various States for the taxation of in­
tangibles create a competitive situation. New Jersey is an important 
section of an area which is highly developed industrially and economi­
cally. Therefore, its tax system is in competition with those of other 
States which exempt intangibles entirely or levy low assessments or 
fix low rates,often with lax administration of the law. 

Low assessments or low fixed rates are not stable. Laws providing 
for assessment at some proportion of value or prescribing low millage 
rates are always subject to amendment under political pressures. This 
leads to unstable rates and to apprehension on the part of taxpayers. 

The elements of a successful system: 

I' 
I Only a few States have been successful in administering a tax on 

intangibles. To be successful, the law must have sharp teeth and it 
must be capably administered and strictly enforced. 

The tax must be state assessed and state collected. Annual returns 
I are necessary. Intensive audit is essential. This involves the creation 
I of a large new bureaucracy. 

The assessment must be at some proportion of actual value or the 
rate must be low and fixed or both of these features must be utilized. 

Some or all of the following administrative and enforcement aids 
must be available: 

Access to Federal income tax returns; collection at the source; filing 
annually by each corporation doing business in the State of a list of 
stockholders residing in the State; prevention of temporary shifts from 

1 Public Hearings, pp. 109-110. 

30 

a taxable class to a tax-exemp 
a requirement that taxes Upl 
action can be taken by credit 
courts supply taxing autho 
tangibles held by estates. 

The experience of other St 
tax so designed and admin. 
stringency can be successful. 
States which are economical 
successfully apply such a ta 
business development. Ohi 
-tangibles tax law, has a Fed 
the financial, trading, trans 
geographical area comprisinl 
tiguous States. Cleveland i 
Federal Reserve city outside' 

Missouri, which is conside 
taxing intangibles, is also a­
Federal Reserve banks at St 
cities are the financial, tradin 
an area comprising not only 
section of the Mississippi ane 

Ohio and Missouri have nc 
New Jersey is neither econ 

Northern New Jersey is pa 
Thousands of its people ea 
financial institutions are me 
Bank; the headquarters of ] 
City. Southern New Jersey: 
delphia metropolitan area. j 

between Philadelphia and NE 

port, and shipping. Its clos. 
upon Philadelphia and New 
if not impossible to impose l 

with any assurance that the 
remain permanently within t! 

The adoption of such a 1: 
unfavorable competitive pos 
tangible property which COl 

Therefore, it is the part of 
taxation of intangibles. 

It is customary in New J en 
eonsidering problems of inter-t 
an ad valorem tax upon perso 



ve either a fiat annual tax on the income 
mpt them entirely as a tax base to reach 
-this group includes States of leadiuO' 

b 

ce, ~uch as Massachusetts, Maryland, 
forma, Delaware, Minnesota, New York 

ntinue to tax intangibles at either flat 
their capital value-this is on the prin­
d property tax under consideration as 
the Commission. 

n careful consideration to this proposal. 
1 or another by the Association of Mu­
N Jersey Association of Real Estate 
~y League of Municipalities. It is op­
l' of Commerce, the New Jersey Bank­
~ew Jersey Manufacturers Association. 
jommerce presents its case aO'ainst a 
1 intangibles as follows: 1 b 

)y the various States for the taxation of in­
iti\': situation. New Jersey is an important 
tS hIghly developed industrially and economi­
system is in competition with those of other 
mgibles entirely or levy low assessments or 
ax administration of the law. 
, fjxe~ rates are not stable. Laws providing 
'oportlOn of value or prescribing low millage 
) amendment under political pressures. l'h1s 
to apprehension on the part of taxpayers. 

'ssful system: 
1 been successful in administering a tax on 
;sful, the law must have sharp teeth and it 
red and strictly enforced. 
.ssessed and state collected. Annual returns 
mdit is essential. This involves the creation 
y.
 
J at some proportion of actual value or the
 
or both of these features must be utilized.
 
owing administrative and enforcement aids
 

J tax r~turns; .collection at the source; filing 
lon domg busmess in the State of a list of 
) State; prevention of temporary shifts from 

30 

a taxable class to a tax-exempt class; a clear definition of business situs; 
a requirement that taxes upon evidences of debt be paid before leo-al 
action can be taken by creditors to collect; a requirement that prob~te 
courts supply taxing authorities with information concerning in­
tangibles held by estates. 

'1'he experience of other States shows clearly that only an intangible 
tax so designed and administered and enforced with such ruthless 
stringency can be successful. Even then, it appears that only those 
States which are economically and geographically self-sufficient can 
snccessfully apply such a tax without impairing their industrial or 
business development. Ohio, which has a State-administered in­
tangibles tax law, has a Federal Reserve bank at Cleveland, which is 
the financial, trading, transportation and industrial hub of a large 
geographical area comprising all of Ohio and parts of several con­
tiguous States. Cleveland is 320 miles from Chicago, the nearest 
Federal Reserve city outside Ohio. 

Missouri, which is considering thlO adoption of the Ohio system of 
taxing intangibles, is also an economically self-sufficient State, with 
Federal Reserve banks at St. Louis and at Kansas City. These two 
cities are the financial, trading, transportation and industrial centers of 
an area comprising not only the whole of Missouri, but also a large 
section of the Mississippi and Missouri Rivel' Valleys. 

Ohio and Missouri have no commuter populations. 
New Jersey is neither economically nor geographically self-sufficient. 

Northern New Jersey is part of the New York metropolitan area. 
Thousands of its people earn their livelihoods in New York; its 
financial institutions are members of the New York Federal Reserve 
Bank; the headquarters of many of its industries are in New York 
City. Southern New Jersey is, in the same respects, part of the Phila­
delphia metropolitan area. New Jersey is the transportation corridor 
between Philadelphia and New York, both as to rail and motor trans­
port, and shipping. Its close proximity to, and economic dependency 
upon Philadelphia and New York would make it extremely difficult 
if not impossible to impose and collect an intangibles tax like Ohio's 
with any assurance that the most of the property thus taxed would 
remain permanently within this State. 

The adoption of such a law by New Jersey would place it in an 
unfavorable competiti\'e position with neighboring States. All in­
tangible property which could do so would find refuge elsewhere. 
Therefore, it is the part of wisdom for New Jersey to abandon the 
taxation of intangibles. 

* 

It is customary in New Jersey to look first to New York when 
considering problems of inter-State taxes. New York does not levy 
an ad valorem tax upon personal property of any kind-tangible 
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or intangible. It does, however, levy a franchise tax (with appro­
priate inter-State allocations) upon foreign and domestic business 
corporations, as follows: 

(A) The greater of four alternatives: 

(1) Six per cent of entire net income excluding all income 
and gains from subsidiary capital (as defined in (B) below) 
and one-half of all dividends from other corporate stock 
(allocated to New York); or 

(2) 1.8 per cent of an amount equal to the entire net 
income (or loss) plus compensation paid to officers and cer­
tain stockholders less $5,000 (allocated to New York); or 

(3) 1 mill per dollar on the fair market value of all assets 
(allocated to New York) other than "subsidiary capital" 
which is defined in (B), less certain current liabilities; or 

(4) $25-minimum tax; 

(B) Plus mill rates on the average fair market value of cor­
porate stock and obligations of subsidiaries upon which no interest 
deduction has been claimed for the purpose of any New York tax 
(called subsidiary capital) as follows: 

On amounts up to $50 million-% mill;
 
$50 million to $100 million-14 mill;
 
Over $100 million-lJ8 mill.
 

So far as these provisions relate to intangible personal prop­
erty, the New York tax on corporations, in general terms, is essen­
tially a fractional millage rate property tax on the value of invest­
ments in subsidiaries, and either a 3 per cent income tax or a 1 mill 
property tax upon holdings of non-subsidiary corporate stock. 
Interest, net gains and all other earnings, except dividends, from 
non-subsidiary investments is taxable at the full rate of 6 per cent, 
or, under the alternative minimum at one mill upon the fair market 
value of the· assets. Real estate companies are specially taxed at 
lower rates. All other business corporations are all taxed under 
the single uniform plan, with distinctions by type of asset, a 
simple and practical way of giving all corporations the advantages 
formerly accorded only to holding companies. 

Effective in 1946, the New York income tax rate on corporations 
will become 4% per cent instead of 6 per cent as at present. This 
means that New Jersey's tax position as compared to New York 
will be favorable so iong as its tax measured by personal property 
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er, levy a franchise tax (with appro­ is generally equivalent to ~ tax at 41;2 per cent ?r less upon the) upon foreign and domestic business net income yield or at 1 mIll or l.ess upo~ the faIT market val?e. 
Any direct comparison would be ImpractIcal except .for a specific 
company in a given tax year, because of the alternatIve bases andlternatives: 
exceptions in the New York law. 

ntire net income excluding all income Pennsylvania taxes upon business vary greatly as between cor­
ary capital (as defined in (B) below) porate and unincorporated b~siness units. A county. personal
vidends from other corporate stock property tax is pa~able by ~es'tden.ts, at the rate o~ 4 mI~ls on the k); or 

true value of practIcally all mtangIble personalty, mcludmg mort­
an amount equal to the entire net gages. During the period 1937 to 1943 a State levy of four mills
ompensation paid to officers and cer­ on the same base was added, but was not renewed for 1944. A
:5,000 (allocated to New York) ; or State "corporate loans tax" of 4 mills, upon the fac~ value ~f ~ll
on the fair market value of all assets evidences of corporate indebtedness owned by resIdents, IS m
k) other than "subsidiary capital" effect part of the county personal property tax, but it is collected 
), less certain current liabilities; or at the source (to the extent that interest is paid) by all licensedax; 

corporations, which act as agents of the State in applying with­
holding requirements. Intangibles upon which the corporate loansaverage fair market value of cor­
tax is withheld· or paid are not subject to the general countyE subsidiaries upon which no interest 
personal property tax.

'1' the purpose of any New York tax 
For the purposes of these personal property taxes, "residents"follows: 

I include corporations, but "corporations liable to tax on their 
) million-Y2 mill; shares or the capital stock or franchise tax for State purposes" 
lillibn-~ mill; or which are" relieved from the payment" of these taxes (namely,
8 mill. manufacturing corporations) are exempt from any further tax on 

intangibles owned by them in their own right (not in fiduciary 
relate to intangible personal prop­ capacity) and their obligations are in turn exempt in the hands 
)orations, in general terms, is essen­ of the holders. 
property tax on the value of invest- Pennsylvania also levies a '~capital stock tax" on domestic 

er a 3 per cent income tax or a 1 mill corporations and a franchise tax on f?reign corporations. Bo~h 
of non-subsidiary corporate stock. are measured by the going value of capItal stock, but the domestIc 
er earnings, except dividends, from corporation tax has been construed to be a property tax, whereas 
taxable at the full rate of 6 per cent, the foreign corporation levy is a franchise tax.! Because of the 
mm at one mill upon the fair market fundamental legal distinctions between these two types of taxes,
te companies are specially taxed at two different allocation formulas are required. Both taxes are 
;s corporations are all taxed under assessed at 5 mills upon the allocated value of the capital stock 
1 distinctions by type of asset, a determined through the use of book value, earnings value and 
·ing all corporations the advantages market values. In practice book value is usually accepted.
ling companies. In. addition,Pennsylvania i:mposes a corporate net income tax 
::>rk income tax rate on corporations upon domestic and foreign corporations. Until 1943, the base of 
cd of 6 per cent as at present. This the tax was "Adjusted.Net. Income" as shown in I tern 37 of the 
position as compared. to New York Federal Form 1120, less all dividends received and included in 
tax measured by personal property 

1 Commonwealth v. Sunbury Converting Works, 286 Pa. 545, 134 Atl. 438 (1926). 
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measured by gross receipts (i mill on business volume of retailers taxes-it has the highe 
one-half mill on business volume of wholesalers), This tax ha industrial State, and the 
been repealed, effective January 1,1944'The administrative ( 

Examination of these tax requirements in Pennsylvania indicate make its successful ad 
New Jersey's tax position as compared withPennsylvania will b ' cially in a heavily indu 
favorable so long as its tax upon intangible personal property doe' Jersey, 
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Corporations and individuals can rarely subject their intangibles 
to taxation in a State without also becoming subject to other taxing 
provisions iIi that State. For this reason, comparisons based only 
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New Jersey already relies too heavily upon property 
taxes-it has the highest per capita property tax of any 
industrial State, and the second highest among all the States. 

The administrative difficulties are so formidable as to 
make its successful administration highly doubtful, espe­
cially in a heavily industrialized "bridge" State like New 
Jersey. 

A property tax cannot, because of constitutional obstacles, 
be made to reach the going value of intangibles of foreign 
corporations, with an effect equal to that up~n domestic 
corporations, and as such bears much more heaVIly upon the 
latter. 

As a great industrial State having no general activitJ:' ~ax 
payable by business, New Jersey should look to actIVIty 
rather than property to supply the measure of replacement 
of the present intangible property base, 

Any plan for a classified low-mill rate must presuppose 
its application to intangibles generally, including those now 
taxable but not taxed as well as those not now taxable but 
not constitutionally beyond the State's power of taxation; 
but the present intangible personalty tax base is so inex­
tricably related to existing deductions, exceptions and ex­
emptions, that it would be extremely difficult, if not impos­
sible, to reach a practical level of agreement upon any such 
proposal. 
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Tpe uniformity requirem~nts of the State Constitution- PROPOSAL 2 made to the 
which apply only to property taxes-would not permit any "anal property· be exempted j 
difference of treatment as between large and small holders 

The complete exemption ofof intangible personalty nor as between corporate and unin­
posed by many interested groucorporated business, although such distinctions may be 
John F. O'Brien, whopresenuseful and desirable. 

There is at least considerable doubt as to whether a I listened very attentivel 
property tax on intangibles could make a fully effective ers Association and the St 
distinction as between business and residence in New Jersey, here an editorial from last 
.particularly as to members of a partnership. But such a ing this proposal for outri; 
distinction may be useful and necessary if the State is not pressure is to be made tc 
to undertake to revamp its entire tax structure at a single exemption. That being so, 

personal property, includi] stroke. 
mission make a thorough E

From the viewpoint of comparative tax burdens, the pre­ such exemption before an} 
dominant trend of the States throughout the United States well be that with such in 
has been to abandon entirely the taxation of intangible convinced that such exem 
personalty as	 property. The two main reasons adv 

(1) Seventy-fiveA classified ad valorem tax based upon the principles are now exempt ane
advocated received summary and adverse ~onsideration also be exempt.
from the 1942 Legi.slature. l 

(2) The taxatioJ 

FOR THESE REASONS, THE COMMISSION RECOMMENDS THAT No	 would drive indust 
from coming in. ')CLASSIFIED AD VALOREM PROPERTY TAX ON INTANGIBLE PERSONAL 
York and PennsylvPROPERTY BE	 ADOPTED. 2 

to industry and bu 
'*' As to the first, before d 

1 The Joint Legislative Committee reported adversely on the grounds that the pro­ the public is entitled to ] 
posed bill would impose "new and additional taxes" and that the "objections" could justified. One of the m;
not be overcome by amendments. Report (typed, January 12, 1943). The public hear­

ings held by the Committee, Dece!llber 13, 1942 (108 pages,. typed), developed extensive tax rates in this State, t
 
controversy over exemptions and exclusions.
 

i	 amount of personal prop' 
2 A proposal was placed before the Commission by Charles A. Rooney, CorporationI Counsel of Jersey City, that was similar to the above plan, but differed in this respect to increase the total sho

I I 
-possibly a 3 mill tax on intangible personalty with an exemption of $50,000, the existing exemptions. I	 property to be assessed by the local assessor and the tax collected "in the same manner 
as the other taxes [prop'erty] are collected" (Public Hearings, pp. 57-59). Whlle some As to the second, the p 
of the reasons, for the rejection of the State-assessed, State-collected plan apply to a ' 
locally-assessed, locally-collected plan, there is this additional difficulty: In the opinio ~ "'. of business and industry 
Of the Commission, the local assessment of intangible personalty would offer the samI	 New York and Pennsylv:
opportunities for "colonization" that marks the present system. An established "ceiT 

j Ing" rate would reduce the likelihood of excessive levies, but so long as local asses'n to know just how much J 
ment was permitted, "bargaining" among municipalities would remain profitabl, in New Jersey. It muI The Commission wishes to remove, entirely, the opportunity for unequal treatmeli; ­

among the holders of intangibles. This cannot be done unless a State system.) geographical standpoint,
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irements of the State Constitution­ PROPOSAL 2 made to the Commission: That intangible per­
'operty taxes-would not permit any "onal property' be exempted from' taxation, 
~ as between large and small holders 
y nor as between corporate and unin­ The complete exemption of intangibles from taxation was op­
although such distinctions may be posed by many interested groups and individuals, among whom was 

John F, O'Brien, who presented the case as follows;1 

onsiderable doubt as to whether a 
I listened very attentively yesterday to the statements of the Bank­19ibles could make a fully effective ers Associa.tion and the State Chamber of Commerce. .. . I have

msiness and residence in New Jersey, here an editorial from last night's issue of the TrentOrlr Times endors­
nbers of a partnership. But such a ing this proposal for outright exemption. It is apparent that strong
ful and necessary if the State is not pressure is to be made to have your Commiss-ion recommend such 
p its entire tax structure at a singl~ exemption. That being so, in justice to the owners of real and tangible 

personal property, including home owners, we ask that your Com­
mission make a thorough study of the two main reasons advanced for of comparative tax burdens, the pre­
such exemption before any such legislation is decided upon. It mayStates throughout the United States 
well be that with such information, the real estate interests may be

entirely the taxation of intangible convinced that s.uch exemption is to the best interests of the State. ,"7. 
The two main reasons advanced seem to be these: 

(1) Seventy-five per cent of all intangibles in New JerseyIrem tax based upon the principles' 
are now exempt and therefore the remaining 25 per cent should Immary and adverse consideration 
also be exempt. .ture.1 

(2) The taxation of intangibles, even at a low millage rate, 
COMMISSION RECOMMEXDS THAT No would drive industry from the State and prevent new industry 

'ERTY	 TAX ON INTANGIBLE PERSONAL from coming in. That New Jersey is in competi tion with New 
York and Pennsylvania, and New Jersey must be made inviting 
to industry and business.. . . 

As to the first, before deciding to exempt the remaIning 25 per cent, 
reported adversely on the grounds that ,the pro­ the public is entitled to know if the exemption of the 75 per cent is 
'ditional taxes" and that the "Objections" could 
port (typed, January 12, 1943). The pUblic hear­ justified. One of the main reasons for tl:te extremely high property 
r ~3, 1942 (108 pages, typed), developed extensive tax rates in this State, the bulk of which falls on real estate, is the 
.ASIOnS, 

amount of personal property exempted from taxation. This proposal Commission by Charles A. Rooney, Corporation 
ar to the above plan, but differed in this respect to increase the total should rest on a better basis than the face of 
, personalty with an exemption of $50,000, the 
sessor and the tax collected "in the same manner existing exemptions. 
3cted" (Public Hearings, pp_ 57-59). While some As to the second, the public is entitled to know just how the taxation e State-assessed, State-collected plan apply to a 
there is this additional difficulty: In the opinio L of business and industry in New Jersey compares with that existing in 

'nt of intangible personalty would offer the sam \ 
narks the present system_ An established "eel New York and Pennsylvania and other States. 'They are also- entitled 
of excessive levies, but so long as local asses'3 ' to know just how much revenue is derived from business and industry

among municipalities would remain profitabl 
mtlrely, the opportunity for unequal treatme.; ­ in New Jersey. It must be remembered that New Jersey, from a 
fhlS cannot be done unless a State system :) geographical standpoint, offers many advantages to industry and busi­

ness without making tax exemption or undue tax favoritism the induce­'e 
ment to locate here. 

as 
19 1 Public Hearings, pp. 78'-79. 
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"Double taxation" is a major consideration with those who 
argue for the complete exemption of corporate intangibles. This 
problem is a very old one and takes numerous forms. It arises 
as between the Federal Government and the State when both 
jurisdictions tax the same base-as in income, gasoline,. inheri t ­
ance and estate taxes. It is seen again as between the State 
and its local subdivisions when a State and a city within its 
borders both levy sales, gross receipts or franchise taxes. It is, 
perhaps most oppressive when State, county, municipality, school 
district and special district each levy against the same piece of 
real property with little or no co-ordination among them. And it 
is felt among different taxpayers when a tax is levied on corporate 
income; and when the same income is distributed as dividends, is 
then taxed again in the hands of the stockholders. 

It is plain, however, that taxes can be collected, ultimately, from 
only two sources-capital or income. The only way to completely 
avoid multiple taxation is to tax only a single base through a single 
jurisdiction. Double taxation is inherent in any governmental 
structure that accepts the principle of multiple jurisdictions, and 
is equally inherent in a tax policy that accepts different types of 
levies for different public purposes. An income tax may be levied' 
on corporate income for revenue purposes; a franchise tax may 
be required for the privilege of doing business within the State; 
an excess-profits tax may be imposed to reduce artificial profit 
advantages arising from a national emergency; and a capital-gains 
tax may be used to reduce gains arising from circumstances outside 
the operations of the company. But all of these are paid from 
either capital or income, and as such they represent double or 
multiple taxation. 

The fault, nevertheless, lies not in double taxation, but in the 
excessive burden which do~tble, or even m~tltiple taxation imposes 
on a given tax base. So far as the Commission is able to determine, 
few industrial States require so little taxes from business for State 
purposes, as New Jersey. The accompanying table (Table X) 
indicates what would happen to six large New Jersey corporations 
if these corporations were to move to New York, or Massachusetts. 
Their tax (exclusive of property taxes) would be increased any­
where from 26 per cent to 93 per cent. In New Jersey, State taxes 
on business activity are either specialized (as in the case of in­
surance companies, public utilities, railroads and banks) or almost 
non-existant under the capital stock tax. It can safely be said that, 
so far as the taxation of intangibles is concerned, double taxation 
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AND EXCISE TAXES WHICH TH 

NEW YORK OR MAs 

(Property taxes in New York 

A 
state and Tax Corp. 

A. Tax Payable in 

1.	 New Jersey: 
Real Property ........ $8 
Personal Property ..... 19 
Corporation Franchise .. 0 

Total ............. $27
 

2.	 New York: 
Income (Franchise) .... $93 

3.	 Massachusetts:
 
Income and Excise ..... $52
 

B. Ratio of N.ew Jersey to , 

All New Jersey Taxes as 
Per Cent of New York 
Income tax 29 

All New Jersey Taxes as 
Per Cent of Massachu­
setts Income and Excise 
Tax.................. 52 

New Jersey Personal Prop­
erty and Franchise Tax 
as Per Cent of New York 
Income Tax 20 

New Jersey Personal Prop­
erty and Franchise Tax 
as Per Cent of Massachu­
setts Income and Excise 
Tax.................. 37· 

1 Information not available. 
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m again as between the State
 

ABC D E F
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ceipts or franchise taxes. It is 
A. Tax Payable in Thousands of Dollarsate, county, municipality, school 

1. New Jersey:levy against the same piece of Real Property ........ $8 $21 $25 $3 $47 $0
 
ordination among them. And it Personal Property ..... 19 27 13 7 27 2
 
vhen a tax is levied on corporate Corporation Franchise .. 0 0 4 0 0 5
 

le is distributed as dividends, is
 
Total ........... " $27 $48 $42 $10 $74 $7
the stockholders. 

2. New York:an be collected, ultimately, from Income (Franchise) .... $93 $187 $24 $175 $40 
ne. The only way to completely 

I Massachusetts:lly a single base through a single 3. 
Income and Excise ..... $52 $103 $58 $102 $32 $12 

inherent in any governmental 
1e of multiple jurisdictions, and B. Ratio of ~ew Jersey to Selected States (in Per Cent)
 
. that accepts different types of
 All New Jersey Taxes as os. An income tax may be levied Per Cent of New York 
purposes; a franchise tax may Income tax 29 26 175 6 185 

loing business within the State; All New Jersey Taxes as 
Per Cent of Massachu­)osed to reduce artificial profit 
setts Income and Excise 

1emergency; and a capital-gains Tax 52 47 72 10 231 58 
ising from circumstances outside New Jersey Personal Prop­
But all of these are paid from erty and Franchise Tax 

such they represent double or as Per Cent of New York 
IIncome Tax 20 14 71 4 68 

./New Jersey Personal Prop­

t in double taxation, but in the erty and Franchise Tax
 
. even multiple taxation imposes as Per Cent of Massachu­


setts Income and Excise
 Commission is able to determine, 
Tax .. , 37 26 29 7 84 58tle taxes from business for State 

I Information not available.
accompanying table (Table X) 
x: large New Jersey corporations has not become excessive. In fact, New Jersey has gone so far in 
. to New York, or Massachusetts. the opposite direction as to exempt shares of stock of nationally
taxes) would be increased any­ famous corporations, with property located in every State, merely
:ent. In New Jersey, State taxes Upon a showing that the corporation pays a tax on its property in 
lecialized .(as in the case of in­ its own State (R. S. 54 :4-3.2). 
, railroads and banks) or almost Unless intano'ibles are to be tax exempt on other grounds, the 
:k tax. It can safely be said that, Commission se~s no reason why the present exemptions of three­
.es is concerned, double taxation fourths the base should determine the exemption of the remain­
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ing one-fourth; unless, as Mr. Russell Watson (speaking for the 
State Chamber of Commerce) pointed out: "There were good 
reasons for the exemption of the $6 or $7 billion and the same 
reasons applied to the remaining $3 billion." To determine the 
"reasons" would be a very large undertaking. Mr. 'Watson him­
self emphasized some of the difficulties: 1 

"Less than one-fourth of all intangibles are taxable. 
"The distinction between taxable and exempt intangibles is arbitrary, 

capricious and unjust. 
"Why should a $500 investment in General Motors stock be subject 

to an ad valO1'em tax and an equal investment in Standard Oil Com­
pany stock be exempt? 

"Why should a bond secured by a mortgage on real or personal 
property be exempt and a general debenture unsecured bond be taxable? 

"Why should an account receivable or a promissory note be taxable, 
but exempt if it be secured by a chattel mortgage? 

"These questions admit of no logical answers. They demonstrate 
the inequities, unsoundness and unjustness of the present law. They 
bring into clear relief the futility of any attempt to administer or 
enforce it. 

"It is impossible to ,build a sound structure for the taxation of in­
tangibles upon any such false and insecure foundation. 

"If the question be asked, 'Why should not the three billions more 
or less of taxable intangibles now outstanding be taxed as other kinds 
of property are taxed?' the answer is, 'For the same reason that the 
other six or seven billions of exempt intangibles are not taxed.' 

"All of which leads irresistibly to the conclusion that the taxation 
of intangibles is so confused, illogical, inequitable and unsound that, 
in effect, three-fourths of it have already been abolished and, for the 
same reasons, the remaining fourth should likewise be abolished." 

Whether or not the present law has caused a substantial number 
of industries to leave the State is difficult to determine. The 
Commission has had many statements and reports to this effect, 
and even lists of corporations purporting to have moved from New 
Jersey because of tax hazards. The real motives that impel a 
corporation to move are hard to discover, and probably many fac­
tors other than taxation enter into the decision. It is not as easy 
for corporations-even those with statutory offices only-to move, 
as is sometimes implied. The fact, however, that about 170 of the 
State's largest corporations (including many holding companies) 
sought tax situs in Flemington at what is at present a 4.3 mill rate 
on their intangibles, and did not leave the State, would seem to 
throw some 'doubt on the large out-of-State exodus 'that is fre­
quently recited. 

1 Pub,lic Hearings, p. 91. 
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In many States in which taxes on business are far greater than 
in New Jersey, extensive studies have shown that business rarely 
leaves or refrains from entering those States, for reasons which 
are solely attributable to State and local taxation. 1 The problem 
in New Jersey is not a problem of excesslvebusiness taxes. It is a 
problem of grossly unequal and uncertain taxes. The inequity and 
uncertainty exists with respect to personal property-both tangible 
and intangible-and there has been considerable confusion as to 
the incidence and relative importance of these unsound tax policies. 

Foreign corporations-those corporations operating under char­
ters granted by other States-have nothing to fear from "tax light­
ning" in the assessment of their intangible personal property, even 
where their corporate business is actually controlled and man­
aged from a principal office located in New Jersey. While the Stat~ 

of New Jersey and its local political subdivisions (under the law 
as established by the United States Supreme Court), might consti­
tutionally tax all intangibl~s of a foreign corporation which are 
actually managed and controlled in New JerseY,2 the existing 
statutes of this State make no attempt or pretense at the exercise 
of any such broad taxing power. Under present statutes, only such 
intangibles of a foreign corporation as are "usually employed" in 
doing business in New Jersey may be locally assessed for taxa tion.3 

Few if any of the local assessors appreciate the scope and meaning 

1 Commission on Interstate Co-Operation Concerning the Migration of Industrial 
Establishments from Massachusetts Preliminary Report to the General Court (House 
No, 2045, January, 1939), page 21: "We have 'been somewhat surprised to be informed 
that taxation is rarely the most potent reason for industrial migration ;in fact, that it 
rarely appears to be an important consideration," This view is reaffirmed in the same 
Commission's Final Report '(House No. 2495, June, 1939), pp. 30-33. 

Metropolitan Life Insurance Company, Policyholders Service Bureau, Industrial De­
velopment in the United States and Canada, 1926 and 1927 (New York: 1928), p. 5: 
"It is significant that bonuses, free taxes, ,free. land or free factory buildings-which 
inducements at one time were frequently offered, and still are from time to time­
did not appear among the three reasons most frequently advanced for the selection of 
the location of a plant." In this study, "taxes" actually ranked twelfth among sixteen 
reasons for industrial locations for the United States as a whole. "Markets" are 
advanced most frequently as the reason for location of plants. 

G. A. Steiner, The Tax System and Industrial Development (Univ. of Illinois, 1938), 
finds "taxes" as an important "location determinant" in only two of 30 major indus­
tries (women's clothing and cotton goods) and even in those industries only 13 out 
of 56 companies gave taxes such consideration. 

Claude W. Stimson, '''The Stimulation of Industry Through Tax Exemption," Tax 
Magazine, May, 1933, pp. 169 et seq. and June, 1933, pp. 221 et seq., concludes that there 
is little if any evidence that subsidies through tax exemption had a material influence 
on industrial growth. 

2 Wheeling Steel Corp. v. Fox, 298 U. S. 193, 56 Sup. Ct. 773 (1936); Curry v. Mc­
Canless, 307 U. S. 357, 59 Sup. Ct. 900 (1939) ; State Tax Commission of Utah v. Aldrich, 
316 U. S. 174, 62 Sup. Ct. 1998 (1942). 

3 R. S. 54:4-19 prOVides: "Ail corporations regularly doing business in this State, 
and not being corporations thereof shall be assessed and taxed for and in respect of 
the business so done by them, and all such companies other than insurance com­
panies, shall be ass'essed for the amount of capital usually employed in this State in 
the doing of ' such business, and not otherwise taxed as real property or tangible per­
sonal property by virtue' of this chapter. The assessment shall be made in the taxing 
district where the business is most usually carried on and transacted." 
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of this legal requirement, and so far as the Commission has been 
able to ascertain, assessors everywhere throughout the State solve 
the problem of interpretation by not attempting to tax intangible 
personal property held by corporations of other States.1 

This leaves foreign corporations subject at worst only to "tax 
lightning" on their tangible personal property, such as machinery 
and equipment, inventory and raw materials. The testimony before 
the Commission has, for the most part, overlooked this important 
distinction, and only the Chamber of Commerce of the City of 
Newark emphasized the significance of "tax lightning" with re­
spect to tangible personalty. The Commission is impressed with 
the logic of this position, and is of the opinion that the time is not 
far off when it will be necessary to stabilize the taxation of tan­
gible personal property as well as intangible personal property. 
The subject of tangible personalty is considered more fully in 
another part of this report. At this point, it is sufficient to empha­
size that the tax situation in New Jersey presents no substantial 
hazard of "tax lightning" on intangible personalty for any foreign 
corporations that may wish to locate emploYment-giving enterprise 
in this State. 

There can be no denying that the hazard of "tax lightning"­
with respect to intangible personalty-may have been a real deter­
rent 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; anq 
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 being hazardous in a tax sense to all 
types of business, and to foreign as well as domestic corporations. 
Mr. McDouall, representing the State Bankers Associatio.n, told 
the Commission: 

I want to make one observation while I am here. We bankers know, 
and this isn't just hearsay, we bankers know of industries that are now 
ready and willing to locate in New Jersey but they say to us, "Not 
until such time as you put your taxing act in shape so that we will 
no longer be fearful of tax lightning." rrhey say to us in New Jersey 
today, "No business can possibly know what its tax bill is at the be­
ginning of the year because we cannot tell when some assessor may 

1 Occasional instances of assessment of foreign corporations on a business situs 
theory may be found, but these do not include manufacturing enterprise with prin­
cipal executive otlices out of the State [Household Finance Corporation v. State Board 
of Tax Appeals, 119 N. J. L. 230, 196 Atl. 219 (1937) and 126 N. J. L. 399, 19 Atl. (2d) 816 
(1941); City of Newark v. International Business Machines Corporation, 21 N. J. Misc. 
237,32 Atl. (2d) 838 (1943)]. 
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decide that he wants to hit us for a substantial assessment on in­
tangibles." If we are to bring these new industries here, which mean 
pay roUs, and increased property values . . . we must know now if 
we are to get them here to enjoy this post-war prosperity. These 
international and national organizations are ready to come here if we 
can give them the necessary assurance that we are going to have tax 
sanity in this State as applied to industrialorganizations. l 

In view of these facts, the Commission concludes: 

THAT -INTANGJ,BLE PERSONAL PROPERTY BE EXEMPTED ENTIRELY 
FROM TAXATION UNDER APROPERTY TAX, PROVIDED THAT THE PRESENT 
TAXABLE BASE Now THREATENED BY "TAX LIGHTNING" BE l\fADE TO 
BEAR ITs FAIR SHARE OF THE COST OF GOVERNMENT IN SOME OTHER 
WAY. 

PROPOSAL 3 made to the Commission: That an increase in 
New Jersey's present capital stock tax be provided in lieu of a 
tax on intangibles. 

This was the proposal of the New Jersey State Chamber of 
,Commerce and of the New Jersey Bankers Association, both of 
whom filed extensive reports with the Commission.2 

The position of the State Chamber was as follows: 

(1) That the present personal property tax on intangibles be 
:repealed; and 

(2) That the present corporation franchise [capital stock] tax 
be doubled. 

The position of the State Bankers Association (as recommended 
by its technical advisors) was as follows: 

(1) That the present personal property tax on intangibles be 
repealed; 

(2) That the present corporation franchise [capital stock] tax 
be doubled or trebled for one year only, at the end of which time, 
,01' following the necessary study and investigation, 

(3) A net worth tax with an appropriate allocation factor to 
·define that portion of the business properly chargeable to New 
Jersey would be substituted for the present capital stock tax. 

1 Public Hearings, pp. 4-5. 
2 See Public Hearings, Appendix, p. 111 (State Chamber of Commerce); pp. 148­

:150 (State Bankers Association). . 
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The Commission has agreed that the present tax on intangible 
personal property be repealed, and it has given the most careful 
consideration to the capital stock tax proposals. Itfinds as follows: 

The present corporate franchise tax was enacted in 1884 and 
imposed a yearly tax of 1 mill on the capital stock of "miscellane­
ous" corporations. 1 The tax was not intended to measure business 
activity, nor was it imposed as a tax upon the privilege of doing 
business within the State. It was purely a charge for the corporate 
charter-that is for the right to exist in corporate form, and as 
such would apply only to domestic corporations.2 

At the time the capital stock tax was enacted, taxation of net 
worth of corporations, as part of the local property tax, was 
already well established. The Tax Act of 1866 (Section 15) pro­
vided that "all corporations in this State," with certain stated 
exceptions, "shall be assessed and taxed at the full amount of 
their capital stock paid in and accumulated surplus."3 There was, 
therefore, no occasion to question the desirability of issued capital 
as a measure of the charge for the privilege of being a corporation. 
At that time also no business corporation could hold the stock of 
another corporation, so that the huge capitalization of holdillg 
companies which carne into vogue.in the late 90's did not have to 
be considered. 

In 1889, New Jersey was the first State to authorize corporations 
solely for the purpose of holding the shares of another corporation, 
and of managing such shares. The revival of trade at the end of 
the century, and the desire for a new form of corporate combina­
tion, lead to the immediate use of the new type of New Jersey 
corporation with no operating duties whatsoever, known as the 
holding corporation. For a period of roughly 20 years, the holding 
company device assumed great prominence, and, although other 
States soon offe'red the same advantages, New Jersey, because it 
was first in the field, attracted the charters of most of the well­
known holding companies of the day.4 The yield of the corporate 
franchise tax, therefore, became very substantial as compared with 
the needs of the State. Little has been done, however, to review 
its operation despite the gradual erosion of net worth as part of 
the local property tax base during the intervening years. 

1 Laws (1884), Ch. 159. 
2 Standard Under-Ground Cable Co. vs. Atty. Gen" 46 N. J. Eq. 273, 19 At!. 733 (1890) ; 

Lumberville Delaware Bridge Co. vs. St. Bd. of Assessors, 55 N. J. L. 529, 26 At!. 711 
(1893). ' 

3 The application of this provision is illustrated in State, Trenton Iron Co., pros. vs. 
Yard, 42 N. J, L. 357 (1880). 

4 Ripley, Wm. Z., Trusts, Pools and Corporations (Rev. ed., 1916), pp. xix et seq. 
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Except for the adoption of a graduated rate, and the belated 
adoption of a franchise tax for the business done in New Jersey 
by foreign corporations, the capital stock tax remains today e.ssen­
tially the same as it was in 1884. The tax is still measured by 
nominal 01' par value of issued capital stock, or, more recently, by 
the number of shares of no-par value stock issued and outstanding. 

The present law provides the following rates: 1 

DOMESTIC AND FOREIGN OORPORATIONS 

1. Nominal or par value capital stock issued: 

a. Up to and including $3,000,000-$.001 (1 mill) on the amount 
issued and outstanding. 

b. $3,000,001-$5,000,000-$.0005 (1/2 mill) . 
c. In excess of $5,000,000~.50 pel' million (1/20 mill). 

2. Number of no-par value shares of capital stock issued: 

a. Up to and including 20,000 shares 
b. 20,001-30,000 shares 
c. 30,001-40,000 shares 
d. 40,001-50,000 shares 
e. In excess of 50,000 shares 

$.03 per share 
.02 per share 
.01 per share 
.005 per share 
.0025 per share 

All domestic corporations which employ at least 50 per cent of 
their capital stock in manufacturing, mining, horticulture and agri­
culture within New Jersey are still exempt from the franchise tax. 
Such corporations employing less than 50 per cent of their capital 
stock within the State are permitted to deduct the local assessed 
valuation of real and personal property from the value of their 
capital stock taxable. 

The tax is still a charge for "being" and has no relation to 
"doing" or to economic value. For example, the largest single tax 
paid at present under the law is $44,383. As a charge for the cor­
porate privilege, the tax is not affected by changes in capital val­
ues, business activity or income. 

1 Revised Statutes, 54:13-6. 
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Since 1937/ foreign corporations have also been required to pay The nature of the present 
a capital stock tax "measured by that proportion of the total tax avoidance by appropriat£ 
capital stock issued and outstanding as the gross income from tween capital stock and surp 
the business done in this State ... to the total gross income from found effect upon the franc 
its entire business." In its simplest terms the formula is expressed ,entirely unintentional on the 
as follows: the methods by which the r; 

New Jersey Gross Income 
----------­

Total Gross Income 
X I d C . 1 S k ssue aplta toc = 

C 't 1 St k T bl'apl a oc axa e . N J 
III .r ew ersey 

result, moreover, in vastly 
similar corporations. By sb 
capital stock, or by reducin 

The foreign corporation tax is thus a charge for the privilege of 
doing business without reference to the value of the privilege.2 

These corporations are permitted to allocate the aggregate par 
value or the number of no-par shares to New Jersey for tax pur­
poses, according to the ratio between gross receipts from business 
done in New Jersey and total gross receipts, presumably on the 
theory that the State's jurisdiction to tax could extend no further. 
Domestic corporations doing a multi-State business are not per­
mitted to make a similar allocation, for the reason that there never 
has been any doubt as to the taxing authority of the charter State 
to impose this form of tax. 

The foreign corporation franchise tax is thus a hybrid of the 

I 

corporations can and do redl 
Jersey. Partly as a result 
domestic corporations has d 
in 1932 to $1,240,529 in 194i 
on foreign corporations has 
in 1941 (when the tax was ~ 

For example: Five dom( 
exactly the same business ( 
While each of them may be 
worth of $1,000,000, the an: 
payable to New Jersey will , 
net worth is held; for exam 

activity taxes imposed in other States and the domestic franchise 
tax. It differs from the domestic corporation tax only in that the 
allocation factor leaves nothing to tax unless the privilege to do Corporation 

Par Value 
No. of Book 

Shares Value 

~------lCapit, 

business in New Jersey is exercised; whereas domestic corpora­
tions pay the annual charge for the charter regardless of whether 

A 
B 

o 
1,000 

o 
$1,000,000 

or not they exercise the privilege. In passing it is well to note that C 1,000 100,000 
"gross receipts from doing business in New Jersey" has been con­
strued by the courts to mean only receipts from sales to customers 

D 
E 

o 
o 

o 
o 

located in New Jersey.s A foreign corporation could thus engage 
in very large business operations in this State and yet pay less 

1 Division as between book value 
amount of tax. 

2 Minimum tax. 
franchise tax than many small business corporations now pay. 

These fundamental characteristics of domestic and foreign cor­ It is evident from the at 
porate franchise taxes show how ill suited they are as a substitute today instead of being equi 
for the present tax on intangible personal property values. Any taxpayers on the basis of tJ 
multiple, of the present capital stock taxes can serve only to empha­ is, instead, dependent upon 
size the present corporate tax distortions, with a haphazard trans­ of the State) of each corpe 
fer of the present intangible tax burden to other taxpayers. tion. Every lawyer today :k 

I 

1 Revised Statutes, 54:32A-8. 
2 Revised Statutes, 54: 32A-1O. The minimum annual tax payable by foreign corpora­

tions is $25 as compared with the $5 minimum payable by domestic corporations. 
3 W?ight Aeronautical Corp. v. Martin, 19 N. J. Misc. 325, 19 Atl. (U) 338. This 

opinion refers to "intra-State sales" but on Its facts the decision is limited to alloca­
tion to New Jersey of receipts from sales with in-State destination. 

worth of the company, he I 

by the simple device of issu 
without par value. This m 
feasible where a corporati< 
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The nature of the present capital stock tax is also conducive to 
tax avoidance by appropriate "splitting" of capital accounts as be­
tween capital stock and surplus. Such" splitting" will have a pro­

. found effect upon the franchise liability, even though it may be 
'entirely unintentional on the part of the taxpayer. Peculiarities in 
the methods by which the New Jersey franchise tax is computed 
result, moreover, in vastly different tax liabilities, even among 
similar corporations. By shifting from par value to no-par-value 
capital stock, or by reducing the number of shares outstanding, 
corporations can and do reduce their franchise tax liability in New 
Jersey. Partly as a result of such shifts, the franchise tax on 
domestic corporations has declined by 39 per cent from $2,034,375 
in 1932 to $1,240,529 in 1943. In the same way, the franchise tax 
on foreign corporations has declined by 20 per cent from $477,415 
in 1941 (when the tax was 4 years old) to $385,238 in 1943. 

For example: Five domestic corporations may be engaged in 
exactly the same business and operate in exactly the same way. 
While each of them may be so capitalized as to show a total net 
worth of $1,000,000, the amount of franchise (capital stock) tax 
payable to New Jersey will vary greatly with the form in which the 
net worth is held; for example: 

Capital Stock New 
Par Value 

No, of Book 
No Par Value 

No.ot Book 
Jersey 

Franchise 
Corporation Shares Value Shar,es Value Surplus Tax 

A 0 0 1,000 . $1,000,000 0 $30 
B 1,000 $1,000,000 0 0 0 1,000 
C 1,000 100,000 0 0 $900,000 100 
D 0 0 100 1,000,000 '1 52 
E 0 0 100,000 1,000,000 1,075 

1 Division as between book value of no-par value stock and surplus does not affect 
amount of tax. 

2 Minimum tax. 

It is evident from the above illustration that the franchise tax 
today instead of being equitably distributed among the above five 
taxpayers on the basis of the relative importance of the franchise, 
is, instead, dependent upon the decision (entirely out of the control 
of the State) of each corporation as to the form of its capitaliza­
tion. Every lawyer today knows that, regardless of the actual net 
worth of the company, he can minimize its franchise tax liability 
by the simple device of issuing not over 166 shares of capital stock 
without par value. This method of tax minimization is especially 
feasible where a corporation is closely held. 
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This is not to imply that the revision of the taxpayer's capital 
stock structure is undertaken solely or even primarily.to reduce the 
franchise tax-in most cases, indeed, the tax is too small to war­
rant such attention. The fact, however, that a drastic tax reduction 
can be the incidental result of a mere change in form, tends to 
emphasize the instability and inequitableness of a base that gives 
unlimited latitude to some taxpayers to virtually fix their own 
tax. It permits serious impairment of State revenue through arbi­
trary changes of form, a condition which should be corrected rather 
than aggravated by doubling or tripling the tax. 

There are other major weakness in the present capital stock tax: 

The exemption of manufacturing, mining, horticultural and agri­
cultural corporations from the tax is indefensible. The exemptions 
were in the original act of 1834, and were included to attract indus­
tries to the State. Such exemptions would have no effect whatso­
ever on an industrial location today. The tax would, indeed, be a 
riegligible factor in financial planning. 

Provision for the taxation of foreign corporations is discrimina­
tory and unsound. This tax was not imposed until 1937. The intent 
was to tax the capital stock of a foreign corporation in the same 
proportion as the ratio between its business activity in New Jersey 
and its business activity elsewhere. Regardless of legal form, this, 
tax discriminates in effect unfairly against domestic corporations, 
which are not permitted to allocate. 

And finally, there is the question of yield. The revenue from the 
capital stock tax is growing less each year, due to the factors 
already discussed. ,The following table shows this progressive de­
crease, and not only offers little assurance of a stable base, but 
might even be considered as a vanishing base: 

CAPITAL STOCK TAX: COLLECTIONS, 1932-1943 
(In thousands of dollars) 

Corporations 1932-361 1937 1938 1939 1940 1941 1942 1943 1944 

Domestic ... , 
Foreign ... " 

1833 1614 1608 1536 24372 1456 1328 
,8 336 402 452 477 403 

1241 
,385 

1304 
410 

1 Average, 
2 Two years' collection. 
Source: State Tax Department. Thi,'teenth Annual Report (1944). 
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As shown in Tables XI through XIII, 18 thousand (or 70 per cent)
 
of the 26 thousand New Jersey (domestic) corporations which paid
 
a franchise tax to the State during 1944 paid the $5 minimum tax.
 
Taxes paid by these corporations totaled $92 thousand, or less
 
than 8 per cent of the amount paid by all domestic corporations.
 
Also, as shown in the Tables 2,751 (or 76 per cent) of the 3,628
 
foreign corporations which paid a franchise tax to the State during
 
1944 paid the $25 minimum tax. These payments totaled $69 thou­

sand and represented about 20 per cent of franchise taxes paid by
 
all foreign corporations during the year.
 

Of all corporation franchise taxpayers (both domestic and for­

eign), in New Jersey, 71 per cent paid the minimum tax in 1944
 
and accounted for 10 per cent of the tax paid. At the other extreme,
 
12 corporations (or 1/25 of 1 per cent) paid franchise taxes
 
amounting to $233 thousand (or 15 per cent) of the $1,544 paid
 
by all corporations. Almost 60 per cent of all franchise taxes paid
 
to the State during 1944 was paid by fewer than 1 per cent of the
 
corporations. Eighty-seven per cent of all corporation taxpayers
 
paid a tax of $25 or less. Only 2 per cent of them paid a tax
 
amounting to more than $250 (see Table XII).
 

The 1944 average property tax rate in New Jersey was $4.743 
for each $100 of valuation taxable. At such a rate, a corporation 
owning taxable intangibles valued at $528 would be subject to a 
tax of $25. If the corporation owned intangibles valued at $5,281, 
it would be subject to a tax of $250. A provision by which corpora­
tions would pay double their present franchise tax in lieu of a tax 
upon their intangibles would thus be equivalent to assessing 81 per 
cent of them at $528 or less at present average property tax rates. 
It would be equivalent to an assessment. of more than $5,281 or 
more on their intangibles for only 2 per cent of them. A payment • I 

: of three times their present franchise tax would be equivalent to 
assessing 81 per cent of all corporations at $1,056 or less. In the 
same way, this provision would be similar to an assessment of 
$10,562 or more for only 2 per cent of them. 
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;.;: TABLE XI 

;0: DISTRIBUTION OF NEW JERSEY CORPORATIONS AND FRANCHISE
 
'.' TAXES PAID, BY SIZE OF TAX (1944)1
:j: 

:: i~~ All Corporations Domestic Corporations Foreign Corporations 
FTanchise Tax Amount Amount Amount 

Size GTOUp Number of Tax Number of Tax Number of Tax 

(Minimum for 
$5.00 Domestics) 18,368 $91,840 18,368 $91,840 
5.01- $10 2,614 20,613 2,614 20,613 

10.01- 15 1,031 13,514 1,031 13,514 
15.01- 25 1,171 24,087 1,171 24,087 

C)l (Minimum for 
0 25.00 Foreigns) 2,751 68,972 :",751 $68,972 

25.01- 50 1,653 59,838 1,399 50,627 254 9,211 
50.01- 100 1,013 75,397 808 60,298 205 15,099 

100.01- 250 619 96,839 416 64,496 203 32,343 
250.01- 500 2:16 84,360 155 55,881 81 28,479 
500.01- 1,000 146 108,651 77 57,158 69 51,493 

1,000.01- 5,000 193 408,000 133 293,273 60 114,727 
5,000.01-10,000 37 258,806 32 229,869 5 28,937 

10,000.01 and more 12 233,403 12 233,403 0 0 

Totals 29,844 $1,544,320 26,216 $1,195,059 3,628 $349,261 

1 Totals represent calendar year 1944 and differ from those shown elsewhere in this report based upon fiscal year 
reportings. 

TABLE XII 

PERCENTAGE DISTRIBUTION OF NEW JERSEY CORPORATIONS AND FRANCHISE 
TAXES PAID, BY SIZE OF TAX (1944) 

Foreign CorporationsDomestic CorporationsAll Corporations AmountAmountAmountFTanchise Tax Number of TaxNumber. of TaxNumber of TaxSize Group 

(Minimum for 
5.9 70.1 7.7$5.00 Domestics) 61:5 
1.3 10.0 1.75.01- $10 8.8 
0.9 3.9 1.110.01- 15 3.5 

"'1 ~ (V, nt:: 4.5 2.0::UI 1.6 
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15.01- 25 1,171 ::l4,UtS'1 l,ll.l ':''±,UOI 

~  (Minimum for 
0 25.00 Foreigns) 2,751 68,972 .... ....... ::',751 $68,972 

25.01- 50 1,653 59,838 1,399 50,627 254 9,211 
50.01- 100 1,013 75,397 808 60,298 205 15,099 

100.01- 250 619 96,839 416 64,496 203 32,343 
250.01- 500 2S6 84,360 155 55,881 81 28,479 
500.01- 1,000 146 108,651 77 57,158 69 51,493 

1,000.01- 5,000 193 408,000 133 293,273 - 60 114,727 
5,000.01-10,000 37 258,806 32 229,869 5 28,937 

10,000.01 and more 12 233,403 12 233,403 0 0 

Totals 29,844 $1,544,320 26,216 $1,195,059 3,628 $349,261 

1 Totals represent calendar year 1944 and differ from thos·e shown elsewhere in this report based upon fiscal year 
reportings. 

TABLE XII 

PERCENTAGE DISTRIBUTION OF NEW JERSEY CORPORATIONS AND FRANCHISE 

TAXES PAID, BY SI7,E OF TAX (1944) 

All Corporations Domestic Corporations Foreign Corporations 
Franchise Tax Amount Amount Amount 

Size Group Number of Tax Number of Tax Number of Tax 

(Minimum for 
$5.00 Domestics) 61:5 5.9 70.1 7.7 
5.01- $10 8.8 1.3 10.0 1.7 

10.01- 15 3.5 0.9 3.9 1.1 
15.01- 25 3.9 1.6 4.5 2.0 

~ (Minimum for 
~ 

25.00 Foreigns) 9.2 4.5 75.8 19.7 
25.01- 50 5.5 3.9 5.3, 4.2 7.0 2.6 
50.01- 100 3.4 4.9 3.1 5.0 5.7 4.3 

100.01- 250 2.1 6.3 1.6 5.4 5.6 9.3 
250.01- 500 0.8 5.5 0.6 4.7 2.2 8.2 
500.01- 1,000 0.5 7.0 0.3 4.8 1.9 14.7 

1,000.01- 5,000 0.6 26.4 0.5 24.5 1.7 32.8 
5,000.01-10,000 0.1 16.8 0.1 19.2 0.1 8.3 

10,000.01 and more 1 15.1 1 19.5 0 0 

Totals 100.0 100.0 100.0 100.0 100.0 100.0 

Per cent rounded.
 
1 Less than % of 1 per cent.
 



TABLE XIII 

DISTRIBUTION OF NEW JERSEY (DOMESTIC) CORPORATIONS EXEMPT FROM
 

CORPORATION FRANCHISE T.u, BY SIZE OF POTENTIAL TAX (1944)1
 

Size of Potential
 
Franchise Tax
 

$5 (minimum tax) 
5.01- $10
 

10.01- 15
 
15.01- 25
 
25.01- 50
 
50.01- 100
 

100.D1-. 250
 
250.01- 500
 
500.01- 1,000
 

1,000.01- 5,000
 
5,000.(H-10,000
 

10,000.01 and more 

Totals 

1 Percentages rounded. 

Exempt Corporations Percentage Distribution 1 

Potential Potential 
Number Tax Number Tax 

745 $3,725 28.3 0.9 
220 1,732 8.3 0.4 
139 1,809 5.3 0.4 
233 4,913 8.8 1.2 
378 14,087 14.3 3.3 
342 26,622 13.0 6.3 
269 43,245 10.2 10.3 
132 47,238 5.0 11.2 

91 68,610 3.5 16.3 
84 184,638 3.2 43.8 

4 25,136 0.2 6.0 
0 0 0 0 

2,637 $421,755 100.0 100.0 

.;0*	 * 

During 1944, 2,637 New Jersey corporations qualified for total 
exemption from the corporation franchise tax because they em­
ployed at least 1jz of their capital stock in mining, manufacturing, 
agriculture or horticulture within the State. As shown in Table 
XIII, these corporations would have been subject to an aggregate 
tax of $422,000 at rates applied to other domestic corporations. 
However, because they were not subject to the tax, these corpora­
tions have had no tax incentive to adjust the number of their 
shares or their total par value downward. For this reason, the 
potential tax as computed is probably above that which they would 
pay if the exemptions were not in effect. 

Comparison between Table XI and Table XIII indicates a much 
more uniform distribution of exempt corporations by tax size 
groups than prevails for taxable corporations. While 70 per centI 

I	 of all taxable New Jersey (domestic) corporations paid the mini­
mum tax ($5) in 1944 only 28 per cent of exempt corporations showI I 
a potential minimum tax. Only 1.5 per cent of taxable New JerseyI corporations paid a tax amounting to more than $250, but 11.9 per 
cent of exempt corporations reported a potential tax of more than 
$250. 

I 
I 

J I 
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STIC) CORPORATIONS EXEMPT FROM
 

3IZE OF POTENTIAL T.'.X (1944)1
 

porations Percentage Distribution1 
Potential Potential 

Tax Number Tax 

$3,725 28.3 0.9 
1,732 8.3 0.4 
1,809 5.3 0.4 
4,913 8.8 1.2 

14,087 14.3 3.3 
26,622 13.0 6.3 
43,245 10.2 10.3 
47,238 5.0 11.2 
68,610 3.5 16.3 

184,638 3.2 43.8 
25,136 0.2 6.0 

0 0 0 

$421,755 100.0 100.0 
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Some of this discrepancy may be due to the type of corporations 
involved. Manufacturing concerns often have more capital than 
other types of corporations. However, all New Jersey manufac­
turing corporations not eligible for deduction are included in the 
tabulations 'of franchise taxes paid. These corporations are en­
gaged in interstate operations and are generally larger than those 
that qualify for exemption by virtue of being almost wholly within 
the State. Fifty-one manufacturing corporation franchise taxpay­
ers receive tax deductions totaling $4 thousand as a result of 
allowable credits for the assessed valuation of their real and 
personal property. These corporations are, however, so few, and 
the amounts are so small, that they have little influence upon the 
validity of the comparison between taxable corporations and ex­
empt corporations. Recognizing that it has some limitations, the 
Commission feels that the contrast between the two tabulations 
indicates the vulnerability of the present franchise tax to avoid­
ance or reduction. 

There is another phase to this question. The doubling or treb­
ling of the franchise tax would have a most erratic effect on the 
'Flemington corporations (Table XI). A sample group of 80 such 
corporations paid local personal property taxes totaling $1,089,000 
in 1944 upon their intangibles. These same 80 corporations were 
among the 175 corporations in the State which paid the largest 
amount of capital stock (franchise) tax in 1944. Total capital 
stock taxes paid by all of them together amounted to $407 thousand, 
or 37 per cent of the amount they paid to Flemington on their per­
sonal property. 

Based upon 1944, 80 of the largest Flemington corporations 
would receive tax reductions aggregating $682 thousand by payi~lg 

double their franchise tax in lieH of the present tax upon their 
intangibles. By paying three times their present franchise tax 
in lieu of their intangibles tax, these 80 corporations would receive 
tax reductions aggregating $275 thousand. Because they are 

I	 among the largest franchise taxpayers in the States, these 80 
corporations are not representative of the many which pay only 
nominal amounts. This means that most of the 40,000 franchiseI. 
taxpayers ,vould pay a smaller amount of tax in lieu of the present 
actual or potential tax upon their intangibles. 

Further comparison between capital stock taxes and local (prop­
erty) taxes on intangibles paid by the 80 Flemington corporations 
indicates wide variations as among individual corporations. As 
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shown in Table XIV, 22 (or 27 per cent) of them pay more in 
franchise taxes than they now pay to Flemington on their intan­
gibles. By paying double their franchise tax in lieu of their intan­
gible tax, these 22 corporations would pay increased taxes amount­
ing to $48 thousand (or 16 percent more than their ·intangibles 
tax bill in Flemington). For 11 of these corporations, the doubled 
franchise tax would increase their tax bill over the present intan­
gibles tax paid to Flemington by $37 thousand (or 280 per cent). 

At the other extreme 33 of the 80 Flemington corporations now 
pay franchise taxes amounting to 40 per cent or less of their 
present tax on intangibles. For these 33 corporations, the payment 
of double their present franchise tax in lieu of their intangibles 
tax would result in tax reductions totaling $668 thousand (or 78 
per cent of their present intangibles tax). For 10 of these corpora­
tions the doubled franchise tax would decrease the present intan­
gibles tax by $295 thousand (or 84 per cent). 

In the aggregate, 58 (or 73 per cent) of the 80 Flemington cor­
porations would gain a total of $730 thousand by paying an amount 
equal to their present franchise tax in lieu of their intangibles tax. 
The remaining 22 (or 27 per cent) would lose a total of $48 thou­
sand, reducing the net gain for all of them to $682 thousand; 
Absence of any correlation between the amount of franchise tax""" 
paid and the value of intangible personal property causes the 
greater portion of these gains to accrue to those corporations hold­
ing the greatest amount of intangible property. 

Similar calculations based upon a trebled franchise tax indicates 
that 37 (or 46 per cent) of the 80 Flemington corporations would 
gain a total of $482 thousand by paying an amount equal to twice 
their present franchise tax in lieu of their intangibles tax. The 
remaining 43 (or 54 per cent) of the 80 corporations would lose a 
total of $207 thousand, reducing the net gain for all of them to 
$275 thousand. Ten corporations alone would gain a total of $242 
thousand, or 70 per cent of their present intangibles tax in Flem­
ington. At the other extreme, 11 corporations alone would lose a 
total of $88 thousand, or almost 7 times as much as they now 
pay on their intangibles in Flemington. 
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There is no question but that doubling or trebling the rate would 
have little significance, if the base of the tax were to remain 
unchanged. This condition was plainly recognized by Mr. McDouall, 
speaking for the State Bankers Association: 1 

"If our suggestion is to be sel'iously considered, the doubling or 
trebling of the franchise tax would therefore bring into the State 
$1,600,000 or $3,200,000 additional. But let me make this crystal 
dear.... When we say increase the franchise tax for one year only, 
when we ask you to consider doubling or trebling the franchise tax, 
we have :in mind only for one year because we are not unmindful that 
a doubling or trebling of the franchjse tax, if it were to be continued 
as a definite part of our revenue-producing measures in this State, 
would not produce the $1;600,000 or $3,200,000 but the doubling or 
trebling would cause, we believe, many corporations to resort to other 
avenues and thereby reduce the total tax which the State would collect. 
We have, in our thinking ... and with the advice of our experts, 
arrived at the conclusion that if you were to continue that method 
of taxation permanently, it would produce $2,000,000 rather than 
$3,200,000." 

The facts outlined above were recognized even by those who 
advocated the use of the capital stock tax in lieu of the ad valorem 
taxation of intangibles. While to them, the practical aspects of the 
proposal outweighed the acknowledged defects of the tax, they 
were frank in admitting the many weaknesses of the law: 

Mr. Russell Watson (speaking for the State Chamber of Com­
merce) told the Commission: "The present franchise tax is archaic 
-it bears unequally upon those who are subject to it."2 

Mr. Thayer Martin (speaking for the Newark Chamber of Com­
merce) said: "The present franchise tax ... bears so IiWe relation 
to the question of the amount of personal property that it is pro­
posed to place a substitute tax on, that I personally do not thinkI I

I I	 that method or that type of substitute tax is the answer to the 
problem. "3 

. The tax consultants of the State Bankers Association reported 
to the Commission: "It must be recognized that the present fran­
chise tax law is inequitable.... Though the expedient of doubling 
or tripling the corporate franchise tax ... may suffice temporarily, 
we believe it is essential that this tax levy be placed OIl a sound, 
equitable basis."4 

1 Public Hearings, pp. 3-4.
 
2 Ibid., p. 94.
 
3 Ibid., p. 56.
 
4 Ibid., p. 150.
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While the Commission feels that a corporate franchise tax offers 
a workable and equitable manner for taxing corporations in lieu 
of a tax upon intangible personal property held by them, it also 
feels that a"new franchise base m~lst be developed f01" this purpose. 
It is therefore unwilling to recommend 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 full corporate ownership, in whatever 
form it may exist. 

The portion of corporate ownership properly allocable to New 
Jersey for tax purposes should be determined by a fair and ade­
quate formula, applicable to both domestic and foreign corpora­
tions alike. 

The yield must be such as to provide adequate coverage of intan­
gible personal property now legally taxable but untaxed. 

The Commission concludes, therefore, THAT AN INCREASE IN THE 
PRESENT CAPITAL STOCK TAX (WITHOUT SUBSTANTIAL AMENDMENT 
OF THE PRESENT TAX BASE) WOULD NOT BE AN ADEQUATE SUBSTI­
TUTE FOR A TAX ON INTANGIBLES. 
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PART III 

Conclusions and Recommendations of the Commission 

In considering a substitute tax for the ad valorem tax on cor­
porate intangibles, the Commission has been guided by certain 
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 person­
alty and the present capital stock tax. 

(3) To provide a yield sufficient to justify the abandon­
ment of the present authorized tax on corporate intangibles. 

(4) To provide a tax base that would tend to direct State 
tax policy away from a general 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. 

In arriving at its conclusions, the Commission made a brief 
survey of the'principal existing State and local taxes in New Jer­
sey available for service expenditures (Table XV). In 1944, a year 
of great activity, the relative burden of such taxes on capital as 
opposed to activity was about as follows: 

In Millions of 
Dollars 

Per Cent of 
Total 

1. On capital ownership (business and individual) 
II. On individual activity 

III. On business activity 
. 
. 

$269 
$44 
$49 

74.3 
12.2 
13.5 

Totals . $362 100.0 

This analysis emphasizes an unusual condition; namely, consider­
ing the principal taxes for State and local purposes available for 
service requirements, business activity, constitutes only about $49 
million, or 13 per cent, and more than two-thirds of this 13 per C€nt 
is contributed by the insurance companies, public utilities and rail­
roads. Probably no other large industrial State can approach this 
unbalance between taxes on capital and taxes on activity. 

* * * 
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TABLE XV 

q,)(;:~<: PRINCIPAL STATE AND LOCAL TAXES IN NEW JERSEY 

>:;':::' ::-;.. 
A VAILABLE FOR SERVICE EXPENDITURES 

1934-1944 

(Thousands of Dollars) 

Taxes l 1934 1936 1938 1940 1942 1944 

I. PROPERTY TAXES: 

(On Capital Ownership) 

M Local Purpose , .. ,.,.,., ,.".'., ",' .. $114,651 $112,958 $119,344 $114,279 $104,603 $103,832 
Sc Local School .' ,.", " ,., .. , .. ' . 58,180 67,217 75,416 81,879 82,644 87,842 
C County Tax , , , ' .. ',' . 40,417 39,618 43,791 45,242 47,606 48,439 

0) S ,State School "".",.,., ' ".' , .. 16,974 16,624 16,502 16,126 15,381 15,827 
o S First Class R. R. .'" , , ,., . 10,451 10,507 11,073 9,230 6,904 7,115 

S Second Class R, R.3 ", , , , . (8,703) (8,911) (9,291) (9,066) 5,298 5,533 
S Soldiers' Bonus " . 900 1,024 1,124 1,224 
C District Court ,'., .. , , ' . 115 130 168 173 180 271 
C County Library .' ',., , .. , . 102 110 119 123 135 144 

-­
Totals , ".,.'. ,', , , . $241,790 $248,188 $267,537 $268,276 $262,751 $269,003 

II. TAXES ON SALES AND PRIVILEGE: 

(On Individual Activity) 

S Motor Fuels Tax4 , •• , ••••••••••••••••••••••••••• $8,550 $9,863 $11,180 $12,351 $10,080 $7,812 
S Alcoholic Beverage Tax' .'.'" , . 2,757 7,073 8,735 9,329 11,020 10,163 
S Inheritance and Estate' ", ', . 6,396 21,749 9,246 5,621 6,416 12,070 
S Motor Vehicle License Fees, etc, . 11,182 12,648 14,007 15,678 15,775 13,802 

-­ --­
Totals , . $28,885 $51,333 $43,168 $42,979 $43,291 $43,847 

III. TAXES ON BUSINESS AND PRIVILEGES: 

S 
S 
S 
S 
S 
S 
S 
C 
S 
S 

(On Business Activity) 
Railroad Franchise ., ............. , ............ ,' 
Motor Vehicle License Fees, etc........ , ......... 
Corporation Franchise (Domestic)2 ....... ".,., .. 
Corporation Franchise (Foreign) 2 ... .......... . ,. 
Insurance (Domestic)' ........... , .... , ...... " .. 
Insurance (Foreign)' ,., .... , ............ , ...... , 
Public Utilities Gross Receipts , ........ ,., ..... ,' 
Bank Stock , .. , .................... , .......... ,. 
Motor Fuels Tax4 ••••••••••• , ••••••••••••••, •••••• 

Public Utilities Franchise ........................ 

..... . 
$4,008 

1,805 
...... 

1,928 
1,761 
4,853 

999 
8,549 
6,755 

...... 
$4,456 

1,698 
. ..... 

1,981 
2,584 
5,159 

616 
9,863 
6,816 

.... .. 
$4,723 

1,608 
337 

1,742 
2,725 
5,904 

622 
11,180 

7,162 

...... 
$5,152 

2,437 
452 

1,717 
2,680 
6,418 

671 
12,351 

6,363 

$5,851 
5,444 
1,328 

403 
1,798 
3,194 
7,200 

780 
10,079 

9,099 

$9,309 
5,566 
1,304 

410 
1,795 
3,603 
8,069 

943 
7,812 

10,232 

Totals .......................... , ........... $30,658 $33,173 $36,009 $38,241 $45,196 $49,043 



0) 
0 '" S 

o..)LU.Ll,.; ....... '-J.J,.UUJ. •••••••••••••••••••.••.•. 

First Class R. R.................................. 10,451 10,507 11,073 9,230 6,904 7,115 

S Second Class R. R.3 .............................. (8,703) (8,911) (9,291) (9,066) 5,298 5,533 

S Soldiers' Bonus .................................. 900 1,024 1,124 1,224 
C District Court ................................... 115 130 168 173 180 271 

C County Library .................................. 102 110 119 123 135 144 
--- ­

Totals ..................................... $241,790 $248,188 $267,537 $268,276 $262,751 $269,003 

II. TAXES ON SALES AND PRIVILEGE: 

(On Individual Activity) 

S Motor Fuels Tax4 •••.••••••••••••••••••••••••••• $8,550 $9,863 $11,180 $12,351 $10,080 $7,812 

S Alcoholic Deverage Tax' ......................... 2,757 7,073 8,735 9,329 11,020 10,163 

S Inheritance and Estate' .......................... 6,3% 21,749 9,246 G,621 6,41G 12,070 

S Motor Vehicle License Fees, etc.................. 11,182 12,648 14,007 15,678 15,775 13,802 
--- ­

Totals ••••• 0 •• 0 ••••••• 0 ••••••• eo ••••••••••• $28,885 $51,333 $43,168 $42,979 $43,291 $43,847 

III. TAXES ON BUSINESS AND PRIVILEGES: 

(On Business Activity) 

S Railroad Franchise . $5,851 $9,309 
S Motor Vehicle License Fees, etc . $4,008 $4,456 $4,723 $5,152 5,444 5,566 
S Corporation Franchise (Domestic)2 . 1,805 1,698 1,608 2,437 1,328 1,304 
S Corporation Franchise (Foreign)2 . 337 452 403 410 
S Insurance (Dornestic)l .............•............. 1,928 1,981 1,742 1,717 1,798 1,795 
S Insurance (Foreign) 1 .....•....••••.......•..•••. 1,761 2,584 2,725 2,680 3,194 3,603 
S Public Utilities Gross Receipts . 4,853 5,159 5,904 6,418 7,200 8,069 
C Bank Stock . 999 616 622 671 780 943 
S Motor Fuels Tax4 •••••••••••••••••••••••••••••••• 8,549 9,863 11,180 12,351 10,079 7,812 
S Public Utilities Franchise . 6,755 6,816 7,162 6,363 9,099 10,232 

Totals	 . $30,658 $33,173 $36,009 $38,241 $45,196 $49,043 

Grand Total	 . $301,333 $332,694 $346,708 $349,496 $351,238 $361,893c-, 
f--l	 

1 Letters preceding each tax indicate the levying authority as follows: S (State), C (County), M (Municipality), Sc (School). 
2 For fiscal year ending June aD--all others for calendar year. 
3 Prior to 1941, second-class railroad tax was included in general property tax and is shown separately only for purposes of 

comparison.
 
4 Motor fuels tax arbitrarily divided equally between individuals and business'.
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THE COMMISSION RECOMMENDS A CORPORATION BUSINESS TAX 
MEASURED BY NET WORTH IN LIEU OF A TAX ON CORPORATE-HELD 
INTANGIBLE PERSONAL PROPERTY AND IN PLACE OF THE PRESENT 
CAPITAL STOCK TAx. The proposed purpose, base allocation 
factors and rates are as follows: 

PURPOSE: To provide that-
Every domestic and foreign corporation subject to the taxing 

I' jurisdiction of New Jersey (except some at present exempt or 
others specially taxed), shall pay an annual franchise tax for the 
privilege of having or exercising its corporate franchise in this 
State or for the privilege of doing business, employing capital or 
maintaining an office in this State. 

The annual franchise tax shall be in lieu of all other State, 
county or local taxation upon or measured by intangible personal 
property used in business by corporations liable to taxation under 
this proposal. The present capital stock tax would be repealed. 

METHOD: 
Base and Rates: The franchise tax to be annually paid by each 

taxpayer shall be measured by the greater of the following: 

ALTERNATIVE 1 (Basic Measure): That portion of its entire 
net worth as may be allocable to New Jersey under the tan­
gible property-gross receipts-wages formula below; or 

ALTERNATIVE 2 (Minimum Measure): That proportion of its 
entire net worth as its assets, tangible and intangible, in this 
State are to its total assets everywhere; 

at the rate of 8/10 of a mill on the first $100 million 
4/10 of a mill on the second $100 million 
3/10 of a mill on the third $100 million 
2/10 of a mill on all in excess of $300 million 

ALTERNATIVE 3 (Minimum Tax): But not less than $25.00 in 
the case of domestic corporations or $50.00 in the case of foreign 
.corporations. 

[By net worth is meant the (/,verage fair market value of a taxpayer's total 
assets minus his total liabilities. This shall be'determined by the actual value 
of the assets, earnings, and aggregate market value of a corporation's capital 
stock, pl1LS the average amount of all indebtedness owing to holders of 10 per 
cent or more of the taxpayers' eqllity interest or to members of their families. 

There are no exemptions provide! 
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There are no exemptions provided in this base, but there is an allowance for 
stock held by parent corporations in their subsidiaries, designed to prevent 
double taxation. Any taxpayer that holds capital stock of a subsidiary during 
all or part of anyone year may deduct from its net worth such proportion (not 
exceeding 50 per cent) of the average value of such holdings less the average 
amount of its net liabilities to such subsidiaries, as is equivalent to the subsidi­
ary's allocation factor within the State, as determined under either Alterna­
tives 1 or 2. 

If, however) the subsidiary is subject to a franchise tax measured by gross 
receipts under a.ny other law of this State (as aTe all public utilities) "such 
proportion" shall be determined as the equivalent of the ratio of the subsidi­
ary's business within the State to its business everywhere, and the parent may 
deduct up to 75 per cent of the value of such holdings. 

A subsidiary shall be defined as any corporation of which a taxpayer is a 
beneficial owner of at least 80 per cent of the total combined voting power of 
all classes of stock, and at least 80 per cent of all other classes of stock (except 
non-voting stock which is limited and preferred as to dividends). In principle, 
if the taxpayer could avail himself of a tax-free liquidation under the Internal 
Revenue Code, it would be allowed a half rate tax under this proposal.] 

ALLOCATION: 
The proposed allocation formula under Alternative 1 is intended 

to permit the tax to reflect the extent to which each corporation 
engages in business activities within New Jersey. rr'he allocation 
factor for each corporation is determined as the average of these 
three ratios: 

(1) Tangible property in New.Jersey to tangible property 
everywhere; 

(2) Gross receipts attributable to New Jersey to gross 
receipts everywhere; 

(3) Wages and other compensation paid in New Jersey to 
such items everywhere. 

This formula is the so-called Massachusetts formula, which is 
now in use by the great majority of States for allocation of cor­
pOl'ate income, as under the New York franchise tax; or for the 
allocation of corporate net worth, as in the allocation of the Penn­
sylvania foreign corporation franchise tax. 

The proposed allocation of net worth under Alternative 2, ac­
cording to the ratio of total assets in and out of the State, is 
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. These corpo­
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rations benefit most directly from the proposal to repeal the ad 
valorem tax on intangible personal property. For this reason 
holdings of intangibles are given weight in the basis of allocation 
under Alternative 2, rather than the situs of business activity as 
in the formula under Alternative 1. These formulas are discussed 
more fully at pages 76-79. 

TABLE XVI 

PROPOSED CORPORATION BUSINESS TAX 

ApPLICATION TO FIVE CORPORATE SITUATIONS 

CORPORATION A: A domestic or foreign corporation located 
entirely in New Jersey whose net worth shows: 

Capital stock $100,000 
Paid-in surplus 60,000 
Earned surplus 40,000 

$200,000 

would be taxed on its entire net worth. The corporation is located 
entirely in New Jersey. It would be taxed at 8/10 of a mill upon 
all .of its net worth because its allocation factor is 100 per cent 
under both Alternative 1 and Alternative 2, and the resulting tax 
would 'exceed the $25 minimum. The tax would, therefore, be: 

$200,000 X .0008 = $160.00 

CORPORATION B: A domestic or foreign corporation with an 
allocation factor in New Jersey of 60 per cent under Alternative 1 
and 50 per cent under Alternative 2, and whose net worth shows: 

Capital stock $100,000 
Paid-in surplus 60,000 
Earned surplus ---40,000 

(deficit) $120,000 

would be taxed under Alternative 1. This corporation bas a nega­
tive earned surplus. Eight-tenths of a mill time's the allocated net 
worth base under Alternative 1 is greater than 8/10 of a mill times 
the allocated net worth base under Alternative 2. Alternative 1, 
therefore, yields the greater tax, and the tax would be: 

$120,000 X .6 X .0008 = $57.60 
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. This corporation has a nega­
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CORPORATION C: A domestic corporation with an allocation 
factor of 70 per cent in New Jersey whose net worth shows: 

Capital stock $100,000 
Paid-in surplus 60,000 
Earned surplus -200,000 

-$40,000 

would be taxed under Alternative 3. It has a negative net worth, 
and therefore no measurable tax base under either Alternatives 1 
or 2. The tax, therefore, would be $25.00. 

* * 

CORPORATION D: A domestic corporation with an allocation 
factor of 60 per cent in New Jersey under either or both Alterna­
tives 1 and 2 whose net worth shows: 

Capital stock $30,000 
Earned surplus 10,000 

$40,000 

would pay the minimum tax of $25 under Alternative 3. Eight­
tenths mill times the allocated net worth is less than $25. 

[This condition will prevail for all domestic corporations with an allocated 
net worth of $31,250 or less.] , 

CORPORATION E: A foreign corporation with an allocation 
factor of 60 per cent in New Jersey under either or both Alterna­
tives 1 and 2 and whose net worth shows: 

Capital stock $50,000 
Paid-in surplus 10,000 
Earned surplus 10,000 

$70,000 

would pay the minimum tax of $50 under Alternative 3. Eight­
tenths of a mill times the allocated net worth is less than $50. 

[This condition will prevail fo,r all foreign corporations with an alloca.ted 
net worth of $62,500 or less.] 
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RATES AND ESTIMATED YIELD: 

TABLE XVII 

PROPOSED CORPORATION BUSINESS TAX 

ESTIMATED YIELDl 

(Millions of Dollars) 

A. Yield of proposed tax: 
Domestic corporations (Table XIX)
 
Foreign corporations (Table XXI)
 

Total gross yield 

B. Present corporation franchise tax (to be repealed) : 
Domestic corporations (Table IX)
 
Foreign corporations (Table IX)
 

Total franchise tax repealed .. : 

C. Estimated net yield of proposed tax (A minus B) : 
Domestic corporations
 
Foreign corporations
 

Total net yield ~ . . . . . . . . . . . . . . . . . . . . .. 

1 It is extremely difficult to estimate the yield of a tax with no experiences upon 
which to base these estimates. The above estimates are based upon conservative con­
clusions. The Commission believes the tax will yield the amounts shown. 

I Domestic Corporations: 
I 

A total of 4,614 informational returns from New Jersey corpora­I tions were tabulated. Under the proposal of the Commission, these 
I 4,614 corporations would pay taxes aggregating about $2 million. 
III As shown in Table XVIII, 13 large corporations account for
I $942,000 or 50 per cent of the total tax indicated for all of the 

4,614 corporations sampled. At the other extreme, also as shown 
in Table XVIII, 3,184, or 69 per cent of the sample, would be taxedi at the minimum rate of $25 and pay taxes amounting to $79,600, or 

I! 4 per cent of the total. 
Of the corporations contained in the sample, 709, or 15 per cent, 

either did not pay a corporation franchise tax to New J ersev in 
1943 or did not report such tax in their informational return. This 
group is largely composed of manufacturers now exempt under the 
existing corporate franchise law and constitutes a 27 per cent 
coverage of such corporations (Table XIII). 
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~D:	 TABLE XVIII 

VII 4,614 DOMESTIC (NEW JERSEY) CORPORATIONS 

BUSINESS TAX 
PROPOSED TAX AND PRESENT FRANCHISE TAX 

'IELD' 

(Thousands of Dollars)

lollars)
 

Amount of 
Number of Amount of Present 

Corporations Proposed Tax Franchise Tax$4.5 
Classification and Tax Base2.0 

13 large corporations' (8/10 mills, etc.) 13 $942 $169
$6.5 4,601 other corporations: 

repealed) : Alternatives 1 and 2 (8/10 mills) 1,417 948 316
 
$1.2
 

.o.o ........ .o ••
Alternative 3 ($25)	 3,184 80 35
.4 

Sub-Totals ................ 4,601 $1,028 $351

$1.6 

.... .o • .o •• .o.o ••Totals (4,614 corporations)	 4,614 $1,970 $520
linus B) : 

$3.3 1 Net worth exceeding .$100 million. Twelve of these companies would be taxed under 
Alternative 2. To avoid identification, they are not reported separately.1.6 

$4.9 The remaining 3,905 corporations included within the sample 
.eld of a tax with no experiences upon reported 1943 corporation franchise	 payments totaling $520,000.mates are based upon conservative con­
I yield the amounts shown.	 While these represent only 15 per cent of all franchise taxpayers, 

they account for 44 per cent of the amount of tax paid by all do­
mestic corporations (Table XI). This condition indicates that the 
sample is disproportionately weighted with large corporation tax­

lrns from New Jersey corpora­
payers, but this has been considered· in the tax estimates.posal of the Commission, these 

aggregating about $2 million. Use of such a sample in estimating total revenues to be antici­
trge corporations account for pated from the modified tax is limited by its failure to reflect an 
11 tax indicated for all of the accurate cross section of all corporations. Adjustment for this 
, other extreme, also as shown deficiency is difficult, because there is no satisfactory standard. 
t of the sample, would be taxed Recognizing the problems involved, however, the Commission feels 
taxes amounting to $79,600, or	 reasonably confident that its recommendations will result in taxes 

payable by all New Jersey domestic corporations of about $4.5 
million (Table XIX).the sample, 709, or 15 per cent, 

'anchise tax to New Jersey in 
LeiI' informational return. This 
acturers now exempt under the 
md constitutes a 27 per cent 
,Ie XIII). 
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TABLE XIX 

ALL DOMESTIC (NEW JERSEY) CORPORATIONS 

ESTIMATED YIELD UNDER PROPOSED TAX 

(Millions of Dollars) 

Number of Estimated 
Classifioation and Tax Base Corporations! Tax 

Large corporations2 (8/10 mills, etc.) . 25 $1.6 
Other corporations: 

Alternatives 1 and 2 (8/10 mills) . 8,875 2.4 
Alternative 3 ($25) . 19,950 .5 

Sub-Totals . 28,825 $2.9 

Totals 28,850 $4.5 

1 Based upon number of domestic corporations which paid New Jersey corporation 
franchise tax during 1944 (26,220) and those exempted under R. S. 54:13-7 (3,640). No 
account is taken of 8,415 corporations, delinquent under the franchise tax. 

2 Net worth exceeding' $100 million. 

Foreign Corporations: 
The Commission has tabulated 1,065 informational returns re­

ceived from out-of-State corporations authorized to do business in 
New Jersey. Under this proposal, these foreign corporations would 
pay about one million dollars in taxes to New Jersey. 

Of the returns received, 57 per cent indicated potential tax pay­
ments at the minimum rate provided ($50). Four hundred fifty­
three corporations in the sample would pay taxes totaling $995 
thousand at rates above the $50 minimum. However, $197 thou­
sand, or 20 per cent, of this amount would be paid by only 2 cor­
porationsand' 25 corporations would pay a total of $530 thousand, 
or 53 per cent of the $995 thousand. 

As shown in Table XX, the corporations sampled account for 
$196 thousand, or 56 per cent of the total amount collected during 
1944 from all foreign corporations. Thus, with a coverage of less 
than 1/3 of all foreign corporation taxpayers, these results indicate 
that the sample, like that for domestic corporations, is strongly 
biased by an abundance of large taxpayers. In 1944, 76 per cent of 
all foreign corporation taxpayers paid the minimum tax. 
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KIX TABLE XX 

lSEY) CoRPORATIONS 1,065 FOREIGN CORPORATIONS IN NEW JERSEY 

ER PROPOSED TAX PROPOSED TAX AND PRESENT FRANCHISE TAX 

Dollars) (Thousands of Dollars) 

Number of 
Corporations l 

Estimated 
Tax 

Classification and Tax Base 
Number of 

Corporations 

Amount of 
Recom­

mended Tax 

Amount of 
Present 

Franchise Tax' 

..............
 25 $1.6	 Alternatives 1 and 2 (8/10 mills) 453 $995 $170 
Alternative 3 ($50) 612 31 26 

............. 8,875 2.4
 
.0 ............. 19,950 .5
 Totals	 1,065 $1,026 $196 

~ Present Franchise Tax for 1,025 corporations only. Not reported by 7 taxpayers................. 28,825 $2.9
 under Alternative 1 and by 31 under Alternative 2. 

. ............... 28,850 $4.5
 As a rough correction for the apparent unbalance in the foreign 
ions which paid New Jersey corporation eorporation sample, the yield from all corporations was based upon
 
xempted under R. S. 54:13-7 (3,640). No
 all of the returns exC€pt the 5 largest ones. The $347 thousandlent under the franchise tax. 

anticipated from these 5 corporations was then added to the result ­
ing estimate derived without them. In this way, their very great 
weight in the total was not compounded in the over-all estimate. 
In the light of past experience, it was also assumed that 70 perL,065 informational returns re­
cent of all corporations would pay the minimum tax of $50 instead 

illS authorized to do business in 
of 57 per cent as shown by the sample. Upon this basis the Com­lese foreign corporations would 
mission estimates that its recommendations will produce'taxes

~es to New Jersey. 
payable by foreign corporations totaling about $2 million (Table 

3nt indicated potential tax pay­ XXI). 
~ed ($50). Four hundred fifty­
would pay taxes totaling $995 TABLE XXI 

linimum. However, $197 thou­
ALL FOREIGN CORPORATIONS IN NEW JERSEYIt would be paid by only 2 cor­


ld pay a total of $530 thousand, . ESTIMATED YIELD UNDER PROPOSED TAX
 

II(Thousands of Dollars)
porations sampled account for 

Number ofe total amount collected during	 I
I,Cor-

Classification and Tax Base porations l Estimated Tax. Thus, with a coverage of less I 
:axpayers, these results indicate Alternatives 1 and 2 (8/10 mills) . 1,090 $1,874 
lestic corporations, is strongly Alternative 3 ($50) . 2,540 127 

{payers. In 1944, 76 per cent of 
Totals	 . 3,630 $2,001laid the minimum tax. 

1 Based upon the number of foreign corporations which paid a corporation franchise 
tax to New Jersey during 1944. No account was taken of 607 corporations. delinquent 
under the Franchise Tax. 
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As shown in Table XXI, the estimated tax payable by foreign 
corporations at 8/10 mill upon their net worth allocated to New 
Jersey amounts to $1.9 million. This represents an average tax of 
$1,719 based upon an average allocated net worth of $2,148,750. 
All foreign corporations having $62,500 or more of their net worth 
allocated to New Jersey are included within this over-all average. 
While there are many more small corporations than large ones, 
the Commission feels that its estimate is reasonable. 

Examination of the returns received from foreign corporations 
shows that some of the nation's largest corporations are authorized 
to do business in New Jersey. Most of them, however, pay only a 
nominal franchise tax to New Jersey because of low allocation 
factors. An important reason for this is the lack of a clearly 
defined formula. In the past neither the Commissioner of Taxation 
or the corporation knew what was meant or expected in the way 
of allocation. 

The assumptions leading to the Commission's estimates for 
domestic (New Jersey) corporations are these: 

(1) The 13 large corporations shown in Table XVIII have a net worth in 
excess of $100 million. Together they report a total net worth of $2,711 mil­
lion, or an average of $209 million. They account for 14 per cent of all 
franchise taxes now paid to New Jersey by domestic corporations. 

Comparison of these corporations with various corporate listings indicate 
that there are probably not another 13 corporations of equal size within New 
Jersey. As reported in Federal income tax returns, there were in 1940 only 
403 corporations in the entire nation with total assets of more than $100 mil­
lion. There would be fewer with a net worth of such magnitude. Average 
net worth for these 403 of the nation's largest corporations is $150 million. 
Upon the basis of these examinations, the total tax for aU such corporations has 
been estimated at $1.6 million. 

(2) Some 1,187 corporations shown in Table XVIII would pay an average 
tax of about $400 at 8/10 mills under Alternative 1; this means the average 
taxable (allocated) net worth is a little more than $1 million. These 1,187 
corporations represent 25 per cent of the total sample. 

About 94 per cent of all corporations which filed balance sheets with their 
Federal income tax returns in 1940 reported total assets of (not net worth) 
under $1 million, over one-half of them (54 per cent) reported total assets 
less than $50 thousand. Property values have increased since 1940 and New 
Jersey is the domicile of many large corporations. While it seems reasonable 
that 26 per cent of aU corporations should have a net worth of more than $31 
thousand (the point at whieh they would pay the minimum tax) allocated to 
the State, it is doubtful that they would have such net worth in amounts suffi­
cient to average $1 million. 
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This group ilJ(:lude:3 many large manufacturing corporations with more than 
50 per cent of their net worth allocated to New Jersey. While some of them 
may pay a greater ta x under Altel'llative 2, most of then'l would be taxable 
under Alternative 1. For lack of precise information, a weight of Yz has been 
assigned to the tax yield from this part of the sampIe, and an allowance of 
10 per cent made for deductions from the base of stock in subsidiaries. As a 
result, the total tax for all such corporations has been estimated at $1.3 million. 

(3) The 230 corporations shoml in Table XVIII are tho,5e included in the 
sample which had a net worth of more than $31 thousand and an allocation 
factor under Alternative 1 of less than 50 per cent. They are taxable under 
the recom.mended program at 8/10 mills on their net ,rOI"th allocated to New 
Jersey under the higher of Alternatives 1 or 2. 

The average net worth for the 230 corpo'rations sampled is $5,-:1:25 thousand. 
Corporations included within this segment of the sample range in size from 
a net worth of $62,500 to $100 thousand. It contains only 86 corporations 
with net worth in excess of $1 million and $5,425 seems a high average unduly 
influenced by a few large corporations. 

N ew' Jersey is, moreover, the domicile of many national corporatiOlls of more 
than average size. In the absence of more adequate information, the average 
net worth for the sample has been adjusted to $2 million. Assuming an 
average allocation factor of 50 per cent and allowing 10 per cent for deduc­
tions from the base of stock in subsidiaries the total tax for this group is 
estimated to be $1.1 million. 

In the course of its deliberations the Commission experimented with many 
possible combinations of tax rates and allocation factors. To expedite its 
analytical work, it confined some of these experiments to 110 corporations 
which accounte<l for about 72 per cellt of the potential tax for the entire 
sample. Because SOllle of these breakdowns are based upon the smaller group, 
the divisions HS bebreen Alter.natiYes 1 and 2 may not be exact. However, the 
Commission feels that errors resulting from this procedure are not significant 
and do not materially affect the end results. 

(4) '1'he number of corporations which would pay the minimum tax ($25) 
was estimated in direct. proportion as they are represented in the sample, $.5 
million. 

(5) The Sample upon which these estimates arc based showed the follow­
ing totals-

Net	 Worth: 

(1)	 The 4,614 domestic ( New Jersey) corporations sampled reported 
net worth totaling $4,605 million-an average of $1 million; 
but 

682 reported no net worth or less than $500; 
2,451 reported $26 mi.llion, averaging $11 thousand; 
307 reported $13 million, averagi.ng $41 thousand; 
1,161 reported $1,851 million, averaging $1,597 thousflnd; 
13 reported $2,713 million, averaging $209 million. 
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{2)	 The 1,065 foreign corporations sampled reported net worth total­
ing $12,480 million-an average of $12 million; but 

57 reported no net worth or less than $500; 
131 reported $2 million, averaging $14 thousand; 
858 reported $6,178 million, averaging $7 million; 
19 reported $6,301 million, averaging $332 million. 

Net	 Worth Allocated: 
(1)	 The 4,614 domestic (New Jersey) corporations reported net 

worth allocated to New Jersey by the formula for Alternative 1 
totaling $1,059 million. 

(2)	 The 1,065 foreign corporations reported net worth allocated to 
New Jersey by the formula for Alternative 1 totaling $1,256 
million. 

Total Assets: 
(1)	 4,538 of the 4,614 domestic (Kew Jersey) corporations sampled 

reported total assets valued at $6,222 million. The remaining 
76 corporations did not report the value of their assets. 

(2)	 1,045 of the 1,065 foreign corporations sampled reported total 
assets valued at $20,382 million. 

Net	 Income: 
(1)	 2,063, or 54 per cent of the 4,614 domestic (New Jersey) cor­

porations sampled reported net incomes aggregating $883 million. 
Applying the proposed allocation formula used to determine 

taxable net worth, a total of $374 million, or 42 per cent of this 
net income would be allocated to, New Jersey by the three-way 
formula for Alternative 1. Taxed at 4% per cent, as in New 
York, it would result in total taxes amounting to almost $17 
million. 

(2) 840, or 79 per cent of the foreign corporations sampled, reported 

I' net income totaling $2,777 millions. 
Applying the proposed allocation formula used to determine 

taxable net worth under Alternative 1, a total of $.278 million, 
or 1°per cent of this net income would be allocated to New 
Jersey. Taxed at 41j2 per cent, as in New York, it would result 
in taxes amounting to about $13 million. 

As shown in Table XXII, the 4,614 domestic corporations sam­
pled reported personal property taxes (tangible and intangible) 
totaling $4 million. 'l'hey also reported real property taxes totaling 
$8 million. Together with $520 thousand of franchise taxes, these 
taxes· amount to a total of $13 million paid to New Jersey and its 
municipalities by the 4,164 corporations. 
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Also as shown in Table XXII, the 4,164 New Jersey corporations 
sampled allocated net income to New Jersey totaling $374 million. 
These reports indicate that the present New Jersey State and local 
taxes amount to the rough equivalent of a tax at 3.5 p€r cent upon 
net income allocated to the State. As compared with neighboring 
States where income taxes are levied at rates ranging from 2 to 6 
per cent in addition to property taxes, New Jersey levies a low tax 
upon corporations having income. 

* * * 

BASE AND EFFECT: 
Any tax program which is directed toward restoring equity to a 

tax environment in which inequities are the rule cannot have the 
flame effect upon all taxpayers. The proposals of the Commission 
are such as to produce tax revenues equal to those now derived 
from the corporation franchise (capital stock) tax and a reason­
able tax upon intangible personal property held by corporations. 
They also aim toward more equitable treatment of the taxpayer. 

The present franchise and personal property tax is not equitably 
distributed among all corporation taxpayers in the State. This 
means that the effects of the Commission's recommendations will 
not be the same for all corporations. Some corporations have been 
paying a large share of taxes under the present practices and can 
expect a net tax reduction. Other corporations have not been pay­
ing their fair share of taxes under existing conditions and can 
expect a net increase in their tax bill. 

The effect of the Commission)s recommendation for an equitable 
redistribution of the tax burden among corporations can be shown 
by examination of some of the corporations sampled. All of the 
4,614 domestic corporations sampled would pay a tax amounting 
to $1,970,000 under the proposed program. Of these 4,614, however, 
110 large corporations would pay $1,425,000 or 72 pel' cent of the 
total. These same 110 corporations now pay corporation franchise 
taxes aggregating $380,000 or 73 per cent of the alllount paid by 
all of the 4,614 corporations sampled. They account for $1,431,000,. 
or 35 per cent, of the $4,097,000 personal property taxes (tangible 
and intangible) reported by 1,985 of the 4,614 corporations. The 
other 2,629 corporations sampled either do not pay a personal 
property tax or they did not report it in their informational re­
turns. 

As shown in Table XXIII, the proposed tax for 29 of the 110 
large corporations would amount to less than they now pay to the 
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TABLE XXIII 

110 SELECTED LARGE CORPORATIONS 

PROPOSED TAX COMPARED WITH PRESENT FRANCHISE AND PERSONAL PROPERTY TAX 

(Thousands. of Dollars) 

Assuming A l! Present 
Personalty Assessed 

Classification 
Number 
of Cor-

Reoom­
mended 

Present Franchise and Personalty Tax 
Personal 

is Intangibles 
Tax Tax 

porations Tax Total Franchise Property Decrease Increase 

A. Flemington Situs: 
(1) Present Franchise Tax exceeds 

recommended tax . 13 $26 $80 $41 $39 $54 
(2) Present Franchise Tax' and 

Personal Property Tax ex­
ceeds recommended tax [not 
including (1) above] . 24 435 798 115 683 363 

-:J 
Ol 

(3) Recommended Tax exceeds 
Present Franchise and Per­
sonal Property Tax . 15 

-­
607 

--­
244 

--­
105 

--­
139 

--­
...... $363 

--­
Sub-Totals . 52 $1,068 $1,122 $261 $861 $417 $363 

B. Other Situs,' 
(1) Present Franchise Tax exceeds 

recommended tax . 16 $15 $58 $30 $28 $43 
(2) Present Franchise 'fax and 

Personal Property Tax ex­
ceeds recommended tax [not 
including (1) above] . 22 141 565 30 535 424 

(3) Recommended Tax exceeds 
Present Franchise and Per­
sonal Property Tax . 20 

-­
202 

--­
67 

--­
60 

--­
7 

--­
...... $135 

--­
Sub-Totals 

TOTALS 

. 58 
-­

110 

$358 
--­

$1,425 

$690 
--­

$1,812 

$120 
--­

$380 

$570 
--­

$1,431 

$467 
--­

$884 
--­

$135 
--­

$498 
--­ • :: ~~ ..:;. : ' .. 

[Numbers rounded.] $386 (net decrease) 
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State in franchise taxes. Assuming all of their personal prorerty 
taxes to be levied against intangibles only, these 29 corporations 
would receive tax reductions totaling $97,000. Also, assuming that 
all personal property taxes represent levies against intangibles 
only, another 46 of the 110 would receive net tax reductions 
amounting to $787,000 and 35 of them would receive tax increases 
amounting to $498,000. In the aggregate, all of the 110 corpora­
tions together would receive n€t tax reductions totaling $386,000. 
These possible savings are over-stated to the extent that personal 
property taxes reported by the 110 corporations represent levies 
against their tangible personal property. 

The assumption that all personal property taxes paid by the 110 
corporations represent levies against their intangibles is not a sat­
isfactory one. Even some of the corporations with Flemington situs 
pay personal property taxes in other New Jersey municipalities 
where they hold property. 'However, personal property taxes paid 
by corporations with Flemington situs reflect more nearly taxes 
against intangibles alone than do those paid by corporations with 
situs elsewhere in the State. For this reason, the comparisons in 
'rable XXIII have been shown separately for corporations located 
in Flemington. 

Table XXIII indicates that the tax program recommended by 
the Commission will result in. taxes for 52 Flemington corporations 
about equal to what they are now paying in franchise and personal 
property taxes. Because the Flemington tax upon intangibles is 
generally thought to be a reasonable one, the Commission regards 
these results as favorable. rrhey show that as measured by these 

. 52 Flemington corporations, the program will result in a tax 
roughly equivalent to the present corporate franchise tax and a 
'reasonable tax upon intangible personal property. 

* * * 

ALLOCATION FACTORS: 
Under the allocation for Alternative 1, both foreign and domes­

tic corporations would be taxed only on that portion of their 
entire net worth which is allocable to New Jersey according to 
the gross receipts-tangibles-payrolls method of allocation. This 
method, which uses the so-called Massachusetts formula, consists 
of determining, separately, the ratio of tangible property in the 
State to tangibles everywhere, of gross receipts in the State to 
gross receipts everywhere, and of payrolls in the State to payrolls 
everywhere, and averaging the three fractions so determined. The 
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:'Ilassachusetts formula, consists 
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'ee fractions so determined. The 

resulting average fraction is the allocation factor for each com­
pany, which determines the proportion of its entire net worth to be 
included in the tax base. 

[More specifically, it is proposed that these factors be defined as follows: 

(A) The average value of the taxpayer's real and tangible personal.property 
within the State during the period covered by its report divided by the average 
value of all the taxpayer's real and tangible personal property wherever situ­
ated during such period; 

(B) The receipts of the taxpayer, computed on the cash or accrual basis 
according to the method of accounting used in the computation oJ its net 
income for Federal tax purposes, arising during such period from: 

(1) sales of its tangible personal property located within the State 
at the time of the receipt of or appropriation to the orders, 

(2) sales of any such property not located at the time of the receipt 
of or appropriation to the orders at any permanent or continuous place 
of business maintained by the taxpayer without the State, where the 
orders were received or accepted within the State, 

(3) services performed within the State, 
(4) rentals from property situated, and royalties from the use of 

patents or copyrights, within the State, 
(5) all other business receipts earned within the State, 

divided by the total amount of the taxpayer's receipts, similarly computed, 
arising during such periods from all sales of its tangible personal property, 
services, rentals, royalties and all other business receipts, whether within or 
without the State; 

(0) The total wages, salaries and other personal service compensation, sim­
ilarly computed, during such period of officers and employees within the State 
divided by the total wages, salaries and other personal service compensation, 
similarly computed, during such period of all the taxpayer's officers and em­
ployees within and without the State.] 

While this formula is generally used throughout the country by 
the various states for allocating corporate income, there is consid­
erable variation among the States as to the chqracter of gross 
receipts attributable to each State. The problem is a very complex 
one, and has provoked wide differences of opinion among tax 
experts.1 

1 See "Report of the Committee of the National Tax Association on Allocation of 
Income," in National Tax Association, Proceedings Of the. Thirty-Second Conference 
1939 (1940), pp. 190-232; and' William J. Shultz, "Sales Attribution in State Tax A)Joca~ 
tion Formulas," 119 Bull. Nat. Tax. Assoc. 153-157 (February, 1944). 

77 

I I 



The principal problem in connection with allocation of gross 
receipts occurs in the specification of sales to be attributable to 
the taxing State. For the purpose of income taxes, as distinguished 
from the net worth tax which is proposed, the taxing State may 
reasonably claim a portion of the profit which is attributable to its 
marketing area or to sales organization operating within its bound­
aries. It may reasonably be assumed that there would be no profits 
were it not for activity in the State of distribution of the merchan­
dise or of operation of the sales organization. Accordingly a num­
ber of States attribute gross receipts from sales to the State of 
the sales office, and some to the State of distribution of the mer­
chandise. 

The proposed net worth tax, however, is intended to reflect a 
measure of the employment of capital in New Jersey, and in no 
way taxes the sales themselves or the income resulting from sales. 
For this reason, the allocation formula should give appropriate 
weight to each of the factors which indicate the employment of 
capital here. The use of the place of production of merchandise, or 
of the appropriation to orders accordingly expresses the character 
of New Jersey as a predominantly producing State, much more 
reasonably than either the" sales-office" or "destination" meth­
ods of allocating gross receipts. 

It is recognized that the proposed formula might on its face tend 
to encourage warehousing by some New Jersey manufacturers, but 
the proposed tax is so small that it is not anticipated that such 
warehousing could result in any net financial advantage. 

From the viewpoint of ease of reporting, and uniformity, the 
proposed formula has the advantage of being identical with that 
recently adopted in New York. 

The proposed Alternative 2 allocation, according to the ratio of 
assets in the State to total assets, will very infrequently give a 
higher allocation factor in-State than the three-way formula for 
the ordinary. business corporation. It is intended primarily to 
provide an adequate replacement base in the case of corporations 
having relatively large holdings of intangible personal property, 
but insufficient activity in New Jersey to produce a reasonably 
substantial base under the tangible property-gross receipts-wages 
formula of Alternative 1. Such corporations are the most direct 
beneficiaries of the abandonment of taxation of intangibles upon 
an ad valorem basis, and for this reason justify the alternative 
formula. The total assets allocation under Alternative 2 will also 
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corporations are the most direct 
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,is reason justify the alternative 
tion under Alternative 2 will also 

mInImIZe the possibilities for tax avoidance under Alternative 1 
in the case of domestic corporations. 

Allocation according to total assets will require that all intan­
gible personal property of domestic corporations be deemed to be 
within the State, but will give full out-of-State recognition to tan­
gible property according to its physical location. This is not only 
just tax policy in light of New Jersey's intangibles tax history, 
but places the proposed formula beyond question under the Fed­
eral Constitution. l It is similar in effect to the allocation of "cor­
porate excess" in Massachusetts; to the apportionment of capital 
stock of domestic corporations in Pennsylvania, and to the alloca­
tion of income used until recently under the New York franchise 
tax. 
//In order to prevent unfair or even unconstitutional results in 
given cases, the rigidity of the allocation formulas is relieved by a 
provision authorizing the tax director to adjust the amount of 
allocable net worth upon the showing of an inequitable result under 
the formula. It is believed that such a provision is necessary under 
the decisions of the United States Supreme Court.2 

* * 

The Commission realizes the limitation of the above proposal, / 
but it wishes to emphasize this point: The ownership of corporate 
property is only a remote measure of corporate ability to pay 
taxes. So long, therefore, as property is the base of the tax, so 
long will there be inequalities in its application. It is not possible 
to tax business activity with satisfactory fairness without giving 
consideration to its earnings. The Conirnission has been assured 
on every hand that this is politically impossible, and the members, 
themselves, are well aware of the public resistance to anything 
that resembles an income tax or even an income factor in a tax 
formula. For this reason, any reference to earnings in the formula 
has been carefully avoided, and the property tradition maintained 
as the basis of the tax. IBecause net worth reflects net corporate 
ownership, it more nearly reflects an equitable property tax base 
than do property holdings. I The tax is, for the most part, so small, 
however, that the inequalities are not serious in dollar volume. ,r 

The proposal is vastly superior in equity to the present capital 
stock tax and to the chaos of the present ad valorem tax on 

1 Newark Fi"e Insurance v. State Board of Tax Appeals, 307 U. S. 313 (1939); Cream
 
of Wheat Co. v. Gmnd Forks COlbnty, 253 U. S. 325, 40 Sup. Ct. 558 (1920).
 

2 Hans Rees' Sons, Inc., v. North Carolina, ex reI. Maxwell, 283 U. S. 123, 51 Sup. Ct.
 
385 (1931).
 

79 8 



intangibles. It is recommended as the best practical solution of 
'the problem referred to the Commission. New Jersey is a great 
industrial State but its densely populated areas are still attempt­
ing to finance their municipal services as if they were agrarian 
communities. 'l'heir real wealth lies in business activity not in 
real estate; and the Commission's proposal suggests the establish-

Jment of a modest activity base. 

The Commission feels assured that this proposal will fulfill its 
original purpose; namely, "to remove the threat of what is com­
monly called 'tax lightning' from intangible personal property; 
and to provide a sound base through which a substantial amount 
of this property, now legally taxable but untaxed, can be reached 
for tax purposes." If this proposal is adopted, intangible personal 
property will no longer be taxable in New Jersey, but corporate 
held intangibles of every kind will be brought into the tax base 
as a partial measure of net worth. The Commission would 
emphasize again the significance of this proposal in the broad 
background of the State: 

"Were the prop.osals of the Commission to receive favorable action by 
the Legislature, it would be the first State-wide tax aojustment affect­
ing business generally since the enactment of the capital stock tax 
in 1884; it would be the first step toward modernizing a tax structure 
that developed under a simple agrarian economy and remains substan­
tially unchanged today; it would be the first attempt to give long-term 
guidance to a tax policy which might in the next decade develop a pro­
gram which more nearly fits the activities and responsibilities of a great 
industrial State."l 

* '*' * 

There are three related problems upon which the Commission 
feels it should report: 

First: adjustments in rnunicipa,lities afJected by the repeal of 
the intangible personal property tn.x. With the elimination of the 
present property tax on int'angible personal property, the borough 
of Flemington as well as all of Hunterdon county will face an 
extreme adjustment in its tax structure. Tax rates in some munici­
palities other than Flemington will (unless adjustments are made) 
increase more than three-fold, and in every case will be consid­
erably higher than rates prior to 1937, when Flemington had no 
intangibles on its tax rolls. 

1 Lettm' of Transmittal, pp. xii-xiii, suprc<. 
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The underlying cause of these increases, using 1945 for illustra­
tion, is the State school tax. This is a State-levied tax of 2.9 mills. 
on each dollar of assessed valuation, based on the assessed valua­
tion of the previous year. The State-wide school levy for 1945 will 
be determined by multiplying the 1944 net valuations upon which 
State, county and State school taxes are apportioned by 2.9 mills­
the statutory rate. This will require a levy of $15,997,708 in 1945. 
Of this sum, Hunterdon county will be required to provide 5.36 
per cent-the ratio that the net valuations of Hunterdon county 
bear to the total net rabbles of the State. This amounts to 
$858,646. The sum will be apportioned among the Hunterdon 
county municipalities, and a rate levied that will raise this amount. 
It will mean a rate increase from $.2315 per hundred to $2.7945 
per hundred-an increase of about 1200 per cent. This will result 
in passing a large part of the loss of the intangible ratables in 
Flemington to other municipalities throughout the county, on the 
basis of the revised (1945) net ratables. 

The county tax-90.7 per cent of which is now borne by Flem­
ington (see Table V, p. 15) will likewise be largely passed on to. 
other municipalities in the county. It will, under the assumption 
of this estimate, increase from $.09 cents per hundred to $.877 
per hundred-an increase of about 1000 per cent. This is not, 
perhaps, as serious as the State school tax levy because there 
can be a certain amount of flexibility in the county budget. 

A study of the tax rates of Hunterdon county municipalities 
indicates that almost all were able to reduce their tax rates between 
1937 to 1944, because of Flemington's assumption of a large part 
of State school and county taxes. Table XXIV shows this develop­
ment and likewise the estimated effect on the tax rate of 1945­
with net valuations for apportionment of the State school tax to 
the county as of the previous year (1944)-column 6; and with 
net valuations for the State school tax as of the current year 
(1945)-column 7-assuming the loss of intangible ratables. 1 In 
these estimates no allowance was made for changes which may 
occur in local school tax rates as a result of changes in the State 
school tax or for increased "Reserve for delinquent taxes" which 
will be necessary because of highi'll' levies. 

1 These estimates are based on the following assumptions: the repeal of the present 
intangible personal property tax In 1944, and the consequent loss of intangible ratables; 
valuations for 1945 were assumed to be the same as for 1944, except in Flemington, 
where $265 million were removed from the aSHessment rolls; the county tax levy was 
assumed to be the same for 1945 as for 1944, Hunterdon county's share of the State 
school tax was estimated at $859,000 (without adjustment) for column 6, and $93,000 
(with adjustment for column 7) and all other levies were assumed to carryover from 
1944 to 1945 without change, except in Flemington, where the 1942 local purpose levy 
was used. 
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TABLE XXIV 
LoCAL TAX RATES-HUNTERDON COUNTY 

(With corrections for adjustment of the State School Tax) 

1937-19451 

1 2 3 4 5 6 7 
1931 1941 1942 1943 1944 19452 19453 

Un­
adjusted Adjusted 

Alexandria . $4.09 $2.86 $2.84 $2.48 $2.84 $6.18 $3.68 
Bethlehem . 4.75 2.61 2.45 2.47 2.79 6.17 3.67 
Bloomsbury . 5.10 4.58 4.70 4.50 4.30 7.72 5.22 
Califon . 3.79 3.32 3.25 2.47 2.35 5,71 3.21 
Clinton Town . 2.75 2.70 2.54 2.45 2.59 5.96 3.46 
Clinton Township .. 3.42 2.43 2.32 1.73 2.09 5.45 2.95 
Delaware . 3.21 3.20 3.46 2.63 2.63 5.95 3.45 
East Amwell . 3.68 2.91 3.28 2.71 3.02 6.36 3.86 
Flemington . 3.91 ..74 .74 .28 .43 7.15 4.65 
Franklin . 4.11 2.59 2.96 2.51 2.80 6.18 3.68 
Frenchtown . 3.93 3.72 4.49 3.19 3.55 6.91 4.41 
Glen Gardner . 3.57 3.96 3.87 3.81 4.17 7.56 5.06 
Hampton . 4.37 4.56 4.01 3.71 4.32 7.79 5.29 
High Bridge . 4.01 3.36 3.44 3.22 3.62 7.01 4.51 
Holland . 1.76 .68 .79 .48 .56 3.92 1.42 
Kingwood . 3.08 2.56 2.57 1.67 1.97 5.32 2.82 
Lambertville . 4.19 4.09 3.64 4.82 4.81 8.22 5.72 
Lebanon . 3.62 2.34 2.55 2.30 2.59 5.98 3.48 
Lebanon Township. 4.21 2.85 3.07 3.20 3.32 6.67 4.17 
Milford . 2.77 1.82 2.05 1.64 1.64 4.99 2.49 
Raritan . 2.53 2.10 2.22 1.65 1.80 5.17 2.67 
Readington . 4.05 3.54 3.31 2.69 2.51 5.88 3.38 
Stockton . 3.43 2.77 2.86 2.96 2.72 6.09 3.59 
Tewksbury . 4.47 2.75 2.76 2.66 2.76 6.10 3.60 
Union . 3.65 2.65 2.30 1.83 1.91 5.29 2.79 
West Amwell . 3.63 2.37 1.97 2.00 2.16 5.51 3.01 

1 Assuming 1945 to be the first year since State Abstract of Ratables after the 
removal of the intangible personal property tax, and no changes in local school tax 
rates·. These rates are. slightly lower than the rates that actually would result, since 
no correction has been made for the need for larger reserVeS for uncollected taxes. 

2 Assuming no adjustment for State school tax levy. 
3 Assuming State school tax levy is based on net valuation of current year (1945) 

rather than on the previous year (1944). 

Should the recommendations of the Commission be adopted, the 
borough of Flemington will probably be in a more favorable posi­
tion than the other municipalities of Hunterdon county. A study 
of the tax levies in Flemington borough from 1935 to 1944 (Table 
V, p. 15) indicates that Flemington has increased its local purpose 
levy from $31,400 in 1937 to $216,672 in 1944. In 1944, it is re­
ported to the Commission that Flemington's operating budget 
totalled about $85,000, leaving a reserve for "uncollected taxes" 
of about $135,000. Although Flemington is currently collecting 
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rrv	 99 pel' cent of its annual levy, much lower collections were" antici­
pated" for 1944. There can be no doubt but that very sizable 
surpluses are available. Indeed, Table V (p. 15) indicates that 

:TERDON COUNTY 

of the State School Tax) 
Flemington levied about four times as much in 1944 as its local 
purpose levy required. 

4 5	 6 7 
1943 1944	 1945~ 19453 All other municipalities in Hunterdon cou~ty have shown sub­

Un- stantial savings in tax rates over the past few years. More moneyadjusted Adjusted 

was refunded in State aid for schools	 in 1944 than was raised by
$2.48 $2.84	 $6.18 $3.68 

2.47 2.79	 6.17 3.67 the school districts themselves. 1 The C01nmission is informed that 
4.50 4.30 7.72 5.22 the	 schools of Hunterdon county were advised not to anticipate 
2.47 2.35	 5.71 3.21 more in State aid in preparing their	 1944 budgets than they re­
2.45 2.59	 5.96 3.46 
1.73 2.09	 5.45 2.95 ceived in 1943. This sum was $219,000, indicating a surplus of 
2.63 2.63	 5.95 3.45 about $400,000 accumulated in 1944. 
2.71	 3.02 6.36 3.86
 

.28 .43 4.65
7.15	 In 1945, the State school tax in Hunterdon county, as has been 
2.51 2.80	 6.18 3.68 indicated, will be about $858,647, of which $772,782 (90 per cent)3.19 3.55	 6.91 4.41 
3.81 4.17	 7.56 5.06 will be returned to the county for redistribution among the school 
3.71 4.32	 7.79 5.29 districts. Allowing for the $219,300 anticipated in the 1944 
3.22 3.62	 7.01 4.51 budgets (plus small amounts from other sources) there would.48 .56 3.92 1.42 
1.67 1.97	 5.32 2.82 probably be a surplus of about $550,000 in 1945 or a total of some 
4.82 4.81	 8.22 5.72 $950,000 for the years (1944-1945) providing the surpluses are not' 
2.30 2.59	 5.98 3.48 

used. These surpluses, if accumulated, would be sufficient to run3.20 3.32	 6.67 4.17 
1.64 1.64	 4.99 2.49 the schools for two years without any local school levy. Assuming 
1.65 1.80	 5.17 2.67 the removal of the intangible property tax base in 1945, these 
2.69 2.51	 5.88 3.38 

results indicate that it would certainly be possible for the Hunter­2.96 2.72	 6.09 3.59 
2.66 2.76	 6.10 3.60 don county schools to avoid any increases in taxation during the 
1.83 1.91	 5.29 2.79 transition period.
2.00 2.16 5.51 3.01 

State Abstract of Ratables after the In spite of this favorable condition, it would require the closest 
lX, and no changes in local school tax cooperation among school boards and local governing bodies, to rates that actually would result, since 
larger reserves for uncollected taxes. place this surplus to the best advantages of the taxpayers. This 
tax levy. type of cooperation would, under the circumstances, be difficult to on net valuation of current year (19451 

achieve. It would require that the schools relinquish their sur­
pluses to reduce taxes for other local purposes. In lieu of this, the 

le Commission be adopted, the Commission proposes two adjustments to ease the transition of 
.y be in a more favorable posi­ Flemington and Hunterdon county to a normal tax base: 
f Hunterdon county. A study 

First: To provide by law that the net valuation for the apportion­mgh from 1935 to 1944 (Table 
ment of school taxes in Hunterdon county be made for the current yearhas increased its local purpose 
(instead of the prior year) in which the loss of intangible ratable" is ;72 in 1944. In 1944, it is re­ first effective. 

lemington's operating budget 
1 $617,000 was returned to Hunterdon county from	 the State school tax and $441,600serve for "uncollected taxes" was raised by the local School districts. 

lington is currently collecting 
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The effect of this recommendation will be to reduce the State school 
tax base by $264 million. This means the 1945 State school tax will 
be reduced by $768,500 from $15,997,800 to $15,229,300. All of these 
reductions would occur in Hunterdon county where the tax would 
become $90,100 instead of $858,600. Ninety per cent, or $691,700 of 
the decrease would be borne directly by Hunterdon county schools and 
10 per cent, or $,76,800, would be borne by all schools in the State. 

Second: To provide that adjustments be made in the first two quar­
terly tax payments to reflect the current levy rather than the levy of 
the prior year. 

The effect of this recommendation will be to average the low quar­
terly payments on account of 1944 taxes and the higher quarterly 
payments on account of 1945 taxes. In this way, the transition is much 
more gradual. 

Aside from these proposals, the Commission has no further 
recommendation to make pertaining to the adjustment of the Flem­
ington situation. 

Other municipalities in the State will be affected to a far lesser 
extent than Flemington. As has been indicated, precise figures 
are difficult to obtain. Tables VI and VII (pp. 17-18) indicate 
the best information that the Commission has been able to obtain 
indicating a possible loss in intangible ratables among 13 muni.ci­
palities (excluding Flemington) of $9,841,807. Newark, Jersey 
City and Trenton did not reply to the Commission's questionnaire. 
There is reason to believe that Newark is receiving some revenue 
from intangibles-probably not to exceed $450,000. The current 
Jersey City situation is not known to the Commission, but there is 
evidence that in 1942,Jersey City was receiving at least $1,400,000.1 

I The Commission was informed that Camden collected about
I 
I $30,000 from intangibles. 2 It has received no report from Trenton.
I
 

*
 

Distribution of the yield: The Commission has frequently em­
phasized that it is not a revenue-raising commission nor is it in 
any sense a spending commission. It was appointed by the Legis­
lature to adjust inequalities in the tax structure-particularly as 
these were exemplified in the treatment of intangible personal 
property. 

Nevertheless, the Commission has been constantly aware of 
both the demand and the need for the relief of real estate from 

1 Public Hearings, p. 34.
 
2 Ibid., p. 87.
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as been constantly aware of 
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an excessive burden of taxation. Recent developments have em­
phasized the hazards and uncertainties involved in changing the 
property tax base of even one large taxpayer in a single munic­
ipality, and the Commission believes that until tax pressures are 
removed from real estate, there can be neither tax security for 
the local property owner nor fiscal adequacy for our municipal 
services. It therefore proposes that a beginning be made at once 
to relieve property owners from an excessive and unfair burden 
of taxation. To this end, therefore, the Commission recommends 
as follows: 

That out of an approximate $6 million to $7 million estimated 
annual yield from the proposed Corporation Business Tax, begin­
ning in 1946, $4 million shall be applied toward reduction of the 
State School Tax upon local property. The remainder shall be 
paid into the State General Fund to assure replacement of reve­
nues lost. through the proposed repeal of the State Capital Stock 
Tax. 

Third. The Establishment of a Permanent Legislative Com­
mission on State Tax Policies: The Commission strongly recom­
mends that a Permanent Legislative Commission on State Tax 
Policies be established by the Legislature to report to the Legis­
lature at each session on necessary and timely adjustments in the 
tax structure. Only through the careful and deliberate planning 
of such a Commission over a period of years can the many prob­
lems in New Jersey taxation be solved. 

The Commission is acutely aware of the many important gaps 
in its recommendations which pertain only to the limited field of 
personal property in which it has been working. The question of 
the taxation of tangible personal property used in business, is 
as vital as the question of intangibles. Though neither as extreme 
nor as drastic as the intangible problem, "tax lightning" is a real 
hazard on business personalty and has the additional danger of 
being more widespread, more consistently and more continuously 
applied and equally subject to abuse and discrimination. 

The complete exemption of intangible personal property raises 
separate problems with respect to individual residents and with 
respect to business. Even as to business, corporate and unincor­
porated business require separate consideration.. While indi­
viduals 'will benefit from the Commission's r8commendations, no 
attempt has been made to solve the problem of intangibles held 
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by individuals. At present they offer no problem as compared to 
corporate held intangibles, but their exemption from taxation 
nevertheless, raises important questions of both policy and 
methods. 

Among these is the possible effect of the exemption of intan­
gibles held by individuals on the present bank stock tax. The 
State may constitutionally tax national banks only to the extent 
authorized by Congress in Federal statutes. The present statute, 
commonly cited as R. S. 5219 (12 U.s.C.A. §5M3) provides: 

"The several States may (1) tax said shares, or (2) include dividends 
derived therefrom in the taxable income of an owner or holder thereof, or 
(3) tax such associations on their net income, or (4) according to or measured 
by their net income, provided the following conditions are complied with: ... 

"(b) In the case of a tax on said shares the tax imposed shall not be at a 
greater l'ate than is assessed upon other moneyed capital in the hands of indi­
vidual citizens of such State coming into competition with the business of 
national banks: Provided, That bonds, notes, or other evidences of indebted­
ness in the hands of individual citizens not employed or engaged in the banking 
or investment business and representing merely personal investments not made 
in competition with such business, shall not be deemed money capital within 
the meaning of this ~8ction." 

It is not clear from the decisions of the courts as to what is meant 
by "other moneyed capital in the hands of in'dividual citizens 
of such State coming into competition with the business of national 
banks." The leading United States Supreme Court case, however, 
held unconstitutional a tax on bank stock at the rate of $1.75 per 
hundred, while the rate was only 95 cents per hundred dollars 
valuation of intangibles held by individuals, including bonds, notes, 
etc., and it was shown that the capital taxed at the lower rate 
was in relatively material competition with the national banks in 
the State.1 

The bank stock tax is assessed to the various banks and is im­
posed at a rate of 7Vz mills on a defined value of shares of common 
stock of national and State banks in New Jersey-as compared 
with the proposed complete exemption of individuals. For this 
reason, it is quite probable that the complete exemption of all 
intangible personalty held by individuals in New Jersey will create 
a substantial basis of litigation in which the bank stock tax could 
be declared unconstitutional as to national banks. It is of course 
unlikely in that,event that State .banks would continue to be taxed 

1 Merchants National Bank Of Richmond, Va., v, City of Richmond, 265 U. S, '635, 
41 Sup. Ct. 619 (1929), 
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Commission. 

The taxation of farm and household personalty is still another 
field which requires thorough examination and adjustment. This 
is of great importance to our rural counties and of equal impor­
tance to our suburban areas. Particularly in the matter of house­
hold personalty, the Commission has been impressed with evidence 
of the greatest discriminat~on and neglect-not only as among 
municipalities, but among individual taxpayers themselves. 

It is impossible to treat any portion of the New Jersey tax 
structure and not raise large ancillary problems, some of which 
are more significant than the one under consideration. It has been 
beyond the facIlities of the Commission to do more than it has 
proposed, and at the same time inform itself on the great need 
for a thorough examination and adjustment of our tax structure. 
It would be futile to adopt these proposals and fail to provide for 
a continuous study of the vital problems that remain. The Com­
mission would repeat that no other great industrial State has done 
so little in the past fifty years to bring its tax structure into line 
with its social, economic and political development. It is not pos­ I,
sible to overcome the effect of this long-neglect with a single 
statute or a series of statutes. So deep have been the effects of I 
an archaic tax structure that the disturbance of a single exemption I 
or even the adjustment of an important taxpayer threatens to I I 
disrupt significant parts of the economy. . 

One of the most important developments out of the work of this 
C01n1nission is a realization of the need to establish a Permanent 
Legislative Com11'tission on State Tax Policies to guide New Jersey 
toward sound and equitable methods of supporting its public 
services. 

"" " 
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APPENDIX A 

TAX EXEMPTION OF INTANGIBLE PERSONALTY IN NEW JERSEY 

[EXTRACTED FROM A MEMORAXDUM SUBMITTED TO THE JOINT LEGISLATIVE 

CO:MlIUTTEE 01\ INTANGIBLES T_~XATION, NOVEMBER 27, 1942, BY JOHN B. 
MCGEEHAN, ESQ., COUNSEL TO THE CO:HMISSION ON STATUTES.] 

Intangible Personal Property Not Subject to Taxation
 
Under General Tax Act
 

The following intangible personal property cannot be reached 
by taxation under our General Tax Act because it is either (a) 
inherently non-taxable, (b) excluded from taxation, (c) not per­
mitted to be listed for taxation, (d) exempt from taxation provided 
that in the case of securities sworn claim for exemption is filed, 
as required by 34 :4--5, or (e) not subject to taxation under the 
General Tax Act but taxed under a separate act. In the following 
list the classification into which each appears to fall is indicated 
by (a) (b) (c) (d) (e), as the case may be. 

I.	 AU intangible personal property owned by: 

1.	 United States, New Jersey, or any county, school district 
or taxing district thereof (54 :4-3.3) (pt. a, pt. d). 

2.	 The Morris Canal and Banking Company, in trust for the 
State, so long as the title is so vested (54:4-3.3) (d). 

3.	 Any organization under the jurisdiction of this State, or 
of the United States, when owned and used for military 
purposes by it, on condition that all the income derived 
from the property above the expense of its maintenance 
and repair shall be used exclusively for such military 
purposes (54:4-3.5) (d). 

4.	 Any exempt firemen 's association, firemen's relief asso­
ciation and volunteer fire company incorporated under 
the laws of this State, which is used exclusively for the 
purpose of the corporation (54 :4-3.10) (d). 

5.	 An association or corporation organized under the laws 
of this State to maintain, and actually maintaining a pub­
lic fire patrol or salvage corps for the public purpose of 
saving life and property from destruction by fire, when 
used exclusively for the purpose of such association or 
corporation (54 :4-3.13) (d). 



6.	 Any corporation organized under the laws of New Jersey 
to provide instruction in agricultural pursuits for soldiers 
and sailors of the United States who have been perma­
nanently crippled while in active service in time of war, 
provided llll income derived from the property in excess 
of the expense of its maintenance and operation shall be 
used exclusively for the benefit of such crippled soldiers 
and sailors (54 :4-3.15) (d). 

7.	 Any association or organization, either incorporated or 
unincorporated, organized for the purpose of furnishing 

. voluntary aid to the sick and wounded of armies in time 
of war or for the purpose of continuing and carrying on 
a national and international system of relief in peace time 
to mitigate the suffering caused by pestilence, famine, fire, 
floods or other great national calamities, or for both of 
said purposes, if the legal or beneficial ownership is in 
such association or organization and no part of such prop­
erty is used for pecuniary profit (P. L. 1942, c. 10) (d). 

8.	 Port of New York Authority when acquired by it for the 
construction, operation and maintenance of such bridges 
(Arthur Kill Bridges) (32 :1-66) (b). 

9.	 Port of New York Authority when acquired by it for the 
construction, operation and maintenance of such bridge 
(George vVashington Bridge) (32:1-90) (b). 

10.	 Port of New York Authority when acquired by it for the 
construction, operation and maintenance thereof (Bay­
onneBridge) (32:1-113) (b). . 

11.	 Port of New York Authority when acquired or used by 
it for such purposes (vehicular bridges and tunnels within 
the Port of New York District, including the Holland 
Tunnel and the Midtown Hudson Tunnel) (32 :1-131) (b). 

12.	 Delaware River J oint Commission when acquired or used 
by it for such purposes (32 :3-12) (b). 

13.	 Delaware River Joint Toll Bridge Commission when 
acquired or used by it for purposes authorized by this 
agreement (32 :8-9) (b). 

14.	 Hackensack River Sewerage District when acquired by 
it for the purposes of this'chapter (58:15-42) (b). 

15.	 South Jersey Transit Authority when acquired or used 
by it for such purposes (48:21-17) (b). 
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23.	 By an Industrial Commission created under P. L. 1936, 
c. 184, for the purposes authorized by said act only from 
paying to the city by which created any taxes upon said 
property.. (P. L. 1936, c. 184) (b). 

ill.	 Specific intangible personal property regardless of ownership or use: 

24.	 Bonds and other securities of the United States (54 :4-3) 
(a) . 

25.	 Stock of National Banks which are located in another 
State (a). 

26.	 Bonds, securities, improvement certificates, and other 
evidences of indebtedness of this State or any county, 
taxing or school district thereof (54 :4-3.1) (d). 

27.	 Shares of stock of any street railway, traction, gas and 
electric light, heat and power corporations, using or 
occupying public streets, highways, roads or other public 
places in this State (P. L. 1940, c. 5, section 3) (b). 

28.	 Shares of stock, bonds and certificates of indebtedness of 
railroad companies, when real and tangible personal 
property of the company is taxed, under the Railroad 
Tax Act (P. L. 1941, c. 291) (b). 

29.	 Shares of capital stock of any domestic insurance com­
pany (54 :4-20, 54.4-22) b). 

30.	 Shares of stock of any domestic corporation, which by 
contract with this State is expressly exempted from tax­
ation (54:4-3.8) (a). 

31.	 Shares of stock of any domestic corporation, the capital 
or property of which is made taxable to or against the 
corporation (54 :4-3.8) (d). 

32.	 Shares of stock of a foreign corporation owned by citizens 
or corporations of this State, provided taxes have been 
actually assessed and paid by the foreign corporation in 
the foreign State within twelve months prior to our 
assessing date (54:4-3.2) (d). 

33.	 Bonds and other securities issued by the Port of New 
York Authority (32 :1-33) (d). 

34.	 Bonds and other securities and obligations issued by the 
Delaware River Joint Commission (32:3-12) (d). 

35.	 Bonds and obligations issued by the Delaware River 
J oint Toll Bridge Commission (32 :8-9) (d). 
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49.	 The funds anel property 

subject to P. L. 1940, c. 7 
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lission created under P. L. 1936, 
authorized by said act only from 
l1ich created any taxes upon said 
~. 184) (b). 

·rty regardless of ownership or use: 

ies of the United States (54:4-3) 

IS which are located in another 

'ovement certificates, and other 
~ss of this State or any county, 
thereof (54:4-3.1) (d). 
street railway, traction, gas and 
1 power corporations, using or 
, highways, roads or other public 
L. 1940, c. 5, section 3) (b). 
.nd certificates of indebtedness of 
len real and tangible personal 
~lY is taxed, under the Railroad 
291) (b). 
of any domestic insurance com­
b). 
domestic corporation, which by 
is expressly exempted from tax-

domestic corporation, the capital 
; made taxable to or against the 
(d). 
ign corporation owned by citizens 
State, provided taxes have been 

:lid by the foreign corporation in 
in twelve months prior to our 
) (d). 
lties issued by the Port of New
 
3) (d).
 
ies and obligations issued by the
 
'ommission (32 :3-12) (d).
 
issued by the Dela,yare River
 

lission (32 :8-9) (d).
 

36.	 Bonds of the Hackensack River Sewerage Commission 
(58 :15-64) (d). 

37.	 Bonds and other securities and obligations of the South 
Jersey Transit Authority (48:21-17) (d). 

38.	 Bonds or other evidences of indebtedness of the South 
Jersey Port Commission (12 :11-40) (d). 

39.	 Tunnel revenue bonds issued by the Gloucester Tunnel 
Commission (32:13A-8) Cd). 

40.	 Bonds issued by municipalities for se,\'er and disposal 
plants under Article 3 of chapter 63 of Title 40 
(40:63-140) (d). 

41.	 Bonds or obligations issued by an Industrial Commission 
created under P. L. 1936, c. 184 (40 :190-12) (d). 

42.	 Bonds issued by counties to provide for a district welfare­
house under chapter 1 of Title 44 not subject to taxation 
except for State purposes (44:1-53) (d). 

43.	 Mortgages or debts secured by mortgage on property 
exempt from taxation under chapter 4 of Title 54, the 
General Tax Act (54 :4-3.14) (d). 

44.	 Mortgages or debts secured by mortgage on real prop­
erty which is taxed in this State (54:4-33) (c). 

45.	 Mortgages or debts secured by mortgage on personal 
property or on both personal and real property, unless a 
deduction therefor shall have been claimed by the owner 
of the mortgaged premises and allowed by the assessor 
(54 :4-15) (c). 

46.	 Shares of stock of savings banks organized under the 
authority of this State (54:9-3) (b). 

IV.	 Specific intangible personal property when held by particular persons, 
etc.: . 

47.	 The funds of all charitable and benevolent institutions 
and associations collected and held exclusively for the 
sick and disabled members thereof, or for the widows of 
deceased members, or for the education, support 01' 

maintenance of the children of deceased members 
(54 :4-3.7) (d). 

48.	 The funds of hospital service corporations subject to 
P. L. 1938, c. 366, P. L. 1938, c. 366 (d). 

49.	 The funds and property of medical service corporations 
subject to P. L. 1940, c. 74, P. L. 1940, c. 74 (d). 
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50. All endowments and funds held and administered ex­ 61. All pensions granted u 
clusively for charitable, benevolent, religious, or hospital employees of first-clas 
purposes within this S tate (54 :4-3.7) (d). 62. All pensions granted u 

51. Moneys in the various funds created under the Teachers' ees for cities of the fin 
Pension and Annuity Fund Law (18 :3-110) (d). 63. All pensions granted 

52. Moneys in the various funds created under the State ployees of villages in cc 
Employees' Retirement System Act (43:14-42) (d). (d) . 

53. Share loans, cash and liquid investment fund, and any 64. All amounts paid as ri 
other statutory investment fund of domestic building and Chapter 5 of Title 30 ! 

loan associations (54 :4-3.22) (d). (d). 
54. Cash on hand or on deposit, and loans on collateral 65. All amounts paid as 0 

of savings banks, mutual savings banks, and institu­

55. 

56. 

57. 

58. 

tions for savings organized under the laws of this State 
(54:4-3.23) (d). 
Moneys of any person, firm, association or corporation, 
individually or in a fiduciary capacity, or to the credit 
of any person, firm, association or corporation, indi­
vidually or in any fiduciary capacity with any bank, trust 
company, national bank, or savings bank doing business 
in this State (54 :4-3.23) (d). 
Bonds or obligations issued by a railroad or public utility 
company of any State while owned by a savings bank or 
institution for savings of this State (54 :4-33) (d). 
Notes, investment securities or cash owned by any credit 
union under P. L. 1938, chapter 293 (P. L. 1938, chapter 
293, section 46) (b). 
The right of a teacher to a pension, an annuity, or a 
retirement allowance, to the return of contributions, any 
benefit or right accrued or accruing to any person under 
the Teachers' Pension and Annuity Fund Law (18 :13­

I' 
I 
j 
, 

V. Intangible personal property not 
Tax Act, but taxed under ~ 

66. All intangible personal 
insurance companies w] 
21 (54 :4-20, 21) (e). 

67. All intangible persom 
insurance companies 0 

under 54 :4-22 (54 :4-22 
68. All intangible personal·. 

traction, gas and electr' 
tions, using or occupyin 
or other public places in 
(P. L. 1940, Chapter 5) 

69. All intangible personal 
panies which are taxed 1 

70. Shares of common capi1 
panies which are taxed 
7lh mills on valuation ( 

59. 
110) (d). 
The right of a person to a pension, an annuity, or a 
retirement allowance, to the return of contributions, any 
benefit or right accrued or accruing to a person under the 
provisions of the State Employees' Retirement System 

VI. 

Further Exemption Which n 
Intangible Personal j 

The following New Jersey residen 
claim from State, county, or 
sonal property, or both, to a 

(43:14-42) (d). gate $500.00, which may be 

60. All pensions granted uncleI' the pension fund for proba­
tion officers of counties having over eighty-three thousand 
inhabitants (43:10-57) (d). 

1. All persons enrolled as a 
ment or of any orgalliz 
any taxing district or :f] 
any authorized public b( 

2. All exempt firemen of m 
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Ids held and administered ex­

enevolent, religious, or hospital
 
e (54 :4-3.7) (d).
 
Ids created under the Teachers'
 
ld Law (18:3-110) (d).
 
'unds created under the State
 
,'stem Act (43 :14-42) (d).
 
luid investment fund, and any
 
t fund of domestic building and
 
~2) (d).
 
posit, and loans on collateral
 
11 savings banks, and institu­

~d under the laws of this State
 

em association or corporation, 
ial~y capacity, or to the credit 
ociation or corporation, indi­
y capacity with any bank, trust 
)1' savings bank doing business 
(d). 
d by a railroad or public utility 
lIe owned by a savings bank or 
this State (54:4-33) (d). 
es or cash owned by any credit 
tapter 293 (P. L. 1938, chapter 

) a pension, an annuity, or a 
lIe return of contributions, any 
. accruing to any person under 
d Annuity Fund Law (18 :13­

I a pension, an annuity, or a 
1e return of contributions, any 
accruing to a person under the 
;mployees' Retirement System 

'1' the pension fund for proba­
ing over eighty-three thousand 
l. 

61.	 All pensions granted under the pension fund for certain
 
employees of first-class counties (43:10-14) (d).
 

62.	 All pensions granted under the pension fund for employ­

ees for cities of the first class (43 :13-9) (d).
 

63.	 All pensions granted under the pension fund for em­

ployees of villages in counties of the first class (43 :13---44)
 
(d) . 

64.	 All amounts paid as relief, assistance or support under
 
Chapter 5 of 'ritIe 30 (Children's Guardians) (30 :5-12)
 
(d) . 

65.	 All amounts paid as Old Age Assistance (44:7-35) (d). 

V.	 Intangible personal property not subject to taxation under the General
 
Tax Act, but taxed under a separate act:
 I 

66.	 All intangible personal property owned by domestic life 
insurance companies which are taxed under 54 :4-20 and II
21 (54 :4--20, 21) (e). I 

67.	 All intangible personal property owned by domestic
 
insurance companies other than' life which are taxed
 I
under 54 :4--22 (54 :4--22) (e). I

68.	 All intangible personal property owned by street railway, 
traction, gas and electric light, heat and power corpora­ I 
tions, using or occupying public streets, highways, roads I

I 

or other public places in this State, which are taxed under I(P.	 L. 1940, Chapter 5). 
69.	 All intangible personal property owned by railroad com­


panies which are taxed under P. L. 1941, Chapter 291 (e).
 1 
70.	 Shares of common capital stock of banks and trust com­


panies which are taxed under Chapter 9 of 'ritle 54 at
 
7% mills on valuation (54:9-7) (e).
 

Further Exemption Which may be Applied Against Any
 
Intangible Personal Property Assessment
 

VI.	 The following New Jersey residents are granted an exemption on proper 
claim from State, county, or municipal taxation upon real and per­ IIsonal property, or both, to a valuation not exceeding in the aggre­
gate $500.00, which may be assessed against their property: 

. 1.	 All persons enrolled as active members of the fire depart­

ment or of any organized volunteer fire department of
 
any taxing district or fire district under the control of
 
any authorized public body (54 :4-3.12).
 

2. All exempt firemen of any taxing district (54 :4--3.12). 
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3.	 All honorably discharged soldiers and sailors who have 
served in the Army or Navy of the United States during 
any war or rebellion, and their widows during widowhood 
(54:4-3.12). 

4.	 All members of the national guard during their term of 
service (54 :4-3.12) . 

5.	 Any nurse who has served in the Army, Navy or Marine 
Corps of the United States during any war in which the 
United States has been engaged, and who has been 
honorably discharged from such service (54 :4-3.12). 

6.	 All persons who were or will be mustered or drafted into 
Federal military service for the present war or who have 
or shall have voluntarily enlisted for the duration of the 
present war in the Army, Navy or Marine Corps but 
exemption is limited for duration of present war and for 
six months thereafter, P. L. 1942, Chapter 70. 

APPEN 

FOR 
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I~ S1ATE OF NEW JERSEY 
CGrpor .. l. If ....DEPARTMENT OF TAXATION AND FINANCE Highest llUlllber ot e~ployeelJ reported 

TAX RESEARCH UHIT Compensation Co~m1se1on 1n the last G 

Spec ial Informat 10nal Ret.urn 

Required of ALL Corporations 
TAXES IN NEW JERSEY - 1943
 

(flevlst>d Statutes, Chspters 1. 60 &: ~2
 
8u"ln., .. C) .... ll'lcalI01l S•• lal lIl",eber ••
 

of Title 04.~ .hown 01\ 1~.3 Corporal Ion Ineo •• Ta1 Relurn,
 Corporation Franchi~e Tax __ " -' _ 

Local Personal Property Tax; 
~OTE: No tal: i8 payable with rt!i,!'ect to Infor",ation contained. in this for.. Kindly AlDount of Tax 11 _ 

fill in the indicated inf':1rmo.:ion and return on or before January 30, 1946 to 
b •.4.seessed Valuation 

the Tax lleeearch Unit, Det"Artlllent of Ta1at ion and Finance, State }louse, Trenton, 
'3

Ne .....Jersey. 

iter,] is~a.te Tax;
Piease supply the ba.lanre sheet ltel'll!l on this page as of December 3:1, 1943 or 

Amf')unt of Tax _ 
fisce-l year beginning 1943 and ending lQ"4. 

b. Assessed Valuation 

Be sure to cOlllpleto percentages in Col. 3. If any itell In Col. 1 i8 zero, el'1ter "
 
X in corrosponding line of Col. ~. If any Ite. in Col. 2 Is zero, enter zero In
 

uneNployrnent Corapensation. 76 _ 
corresponding line ot Col. 3. 

(.) EI,lployer's Contribution only. 

DO NOT UH CONSOLIDATED FIGUkESI (PLEASE lYEE) 

Col. 1 Col. 2 lol. :I
 

ASSETS
 Fr~m sales ot merchandise ftnd other tangibl.
TOTAL ltITHIN TOTAL ~ITHIN In ~'ew Jer3ey at time of receipt of, or Spp 

A:oID 'f,ITHOUT N. J. N. J. ONLY 

IHTAtifol'Cl.E PERSONAL PROPERTY b. F"ol~ sales of lI'Ierchandise and other tanglb 

("ole-d, at tlJl1e of receipt of or appropriati 

mancnt or continuous place of bu.siness outs 
CftSIl ""d. Deposits . 1$"- ~_ IS 

!'Iot('<.: hecelvable del'S .. ere received or accepted in New Jerse 
Accounts ft.ecelvable n~ct) 

Stocks 11 11 c. From .services performed in New Jersey _,,------ ­
Bonds, 1Il0rtgnges &: Notes 13 _ l' 15 

d. From rentals of property situated in New Je,
16 _Obligl\t1ons of the U. S. Government 17 1. 

N. J. Stale ~ Local Govt. Bonds &- Othf>r ObI. 19 _ 10 II e. From royal ties for the use In Ne'W Jersey of 

All other Intangible Personalty IJ I.,,------ ­
f. All other business receipts earned in New JrTOTAL II/TAI/GIBLE PERSO.VAL PROPERTY 15 ~$ _ 26$ 17 S 

TANGIBLE PROPEkTY 
g. Total of lines 81 through 86 Ine)usive __ 

"and 1._. _ 19 30 
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Inventories 37 _
 JB 39 L Percentage 1n New Jersey [Item 67 -i- Item 6 
Other Tangible Per150nally (Net) .1,,-------
TOTAl, TAI/GEBLE PROPF.P.TY '3 ~, _ till 

" S
 

Ptl.tellts
 TOTAL WAGES, SALARIES AND OTHER COMPENSAT ION OF Eil,,------- " 
'5

•• 
ffooc'l·dll '9 _ 50 51 

!!...p.rC"l"re~ Charges 51 _ 1¥ag~s, salaries &: other compensation attributab53 5' 
I J.!.l._,~).!.~£!,---,A'Csc"s~.-,I2.S . _ 5' _ 56 5) 
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rTOTAL ASSETS 5. , 59' 60 
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TOTAL LIABILITIES 6) $ _ TOTAL NET WORTH 60$ ~ I 
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Loeal Pel"sonal Property Tax: Social Security &: Fed. Excise 
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and Finance, State Houee, trenton, 'J _ on 19-43 Fed. Income Tax Ret.) 79 
b•."ssesscd Valuation 
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lone! endinS 19t,.
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80	 _ 
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e. 1n Col. 2 is zero, enter zero 1n Uneaployment CONpensation • 

76 _ 
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cEASE TYEE! 

tol. 3 
from sales of aerchandiae and other tangible personal property located 

Col. 2 

8. _
 
HTHIN
 TOTAL l'liTHIN	 In ~e .. Jereey at tilllc of receipt of, or appropriation to, the orders __ 

IUT H. J. H. J. ONLY 
b.	 Fro~ sales of ll1erchandise and other tangible personal property not 10­

("otcd, at ti ... e of receipt of or "appropriation to tfte orders, at any per­
2S, _ 

manent or continuous place of business outside New Jersey, "here the or­
82 _ders "ere received or accepted in Jr(ew Jersey ~~-_-_-

" _ i2 _ From services in Hew Jerscy	 __ 8J _perfor~ed 

.5 _ 8. _d.	 From rentals of property situated in New Jersey_~ _" _ .8 _ 

20 _	 From royalties for the use in P'lew Jersey of patents & copyrights 85 _ 
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DEPARTMENT Of TAXATION AND fiNANCE 

,.lU E. WAUH
 
D CT04I
 8TATe HOU•• 

DIYl810N Of"' TAXATION TR....TON 7, HEW jll"••Y 

January 5, 1945. 

Gentlemen: 

At the recent public hearings by the Governor's Commission 
on Taxation of Intangible Personal Property. it seemed generally 
agreed that the present tax laws affecting both tangible and intangible 
personal property are in serious need of revision. It was generally 
agreed also that the present corporate franchise tax is archaic and 
inequitable. 

At the same time~ all those appearing before the Commission 
agreed that a principal obstacle to the development of concrete 
proposals for correcting the inequities and formulating a sound tax 
program is the absence of adequate data. 

It is likely that some corrective legislation will be 
introduced at the forthcoming session of the Legislature. To guard 
against the possibility of legislation which might unfairly affect 
your corporation and business groups generally, it is necessary to 
obtain basic data from which the impact, reasonableness and equity 
of various proposals may be determined. Although we do not wish to 
add to the already heavy burden of business reports, it is the duty 
of this Department to secure this data not now available anywhere. 

Enclosed is a Special Informational Return Form, relating 
to the year 1943. It does not require any current figures. Your 
1943 federal income tax report will in most cases provide mOst of 
the information reqUired. The inforDation sought is of a general 
nature and is not intended to fit any particular program suggested 
by the groups participating in the public hearings. 

Kindly complete the enclosed form and return it to the 
Tax Research Unit, Division of Taxation, not later than January 30. 
1945. Instructions are on the reverse side of this letter. 

We wish to emphasize that the return is for informational 
purposes only. The information will be treated in the strictest 
confidence. The calculations anP statements that you make on this 
informational return will be without prejudice to any method of 
reporting or any elections you may subsequently wish to adopt on 
your regular tax reports and will not be binding upon you in the 
making of such subsequent reports. 

Your fullest cooperation in this effort to promote the 
interests of all taxpayers generally and of business activities 1n 
particular will be appreciated. 

d;;;:;:rlail
Frank E. 'NaIsh 
Director, Division of Taxat10n 
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INSTRUCTIONS FOR 

PUftPOSE: Th. purpo,. of the,e in,tr 
Iforll manner the various data re~uj red. 
upon the basis of this return. These inst, 
do not necessarily assume to declare or j 

they are designed only to facilitate comD 
Any request for informati'Jn Concerning th 
Instructions, should be addressed to: 

Department of Taxatl&n and Finance 
Ta. Research Unit 
Alt: Wtlll11rrl KIngsley, Supervisor 

State House, Trenton 7, N. J. 

BALANCE SHEET GENERALLY: 

All balance sheet, income and expense 
with your 1943 Federal Income Tax kel 

8ALANCE SHEET ALLOCATIONS: GENERAL NOTE. 
All	 required allocations are solely I 

to be compiled from this return. Thf 
report jog or any elect ions you may h.­
sequently follow for your regular tal 

COLUMNS 1. 2 and 3: ALLCCAT, 
IHHGIBLE PERSONAL PROPERTY: 

Domestic corporations should, for th(' 

:~;e J~~:e;t:~~. intangible per-sonalty 

For-eign cor-por-ations should allocate 
alty as has business situs her-e, In 
to have a business situs in New Jerse 
this state as an integral par-t of sOllie 
ized here, r-egardless of whether- or 
:~~c;~~m:r~~ intangible personaltyar-, 

ACCOUNTS RECEIVABLE: 

(a)	 Place where sales order-s a 
acceptance, or­

(b)	 ¥then r-esul ting frOm Sales f 
Jersey, or 

(c)	 "'hell r-esultlng from ser-Vice 
orflce in this state. 

BANK DEPOSITS: 
Place where withdr-awals are 

STOCKS AND BONOS: 
Place where instrument is Dl 

be the state of il,corporatl 
agement is situated In anot 

TANG I HE PROPERTY: 

Tangible property of all kinds should 
sical pr-esence as of the date of the 

PATEHS. GOODWILL. ETC: lIeu ~6 to 57 
Allocate these Items within and without 
indicated above for intangible perSOnt 

RECEIPTS ALLOCATION: Ile.s 81 to 89 
It your corporation in the year -cover€ 
iness receipts according to the Itea, 
for- these Item~ on the best estimates 

ALL	 OTHER BUSIHESS RECEIPTS EARNED IN HfW. 
Include among -0.11 other- business rect" 
received or- paye-hle in New Jersey. Rec 
er-ty not held by the taxpayer- as • de 
cour-se or bUSiness) ere not deeMed bul, 
real proper-ty, held by the taxpayer as 
ular course or business, are busineslii 
If the real property was situated in ,. 
ible personal proper-ty, held. by the t 
in the regular cour-sc of business, .r-e 
Jersey if the Sales 'll'er-e made in New 
NAintalned by the tazpayer in New Jers 

TOTAL RECEIPTS: Ite. 88 

Ezclude receipts rroJll sales or capital 
taxpayer as a· dea.ler tor sale to cusl, 

WAGES, SALARIES AND OTHER COHPEHSATION ATB 
Include, as attr-Jbutable to New Jer-sey, 
of *3,000) of all employees working in' 
clpal duties ar-e per-for.ed In New Jere 

/
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INSTRUCTIONS FOR USE ~ITH FORM 200 
I 

F\JRPOSE: The ourpose of these instructions is to enable you to report in a un­
tfonn manner the various data required. "0 tax Clln at any time be Assessed or paid II
upon the basis of this return. These instructions, and the Items to ... hie" they relate Ido not nece'sar; Iy assume to declare or interpret any elClstJng law or regulation __ ' 
the.,	 are de,l~ned only to facilitate comoutatJonand analysis of pertinent.statl,tICI. 
Any	 request for informati'Jn concerning the forms. the Items to be filled In or these 
'nstructlons, should be lliddl"essed to: t 

Department of Tllxat i6n and Fi nllnce 
TllX Research Unit 
Att:	 W111iam Kingsley, Supervisor
 

Slate House, Trenton 7, N, J. - or - (Telephone: Trenton 2-2131, E'l:t. 359)
 

8ALAKCE SHEET GENERALLY: 

All balance sheet,lncollle and expense figures ehould be taken frail; or reconciled
 
.. ith your 1943 federal Income Tax keturn, wherover possIble.
 

8ALANCE SHEET ALLOCATIONS: GENERAL NOTE: 
All required a,llocations are solely for the purpose of stllitl.tlcal Inforllatlon
 
to be comoiled from this return. They are without prejudice to any Method of
 
reporting Or any elections you may have previously adopted or which you ~8Y ,ub­

sequently folio,", for your regular tax reports.
 

COLUMNS I, 2 and 3: ALLCCATION OF PERSCNAL PROPERTY: 

IHTAKGIBLE PERSONAL PROPERTY: 
Domestic corporations should, for the purpose of this return only, allocate to 
New Jersey all intangible personalty which does not have a bUsiness eitus out­
side	 the state. 

Foreign corporations should allocate to New Jersey only such intang1ble person­

alty llS has business situs here. Int6ngible personal property shall be dee.ed'
 
to have a busine6s situs in New Jersey when it is used, managed or controlled 1n
 
this state as an integr"al par"t of some business or 8er"ie8 or tY'ansactions local­

ized here, regardless of whetlier or not securities or written InstruN:ente. evi­

dencing such intangible personal'.y are actually physically localed in New Jersey_ 
For .eKample: 

ACCOUKTS REtE I HBlE: 
(8)	 Place where sales orders are controlled 4S lo final approval and
 

acceptance, or
 
(b)	 \\hen resulting from sales from a stock of goods •• a1ntained In Hew
 

Jersey, or
 

(c)	 When resulting from serVices rendered by employees reportln! to an
 
office 1n this state.
 

BANK	 DEPOSITS: 
Place _here withdra_als are directed and controlleda 

STOCKS AND BOKDS: 
Place where instrument is Managed and controllp.d; this would not 
be the state of illcor"poration it actual principal of rice at ...n­
agernent is situated in another slale. 

TANG I BLE PROPERTY: 
Tangible propert.y of all kinds should be allocated according to its place of phy­

sical presence as of the date of the balance sheeta
 

PATEKTS, GOOO~lll, ETC: Items ~6 to 57 
Allocate these items within and without lhe Slate of Hew Jersey in the aa.e wayas
 
indicated above ror intangible personal property.
 

RECEIPTS HlOCATIOK: Items BI to 89 
It your corporation in the year covered by this return did not ela.s~ry 1tl bus­

iness receipts According to the itemS listed (81 to 89), please base your ti&ures
 
tor these ito~s on the best estimates you can ~ake.
 

ALL OTHER 8US I KESS RECE 1PTS EAR"EO I K N~~ JERSEY: Item 86 
Include among -all other business receipts· such lteas as interest and divldends 
received or payable in New Jersey. Receipts frOM sales of capite.l &8·lIets J (prop­

erty not held by the taxpayer as a dealer for sale to customers in the regular
 
course of bUSIness) are not dee.ed busIness receipts. Receipt. tro. the eale or
 
real property, held by the taxpayer as a dealer tor sale to custollers ln the reg­

ular course ot business, are business receipts and are allocable to Hew Jersey
 
if the real property was situated In New Jersey. Rece1pts froa salea of lntang­

ible personal property, held by the taxpayer AS a dealer for 8ale to custollers
 
in the regular course of business, are businees receipts and are allocable to Ne.
 
Jersey it the saies were made in New Jersey or frOID a regUlar place ot bUsinees
 
maintained by the taxpayer in Hew Jersey.
 

TOTAL RECEIPTS: Item 88 
E'l:clude receipts froll sales of capite.l assets (sales of property not held b1 the
 
ta'l:payer as a dealer for sale to customers In the re&ular course at business-) •
 

WA8ES, SALARIES A"D OTKER COHPE"SATIOK ATTRIBUTABLE TO KEW JERSEY: Ite~ 90 
Inoludc, aft attributable to Nell' Jersey, ALL wages (not e'l:cluding a.ounts in es:oesa
 
Or $3,000) of all employees working 1n or out of a. Hew Jere., office or whose prln­

eipal duties are perfor_ed in Now Jersey.
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_____

State of New Jersey Please return completed copy of this 
COMMISSION ON TAXATION OF INTANGIBLE form on or before May 15, 1944 

PERSONAL PROPERTY 
20 Nassau Street 
Princeton. N. J. 

(municipality) (county) 

SURVEY OF PERSONAL PROPERTY ASSESSED 
(Authorized by Joint Resolution No.4, 1944) 

(Signature of approving officer) 

1939 and 1944 
1939 

\ Net Personalty Personalty TaxesCLASSIFICATION OF PROPERTY Number of Valuations 
AssessmeJ1ts DelinquentTaxable 

12/31/43 
1939 1944 1944 

I 
~ 

I.	 TOTAL BUSINESS PERSONALTY
 
ASSESSMENTS
 

A. Total business tangible personalty I I I I 
1.	 Against corporations having
 

registered office only
 II I I 

~_.·_A_~..::~'_:_:_·:_:_:_:_Cn_fn_i~_P:_o:_r:..:::...;O_i~_:_:_:_;_.~-:-~_:_:;-:_:-~-S+----I-I-----------_-I,~FI. 
B.	 Total business Intangible per­


sonalty
 

--~----=---------f----I--I-I !III1.	 Against corporations haVing
 
registered office only
 

1. Against owners of real estate 

===2. n=on-o=wne=rsO=fre=al~=fft~i~=st	 -R:--I,--Il=ill~=== 
B.	 Total ir:dividual intangible per­


sonalty
 

1. Against owners of real estate 

--2.~'::':'--;t~~e-st o-f In-on-o-wne-rs re-al-/~--~:I IE 
III.	 TOTAL FARM PERSONALTY AS­

SESSMENTS 

A. Total farm tangible personalty -F-+l 
1.	 Farm households 

2.	 Stock and machinery 

B. Total farm intangible personalty Ii=r~ 
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