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December 8, 1977

Governor Brendan T. Byrne
State House
Trenton, New Jersey (08625

Dear Governor Byrne:

Atrtached herewith is the Report of the Commission on Government
Costs and Tax Policy., I especially want to call to your attention the work
of the Commission members who, without any compensation whatsoever, gave
their time and expertise to assist in this effort. And, let me also report
to you on the excellent work done by our small staff including Richard F.
Keevey of the Division of Budget and Accounting, Nancy G. Beer of Woodrow
Wilson School, and Jo Ann Navickas and Mary Comfort of the Commission staff.
In addition-~and I say this with personal gratification--we appreciate the
excellent assistance provided by the Department of the Treasury, particularly

James A. Arnold and his staff of the Research Section of the Division of Taxation.

The Commission reports a summary document which has the general
concurrence of the members and three separate Subcommittee reports which are
included for informational purposes but not specifically endorsed in detail. I
should also mention that not all of the members apgreed with every part of
the summary, but in the spirit of cooperation we decided to forward it to
you and the members of the Legislature with as little delay as possible. Each
of the recommendations then has at least the support of the majority of the
Commission members.

We began our work almost six months age during a period of consider-
able uncertainty about the future of the Tax Program and the exact configura-
tion of next year's budget. Much of that has been shifted away by the election
returns. The Commission has been practical, we think, in recognizing that\
some major issues were settled as they should be by the public. Thus, while
the Subcommittees' Reportson "Alternatives to the Current Program'" and the

"Costs of Government' are valuable documents and the result of much hard work,
We recognize that the initial focus of those in government must be on our
Tecommendations for improving the current program.
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Governor Byrne Page 2

In this regard, we feel confident that many of our recommendations
would make the program more efficient and effective and, in some cases, save

money.,

Since time 1s of the essence, we have reported perhaps before com-
pleting all of the research and discussion we would have 1liked. The Commission
members are ready to look into any specific areas which you feel require fur-
ther attention. 1In any case, on behalf of all of us, we thank you for the
opportunity to look at these important questions and wish you good luck in
your second administration. Regards.

Richard C. Leone
Chairperson

RCL:cag
Attachment
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SUMMARY REPORT AND RECOMMENDATIONS . ( "

NEW JERSEY COMMISSION ON GOVERNMENT COSTS AND TAX POLICY

The mid~Seventies found New Jersey in the midst of a governmental crisis
of extraordinary proportions. The State's long-recognized need to establish
a fair and equitable tax system, fitted to the needs of effective and efficient
State and local governments, was being further underscored by: (1) the econom—
ically undermining effects of a national recession; and, (2) the events set in
motion by the New Jersey Supreme Court decisions in Robinson v. Cahill; i.e., the
early 1970's school finance case which challenged the constitutional validity of

a system of public school finance in which localities paid approximately 67 percent

of public sthool costs.

The answer to the State’'s governmental crisis came in the form of the Public
School Education Act of 1975 and the passage of the 1976 Tax Reform Program. The
former, in particular, provided for 4 shared-cost plan of State school support
which was te raise the State's share of the total funds necessary to pay for the
annual costs of education from approximately 29 to 40 percent; the latter program,
whose central feature was a gross Income Tax of 2 to 2.5 percent to be imposed on
all the State's residents, was to provide the mechanism with which the State was
to fund the new financing plan. In addition, various companion legislation were
enacted whose purpose it was to generally improve the State's fiscal position by
reorienting its tax structure away from its dependence upon nuisance and local
property tax revenue sources and by limiting the spending habits of government at

all levels.

The following summary report reviews and analyzes certain provisions of the
recent governmental reforms. 1In particular, this repert makes recommendations
concerning the existing program; concerns itself with an analysis of the major
alternatives available to the State to meet its governmental obligations; and,
suggests those alternatives the Commission finds most appropriate,.

A. ANALYZING THE CURRENT PROGRAM

I. The Commission recommends that a decision regarding the status of the
New Jersevy Gross Income Tax be made on the highest priority basis. In
particular, the Commission recommends that the self-destruct clause of
the New Jersey Gross Income Tax be repealed as soon as possible, prefer-
ably before the Legislature adjourns in December, 1877.

It is the belief of the Commission that the individual Income Tax
is the fairest and best of all alternative revenue sources. The Income
Tax has gained approval because of its directness and adaptablility to
governmental policy and because it is believed that income is the most
appropriate measure of a person's capacity to command economic resources
and thus a good indicator of ability to help finance government. Further-
‘more, the Commission believes that, with time, the Income Tax will be able
to correct the inelastic quality of the State's revenue structure. The
structure has traditionally caused revenues to lag behind expenditureas,

vi .
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touched off recurrent fiscal crises which required Imposition of new
or increased baxes, and {(which have} given the State a reputation for
fiscal instability, discouraging economic development.

A swift decision on the status of the tax will enable government
decision-makers to plan intelligently for the future, particularly as
budgets are now being developed and must be adopted by February and
March of 1978, Any substantive changes in the Income Tax can be made
at a later date by the new Legislature on a priority basis and should
be made only in an atmosphere of more permanent reform.

The Commission recommends that no changes in either the Incomé Tax base
or rates be made effective until January 1, 1979.

The Commission believes that, for the purposes of tax continuity,
any substantive changes made in the present Income Tax in 1978 should
not take effect until January 1, 1979, The Commission believes that
this measure will ensure that only one form of the tax will be in effect
during any particular tax year and that considerable confusion will be
avoided as a result.

The Commission recommends the continuation of 40 percent State funding
for schools, part of which is to be funded from the Property Tax Relief

Fund.

The Commission supports the principle of a broad-based tax to fund
a considerable portion of local school budgets and recognizes that the
Supreme Court has accepted as facially constitutional the present State
assumption of 40 percent of school funding, representing $505 million
in fiscal year 1978.

The Commission has not addressed alternatives or modifications to the
Thorough and Efficient Law recognizing that detailed evaluative work is
already being done in these areas by the Joint Commission on Public Schools,
as well as by the Department of Education and special interest groups in-
cluding the New Jersey Education Association. The (ommission, howéver,
has heard testimony concerning the T&E Law. In particular, it has heard
arguments regarding certain problems such as increased administrative
costs, arising out of the process model of education implied by the law.
and other problems involving certain inequities and restrictioms resulting
from the school cap law which would suggest action on these matters on a
first priority basis.

The Commission recommends that Homestead Rebates be distributed once a
year according to the present formula with review of alternatives to
this Program in two years time.

The Commission recommends the continuation of the Rebate Program
because of its high visibility and because it has been estimated that
a rebate taking the form of a reduction in Income Tax liability would
reduce the State's Federal Revenue Sharing dollars by approximately
518 million. The law, however, should be amended so that rebate checks
are distributed annually in July in order to save some $400,000 in admin-
istrative costs each year and provide a one-time saving of approximately

$130 million.
vii




After two years, program alternatives should be reviewed. Alter- (h
natives include a circuit-breaker concept which provides property tax
relief to those with low incomes. The relief could be credited agalnst
one's Income Tax liability or, if the taxpayer has none, the homeowner
could receive a cash rebate. Alternmatively, the homestead rebate as now
calculated could be credited against one's property tax or against one's

Income Tax.

Another distribution method saving considerable administative costs
would be a flat amount of $1B7 (the average rebate amount in 1977) to be
returned to each homeowner with each qualified senior citizen receiving
an additional $50. The funds distributed according to this formula would
result in considerable rebate increases to those persons living in the poorer
areas while those persons presently most benefited by the law would lose
only- some $10 to $30 annually. The Commission recommends future priority
congideration of the latter, flat rate alternative both to relieve admin-
istrative costs and to distribute the funds more according to overall

economic need.

V. The Commission recommends the repeal of the Tenant Rebate Law and the
continuation of the tenant income tax credit including an amendment
allowing renters without an Income Tax liability tec carry-over the
credilt for a period of three vears. Alternative programs to assist

tenants need further study.

The Commission has heard repeated testimony that compliance with théi
Tenant Rebate Law: i.e., the law requiring landlords to pass-through )
dollars realized from property tax reductions, is extremely difficult to
monitor. Because it is virtually impossible to discover whether the tenant
is receiving the correct amount owed.and/or whether rents are simply being
raised to account for any pass~through of funds, the concept of the tenant
rebate is misleading. Some tenants may be receiving no relief. Further,
the law places a large administrative and policing burden on local munici-
palities.

The Commission has not reviewed all the possible alternatives to the
Tenant Rebate Program. Alternatives include a circuit-breaker concept
with direct payments to temants similar to the property tax deduction pro-
grams for senior citizens and veterans but the Commission notes that such
a concept could require additional State monies.

The present Income Tax Law which allows a tenant a $65 credit on his
income tax ($100 if a senior citizen), compares very favorably with other
states; however, data from the Division of Taxation shows that some 500,000
renters do not have Income Tax liabilities and, therefore, are not neces~
sarily benefited by the tax credit. The Commisison believes acredit carry-
over of three years would benefit a large number of renters who would not
be eligible for the credit in any one year. Any additional changes require

further study. ’
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VIII.

The Compmission recommends the State asgsumption of certain court costs,

and that the $50 million Revenue Sharing Program be discontinued. ;

The Commission draws attention to the fact that the court system
now is largely under State control. State asgumption of certain court
costs would centralize funding decisions and insure that court systems
are of comparable quality. Further, State assumption of court costs
would provide relief to those counties with the largest municipalities
which now levy high property taxes for courts as well as other local
needs. It is also argued that rising court costs would be better ab-
sorbed by the more elastic Income Tax revenue than by traditional prop~

erty tax revenue, '

The Commission has heard testimony and reviewed data which shows
that the present distribution of Revenue Sharing funds (all but seven of
the State's 567 municipalities were eligible in 1977 under the program)
has contributed towards reducing property taxes across the State and,
in s ome cases, has served as a much needed substitute for the $25 million
Sales Tax revenue sum which is no longer distributed locally. The
Commission, however, believes this money could be spent more effectively
if used to assume court costs, noting that levies for county purposes, in-
cluding the courts, are part of the local property tax burden.

The Commission suggests that court costs, totaling approximately
$48 million and covering the costs of county and district courts, the.
Prosecutors' offices, the surrogate courts, juvenile and domestic courts,
jury and commissioner fees, and the law library be paid by the S5tate.
Another $35 million would be necessary to assume the costs of probation
and the sheriffs' offices or the entire level of court expenditures now

supported locally.

The Commission recommends 4 constitutional amendment repealing the veterans’

property tax deductions.

The Commission believes, as did the members of the 1972 Tax Policy
Committee, that veterans should not be entitled to special property tax
treatment. Since the late 1940's, qualified veterans have received $50
a vear; irrespective of need. An annual saving to the Property Tax
Relief Fund of $22 million would be realized from the repeal of the veterans'’

deductions.

The Commission supports -State assumption of the costs of senior citizens'
property tax deductions but, as with all senior citizen programs, favors

review to reflect need.

The. 1972 Tax Policy Committee Report outlined guidelines for a review
of the senior citizen property tax reduction program which included a
sliding scale of eligibility, a broader definition of income, and the in~
clusion of renters under the program.

This Commission would like review of the present policy of an annual
property tax deduction of $160 for senior citizens with incomes under
$5,000. The review should be undertaken within the context of a study
of all programs directed towards senior citizen tax relief. (See
Recommendation XVIII)

ix
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XI.
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The Commission recommends study of the distrlbutlon of Cross Receipts and

Franchise Taxes.

Gross Receipts and Franchise Taxes on public utilities are apportioned
each year to local taxing districts for local collection. Apportionments
are based upon gross receipts and scheduled property valuation reported by
utility companies. The receipts accrue directly to those municipalities
where the utilities are located and, in some cases, provide substantial
municipal revenue, whereas the costs are borne across the State in the

payment of utility bills. The 1972 Tax Policy Committec recommended that

these utility revenues be capitalized for apportionment of county taxes.
This and other utility tax distribution alternatives should be reviewed so
that property tax reduction and State aid are more evenly distributed.

The Commission supports the repeal of those business taxes which were

eliminated as part of the 1976 Income Tax Program and suggests review of

additional tax incentive programs with priority attention to business

investment credits.

The Commission believes that significant business investment dis-
incentives have been removed as a result of the repeal of the Retail
Gross Receipts Tax, the exemption of new purchases from the Business
Personal Property Tax, and the repeal of Sales Taxes on the purchase of
production machinery and equipment and on certain business services. The-
former Retail Gross Receipts Tax has been described as inherently unfairﬁ
as it had been levied on gross receipts and not net income. The repeal of
the Sales Tax and Business Personal Property Tax on new purchases should
improve New Jersey's competitive position with neighboring states, in
particular encouraging private investment in New Jersey. The repeal of
those business taxes is estimated to have provided a saving of $79 million

in 1977.

The Income Tax Program also has led to substantial property tax
relief for business. In 1977 it is estimated that business realized a
$77 million reduction in property taxes as a result of $28 million
saving in Statewide property taxes and the $49 million reduction resulting

from the school aid rebates.

Recognizing the need to further stimulate business in New Jersey,
the Commission has reviewed additional tax incentive programs, giving
priority to one involving investment credits for new investments in
plants, machinery, and equipment, a proposal which is strongly endorsed
by the Governor's 1876 Economic Recovery Commission.
The Commission recommends that the State, County, and Municipal Cap Laws
be retained subject to review in the fall of 1978, but that certain amend-
ments to the Cap Lawg should be given priority attention. (See Recom—

mendation XII)

The Commission has heard testimony supporting the cap legislation (
as an important component of the entire Income Tax Program. The budgetary'
restrictions have offered assurances to taxpayers and businessmen that
the spending of any newly raised revenues will be controlled and also
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XIII.

that expenditures, in general, will be carefully considered as the caps
force public officials to make difficult budgetary choices. Further,

data from a sample of municipalities and from the State shows that sub-
stantial service cuts have not been necessary in the first year of the

law. The Commission, however, has also heard testimony that municipalities
have been negatively affected by the cap law and that services might be
unnecessarily impaired, particularly in the second year,

The Commission recognizes that local elected officials are responsible
to their electorate and that spending decisions are basic to the viability
of the local political process. Therefore, the Commission advocates review
of the cap laws in another year when the State's tax structure has stabllized
and restrictions on spending such as the caps may no longer be needed. In
another year the real costs of the State-determined restrictions may be _
better known. In particular, review is needed of so~called "mandated" ;
costg: pensions, social security, utilities, and insurance. The Commis- ¢
sion does not believe mandated costs should be excluded at this time princi-~
pally because selective exclugions, without proper study, may bias decisions
as to cause ineconomies or inefficiencies in government, and because fur~
ther analysis is necessary to define what a "mandatory" cost is, and at
what level such costs become amenable to certain cost—cutting optiomns.

i
4
E
3
3
3
;

The Commigssion supports certain amendments to the cap laws and advocates

these smendments be given priority attention.

a. The State government should be permitted to exclude appropriations
necegsary to match Federal programg in the same manner that local govern-
ments are permitted to exclude such appropriations so that the State can
take advantage of :all those conditions leading to quality services for

its citizens.

b. .All appropriations for capital projects at the State, county, and
municipal levels of government should be excluded from the cap so as to
encourage annual, pay-as-you-go capital financing rather than the policy
of passing~off unnecessary financial burdens to future residents.

¢. Municipalities should be able to follow resclution procedures
for true emergencies and not have these funds charged against their cap
limitation in the following year's budget. Presently, for example, monies
needed to correct flood damage can be excluded from the following year's
cap only by following ordinance regulations which require at least two
weeks for compliance.

d. The cap on the counties and municipalities should be based on
the same formula as that of the State, per capita income growth. The
result would be to raise the 5 percent growth limitation which the
Commission has heard in testimony to be too restrictive, particularly
as personal income and costs-of-living are rising at a greater rate.

The Commission recommends that the Income Tax rate structure not be
changed.

Data from the State's Division of Taxation shows that the Income Tax
is more progressive than the 2 and 2.5 percent rate structure would

%1
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suggest, especially when considered in conjunction with the property tax
relief programs. Further, until more experience with the tax shows other-
wise, the tax appears to be sufficiently elastic to cover the Fund's long-
range appropriations, albeit in the short-run some General Fund revenues

may be needed.

The Commission recommends that all exemptions be taken as $20 tax credits.

The Commission supports the recommendation of the State’s Division
of Taxation that all personal exemptions be taken as $20 tax credits.
Such a change could bring in additional revenues of some $6.8 million
and would make the tax more progressive, especially if the rates, at
some future time, were made steeper.

The Commission recommends the consideration and further detailed study
of certain changes related to statutory definitions of gross income sub-

ject to the tax. The Commission rejects, however, any piggvback alter-—

native on the Federal Tax System.

The Commission has heard conflicting testimony as to the merits of:
(1) adopting the Federal adjusted gross income figure to replace the
"New Jersey gross income,' and (2) adopting definitions listed under
Federal law for each of the State's 14 separate categories of gross income-
These types of changes, it is argued, would facilitate the completion of
the return for the taxpayer and would reduce State administrative costs
since there is no need to write detailed regulations.

Preliminary analysis, as it relates to the adoption of the Federal
adjusted gross income figure to replace the New Jersey gross income de-
finition, shows that approximately $18 million would be lost to the State.
Some of the principal losses, however, such as the treatment of capital
gains and tax exempt bonds, could be overcome by adding back the amount

on the State income tax form,

However, the Commigsion recognizes that the legislative intent was to
insure that the New .Jersey Income Tax be a gross tax and not subject to
the numerous exclusions from and deductions towards the Federal definition
of adjusted gross income. Furthermore, since the New Jersey Constitution
prohibits "incorporation by reference' the adoption of the Federal tax
base might require a constitutional amendment. Even if the change were
acceptable legally, New Jersey may not wish to be subject to all tax
policy changes occurring in Washington, a condition which would result

from adoption of the Federal tax base.

The latter argument applies as well to the piggyback alternative,
In accordance with a new Federal law, the Federal government would assume
a large portion of the State administrative costs if the State Income
Tax would replicate the Federal tax. There is allowance for a few modi-
fications pertaining to such issues as tax-exempt bonds. However, the
State would lose all control over one of the State's major sources of
revenue as a result of the policy. The Commission rejects the piggyback

option.
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Accordingly, the Commigsion urges further study and analysis as

to the merits of: (a) adopting the Federal definition of adjusted gross
income with certain add backs and (b) for each of the State's 14 separate
categories of gross income included under the New Jersey gross income tax,
the State adopt those definitions listed under Federal law and regulations
for exactly comparable items of gross income subject to (or exempt from)
Federal income tax and which are included in the calculation of Federal
adjusted gross income, increase,

The Commission recommends priority attention be given to correcting the

delays of the State's tax appeals process.

Under present law, a taxpaver can contest decisions made by the
State's Division of Taxation by filing written protest and requesting a
hearing before the Director of the Division of Taxation. The Income
Tax, however, provides for no administrative review of the Director's
tuling other than that review presently provided by appeal to the State
Division of Tax Appeals where delays, exclusive of Income Tax appeals,
have been up to four to five years. The addition of Income Tax appeals
to this over-loaded system can be expected to further complicate matters
and compound delay, Therefore, the Commigsion suggests that attention
be given to developing a tax court, a policy alternative also recommended
by the 1972 Tax Policy Commission.

The Commission recognizes the detailed review of the Tncome Tax legislation
by both the State's Division of Taxation and the State Bar Association

and recommends legislative study of each proposed amendment .

The Commission recommends the coatinuation of the concept of special

tax treatment for senior citizens but advocates further study in line

with the idea of associating tax advantages more closely with need.

Senior citizens now enjoy considerable preferential tax treatment
under the Income Tax., Senior citizens are entitled to exclusions for
pension, social security and other retirement income such as interest
from savings accounts and bonds or dividends on stock. Additionally,
seniors receive $1,000 additional personal exemptions, an additionmal
$35 tax credit if tenants, $160 property tax exemptions, and $50 extra
on homestead rebates.

The Commission, in general, is in full support for senior citizen
programs, but suggests that the programs be carefully reviewed so as to
insure that preferential treatment for seniors, whose incomes are large
enough to argue against such treatment, is not placing harsh tax burdens
on the younger working population.

The Commission recommends that in twa'years the entire Income Tax Program
be reviewed again by a non—partisan group, including representatives from
the Executive and lLegislative Branches and from the private sector.

In two years data will be available to define with clarity the impact
of the Tax Program and the Income Tax yields. Decisions can then be made
on such issues as new business incentives, alternatives to the present
homestead rebate, a revenue sharing program based on municipal need, and
a revision of the Income Tax rate structure.

®iii
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B. GOVERNMENT COSTS: AN ANALYSIS OF THE COMPONENTS OF STATE SPENDING

I.

II.

The Commission recognizes that vigorous efforts to reduce State and local

government spending are a first consideration in any attempt to achieve

figscal stability; however, the Commission makes no speclfic recommendations

regarding possible reductions in expenditures, recognizing that significant

savings can only be accomplished by making large program cuts and that such
reductions involve a great deal of value judgment which should only be

done in the context of the political process.

.

The Commission, Iin an attempt to review New Jersey expenditures,
hag examined major sections of the Budget, concluding that a comprehensive
review of all State operations was not possible within the time frame
allotted. The group has focused on five major budget categories, repre-
senting 90 percent of all State appropriations. These include:

State Aid, particularly Education and Public Assistance;
Physical and Mental Health, particularly the Medicaid Program;
Educational Activities,. particularly the Higher Education System;

Mandatory Items, specifically Debt Service and Pension Cost; aqjﬂ

.  Trangportation.

The Commission supports the use of State aid to sub-State levels of govern-
ment as a means of offsetting local property tax revenues. The group
suggests, however, that the State maintain some form of policy control so
that fiscal liability can remain limited. 1In particular, the Commission
recommends the establishment of a special task force which would examine
the various components and respective costs of public elementary and

secondary education in the State.

State aid absorbs 55 percent of the State Budget and is provided under
a variety of programs. Except for minor areas, the elimination or reduction
of State aid would either increase local property taxes or require a reduc-

tion in services.

If significant savings sre ©o be wmade in the State Aid budget, reduc-
tions would have to bé made in the four major appropriation areas; i.e.,
Chapter 212, P.L., 1975 ($960.4 million); Teachers' Pension and Annuity

Fund (5250 million); Homestead Rebates ($266 million); and, Aid to Families

with Dependent Children and other welfare programs ($240 milliom).

The Commission believes: that substantial cuts in appropriations t-~
Chapter 212 (T&E Law) are limited by law; that significant changes in
the present benefit structure of the Teachers' Pension and Annuity Fund
must occur before reductions can be realized; that propérty tax relief
is an egsential component of tax structure change and should not be
eliminated :at this time; and, that significant reductions in the welfare

budget necessitate reductions in the number of welfare recipients or the
xiv '
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level of grants~-reductions which appear either impossible to accomplish
or undesirable from a policy standpoint at present.

Although contributions to Chapter 212 are constrained by legal para-
meters, the Commission notes that no studies have been done which attempt
to evaluate and analyze New Jersey's relatively high educational costs.
Since New Jersey ranks fourth in the country in terms of expenditures
per pupil for elementary and secondary education from all sources, the
Commission believes it wise to analyze such costs before any additional
aid is supplled

The Commission recommends no expenditure reductjons in the Medicaid
program either for services to the categorically peedy or for those
optional services presently provided. In fact, the Commissjon recom-
mends study of the impact of extending the program to the medically

indigent.

Federal law requires that certain basic services be offered in any
State Medicaid Program for the categorically needy. Based upon historical
trends, such as the rapidly rising costs of health care, and additiomal
information available to the Commission, it seems virtually imposgible to
reduce or hold constant the growth of the program without extraordinary
decisions affecting not only recipients but providers. These efforts
would include a reduction in hospital per diem costs and hospital usage;

a reduction in nursing home costs and usage; and, a stabilization or pos~
sible reduction in the utilization of medicaid services by the eligible
population. :

Furthermore, far from suggesting an elimination of even those
optional services funded by the State, e.g., dental care, prescription
drug, etc., the Commission recommends study of the impact of extending
the Medicaid Program to the medically indigent as is done in 32 other
states. Although this provision would increase costs at the State level,
it perhaps would reduce costs at the county level and in major city
hospitals, as well as provide assistance to a portion of our population
greatly in need of such aid.

The Commission does not recommend any reductions in the State support for
Higher Education at present.

The greatest portion of the higher education element of State aid
goes toward support of the State's public institutions of higher learning.

Since many costs are more or less fixed either by law, by labor contracts,

or by the mere existence of education facilities, most expenditure reduc-
tions are limited; however, three basic approaches could be used to -
stabilize and/or reduce the Higher Education Budget in fiscal year 1979.
These include: vraises in tuitions and fees; reductions in enrollments,
staff, programs, and institutional functions; and, the closing and/or
consolidating of entire programs and institutions.
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The major effects of any of these reductiuns would be a restriction

in enrollment to the system due to higher educatlon costs or a reduction

3 in the quality of services that might send certsln students out-of-state
P ... ... br to.private colleges, Further obstacles to the attaimment of higher

education might occur as a result of raised tultion costs at independent
colleges should the State reduce its support to these bodies as well.

For these reasons and because the State is already providing a
relatively low-level of support to its public colleges and universities
when compared to .other states (based upon 1977 data, New Jersey ranks
46th in appropriations per capita and 49th in appropriations per $1,000
of personal income), the Commission does not recommend any reductions,
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V. The Commission finds little leeway for significant reduction in the area
of capital and debt service.

Debt service and capital construction represent a small portiom of
the Budget, a percentage relationship (almost 7 percent) which is not
expected to flictuate that much during the coming years. Debt service
& will only increase as bonds authorized by voters are sold, while the
3 majority of the dollars appropriated for capital construction over the
past few years has been for the Department of Transportation, and these
funds have usually been used to match Federal funds to construct inter-
state highways and other federally-supported roads.

e

Debt service is a mandatory item, an item which cannot be delayed,
7 ‘deferred or reduced. Assuming the State wishes to proceed with its
% Capital Improvement Program , debt service will increase each year for
ﬁ the foreseeable future. Only marginal reductions could hoepe to be
; achieved in pay-as-you-go capital comstruction appropriations, and only
at the expense of maintenance costs in the future or expensive borrowing
costs.

i V1. The Commission findslittle leeway for anysignificant savings in the
Department of Transportation. Instead, evidence suggests that additional
i¥ dollars may be inevitable should the State choose to maintain its present
; transportation systems. ‘

13 . Although, in the short-run, capital does not appear to be a limitation
% - in highway construction, analysis suggests that the Btate-is not sufficiently
4 funded for highway maintenance and bridge repair. Since 1954, lane miles
have more than doubled, reaching 10,087 in 1976, yet expenditure for
maintenance has not kept pace. :

While the PATH nroject (the State's major effort in the area of
public transportation) continues’ to be delayed by various legal rulings,
the State must continue to support existing rail and bus passenger ser- (
vices., Transportation subsidies, however, have been one of the most
rapidly growing areas in the Budget over the past seven years, and the
State may need . .to appropriate between 517 and $37 million in additional
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VII.

VIII.

“level below that nceded to-achieve adequate results. The Commission

aid in fiscal year 1978 if the program is to be continued in its
present form. While the Commission has not examined the problem

in sufficient detail to recommend policy options, it seems apparent

that the State cannot continue to provide these additional dollars

year after year. In lieu of State support, service reductions, ellmina-
tion of routes, and fave increases appear to be obvious short-range
options.

P Y

The Commission recommends no réduction in the number of persons employed
by the State. :

Personnel costs ($726 million in fiscal year 1978) represent 18
percent of the total State Budget but 44 percent of the Budget exclusive ;
of State aid and debf service. Based upon comparative data, however, ;
New Jersey ranks 49th out of 50 in the number of State employees per
10,000 citizens and 38th among the states in the total number of all
public employees as a proportion of Its population.

It is the Commission's belief that any veductions in the number
of personnel would reduce the level of State gservices now provided.
Should any sizable attrition occur, the Commission would advocate-
elimination of the effected program rather than its operation at a

believes that proper analysis should always precede any reductions
involving personnel rather than across-the-board reductions or per-

sonnel freezes.

The group would not be adverse to a more detailed study of the
personnel issue similar to the 1971 Governor's Management Commission
Report; however, it does not believe that savings and income would
exceed the amounts achieved in 1971.

The Commission recommends no changes in employee benefits or pensions

at this time but does suggest the establishment of a study commission

to review and evaluate the State's pension system particularly as to

whether to continue to fund twe separate retirement systems, i.e., a
Pengion System and a Social Security System.

Based upon review of comparative data, the Commisgion has satisfied
itself that the benefits received by employees in State government are
well within the mainstream of benefits provided to other public employees.
The Commission believes,. however, that the benefits are generally more
liberal than private pesnion plans, specifically in respect to early
retirement. Furthermore, the Commission believes that the State's Pemsion
System is actuarially sound. The accrued benefit liability is 76 percent
funded for PERS, Teachers', and Police and Firemen, the three major pen-
sion plans administered by the State.  Based upon comparison with other
states, this is an exceptional record and one which adds to the State's
financial credit. The Commission does recommend, however, that cost-of-
living increases be considered in the annual acturial calculation rather
than making annual appropriations.
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C. TAX ALTERNATIVES (m

. I. The Commission makes no recommendation as to the best or most appropriate
alternative to the individual Income Tax, believing that anv suggestion
would dilute its recommendation that the New Jersey Gross Income Tax be

..retained ‘as a permaneént element of the State's tax structure.

The Commission hag reviewed the majority of potential revenue sources
and all tax alternatives which it deems feasible or advisable. Several
combinations of tax alternatives have been presented raising between
$565 and $939 million.

In general, it would appear that those revenue alternatives which
& seem to be likely candidates to meet the State's fiscal obligations
& are of three types. These include:

i ‘ : . Normal growth of existing revenue sources;
» Changes to increase the yield of established revenue sources; and,

. Development of altogether new revenue sources including rein-
statement of those taxes repealed by the 1976 Tax Reform Program.

II. The Commission does not believe that any substantial changes in the rate
of growth of established revenue sources will occur which are capable .
of funding all those programs now supported at the State level. <

Data suggests that most of the State's anticipated revenues have
been growing at a rate less ‘than the rate of growth of personal income.
Revenues, other than those from the Income Tax, will- increase next year
by an estimated $200 million. Theoretically, this growth could be used
to replace some portion of the Income Tax; in practice, however, we know
that some of this growth must be used for existing programs, specifically
for negotiated salaries, pension and other fringe benefits, medicaid in-
creases, etc.

Furthermore, the Commission does mot believe that any shift towards
greater reliance on local property taxes to fund governmental programs,
particularly education, is an advisable alternative. Moreover, such a
shift may be comstrained by constitutional obligations. '

ITYT. The Commission does not recommend; at present, any changes in either the
rate or base of established revenue sources. :

The Commission believes. that any changes in the tax structure should
be made with an eye towards reducing the regressivity of the State's tax
‘structure, increasing overall elasticity, and/or improving the State's
economic position. Data shows that only a 5 cent increase in the Sales
Tax or the inclusion of practically all proposed extensions to the Sales
Tax base could yield enough revenue to fund gll programs presently sup-
ported from the Property Tax Relief Fund. A move in either direction (
would have serious consequences for the State's economy and/or would
considerably increase the tax burden on lower-income families.
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Furthermore, most tax rate or fee schedule increases would have a
limited effect as these revenue sources are generally a small percentage
of total anticipated revenues. In some cases, increases would actually
lead to diminishing returns, while other increases, particularly those
affecting the business community, might eventually exacerbate the State’s
fiscal problems by causing industry to move out thus reducing the tax .
base and increasing transfer payments.

The Commisgion does not recommend adoption of any of the proposed new
revenues such as a Statewide property tax or payroll tax, nor does it
recommend the reinstatement of those taxes repealed as part of the
1976 Tax Reform Program.

The Commission believes that the regressivity of the property
tax has been well documented and that any movement towards a State-—
wide property tax is more appropriate to a complete package of tax
reform rather than as a replacement for Income Tax revenues. Similarly,
the Commission believes that the payroll tax or any other business tax
proposals will modify any gains made by recent efforts to improve the
State's competitive position for businesses vis-a-vis other states.

The Commisgion recommends a review of several of the State’s present

taxes with respect to making the taxes more responsive to economic
changes.

The Commission recommends that a review be made of several of the
State's present taxes, particularly those unit-type taxes whose rates
or levels have not been adjusted to compensate for inflation. The
State, at some future time, may want to adjust these taxes by incor-

_porating them under the Sales Tax or by using some other mechanism
‘which is responsive to the economic climate.
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November 25, 1977

Alsxandar § Wihams
Semor Voo Prasident

Statement of Alexander 5. Williams
" Mavor of Westfield

I am in general agreement with the findings and recommendations
of the Commission. I am, however, dissenting on two of the Commission's
recommendations. :

Elimination of 550 Million State Revenue
Sharing to Municipalities

This recommendation 1s not consistent with one of the goals of the
income tax reform program—-the provision of property tax relief by
means of aid to municipalities. The money is paid to local units out
of the Property Tax Relief Fund on a per capita basis. Municipalities
with effective tax rates of $1 per $100 true valuation are excluded.
These moniles are recorded in local budgets as miscellaneous revenues
and either reduce or offset property taxes. The $50 million revenue

} sharing 1s distributed (except for a very few low tax municipalities)

to the great majority of the State's local units, and gives a degree of
property tax abatement to a very large portion of the people of the
State.

Retention of Present Cap Laws
Subject to Review

The laws limiting increases in State and municipal appropriations,
and county property taxes, are designed to control the growth of govern-
ment spending. The laws are politically appealing, but are essentially
futile. Although I am in very strong agreement with their objective,

I think the laws should be repealed. Here are my reasons:

(1) The cap on appropriations will not work because it is easy to
evade. Tor example: many items presently paid out of curreant funds
can be financed by capital expenditures, and debt payments are outside
the cap; personnel costs can be temporarily abated by negotiation of
large fringe benefits which would have to be paid in future years.
There are many other fiscal gimmicks which can, and undoubtedly will,
be used to shelter a larger portion of present spending from the
restrictions of the laws.

(2) The 5% limitation on local govermments is extremely arbitrary,
and does not recognize very real differences between rural, suburban
and urban units, between no-growth and high-growth towns, etc. There
is no way to cure this deficiency without legisiating a complex and
impractical formula, or by raising the percentage, which would defeat

the purpose.



Statement of Alegxander 5. Williams
) Mayor of Westfield

(3) The cap discriminates against older cities with stagnant or
declining tax bases and rising social program costs.

(4) The laws diminish home rule responsibility by restricting the
ability of local goveruments to implement new programs.

The Commission has noted a number of other problems in its sub-
committee analysis of the income tax reform program. If the people of
New Jersey want to curtail government spending, they are quite capable
of doing so by voting for candidates who advocate such actiom. It
seems questionable, in light of the gubermatorial election, that the
people of this State favor a reduction in the size of government. If
there is a lack of real public support for this objective, arbitrary
legislation will not accomplish its purpose over the longer term. It
will, howeveér, cause a certain amount of damage in the shorter term.

]
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November 28, 1977

Hon. Richard C. Leone, Chairman

Commission on Government Costs
and Tax Policy

i 2500 Brunswick Pike

Lawrenceville, New Jersey 08634

Deaxy Sir:

I am joining in the Commission's recommendations because I feel that, when
taken in their entirety, the recommendations of the Commission will achieve

the desired objectives. During the many months that I have been privileged

to serve on this Commission, I have developed a high regard and respect for
the complete integrity, industry and sincerity of my fellow Commission members,
and I wish to express my respect for and recognition of the considerable expen-—
ditures of time and efforts made by the Commission members, and to the few
staff personnel made available to us in procuring the necessary data and in
drafting the Commission's reports and recommendations. However, I wish to
append this statement to the Commission's Report because, although I agree
with and support most of the recommendations, there is one serious problem
area in which the present tax program falls short and as to which the Report
touches all too simplistically, and thus most seriously. In summary, this
major problem area concerns a taxpayer's right of appeal of a proposed assess-
ment under the New Jersey Gross Income Tax Act.

s

Under the Act, a taxpayer's right to contest the imposition of a tax is now
beset with time consuming and costly burdens. The Director of the Division

0f Taxation can assess any tax deficiency, penalties and interest, resulting

k] from ap audit or investigation of a taxpaver!s Return, and the Director then

[ notifies the taxpaver for payment. Within 30 days of the Director's notifi-

: cation of his findings, a taxpayer can file a written protest with the Director
and request a hearing. The written protest appears to be required without re-
gard to the amowunt invelved in digpute. The Director must grant z reguest for

¥ a hearing, at which he can confirm, modify or withdraw his assessment. Penalties
for alleged nonpayment are not abated by the filing of a written protest, and

k3 Procedures by the Director to effectuate tax collection are not barred unless

’gl the taxpayer gives adequate security. No data was made available to the Com-
mission concerning the manner in which these procedures for review within the
Division of Taxation may be working, although isolated instances reported to

me, albeit not random samples, would indicate some difficulties within the

Division.
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and Tax Policy ) Page 2

Although, by Chapter 387 of the Laws of 1975, amending Title 54 of the Revised
Statutes, the Director of the Division of Taxation was given the authority to
enter into closging agreements and compromises with taxpayers, enabling the
Director to compromise criminal liabilities and any civil liability arising
under State tax laws, if liability or collection is in doubt, indications

are that the authority of the Director has been used, if at all, most spaxr-
ingly. This is regrettable, and seemingly is ag bad as the state of affairs
which existed prior to March 3, 1976, the effective date of that act, when
the Division had no authority to compromise tax claims. One reason for the
apparent little use by the Director of his offer in compromise authority is
the reguirement under the Act that an opinion by the Attorney General of the
State of New Jersey on the compromise is required before an offer may be
accepted by the Director. '

Formal administrative review (except in transfer inheritance tax or State
estate tax matters) of the findings of the birector of the Division {(or his
refusal to modify or withdraw his. assessment) is available to a taxpayer only
by an appeal to the State Division o©f Tax Appeals, an agency within the State
Treasury Department. It has been ofttimes stated that the Division of Tax
Appedals lacks too many of the attributes of a court. The Division of Tax
Appeals is subject to pressure from within the Treasury Department as well

as receiving external pressures, primarily because the Judges of the Division
of Tax Appeals serve on a part time basis and may {(and most Judges do)} freely
engage in the private practice of law, while continuing to use the title of
"Judge"., An appeal to the Division of Tax Appeals commences by the filing

of a petition of appeal as required by the Division's rules, and tax collection
or enfortement by the issuance of a certificate of debt by the Director of the
Division of Taxation is not barred by the filing of a petition to the Division
of Tax Appeals unless that latter Division so orders and adeguate security is

given.

As indicated above, the Division of Tax Appeals has trial jurisdiction over

all tax matters except involving matters of transfer inheritance taxes or

New Jersey State estate tax matters. This exception was created many years
ago, apparently to allow the "Judges" of the Division of Tax Appeals to handle
estate matters in their private law practices. This exception has the natural
consequence of having inheritance and State estate tax cases heard initially i
by the Appellate Division of th Superior Court of New Jersey, which Court is :
not especially well gualified to deal with cases involving the introduction ;
of factual matters in a particularly technical area. Clearly, the expense, ;
time and risks of such appeals deters most taxpayers.
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There is another drawback to this inadequate appeals procedure to the Division
of Tax Appeals, and that involves the fact that there is no published body of
written decisions and determinations of the Division of Tax Appeals for the
guidance of taxpayers and their attorneys. Such written opinions as are made
appear to be available to the Division of Taxation and its attorneyg, and only
a select few outsiders may have access to the Division of Tax Appeal's written
determinations. Proceedings in the Division of Tax Appeals are subject to
inordinately long delays, principally resulting from the fact that the Division
of Tax Appeals operates on a limited part time basis. Available .statistics
indicate that there are presently upwards of 30,000 cases pending before the
Division of Tax Appeals, and, by December 31, 1977, it is expected that an
additional 15,000 cases will have been added, some of which will not be reached
for hearing before 1982 or 1983. A very insignificantly small number of these
involve disputes under the Gross Income Tax Act. It is my view, however, that
within the next 2 years the number of appeals under that Income Tax Act, now
just a ripple, will become a deluge as taxpayers' experience with the intrica-
cies of the Income Tax Act disclose more areas of questionable interpretation.
It is eminently clear that continuing the Division of Tax Appeals as presently
constituted with part time Judges will only exacerbate the growth of cases -
pending before the Division of Tax Appeals, and will further erode the confi-
dence of taxpayers in our judicial system and administration of government.
Further, these delays tend to discourage other taxpayers from pursuing their
rights of appeal.

Over the years, the Legislature has been urged, by various sources, including
at least 2 of its own Commissions, to create a judicial tax court with full
time judges. The American Bar Association and the New Jersey State Bar Asso-
ciation likewise have recommended such a tax court, and the State Bar Associa-
tion has introduced a bill creating a full time tax court. The objective of
the creation of such a tax court, with full time judges, precluded from the
bPrivate practice of law, would be the removal of its deliberations and deterx-
minations from the area of‘"politics" and such a court would have the time,

nnnnn " £ T erntir dmme =3 e 15
Lemperament and expertise to afford spaady and reilatively inexpensive relie

to a multitude of taxpayers, which is patently necessary.

E-3
EN

I, therefore, recommend, as a supplement. to the Commission's recommendations,
{1} that the procedures within the Division of Tax Appeals be simplified so
that the Director of the Division of Taxation will be more inclined to utilize
his compromise authority, similar to the pattern of the Appellate Division

of the Office of the Regional Commissioner of Internal Revenue. It is my
further urging that (2) the Legislature create a judicial tax court to review
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all takx disputes at the trial level, which tax court would be in the judicial
system, with full time, tenured Judges with the reguisite training and exper—
tige. It is my further opinion that (3) the Legislature be urged to create

a small claims section, within such newly created tax court, to handle, speedily
and inéxpensively, taxpayers' claims involving disputes under $2,500.

';’

ResPectfully s ,‘t d,

1 U//z_cv@ /{

Morton beitz
MD:pl
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fraderick Langs

Sanior Yice Prosident

December 2, 1977

STATEMENT OF FREDERICK LANGHE

I agree with the findings and recommendations of the
Commigsion. I, however, would like to suggest the following
addition to Recommendation C. V. which I believe further under-

gcores its intent.

"This recommendation should apply with particular force
to the tax on motor fuel. While the quantity of such fuel used
may not, as yet, show a decreasing trend, such a trend will
develop as the post 1975 vehicles, which have generally higher

- "mjiles—per-gallon" ratings, become a larger percentage of all

vehicles used in New Jersey. Replacing the flat tax per gailon
with a tax based on sales price will help protect the State's
revenue from this source, as increase in prices can be expecied
to offset decrease in total fuel consumed."

Sincerely,
) \\
e

- ,-'/':',.é?é:/.

&

—~

Fl:lls
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Section 1

OVERVIEW OF THE PROGRAM

THE CURRENT PROGRAM IN PERSPECTIVE

On April 3, 1973, the New Jersey Supreme Court im the case of Robinson v.
Cahill ruled thar the State's existing system of public school finance was un-
constitutional as it failed to:

"provide for the maintenance and support of a thorough and efficient
system of free public schools for the instruction of all the children
in the State between the ages of five and eighteen.” Const. 1947,
Article VIII, Sec. IV

Recognizing that disparities in school expenditures across the State were lianked
ultimately to disparities in local property taxing power across municipalities,
the Court indicated that a financing system would have to be developed that moved
"~ away from the State's heavy reliance on the local property tax for school support.

The Legislature's response to the Supreme Court mandate came in the form of the
Public School Education Act of 1975 which was enacted as Public Law, Chapter 212
in September of 1975. Chapter 212, or "Thorough and Efficient’ as it is more
commonly referred to, responded to the Court's mandate by delineating those elements
essential to a '"thorough and efficient” system of free public schools, by providing
a process of educational governance to achieve such a system, and by specifying a
plan—~to begin July 1, 1976-~for the distribution of State financial aid in a manner
designed to reduce the educational and fiscal disparities among localities in the
State. In particular, Article TIT of the 1975 Law provided for a shared-cost plan
for State school support. The Ctate wvas tu raise its share of the total funds
‘necessary to pay for the annual costs of education in the State from approximately
‘29 to 40 percent. The new law was designed so that for any chosen level of expendi-
ure per pupil up to the 65th percentile, when all districts were ranked in order
of increasing expenditure per pupil, the tax rate would be equivalent for every
istrict. The law did so by ensuring a certain minimum amount of equalized property
value behind each pupil and by distributing funds for special services in a manner
designed to equalize each district's capacity to provide them. Chapter 212, how-
ver, did not delineate the means or mechanism by which the State was to raise the
revenues necessary to fund the new financing scheme.

In 1974 Senators Bedell and Russo and Assemblyman Littell each introduced pro-
Posals to finance the schools through a Statewide property tax. Later in 1974,
Governor Byrne introduced a program for funding the additional aid necessitated by
Chapter 212 and for shifting much of the local tax burden to the State through the
; hmPUSltlon of a personal income tax. Byrne's original income tax bill passed the
“,General Assembly but failed to pass the Senate,

=¥

As a result of an educational financing crisis in June-July, 1976, during
ch the State Supreme Court forced the closing of the State's public schools,
2% income tax program was passed by the Legislature and became law on July 8, 1976.
he central feature of the enacted package was the bill enabling the State to im-
82 a progs income tax of 2 to 2.5 percent on all State residents and those out-of-
State residents employed in New Jersev. " The 1976 Income Taéx Reform Program °



was intended not only to pay for the additional costs of Chapter 212 but genera(:
to reorient the State's tax structure away from its dependence upon the 1ocal
property tax by providing some form of property tax relief. The :
revenues which the newly imposed income tax was anticipated to raise was to be
distributed to the citizen in the form of Homestead and Tenant Rebates,
aid to municipalities. To ensure the public that the new program was
actually a tax replacement program, companion measures imposed spending limitations
(caps) upon State, county and municipal budgets (Chapter 212 already had imposed 3
guch limits on local school budgets) and provided for citizen ratification of a
constitutional amendment designed to dedicate the funds generated by the income
tax either to local government or to schools with the specific purpose of off-
setting or reducing property taxes. Moreover, the sum raiged by the income tax
was intended to improve the economic climate of New Jersey by enabling the State
to repeal some of its more omerous business taxation laws such as the Gross _
Receipts Tax and business machinery and equipment sales taxes. i ;

SRR s

In all, approximately 22 laws were passed which appropriately could be
designated as part of the 1976 tax pregram. (For a complete listing of these
bills, see Appendix) Section I of this report concerns itself with an analysis
of these laws, examining the reasoning behind them and evaluating their effects.

In Section ITI the Subcominittee reviews policy alternatives and makes recowmenda— !

tions of program continuation and change.

' GODALS : (

The goals of the Income Tax Reform Program are: o

AT R B3

1. To comply with the New Jersey Supreme Court by increasing the State 5
share of funding the schools and by shifting the tax base
for school funding from the local property tax to a Statewide tax. -

2. To provide property tax relief by prov1d1ng aid to munlcipa11t1e$
and rebates to homeowners and tenants.

3. To control all levels of government spending.

4, To provide economic relief for business in New Jersey through
tax repeal and reductions.

5. To replace the local property tax in part with a fair, stable and .
sufficient State tax system, . S

REVENUES AND APPROPRIATIONS

The summary table which follows details the revenues and appropriations for
the first two years of the program. In Fiscal Year 1978, the year we are now in,-
the income tax is estimated to yield $792.0 million, part of the increase attri-:
butable to rising incomes and part to a full tax year where more incomes are taysd
at a 2.5 percent rate than in the previous half year. The appropriations are'dzf :
cribed below. Estimates of the sufficiency of future revenues to meet the Fund
programs are given in Section I under the discussion of the Tncome Tax. S
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Revenue Fiscal Year 1977 Fiscal Year 1978

Yield $656.1 : $792.0
E- Surplus - " 135.0
¢ ' :
'i Total , ' $656,1 ~ $926.0
i Appropriations
&
i,
3 Schools $376 $505
ke Homestead Rebatesg 130 266
i' Local Aid

a. Revenue Sharing 25 | 50

b. Benior Citizens' &

Veterans' Deductions 22 58
¢. Business Personal
Property Tax
Replacement Program 0 . 18.8
Administration 5 . 7.1
$558% ‘ $905.9

*0f the 5558 million in appropriations only $521.5 million was expended.

PROGRAM DESCRIPTION

Income Tax

The Income tax,signed into law July 8, 1976, imposes a tax on all income
of resident and non-resident individuals, estates and trusts for taxable years
ending on or after July 1, 1976 at 2 percent of the first $20,000. Incomes
over $20,000 are taxed at $400 plus 2.5 percent of the excess over $20,000.
Income is defined as "the New Jersey gross income' from which are subtracted
exemptions and deductions. The rate is applied to this figure to reach one's
tax liability unless credits are applicable and reduce the liability accordingly.

1. Gross irncome is defined by 14 income categories including salaries,
wages, tips, fees, commissions, bonuses and repumeration for ser-
vices, net profits from businegs, net gains from the disposition of
property esarned in New Jersey, interest, dividends, income derived

through estates or trusts. /

2. To determine the "New Jersey gross income,' there are a list of
exclusions, the major ones being Social Security and railroad
retirement benefits, life insurance death proceeds, gifts and
inheritances, unemployment compensation, interest on tax exempt
bonds, ennuities, etc. The "New Jersey gross income’ is an
adjusted gross though not exactly similar to the Federal adjusted

gross income.




There are six $1,000 exemption categories. Fach taxpayer is (“
entitled to a personal exemption of §1,000 for himgelf, an .
additional $1,000 for his spouse who does not file separately,

and $1,000 for each dependent. There is an additional $1,000
exemption for each child attending a private elementary or sec~
ondary school, and an additional $1,000 exemption for each full-
time college student under 22 years of age., For taxpayers who

are 65 or older or blind or disabled, each receives an additional

$1,000 exemption.

The law allows for two deductions: for alimony and separate

maintenance payments (but not child support payments} and for
unreimbursed medical expenses in excess of 2 percent of gross
income. ) ‘

To this sum is applied the 2 to 2.5 percent rate.

The law offers taxpayers two credits: acredit of $65 is given to

a tepant, If the tenant is 65 years or older, blind, permanently
or totally disabled, or a senior citizen's surviving spouse who
has not remarried, he or she is entitled to an additiomal $35
credit. A credit is also given for the amount of any income tax
imposed by another state or political subdlvision of another state.

Additional provisions include:

a. MNo taxpayer with a "New Jersey gross income" of 8§3,000 or (w
less is subject to the tax.

"b. The Income Tax self-destructs on June 30, 1978.

c. A taxpayer may indicate that 81 of his taxes be reserved for
the Gubernmatorial General Election Fund.

d. Commuter Taxes. Chapter 65, P.L. 1976 reinstates New Jersey's

- commuter taxes on out-of-state residents who work in New
Jersey. GShould the tax liability of the other state exceed
.the New Jersey tax, the commuter pays the higher amount and
the resulting credit may mean that his New Jersey income tax
ligbility is reduced to zero. Non~residents pay whichever is
higher, the New Jersey Income Tax or the commuter tax. The
commuter tax with Pennsylvania has been repealed, and by agree-~

ment with Pennsylvania, residents of each state pay their own
stars dncome ‘tax regardless of place of work.

Dol LinsurensT

Property Tax Relief Fund

Funds realized from the income tax go to four appropriation categories:

L AR et i s gkt K,
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schools, homestead rebates, local aid and administration. A related Program,
the tenant rebate, relies upon pass~through, not appropriated, funds.



Schools -~ T&E Appropriation

The T&E Law required additional funding from State revenues,
shifting the tax burden from the local property tax base and pro-
viding an equalization formula. Chapter 64, P.L. 1976 appropriated
$374 million for educational State aid in the first year. Dollars
were apportioned based upon the formula in the law and include aid
for current expenses, debt service, transportation and gpecial
education. The 1978 appropriation for T&E from the proceeds of
the income tax is $505 million and covers the same programs as
degcribed above. : :

Unbudgeted school aid in 1977, approximately $207 million,
was returned to property taxpayers in the form of direct payments
made on May 1, 1977. Chapter 113, P.L. 1976 and subsequent amend-
ments, Chapter 15, P.L, 1977, governed the one-year distribution
of this re-anticipated aid made available to these school districts
by the full funding of Chapter 212 and apportioned the aid between
property tax relief and education expenditures. In subsequent
vears no school funds will be rebated and the school boards will
have the option within spending limitations to increase appro-
priations or reduce property taxes.

Homestead Rebates

This Program entitles every resident to an annual homestead
rebate on the house or condominium he occupies as his principal
place of residence.

The amount of the exemption ig calculated at $1.50 per 5100
to $10,000 of equalized value or 2/3 of equalized value, whichever
is less, plus 12.5 percent of municipal equalized tax rate, multiplied
by 510,000 of equalized value or 2/3 of equalized value, whichever is

less.

An additiomal $50 is provided to a citizen who is 65 years or
older, permanently or totally disabled, etc. '

The amount of the homestead exemption shall not exceed 50 percent
of the homeowner's property tax bill. '

A subsequent law signed on October 3, 1977 extends the home-~
stead rebate to persons living in or resident shareholders of non-
profit residential cooperatives and mutual housing corporations.

The first rebate under this extengion will be made beginning April I,
1978, and is estimated to cost approximately $8 million.

By law, payments are made twice a year, April 1 and October 1.

A constitutional amendment was necesgsary to expand the amount
of the homestead rebate for senior citizens, disabled under 65 and
surviving spouses 55 or cover of senior citizens. This amendment was
approved by the voters in November 1976. -



Tenant Rebates

The purposeé of this law isg to require landlords to distribute
65 percent of any property tax relief to their tenants. The tenant
rebate unlike the homesteéad rebate requires no allocation of State

funds.

In general, .65 is multiplied by the difference between the
amount of property taxes paid in any year and the amount of property
taxes paid in the base year (1976), plus .65 times any rebate or
refund of school taxes pursuant to Chapter 15, P.L. 1977, unbudgeted
gchool aid refunds. The latter part was applicable only in 1977.

To determine the rebate or credit for each tenant, the property tax
reduction {(as determined above) is divided by the total annual rent
for all dwelling umits on such property. The annual rent of each
unit is then multiplied by this percentage to determine the annual

amount rebated.

The Act expires on December 31, 1979.

Ald to Municipalities

a. Revenue Sharing

550 million is apportioned annually on a per capita i s
to all municipalities with an effective tax rate in excess ..
$1 per $100 true valuation. These State revenue sharing monles:
are recorded in local budgets as miscellaneous revenues. The
introduction of these funds assure property tax offset or
reduction.

b. 8eniox Citizen dnd Property Tax Deductions

The State has assumed the fufl cust of senior citizens'
and veterans' property tax deductions. Previously the State
paid one-half (approximately 314 million) of the senior
citizens' deduction. The annual cost to the Income Tax
Program of these deductions is approximately $58 million.

The senior citizen deduction allows every person over 65 with
an income of less than $5,000,a $160 deductiom from his
property tax. The veteran deduction amounts to $50 annually
for every qualified veteran,

¢. fGuarantee of Former State Aid

Replacement money is provided from the income tax proceeds
to guarantee municipalities the level of funding previouzlsy
reaiized from three repealed business taxes: the Gross Receipts
Tax, the Bugsiness Personal Property Tax and the Unincorporated

Business Tax.

Administration

For Fiscal Year 1977, §$5 million was appropriated for the g
income tax and homestead programs to be administered by the Divis£m

of Taxation.



| Economic Recovery/Business Stimulation

Five different taxes were repealed as the result of laws passed in
Fiscal Year 1976 and Fiscal Year 1977. The repealed taxes are: ‘

1r g

. The Retail Gross Receipts Tax;

The Business Personal Property Tax on purchases made as of
January 1, 1977;

The Sales Taxes on business machinery and equipment and personal
property delivered out of state;

. Unearned Income Tax; and

. Unincorporated Business Tax.

The first three were repeated strictly to stimulate business and the remaining tw
to eliminate double taxation. These repealed taxes, discussed in Section

II of this report, would have yielded $105.5 million in Fiscal Year 1978.

In addition, the business community has realized significant reductions in

property taxes.

Limiting Government Spending

4] The State Cap Law permits appropriations for a fisecal year to increase
IS by an amount not to exceed the rate of increase in per capita personal income
H in the State between the second quarter of the two years immediately preceding
F, the year when the budget is to go into effect. There are several exclusiomns
& from this expenditure limitation, namely, appropriations supported by Federal
& aid, and appropriations for debt service and State aid.

oE The Local Cap Law limits municipalities to a 5 percent increase over
& prior year appropriations. Municipalities with tax rates of .10 per $100
%- or less are exempted. ©Excluded from the 5 percent are: debt service, cash
i deficits, reserves for uncollected taxes, programs funded wholly or in part
by State or Federal funds, funds needed to match State or Federal programs,
programs mandated by State or Federal law after the effective date of the
law, revenues raised by the sale of municipal assets, new or revised fees,
and revenues from increased valuations as a result of new construction.
Emergency appropriatioms, up to 3 percent following ordinamce procedures,
‘can also be excluded. Any municipality can exceed its cap limitation if
approved by referendum.

County limitations are limited to 5 percent of the prior year tax levy,
with certain exemptions, similar to those enumerated above for municipalities,

excepting funding for cash deficits.

The Municipal and County Cap Laws shall expire on December 31, 1979. The
State Cap Law expires June 30, 1980. -




Joint Legislative Commission ' (

The Legislature passed Chapter 77, P.L. 1977, which established a ten-
member Jolnt Legislative Commission on Efficiency and Economy in State govern-
ment. As of this writing, this Commission has received an appropriation of
$100,000 and has hired comsultants from the University of Pennsylvania to~
review operations and programs in the Department of Trangportation. No
report from this Commission is expected until December 30, 1977,

Constitutional Amendment Dedicating the Income Tax Proceeds

The constitutional amendment passed 1n November 1976 states that the
entire net receipts of any State income tax levied on individual personal
incomes should be annually appropriated to counties, municipalities, and
school districts exclusively for the purpose of offsetting or reducing
property taxes. This amendment assures that income tax monies, net of
funds for administration and the Gubernatorial Fund, go to local govern-
ments and schools not to the State Treasury. '
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Section 11

ANALYSIS OF THE DATA

SCHOQLS

The gréatest portion of the state aid element of New Jersey's Budget (approxi-
mately $1.2 billion for FY 1978) goes toward the financing of elementary and sec-
ondary school education. Of this, the larpest single allocation of money goes
toward the financing of Chapter 212; i.e., the Public School Education Act of 1975,

Implementation of Chapter 212 has increased the state aid portion of the
financing of public elementary and secondary schools from 29 to 40 percent. In
dollar terms, this increase of 11 percentage points translates into a sum of
approximately $400 million--the only portion of state aid to education which is
funded out of the Property Tax Relief Fund. To the extent that this $400 million
increase enables certain local school districts to support greater school expendi-
tures per pupil than would be the case if forced to rely primarily upon the local
nroperty tax for their revenues, some portion of the increase in state aid can be
thoughtof as '"new' money. 1In practice, however, much of the 5400 million represents
a substitution of state aid for local property tax revenue. :

As a result of additional state aid, the percentage of school support attribu-
table to revenues from local property taxes has decreased from 69.3 percent in
1874-75 to 58.0 percent in 1977-78. (8ee Table 1 prepared by the Education Policy
Research Institute, Princeton, New Jersey.)

Of the additiomal aid, 10 percent went to the less wealthy districts of the
State, i.e., thoge with lesgs than $30,000 equalized valuation per pupil. Included
among these are four of the State's six major cities. In total this group repre-
sents 4 percent of the State's total school districts and 13 percent of its pupils,
Sixty-nine percent of the increased aid went to moderate wealth districts with an
equalized valuation per pupil of $30,000 to $70,000. They represent approximately

47 percent of the total school districts and 30 percent of the State's total public
" elementary and secondary school population. Unlike the low wealth districts, a

great number of the moderate wealth districts were not eligible for equalization
aid under the previous education formula. Chapter 212 thus has substantially
benefited moderate wealth districts without reducing aid to poorer omes. (See

‘Table II)

As a result of this apportionment of State school aid under Chapter 212, tax

rate disparities among local school districts have decreased. Table III demon-
- Strates that when districts are ranked from high to low by equalized current school

tax rate, those digtricts at the Sth percentile levy a tax rate which is 139 percent
of the State average; this represents a drop of 10 percentage points from the rate
which they levied in 1975. 1In contrast, those districts at the 95th percentile

"Presently levy a tax rate at 47 percent of the State average; this is 7 percentapge
- Polnts azbove their 1975 rate. In particular, moderate wealth communities generally
. '®Xperienced decreases in equalized school tax rates of between 16 percent and 27
-.Percent; low wealth district school tax rates went down an average of 27.7 percent.

In contrast, the tax rates of higher wealth districts only decreased 2 percent on

- 8verage,
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To the extent that disparities in school expenditures among districes acr(
the State are linked to disparities in local property taxing power across munici~
palities, some amelioriation of expenditure disparity would be agticipated by a _
movement away from reliance on the local property tax for school support. In factj
the distribution of aid under Chapter 212 has some impact on expenditure disparitia
between the poorest and wealthiest districts in the 8State. As shown in Table IV, %
when ranking districts from low to high by current expenditure per pupil, the dis-3
trict at the 5th percentile spent 73 percent of the State average in 1975, while ig
1977 spending had risen to 78 percent of the State average. In contrast, the dis- i
trict at the 95 percentile spent 136 percent of the State average in 1975; by 1977

this percentage had decreased to 133 percent of the average. ;

Table IV does not indicate any substantial movement towards equality of ex~
penditure per pupil although slight improvements had been made. Neither Chapter
212 nor the 1976 Tax Reform Program guarantee equality of school expenditure. They;
do encourage, however, the condition of similar quality services for similar tax
effort. The reason that some school districts, particularly lower-spending dis- |
tricts, have not increased expenditures according to the percentage increases in stati
aid, is that many individual school districts have used their discretionary power i
to reduce local property taxes rather than to increase expenditures. In general, |
school districts increased their expenditures an average of 7 percent from 1975-77.
However, while low wealth districts increased expenditures by only 12.2 percent ’
and extremely wealthy districts (over 130,000 equalized property valuation per
pupil) increased expenditures by 17.2 percent, the moderate wealth districts,
which did not benefit under the previous education formula, were able to increase
expenditures an average of 19.5 percent. : (

THE HOMESTEAD REBATE

The Homestead Rebate Program is the major mechanism by which Income Tax funds
(approximately $266 million in FY 1977) are passed back to taxpayers for the pur-
pose of property tax relief. The rebate formula is intended to address the dis-
parate tax burdens among property taxpayers across the State by providing property
tax relief in proportion to the amount of property taxes paid, with some limitatio

The homestead rebate formula, which is recalculated every year, primarily
reflects assessed valuation and, secondarily, municipal tax rate. 1In general, the
average homestead in 1976 had an average assessed value of $31,286 with an average
property tax of $1,284; regular homeowners had an average assessed value of §32,42
with an average property tax of 51,343, while those entitled to an additional reba
i.e., senior citizens, disabled, or surviving spouses, had an average assessed val
of §27,385 with an average property tax of $1,082.

The distribution of rebate monies is affected principally by assessed valuati
For example, in the town of Hoboken where the effective tax rate is 10.613/5100,
a homeowner is entitled to a rebate of $93 if his home has an assessed value of
$5,000; he is entitled to a rebate of $283 if his home is assessed at $15,000 or
more. The difference between the two rebates is a reflection of the maximum home-
stead exemption value in the formula; i.e., $10,000 or 2/3 of assessed value whic!

ever is less. (
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As indicated in the table below, the formula results in 94.2 percent of all
the State's homeowners receiving a minimum rebate of $150 ($1.50 x 10,000) since
their homes are valued at $15,000 or more. The remaining 5.8 percent of homeowners
received minimum amounts below $150 since 2/3 of the value of their property led
to an exemption value which was less than $10,000. -

HOMESTEAD TRUE VALUE DISTRIBUTION

Home True Value ) Number % of Total
85,000 and less 2,894 ' 27
$5,001 - 11,000 35,299 2.5
$11,001 -~ 15,000 42,843 | 3.1
$ub-Total 81,036 | 5.8
$15,001 - 25,000 206,037 14,7
$25,001 - 35,000 339,179 , 24,2
$35,001 ~ 45,000 327,556 23.4
$45,001 - 70,000 346,375 24.7
§70,001 - 90,000 64,874 4.6
$90,001 ~ 140,000 29,768 » 2.1
$140,001 and over 6,131 .
TOTAL 1,400,966 ‘ 100.0%

To the minimum rebate amount is added an amount which is affected principally
by municipal tax rates; thus rebate amounts for similarly valued homes in different
municipalities often differ because of variations in local tax rates. For example,
& homeowner whose home has an assessed value of 815,000 and is located in Hoboken
is entitled to a $283 rebate whereas the same homeowner living in Blairstown would have
received $219 because his tax rate is only .55/$100.

: As indicated in the table below, the average rebate for all rebate claimants
was $196; the average regular rebate was $187, while $227 was the average rebate
for those entitled to an additional rebate under the law.

FULL YEAR REBATE CLAIMS BY BENEFIT CLASS

Number Rebate Average
Claims Amount Rebate
Regular Rebate 1,084,841 -$202,901,882 5187
Additional Rebate -
Age 65 plus 287,508 65,101,639 226
Disability 25,869 5,959,921 230
Surviving Spouse 2,748 617,771 225
Total 316,125 $ 71,679,331 $227

Tt
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This difference of $40 is lower than might be expected since the additiona(.
rebate entitlement is actually $50. The $40 figure reflects both the limitation
that rebate amounts not exceed 50 percent of property taxes paid after all senior
citizens' and veterans' property tax deductions are taken and the fdct that many
senior citizens live 1n the State's urban centers where property values tend to’
be lower. :

LA o e a2

In fact, the majority of the 5.8 percent of homesteads in the State valued at j
less than $15 O are found in rhe State's urban areas. This means, for example,
that while 95 percent of Newark's homesteads obtained less than the maximum rebate,:
only 1 or 2 percent of homesteads in the rural or suburban municipalities obtained j
less than the maximum. The following chart illustrates these differences.

PERCENT OF CLAIMANTS AT OR BELOW $15,000 TRUE VALUE
12 SAMPLE MUNICIPALITIES

A WAL

% Below $15,000

Urban True Value : §
Camden, Camden 94,7%

Trenton, Mercer 82.7

Jersey City, Hudson. 24.5 .

Newark, Essex 44,3 <j
Suburban

Cherry Hill, Camden 0
Bloonfield Town, Essex 0
Edison Township, Middlesex 0.
Woodbridge Township, Middlesex ' 8]

'Rurall

Hopewell Township, Mercer 0.2
Dover Township, Ocean 1.5
South Brupnswick Township, Middlesex 0.3
Chesterfield Township, Burlington 1.7

ve cogts of the Homestead Rebate Program were 51.7 milllon

at the State level in 1977. In calendar year 1976-1977 local costs of the rebates.
for homesteads, tenants and unbudgeted school aid were estimated to be $1.50 per
each parcel of land taxed. These local costs should be reduced this year by the
elimination of the school rebate and the State assumption of filing and check-
writing for the homestead rebate. Local responsibility now involves only updating
assessment records. ' S

'T“n 5
na-Tm-:v-\—l t‘:rgulxyn
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THE TENANT REBATE

The tenant rebate, as mentioned above, involves no income tax appropriation;
it 415 simply a legislative guarantee that should property taxes go down in a
municipality, every tenaut should receive from his landiord funds which correspond
to that property tax deduction. However, unlike the homestead rebate, the tenant
. receives funds only 1f local taxes go down and only if local compliance can be
.assured. And, one might add, only if landlords do not simply raise the rents in
non~controlled areas.

Based upon the testimony received by the Subcommittee, it seems clear that
the program has contributed to the awareness of laws applying to landlord/tenant

- relationships. Further, it seems clear that in non-rent controlled areas, some

B0 percent of the State, a reduction in a landlord's property tax would not be
passed directly through to the tenant in the form of reduced rents. In rent-
controlled municipalities, langldrds who request rent raises from their lpcal
regulatory boards would find these requests denied or tempered should there have
been property tax reductions; however, there would be no rent decrease because of
a lowering of landlord costs. '

Though there are no actual figures as to the sum of monies actually passed on
o the tenants in the past year, the Division of Taxation estimates that this
pass~through could total approximately $36 million in fiscal year 1977-1978.

Since there are over one million tenants in the State, at best the average rebate
‘would be $36 a year. Where a multiple-dwelling has a large number of units and
where the overall tax reduction on the building is small, the actual rebate to the
ndividual occupant is quite small, with the minimum rebate of $6.00 per. year.

While benpefits are low, the administrative costs appear to be high both at

the State and local level. The Division of Local Government Services indicates

hat in the first six months of operation it has expended some $70,000 in salaries
alone.on this program. The Division estimates receiving 100 letters a day and

6,000 telephome calls a month. These costs do not reflect compliance, which is a
local matter, but mainly the ambiguities of the legislation which have been addressed
at the State level.

The operations of the program fall principally on local governments. Local
espongibilities include certification, (identification of numbers and location of
enters), the determination of rebate amounts by the rent-leveling boards or by
“tax collectors, and compliance. At this time no estimates can be given of these

There are two bagic constitutional questions regarding tenant rebates that

Are now being argued by the courts; one, involving tax appeal cases which can take
Years to gsettle and, the other involving revaluation as a measure of property tax
?duction. Legislative clarifications in regard to both these issues as well as

“he definition of remted property would significantly reduce the legal questions

and greatly improve the administration of the program at the State and local levels.

7 The Subcommittee does not have evidence of the rate of compiiance with this
i mleSlslation.
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AID TO LOCAL GOVERNMENT - | (

Local property tax rates can fluctuate due to any number of reasons not the
least of which, are fluctuations due to changes in the tax base; however, each
municipality's property tax rate is principally a reflection of the monies levied
for five major governmental purposés: schools, municipal services, county services,:
senior citizens' and veterans' property tax reductions, and county libraries. The
1876 Income Tax Program, as a whole, affects all but the latter levy which is a 'i
small amount applicable to only 1/3 of all municipalities. The effect of the prograé
on these levies is shown in Table 3. _

In general, the 1976 Income Tax Program hascontributed significantly to a J
reduction of property tax levies of 2.6 percent in the past year. (A breakdown g
by counties, including direct payments, can be found in Table & attached.) 4

Municipal Purpose Tax and State Revenue Sharing ' ‘ 3
The $50 million in State Revenue Sharing funds provided ocut of the Property :
Tax Relief Fund are divided annually on a per capita basis and distributed to
qualified municipalities to be recorded in local budgets as "miscellaneous revenues“
property taxes, a residual levy, are offset or reduced by this amount. :

The data on levies for municipal purposes shows that from 1976-77 levies de-
creased by 6.2 percent or a reduction of $48,378,865. Some of this decrease can be.:
attributed to the $50 million, however, levy reductions also can be attributed to ‘
an increase in other revenue sources or a decrease in municipal appropriations,”
For example, -although the annual percentage increase for such levies has nvera&\
about 11 percent,between 1972-73 the increase was only .1 percent. This small incre
reflects the Federal Revenue Sharing Program introduced at the time. Similarly, the
larger percentage decrease from 1976-77 may reflect the infusiom of Federal Anti-
recession funds, particularly in the poorer areas.

State Assumption of Senior Citizens' and Veterans' Deductions

The municipal levy for senior citizens' and veterans' deductions varies only
slightly every year as the $160 and $50 amounts depend upon the numbers of eligible
recipients in the municipality. Since 1970 the yearly increase has been approxi~
mately 1 percent, and, in 1977, with State assumption of the program, the municipal
tax liability was reduced to zero. This resulted in savings to the municipalities
of $36,566,753, an amount which is equal to all of the veterans' deductions and
one-half of the senior citizens' deductions. The Income Tax proceeds now pay for
the entire program ($58 million). ‘ R

r
i

b

Hold-Barmless, (uarantese o ant State Aid from Business Taxes

The other municipal aid program requiring some funds from Income Tax proceeds
is the guarantee of $158 million to municipalities for the 1976 amount received
previously from the State out of the revenues from three of the newly repealed
business taxes: the Business Personal Property Tax, the Retall Gross Receipts Tax,
the Unincorporated Income Tax. Originally, these taxes were part of the Business
Personal Property Replacement Program of 1966. This Program sought to compensate
municipalities for loss of local property tax revenue resulting from State ass
of the funds from the Business Persomal Property Tax.

e 8

e

The $158 million does not represent new money to the municipalitries and wquld
affect property taxes only if it were withdrawn.
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Counties

The county- tax levies were affected by the Cap legislation as described later
in Bection II.

"RESTRICT GOVERNMENT SPENDING

State Expenditure Law

The State Budget as adopted on July I, 1977, was approximately $74 million
under the cap limitation. The allowable increase for 1977 was 9.55 percent whereas
the actual increase was 7 percent, State spending in all categories has increased
by an average of 3 percent in the last three years.

One reason for such a large leeway in 1977 was the fact that on June 30, 1977
a supplemental, non-recurring appropriation in the amount of $54.7 million was made
from revenue made available from the proceeds of the Commuter Tax revenue for high-
way and public tramsportation purposes. Thus, this appropriation was In the base
for calculation purposes, but not expressed as a recurring need in the FY 1978
Budget. Without this one-time appropriation, the "cap leeway' was approximately
$14 million. Since July 1, 1977 supplemental appropriations chargeable to the
cap leeway have been passed in the amount of 59 million.

Some of the major areas where problems have been expressed relative to the
State Cap Law include the following:

1. The law preempts State decision-making. The spending ceiling could
severely restrict both the Legislature and the Governor in the intro-
duction of worthwhile new programs, or the expansion of existing good

programs.

2. The law's spending ceiling could jeopardize the State's ability to
make payments for items such as Medicaid where the State has little
control over the number of persons qualifying under present State and
Federal definitions of eligible perscous.

3. The spemnding ceiling could jeopardize the receipt of Federal funds if
the expenditure ceiling would not permit the appropriation of State
monies necessary to meet any required matching.

4, The spending cap could lead to fiscal gimmicks whereby devices would
be developed to limit the percentage of increases in the appropriation
of General State Funds, only to make expenditures in other ways.

5. The spending ceiling makes it difficult for the State to absorb mandated
expenditures from other levels of government, e.g., Social Security

increases.

6. The law severely restricts the growth in State operatioms, but places
no restrictions on state aid increases. In effect, individual units
of local governments could be using expanded state aid monies to
develop new programs and previde salary increases at the expense of

overall State needs.
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7. The law provides for exclusions for prinecipal and interest payments (;:

on bonds, but does not provide for any exclusions for other types

of capital expenditures. By providing this dichotomy, the legislation
tends to encourage long-term financing of all capital projects rather
than some pay-as-you-go financing through the Capital section of the
Budget.

8. The law suggests that General State Operations are a function of personal
income growth, but that state aid and long-~term financing are not--this
is mnot jogical or consistent. Further, should personal income growth
slow down, even if other sources of revenue grow, State operations would
be restricted.

The most important advantage to the State Cap Law is that it forces management
in State government to continuously review its activities and to select priorities
between services to assure that limited increases are applied to the more important
activities while lower priority programs are reduced or dropped. Further, the Cap
Law restricts the State government from spending simply because funds are available.
Surpluses are encouraged for rainy days. And the data shows that thus far a limita-
tion based on personal income growth provides some funding leeway.

County and Municipal Expenditure Law

The county and municipal cap limitations are included in one law; though as
described in Section I, county levies and municipal appropriatlons are restricted.

The Subcommittee has heard testimony citing the following problems with the law: ( i

g

1. The law encourages the issuing of bonds for capital purposes rather
than pay-as-you-go capital appropriations. This is caused because
principal and interest on debt are excluded From the cap while capital
appropriations are not.

2. The area of mandated costs was found to be the area of greatest concern
to local officials. Mandated costs in the eyes of local officials in-
clude: utility, pension, and insurance. Based upon a sample of 128
municipalities, the cost for pensions increased by an average of 9 per-
cent, and the cost of insurance, an average of 21 percent in excess of
1976 appropriations.

3. The Cap Law requiring the handling of émergencies by ordinance procedures
is a constant source of municipal complaint. Municipalities subjected to
flood damage, equipment failure or other "true' emergencies necessitating
resolution procedures must pay a double penalty-—first, the cost of the

L)
= - M - . -
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yvear's budget.

4. A further eriticism is the arbitrariness of the 5 percent figure, a figure
below the annual use in the consumer price index for the area in 1977
. and well below the average 10 percent rises in municipal appropriations
in previous years. The law does attempt to build in flexibility by ex-
clusions and by the add-ons reflecting the value of new construction and
newly mandated expenditures for municipalities, but some officials maintain
that these are not enough to meet local needs. '
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5. In a State with a "home rule” tradition, local discretion is severely
restricted by State-determined spending limitations,

6. In 1977, 54 municipalities were excluded from the cap because thelr
municipal tax rate was less than 10¢. This number will increase to 108
municipalities in 1978. Some critics say that the 10¢ exclusion is
arbitrary as nearly 20 percent of the State will have no appropriation
limitation in 1978.

7. The impact of the cap was somewhat mitigated by the new infusion of
Counter—cyclical Federal dollars in 1977; these and other Federal dollars
are excluded from the municivcal cap. The Cap Law encourages a dependency
‘onn Federal funds te provide basic municipal services.

8. If binding arbitration under the new State law exceeds 5 percent on police
and fire salaries, a municipality may be forced to make undesired cuts in
other personnel salaries,

In the first year of the the Cap legislation the evidence from the Division
. of Local Government Services shows that municipalities both got their budgets in
‘on time and met their limitations without substantial cut-backs. The Subcommittee
" heard expressed executive satisfaction with the concept of the law as the cap not
only forces careful budgetary decision-making, it also plays an important role in
limiting the demands for employee salary increasges.

_ Dava from the New Jersey Division of Taxation shows that the cap has had
some effect on reducing appropriations for counties and municipalities.

1. In terms of total budget growth, the following data reflects appropriations*
for municipalities and counties from 1972-1977.

Year Counties . . Municipalities
1977 $1,104,985,009 $2,044.5
1976 .- 1,084,596,675 1,926.0
1975 983,926,927 1,783.0
1974 819,584,254 1,580.0
1973 702,940,209 1,430.7
1972 651,126,910 1,283.3

*The county figures for 1972-1976 reflect expenditures, not appropriations.

‘During the above time frame, municipal appropriations have increased by
59 percent, or an annual average increase of 12 percent. County expendi-
tures have increased by 69 percent, or an annual average increase of
13 percent.

2. 1977 county appropriations increased only 1.9 percent over 1976 expenditures.
Municipal appropriations increased by approximately 6 percent. These
Percentage inereases were the smallest in the last decade, well below the
average increase.
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3. As stated above, municipal levies rose an average of 9.6 percent between
1970-1976 and 6 percent from 1977-1976, after passage of the Cap Law.
County levies rose an average of 11.3 percent between 1970-1976 and 5.7
percent from 1977-1976, when levies were subject to the Cap legislation.

STIMULATE NEW JERSEY'S ECONOMY

The Subcommittee listened to testimony from several organizations pertaining
to the impact of the Tax Program. The groups agreed that significant investment
disincentives were removed as a result of the repeal of the business taxes. In
general, the repealed Retaill Gross Receipts Tax was described as inherently unfair
as it was levied on only one class of taxpayer-—~the retail store owner. In addition
it was felt that the present system's inclusion of unincorporated business under the
Gross Income Tax (which defines tax liability in terms of net profit from business)
addresses the basic defect of the repealed Unincorporated Business Tax. That tax,
which was measured by gross receipts of unincorporated businesses, was imposed
regardless of whether the business was making a profit; in addition, it imposed
an excessive burden upon entities whose ratio of net profit to gross receipts was

Iow. Moreover, from an administrative viewpoint, it was a difficult tax to collect.

Most important of the tax repeals in tevms of improving New Jersey's com-
petitive position are the exemptions of new purchases from the Business Personal

Property Tax and the Sales Tax exemptions for purchases of production machinery (”

and equipment and for services performed on tangible personal property (where

guch property is shipped out of state for out-of-state use). It is notable that
businesses in Penngylvania, New York, and Delaware are not faced with either a
state or local tax ontusiness personal property. Secondly, the lattar two taxes
are believed to be particularly helpful in getting firms to invest private capital,
0f the six surrounding states (Connecticut, Maryland, Massachusetts, New York,

Ohio and Pennsylvania) only Connecticut, Ohio, and New York City tax machinery and
equipment, while the taxation of services is even less prevalent. L

The estimated savings to business from the legislated repeéls is shown
below: :

Retail Gross Receipts Tax Repeal - $ 7.7
Unincorporated Business Tax Repeal 23.0
Sales Tax Exemption-~Machinery and Equipment 35.0
Sales Tax Exemption--Services 5.0
Business Personal Property Tax--Exemption 8.0%

$78.7

#This is & one-year zavings. Over a ten-vear period of time, it is estimated

that the tax will be completely eliminated; thus, reducing the revenue yield .

from approximately $80 million to zero.

The business community has apparently no united position on the desirability .(9*

of the newly imposed personal income tax because it has impacted differently
according to the size,type, and location of the business. Larger businesses seem
to favor the restructuring of the State's tax structure away from the excessive
dependence upon the property tax to a persomal income tax, which has the potential
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to adequately meet the State's service needs in a certain and predictable manner.
The entire tax program also has led to substantial business property tax relief.
This relief includes the 1976~77 unbudgeted school aid rebates of $4B8.4 million
and the 1977 Statewide local property tax reduction of $27.5 million. Furthermore,
the expenditure ceilings (caps) have helped to ease uncertainties associated with
uncontrolled government expenditures. These programs taken together contributed
"to the restoration of the State's Triple A bond rating--the only urban State in the
Northeast to be so blessed.

It is too early to draw a definite correlation between the 1976 Tax Program
and the stimulation of business. Although the State's Economic Policy Council
(10th Annual Report) states that it is not umrealistic to claim that the steps
taken so far are exerting a favorable influence, the extent of new development
and/or expansion of existing Facilities in late 1976 or 1977 may not be related
to any beneficial effect of the tax program since business decisions generally
are made well in advance of the time such projects are approved or begun. Simi~
larly, decisons either to immigrate to or emigrate from a state are made previous
to notice of such action. In fact, recent studies of the reasons behind corporate
‘headgquarter moves and/or other business relocation, most often cite the personal
‘motives of corporate executives (especlally better and faster transportation for
key executives) as uppermost; and, the Subcommittee has heard argument that the
impogition of the personal income tax will increase the number of corporate moves
‘to Connecticut where no such tax isg in effect. It ghould be noted,  however, that
“Connecticut does not offer a tax haven for either businesses or individuals.
“Connecticut's 10 percent corporate income tax is considerably higher than New
Jersey's. The motor fuels and sales taxes are higher and Conmecticut does not
-exempt clothing or manufacturing from the sales tax hase. Although Connecticut
‘does not have a personal income tax (a situation which some would argue will be
. short-lived since only 8 of the 50 states still do not impose one) it does tax
-net capital gains at the rate of 7 percent.

'SHIFT FROM A RELIANCE ON LOCAL PROPERTY TAXES TO A STATE INCOME TAX

The property tax in recent years has been the major source of complaint about
‘eXcesgive tax burdens. Viewed as a tax on housing services, including education,
the property tax (at first sight at least) appears highly regressive. The tax on
‘eal estate as a percentage of family income tends to decline sharply when moving
P the income scale although recent studies argue that if the comparison between
roperty tax payment and family income were based on a similar relationship over a
onger peyviod that the degree of regressivity would be reduced considerably. In
ny case, the belief that the individual income tax is the fairest and best of all
Axes arises from a congideration of several conditions to be discussed below:

1. 3Is it equitable?

Generally an equitable tax is defined as ome based om ability to
pay (progressivity) or one based upon the receipt of public benefits.
The 'New Jersey Gross Income' is limited by definition as well as by
exclusions. There are also exemptions, deductions,and credits and there
are two rate structures. These elements taken together determine how
progressive the tax is. The data shows that the tax is more progressive
than the relatively low and flat rates might suggest and more progressive
than the property tax.



A~20

For the period July 1, 1976 to December 31, of the same year,
2,351,817 tax returns were filed. Of these returns, 58.8 percent were
married ( filing either jointly or separately) and 41.2 percent were
single. The average gross income per filer for the half year covered
was $8,199; the average income of single persons was $4,495, while the
average income for married filers was $10,699.

In 1977 a tax liability was reported on 1,827,136 of the returns
or 78 percent of those filing. Eighty-four percent of this tax income
was represented by salaries. While salaries and wages were the primary
source of income for the lower income groups, business income, capital
gains and the like represented 43 percent of the gross income of the
highest income bracket. (See Table VII) In the 1.8 million taxable re-—
turns, $3.2 billion was taken in exemptions and deductions, and $44
million in credits so that the total tax yield for the half year was
$259 million. (See Table VIII)

Twenty-two percent of the returms or 520,000 were non-taxsble.
Because of tenant credits and/or credit for income taxes paid to other
states, 65,995 had no New Jersey tax liabilirv. 1In total, a tenant
credit was claimed by 545,424 fllers, and a credit for taxes paid to
other states was claimed by 219,926 filers. The tenant credit is
responsible for eliminating a large percentage of low income persomns':
liability, whereas the credit for out~of-state taxes tends to benefit

middle and upper income persons.

The average income tax payment for the half-year per return was

8110. Income groups below $10,000 paid an average of $21, while income

groups in excess of $40,000 paid an average of $583; income groups in
excess of $200,000 paid an average of $4,600.

Table IX-A provides a summary overview of tax rates, income, and
total taxes paid analyzed by income group and illustrates best the
progressivity of the tax. The following points can be made about the

data:

a. People under 310,000 of "New Jersey gross income" filed 37
percent (the highest percentage) of the returns and paid only
7 percent of the tax; while people over $40,000 filed 4 percent
of the returns but paid 23 percent of the tax.

b. The progressivity of the tax is quite good; it ranges from an
sotive tax rate of .76 for people with a gross income under
$10,000 to 1.40 with gross incomes between $20,000-~$40,000 to
2.18 with gross income over $200,000; the average being 1.34.
The tax, however, is not evenly progressive throughout the
income ranges; it appears to be more highly progressive in the
middle income range, while somewhat less progressive in the

upper income range.

c. 39.85 percent of the income tax paid falls on those with gross
incomes between 520,000 and $40,000 a year.
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In contrast to the above,. the Sears Commission, in 1972, provided
data showing the regressivity of the New Jersey state-local tax structure,
relying predomindntly on the property tax system. Looking just at the
effective rates (point (b) above), the lowest income group was taxed at.
the highest rate, 19.1 percent, and each higher income group at a lower
rate until those in the $25,000 and up bracket were taxed at 5.4 percent
of their income. As regards point (c) above, in 1972 the highest per-
centage, 31.6 percent, of all state-local taxes was being paid by those
in the $10,000~$15,000 bracket with only 7.5 percent in the $25,000 and
over bracket.
Is it sufficient and dependable over time?

In the first year, the Income Tax yielded $656.1 million, and
expenditures were made totaling $558 million, the tesult being a surplus
of $135 million. In the second year, it was anticipated, in the fiscal
year 1978 Budget, that the Income Tax would yield $792 million and that
expenditures would total approximately $905 million, yielding a surplus
of approximately $20 million at the end of fiscal year 1978. For 1979,
it is expected that the Property Tax Relief Fund will have to support
an increase in school costs of approximately $90 million. The yield for
the first year was gubstantially below the original estimate, and present
data suggests that the 1978 estimate might be short.

4

However, in recent testimony the State Treasurer said that in the
near future the growth in revenue from the Income Tax will exceed the
growth in expenditures, and that new programs could be added and/or tax
cuts made. This conclusion appears to be valid based upon the data which
shows that the Income Tax increases by 13-15 percent per year, while pro-
jected expenditures will only grow by the amounts needed for T&E--all '
other facets of the program are fairly static. Thus, within the next two
to three vears, the Income Tax will exceed the dollars needed for the
expected appropriations.

+ In the interim, the Treasurer has stated that any revenue shortfalls
can be addressed "by holding down spending in other governmental areas'
and by "using other revenue sources’ to fill in the gap for the immediate

furure.

~The Subcommittee notes that the original tax plan, which was approved
by the Legislature, envigioned a one percent increase in the Corporatiom
Tax in the third year of the program. The Treasurer has apparently
decided to follow the approach presented to us in his testimony. This
approach, based upon current information, will enable the Income Tax
to be sufficient over time.

Elastiecity is a measure of whether a tax is dependable over time.
In 1972, the Sears Commission estimated the elasticity of the State's
entire array of non-property revenue sources to be .98 or about the
same rate of growth as a personal income; however, it estimated State
expenditures at an elasticity of 1.50. The Commission concluded that
the fiscal gap resulting from the demand for services and the inability
of the tax structure to meet such demands was the major reason behind
the State's recurrent budget crisis. .

Current estimstes of the income tax yield show the elasticity of
the tax to be 1,3, lower than the estimates of the original 1.5 Byrne
plan (a tax based on New York rates)though the yields from the two
taxes are roughly the same. However, with appropriations from the
Property Tax Relief Fund to remain fairly static, the elasticity of
1.3 would seem to make the tax, as dedicated, dependable over time.

Is it understandable to the taxpayer and easy to administer?
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The New Jersey Income Tax Law attemtps to achieve simplicity by
being a "groas'" tax on 14 categories of income with specific exclusions,
exemptions, deductions and credits. The law is neither as simple as
one strictly on gross nor as complex as the Federal system. In fact,
the brevity of the legislation and its uniqueness have required many (
interpretations and regulations from the Division of Taxation and
have led to conflicting legal opinion.

However, the Subcommittee has hearil evidence that the administration
is "inexpensive,” $5 million on a $800 million collection and low in cents
per item handled. Further, an outside contractor's price
was three times higher than that of the State. Also, evidence shows that
the great majority of the.taxpayers had no problems complying with the law
(in large measure because 84 perdent of the total is represented by salaries
and withholding) and the State returned $1.8 million in refunds by June
of 1977. One can contrast this to the costly assessment and appeals pro-
cesses of property tax administration..

4, It is ‘'meutral;" that is, it causes minimum interference with efficient
markets?

The tax would appear to be too small with too few exclusions and
deductions and credits to cause New Jersey taxpayers to make basic
economic decisions on the basis of this tax. (See the discussion on
stimulating the State's economy.) However, should the rates be steeply
graded, the costs may ba much higher. 1\ property tax, by contrast, is
not neutral as decisions to move and to buy housing and where to live
can be significantly affected by the property taxes paid..

5. Is it consistent with g~ wvernmental policy? (

The tenant credit, the senior citizen exclusions, deductions and
credit and the exemprion for children at private schools and colleges
are the most striking examples of policy directives specific to this
New Jersey tax. The tenant credit amouated to $17,658,362; the senior
citizen credit equaled $1,145,520 and their exemption $124,460,500
(in addition to social security and pension exclusions). Private
school and college exemptions totaled $165,960,500. Again in contrast
to the property tax, there is flexibility in an income tax system to
write policy into the law.

In conclusion, since the income tax is a replacemeht tax one must
judge it in relation to alternative revenue producing methods. This
comparison as well as government cost reduction studies have been made -
by the other Subcommittees. It is sufficient here' to say that this
Subcommittee has found the income tax ag currently structured better
able to meet the above criteria than would a continued reliance on
property taxes to meet local needs.

ANALYSIS OF THE IMPACT OF THE TOTAL TAX REFORM TROGRAM

Homeovwners

+

From 1976~77 New Jersey property taxes, defined as a combination of local - (
property taxes and homestead rebates, declined ty $566.8 or 16.9 percent. This = ©
decline is a reflection of the infusion of State funds from all elements of the
Property Tax Relief Fund; however, almost 50 percent or $274 million of the
decline ig the restlt of the Homestead Rebate Program.
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' The estimated average payment under the income tax was about $340, while
the average rebate was about $187.

The rise in property tax savings as income rises is slight compared to the
rige in income taxes paid, a situatdion which mey mitigate some of the uneven
progression of the income tax. Average property tax savings rise from $319 for .
homeowner antiualized incomes under $6,000 to an average of $428 for homeowners
with annualized incomes over $100,000, while average income taxes paild range
from $0 to $1,630, respectively. In general, homeowners need a gross income of
over $25,000 before their New Jersey income taxes exceed thelr property tax
relief. In 1972, homeowners in the $10,000-$15,000 bracket paid the highest
taxes; in 1977, the same income group realized an average savings of $152 (Table XJ.

Senior Citizens

Senior citizens are affected by five income tax-related programs, the
principal one being exclusions from the definition of gross income of social
security and pensions. Just social security benefits average $6,000 a year for
a couple. In addition, under Chapter 273, P.L. 1977 all income (rents, interest,
dividends of salary) up to $10,000 . for a couple filing a joint return or up to
§7,500 for a single person is excluded.

Senior eitizens are alse entitled to a double exemption, $1,000 for each
individual and $1,000 for being over 65, that is a total of $4,000 for a couple.
Then too, senior citizens who are tenants receive $100 tax credits, an amount
comparable to a $5,000 exemption. Senior citizens who are homeowners get an
average of $227 annually as a homestead rebate (an additional $50 for being over
65) and for those incomes under $5,000, $160 annually in property tax deductions.
Data from the State's Division of Taxation shows that 90 percent of all senior
citizens and disabled homeowners received more in homestead rebates than they
paid in income taxes, not counting other property tax reductions. Table XI
- shows that on the average senior citizens and disabled homeowners realized $117
. in property tax savings, after the $160 deduction.

Critics  of the special tax treatment for senior citizens compare a possible
$15,000 income which is tax free for those over 65, who may have mortgages paid
and children educated, to the wage earner making less than $15,000 who pays a
State tax and has considerable family expenses.

Tenant s
bt

Approximately one-~half of the State's tenants or 545,424 persons filed income
tax returns. Tenant credits totaled $17.6 million for an average credit of $35.20.
Approximately 430 of those tenants filing returns had their tax liability reduced -
to zero as a result of the temant credit.

Substantive data is not available on tenant rebates; the program, however,
has the potential to distribute about $36 million.
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In summary, the 1976 Tax Reform Program has well served its purpose as a (“
mechanism of tax replacement; i.e., the substiturion of a hroad-based State tax—
the income tax--for a substantial portion of the Jocal property tax.

_ Attention should be given here to the fact rhat although there has been a
significant shift in the tax bdse, there has not been a dramatic ghift in tax
dollars to the areas of the State with the lowesr ratables. .

The appropriated school funds for 1976-7/ went largely to areas of
moderate worth or $30,000 to 570,000 equalized valuation per pupil.

The second largest allocation of funds, the homestead rebates, were
distributed to 1.4 million homeowners and, of these, 75.6 percent
received between $150 and $199 in rebates with over 50 percent going
to the income bracket from $15,000 to $50,000. The homestead rebate
formula predominantly reflects valuation. The poorest urban areas
did not qualify for the maximum rebate. ’
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The older cities are made up predominantly of tenants. The tenant
rebates are small, while the tenant income tax credit depends upon

having an income tax liability.

As regards the $50 million in revenue shuring, this sum is divided
Statewide on a per capita basis, not a nced basis. For a great number

of municipalities (the poor areas with low ratables which received -
Federal Antirecession funds in 1976-77) the effect on property tax (:
rates of State revenue sharing funds was probably slight. In contrast,
for those communities which normally recaive little Federal or State

aid according to need formulae, revenue sharing dollars have had a
significant impact on local tax rates.
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Section IIII

PROPOSED MODIFICATIONS IN THE CURRENT PROGRAM AND RECOMMENDATIONS

SCHOOLS

Since the Subcommittee has not addressed alternative school funding formulae
nor Chapter 212 to any significant degree, recognizing the detailed evaluative
work being done in these areas by other groups, we make no substantive recommenda~
tions in this area. The Subcommittee recognizes that the State Supreme Court has
accepted as facially constitutional the present education-financing law (Chapter
212, P.L. 1975) which has the State assuming 40 percent of the total costs of
public elementary and secondary school education. The Subcommittee supports the
principle of a broad-based tax to fund a large portion of the local school budget
and believes that the presently constituted tax structure in combination with
Chapter 212 has made some significant gains towards reducing the wide digparities
in firancing ability among school districts.

However, the Subcommittee does wish to emphasize that we have heard testimony
regarding certain aspects of the new education law which suggests that review of
the law be made as soon as possible to eliminate any future problems. In particular,
the Subcommittee suggests that congideration be given teo modifving the school caps
which we have heard are leading to financial problems capable of affecting the
quality of education in the State. Furthermore, we suggest that some review of the
~educational process implied in the law be made so as to answer arguments that the
.law has inappropriately increased the number of administrative positions necessary
to execute it.

-REBATES ~ HOMESTEAD

1. The rebates distributed according to the present formula should continue
‘for two to four years.

The Subcommittee recommends the continuation of the Homestead Rebate

9274 million is returned directly to homeowners and condominium owners in a lump
isum. This method alse insures the maximum return in Federal General Revenue

redits against an income tax or against property taxes.
2. The law should be amended so that rebates are distributed annually.

The Subcommittee supports the recommendation of the State Treasurer that

he rebate payment be combined in a single check mid-way between the present dates.
A July payment would delay the April rebate, but would expedite the October payment,
and still maintain the adequacy of the State's cash flow. Further, July is a time

stration efforts.

Once a year distribution would result in substantial savings in postage,
B the printing of checks, in tracing lost checks, in data processing services and
,ﬁn Other administrative details. It is estimated by the Division of Taxation that
1€ savings would amount to $400,000 annually. The change in payment date
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would alsc result in a one-time saving to the Fund of approximately 5130 milliq
with no adverse effect to the taxpayer, as the taxpayer would still receive
full rebate in calendar year 1978, but the State would not have to make the 3?
payment in fiscal vear 1978.

3. After at least two years, the program should be reviewed with consider
tion being given to three major alternatives. At this time, the Subcommittres
favors the third, "flat rate" alternative. The alternatives are presented belg

a. The circuit-breaker provides property tax relief from Statewide
sources to those with low incomes, rather than the broad-based relief of
the present homestead rebate. Property tax relief would be credited
against one's income tax liability, or if one had no liability and one's
income in relation to property taxes was lower, the taxpayer would receive:

. a cash rebate,

The advantage of the circuit-breaker is that it ties property tax.
liability to income. Further, the circuit-breaker requires a minimum of
administration. It also offers a way to assist tenants in that tenants
would be allowed to count a certain percentage of their rent as property
tax.

The following illustrates one example of how a circuit-breaker
could work:

The ceiling percentage of income payable in property taxes--after
which point the circuit-breaker is activated-—is graduated from 5 percent -
for the lowest income to 10 percent for the highest level, as follows: (

L

Circuit-Breaker

Household Gross Income Activated
Under $5,000 ' 5% of Income o o
55,000 ~ $10,000 6% of Income . E
$10,000 - $15,000 7% of Income E|
815,000 -~ $20,000 8% of Income 3
$20,000. - §25,000 9% of Income 2
$25,000 and over ‘ 10% of Income ¥

At $5,000 income, the rule would be “no oune would pay more than 5 perc
of one's income on property taxes''. Thus, no one earning $5,000 would pay .
more than $230 in property taxes.

4
=

The Subcommittee believes that the circuit-breaker concept ddes_nc@
seem timely for two major reasons. One, analysis of the plan described abov
shows that in 1975 at an expenditure level of $253.7 million and a maximum
payment of $500 only 40 percent of homeowners and renters {or 905, 000 unlts)
would have received anything. Two, 2 credit system against the income. tax :
would endanger an estimated 518 mllllan in Federal Revenue Sharing funds.

b, The dollar value of the homestead rebate, as presgently calculg J,
could be reduced from the local tax bill for each home. Administrative cost
would be reduped; however, the visibility of the program would be slight,
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especially as so many homeowners have mortgages, and the impact would be
spread out over a long period of time.

¢. The present State district system could be retained but the flat
amount of $187 could be returned to each homeowner and each qualified senior
citizen could receive an additional $50. A flat rate based upon the average
now returned under the Homestead Rebate Program would facilitate the admin-
istration of the Program by eliminating the annual caleculation of each home-
owner's entitlement. Further, more funds would be returned to homeowners
in older cities where valuations are below $15,000. Some $10 to $30 per
person would be lost to homeowners in some municipalities across the State
while in the poorer areas some homeowners would receive as much as $150
more in rebates. Senlor citizens would be assured of an additional $50
instead of the average $40 rebate under the present system.

REBATES - TENANTS | | ‘

1. The Subcommittee recommends the immediate repeal of the Temant Rebate
Law, not waiting for it to self-destruct in December 1979.

The Subcommitee's principal objection to the Tenant Rebate Law is its
lack of accountability. There appears to be no sure way of monitoring whether
. the tenant is getting exactly what is his due,especially as the tenant population
is highly mobile,or whether landlords pay rebates to tenants but then raise rents.
The Subcommittee doves not believe it is in the public interest to have a law on
.the books that cannot be monitored closely to assure compliance. Further, the
pass~through of funds to individual tenants is small as the money is divided so
broadly, and the amount is dependent upon local property tax reductions and the
size of one's building, both of which are unrelated to tenant need.

2. The Subcommittee notes that under the present law a tenant receives a

. $65 credit on his income tax ($100, if a senior citizen). This amount compares
favorably with other states based on data provided by the Advisory Commission

.on Intergovernmental Relations. California, for example, has a $37 tenant credit
was part of dts income tax law, and many states have circuit-breakers which apply
0 both tenants and homeowners.

3. Recognizing that a number of tenants, an estimate of 300,000 has been
wade by the Division of Taxation, have no income tax liability, the Subcommittee
ecommends that these renters be permitted to carry over this credit for a period
f three years.

4. Should the Legislature not repeal the Tenant Rebate Law and vote to extend
t beyond its expiration date, the following legislative changes should be con-
idered in order to facilitate the administration of the law and clarify the
ambiguities that have led to several court challenges of the law.

a. One issue that should be clarified by the Legislature is whether
property tax reductions are based on taxes actually billed or on whether

they are based on the results of taxes appealed following contested assess=
ments.

b. Another issue now in litigation is whether a landlord must pass—
through tax reductions that result from revaluations.

v —
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c. Other issues requiring clarification include the definition of
"qualified real rental property," provisions for changes in property ow(
ship, and enforcement at the local level. :

d. Consideration should also be given to reimbursing local costs wher,
the burdens of administration and enforcement now lie.

REVENUE SHARING ~ ATD TO MUNICIPALITIES

1. The Subcommittee recommends that the $50 million Revenue Sharing Progra
be discontinued in favor of State assumption of certain local costs. .

The Subcommittee does not believe that the present formula, which so brg
distributes the Revenue Sharing monies, either adequately measures the wealth of
community (effective tax rates, upon which the law is based, are a fumction of
other sources of income, and local or school appropriations) or distributes money
the most efficient manner possible. After reviewing the distribution and dollar:
amounts provided to sample municipalities, the Subcommittee believes that the mo
distributed under the present Revenue Sharing formula could be used more effecti}
if targetteéd towards specific programs (see discussion below on State assumption
local costs). The Subcommittee realizes that certain communities, p.':n:i:icl.!tl::n:iy-“1
which do not receive substantial sums from programs such as Urban Aid or State ca
gorical and Federal grants, may be affected to some degree by the cessation of t}
funds. However, as county court costs are calculated as part of the total tax ¥
these communities would receive some property tax relief while certain areas, wlg
court costs are particularly high, would be significantly benefited by the ne”
tribution. T:

STATE ASSUMPTION OF LOCAL COSTS

1. The Subcommittee recommends the repeal of the veterans' property tax ded
tions, now supported from the Property Tax Relief Fund.

Since the 19407s, veterans have received property tax deductions amount
to $50 a year, which has meant for some veterans years of .compensation irrespect
of need. Other programs from all levels of government address need consideration
The Sears Commission recommended in 1972 that veterans’ deductions be discontinu
A ‘constitutional amendment should be submitted to the voters. If approved, the
saving of $22 million could be applied to State assumption of other local progras
as described below.

2. The Subcommittee agrees that the State should assume the costs of thef
senior citizens' property tax deductions. The definition of need, however, shou

.......

tion for seniors with incomes under $5,000. These changes included a sliding scall
for eligibility based on income, tax credits or rebates, a broader definitiom of’
source of income, and inclusion of renters. The Subcommittee believes that this
formula is too complicated but would like a review of the elements suggested
program as well as of the $5,000 cut off which has not been adjusted to acco
for inflation. (See below for a more complete discussion of senior citizen progr
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3., The State as a first priority should assume county court costs, equaling
approximately $48 million for the first year of the program.

The State should assume most of the court costs, since reforms made a
decade ago have resulted in a system now being largely under State control. Both
the Cahill and Byrne tax reform plans recommended the above. Stdte budgetary
3 control would centralize funding decisions and enable cost comparisons to be made
b between local judicial bodies. Further, State assumption of court expenses would

spread the costs widely in place of the comparative burdens now placed on those
counties containing the largest municipalities and hence the largest court costs.
The municipalities in these counties would realize significant decreases in county
'levies now raised primarily from property taxes.

Based upon 1977 appropriations, State assumption of new court costs would
total approximately 548 million including county and district courts, the Prosecutors'
offices, the surrogate courts, juvenile and domestic courts, jury and commissioner
fees, and the law library. Another $24 million would be needed for probation and
811 million for State assumption of the costs of the sheriffs' offices. This
additional $35 million would not be available from only the elimination of the
$50 million Revenue Sharing Program.

4, The Subcommittee favors the assumption of welfare costs by the Federal
government.

In testimony before the Subcommittee, local government officials have
. stressed the need to relieve local tax sources of imcreasing welfare costs. Con-
sidering the magnitude of the welfare problem and its national implications, the

Subcommittee agrees with these local officials that welfare should be addressed
at the national level.

5. The Subcommittee notes that legislation signed by the Governor in October,
1977, with an 38 million appropriation from the State Treasury will provide payments
Lin lieu of taxes to municipal governments. State assumption of these costs were
- recommended in both the Cahill and Bryne tax reform plams.

6. The Subcommittee recommends thatananalysis be made as to the best method
-.0f distributing Gross Receipts and Franchise Taxes, which now solely benefits’
telected municipalities. A broader distribution of these utility taxes together
‘with State assumption of local- costs described above would improve the State-local
tax structure. The Sears Commission in 1972 recommended that these utility revenues
be capitalized for the apportionment of county taxes.

REPFAI, OF BUSINESS TAXES

1. The Subcommittee recommends that the five repealed business taxes des~
ribed in Sections I and II not. be reinstated,

The Subcommittee heard testimony from several organizations pertaining to
he impact of the Tax Program. The groups agreed that significant investment dis-
“incentives were removed, particularly with the exemption of new purchases from the

.Q)USiness Personal Property Tax, and the Sales Tax exemption for purchases of pro-
uction machinery and equipment.

2. The Subcommittee has reviewed four additional tax incentive programs sug-
ested by leaders of business and State economic advisory groups, and gives priority
0 the first listed below. .
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a. Investment credits for new investments in plants, machinery

and equipment.

b. Exemption for new purchases from the net worth portion of the-
Corporation Business Tax.

. ... Elimination of the Business Personal Property Tax on personal
property acquired prior to 1977.

d. Elimination of Sales Tax on pollution control equipment.

The first proposal has the advantage of stimulating new business develng
ment 80 crucial to New Jersey's well-being. The proposal has the support of a &
broad segment of the business community as well as the Governmor's 1976 Economic %
Recovery Commission. Though there would be an initial loss of funds, new busxnea
development could potentially return far more funds to the State than the amount®
inditially dinvested.

RESTRICT GOVERNMENT SPENDING

1. The Subcommittee recommends that the State, county, and municipal cap
laws be retained subject to review in the fall of 1978.

As stated in Section II, the cap laws offer assurances to taxpayers ag -
private citizens and as businessmen that government spending will be controlledgﬁ
Further, government officials have found that the Cap legisiation has forcedﬂ;heﬁ
and their constituents to look hard at public spending and make difficult qi “res
In addition, the data from the first year shows that substantial service cu wwax

not necessary in most local govermments nor at the State level.

The Subcommittee, however, advocates that there be review of the progran
afrer another year's experience. Although certain budgetary adjustments can be
made in the first year, thereafter there may be major service delivery problems.

Since the State’s tax structure will by then be greatly stabilized, the:
fear that influxes of new money will cause local budgets to skyrocket may no lony
justify the kinds of service cuts which may result from the cap. Constituent
pressure may be sufficiently effective in controlling government spending.

The Subcommittee recommends the following legislative amendments which
should be given priority attention.

a. The State government should be permitted to exclude appropriations
necessary to match Federal programs in the same manner that local governmend

are permitted to exclude such appropriations go that the State can take
advantage of all those conditions leading to quality services for its

citizens.

b. All appropriations for capital projects at the State, county, and
municipal levels of government should be excluded from the cap so as to en-—
courage annual, pay-as-you-go capital financing rather than the policy of P
off unnecessary financial burdens to future residents. (
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¢. Municipalities should be able to follow resolutlion procedures for
true emergencies and not have these funds charged against their cap limitation
in the following year's budget. Presently, for example, monies needed to
correct flood damage can be excluded fromthe following year's cap only by
following ordinance regulations which require at least two weeks for compliance.

d. The cap on counties and municipalities should be based on the game
formula as that of the State, per capita income growth. The result would be
to raise the 5 percent which the Subcommittee has heard in testimony to be too
restrictive, particularly as personal income and costs—ofwliving are rising at

a pgreater rate.

In general, the Subcommittee does not recommend selective inclusions to or
exclusions from the cap sinece this policy may make the law unwieldy due to its com-
plexity and/or may so bias decisions as to cause ineconomies or inefficiencies in
government . In particular,the Subcommittee does not presently recommend excluding
what some consider "mandated” costs such as pension, social security, utility, and
ingsurance for the following reasons:

. Further study is necessary to define what a mandatory cost is, and at
what level such costs become amenable to certain cost-cutting options.

. Exemptions for retirement plans could encourage liberal fringe benefits
in contracts resulting from labor negotiations since salary increases would be
limited by the cap but the similarly high costs of fringe benefits would not.
Furthermore, such a cost could radically Increase in subsequent years with the
taxpayer having little or no control over the resulting costs,

. Exempting some additional 10 to 20 percent from local and State budgets
might render the spending limitation meaningless.

INCOME TAX

1. The Subcommittee recommends that a decision on the possible termination
of the Income Tax should be made on the highest priority basis because local
budgets are now being developed and must be adopted by February and March of 1978.
Any subsequent reforms should be made in an atmosphere of permanent reform.

2. The Subcommittee recommends that the rate structure not be changed.

Based upon data presented in Section II of this report, it is evident
that the Income Tax is more progressive than the 2 and 2.5 percent rate structure
~would suggest, especially when considered in conjunction with property tax relief
Programs. Additionally, the Subcommittee notes that at this point in time, one
tannot state with precision the Income Tax yields in future years and, therefore,
one must rely on the Division of Taxation's estimates that show the tax to be

sufficiently elastic to cover the Fund's future appropriations.
Y

3. The Subcommittee supports the recommendations of the Division of Taxation
that all exemptions be taken as $20 tax credits.

The Subcommitiee recognizes that such a change would bring in more revenues .

and would -‘render the tax more equitable. Under the present law, many taxpayers
Teceive a greater benefit from the exemption than a $20 credit by reason of the
Late gtructure, Any taxpayer with taxable income in excess of $20,000 has an
€Xemption worth $25 while to those with taxable income less than $20,000 an
‘@Xemption is worth omly $20. It is estimated that $6. 8 mlllxon would be realized

in additional revenue if all the exemntinme rwmwc me 3.
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4. The Subcommittee recommends review of the alternative of adopting
Federal definition of adjusted gross income but has found a piggyback on the
Federal system to be inconsistent with New Jersey tax policy.

testimony as to the merits of %

The Subcommittee has heard conflicting
Iross inc :

adopt ing the Federal adjusted gross income to replace the "New Jersey
definition. Tt appears that adopition of the Tederal definition would hdvp many%

advantages.

Taxpayers could eagily transfer the correct amount owed from theig
Federal to their State forms.

a.

. 3 1
b. The Division of Taxation would have no need to write detailed regy
lations to clarify the New Jersev statute and the costs of auditin

would be reduced.
Reference for all parties in litipation could be made to the vast :
body of Federal law, regulations and precedent.

d. Preliminary analysis of the differences in costs made by the Divlé
of Taxation shows that some $18 million would be lost to the Statt
the principal loss being in the treatment of capital gains, an ame
which could be added back on the State Income Tax forms.

The Subcommittee recommends further review, however, because the Legis
apparently intended that the New Jersey Income Tax be a gross tax, unlike(:
Federal system. Detailed comparative research of both the Federal and Sta la
and regulations is necessary to determine the exact nature and costs of the inc
sistencies. Also, there remains a legal question as to the constitutionality o
adopting the Federal adjusted gross income definition because of the State rest
tion on "incorporation by reference” Additionally, the Legislature may want t
retain the option to make amendments in the definition of the New Jersey gross
income and not be subject to program changes in Washington.

The Subcommittee rejects the piggyback alternative, that is, the Federa
government would assume all administrative costs, in accordance with new Feder:z
law, and the State Income Tax would mirror the Federal tax with a few modificat
pertaining to such issues as tax-exempt bonds. The piggyback offers a savings
approximately $5 million including administration and auditing but has all the
advantages of adopting the Federal adjusted gross income plus a loss of local «
trol over one of the State's major programs.

5. The Subcommittee recommends legislative review of the amendments sug g
tha MNaw n::-rtaav State Bar Associztion [+

by both the Division of Taxation and the M
the more significant amendments are listed below.

It would seem advisable to-make the New Jersey Income Tax consis
with the Federal internal revenue code when appropriate, includi
amongst other changes the definition of deductions for medical e
penses and for alimony and separate maintenance as well as exclu

for certain trusts. _ ( .....

a.

b. The pension sections in the present law appear te be much too co
plicated, particularly as amended by Semate Bill Ne., 3330. Unde
the current law, conceivably a person filing a joint return with
$20,000 of pension income who mects certain requirements would p
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no tax at all. It has been suggested that there be a flat exemption
amount to be applicable to all which would embrace not only the present
concept under the law, to a large extent, but would also simplify
reporting and facilitate the determination by a taxpayer as to his
liability, if any.

c. The definition of 'resident taxpayer” at section 2m.l. should be
amended so as to eliminate the entire subparagraph except for the
words 1. Who is domiciled in this State.”

All domiciliaries should be subject to tax on all their earnings
irrespective of where earned. They receive a tax credit for taxes
paid another state. This would prevent a domiciliary from escaping
taxation 1f he works in a state which has no lncome tax and would
also prevent a person in the military from escaping taxes by
designating another state as his domicile.

d. Amend 54A:7-4 so as to provide for the filing of quarterly returns
by employers whose withholding is less than $200 per month and
withholding for each of the two immediately preceding quarters did
not exceed $600. This would substitute for those taxpayers who are
presently required to report withholdings on a monthly basis.

e. A proratien provision is needed for non—residents in regard to
minimum income requirements, medical and alimony deductions, and
retirement and pension income exclusions.

CONSTITUTIONAL DEDICATION

1. The Subcommittee recommends that the constitutional dedication be retained.

The Subcommittee has reviewed data prepared by the New Jersey Taxpayers
Association which would suggest that dedicated funds are not desirable from a
budgeting and accounting point of view. The Subcommittee, ih principle, agrees
with this argument; however, the Subcommittee feels that the dedication feature

has clarified the statug of the Income Tax as a substitution tax rather than a
new tax. ‘

SENIOR CITIZENS

1. The Subcommittee recommends the continuation of the five programs described
in Section II giving special tax treatment to senior citizens but believes that a
greater effort must be made to tie these advantages more closely to need rather than
Bimply by age. -

As detailed in Section II, senior citizens now enjoy considerable preferential
treatment under the Income Tax as well as certain tenant and homeowner benefits. Such
treatment may place unduly harsh tax burdens on the younger working population and

Mmay favor unjustifiably those senior citizens whose incomes are great enough to

Tgue against such treatment.
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SUMMARY OF SUGGESTED CHANGES-—ANNUAL SAVINGS

S

New Programs Savings
State assumption of cértain Veterans'® Deductions (22 millig
court costs ($48 million) Revenue Sharing ($50 millip

Credits, not exemptions($6.8 milTf

If the above program is agreed upon, the extra savings could be used in tg
following ways: '

1. Investment credits for new investments in plants, machinery and
equipment.

2. State assumption of remaining court costs.

3. State assumption of certain welfare costs.

REVIEW COMMITTEE

In two years time the entire Income Tax Program should again be reviewed b
a non-partisan group including representatives from the Executive and Legislatiys
Branches and from the private sector. In particular, as a result of better kno
ledge of the Income Tax yields, decisions can be made on new business incentive
a circuit-breaker or another need option for the homestead rebates, a revenue
sharing program based on municipal need, and a revision of the Income Tax ra
structure. . (/

¥
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School

Year

1974-75

1675-76

1976-77

1977-78

®does not include county vocational schools

Total
Expendituyres

2,313

2,492

2,609

2,842

(in millions of dollars)

Total

State Aid

606
538
838

922

Total Local

‘Property Taxes

1,604

1,827

1,662

1,645

' a
' State Aid and Local Property Taxes, 1974-75 to 1977-78

% of
Expenditures
rrom

tate Aid

26.2%

- 21.6%

32.1%

(8]
L]
o™
LY Q

%z of
Expenditures
From Local
Property Taxe

69.3%

73.3%

ce-v

58.0%

Source: Hew Jersey State Department of Education data compiled and analyzed by the Eduzation Policy Research

-~ Institute, Educatioral Testing Service, Princeton, New Jersey. September 1977.



Table 11

Distribution of State Aid to Education, by District Wealth, 1975-1977%

hustion o Ald Per Pupt) Change of Crange
Per Pupil, 1975 pistricts 1977 1975-1977 1975-1977
< 30,000 23 $ 1,202 25.1% 5 39,861,000
30,600 - 49,939 99 948 70.85 108,005,000
50,000 - 69,999 7 644 B LI 2 155,250,300
70,000 - 89,999 134 369 88.3% 55,225,600
90,000 - 109,999 64 | 307 62.4% 13,083,200 _
110,000 - 129,999 29 © 323 | 58.3% 7,786,200 2
130,000 and over 55 321 48.6% 4,681,800
State Average or T
Total: 658 | 75% $383,944,000

~ aDoes not include county vocational schools.

L)

Brhese 23 districts educate 13% of pub1ic school pupils.

Source: New Jersey State Department of Education data compiled and analyzed by the Education Policy Research
Institute, Educational Testing Service, Princeton, New Jersey. September 1977.
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Table 1IT

Equalized Current School Tax Rate

5th and 95th Percentiles Cowpared to State Average

1975
5th percentile 2.613
Gth percentile 0.703
State Average 1.75
Ratio of 5th percentile
To Averagoe 1.49:1
Ratio of 95th percentile
To Average 0.402:1

Scalcutated using 1976 valuations

1977(est)®

2.172
0.739

1.56

1.39:1

0.474:1

Source: New Jersey State Departwent of Education data compiled and analyzed
by the Education Policy Resear~ch Institute, Educationsl Testing

Service, Princeton, New Jersey, September 1977.

. ————
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Table 1v

Curvenl Expond.iuyes Pev Pupil

Lth oand 9bih Percentiloe

St rereentite

g5th parcontiie

State Averagz

Ratio of &in percentile
To Averayge G751

Netio of 954k povceniile
To Averade

TIenns

a__. L . T
caleulaing uzing 1970 ot

ew Jurney Staip Deprrisent

Source: i
by the Lducaiion rolicy Resoarch
Princeten, How Jevuuey. Sewion

E )

of Ldocd
}

Hutly”

eopared to Stale Average

RENS
308 51481

~

£

348 42537

A

$1747 $1916

0.78:1

.....

- . A .t Lo s
L ute, Elucavional Testing

ramailed and anaiysod
i Gevvics

‘?i_‘\ll:d-.':-‘& V&jilﬂ*m"" A

SRR
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TABLE V

10CAL PROFERTY TAX LEVIES IN NEW JIRSEY, 196}'-15;77

Source: Abstract of Ratableé

Veterans &
Year School YMmicipal Camty Sr. Citizens Total
$° $ $ ¢ $
1967 742,918,942 404,736,992 263,265,360 33,729,754 1,444,651,088
1968 839, 145,343 372,714,208 307,389,161 33,771,834 - 1,553,020,566
1569 956,672,342 384,583,403 © 335,411,230 33,864,716 1,710,531,691
1970 1,111,248,145 453,837,828 368,679,057 33,853,040 1,967,618,070
1971 1,288,150,618 465,711,295 434,410,915 33,981,31%  2,222,256,147
1972 1,404,171,924 525,351,851 477,208,731 34,839,440 2,461,572 ,946
1973 1,518,783,129 526,003,821 504,843,592 35,260,847  2,584,891,38%
1974 1,589,947,109 583,719,724 552,202,467 35,686,746 2,761,556 ,046
1975 1,692,772,040 670,606,611 621,665,318 . 36,205,891 3,021,049,860
1976 1,825,927,728 783,479,526 699,572,710 36,566,753 3,345,548,717
1977 1,782, 383,84 735,100,661 739,589,162 ~0- 3,257.073,667
Increase 1967-68
Amt, 96,226,401 ~32,0622,786 44,123,801 42,040 108,369,456
Z 13.0% -7.9% 16.587 A% 7.5%
Increase 1968-69
Amt:, 117,526,999 11,869,195 28,022,069 92,882 157,511,145
% 14.0% 3.2% . 37 - 10.1%
Increase 1969-70
Amt. 154,575,803 69,254,425 33,267,827 -11,676 257,086,379
7 16.2% 18.6% 9.9% - 15.0%
Increase 197071
A, 176,902,473 11,875,467 65,731,858 128,279 254,638,077
% 9% ‘ 2.6% . . . .
Increase 197172
Amt, 116,021,306 59,638,556 42,798,816 858,121 * 219,316,799
% K¢id .87, ‘ 9% 2.5% 9.9%
increasse 1972-73
At 114,611,205 651,970 27,633,861 421,407 143,318,443
A ) B.27, i A 5.8% 1.27 9%
Increagse 197374 '
Amt. 71,163,980 57,715,903 47,358,875 425,899 176,664,657
% G.7% 11.0% 9.4% 1.2% 8%
Increase 1974~-75
At 102,824,931 86,886,887 69,262,851 519,145 259,493 814
% 6.5% 9% 12.5% . 9.47
Increase 1975-76
Amt, 133,155,688 112,872,915 78,107, 39 360,863 324,496,858
% 7.9% 8% 12.6% O% 10.7%
Increase 1976-77 ‘
bmt,  ~43,563,884 -48,378,865 40,016,452 ~36,566,753 ~-88,473,050
% «2,47 -6.2% 3.7% - -»2__._@%
Increase 1567-77 '
Aut, 1,039,464,9%01 330,363,669 476,323,802 ~33,729,794 1,812,422 ,578
% 139.9% 8L.67 180.9% - 125.47



TABLE VI

I#PACT. OF TAX REFORM PROGRAM ON 1377 PROPERTY TAXES BY COUHTY

TOTAL PROPERTY
--------------------- PROPERTY TAKemommm o e e -----DTRECT PAYMENTSwmmcmcmn  —monTAX CHANGEwmsomme
Homestead Rebate Unbudgeted
. Preliminary 1977 Schocl Ald

Counties ’ 1976 1977 Change % Change Full Amountl Paild in 19772 Amount %
Atlantic $ B85,h12,204 ¢ 83,616,867 -$ 1,795,337 - 2.1% $ 7,251,546 § 5,963,772 -% 15,C1C,655 ~-17.6%
Eergen 458,501,409 459,054,633 + 553,224+ 0.1 36,459,611 29,339,559 ~ 65,245,946 -14.2
Zurlington 118,017,421 110,307,641 - 7,709,780 -~ 6.5 13,438,017 9,803,511 - 30,851,208 -26.2
Camden 192,121,240 182,311,470 -~ 9,809,770 - 5.1 19,026,103 15,973,675 -~ Aﬂ,539,548 -23.3
Cape May 47,920,813 46,362,175 - 1,556,638 - 3.3 3,459,290 2,753,357 =~ 7,761,285 =-18&.2
Cumberiand 38,668,424 38,352,780 =~ 315,648 -~ 0.8 . 4,581,910 1,151,360 - 5,918,951 -15.3
Essex 440,073,114 422,524,271 - 17,548,843 - 4.0 23,570,059 12,436,458 « 53,553,360 -12.2
Glioucester 64,170,888 60,515,725 -~ 3,655,168 - 5.7 7,534,800 B,687,9%4 ~ 19,877,918 -°".0

" Pudson 220,445,010 220,334,805 - 110,205 - 6.1 10,545,913 1,959,259 - 12,615,377 - 3.7
Hunterdon 39,751,799 36,819,080 -~ 2,932,759 - 7.4 + 3,469,325 5,003,513 -~ ,11,-u:,69? -28,7
vercer 129,527,887 129,148,093 - 379,798 - 0.3 11,810,053 5,744,124 - 317,933,971 ~13.8
“iddliesex 279,632,912 273,394,712 - 6,238,200 - 2.2 23,129,668 15,462,082 - UL €18,950 -16.0
Honmouth 228,854,250 216,252,647 - 12,601,612 - 5.5 20,204,551 20,050,065 - 52,356,628 -23.1 L
Morris 230,836,027 224,361,316 -~ 6,478,711 - 2.8 16,570,216 21,855,856 - HE,ECC,?63 -12.6 ©
Ocean 127,413,151 130,340,308 + 2,927,157 4+ 2.3 14,545,764 . h,350,312 - 16,272,919 -12.8
Passaic 178,061,321 171,130,617 - 0,930,704 -~ 3.9 14,717,008 11,419,159 -~ 33,066,871 -18.6
Salem 20,849,341 i9,170,3%2 - 1,678,979 - 8.0 2,405,554 2,589,204 - 6,:?2,727 -32.0
Somerset 109, 2257165 107,808,004 -~ 1,416,861 - 1.3 8,481,356 5,827,718 - 16,725,935 -15.3
Sussex 53,800,933 "53,086,928 - 714,008 - 1.3 4,861,623 6,254 814 - 11,330,h56 -22.9
Union 252,063,751 245,376,600 - 6,687,154 - 2.7 20,926,271 16,929,644 - L4, 533,069 -17.7
Warren 30,199,346 26,806,727 - 3,392,619 .2 3,264,707 3,003,834 - 9,651,169 ~32.0
TOTAL $3,345,546,718" $3,357,076,316 -$B8B8,470,402 .~ 2.6%  $270,506,645  $207,559,L20 -$566,836;467 +16.9%
1.

Poresnead'check regiébéf as of 17 June 1977 was doubled to obtain these amgcuntis.

Additional check precessing and
adjustments will change these amounts slignhtly.

NOTE: The doubling of the check register as of 9/8/77 would increase the amount

to $274.6 million and, thus, the total tax reduction to approximately $570 million,
Unbudgeted School ALd paid to property owners in 1977 amounted to $207,559,420, another $991,448 in Unbudgeted School
Aid 1s bteing held by 34 municipalities to be used as a property tax levy reduction in the 4977 Budget because its

effect on the 1976 tax rate would have been less than $0.0U per $100 of assessed value. Total Unbadgeted School Aid
amounts to $208,550,868,

Ty T
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Under $1,000
$1,000 - 2,000

3,000

$2,000 =~

$3,000 -~ 4,000
$4,000 -.5,000
$5,000 - 10,000

$10,000 -~ 20,000
$20,000 ~ 50,000
350.000 - 100,000

$100,000 and over

GROSS INCOME BY TYPE

TABLE V11
{Amounts in Millions)
Cross Income Salaries Interest _Dividends Other Income
Amount 4 Amount 4 Amount 4 Amount % Amount A
$ 65.7 100% §58.2 88.58% § 5.0 7.642 § .8  1.29% § 1.6 2,492
- 254,3 100 217.6 85.57 20,1 7.92 4,5 1.77 12,1 4.74
463.4 100 3731 84,15 32,9 7.62 9.5 2.13  27.9  6.30
722.3 100 590.3 81.73  56.7 7.85  19.7 2,73 55.5  7.69
927.6 100  793.9 85.58  53.1 5.73  20.0 2.16  60.6  6.53
6,054.4 100 5,430.0 89.69  225.8 3.73 . 89.0  1.47  309.6 5,11
7,338.8 100 6,565.3 B89.46  239.9 3,27 1289  1.76 . 404.6  5.51
2,459.2 100. 1,778.0 72.30  117.4 4.77  123.1  5.01  440.7 17,92
547.7 100  310.5 56.69  30.0 S.48  51.0  9.31  156.2 28.52
471.7 100% 1&87.7 35.55 23.8 5.05 75.5 16.01 204.7 43,39

Source: Division of Taxation,

Departnent of Treasury
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WEW JERSEY OROSS IRCGHE-TAX HETURNS
SOMMARY

% of

~

Taxable Returps Non-Taxable Returng Total #11 Returns % of i of
Tax. Gross Mon-Taxaple  rotal
Humber Amount Bupber Amount Jmber Ampunt- Iingons Gross Income -OFRSC.lnRome.
Salaries 1,705,529 $15, 168 191 523 467,164 $1,113,353,256 2,172,693416,281,644,T79  B4.30 86.uky 3:-“"‘
Interest 1,148,068 ﬂ 186,054 .18, 133,03; 1,334,123 804,739,952  1.0& 6.06 2~17
Dividends - "h10,180 97 39!4 §z 47,388 24,561,023 - 'R57,568 521,955, k52 2.76 1.01 'E%
Other 3i4)108  1,601.553.797 5,217 72,011,905 395.326 1,673,565,701  8.90 5.59 -
Gress Income 1,827,136 $17,993,746,606 520,284 41,288,159,278 2,347,420419,281,905,88% 100003 100,808  190.00%
Exemptions & Deductione 9.51
Hegular - 1,827,136 $1.509 ?23 oon 52k,683  $324,654,500 2,351,819% 1,834,377,500 8.39 25.20 8.65
Aged 125,973 63,162 81,723,500 189,135 124,462,000  0.46 1.2% 0.05
Fiind <r Pisabled 14,46k 7 LBy, uao 5 ﬂzg ,010,000 20,27 10,889,000  O.0d 8.23 §.47
Dependent Children 878,168 937,048,000 105,49 171,500 9831656 1 osu 1015,500 5,21 9.08 0.43
Othars 107,470 ¥1,502.500 13,283 10.706 80 128,753 2,609,000  0.40 0.83 e.45 x
Privzte School 99,199 81,640,500, 8,06 7,660,500 107,286 9 gux L0080  0.45 0.5% 0. ko IS
. Coliege . 117,318 12 538 500 - £,165 u 021,600 123,183 59,500 0,49 u 1 . 2.15 -
. Redical ssa,sag 363,612,21 18,391 56,013,287 77,920 azz ,026,502 2,02 33 p.13
Alimony . . 14 31,356,21 »639 5,439,261 17,357 36,795,475 0.18 9. 10,35
TOTAL $3,158,1148, 429 4572,600,048 $ 3,730,T48,477  17.55 TR s;'gg ;
Taxable Income . 1,827,136 $14,835,598,177 b2y 58h 4780,575,063 2,251,720415,616,168,760 B2.45 60.60 &
Taz Before Credits 1,827,136 302,502,200 66,3 7,670,086 .8;31&3& 310,572, 336 1.68 0.60 0.03
Tenant Credit *460.920 BT 8%, 505 2,643,685 17,638,527 0.08 0122 0.20
Other Credits 170, 985 29,372 208 la,gax 16, slz 5k8 219 926 39 91h,7u6 .16 0.82
- ] 1.34
Tax After Credits n,812,382 ¢ 258,700,203 361 % 167 1,822,783% 258,700,370  1.M4 o

.t

i Differences betwe

en numberof taxable returns §1,827,136) and returns showing tex after cradits

(1,512,382 represente those returns with liabxiity "less than rounded tolerance,

Fid Unaudited relfuxns include variations subject to later correctien.

Soese s

Divigion of Pugrbim,

Eeparturt of Trdamiy




(1) L) (3 (6) (5) (6) (7

Number Gross Tax after Returns Gross Inc. Tax as £ Tax as % of Ave
Gross Income Returns Income Credits %Z of Total X Tot. Inc. Total Tax Gross Income Tax Pa
Under $5,000 T 868,685 § 2,413.2  § 18.4 37.01% 12.52% 7.11% ger $0 2L
$5,000 - $10,000 825,588 6,054, 3 78.6 35,17 31.40 30.38 1.29 95.(
$10,000 - $20,000 552,797 7,338.7 103.1 23,55 38.06 39,85 1.4 186.¢
$20,000 - $50,000 89,802 2,459.3 37.9 3.83 12.76 14.65 ) 1.54 . 4220
$50,000 - $100,000 - 8,368 547.8 10.5 - .35 2.85 4.06 , L9z LBTO
$100,000 or more _ 2,193 468.4 10.2 .09 2.43 3.94 2.18 4,600.0
TOTAL | 2,347,613  $.19,281.7  § 258.7  100.00%¥  100.00% 100.00% Loy § 0.0

(1) Gross Income--Income groupings based on 1976 returns, which is a half-year.

(2) Number Returns--Includes resident full half year retuins filed. Excluded are non-residents filing either the
Pennsylvania or New York Commuter Tax zrd non-residents from states other than New York or

Fenusylvania who were required to file. Also excluded were part-year taxpayers who resided in
New Jersey less than the six months covered by the return.

After Credits~~Tax liability after allowance for the various exemptions, deductions and credits for renters
and persons paying taxes .to other states.
{4} Returns &

of Total--Returns filed by persons in the ircome group as a percentage of all returns filed.

(5) Gross Income % Total Income--Total gross income of pe:sons in the income group as a percentage of Total Gross
Income reported by all filers.

(6) Tax as a & of Total Tax--Total tax after credits of pirsoms ia the income group a3s a percentage of total tax after
credits of all taxpayers.

(7) Tax as % of Gross Income--Tax after credits of person: in the income group as a percentage of Total Gross Income
of that income group. This could be re’erred to as the effective tax rate for each income group.

(8) Average Tax Payment--Colum 3 divided by Colum 1. Average income tax payment within the grouping.

(3) Tax

Source: Division of Taxation, Department of Treasury
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4 %\ TAYE RETURNE, INCOME, AND TAY AFTER CREDITS AMLIVIIZ SV TNCTUE apo

. TABLE IX-a
tEmounts i Millfons ¢f [oid
(1) (2. (N (k) {5) {6) {1 (8)
Number Gross Tax after Returns %- Gross Inc. Tax as ¢ Tax as % of Average
Gross Income Returns - Income Credics of Total 2 of Tot. Total Tax Sross Tncome fTax Payment
Under $2,000 110,359 % 5.7 ¢ 0.0 b.70% 0.34% 0.00% ¢.00% . T 0,00
$2,000 - $4,000 169,022 2544 0.1 7.20 1.32 0.0 0.04 0.59
4,000 - £,000 176,692 ku3. s 0.2 7.53 2.30 0.08 0.05 1.13
6,000 - §,000 206,148 722.2 7.5 8.78 3.75 2.90 1.04 16.38 |
8,000 - 10,000 206,426 927.5 10.6 8.79 b, 81 4.3e 1.14 1,33
14,000 — 12,000 190,387 1,053.a 12.8 8.11 5.47 4,95 1.21 : §7.23
13,000 - 1k, 000 175,277 1,181,8 1L,k T.47 5.92 5.5% 1.26 82.16
1.,000 - 16,000 166,491 1,246.1 16.2 7.09 £.16 6.26 1.30 87,30
15,005 - 13,000 154,511 1,305.5 17.4 6.58 6.77 - 6.73 1.33 112.61
18,0090 - 20,000 138,921 1,307.3 17.8 5.92 6.79 6.68 1.36 128,13
20,000 - 22,000 116,957 1,230.1 17.1 b, 98 6.38 6.6 1.30 146,21
22,000 - 2,000 568,573 1,130.2 i6.0 i, 20 5.86 6.18 1.4 162,37
24,000 - 26,000 81,591 1,019.3 14.5 3.48 5.29 5.L0 1.k2 17712
26,000 - 28,000 65,803 886.5 12.56 2.80 u.60 b.g87 1.k32 191.58 L
2oLl - 30,000 52,567 750.8 1G.% 2.2k 3.05 .v7 1.4 205.h5 &
3000 - 43,000 137,217 2,207.5 32.0 5.8% 11.97 12.37 1.35, 233.21
Le,600 - 50,900 i, 2ok 279.1 i,z 1.388 5.08 S, 48 1.5 321,24
§C,000 - 50,000 9,929 S5L1.9 8.3 0.85 2.81 3%l .93 835,94
£0,002 - 100,000 25,669 938.3 15.5 1.09 4,87 5.99 1,65 603.8h
100,002 -« 200,000 8,348 547.8 10.5 0.36 2.85 L.0%5 1.92 1,257.79
200,299 - 400,000 1,663 21%.9 L6 6.07 1.14 1.7¢8 2.0¢ 2,766.09
HG2,000 - 1,000,000 k05 1186 2.5 0.02 0.59 0.97. 2.8 6,172.84
1,002,000 - 2,000,000 gk 55.0 1.2 0.01 ¢, 28 9. 1f 2.1¢ 12,765.96
£2,000,002 or more 31 7B.9 1.9 0.00 0.Lp 0.23 2.k 61,290,32
POTALS 2,347,820 $19,281.9  $258.7 100.00% 100.00% 103,004 1.38% 110.21

Note: Table t{X~A is based upon data in Table IX for which income figures have been annualized.

(2 iross ingome-sincome groupings besed on 1575 redturns., Income was arnualized by doulling the inicooe report

for the hall year.

Source: Division of Taxation
‘,./\\,} . Pepartment of Treasury -




Estimated Full Year
Gross Income

T Number

--Property Tax Savings(

Amount

~Full Yeaf Income Tax~

it sl i

Overall Change~—~r~—-

Average Amount Average _Amount Average
Under $3,000 20,598 § 6,563,571 $319 S ~Q- § -0- $ - 6,563,571 $ - 319
$3,000 - 4,999 28,724 9,174,191 319 592,296 21 -~ 8,581,895 - 299
33,000 - 6,999 38,923 12,387,381 318 2,008,927 52 -~ 10,378,454 = 267
$7,000 - 9,999 73,248 23,212,081 317 6,887,817 94 - 16,324,264 T . 223
$10,000 - 14,999 163,761 51,664,484 315 26,810,641 164 -~ 24,853,843 - 152
$15,000 -~ 24,999 351,164 129,374,352 331 197,229,377 274 -~ 22,144,975 - 357
$25,000 - 49,999 263,538 97,868,701 371 131,099,453 497 + 33,230,752 + 126
$50,000 or more 45,305 19,400,640 428 73,856,452 1,630 + 54,455,812 4+ 1,202
TOTALS 1,025,26?0 $349,645,401 $341 $348,686,963 $ 340 § - 1,160,438 $ -~ 1

(1)Excludes Gross Income for 336,137 unmatched returns, the majority of which filed no income tax return and
39,568 matched but unallocable because they were part-year resident, married filing separately and other

matches excluded because of editing of raw data.

Total No Gross Income and unallocable 375,705 plus 1,025,261

saupla matched equals 1,400,966 homestead rebate claims.

(2)Property Tax Savings is the sum of the difference between the homestead's 1976 and 1977 property tax, its

homestead rebate including the additional $50 rebate where applicable, and its unbudgeted school aid refund if

paid. For those municipalities that were revalued or reassessed in 1977 an adjusted 1977 tax rate was used
to compensate for change in their new assessed value and to determine their 1977 property tax.

(3)1976 Social Security Number matched to New Jersey Income Tax Returns and Homestead Rebate Claims.

Revised November 1, 1977.

Source: Division of Taxation,
Nenariment of Treasurv

" het



TABLE XI
STATE SUMMARY

Overall Tax Effect On Full Year Income Tax/Property Tax Relief Program on Homeowners With Additional Rebates'3)

Estimated Full Year --Property Tax Savingsiz’ ~Full Year Income Tax~  ———w= Gverall Change~-——-—

Grogs Income : Numbex Amount Average Amount Average Amount hAverage
Under §$3,000 10,217 $ 3,375,798 $330 $ ~Q0- § -0~ $~ 3,375,798 $ ~ 330 )
$ 3,000 - 4,999 14,172 4,737,209 334 232,559 16 - 4,504,650 - 318
§ 5,000 ~ 6,399 16,175 5,500,129 340 751,727 46 -~ 4,748,402 | - 294
$ 7,000 - 9,999 21,225 7,426,597 350 1,883,834 89 - 5,542,763 - 261
§10,000 - 14,999 22,948 8,245,795 367 3,672,189 164 ~ 4,573,606 ° - 203
$15,000 ~ 24,999 , 21,274 7,843,502 369 ] 5,943,629 280 : ; 1,899;873 - B9
$§25,000 - 49,9¢%9 11,364 l - 4,471,164 383 6,602,715 581 + 2,131,551 + 188 »

. : &

$50,000 or more 4,586 2,015,606 44 10,273,020 2,240 + 8,257,414 +1,800 o
TOTAL 121,961 543,615,800 $358  $29,359,673  § 241  §-14,256,127  § - 117

{1} Excludes Gross Income for 194,164 claimants, the majority of whom filed no income tax return. Total Claimants
is 316,125 and include 287,508 age 65 and over, 25,869 disabled and 2,748 surviving spouses.

{2) Property Tax Savings is the sum of the difference between the homestead's 1876 and 1977 property tax, its
homestead rebate including the additional $50 rebate, and its unbudgeted school aid refund if paid. For those
municipalities that were revalued or reassessed in 1977 an adjusted 1977 tax rate was used to compensate for
change in their new assessed value and to determine their 1977 property tax. ‘

{3} 1976 Social Security Number matched to New Jersey Income Tax Returns and Homestead Rebate Claims.

Source:; Divisjon of Taxation,
Deparizeent of Treasury




COMPONENTS OF THE TAX PROGRAM

Income Tax

Imposes graduated gross income tax

Income Tax "self~destructs' June 30, 1978

Permits 51,000 higher educatien
deduction

Reinstates commuter taxes

Non-residents to pay higher of New
Jersey Income Tax or Commuter Tax

Excludes from gross income annuities
received under annuity, endowment
or life insurance coatracts

.Repeals Commuter Tax with Pennsylvania

Tax Relief Measures

Rebate to homeowners

Rebate to co-op and mutual owners.

State revenue sharing with munici-
palities and assumption of total

cost of veterans' and senior citizens'
deductions

Requires property taxes to be rebated
to certain tenants

Allocation of unﬁudgeted school aid for
property tax relief in 1976-77 school
year ‘

Supplemental appropriationﬁ from Income
Tax to finance school aid and other
programs

Fiscal Accountability, Spending (Tax) Limits

Limits annual increases in municipal
appropriations and county tax levies
until December 31, 197% {(caps)

Limits annual increase in certain State
appropriations to growth of per capita
personal income

c.47, P,L, 1976

.86, .,L, 1976

C.84, P.L. 1976

C.65, P.L. 1976

C.66, P.L. 1976

C.40, P.L. 1977

C.126, P.L. 1976

C.241, B.L, 1977
C.242, P,L. 1977

[

C.73, P.L. 1976

L. 1976

C.63, P.L
c.81, P.L, 1977 .

-

C.113, P.L. 1976
€.15, P.L. 1977
C.130, P.L. 1977

c.64, P,L, 1976

C.67, P.L, 1976
c. 22, P.L. 1977



A~48

Creates ten-member Joint legislative
Commission on Efficiency and
Economy in State Government c.77, P.L. 1977

Constitutional Amendments

Dedicates Income Tax revenue to
education and property tax relief Art. VIII,
or offset Sec. 1, par. 7

Expands homestead tax exemptions for

senior citizens, disabled under 63, _

and surviving spouses, 553 or over, Art. VIII,

of genior citizens ' ' "Sec. 1, par. 5

Economic Recoverv

Exempts purchase of business machinery
and equipment from Sales Tax

{effective January 1, 1978) c.18, P.L. 1977
Exempts services on personal property
delivered out of State from Sales Tax €.54, P.L. 1977
Exempts business machinery and (

equipment acquired for manufacturing
after Januarv 1, 1977 from business
personal property tax ' C.4, P.L. 1977

Maintains 1976 level of business

personal property tax replacement

for municipalities (5157 million in

4 pavments) C.3, P.L. 1977

c.82, P.L. 976

Repeals gross receipts tax on
unincorporated business, . :
effective Januarv 1, 1977 : €.80, P.L. 1976

v - P N
. o g ot Dt n g ;
e et B 2t B b R e e

Repeals gross receipts tax on
retail stores, effective
Januwary 1, 1977 C.81, P.L. 1976
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GOVERNMENT COSTS:

AN ANALYSIS OF THE COMPONENTS

OF STATE SPENDING AND SOME CONCLUSIONS

Introduction

An alternative to the Incomé Tax for the support of the educational financing
formula encompassed in Chapter 212, P.L. 1975, and the general property tax relief

and business tax relief provided by the Tax Program of 1976, is reductions in other
sections of the Budget.

The Commission, functioning through its Subcommittee on Govermment Costs,
examined the major sections of the Budget, reviewed pertinent material, and
listened to testimony provided by various members of the Executive Departments.

The following sections address the findings and conclusions of the Subcommittee

relative to the guestion: "Can revenues be made available from the elimination or
reduction of present State programs?"

Scope of Study

The first section of the Report reviews New Jersey expenditures and other
key statistical data, vis-a-vis other states in the country, The review of this

data was made so that the Subcommittee would have some reference point for com-
parative purposes.

The second section of the Report examines existing State expenditures. The
Subcommittee concluded that a comprehensive review of all State operations was not
possible within the time frame allotted. The Subcommittee, however, recognized
that five major categories of the Budget represent 90% of all State appropriations.
Based upon these percentages, the Subcommittee focused on the following items:

. State Aild, particularly Education and Public Assistance
. Physical and Mental Health, partlcularly the Medicaid Program
.  Educational Activities, particularly the Higher Education System

. Mandatory Items, specifically Debt Service and Pension Cost
. Transportation

Within all of these categories are dollars appropriated for salaries. In FY 1978
he appropriation for salaries is $726 million or 18%Z of the total Budget and

4% of the Budget, exclusive of State Aid and Debt Service. The question of
Parsonnel costs and related fringe benefits was also reviewed and considered.

The third section examines local government expenditures and the impact
hat the State Budget might have on the level of service and cost thereof,
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The FY 1978 Budget In Perspective ' <*

The New Jersey State Budget for FY 1978 increased by 16.47%Z over 1977.
Exclusive of the Property Tax Relief Fund, the General State Fund on a compara-
tive basis increased by 5.8% over 1977 levels. The 627 increase between FY 1978
and FY 1977 in the Property Tax Relief Fund is due to the fact-that FY 1977 appro-
priations reflected only a half year's funding for the Homestead Rebate Program
and the Revenue Sharing Program, and did not reflect any loss of revenue due to-
the repeal of certain business taxes. '

A summary of appropriations from 1970 to 1977 and distribution by major
budget category are reflected in Exhibits T and II.

For ease of comparison and in order to view the programs of State government
in a more systematic manner, Exhibit I1Ireflects the major components of State
spending for FY 1976, 1977 and 1978.
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SECTION I

NEW JERSEY STATE GOVERNMENT IN PERSPECTIVE

As a prelude to any review of the State's expenditures and the programs
administered by the State, the Subcommittee reviewed certain base-~line data,
Basically, this data consisted of comparative statistics. The purpose of this
review was to obtain some basic reference point so as to be able to make some
judgments as to where New Jersey stands relative to other states in certain
basic areas. Data sources usually reflect research conducted by the Advisory
Commission on Intergovernmental Relations, the National Tax Institute, Federal
Departments, and other similar sources. For the most part, the most recent
comparative data for all the states was 1976, Although such a base year does
not include the Income Tax, we are satisfied that the relative relationships
among the states, when all levels of government are considered, are valid.

The following represent gome of the highligﬁts of relevant comparative
-data:

Overall Data

.  The population in New Jersey grew from 7,168,000 in 1970 to
7,336,000 in July, 1977, an increase of less than 3%. The growth since
1973 has beern virtually none. The average increase for the country as
a whole was approximately 6%.

. On a per capita income basis, New Jersey ranks second in 1976,
Qur per capita personal income is $7,381, the national average is $6,399,
New Jersey has, however, been declining in this area. The 1976 ranking
represents a 9.17% growth over the previous year. Nationally, per capita
income advanced at a 9.37% rate.

State Data

. In terms of per capita State tax collections by state, New Jersey
ranks 45th among 50, or $312 per person. The national average in 1976
was $417. :

. In terms of per capita total State expenditures in 1976, New Jersey
ranks 4lst out of 50, New Jersey expended $614.7 per person for all
functions, the national average was $718.3.

State and Local Data_

. When total State and local tax collectionsare considered in 1976
on both a per capita basis and on a basis of $1,000 of personal income, the
following comparisons exist: New Jersey ranks 26th in tax collections per
$1,000 of personal income (§118.2--the national average is $124.7), and ranks
11th in per capita tax collections ($792--the national average is $730).

. When all levels of government are included, on both a per capita basis
and on a basis of personal income, the following comparisons exist for 1976:
New Jersey ranks 20th in total expenditures per capita (New Jersey expended
$l,199-per person, the national average was $1,190), but only 43rd in total
expenditures per $1,000 of personal income (New Jersey expended 5178.95 per
$1,000 of personal income, the national average was $203.25).



Others

. In terms of expenditures per pupil for elementary and secondary
educatiqn from all sources, New Jersey ranks fourth in the country. VNew
Jersey expended $1,892; the national average is $1,388.

. In terms of expenditures for higher education, New Jersey ranks 46th
on a per capita basis and 49th per 51,000 of persomnal income.

In 1975, New Jersey was the second leading State in dollars raised
from property taxes as a percent of State-local general revenue.

The above data indicates that in many categories of expenditures and taxes
New Jersey is below the national average and, in fact, is at the bottom end of the
scale. In some areas, such as property taxes and total dollars expended on
elementary education, New Jersey is one of the leading spenders.

Based upon our research, we feel confident in concluding that New Jersey is
a low to moderate spending State and, in fact,as expenditures and revenues relate
to personal income, New Jersey is one of the lowest in the country.
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SECTION 11

STATE AID

Background

For fiscal year 1978, the Budget provides $2.2 billion in State Aid to
counties, municipalities, and school districts. The following table shows the
growth of State Aid during the past decade: :

{(Millions of Dollars)

Year $ Appro. % _Change
1970 $ B09 -
1971 . 882 9%
1972 978 11%
1973 1,071 10%
1974 1,188 11%
1875 1,403 18%
1976 1,362 {3%)
1977 1,887 37%
1978 2,219 _ 17%

In terms of percentage increases or decreases the last four years have
shown the widest variation. Fiscal year 1975 reflects additional school aid
.‘provided under the Bateman-Tanzman Law; fiscal year 1976 reflects the year
when the State was in a major budget crisis and significant reductions were
made, including the elimination of the $25 million Sales Tax distribution to
municipalities. Fiscal year 1977 and fiscal year 1978 reflect the impact of
proceeds from the Income Tax.

Findings

1. Exhibits IV, V, and VI provide summary data concerning the appropriations
made for State Aid for 1977 and 1978; the level of government recelving 1978
appropriations; and a brief summary of each State Aid program.

2. State Aid absorbs 55% of the State Budget, and is provided under a variety
of programs, and administered by ten different Departments. For fiscal
year 1978, 57% of all State Aid appropriations ($1.26 million) is for
education; 13% ($296 willion) is for Human Services' programs of which the
largest amount is for income maintenance; and 23% or $527 million is appro~
priated to the Department of Treasury, including a2ll appropriations from
the Income Tax, except education.

3. In terms of level of government receiving State Aid, the following represents
the distribution of 1978 State Aid:

. School Districts 81,266 57%
. Municipalities* ' 634 297
. Counties 316 147
. Non-Profit 2 -
$2,218 100%

#Including Property Tax Rebates
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4. The four largest single programs are the appropriations made to the (
Department of Education for Chapter 212, P.L. 1975 (T&E Law) ($960.4
million); the Teachers' Pension Fund ($250 million); the Property Tax
Rebates ($266 million); and,Aid to Families of Dependent Children and
other Welfare programs (5240 milllon) These four programs represent
79% of all State ‘Aid dolldrs. o o T : '

5. 1In addition to the above four major programs, the other major appropriations,
representing another 6% of the State Aid Budget, include:

County College Aid ; $ 49.8 million
Mental Health Aid 27.8 million
Municipal (Urban) Aid 38.9 million
Child Care Services . 26,5 million

5142.8 million
6. 1In regards to the appropriatien for T&E, the following points can be made:

a. If no changes are made in the T&E formula, one can assume that the
appropriation for T&E will increase each year, since, under the present
formula, the State is sharing in the increases in the net current expense
budgets of the school districts.

b. The school Cap Lawv may restrict some growth In school budgets, but probably
not to the extent that school district budgets will grow hy less than <\
5 to 8 percent. . .

c. The Cap, however, does neot apply to all sections of the school budget.
i It only applies fo the unfunded portion of the current expense budget.
f : It does not apply, for example, to capital, debt service, transportation,
special education. teacher pension, school lunch, ete.

7. 1In regards to the appropriation in the State Aid Budget for the various
Welfare programs, the following points can be made: .

a. The major sections of the Welfare program are:

Aid to Families of Dependent Childrenm
(including regular, unemployment, and

I insufficient employment of fathers) $183 million
. Supplemental Security Income (aged,

blind. and disabled) 17 million

- . General Assistance 41 million

§241 million
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b. Exhibit VII identifies the relative share of public assistance costs by
the various govermmental units. For the largest segments of the AFDC
Program the State pays 37%7%, the counties 12%%, and the Federal govern-
ment 50%Z. For the S81, in fiscal year 1978, the State pays 14%, the
counties 5%, and the Federal government 81%. For the Genmeral Assistance
Program, the State pays 75% and the municipality pays 25%.

c. Exhibit VIII identifies the ten states with the largest AFDC caseloads and
ranks them according to total value of combined benefits per capita
pergsonal income and number of families in the AFDC Program. New Jersey
ranks first in per capita income, but sixth in income support.

*d. Exhibit IX compares the need standards of the ten states with the largest
AFDC caseloads to the Bureau of Labor Statistics poverty level and indi-
cates the percentage of the poverty level paid by each state. New Jersey
ranks sixth, paying 68% of the BLS poverty level. ‘

e. The number of welfare recipients and cases continues to increase, but
at a slower rate.

f. Welfare grant levels have not been ralsed since fiscal year 1975.

g. New Jersey has been very effective in lowering its case error rate and
its payment error rate. For the quarter ending 12/1974, the error rate
was 8.27%; for the quarter ending 12/1976, it was 5.4%.

y

h. New Jersey compares very favorably with states which comprise the top
ten in terms of AFDC caseloads. New Jersey has the third lowest case
error rate and the second lowest payment error rate.

« Some Conclusions

Except for minor areas, the elimination or reduction of State Aid would either
increase local property taxes, or require a reduction in services. The
Property Tax Rebate Program ($274 million) is, however, a direct payment to
homeowners and not technically a direct reduction in local property tax.

If significant savings are to be made in the State Aid Budget, reductions
will have to be made in the four major areas; that is, T&E, Teachers'
Pension, Homestead Rebates, and Welfare.

The person who benefits most from the Homestead Rebate Program is the person
with little or no income tax liability and a high property tax. It seems
clear that if there is no income tax, there will be no funds for a Homestead
Rebate Program, even though the need may still be there,

As noted above, appropriations for T&E will continue to rise each year. For
fiscal year 1978, the appropriation was $960 million. The Department of
Education estimates the amount to be $1,044 billion in fiscal year 1979

and $1,205 billion in fiscal year 1981. These estimates are based upon the

Present law and the present formula application. Any reduction in State Aid
would reduce the State's support below the present 40% level.



During the past two fiscal years, appropriations for the Teachers' Pension ..
Fund have increased by an average of 127 each year. For fiscal year 1978
the State Aid appropriation was $250 million. The Department of Education™
estimates this amount to increase to $280 millfon in fiscal year 1979 and
$353 million by fiscal year 1981. 71f reductions are to be made in this
area, significant changes in the present benefit structure will have to be

made. (See discussion on Pensior, page 25)

The only way to insure a moderate growth in the Welfare budget is to continue.
the policy of no grant increases to recipients of public assistance. This

may prove difficult since the last increase was granted July, 1974. A 5% ine
for example,would cost approximately $10 million (nFt State cost), :

Continued reduction in error rates would achieve some economies, but since Nmmg
Jersey ig  below the national average, significant changes cannot realisti- :
cally be expected.

AY
Significant reductions can only be achieved by reducing the number of welfare i
recipients or by reducing the level of grants. To achieve the first would T3
assume that a significant number of people now receiving grants can be em-
ployeu, Our review indicates that such a sizable reduction is not possible.
To achieve the ‘second would mean that all welfare recipients would have the
purchasing power of their income reduced.

3
An increase in the Federal share of these programs, for example, from 50% to %
75%,would save significant dollars. This requires Congressional and Presﬁijntal

action.
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MEDICAID

Background

Mediqaid is financed jointly with State and Federal funds, with the
current Federal contribution to the cost of the Program ranging from 50
percent to 78 percent. It is basically administered by each State within
certain broad Federal requirements and guldelines. In New Jersey the
Department of Human Services is the single State agency responsible for
the Program's administration, with day-to-day operations conducted by the
Division of Medical Assistance and Health Services. {DMAHS). Because of
New Jersey's comparatively high per capita income, the Federal government
contributes the minimum 50 percent for the costs of most of the State
Program's services. Certain administrative and programmatic costs, how-
ever, are Federally-funded at higher percentages--generally 75 and 90
percent. oo

Medicaid is designed to provide medical assistance to those groups or
categories of people who are eligible to receive cash payments under one
of the existing welfare programs (categorically needy) established under
the Social Security Act; that is, Title IV, the program of Aid to Families
with Dependent Children (AFDC) or Title XX , the Supplemental Security
Income (S5SI) program for the aged, blind and disabled. In general, receipt
of a welfare payment under these programs means automatic eligibility for
Medicaid. The New Jersey. Program also services foster children under the
jurisdiction of the Division of Youth and Family Services (DYFS) as well
as children in private adoption agencies; individuals over 65 who meet
the income criteria for the State's Medical Assistance for the Aged {MAA)
program; and, Cuban and Vietnamese refugees, for whom the State receives
106 percent Federal reimbursement.

Findings

1. New Jersey's Program is provided only to those persons who are
"categorically” needy. New Jersey does not have a Medically Indigent
Program~-32 other states have a Medicaid Program which serves the
categorically needy as well as the medically needy. If New Jersey
served the medically needy it is estimated that it would cost an
additional $18-560 million in State funds.

2. Exhibit X indicates the medicaid population by the category

of individuals served for the years 1977-1978 and 1979. Table XI
indicates and compares the elipible medicaid population with the
medicaid cost of each category of aid. It can be determined that
although the larpest category of eligibility is AFDC (707}, the largest
category of expenditure is the aged, blind and disabled (60%).

Exhibit XII compares the cost of the Medicaid Program by service category
for 1977, 1978, and 1979. In each of these years, nursing home costs
and inpatient hospital costs generate the largest portion of medicaid
expenditures.



5. The State's Medicaid Program also funds a demonstratidﬁ project for a

6. The State also funded a Pharmaceutical Assistance Program for the aged

4. The Federal Law requires that certain basic services must be offered
in any State Medicaid Program for the Categorically Needy. In addition
to the Federally mandated services, the New Jersey Medicaid Program : :
offers its clients certain optional services. The following is.a list (
of these mandated and optional services: (the cost for these services
in FY 1978 is $27]1 wmillion State dollars) '

Mandated ' Optional

Inpatient Hospital . Medicare "B" Premium Payments
Qutpatient Hospital . Intermediate Level Nursing Care
Skilled Nursing Home . Dental

. Physician Services : . Chiropractic

. Home Health Care . Optometric

. Transportation . Podiatric

.  Laboratory and X-ray . Mental Health

Prescription Drugs
Eveglasses, hearing aids, etc.

prepaid health care delivery system in Newark. No funds were appro-
priated in FY 1978 as carry-over funds were available from prior years.
On an annual basis this project would cost approximately $8 million (net Statg

which has income eligibility standards bhigher than these for the general -
medicaid population. This Program costs $4 million in FY 1978, (j

Some Conclusions

(1)

@

(3)

(4)

The Medicaid Program is one of the fastest growing items in the State Budget,
In FY 1973 the State appropriated$l43million; in FY 1978 the appropriation
is $285 million, a 100% increase in 5 vyears.

S

R N Tkt o

The cost of Medicaid is a function of: (a) the growth in eligibles as
reflected primarily in Welfare roles and SSI recipients; (b) a greater
utilization of services;. and (c) rapid increase in the cost of health care.

A

Based upon historical trends, and information available to the Subcémmittee.
it seems virtually impossible that the Medicaid Program can be reduced,

or for that matter held to low growth, without significant and extra-
ordinary decisions affecting not only the recipients but also the pro-
viders. These efforts would include a reduction in hospital per diem

costs and hospital ysags; reduction in nursing home costs and usage; and,

a stabilization or posslble reduction in the utilization ofmedicaid services -
by the eligible population. . '

rval b Wi

During FY 1976, certain reductions and cutbacks were made in the optional
service category of the Medicaid Program. These reductions amounted to
approximately $20 million. All of the reductions were ultimately restored.
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If optional services were not funded by the State, the State Budget could
be reduced by between 333 and $100 million. These reductions would
eliminate such servVices as intermediate level nursing care, dental aid,
eyveglasses, prescription drugs, etc. The Subcommittee does not endorse any
reductions in these optional services. '

The State should study the impact of extending the Medicaid Program to
the medically indigent. This would obviously add a cost to the State
Rudget, but would perhaps lessen costs on county governments and major
city hospitals, as well as provide assistance to a needv segment of our

population.
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HIGHER EDUCATION

Background

The Department of Higher Education is responsible for coordinating the
State's Higher Education System. As part of its overall function, the
Department reviews and approves new programs at the various institutions.

It is also responsible for development of a combined budgét request for the
public higher education system. The system includes Rutgers, the State
University, the College of Medicine and Dentistry of New Jersey (CMDNJ),

the New Jersey Institute of Technology. (NJIT), nine State colleges, eipghteen
county colleges, and twenty-seven independent colleges and universities.

The QOperating Budget for Higher Education in FY 1978 is $328.2 million,
an increase of $20.6 million from FY 1977 levels. This was the largest
total increase sppropriated to any Department in FY 1978, and on a percentage
basis it represents an increase of approximately 7%. The State Aid section
of the Budget wasg increased from $37.7 million to $49.8 million--an increase
of $12.0 million. All of the State Aid money goes to support the county
colleges in the State. The increase is largely a result of increasing the
State support from $600 per FTE*to $700 per FTE. Capital Construction sup-
port was increased from $250,000 to $5,000,000. These dollars were largely
for renovation and deferred maintenance at Rutgers and the various State

colleges.

Listed below is a program summary by major cost category of the FY 1977
and FY 1978 Budgets for the Higher Education System.

FY 78 ¥Y 77
I. Support to Teaching Institutions
. Rutgers University | 87.1 . 8.2
. State Colleges ’ 127.5 114.1
N. J. Imstitute of Technology 12.4 11.0
. County Colleges 51.9 37.8
. Aid to Independent Colleges 7.9 6.0
. Aid to Professional Nursing Schools 1.5 1.5
. Ald to Dental School at Fairleigh Dickinson 2.3 1.9
. Aid for Veterinary Medicine ) .7 .3
. Capital Construction 3.0 .2
Sub-Total 296.3 254.0
IT. College of Medicine and Dentistry 45.6 55.4
I1T. Student Aid
Scholarship Adid 14,2 16.2
. Educational Opportunity Fund 16.3 15.9
. Student Aid Administration 1.8 1.7

Sub-Total ' 32.2 34.3

*FTE means full-time equivalent student.
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IV. Other

. Administration ' 1.6 1.6

. Agricultural Experiment Statiomn 7.7 7.7

. Others .3 <5
Sub-Total 9.8 9.8

Total 384.0 343.5

Listed below is a summary of the budgeted enrollments (full-time equated
students) for FY 1977 and FY 1978.

SUMMARY OF BUDGETED ENROLLMENTS

FULL-TIME EQUATED STUDENTS

FY 1977 FY 1978

Budgeted FTE Approp. Act

Rutgers University 38,181 38,259

State Colleges : 59,074 58,030
New Jersey Institute of ‘ . ¢

Technology 4,100 _ 4,332

College of Medicine &

Dentistry of New Jersey _ 2,122 : 2,310

County Community Colleges 56,462 68,500

Total ‘ 159,939 171,431

Findings

(1) Funded enrollments, except for the county colleges, has remained basically
constant between FY 1977 and FY 1978. '

(2) Funded enrollments at the county colleges will increase by over 12,000 to
68,500 FTE in FY 1978. These additional enrollments are reflected in
the State Budget by a $§12 million increase in State Aid to County Colleges.

(3) During FY 1976 and FY 1977, the State's support for the Higher Education
System had been reduced from previous years. In addition, during FY 1977,
a tuition increase amounting to $5 per in-State undergraduate credit

hour at the State colleges, $175 per in-State undergraduate FTE at Rutgers
and NJIT, and $1,250 per in-State student at CMDNJ (or $20 million system-
wide) was instituted.

4} 77% of the Higher Education Budget is for support to teaching institutions
in the State. Ancother 117 is for the College of Medicine and Dentistry.



B~14

(5) The majority of the money appropriated for State colleges, Rutgers and
NJIT is determined by applying formula funding techniques. . The student
faculty ratio is one of the most important ingredients of the formula,
This ratio plus other factors, such as average faculty salary, yields
the dollars needed to support the colleges.

(6) The dollars appropriated for Higher Education are the result of the
answers to these basic questions:

Who pays? State revenue vs. tuition.
. Quality of Education--Faculty/Student Ratio
How many students do we educate?

(7) During the past eight years the data suggests that general services

- income, that is, tuition, fees, etc., has not kept pace with salary
costs and total costs, and thus, State-support has inereased signifi-
cantly. This 1is particularly true at the State colleges, and to a _
lesser degree at Rutgers. ‘ ' f;

TR

(8) Compared to other states, New Jersey does not provide a high support for
its public colleges and universities. Based upon 1977 data, the follow-
ing conclusions can be made: '

-~

New Jersey is 46th in appropriations per capita.

New Jersey is 49th in appropriations per $1,000 of personal income.

New Jersey is 453th in percent increase in appropriations from

1974 to 1977. (f“5
(9) Listed below is the average annual resident tuition and fees for full-" "7~
time undergraduates in public four-year colleges for twenty states. '

S TATES 1976-77 | 1975-76 | 1874~75

Pennsylvania $ 9t2 {$ 832 $ 829

New York {CUNY) 900 250 250

New York {SUNY) Qo 812 796

NEW JERSEY 850 667 667

Ohio D.N.A. 720 760

Indiana 128 D.N.A. D.N.A.

Wisconsin 709 644 644

Maryland 700 D.N.A. D.N.A,

Oregon 672 600 563 |

Florida 668 581 578 %

Michigan 654 - 611 552

Massachusetts 629 451 386

Connecticut 592 571 555

T1llinois DLHNLUA. 625 625

Minnesotba - 563 542 542 i

Colorado 535 D.N.A. D.N.A. (mﬁ
MWashington 507 D.N.A. D.N.AL Ce
| Kansas bB.HLA. 49 | 487

Teonnessee 449 348 348

Texas 337 278 278

California 193 186 171
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Some Conclugions

{1) Many costs are more or less fixed costs, either by law (e.g. tenured
faculty), by labor contracts, or by the mere existence of a campus
(fuel, utiliries). 1In extreme situations, "fixed" costs can be re-
duced by extreme actions. Some costs, however, are variable in the
sense that they can be reduced or deferred by reducing programs or
enrollments, .

(2) There are three basic approaches that could be used to stabilize and/
or reduce the Higher Education Budget in FY 1979:

. Raise tuition and fees. .
Reduce enrollments, staff, programs, and institutional functions.

Cloge and/or consolidate entire programs and institutions.

{3) 1If budgetary reductions and/or expansions were to be financed by tuition
increases, the following two examples give some impact implications:

If $13 million in revenue were to be raised by tuition, it
would result in a $76.00 tuition increase per FTE.

A $53 million increase would cost $311 per FTE.

{4) IFf budgetary reductions had to be achieved by means other than tuition
increases, or in additdion to tuition, the following represents some

alternatives:

Reduce enrollments at all public Ingtitutions by 107 and -
reduce funding of all State-supported programs at indcpendent
institutions by 10%Z. $23 million

Reduce net State appropriations for salaries ar senior
institutions by 3%. $ & million

Eliminate a capital suppoert for maintenance.
$ 5 millien

Raise tuition by $76 per FTE. $13 million

The major effects at this level of reduction ($47 million) would be to
restrict enrollment to the system, both by cutting enrollments and by
increasing tuition. Staff lay-~cffs and reductions in support gervices
would also occur. For example, a 107 reduction in funded enrollments
would mean the loss of 600 full-time funded faculty positions. Most
independent institutions would alsc have to raise tuition

to offset reductions in State support.

(Sf The Subcommittee has noticed that suppoft for public higher education in

New Jersey is one of the lowest in the country on both a per capita

basis and an income basis., Based upon this comparative data, it could

at least be concluded that New Jersey does not overexpend in this area.
However, higher education is one of the largest components of the Budget,
and if any kind of substantial reduction must be made in General State
Operations, it will have to come, at least partially, from the Higher
Education System, either in terms of tuition increases, program cuts

or a combination.




CAPITAL AND DEBT SERVICE

Background

The primary method for State financing of capital prejects is through the
sale of general obligation bonds of the State of New Jersey. These bonds are
backed by the full faith and credit of the State. State tax revenues are pledged
to meet the principal and interest payments required to fully pay the debt. No
debt can be issued by the State without approval by a majority of the legally
qualified voters. As of June 30, 1977, New Jersey voters have authorized $2.23¢9
billion in debt. Of that amount, 5$1.537 billion remains outstanding, and $433
million is not yet issued. The following table shows the authorized and out-
standing debt of the State:

Act of Type Authorizad(1) Unissusd - Retired Qutstanding
State Transportation , ... ..,....., 1968 Serial (to 2003) $ 640,000,000 5 48,000,000 $ 56,050.000 $ 535,950,000
Highway Improvement and Grade
Crossing Elimination .. ......... 1930 Serial {to 1990) 58,000,000 s 52,145,000 5,858,000
Public Building Coastruction....... 1968 Serial (to 2003) 337,500,000 -— 35, 800,000 301,700,000
Institution Construction. . .., .. .. .. 1960 Serial (to 1992) 40,000,000 - 22,100,000 17,900,000
Institution Construction. . ......... 1964 Serial (to 1989} 50,000,000 —_ 13. 800,000 36,200,000
Water Development. .. ........... 1958 Serial (to 1988) 45,850,000 - 22,850,000 23,000,000
Water Conservation. . ... ......... 1969 ‘Sertal {to 2002} 271,000,000 50,000,000 13,805,000 207,195,000
Higher Education Construction . . . . . 1964 Serial (to 1989) 40,100,000 - ] 9,200,000 30,900,000
Higher Education Construction . _ . . . 1971 Serial (to 2003} 155,000,000 —_ 5,400,000 149,600,000
Recreation and Conservation ’ :
Land Acquisition ., ... ......... 198l Serial (to 1992) 60,000,000 — 32,200,000 27,800,000 -
Recreation and Conservation g
Land Acquisition ... ........... 1971 Seriat (to. 2002} 80,000,000 — 2,400,000 77,600,000 (
Recreation and Censervation Land ‘ i
Acquisition and Development ., .. 1974 Sertal (to 2002) 200,000,000 135,000,000 1.000.000 64,000.000
Housing Assistance .. ............ 1968 Seriai {to 1997) 12,500,000 —_ 1,500,000 11,000,006
State Facilities for Handicapped. . . . . 1973 Serial (to 1991) 25,000,000 14,500,000 500,000 10,000,000
CleanWaters. . .. voveeneriann... 1976 °  Serial(to 2002} 120,000,000 94,000,000 — 26,000,000
Institutions Construction . . ........ 1976 Seriail {to 2002) 803,000,000 74,000,000 —— 6,000,000
State Mortgage Assistance . .. ...... 1976 Serial {to 2002) 25,000,000 18,000,000 — 7,000,000
Total Bonded Debt ... ... ... iiii i iiiiinnnnnn $2,230,950,000 $433,500,000  $268,750,000  $1.537,700,000

In addition to issuing bonds, capital construction can also be accomplished
by appropriating current revenue on a pay-as—-you-go basis.

The following table lists the amount of dollars appropriated for capital
construction (pay-as-you-go) and debt service during the past decade: (in
milliods of dollars)

Pay-As~-You~Go

Year Capital Approp. Debt Service

1970 44,5 28,2

1971 ' 53.1 39,1

1972 ' 37.1 61.2

1973 - 57.5 78.8

1974 - 85.3 90,8

1975 ' 86.8 99,4 :
1976 : 35.0 112,2 (
1977 93, 0% 122.5

1978 ‘ 47.0 127.9

*Includes $54 million appropriated June 30, 1977 from proceeds of the Commute
Tax.
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Findings

4.

Capital construction and debt service combined has never represented more
than 7% of the State Budget. In FY 1978, it represented 4.27 of all

appropriations,

The majority of the dollars app:opriatud for capital construction over the
past few years has been for the Department of Transportation. These funds
have usually been used to match Federal funds to construct the interstate
highwavs and other federally-supported roads. 1In FY 1978, for example,
$40 million of the $47 million was for the Department of Transportation.

Debt sexrvice has increased steadily over the past few years as bonds
authorized by the voters for various projects have been sold. Debt service
payments for existing bonds will increase to $145 million ip FY 1979, As an
additional $433 million in bonds is issued, this amount will increase.

New Jersey has the highest credit rating that can be given,

Some Conclusions

Debt service and capital conétruction represent a small portion of the Budger,
a percentage relationship which is not expected to fluctuate that much during

the coming years.

There is very little room for significant reduction in this area. Deba'se:viCe

is a mandatory item ap item which cannot be delayed, deferred or reduced.
Assuming the State wishes to proceed with its Capital Improvement Program,
the debr service will increase each vear for the foreseeable future. Only
marginal reductions could hope to be achieved in pay-as-you-go capital con-
gtruction appropriations, and only at the expense of maintenance costs in
the future or expensive borrdwing costs.
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TRANSPORTATION

A. Background

The Department of Transportation is responsible for overseeing the i
operation and maintenance of the State's transportation system--its rail-
roads, buses, highways.and airports..  Maintenance and presérvation of the
existing transportation system, with a spec¢ial emphasis on the problems of
safety, is the Department's first priority. The second priority is to im-
prove and upgrade the system through the resurfacing of old roads and
addition of lanes on existing highways, through the reconditioning of mass
transit vehicles and the purchise of new vehicles and improving levels of
service. The third priority of the Transporation Department is to provide
the necessary additions to the transportation system to accommodate the
predicted and reasonable growth in the State's transportation needs.

The Department of Tramsportation's Operating Budget for ¥Y,1978 is
$136.3 million, an increase of $1.7 million from 1977 levels. State Aid
appropriations were $11.7 million, a decrease of $1.6 million from 1977
levels. Capital Comstruction dollars were $40.2 million, a decrease of _
$46 million from 1977 levels. (The Capital Construction comparison is o g
not a valid one, since $54 million of the $86.7 million represents a : :
supplemental appropriation passed 6/30/77 and funded from the Commuter
Tax.)

bR e

The major cost components of the Transportation Budget are as follows:

FY 78 FY 77

State Highway Maintenance 59.8 58.3
Railroad and Bus Operations 67.6 67.1
Départment Management and Support 7.0 6.9
Planning and Research 1.6 1.8
State Aid for Highways 11.7 13.3
Capital Construction 40.2 86.7
Total 187,9 234.1

B. Findings

(1) In 1954, the New Jersey Transportation System consisted of 4,845 lane
miles. In 1956, Federal legislation created the currently existing
highway trust fund enabling construction of the interstate system
as well as providing a source cf funding for primary and urban systems.
Through the Federal Aid Program, the 1968 Bond Issue, and regular State -
appropriations, lane miles have more than doubled,reaching 10,087 in
1976,
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The Department estimates that there is a backlog of maintenance re-~

(2)
surfacing ($94 million) and bridge rehabilitation ($70 milliom) of
3164 million. .
{(3) A comparison of maintenance costs for surrounding states by linear mile
basis shows the following: ‘
Linear
Maintenance Cost/Milexw *Traffic Equivalent
State of Roadway ' Density Expenditure
New Jersey $12,053 15.79 $12,053
New York 4,652 3.77 19,538
Pennsylvania 5,284 . 1 63,508
Maryland 5,756 h.61 19,570
Delaware 1,299 0.80 25,590
Virginia 1,490 ‘ 0.65 36,207
Rhode siand 5,865 h.28 21,700
Connecticut 7.576 : 4. 69 25,758
Massachusetts 9,780 B.19 18,582
Average Equivalent Expenditure - $26,934
Million vehicles/  For Above States ‘
*Density = Hile / Year

“*4Poyr lane milea = one linear mile

(&)

(5}

Source Document - "Federal Highway Administration Highway Statlsties' (197¢)

Aside from the completion of the interstate system, future highway
and road construction has the following priorities, according te the
Department of Transportation:

.  Rehabilitation and upgrading of -the existing State primary
system.

. Twmprovement and revitalization ol ianner city road networks,

The Department of Transportation has approximately $448 million in
Federal counstruction dollars which have beén allecated to the Btate

but which have not yet been expended. The majority of this allecation
($190 million) is in the interstate system, For the most part, delays
have occurred because of the need for detailed environmental impact
studies, citizen objections, and court action, State matching dellars
have been appropriated in the annual Budget and are available as carry
forward appropriations. During the past two fiscal years, dollar for
dollar matching appropriations have not been made to the extent that

ag of FY 1978, the State is approximately one-full year behind (estimated
$40 million) the matching of Federal construction dollars. Given the
fact that Federal dollars have not been utilized within the year they
have been apportioned to the State, this reduction in State matching
dollars has not affected the construction program. Theoretically, at
some point in time, when the Federal dollars are utilized up te their
maximum, additional State matching appropriations will have to be made,
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(6) The PATH Project has been in a 'no-go" situation for the past year, (
more recently because of the Supreme Court ruling concerning the use
of Port Authority funding. The total estimated cost for this Project
is $347 million. Funding sources include $157 million from UMTA,
$120 million from the New York and New Jersey Port Authority, $54--
million from Federal highway funds, and $16 million of State dollars.
This is the State's major effort in the area of public transportation.

The major effort in the past few years has been the purchase of buses %
and railroad cars. :

. '“‘.'.#

(7) During FY 1977, existing rail and bus passenger services will provide
in excess of 1903000,000 passenger trips Statewide.

(8) Transportation subgidies has been one of the most rapidly growing b
areas in the Budget over the past seven years. In FY 1973, the
appropriation was $15 million--for FY 1978, the appropriation is
$67 million.

{9) Based upon data provided by the Department of Transportation, pro—
jected costs for FY 1979 and subsequent years will continue to increase.
The Subsidy program for FY 1978 had the benefit of a $14.4 million
carry forward from FY 1977. This carry forward is not expected to :
be available for FY 1979. Additionally, Section 17, Emergency Opera—~
ting Assistance Funds, will not be available beyond October, 1978, '
unless the program is continued by new legislation. These two factors .
in themselves will lead to a shortfall of over $17 million. It is »
also noted that current rail labor agreements expire on December 31, (:
1977, and wage agreements could push costs even higher. Projections

. provided by the Department of Transportation are summarized in
Exhibit XITI.

(10) State Aid appropriations for local highway canstruction have been
reduced during the past few years.

C. Some Conclusions

(1) 1In terms of budgetary impact, the Bus and Rall Subsidy Program presents
the most formidable problem. Based upon data provided by the Department
of Transportation, the State may need to appropriate between $17 million
and $37 million in additional State dollars if the program is con-
tinued in 'its present form, i.e., providing the same level of service
at the same fare rate. (The last fare increase was January, 1976.)

(2) 1f the Department of Transperiation's est imares are correct, the :
State will be appropriating $100 million in FY l979 and $129 million E

in FY 1980 to support this program. While the Commission has not i
examined - the problem in sufficient depth to recommend pelicy options, 3
it seems apparent that the State cannot continue to provide these
additional dollars year after year, In lieu of State support, ser-

vice reductions, elimination of routes, and fare increases appear B
to be obvious short-range options. The decision in this program does (
not appear to be how to reduce appropriations, but rather how

to curtail future growth.
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(3) Statistical analysis and various reports by the Federal Highway Administration
as well as observation would spggest that the Srate {g not anfficliently

funded [or highway maintenance and bridge repaie. 11 resources :

remain limited, a decision may soon have to be made between highway

maintenance or highway construction.

(4) At least in the short-run (one or two years), capital does not appear
to be a limitation in‘highway construction., Rather, Federal funds
in excess of 5400 million.are available provided certain obstacles

can be overcome.

{5} It is hoped that the dilemma over the "PATH Extension' can soon be
solved. Based upon our limited review of the gquestion, the Subcommittee
can take no position relative to this issue. HNeedless to say,
delays in either option for any reason delay construction, delay
service improvements and tie-up Federal zand State resources.

(6) The Subcommittee sees little room for any significant
savings in the Transportation Department, unless onewould suggest
the elimination of the entire Subsidy program. Instead, various
evidence suggests that additional dollars might be inevitable iF
New Jersey is to maintain its present transportation systems. o




Background

Exclusive of State Aid and Debt Service, the 1argest cost center within the
major programs of State government is personnel e -

Personnel costs are translated into budgeted dollars in several categories;

* namely:

A s
the equa
discusse
across—t

Findings

?

1. The

2. During the past three years, the average increase per year for salaries is

10%.

3. The

of the Budget, exclusive of State Aid and Debt Service. -

4, 1In terms of people on the payroll, the following data was supplied by the
Department of Civil Service:

‘miscellaneous expenses, e.g., clothing allowances, etec.
- reclassifications and salary adjustments

costs in FY 1975 through FY¥ 1978: (millions) e
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PERSONNEL

basic salaries of emplovees

annual salary increases {(across-the-board raises)
merit increments

new emplovees

pension allocations

health benefits

social security

eparate section of this report discusses the employee benefit portion of
tion, namely, pension, social security and fringe benefits. This section
s dollars appropriated for employee salaries, 1ncludlng increments and
he~-board raises and number of employees.

e
A

-
—m.‘;
s

et

a1

following represents the amounts of State dollars appropriated for personnel

S

i Li‘_'s

At
5

G

Average Percentage
FY 1975 " FY 1976 FY 1977 FY 1978 Increase 1975~78

Dy
i

$557 $592 3654 §726 10%

S i

5726 million in ¥Y 1978 represents 18% of the total State Budget, but 44%

Nov. 1973 Nov. 1875  HNov. 1976
State Funded 4,224 44,797 46,000
Federal Funded 10,918 13,588 13.800

Total 55, 142 58,385 59,800
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The increase between November 1973 and November 1976 of State supported pogitions
is 1,776, or an average of approximately 590 per ycar. These numbers repre-
sent all State employees actually on the payroll as of the dates indicated

and exclude personnel at Rutgers University and the College of Medicine and
Dentistry. In addition, Federal funds supported an additional increase of
approximately 2,882. The gross increase in this three-year span is approxi~
“mately 4,658,

5 New Jersey is covered by the New Jersey Public Employer-Employee Relations
Act which guarantees to public employees the right to negotiate collectively
through employee organizations. Approximately 807 of all State employees are
represented by certified or recognized representatives.

Some Conclusions

l. Based upon comparative data, however, New Jersey ranks 49 out of 50 in the
number of State employees per 10,000 citizens. Since some functions in other
states may be performed at different levels of government, the above statistics
may not fully reflect comparability. To insure a higher degree of comparability,
we also compared total public employees at all levels of government. New Jersey
ranked 38th among the stateg in the total number of public employees as a pro-
portion of its population.

f

2. The Governor's Management Commission Report, which was completed in 1971, indi-
cated that net annual savings of State funds would be approximately $60 million
and gross annual income would amount to $24.5 million  The Governor's Manage-
ment Commission also estimated that net one-time savings would amount to $25
million and that one~time income would amount to $30 million. Internal re-~
ports indicate that approximately $19 million of annual savings and $19 million
in arnual income actually resulted, and that $5 million in one-time savings
was achieved.

One can assume that if a gimilar study was conducted in 1978, some worthwhile
reductions could be achieved. The Subcommittee does not believe, however, that
realistically speaking, these savings and income will exceed the amounts '
achieved in 1971, if that much,

2

3. TUndoubtedly, if major reductions are to be achieved in the State Budget, sub~
stantial reductions will have to be achieved in the approximately $726 million
budgeted for salaries. A 5% reduction would achieve a savings of $36 million--
a 10% reduction would save $72 million. Assuming an average salary of $12,000,
the 5% reduction would involve approximately 3,100 employees, and 10% would
equate with 6,200 employees.




State does not rccommend the above. In fact, it is our belief that such
‘reduct lons would reduce the level of State serviges,
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The Subcommittee hased on its limited analysis of personnel patterns in the~

The data {s presented,
however, as an exercise to reflect what could be achieved If a reduction were

the only possible alternative, TIn addition, the Subcommittece points out that

if sizable attrition occurred in some.arecas,. It would arguyc for the e&iminntionﬁ¢

of the program rather than operate it below what is a minimum level to achieve
results. Moreover, the Subcommittee feels that an acreoss—the-board reduction

or freeze 1s not the best way to approach budgeting--proper analysis should -pre
cede any reductions involving personnel.
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PENSIONS AND FRINGE BENEFITS

Backpround

Jhe other major component of personncl costs is employee benefirvs.
¥

For FY 197B the State appropriated $188 million lor State employee bencfits.
For FY 1977 the amount was $163 million and for FY 1976 it was 5143 million, an
gnnual average increase of approximately 14%., The following lists the major com-
‘ponents of the appropriation for employee benefits in FY 1978:

. Public Employees Retirement  System ‘ $§ 42.4 million
. Judicial Retirement System 4.2

. State Police Retirement System 6.0

., Police and Firemen's Retirement Fund i.5

. Pension Increase Act 8.1
. Social Security Tax 32.5
. Alternate Benefit Progranm. 14.5
. State Employees Health Benefits 41.0
. Prescription Drug 3.8
. Premiums for Non-Contributory Insurance 6.4
. Unemployment Insurance 2.0
Others 4.3

The contributory State-administered pension systems are the result of a long
iprocess of development. During the time period 1919 to 1921 the State pension

ystems became institutionalized. From 1921 to 1955, the yvstems assumed the hasic cov-
age features which exist today.  Since 1935 various incremental changes have

curred, including the separation of benefits under social security and PERS .

Mich had been previously integrated.

In addition to the $188 million appropriated for State employees, the State
o pays the full cost of the local Teacher Peénsion Fund for all school districts
the state {see discussion on State Aid). ¥For FY 1978 the appropriation is
0 million and is divided as follows:

. Normal contribution $ 98.5
Accrued liability 25.4
. Pension Increase Act 28.8
. Non-contributory Insurance 7.9
. Social Security Tax 89.5

The State does not pay for any health benefits negotiated by the local school
tricts,
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Findings

1.

The State government administers and regulates seven retirement plans, o
affecting virctually all of the public emplovees in the State. (

All pension fund systems are subject to actuarial valuation every year and
actuarial investigation every three years.

Any changes in pension fund benefits must be approved by the Legislature.

State law also prov1des the pension fund benefits are not subject to negotlati<
between the State and other public employers.

The accrued benefit liability is 70%Z funded for PERS, Teachers'! and Police'and
Firemen's, the three major. pension plans administered by the State. Based
upon comparison with other states, this is an exceptional record, and one

~which ddds to the State's financial credit.

The dollars appropriated for the cost of living increase are made on an
annual basis and are not considered in the anmual actuarial valuation.

Some Conclusions

1.

Rased upon our review of comparative data prepared by the Department of Civil
Service and upon a comparison of the fifteen largest states in the country,
the Subcommittee has satisfied itself that the benefits received by employees
in State government are well within the mainstream of benefits provided to ...
other public employees. They are generally more liberal than private pen%i B a
particularly in respect to early retirement. :

The Pension System, except as noted in six above, is on an actuariallv sound’
basig, a record the State can be proud of, and one that the Subcommittee recom~
mends be continued. We recommend, however, that the cost of living adjustments
be 1ncluded as part of the accrued benefit liability computation.

The . Subcommittee examined one idea of reducing the cost of employee beneflts,

namely, the integration of the Pension System with the Social Security System.
Under such an option, social security would be a partial offset to pensions. -
For example, if the State agreed that the beneifts of a retired person with
twenty-five years of service should be 25/60 of the average of the highest
three~year salary, a portion of the benefits from social security would first
be counted toward that objective, and the pension plan would £ill in the dif-
ference. Under the present system adopted in 1955, the above individual would
receive his full social securlty benefits, plus 25/60 of his salary from the

pension fund.

The Division of Pensions was requested for an estimate of the annual reduction
of such an integration of the Social Security and Pension System. - No estimate
could be provided because In the opinion of the Divigion it would take an
actuarial valuation to determine the saving which would accrue to the State by
reestablishing the offget provision in the two major systems; this would involwe
a major change in the accrued liability as well as in normal contributions made

by the State and local employers. ( ?

The Subcommittee recommends that additional attemtion and study be undertaken as
to whether it will be the policy of the State to continue to fund two separate
retirement systems; i.e., a Pension System and a Social Security System.
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SECTION 111

Overview

STATE AND LOCAL RELAfIONSHIPS

Any study of government costs, even though it may focus primarily on State

Many actions by the State eventually impact on local governments.
decision to increase State Aid may result in lower property taxes.
to pay for certain new programs on a matching basis might encourage local govern~
ments to undertake programs which they might otherwise neglect.

Property Taxes

programs, must necessarily consider the impact on local governments and local
costs.

The

The decision

Ag has been amply documented in the past, the property tax has paid for the

major portion of local povernment costs.
. of property taxes which have been levied to support county, municipal, and school
" districts for the past twelve years:

The following table shows the amount

year.

percentages.

Txcept for IM77F, whon praperty texns decresned B
nomestead rebates), proper.y taxan

Budgets

o x N Veterans &
ear School Momicipal Comty Sr. Citizens Total
$ $ $ $ $

967 742,918,942 404,736,992 263,265,360 33,729,794 1,444,651,088

968 . 839,145,343 372,714,208 307,389,161 33,771,834 1,553,020,546

869 956,672,342 384,583,403 335,411,230 33,864,716 1,710,531,691
71970 1,111,248,145 453,837,828 368,679,057 33,853,040 1,967,618,070
<1971 1,288,150,618 465,713,295 434,410,915 -~ 33,981,319 2,222 ,256,147

972 1,404,171,924 525,351,851 477,209,731 34,839,440 2,441 572,946
1973 1,518,783,129 526,003,821 504,843,592 35,260,847 2,584,891,389

974 1,589,947,109 383,719,724 552,202,467 35,686,746 2,761,556,046

975 1,692,772,040 670,606,611 621,465,318 36,205,891 3,021,049,860

976 1,825,927,728 783,479,526 699,572,710 36,566,753 3,345,546,717

977 1,782,383,844 735,100,661 739,589,162 - ~0~ 3,257,073,667

almont 3% (exclvrive of

i2d been increaszive on the avers-~e of 130 par
Between 1976 and 1975, for example, the increase was 10.7Z,

The various components within the total levy are increasing at different

For example, over the period 1967 to 1977, the total property tax
levy has increased by 125%, while county levies have increased by 181%, school
districts by 139%, and wmunicipal tax levies by 81%.

In terms of total budget growth, the following data reflects the budgets
for municipalities and counties over the past six years:
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Year _ - Counties Municipalities (w
1977 $1,104,985,009 $2,044.5 ;
1976 1,084,596,675 1,926.0
1975 983,926,927 1,783.0
1974 oo .. .. 819,584,254 . R 1,580.0
1973 ' 702,940,209 1,430.7
1972 651,126,910 1,283.3

Note: The county figures for 1972-1976 are expenditures.

During rhe above time frame, municipal budgets have increased by 59%, or
an annual average increase of 12%. County budgets have increased by 69%, or an

annual average increase of 13%.

Transfer of Functiong

The New Jersey Tax Policy Committee Report in 1972 agreed that one possible
technique for relieving some of the burden on local government finances would be
the assumption of some local functions by the State government. This recommendation
was part of the actual program submitted by Governor Cahill in 1973, as well as
by Governor Byrne in 1974. To some extent the concept exists in the present Tax
Program in the form of the State paying for the full cost of senior citizen and.

veteran tax exemptions.

Three other major areas of municipal and county expenditures which have not
been addressed. but were part of the original Tax Policy recommendations in 1972
were the assumption by the State of municipal welfare, county welfare and county
judicial costs. These areas were recommended because the Tax Policy Commission .
in 1972 argued that the State's involvement is already so large that it makes
local discretion an expensive illusion. In 1972, the Commission estimated that
the cost of the State assuming these costs would be $82 million for municipal
and county welfare and $25 million for judicial costs (judicial included: county
_courts, district courts, juvenile courts, surrogate, probatiom, law library, and
Law Division of the Superior Court).

Based upon data in the 1977 county and municipal budgets, the costs would
be $103 million for welfare, and $89 million for courts (including those areas
itemized by the Tax Policy Commirtee, plus the Prosecutor's and Sheriff's office)

or a total cost of §$192 million.

“
While the Subcommittee is in basic agreement with the 1972 report of the Tax

Policy Commission that such costs would be best handled at the State level and

that such a trandfer in function would be desirable, the Subcommittee has not

recommended that the State assume these programs. To recommend that the State

assume these regpeonsibilities and costs would of course reduce local property

taxes by $192 million, but by the same token, it would necessitate the cost to

be financed by a new tax or an inerease in existing taxes at the State level.

The Subcommittee urges, however, that if some existing programs now funded by

the Tax Program were eliminated, consideration be given to funding these

county costs. (See Subcommittee on Current Program) ‘
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Government costé at the local level could alsoc be affected by providing
dditional State Aid,

The TLax Program of 1976 provides substantial additional dollars in State Aid,
especially to school districts. In terms of direct dollars for municipal and
county operations, the Program, however, provides only $50 million in Revenue
Sharing funds. 1In the FY 1978 Budget additional dollars have also been provided
‘from genevral source revenue for county Revenue Sharing ($5 million--to increase
to $10 million in FY 1979), and $8 million From In Lieu of Tax Payments for State-

owned property.

the case of the transfer of functions to the State, the Subcopmittee is
agreement with the recommendations of the Sears Commission that

State Aid either in the form of expanded General Revenue Sharing or
dollars for categorical programs would be desirable. However, given

, of the overall budget needs and revenue sources available to the State,
ho additional State Aid is recommended at this time ag an alternative to reducing



PISCAL
YEAR

1970
1971
1972
1373
1974
1975
1978

1977

1978

GENERAL 20ATE

OPERATIONS

567,445 -

707,587
887,111
945,532
1104,3497
1282,.341
1318,392

1489, 244

1616,319

get

EXHIBIT 1

NEW JERSEY STATE APPROPRIATIONS
SUMMARY BY MAJOR BUDGET CATEGORY
(MILLIONS OF DOLLARS)

, CAPITAL .~ DprBr TOTAL
STATE AID CORSTRUCTION SERVICE APPROPRIATIONS
809,652 | 44,506 28.224  1uu3,827
882,923 53,101 39,185 ' 1682.796
878,098 ' 37,085 61.191 . 1BB3.485
1070,984 57,504 78,824 \_ ) - 2152.8u44
1187,855 85. 304 . 90.627 o 2466,183
1403,027 '86.820 99.453 . 2871.641
1361,683 ' 35,029 112,242 2827.3u6
1887,897 93,055 122.500 532,696,
2218.728 47,633 127, 967 4010.647

Includes Property Tax Relief Fund
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1971
1972
1971
1974
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1976
1977
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Items of Expenditure

Mandatory Items

State Aid to Local
Governments

Revenue Producing Activities

Self-Supporting Regulatory
Agencies

Major State Programs
Protection of Pergons and
Property

Physical and Mental Eeslih
Social Services
Educational Activities

Community Development and
Environmental Management

Economic Development and
Income Maintenance

Transportation

General Govermment Activities

TOTAL

Source- D:"’/—\

SUMMARY

COMPONENTS OF STATE SPENDING

¢ e = e 7 e g b g 4 3t b e 2 s e S et ot e e

EXHIBIT III

1977 1978

1976 1977 Property Tax 1977 1978 Property Tax 1378
- Appropriation General State Fund Relief Fund Total General State Fupd Relief Fund Total
§ 255.2 § 286.2 § 0 $ 286.2 $ 316.3 s o 316.3
1,361.6 1,334.9 558,0 1,892.9 1,320.8 904.8 2,225.6
33.2 41,7 0 41.7 37.5 0 37.5
27.5 29.3 ] 29.3 3z2.8 0 32.8

'122.1 142.1 o 142.1 154.1 0 154.1 -

' ;

400.5 470.4 ¢ 470.4 482.0 o 482.0 =
14.3 19.3 o 19.3 23.7 0 23.7
‘298.0 331.6 0 331.6 356.5 0 356.5
24.6 15.2 o 35.2 29.3 0 29.3
30.1 34.5 0 34.5 35.1 0 35.1
148.3 220.8 0 226.8 176.6 o i76.6
112.1 88.4 0 88.4 141.1 0 141.1
$2,827.3 - $3,034,7 $s58.0  $3,592.7 33,105.8 $904.8 $4,010.6

77 with adjustments for Business Personal Property Tax -

ion of. thigeL & Accomtmg’
,.;-‘, m’f ‘aﬁ-mmi- b . Tnu-n-sn-“--




aterest on Boads
edeaprtion of Bounds
ensions and Social Security

(State Emplsyz.z)

Sub-Total ~ Mandatory 1cens

COMPONENTS OF STATE SPENDING

igher Education

ducation-

Mlic Assiatance and Child Care
ranaportation

wlth (Mental Health)

. Citizens' and Veterans'
roperty Tax Relief

giness Personal Property Tax
krvad Property Tax

deipal Ald Program and Safe
d Clean

Program -« Boues:ead;‘Veteraus;
yenue Sharing

{Cont'd.)
T. MANDATORY ITEMS
. 1977 1978

1976 1977 Property Tax 1977 1978 Property Tax 1978
Appropriation General State Fund Relief Fund ~  Total General State Fund Relief Fupd Total
§  67.4 §  67.5 s o s 67.5 $  €9.7 § 0 s 69.7
44.8 55.0 . g - 55.0 58,3 0 58.3
143.0 163.7 0 163.7 187.3 o 37,3

5 _255,2 $ 2862 $ 0 $ _286.2 3 _316.3 § ¢ $ _316:3

II. STATE AID TO LOCAL GOVERNMENTS

$  33.6 $ 3.7 $ 0 $ 3.y $ 494 ‘s .0 S 49.4
815.0 764.0 176.0 1,140.0 761.3 505.0° 1,266.3
237.3 254.0 0 254.0 268.0 o 268.0
10.2 13.3 0 13.3 11.7 s 1.7
26.1 25:8 . o - 25.8 27.8 0 27.8
14.0 14.0 2.0 16.0 a $8.0 58.0
142.7 148.6 o "o 108.2 18.5 127.0
8.1 7.7 o 7.7 7.7 a 7.7
48.7 43.7 0 48,7 50.9 0 50.9

0 ] i80.0 160.0 o 323.0 323.0

£e-4



COMPONENTS OF STATE SPENDING

(Cont'd.)
1977 1478
1976 1877 Property Tax 1877 1578 Property Tax 15978
Appropriation General State Fund Relief Fund . Iotal | General State Fund Relief Fund Iotal
dther § 15.9 $ 21 § 0 § 1.1 H] 35.6 $ o § 156
Sub-Total - State Aid to
' Local Govermsents  $1,361.6 | $1 .334.9 $558,0 $1 8492 0 1,320.8 5904 .8 52,225.6
111, REVENUE PRODUCING ACTIVITIES
Casino Gambling $ G $ 4.1 § 0 § 4 $ 0 § 0 $ 0
Tax aod Revenue Administration 18.7 22.0 0 22.0 22.0 0 22.0
State i.o:r.ery Adniniatration 3.8 3.7 0 3.7 3.7 [+ 3.7
Motor Vehicle Licenses 7.5 8.4 ] B.4 8.5 ¢ 8.5
Racing Commission .8 .8 1] .8 .6 . 0 .6
Department of State 1.7 1.8 0 1.8 1.8 4] 1.8
Investwent Division .7 .9 0 .9 .9 o .8
Sub~Total ~ Kevenue Producing
Activities $ 33.2 $ 41,7 $ ] $  &1.7 § 37.5 s 0 £ 375
I¥. SELF-SUPPORTING REGULATORY AGENCIES
Departuent of Banking s 2.7 s 2.8 s o s 2.8 s 3.0 s 0 0§ 3.0
Department of Insurance 3.1 3.3 - [+ 3.3 3.5 [} 3._5
Department of Public Utilities 3.7 6.3 0 4.3 4.8 .0 4.8
Division of Fish and Game 3.3 1.9 T o 3.9 4.2 o 4.2
Regulation of Motor Boaty .9 .9 4] -9 .9 0 .9

VAl ]



COMPONENTS OF STATE SPENDING

{Cont'd.)
15717 1978
1976 1977 Property Tax 1977 1978 Property Tax ig7a
Appropriation General State Fund Relief Fund Total Ceneral State Fund Relief Fund Total
lot Commisslioners and Morris Canal § .1 . $ .1 5 o $ .1 $ .1 $ g 8 .1
cter Supply -— Spruce Rup Round -
alley 1.0 1.G g 1.4 2.7 o 2.7
gulation of Professioual Boards 1.9 1.9 g 1.9 3.6 a 1.0
curity Responsibilicy Law 2.3 z.5 o 2.5 2.8 ¢ 2.6
coad injury Fund Administration .3 W7 4 ¥ .7 O .7
sabilicy Besefits 5.8 5.4 g 5.4 4.7 Q 4.1
ining Inspection and Code
worcament 2.2 1.5 ¢ 2.5 1.6 H 2.6
Sub~Total ~ Self-Supperting
Regulatory Agencies § 27.5 $ 29.3 $ 0 S 29.3 338 s O g 2.8
\44 FROTECTION OF PERSONS AND PROPERTY
tele Inspection $ 9.0 $ 10.8 $ o 5 10.8 $  10.7 $ 0 5 .7
rer Cantrol 5.6 6.0 ] 6.0 6.2 o 6.2
| r Vehicle Division Administration 1.5 1.6 o 1.6 2.9 a 2.9
r Police Operations 34.7 36.9 4] 36.9 33,5 0 39.5
‘mal Justice .7 3.9 o 3.9 1.9 Y 3.9
fon Law Enforcement .3 2.1 ] 2.1 2.1 0 2.4
Services 3.1 3.1 ) 3.1 3.3 0 3.3
Lav Enforcement and Management .2 A 1] N 1.5 0 1.5

e




COMPONENTS OF STATE SPENDING {Cont'd.}

1977 1978
1976 1977 Property Tax 1977 1978 . Property Tax 1878
Apprepriation CGeneral State Fund Relief Fund Total General State Fund Relief Fund Total
lonsumer Affairs $ 2.2 § 2.5 § 0 $ 2.5 | $ 1.6 $ 0 $ 1.6
Hivil Rights 1.3 1.2 0 1.2 1.4 o 1.4
lecoholic Beverage Control _ 1.2 _ 2.3 0 2,3 2.1 0 2.1
'jolent Crimes Compensation 1.2 1.0 o 1.0 1.3 0 1.3
ublic Advocate 1.9 1.5 0 1.5 1.5 [+ 1.5
orrection Institutions 42.5 53.8 0 53,8 59.0 .0 59.0
arole Programs : - 4.4 4.5 B 4.5 5.4 0 5.4
orrection Management 2.1 , 3.7 0. 3,7 4.4 ﬁ L4
ational Guard 4.6 ' 4.9 (1] 4.9 5.2 0 5.2
ivil Defense . .3 A ) 0 .4 4 0 N Ei
LEPA 1.6 1.5 0 1.5 B G 1.2 - <
Sub-Total -~ Protection of
Perpons and Property § 122.1 § 142.1 5 ) § 142.1 §_154.3 5 o S 1341 -
Vi, -PHYSICAL AND MENWTAL HEALTH
4 to Chronically 111 - $ 1.7 $ 1.6 $ 0 $ 1.6 $ 1.6 - $ 1] $ 1.6
ippled Children's Aid . 1.3 1.6 0 1.6 1.8 o 1.8
alth Faciliries Administration 1.6 2.0 ] 2.0 1.9 0 1.9
alth Planning : .2 .2 0 -2 .2 .0 .2
cal ﬁealth Services and Other : :
ealth 4.5 1.0 0 - 1.0 3.2 0 3.2




COMPONENTS OF STATE SPENDING (Cont'd.)
1977 1978
1976 1977 Property Tax 1877 1978 Property Tax 1978
Appropriation General State Fund Relief Fund Total General State Fuynd Rellef Fund Yotal
Jug Treatment State Ouly § 1.3 $ 1.4 $ ] 1.4 ] 1.6 $ v} 1.6
iealth Departnént. Management 1.9 1.9 0 1.9 2.0 a 2.0
ommunicable Disease Control 1.0 1.0 0 i.0 1.0 4] 1;0
ug and Alcohol Programs 3.5 3.5 1] 3.5 4,9 g 4.9
iealth Laboratory Services 1.0 1.3 i 1.3 2.1 0 2.2
dental Retarded Institutiong* 56.2 72.8 a 72.8 73.7 0 73,7
¥ental Betavded Purchased Care 4.9 4.9 o 4,9 5.2 o 5.2
Heatal Retarded Day Trainiug ‘5.1 5.1 4] 5.1 5.9 ¢ 5.9
dental Retarded Management 4.2 4.2 ] 4.2 3.4 a 3.4
fental Hospital Imstituzions* B1.4 76.8 ] 76.8 16,3 o 76.1
lental Healih Management 6.5 6.8 ] 6.8 8.3 0 8.3
ledicaid Administratiop . 7.5 2.2 ] g.2 I 10.6 a 1¢.6
edicaid Medical Services 208.5 67.0 o 67,0 2715.¢ b 273.0
edicald Newark Program 5.0 5.0 0 5.0 0 ) o
iind Coumimaion 1.2 3.1 i+ 3.1 3.6 3 3.4
Sub~Total - Physical and

Montal Health 5 400.3 5 &70.4 3 1] 510,54 § 482.0 3 { $ 682.9"

The ¥ew Jersey Neuropsychiatric Institute was transferred from a Mental Health facility to a Mental Retardation facflity during Fiscal

Year 1976.
in 1977,

The above data shows the Reuropsychiatric Institure as a Mentsl Health Iastitute in 1976, and as a Mental Retardation Center

L€~



COMPONENTS OF STATE SPENDING  (Cont'd.)
1977 ' 1978
1976 1977 Property Tax 1977 1978 Property Tax 1978
Appropriation General State Fund Eelief Fund Total General State Fund Relief Fund Total
VII. SOCIAL SERVICES
yuth and Family Services 11.90 $§ 14,6 $ 1) $ 146 $§ 1B.9 § 0 18.9
s1fare Adwinistration 3.3 4.7 0 4.7 4.8 o 4.8
Sub-Total - Social Services § 14.3 § _19.3 $ 0 $ 18.3 § 23.7 § 0 23.7
VIII. EDUCATIONAL ACTIVITIES
ublic Broadcasting Authority 3.2 $ 3.1 3 0 $ 3.1 $ 3.7 $ o 3.7
ouncil on Arts .7 V .8 a .8 1.0 0 1.0
ev Jersoy State Museun 1.1 1.2 1] 1.2 i.3 0 1.3
tate Library and Historicel Comm. 1.7 2.0 o 2.0 2.1 0 2.1
icentennial Commission N A .1 0 .1 [ 0
roject COED 1.5 1.3 .o 1.3 1.6 0 1.6
seational Education Administration .6 -5 o -5 N .6
eneral Education Mminiar.:ation. 8.1 9.5 1+ 2.5 11.6 1] 11,6
& £ Education for Mentally Retarded o 0 o o 4.0 0 4.0
thool for the Deaf 4.2 2.8 0 2.8 2.9 0 2.9
Lgher Education Institutions

State Colieges 104.0 14,2 0 ‘114.2 127.2 0 127.2
Rutgers 82.0 96.0 0 90.0 95.0 0 95.0
Medical School £2.0 45.4 G 45.4 45.6 0 45.6
NJIT 9.7 11.3 o 11.3 12.4 0 12,4

b ! PRy . - v
e Tl L S P e T
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, COMPONENTS OF STATE SPENDING (Cont'd.)
) 1977 1978 7
1978 1977 Property Tax 1977 1978 Property Tax 1978
Appropriation General State Fund Relief Fund Jotal General State Fund Relief Fund Total
digon College § 4 $ .9 $ [+ § .9 $ B § ¢ $ .6
Scholarships and Leans for Higher .
Fducatiaen 13.0 17.5 L1} 17.5 14.2 0 14,2
Equal Opportunity Fuad (Higher
Education) 16.2 14.8 4] 16.8 16.3 i3 16.3
Jeatal fchwogl 0 1.9 4] 1.9 2.3 Q 2.3
Righer Education Management .7 2.8 <] 2.8 4,1 0 4.1
Aid o Independent Culleges 7.5 9.7 a 9.7 10.0 g 0.0
Sub~Total - Educational
Activities § 298.0 $ 3.6 $ 8 g 3.8 $¢  356.3 5 1) $ _336.5
IX. COMMUNITY DEVELOPMENT AND ENVIRONMENTAL MARAGEMENT

’lant and Animal Disease Coutrol § 1.4 § 1.4 5 0 $ 1.4 5 1.5 -3 4] ] 1.5
\gricultursl Besource Development .9 .0 ¢ 1.0 1.3 o 1.3
tatural Resource Managewent 4.0 4.5 o 4.5 4.3 0 4.3
4r Pollution Control .5 1.0 Q 1.0 1.2 1] 1.2
‘ater Pollution Control 1.8 1.1 o 1.1 ] 1.2 o 1.2
ther Pollution Control (Radiation, )

Pesticide, Cancer, etc.) .6 1.0 L 1.0 .8 ¢] .6
arks Operaticas 6.1 5.8 Q 5.4 7.8 [ }.8
irina Operstions 1.0 1.1 0 1.1 1.4 ¢ 1.4

6e-4d



COMPONENTS OF STATE SPENDING (Cont'd.)

1977 1978
1976 1977 Property Tax 1977 1978 Property Tax 1978
Appropriation GCeneral State Fund Relief Fund Total General State Fund Relief Fund Total

avironmental management § 3.4 $ 3.6 ' 0 § 3.6 $  4.b $ o $ 4.4
oummiunity Affalts Management .6 ' .B 0 8] .9 .0 .9
outh Jersey Port Corporation - 1.4 .7 o .1 .9 9 .9 )
lousing Programs ) 1.0 5.9 ] ] 5.9 1.3 0 1.3
jomounity Finaunce and Plamning 1.9 7.3 0 7.3 2.5 0 2.5

Sub~Total -~ Community Development
and Environmental Hanagemegt g 24.6 $ 35,2 Ws 0 5 3&.% $§ 25.3 $ 0 $ 32___.__3
X. BCONOMIC DEVELOPMENT AND INCOME MATNTENANCE

Workmen's Compensation $§ 2.0 $§ 2.4 s o § ‘2.4 $ 2.5 . § 0 $ 2.3 o
Migcellanecus Employment i‘tugrm .7 1.2 0 1,2 .3 o -3 'g
Occupational Health and Safety .7 -9 4 -9 1.0 0 1.0
Wage and Hour Bureau 1.0 1.0 0 1.0 1.3 L) 1-5
Labor Relations 1.1 1.3 ) 1.3 1.4 0 1.4
Economic Developaent L1 - 1.7 0 1.7 2.0 0 2.0
Labor end industry Management .7 .B g .8 .9 4 .9
Human Resources by Commumiry :

Affaits Department : 1.7 g 4] .7 1.4 ' 0 1.4
Vocational Rebabilitstion 5.2 6.0. 0 6.0 5.2 ) 5.2
Agricultural Trade Regulation 1.2 1.2 o 1.2 1.3 _ 0 1.3
Public Defender Activities 10.0 11,6 : ) 11.6 12.2 0 12.2




COMPONENTS OF STATE SPENDING (Cont'd.)
1978

1978 1977 Property Tax 1917 1978 Property Tax 1978

Appropriation General State Fuad Relief Fund Total General State Fund Relief Fund Total
'eterans’ Bomes 5§ 4.1 $ 5.1 ] $ 5.1 $§ 4.9 § 0 5 4.9
‘aterans’ Assistence .6 N 1] B 7 0 .7

Sub-Total -~ Economic Development
and Incowe Malotensnce §  30.1 § 3.5 0 $ 3.5 $ 35.1 $ a §  35.1
XI. TRANSPORTATION
ighway Maintenaoce §  48.7 § s4.3 o § 58.3 59.8 $ g §  59.8
tilroad and Bus Operatiocos 1.0 67.0 [ 67.0 67.6 e 67.6
cronautics .2 o .3 0 3 -3 0 .3
rangportation Planning and Research 1.6 1.6 a 1.6 1.6 0 1.6
ighway construction 3.0 86.7 o 86.7 40.3 Q &Q:3
-angportation Department Management 5.8 6.9 <] 6.9 7.0 7} 7.0
Sub~Total - Yramsportation 5 148.3 § 220.8 0 $ 220.8 $ 176.6 $ 0 $ _176.6
XII. CENERAL GUVERNMENT ACTIVITIZS

vernor's Office s .8 s .8 0 s .8 $ .8 $ o s .8
gislatuce 9.0 10.1 4] 0.1 10.8 0 10.8
dicial Branch 15.0 16.9 0 16.9 18.5 [+] 18 .4
ntral Statewlde Management 10.9 12.¢ o 12.0 13.3 0 13.3
atral Statewide Support Services 8.5 8.8 0 8.8 9.6 o 8.6
scellanecus Cowmissions 3.1 2.8 0 2.8 2.8 0 2.8

iw-d



COMPONENTS OF STATE SPENDING (cont'd.)

1977 1978
1976 577 Property Tax 1877 1978 Property Tax 1978
Appropriation General Stare Fund Relief Fund Total General State Fund Reldef Fund Togal
sentral Reant Account $§ 17.8 § 15.6 $ 0 $  19.6 § 20.7 $ 0 $ 207
:ivi]l Service Department 5.5 . 6.1 0 6.1 7.1 _ 0. 7.1
ianagement of Thuman Services .
Department 3.8 3.9 0 3.9 | 4.2 0 4.2
Mergency Fund 2.5 1.4 - 0 T 1.4 1.5 "o LS
3alary Programs, Fringe Benefits . - :
and Overtime 32.1 (65.7)% 0 (65,7} 44.5 o 46,5
Miscellaneous Capital Construction 4.0 6.0 0 6.0 7.4 ¢ 7.4
Sub;Tutal - General Government . :
Activities § 112.1 $ BB.4 $ 4] $ B88.4 $ 141,1 $ +] $ 1511

3

x For'coﬁpatative purposes — dollar amount allocated among Department,

A e



STATE AIP DISTRIBUTION

LEVEL OF GOVERNMENT .

1978 APPROPRIATION

General State

Fund
1978

Property Tax
Relief Fund

EXHIBIT IV

feand’
Total

Schools
Thorough and Efficient and Others 161,177,815 505,023,076
Sub-Total , 761,177,635 505,023,076 1,266,200,911
Counties
Bergen County Hospital 2,000,000
Solid Waste Management 900,000
Revenue Sharing 5,000,000
County Tax Board 428,125
County College Afd (§700 per FIE) 7 49,850,000
County Mental Hospitals ‘ 20,300,000
gutpatient and Community Services 7,500,000
Ald for Families of Dependent Children’ 168,385,000
Supplemental Security Income 17,275,000
{nemployment of Fathers Assistance 4,885,000
Insufficient Employment of Fathers Assistance 9,999,000
Emergency Assistance ’ 600,000
Child Care Services 26,503,664
County Offices on Aging 378,000
County Court Judges' Solaries . 1,691,000
Meosquito Control 300,000
Payment of Fees for Sale of Certain Licenses 2,700 :
Sub~Total 315,997,489 o 315,997,489
Municipalities . .
Business Personal Property Tax Replacwment 108,203,834 18,759,233
Community Development 395,000
General Assistance 41,238,000
Local Highway Afd* 11,772,549
Municipal Aid 38,940,170
Safe and Clean 12,000,000
Shore Protection 1,500,000
In Lieu of Taxes 8,000,000
In Lieu of Tax Payments for State Owmed
Property (Trenton, Bwing, New Brunswiek) },675,000
SLEPA Planning 517,413
Aid for Keansburg 285,225
Puhlic Service Training Internships - 250,000
Rural Ald 400,000
Railroad Tax Replacement Ald 7,725,663
Housing Buliding Code Memberships . 30,000
Consolidated Police and Firemen Pension Fund 5,654 B34
Property Tax Ruebate o 266,000,000
Revenue Sharing ) ] 56,000,000
Veterans/Senior Citizens Deductiens 0 58,000,000
Youth Employment*#* 1,900,000
Neighborhood Preservation 1,000,000
¢rants to Trenton for Historical Purposes 60,000
Sub-Total 241,545,688 392,759,233 634,304,921
Bon-Prolit Groups
- Program Development 160,000
OE0 (Legal Services, CAPS. etc,) . 800,000
Hippanic Organizations : 500,000
dpecial Olympics 75,000
Revolving Housing Fund - - 150,000 e
__Sub-Toral e 2,225,000 0 2,225,000
Uthers
Aduinlistration of Mieperty Tax - 0 7,055,000 .
— ﬁ‘:‘_‘!:l"ﬁ?‘_];_,.. a— C o — 0 7 2 055 3 ODO ? 2 053 2 000
TOTAL 1,320,946,012 904,837,309 2,225,783,32)

* Some portion dlso goes to countles -- $1,497,549 is for Construction Engineering.
*% Seme portion also goes to non-profit groups.

pivision of Budget & Accounting,
Department of Treasury

Source:
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STATE AID SIMMARY

GENERAL STATE FUND

EXHIBIT V

P

7,500,000

7,500,000

1977
Adjusted 1978 .
Appropriation Appropriation

.Educa;ion.: :
Equalization Aid 377,894,032 336,644,032
Special Education 63,504,818 64,604,818
Teacher's Pension 217,157,007 250,358,574
School Facility Prugram 33,007,075 34,827,062
Pupil Transportation 37,070,000 37,076,000
Aid for Non-Public Education 3,500,000 4,770,000
Adult and Continuing Education 3,379,533 3,450,000
Other Grants in Aid 4,234,545 3,167,598
Nutrition Programs 9,300,000 9,800,000
Vocational Education 6,978,248 6,970,801
State Library Aid 6,752,321 7,825,000 -
State Museum _ 500,000 v 525,000 L
Educational Improvement Centers 540,000 1,164,950 - "

Sub-Total - Education 763,817,579 761,177,835
Higher Education
Aid to County Colleges (Operational) 35,877,400 47,950,060
Debt Service ' 1,900,000 1,900,000

Sub-Total - Higher Education 37,777,400 &91§50,000
Human Se_rvic es
County Mental Hospitals 18,350,000 20,300,000
Qutpatient and Community Services

A3



1v.

Apprbpriation

1978

Appropriation
Income Maintenance .
General Assistance 31,485,000 41,238,000
AFDC 163,586,000 168,385,000
SSI 19,649,000 17,275,000
Unemployment of Fathers 4,696,000 4, B5,000
Insufficient Fmployment of Fathers 9,386,000 9,999,000
Fayments for Emérgencies 600,000 600,000
Sub-Total - Income Maintenance 229,375,000 242,382,000
Child Care Costs 23,601,864 26,503,664
Sub-Total - Human Services 278,826,864 296,685,664
Transportation
Local Highway Aid Projects 11,882,681 14,275,000
Construction Engineers 1,699,956 1,497,549 w
o~
Sub-Total - Transportation 13,382,637 11,772,549
Community Affairs
Municipal Aid 38,940,170 38,940,170
Safe and Clean Neighborhoods 12,000,000 12,000,000
Revolving Housing Fund 1,700,000 750,000
In Lieu of Tax Payments (Trentom, Ewing, New Brunswick) 1,125,000 1,125,000
County Q0ffices on Aging 360,000 378,000
Housing - Building Code Memberships 0 30,000
OPSALL 31G,000 0
Youth Programs 1,900,000 1,900,000
Community Development 395,000 395,000
Hispanice 0 500,000
Economic Opportunity Programs 800,000 800,000
Rural Aid 0 400,000



VI.

V1T,

VIIT.

IX.

STATE AID SUMMARY (Cont'd.)

16877
Adjusted 1678
Appropriation Appropriation
Public Service Training Internships 0 250,000
Program Development 476,000 100,000
Neighborhood Preservation o 1,000,000
Special O}ympics 50,000 75,000
Sub-Total - Community Affairs 58,076,170 58,693,170
Judiciary
County Court Judges' Salary 1,602,000 1,691,000
Sub~-Total - Judiciary 1,602,000 1,691,000
Environmental Protection
Aid to Keansburg 0 283,225
Marine Land Management (Shore Protection) 1,000,000 1,500,000
Mosquito Control 275,000 300,000 ¥
In Lieu of Tax Payments (Water Supply and Recreation Facilities) 300,000 500,000 by
Solid Waste Management (Grants and Administration) 0 900, 000
Historic Restoration for Trenton 0 60,000
Sub~Total - Environmental Protection 1,575,000 3,543,225
Law and Public Safety
Payment of Fees to Counties for Sale of Licenses _ 2,700 2;?00
Law Enforcement Planning 685,000 517,413
Sub-Total - Law and Public Safety 687,700 520,113
Health
Jer=gy City Medical Center

B¢ n Pines_County_quPital'

3,000,000
o )

gt b
SR




Adjusted 19738
Appropriation Appropriation
Treasury '
County Revenue Sharing : Q 5,000,0001
County Beards of Taxation 433,125 428,125
Railroad Property Taxes 7,725,663 7,725,663
Senior Citizens Property Tax Deduction 14,000,000 a
Consolidated Police and Firemen 5,353,852 5,654,834
Business Personal Property Tax Replacement Program 0 108,203,834
In Lieu of Tax Payments g 8,000,000
Sub-Total ~ Treasury. 27,512,640 135,012,456
zotal ~ State Aid, General State Fund 1,186,257,990 1,320,946,012
PROPERTY TAX RELIEF FUND
: {
Education Iy
&
Formula Aild, 341,105,968 =
Special Education )] 80,205,182
School Building y374,000,00 33,916,049
Pupil Transportation 49,795,877
Sub-Total - Education N 374,000,000 505,023,076
Treasury
Revenue Sharing ! 25,000,000 50,000,000
Senior Citizens/Veterans 22,000,000 58,000,000
Homestead Rebate _ 130,000,000 266,000,000
Business Personal Property Tax Replacement Program 0 18,759,233
Administratcion 5,000,000 7,055,600
Sub-Total - Treasury 182,000,000 399,814,233
Total - State Aid, Property Tax Relief Fund _ 556,000,000 906,837,309
GRAND TGTAL ~ STATE AID 1,732,25?,990 2,225,783,321
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SLALLS ATD SUMMARY

GENERAL STATE FUND

1. Rducation
Equalization Aid

Equalization support for current expenses of all rchool districts shall
be paid in accordance with a formula based on district equalized and
State gusranteed valuastion per pupil, the local district current expense
budget for the prebudget year, resident enrollment, and the State support
limit.

Special Education

Categorical aid shall be provided for special education, bilingual educa-~
tion, State compensatory education, and approved local vocatlonal educa-
tion.

Teachers' Penaion

The State provides the employer's share to the Teachers' Pension and :
Annuity Fund. Nearly all public school teachers and janitorial employees
of local boards are required io contribute to the fund.

School Facility Program

Thie program provides State support for debt sorvicea and budgeted capital
outlays for school buildings.

Public Transportation

*

State aid is paid to local school districts for 100% of the approved cost
of trangportation provided or purchased for public school students. Aid

is also paid for approved remote itranaportation of non-public school stu-
dents.

Aid for Non-~-Public Education

The Board of Education in each public school district is required to pur-

chase and lend textbooks upon individual request to all gtudents residing

in the public achool district who are enrolled full-time in grades K~12

in any non-public school within New Jersey.

The non-public schools must comply with compulsory school attendance re-

quirements of Title VI of the Civil Rights Act of 196} for their atudents
~ to receive State aid. The aid mey not exoeed $10. par pupil.

Adult and Continuing Education

State funds provide the matching share required under a Federal aid grant.
for adult and continuing education, high school equivalency, adult literacy
and schooling for the foreign-born programs.

Source: Division of Budget & Accounting,
Department of Treasury
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STATE AID SUMMARY (Cont'd.)

Other Grants in Aid

The State provides funds for aid to children residing in institutions,

aid for children residing on 5tate property, emergency aid to meet un-
foremeen conditions in any school district, and reimbursement of up to

75% of the cost of public school law enforcement officers employed by
local boards of education programs as well as disbursement of Federal funds
received under the provisions of Titles I, III, and IV of the Elementary
and Secondary Education Act.

Nutrition Programs

- State and Federal cash reimbursements are paid to districis for part of

the cost of schdol lunches. Extra funds are provided to eligible needy
children. : ‘ .

VYocational Bducation

State aid is paid to school districts for varying portions of espproved ex-
penditures for new and imnovative projects, general support of vocational
programs subject to Federal requirements, sonsumer and homemeking, co-
operative education, health occupation, vocational curriculum services, and
exemplery programs. Aid for part-time vocation schools is provided for pro-
grams concerning treining, retraining, upgrading and apprentice training.
Career Development and Work Study programs are also State supported.

State Library Aid

Funds are paid to public libraries on a per capita basis, to public libraries
to restore service lost because of emergencies and to encourage larger units
of service, to areas libraries to provide specialized servicee, as contractual

grants to research libraries, to librarieg for administrative costs incurred
by the State Library.

State Mueeﬁm

Materials are collected, exhibited, and interpreted which concern fine énd
decorative arts, cultural history, and science. Film and traveling exhibi-

tion services, the Newark Museum Association and the New Jersey School of
the Arts are maintained and supported.

“Educational Improvement Centers

© Assistance is provided to administrators, teachers, parents, county staffs
and private and parochial school perscnnel. The four EIC8, three State funded
;. and one Federally funded, help local school districts in their planning, pro~

“gram development,  evaluation process,and in developing applications for
' Pederal funds. '

igher Education

d to County Colleges (Operational)

The State provides support funds to ccunty colleges and county aasisted junior
Colleges for operational costs to the extent of %4 thereof or $700 per equated
full-time student, whichever is less.



STATE AID SUMMARY (Cont'd.)

Debt Service

The State pays a share ‘of the principal and interest paymenis fur bond (;
issues floated for county college capital projects. ‘

ITIr. Human Services

County Mental Hospitals

The State pays county ingtitutions 4+ the per capita rate for the cost
of care. These county hospitals diagnose, treat, and rehabilitate both
voluntarily and involuntarily committed mentally ill persons.

Qutpatient and Community Services

The State develops;mﬁvuntive treatment and aftercare services for men-
tal health programs. The program also improves exisiing community health

programs.
Income Maintenan~:

General Assistance

Genersal assistance ig directly administered by local assistance boards in
each municipality. Maintenance and hospitalization expenditures, 75%
State supported, is given by municipal departments of welfare to needy
perscong not otherwise provided for under the laws of New Jersey. (im

AFIC

Apgiatance for Iependent Children is the asaistance and other gervices ex-
tended to or for needy dependent children and the parents and relatives
with whom they are living. The program is Federal, State and county sup-
ported; the state contributes 37 of the total funds.

S8I

The Federal Supplemental Security Income Program provides direct Federal
Income maintenance payments to the aged, blind, and disabled persons at
a stipulated minimum level. New Jersey supplements the Federal payments.

Unemployment of Fathers

This program is a segment of AFDC in which eligibility is bamsed on the
unemployment of the father. _

Tagufficient Employment of Fathers
This program is another segment of AFDC in which eligibility is based on

the insufficient employment of the parents; standard for this segment 18
2/3 of the full AFDC standard.

Payments for Emergencies ‘ o (

Emergency assistance is an exira payment providedto publlc agsgiptance re-
cipients. The payment, in the form of a vendor payment or cash is made
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when there hag bteen a subptantial loss of shelter, food, or clcthing
by fire, flood or other natural disaster, or when the household is
homeless because of a situation over which it had no control.

Child Care Costs

These services include assistance to families in crisis through counsel-
ing and supervision, casework and supportive services, and maintenance

for children in foster care or other out of hume placements. Maintenance
includes boarding, clothing, health needs, and other related costs necespary
to maintain these children adequately.

IV. DTrangportation

local Highway Aid Projects

The S¢ate contributes to the financing of projects on high traffic volume,
arterial and collector routes, county and municipal highways, streets,
bridges, and hi_hway lighting a8 well as the construction of local roads
and gtreets as part of a State-wide secondary road network.

Construction Engineers

Engineering services are provided to review the design of local roads and
streets.

V. Community Affairs

Municipal Aid

Provides assistance to municipalities to enable them to maintain and up-
grade gservices, Municipalities must meet eligibility requirements based on
population and the number of ADC children, 28 municipalties now qualify.

Safe and Clean Neighborhoods

This pﬁngram provides assistance to improve the safety and cleanliness of
- nelghborhoods in municipalities which receive State municipal aid.

Revolving Housing Fund

This program aids the producticn of low and moderate income housing by
advancing necessary organizationa! funds to non-profit corporations opera-
ting at the local ievel on limited dividend. The fund also provides grants
for demonstratior projects designed to develop and improve means of con-
structing low and moderate income housing.

InLieu of Tax Payments (Trenton, Ewing, New Brunswick)

The State contributes in lieu of itaxes to certain municipalities in which
the State owns large parcels of tax-exempt land for which these munici-
palities muet expend significant amounts for service benefits to their

State properties without receiving any compensation in the form of tax
Revenues.



STATE AID SUMMARY (Cont'd.) : o

PR TR 2 T S

County Offices on the Aging

This program provides up to 50% of annual operating coasts not to exceed (
$20,000 for county offices, for which Federal short term funding has been™

arranged.
Housing - Building Code Membership

The State pays the membership dues for municipalities to Building Officials
and Code Administrators.

OPSAIL

The State appropriated funds to cover the cost of additional law enforce-
ment personnel and public health related expenses necessary to insure the
public health and safety of spectators viewing "Operation Sail 1976."

Youth Programsg

N _ These programs assist comsmnity groups in developing demonstration projeéts
to alleviate umemployment among disadvantaged youtha.

Community Development

i This program supplements the Federal program to enable cities to plan, de-
o velop, and carry out locally prepared and scheduled comprehensive city

' demonstration programs containing new and imaginative proposala to rebuild .
or revitalize large slums and blighted areas. (

F Hispanic

The Office of Hispanic Affairs provides financial and supportive services
for Federal foundation funding of innovative projects for Spanish~speaking
people at the State and local level.

Bconomic Opportunity Programs

The State asaists in the operation of innovative human resources develop-
ment programs for the poor by providing matching funds to obtain grants
from public and private sources. In addition to funds for legal services
in civil matters, grants are awarded to commnity action agencies for job
development training, learning development and other related projects.

Bural Aid

Y-

The State may provide formula-based aid 4o certain smmil mminipaiities of -
denge population and low taxing capacity. Should the legislation pending he
enacted, twelve (12) municipalities would receive thiz aid.

Public Service Training Intermships
This program providee for the avmmer, semester, and managament

trainee employment of college students in the hope that. these outstanding
students would follow a career in government service. -




B~53

STATE AID SUMMARY {Cont'd.)

begram Development

This program provides financial and supportive services for Federal
foundation funding of innovalive prujects at the State and local tevel.
These programs have included assistance to Action Now Centers, narcolics
addiction control programs, job employment programs, and housing renova-
tion projectis.

Neighborhood Preservation

The State awards funds to municipalities so that the municipalities may

provide grants to support local programs that coordinate the application
of available resources for the housing stock preservation and neighbor-

hood stabilization.

Special Olympics

Frovides sperus training and athletic competition for mentally retarded
and physically handicapped children and adults which contributes to the
physical, social and psychological development of the participants.

. Judiciary
County Court Judges' Salary

The county court system coneiste of 21 county courts which have original
jurisdiction in civil and criminal cases as well as contested probate
matters, 21 Juvenile and Domestic Relations Courts, 21 County District
Courts which have jurisdiction over contract and negligence cases

involving less than $3,000, small claims and landlord tenant matterc,

and 21 Surrogate Couris which have responsibility for the administration

of estates and serve as clerks of the probate divigion of the County Courts.

Environmental Protection

Aid %o Keansburg -

The State appropriated funds to the Town of Keansburg to enable that
manicipality to repay the State for costs advanced by the State on their
behalf due to contract over-rune on hurricane protection projects.

Marine Land Management (Shore Protection)

This appropriation provides for the repair, reconstruction or construction
of bulkheads, seawalls, breskwaters, groins, jetties, beachfills or other
shore protection structures to prevent ercasion of the New Jersey shore-front.

Mosquito Contxol

The State Mosquito Control Commission coordinates the mosquito control pro-
gram in counties Dbordering on the Atlantic Ocean and the Delaware Bay.
Fonds are allocated to the State Air-Spray program, Mosquitc Surveillance,
and Water Mansgement projectis.
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Law and Public Safety
Payment of Fees to Counties for Sale of Liceénses
Counties and municipalities which have departments of weights and measures
receive, for ‘their use, 50% of the fees collected by the State from the
sale of solid fuel and poultry licenses in those counties and municipalities.
law Enforcement Planning
The State shares ihe cost of block grant projectes under the law Enforcement(ﬁ
Agsistance Act for the improvement of the criminal juatice system and for -
the reduction of crime and delinquency.
Health
Jersey City Medical Center
The State coniributes funds to the Medical Center tc enable that institution
to cover its operating deficit. The Medical Center is the largest and
most complex public general hoapital in the State.
Bergen Pines County Hospital
The State contributes funds to the Bergen Pines County Hospital to enable
the Hospital to cover its operating deficit. The Bergen Pines County Hosepital
is the largest county hospital in the State. '
Treasury

B-54
STATE AID SUMMARY (Cont'd.)

In Lieu of Tax Payments (Water Supp:y and Recreation Facilitieu)

The State paye municipalities in lieu of taxes on pruperty acquired for
future water supply facilities, recreation and congervation purposes.

Solid Waste Management

This program provides funds for grante to Solid Waste Districts to prepare
plans as required under the Solid Waste Management Act, and for staff and
materials for plan review and technical assistance to districts.

Historic Restoration for Trenton

Granta are provided for historic restoration in the capital city.

County Revenue Shacing

This program is designed to replace revenues, previously collected by the
State for distribution to counties, which were under legiglation that was
repealed or otherwise changed. Money is allocated on a formula basis.

County Boards of Taxation

A County Board of Taxation is established in each county to hear taxpayers' ;
appeals from local tax assessments and to certify tax duplicates. The collectoXt
determine local tax rates, prepare county abstracts of ratables, promulgate 3



STATE AID SUMMARY (Cont'd.)

equalization taxes, supervise the activities of assessors and do related
work in the enforcement of local property tax laws.

Railroad Property Taxes

Replacement tax revenue is determined for each municipality by
applying the 1966 general real property tax rate to the assessed
value for the year, plues an amount equal to the difference between
the railroad tax revenue for the year 1965 and the yeaxr 1966 for each
year subsequent to 1967. The increase is reduced 10% until such time
ag the difference is eliminated,

Senior Citizens Property Tax Deduction

The Director of the Division of Taxation allocaies an amount equivalent
to the senior citizen property tax deduction to all municipalitiea for the
succeeding year ($160 per senior citizen). The veterans' property tax
deduction is also included in this program ($50 per vetera.n)

Coneolidated Pclice and Firemen's Pension Fund

This fund, administered by a commission of two police and two fire
representatives, the State Treasurer, and four Governor's appointees,
places 213 police and firemen's pension funds on an actuarial basis.

The fund's liabilities are shared 2/3 by the participating municipalities
and 1/3 by the State.

. Business Personal Property Tax Replacement Program

This statute mandates annual legislative appropriation of not less than
the amount certified by the Director of the Division of Taxation for
payment to municipalities in accordance with the formula in the act.
The statute had been revised after repeal of the Unincorporated Business
Tax and the Retail Gross Receipts Tax in 1976.

In Lieu of Tax Payments

This program providee State payments to mmicipalities in lieu of taxes
for local services on State-owned property.



STATE AID SUMMARY (Cont'd.)

PROPERTY TAX RELIEF FUNL

I. Fducation

Formula Aid

See deacription under General State Fund-Education-Equalization Aid,
SpecialiEducétidn S -

See description under General State Fund-Education.

School Building Aid
See description under General State Fund-Education-School Facility Program,

Pupil Transportation
See description under General State Fund-Education.

II. Treasury

Revenue Sharing
The State Revenue Sharing Act of 1976 established a revenue sharing fund
which is distributed to all municipalities with effective tax rates in
excess of one dollar per 100 dollars of the valuation, in proportion
to each municipality's population percentage. <i

Senior Citizens and Veterans Tax Exemptions
See description under General State Fund~-Treasury.

Homestead Rebate
Every citizen and resident of the state is entitled to a homeatead
exemption on the dwelling house owned and used by him as his principal
residence. The exemptions, based upon the sssessed property value and
minicipel effective tax rate, are made semi-anmually to the home owner,
upon application. Totally disabled or senior citizens receive an
additional exemption.

Buainess Personal Property Tax Replacement Program

See description under General State Furd-Treasury.

Administration

The Btate pays the cost of administering the Gross Income Tax and the
Homestead Exemption Act from theProperty Tax Relief Fund.
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- EXHIBIT VIII

' Income for a Femily of Four
From AFDC and Food Stamps Combined Compared With
Per Capita Personal Income

Ten States With the Largest
' AFDC Caseloads

Combined Income Per Capita Personal Income {a,) AFDC Families (b.)

Amount Rank Amount Rank Number Rank
New York $5,592 (1) $7,100 - (2) 363,91k (2)
Michigan 5,472 (2) 6,994 (L) 186,96k (5)
Massachusgetts 5,364 (3) 6,585 (6) 114,050 (8)
California 5,292 (&) 7,048 (3) b43k,568 (1)
Pennsylvenia - 5,220 {5) 6,466 (7) 194,956 (h)'
New Jersey 5,124 (6) , 7,269 (1) 137,683 (7)

: ' ) w
T1linois 4,728 (7) . 6,793 (5) | 215,811 (3) o
Ohio 4,188 (8) 6,432 (8) 165,523 (6)
Missouri 3,468 '9). 6,005 (10) 89,14 - (10)
Texas 3,228 (10) 6,243 (9) 98,893 (9)
(a.) Source: US Dept. of Commerce, Buresu of Economic Analysis, Commerce News, May 11, 1977,

"1976 State Persoral Income”, Table 1,
{b.) Source:'"DHEM, Public Assistance Statistics, Jenuary 1977, Table 6.
\ s )
oy R
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COMPARISON OF NEED STANDARDS

AFDC Family with 4 Recipients 1/ ;

Ten States with Largest AFDC Caseloads

JULY 1976
| Largest
Largest Amount Bureau of Labor Amount Paid
Paid for . Statistics _, ' As Percent Of
Basic Needs 2/ Poverty Level ¥/ - BLS Poverty Level
140 - 523 . 26.8%
170 523 32.5%
254 523 48.6%
317 523 , 60.6%
356 523 | 68.1%
373 523 71.3%
379 523 72.5%
385 523 ' 73.6%
403 523 77.1%

422 523 80.7%

The national figure for a low income urban family of 4 for May 1977 for all
family consumption items except medical care was $635 per month. This is
based on the Lower Budget Cost for Urban United States as published by the
U. S. Department of Labor's Bureau of Labor Statistics. In July 1976, this
figure was approximately $600.

Ancluding c;n.l)r those items of basic need covered by the New Jersey Standard
and, generally, the standards in other states, the national BLS figure for
May 1977 was $559.

SRS

e U. 5. Department of Labor's Bureau of Labor Statistics estimated the
poverty level to be $523 per month for July 1976. This should be differentiated
irom the Lower Budget costs of $600 per month in July 1976.



SSI-Related
Aged
Disabled
Blind

Assistance to Families
with Dependent Children

Assistance to Families
of the Working Poor

AFDC-U
AFWP

Division of Youth and
Family Services

Medical Assistance
for the Aged

Total

*  Actual
** Estimated
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MEDICAID ELIGIBILITY

FY 1977%

63,770
61,738
1,299

447,770

38,422

20,238
232

633,469

Source: Division of,uedical Assistance,
Department of Human Services

FY 1978%%*

68,600
70,800
1,400

456,700

(enr
(57,600

. 21,700

200

677,000

705, 600

FY 1579**

73,100
81,200 -
1,500

465,900

560,500

23,200

200
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CASELQAD AND COSTS

FY 1977
ELIGIBILITY

EXHIBIT X

AID TO FAMILIES WITH
DEPENDENT CHILDREN

- 70%

MEDICAL ASSISTANCE {AGED)
. 03%

COST

MEDICAL ASSISTANCE (AGED)

oar
v 400

Bource pivision of Medical Assistance,
. Department of Human Services
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MEDTCAID PAYMENTS ($000)

T I R I ST I I T L TSI

s L

i e Ban ey

Source: Division of Medical Assistance.,

Mernartment f Himan Services

FY 1977 FY 1978 FY 1979 -
‘Mental Hospital $ 37,977 $ 43,217 $ 47,569
Nursing Home 152,064 174,081 193,752
Hospital, Inpatient 123,637 149,761 173,264
'Hospital, Outpatient 35,525 41,777 48,926
Home Health 1,663 2,142 2,756
Physician - 49,993 54,792 58,831
Dentist 18,164 20,043 21,442
Optometrist Exam 1,951 2,158 2,314
Podiatrist 507 565 621
Prescribed Drugs 32,292 38,032 44,208
Clinic 3,799 4,433 5,110
Lab and X-ray 1,497 1,637 1,760
Optical Appliances 2,470 2,825 3,139
Prosthetic 1,415 1,681 1,973
Medical Supply 883 1,066 1,282
Transportation 1,823 2,077 2,367
Medicare B Premium . 6,152 7,123 8,254
All Services $471,812 $547,410 $617,568
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‘11
4.9

3.h

96.5

64.0

10.9
30.9

5.4

110.9

I73

52.6
60.5

116.8

62.5

ih.4
34.0

120.1

‘19
61.8
78.3

4.0

Tht.

)
78.7
85. 1

_ b5

168.3

129.3

38.0

168.3

‘81
87.9
89.7

5.0

182.6
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I. BACKGROUND o ( .

Prior to the events get in motion by the State Supreme Court decision
in Robinson v. Cahill, the State's need to establish a fair and
equitable tax system, fitted to the needs of effective and efficient State |~
and local govermments, was apparent. Except for fiscal year 1976, when
appropriations marked the first net spending decrease in at least two decades,
it was apparent that revenues would not be able to expand fast enough to
cover the growth in appropriations. As early as 1972, the New Jersey Tax
Policy Committee warned that the relatively inelastic* nature of the State's
tax system, designed as it was to change at approximately the same rafe as
personal income, would only aggravate the State's fiscal problems. d

r

The problem lay in the fact that although the revenue structure was
proportionately responsive to rises in personal income? the costs of ser-
viecing the public were rising at an even greater rate. In New Jersey, for
example, between the years 1964 and 1975, the annual rate of growth of total
appropriations Versus the annual rate of growth of personal income was 15.8
percent versus 8.2 percent, respectively. One could argue about the causes
or effects of what appeared to be a phenomenal increase in reliance upon
public as opposed to private resources; however, the growth In this demand
for public services was met. Thus, an important issue was how responsive
the various tax bases or revenues were to growth in the total or per capita
income of the State and its local governments. .

*‘-\
A The ruling in Robinson v. Cahill served to emphasize the trend towards <:wj
increasing reliance on State appropriated monies, underscored the necesslty [
of closing the gap between potential expenditures and potential revenues,
and required an analysis of the tax system in terms of equity considerations.
That ruling also required the State to defipe its educational obligation and
to. specify a plan for distribution of State financial aid so that each school
district would have a fair chance of fulfilling the educational obligation
. through a combination 6f State and local resources. The Court's decision
made it clear that the new funding formula could not rest upon a tax struc— '
ture which was primarily local-oriented. Although Chief Justice Weintraub's
decision was, in many ways, different from the decisions generated by similar
cases in other states, most judicial experts agreed that the State's heavy
reliance on local property taxes for education would not be upheld if again
brought before the courts unless the unequal burdens caused by that system
were to be mitigated by State aid.

The Subcommittee, therefore, is to some extent constrained in its con-
sideration of alternatives to the current program, specifically in the field -
of.educational fimancing, by both legal and real parameters. To the extent
that our options are limited, we must choose from among the most feasible
alternatives, the one which is best able to balance the burden of taxes at
the local and State levels with the necessity of financing certain expendi~-
tures. Finally, if we intend to provide a balanced picture of the various

*Income elasticity is measured as a ratio between the change in expenditure or -(f““
revenue and thé change in personal income of the State's residents. An income
elasticity of 1.0 means that an expenditure or revenue source changes at the

same rate of income. When income elasticity exceeds 1.0, changes in revenues

or expenditures occur at a faster rate than income. When income elasticity is

less than 1.0, revenues or expenditures change at a slower rate than nersonal
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alternatives, we must consider the impact of those alternatives on the
economic future of the State., A golution, for example, requiring excessive
business taxes although temporarily solving the problem may prove more
harmful than beneficizal in the long run. The attraction of industry, and
consequently jobs, to the State also must be kept {n mind. Rising unemploy-
ment figures present a two-sided problem. Not only do they aggravate the
need for additional revenues while reducing the base from which revenues
are collected, but the further imposition of taxes on remaining industry
forces many of these to leave the State for more economically agreeable

climates elsewhere.

The goal of the Subcommittee is to identify alternative revenue sources
to the existing Income Tax, and to present possible combinations or alter~-
natives. No variations to the existing Income Tax are considered in this

Report.

PROGRESSIVITY AND ELASTICITY

Several requirements may be used as criteria to appraise the guality of
a tax structure.

The first of these is the notion of equity. On the revenue side, this
involves various issues such as the "equal treatment of equals," i.e., the
taxation of households in similar economic and social circumstances or the
distribution of the tax burden among households with widely varying incomes.
A common value judgment 1s that taxes should be based on ability to pay.
That is, tax burdens should be distributed at least proportiomately to
income for many public expenditure purposes. Such a concept underlies any
provigsion for a graduated or progressive tax.*

Employing the most commonly accepted methods of tax incidence analysis,
nearly every tax used by the State appears to be regressive through most of
the income range. Table T shows that as of 1971 the progressivity of the
State's tax structure as a whole was only .68. This is not highly unusual.
Almost all state tax structures show some degree of regressivity. However,
virtually none of them showed it to such a degree as did New Jersey prior
to the 1975 and 1976 tax changes. Based on 1974 data published by the
Advisory Commission on Intergovermmental Relations, the tax burden on a
family of four with an adjusted gross income cof $5,000 was 20.5 percent.

A similar family of four with an income of 550,000, however, carried a tax
burden of only 9.6 percent. A comparison of selected states, using 1974 data
is shown in Table II.

Equity, however, need not be the major consideration used by the Sub-
committee in generating altermatives; it can choose instead to find alter—
native funds with absolute money levels as its prime consideration. However,
the extent of regressiveness or progressiveness of a tax structure has im-
plications beyond equity. One such issue is the elasticity of the revenue
structure. A regressive tax structure, for example, will tend to raise de~
creasing amounts of revenue relative to state personal income as state per-—
sonal income increases. 1If, as has historically been the case, the demand

*A tax 18 progréssive if the ratio of tax to income rises when moving up the
income scale, proportional if the ratio is constant, and regressive if the

ratic declines.
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for public services continues to increase with rises in personal income, (h
there will be a call for an increase in various tax rates over time.

Although the increase of tax rates is a normal decision that should be

charged to the State Legislature, it is usually. a slow and painful process.

A proportional or progressive state and local tax structure may avoid the
perennial debates over tax rate changes and keep governmental revenues more
equal to citizen demand for govermnmental expenditures. ~

Before the passage of the Income Tax, New Jersey had one of the least
elastic tax structures of all the states. Based on ACIR data, the overall
weighted elasticity of the State's tax structure was .83 placing it second
only to Ohio ifi a range among all states which ran from .80 to 1.47. See
Table IIT. According to the 1972 New Jersey Tax Policy Commission the over-
all income elastiecity of the State's revenues as shown in Table IV was .98.

The above considerations do not exhaust all the possible criteria of a
"pood" tax system. Furthermore, the various objectives of such a system are
not necessarily in agreement. For example, equity may require administrative
complexity and interfere with neutrality--two other possible requirements
for a "good" tax system. Where conflicts occur, tradeoffs between objectives
are needed. The Subcommittee, therefore, has reviewed a wide variety of
alternative funding proposals to ensure that as many of the possible tax
objectives have been considered. The Subcommittee :ealizes, however, that
each proposal does not meet each objective equally well.

DEFINITION OF FINANCTAL NEED

The Subcommittee could take a wide variety of positions regarding the
baseline from which the requirement for alternative funds should be deter-
mined. The most limited view of this requirement would be to establish the
baseline at the level of Chapter 212 school aid support which would have been
provided by Income Tax monies. For fiscal year 1978, $962.1 million was
appropriated for programs under the provisgions of Chapter 212. Based upon’
data provided by the Department of Education this commitment will increase hy
approximately $82 million in fiscal year 1979 to $1,044 million. Although
these figures represent the total appropriation, only $505 million of this
amount will be paid from the Property Tax Relief Fund in fiscal year 1978,
and a projected $587 million in fiscal year 1979.

In the most extensive view, the Subcommittee could take the position
that the level of funds needed should be determined by the total amount of
appropriations supported by the Income Tax proceeds keeping constant all
other provisions of the 1978 Tax BReform Preogram such as property tax relief
and repeal of various business taxes. . This amounts to $913 million in fiscal
year 1978 and approximately $1,030 million projected for fiscal year 1979.

Between these extremes, however, lie a wide variety of options depending
upon the chosen combination of programs presently supported by monies out of
the Property Tax Relief Fund and the level at which the Subcommittee recom-
mends support. Similarly, complications arise as a result of deciding
whether or not to reinstate the business taxes which were repealed as part
of the 1976 Tax Reform Program, some of which were used to support programs
now supported out of the Property Tax Relief Fund.
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For a comparison between the current Property Tax Relief Fund Budget
for fiscal year 1978 and prOJected needs for fiscal year 1978-79, see

Table V.
Table V also reflects the taxes which were repealed as the result of the f

Income Tax Program. For fiscal year 1978 they would have totaled $121 million,
and for fiscal year 1979 they are expected to increase to $153 million. |

POTENTIAL SOURCES OF FUNDS

For the purposes of the following analysis, the Income Tax, in either
its present form or any variation thereof, is assumed to be an unavailable
option, The remaining potential revenue sources which seem to be likely can-
didates for the required funds are of five general types. These include:

(1) Reductions in Programs Funded by the Income Tax; (2) the Normal Growth

of Existing Revenue Sources; (3) Changes to Increase the Yield of Establighed
Revenue Scurceg; (4) the Development of Altogether New Revenue Sources In~
cluding the Reinstatement of Those Taxes Repealed by the 1976 Tax Reform Pro~
gram; and (5) the Reduction of State Services Other Than Those Provided by
Chapter 212.

A. Reductions in Programs Funded by . Income Tax

One option available includes a variety of cuts in expenditures
presently supported by State Income Tax revenue. If the Income Tax were
eliminated, and no altermative sources were developed, the following
would be the impact 1f the existing programs were eliminated in their

entiraty.

School Expenditures: The 5590 million to be allocated to
local school districts out of the Property Tax Relief Fund
could be replaced by cutting school expenditures by an average
of 12-15 percent Statewlde, or by increasing property taxes.

Municipal Expenditures: The $126.6 million to be allocated to
municipalities from State Income Tax revenues could be replaced
by cutting municipal expenditures by an average of 8§ percent
Statewide, or by increasing property taxes.

Homestead Rebates: The $274 million to be allocated te homew
owners from the Property Tax Relief Fund could be eliminated
entirely. Homeowners would not receive property tax relief.

', Administration: The elimination of the State Income Tax would
eventually save $7 million; however, some part of this appro-
priation would be needed in figcal year 1979 even if the tax were
eliminated June 30, 1978 so as to audit and collect taxes through

June 30, 1978.

While this is a possible alternative, the elimination of the Education
money would certainly raise the constitutional question again. Thus, ex-—
clugive of Education, the elimination of all other aspects of the Income
Tax would reduce the need to $590 million, instead of $1,030 billion.
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B. Normal Growth of Established Revenue Sources

e

Table V shows actual or anticipated revenue sources for past and
present State budgets. In addition, projections of growth in the yield
of existing revenue sources have been made for each source for fiscal
year 1978-79; i.e., the year in which the self-destruct clause of the

Income Tax goes into effect.

From the Table,it can be seen that revenues other than from the
Income Tax will increase by approximately $200 million in fiscal year
1979. Theoretically, this growth could be used to replace some portion
of the Income Tax; in practice, however, we know that some or all of this
growth must be used for existing programs. Based upon estimates supplied
by the Division of Budget and Accounting, it is expected that all of this
revenue growth will be needed to maintain existing programs, such as
1979 negotiated salaries, pension obligations, etc.

C. Changes In Rates Or Base

1. Bales Tax Rate Increases

The New Jersey Sales Tax is levied at a rate of 5 percent
while the combined State and local sales tax rates in jurisdietions
surrounding New Jersey range from zero in Delaware to 4 percent in
Orange and Rockland Counties (New York); 5 percent in Westchester
County (New York); 6 percent in Pennsylvania; 7 percent in Connecticut,”
in Nassau and Suffolk Counties (New York), and 8 percent in the five (
counties within New York City. Until the passage of the Income Tax,
revenues from the Sales Tax had averaged 30 to 33 percent of the
State's total anticipated revenues. In comparison, the Sales Tax
as a percentage of total revenue in selected states is shown in

Table VII.

The Division of Taxatjon estimates that increasing the Sales
Tax rate to 6 percent would produce an additional $180 million. in’
fiscal year 1977-78.% Projecting the growth of Sales Tax collections
at a rate of 8 percent, the impact of a change to a 6, 7, 8, 9, and
10 percent Sales Tax in fiscal year 1978-79 is shown in Table VIII.

From the Table, it can be seen that an increase in the Sales Tax
rate to 8 percent approximately would cover those funds distributed
to local school districts out of the Property Tax Relief Fund. Count-
ing on some probable fall-off in return per penny as the rate rises,
a 10 percent Sales Tax would be a reasonable estimate of the rate
those funds lost by abolition of the Income Tax.

T ==
naecegsgary to replace those

2. Sales Tax Base Extension

The New Jersey Sales Tax applies to a relatively limited range
of taxable items. Chief exemptions include food; apparel, pres-
cription drugs and medicine, several professional and personal ser-
vices, and utilities. Although may of these items have been exempted
on the grounds they reflect a substantially larger portion of the low

*A 20 percent rate change implies a 18,6 percent change in revenue holding the rate-
elasticity of the tax at .93. If fiscal year 1977-78 Sales and Use Tax equals

Ao,
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as opposed to high income family budget, this is not always the
case. Furthermore, the Sales Tax, since it is an ad valorem and
not a unit tax, has the advantage of being able to reflect economic
growth, For an indication of those items included in the sales tax
of neighboring states, see Table IX.

The estimated yield of various Sales Tax base extensions at
alternative rates is shown in Table X. Although many combinations
of base extensions are possible, the potential for revenue without
food and clothing and without a rate increase, is limited. To illus-
trate, if all of the proposed base extensions except for food and
apparel were to be made, the estimated yield in 1978-79 would be
dhout $1,002.3 million. If, however, food and apparel are included
under the Sales Tax, the yield at an 8 percent growth rate would be

about $1.4 billion.

3. Increase In Fee Schedules and Other Tax Rates

A variety of other tax rates and fee scheduleg could be in-
creased to provide a higher yield. Several of thoge taxes and fees
are listed in Table XI. i

While the list of possibilities is extensive, the total dollar
value ig not great. Furthermore, many of the dtems listed also are
included dn the list of Sales Tax base extensions. Relatively few
of the State anticipated revenues, except for the Sales and Income
Taxes, exceed the average growth rate. Since the sources which
exceed the average are generally the greatest percentage of total
anticipated revenues, one can expect that the remaining sources will
grow at a somewhat slower rate. As a matter of fact, the State may
have reached the point, as regards the cigarette excise tax, where
an increased tax rate will actually lead to diminishing returns.

One important note is in regard to changes in the Corporation
Business Tax. At a rate of 7.5 percent on net income, New Jersey is
generally comparable to surrounding states. However, an additional
$900 million in business tax revenues, according to the Office of
Economic Policy, would reguire tripling the corporate income tax
rate to roughly 20 to 22 percent and reinstatement of the Retail
Gross Recedipts and Unincorporated Business Taxes. This, obviously,
would have a harmful effect on the State's economy.

One suggestion, however, is to change the graduation of the tax
to either a £lat rate of .002 or .003 on net worth. Such a change
might answer arguments that the tax as now conceived has an undue
effect on small as opposed to large corporations,

D. New and Reinstated Revenue Saurces

A number of new revenue sources might be considered by New Jersey
to replace the funds lost by abolition of the State Income Tax. These
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include a Statewide property tax, a payroll tax, and several smaller (
taxes. In addition, some of those taxes repealed by the enactment :
of the gross Income Tax could be reinstated.

1. Statewlde Property Tax

A Statewide property tax has often been suggested as one of the
alternative revenue sources available to the State. Proponents of
-the Statewide tax point to the rapid growth of the tax base as demon-
gtration of its reliability as a revenue source. Counter arguments
contend that property is no longer a good indicator of wealth and
thus ability to pay,and that the tax compounds the financial diffi-
culty of manufacturing in an already high cost environment.

Two kinds of property taxes have been suggested. One is a tax
at uniform rates on all forms of taxable property; the other, a
classified tax with different tax rates on different classes of prop-
erty. If the aggregate true value of real property throughout the
State, $100,507,603,109, as reported in the Table of Equalized
Valuations for Fiscal Year 1976, were taken as the basis for the
general Statewide property tax and projected at a 9 percent growth
rate for 1977 and 1978, a uniform tax rate of approximately $.75
to $.80 per one hundred dollars of true value over and above the
present local property tax would be needed to replace the loss of State
Income Tax revenue. A uniform rate of $.45 to $.50 would be needed
to fund those portions of Chapter 212 now provided.

Alternatively, a wide variety of clasgsified property tax rates,

higher on one form of property, e.g., commercial, and lower on

- others, e.g., residential, might be substituted for a uniform tax.
Some of these latter proposals have envisioned full replacement of
the local property tax by a classified State property tax. Although
they are appropriate to a more complex package of tax reform most
of these proposals contain rates which would be too high if this
Subcommittee's objective is to cover merely the new cost to the
State government of Chapter 212 or the total replacement of the
Income Tax. In any case, if a classified rate of §,60 per hundred
dollars of true value were applied to residential property which
makes up approximately 65 percent of the total true value of. taxable
property, and $1.00 to commercial, industrial, farm, and vacant land,
approximately the same impact would be felt as from a uniform rate

of §,75.

2. The Pavyroll Tax

The New Jersey Department of Labor and Industry estimates that
approximately $25.6 billion in wages and salaries was paid out in
the calendar year 1976 to workers employed by private, for~profit
firms. A one percent tax on the payrolls of such firms#* would yield

about $256 million.

*Private, for-profit firms constitute about 73 to 80 percent of the total number
employed. Excluded, for example, are public employees, school district employees,
and agricultural employees. The $25.6 billion figure is obtained by subtracting
-reimbursable wages from total private ownership figures.
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Revenue growth over time depends on two factors: the rise
in the number of employed persons and the rise im the emplovee's
wages and salaries. A sharp Increasc in employment would lead to
substantial revenue increases. Unfortunately, although the State
unemployment rate has fallen, the total number of those employed
also has decreased. Furthermore, even if revenue growth were pro-
jected at 9 percent, i.e., at a rate slightly above the growth
rate for total income, the potential impact of a one percent payrol
tax in calendar year 1978 would be only 3304.15 million; for a 2
percent tax, the yield would be about $512 million, still slightly
short of the monies needed to fund the lower figure of projected
need.

3. Business and Miscellaneous Taxes

Along with the impogition of the Stdte Gross Income Tax a number
of establighed taxes were repealed. These included the €Capital
Gains and Unearned Income Tax (the principal elements of which have
since been incorporated into the Gross Income Tax), the Retail Gross
Receipts Tax, the Unincorporated Business Tax, and the Business
Personal Property Tax on machinery and equipment. In addition,
Sales Tax exemptions were provided for machinery and equipment and
other miscellaneous services. The estimated revenue obtained by
reingtatement of the above taxes is shown in Table XII. The estimate
as projected by the Division of Taxation are based on fiscal 1977
receipts to which growth was given to the tax base and an estimate
developed on the tax as it existed prior to repeal. '

A summary of new or reinstated taxes ig shown in Table XII.

Two taxes not shown but often suggested are the value-added
and single business taxes. The former, as utilized in Europe, has
approximately the same impact as a sales tax; the latter, as prac-
ticed in Michigan, requires a sweeping revisionof the State's business
taxation laws and is based in the first instance on Federal taxable -

. income. Because of its all-encompassing measures it is recommended
ag part of an entire tax reform effort, rather than as an alternatiwv
to funding Chapter 212, -

E. Reductions In State Budget

This Subcommittee has not reviewed the general contents of the State-d
Budget~-this has been the job of the Subcommittee on Government Costs. g
'We have been advised by that Subcommittee, however, that no significant
savings can be accomplished by the elimination of State-supported or S0
State administered programs. %@
. P

i

POSSIELE COMBINATIONS

Most of the previous discussion dealt with each of the alternative
revenue sources as a single source. Although this method simplifies the
task, it is an unfair means by which to judge alternatives. Some combina-
tion of these sources may better be able to equitably and efficiently fund
Chapter 212 or replace the funds lost by the abolition of the Income Tax.
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Tables XTI and XIV suggest some possible combinations whose sum
total could replace either the funds needed for Chapter 212 or the entire
Income Tax program, Table XIII lists alternatives which would fund the
majority of the present appropriations now funded by the Income Tax.
Table XIV addresses itself only to the funding of Chapter 212.

CONCLUSION

The Subcommittee, after carefuyl review, has chosen not te recommend
any of the previously mentioned alternatives. The Subcommittee does not
believe that any of the options presented are appropriate alternatives to
the current tax structure and believes that its endorsement of any one
alternative would dilute the strength of its conviction that a persconal
Income Tax is necessary to the State's well-being.

However, should an alternative be necessary at any future time, the
Subcommittee recommends that a combination of alternative revenue sources be
considered. Such a combination might be better able to distribute the tax
burden across a greater range of the State's taxpayers so as not to depress
any one particular sector of the State. Furthermore, a combination of
alternatives has the advantage of being able to be coordinated for a partic-
ular governmental objective. For example, an alternative package consisting
of taxes on energy sources, e.g., a4 sales tax on gas and fuel oils, a prope
tax on motor vehicles, etec., c¢ould raise needed revenues and, perhaps, limi
energy use; moreover, any additional revenues raised could be used to improve

public transportation.

In addition, the Subcommittee suggests that review be made of several
of the State's present taxes, particularly those unit-type taxes whose
levels have not been adjusted to compensate for inflation. The State, at
some future time, may want to peg these taxes by incorporating them under
the Sales Tax or by using some other mechanism whlch is responsive to the

economic cllmate.
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PRUGRESSIVITY INDICES OF MAJOR STATE AND LOCAL TAKES ;

USING FISCAL 1971 SALLS TAX YIELD AND FISCAL 1970 YIELD FOR

UIHER MAJOR TAXES

Weighted by Relative

Tax Unweighted Pupulafion Shares

Property Taxes . ) .53 ) .35

Corporation Business Taxes 1.16 1.06

Sales‘and Use Tax .85 .93

Public Urilicy Taxes . .66

; Motur Fuelw Taxes W67 L7
% Motar Vehicle Fees .80 86
% . Insurance Taxes .79 .92
! Tobacco Taxes £31 | .31
Alcoholic Beverage Taxes .84 . : 1.9l

Spectator Admission Taxes ‘ .89 1.04

Inheritance Taxes L.60 ) 2. 16

7L | -99

Otheyx Taxes

\ Total Taxes 66 .48

SOURCE: 1972 Tax Policy Commitise




Ca;zfornia
Connecticut
Delaware
Iliinoié
Maryland
Michigan
New Jersey
New York
Ohio

Pennsylvania

1A11_income is assumed to come from wages and salaries and earned by one spouse in the city of residence.
Families are assumed to reside in the largest city in the State. 1ud
taxes: State individual income, State general sales, local individual income, local sales, property tax

DISTRIBUTION OF MAJOR STATE-LOCAL TAX BURDENS RELATIVE TO

: 1
FAMILY INCOME SIZE, BY STATE, 1974

Adjusted Gross Income, Family of Féur. 1974

$5,000  $7,500 $10,000 $17,500 $25,000 $50,000
11.8 - 9.9 B.8 8.2 9.1 10.8

18.4 15.1 12.3 11.9 9.8 7.6
9.8 8.9 8.3 9.0 9.5 8.6
14.3 12.5 10.7 10.1 8.9 7.6
13.9 13.6 12.8 12.4 11.9 11.7 -
10.9 9.8 4.8 9.3 8,6 8.7
20.5 . 16.6 14.4 13.5 11.6 9.6
11.6 11.2 10.6 110.7 11.5 15.0
10.5 9.0 7.9 7.7 7.3 7.1

- 12.5 12.9 11.5 10.8 9.9 8.9

on residence, cigarette excise, motor vehicle and gasoline excise.

o

Sourc” 1Aﬁvisory Comission on Intergovernmental Relati

L

Includes the following State and local

TI-2



RESPONSES OF STATE TAX STRUCTURES TO
A ONE PERCENT CHANGE N PERSONAL INCOME, 1970

EXHIBIT T1T

Low Efssticity ’ Mediym Eiasticity High Elasticity
{0.50 10 0.99) 11.00te 138} {1.20 10 1471
Weighted  Peraf taxes Weighted Po of taxes Weightest  Pot of taxes
Staze elasticaty mcladed State elasticity inctuded State elastacity indusied
Onin ... .. .. 0.80 775 Navada .. .... 1000 . 86.2 Massuchusetts . 1.20 74.9
New Jarsey ... 0.83 &0.8 Delawarz . . ... 1.2t 589 New York .., . 1.22 * MW7
Texas .. ..... 0.83 66.5 fndiana .. ..., .01 87.2 Vimginia .. ... .22 81t
Connecticut ... 0.89 §9.7 MNetraska . .. .. nav? 2% Arkansas . . ... 125 M
South Ozkota . 08B B3 North Dakota . LD 758 Montaos ... .. C138 616
Paprsylvania .. 0.86 63.5 Alabama .. ... 1.02 83.9 Qregon .. ... . 1.2 104
Figrida .. .... 087 8.8 Arizoeg .. ... 103 142 ideha ....... 1.3 5.3
Wyorning ..., 088 62.8 Mississippi . . .. 1.04 85.2 Wisconsin ., .., 141 B23
Maryland . ... 0.69 835 . Oklshoma ..., 108 65.3 Alaska ... ... 1472 615
New Hampshire 0.9 6.2 South Caroling . 1.0% 85.0
Tennwessee . ... 030 83.0 Missouri L. ... 1.06 820
West Virpnia .. 0.90 88 4 Colorado . . ... 108 83.5
Maice . . ... ., 0.g2* 808 Michigan . . ... 1.08° 738
Washingten ... 091 79.2 MNorth Cacoting | X -] 7.3
Kamsas .. ..., 0.95 80.6 Hlingis ... ... LI 83.0
New Maxica .. 085 M. Catifornia ., ., 1.1% 75.7
Rhode istand .. Q485 8.4 Georgia . . . ... 1t BAS
Louisisna .... 0096 835 Keatucky . ... 112 g2.3
lows .. ..... R 8 K 784
CVermaent .. ... 1.14 BLY
Hawaii .. .... 1.17 937
Minmesats . ... Li? 1.2
Utah .. ..... 1.1% aint

* oG B a2 DRIG vichinl INEOTe, DEORral SRiRY WG sl shied taxes

VR Ty my bR NINEY Svieaind Mt e Wiciaees wamt rot ioally excluded from shacthe sies s sRSTCHY st
Y indiwiual i an Hasboity dinte t ¥ .

TI-0



, ¢-13 EXHIBIT IV

INCOME ELASTICITIES OF NEW JERSEY REVENUES

Revenue Source Blagticity
Motor Vehicle | ) - _.73..
Motor Fuels E . ) .62
Transfer Inheritz.mce 1:.}.9 ;
Alcoholdic Beverage ‘ W61,
Corporation Nat Worth . .83
% Corporation Net Income . : 1.49
E Foreign Ingurance Corporation 1.24
g .
; Public Utility Surtax , ' .83
€ ¥
!: Pari-Mutuel Raciag ' .48
|
! .
) Cigarette Tax ‘ «35
Emergency Transportatit;ﬁ Tax ’ 1.86
Miscallaneous. Taxes and Fees ~ 1.23
Depérment Sales and Services 1.60
' Sales Tax : 1.44
_Other Sources ‘ . . g;._g_s_
Total Réevenues ‘ - 98

Source: New Jarsey Tax Policy Commiassion

R P S ——




=14 EXHIBIT'V-:

PROPERTY TAX RELIEF FUND BUDGET

Appropriation Estimated

Y, 1978 F.Y. 1979 -
1. Chapter 212
a. Current expense formula 341,105,968
b. Special education : 80,205,182
c. School building aid 33,916,046
4. Pupil transportation 49,795,877
Sub~total {505,023,076) {591.0)
2. Revenue Shafing ‘ ‘ 50,000,000 50.0
3. Homestead Rebates ‘ 266,000,000 274.90
4. Senior Citizen & Veteran
Tax Exemptions ‘ 58,000,000 58.0
5. Business Personal Property ‘
Tax Replacement 18,759,000 - 50.0
6. Administrative Costs 7,055,000 ) 7.0
TOTAL - Property Tax
Relief Fund 904,837,076 1,030.0

REPEALED TAXES

Estimated—f1978' BEstimated~-1979

Sales Tax {(Services) 5.0 5.0
Sales Tax (Machinery) 17.5 35.0
Business Personal Property Tax
(Phase-0ut) 4.0 12.0
mearned Income ' 62.0 67.0
Unincorporated Business Tax 24.0 25.0
Retail Gross Receipts 9.0 9.0
121.0 153.0
Source: .. 1978 State Budget

.. Division of Taxation, Dept. of Treasury

L SN AR 4



Ganeral State
Fund Revenues

S5ale8 LAX seeresscssanctssansnnnnsnsa
MOLOr £11818 EfKeseonsrensnnarnonnses
Corporation taxeS«sesssssacsscesssas
Motor Vizhicle feeBsuviscassessosasss
Cigarette taXieovsnvonssasosssnanven
Other mujor taxeBeisesnssessssvscssns
Higcellineous faXefsscesssevncarassse
Federal revenue sharingecreescsraess
Lottery fundsssscsovossenncasssssans
Other transfergeeveccscessvrsnacrsoss

Total Generval State Fundeessccesconssss

Property Tax Relief
Fund Revenues

Grogs Income TaXsssescosssscntoscasrs

-Total ReveruosSsiescsscscrsncosnsssssssns

§ 770.5
273.4
264.6
159.3
166.6
280.8
226.7

69.6
36.2
2.8

2,340.6

§2,392,0

MAJOR STATE REVENUE SOURCES

1976

$ 829,5
281.5
350.7
195.3
167.7
381.6
258,0

67.1
66.1

188 .

2.,674.3

$2,674.3

(in miilions of dollars)

§ 905,1
288,8
519.3
223.1
168.8
337.4
255.2

69.5
78,2
46,6

2,792.0

656.1

$3,448.1

1978
ESTIMATED

$ 968.0
297.0
530.0
227.0
168.0
392.9
292.3

72.9
77.0
el

3,057.0

792.0

"§3,849.0

bt bt

TABLE VI

1979
ESTIMATED

$1,050,0
303.0
3BL0
228.0
169.0
420.0
320.0
713.0
283.0

—32.0 .

3,259J0

SI-D

900,06

$4,159.0



EXHIBIT V1L
SALES TAX AS A PERCENTAGE OF TOTAL REVERUE IN SELECTED STATES, 1975

‘r Rate Sales Tax Revenue fotal Revenue Sales Tax Percentage
Galifornia B ; ) ' 4.75%% 3.7 Billion 10.8 Biildion L34
Georgia .‘ E ﬁ k¥4 .6 1.8 3
ILlinois T g% 1.7 7.7 22%
Indiana l 4% 1.4 5.8 24%
New York 4% 2.2 10.3 213
QOhia 4% 1.0 3.4 29%
Pennsylvania 8% 1.8 5.5 337
New Jersey 57 : -8 2.4 30%

Source: Advisory Comuissian on Intergovermmental Relations

- : 5 b e R A= L atml en

913



c-17 EXHIBIT VIIT

IMPACT OF USING (N) PERCENT INCREASE IN SALES TAX
in 1979

(millions of dollars)

16 = 194.40
2¢ = 388.90
3¢ = 583,35
4¢ = 771.81
5¢ = 972.26

SOURCE: Division of Taxation,
Department of Treasury




State

Type
of
Tax

Rate on
Tangible
Parsonal
Property
at
Retail

Admissions Restau-
rant
Meals

STATE SALES TAXES, TYPES AND RATES

Tran-
sient
Lodging

{as of July 1, 1976)

Tele-
phone
and

Tele-
graph

Gas

and Water
Elec~

tricity

Trans-
portation
of Persous
and
Property

EXHIBIT IX

Rates on Other Services and Businesses
Subject to Tax

{including retail sales subject to
special rates)

Califu;nia

do

Renting, leasing, producing, fabrication,
processing, priating, or imprintiag of
tangible personal property; furnishing,
preparing or serving of food, meals, or
dringk 44%,

Ccnnac;i—l
cut

retail
sales

Machinery used in manufacturing production
process; information processing, business .
analysis, and other enumerated services, 3.3
Lease, vental, or storing for uze or
consumption of any article or item of
tangible personal property, 77.

T~

Georgla

do

Lease or rental of tangible personal proper!
and charges on amusements and amusement
deviceg 37,

Illinois

do

Property sold in conmection with u sale of
gservice, 4%; remedeling, repairing, and
reconditioningof tangible personal property,
4%, Hotel operators are subject to a hotel
occupancy tax of 5% of 95% of the gross
receipts from the rental of rooms to
transients.

New Jersey

Source:

deo

Advisory Camission on Intexgovermmental Relations

Advertising, rental, leasing, producing,
fabricating, processing, printing or
imprinting, and installation or maintenance
af tangible perscnal property, 5%.



STAIE SATES TAXES, TYPES AND RATES (Cont'd.)

New York do 4 4 4 4 4 4 - - Rental, leasing, producing, fabricating,
processing, printing or imprinting, and
installatjon or maintenance of tangible
personal property, &%.

Pennsyl- . . 3 - 3 ; :

vania do 6 - [ 6 6 6 - - Lease or rental of tamgible personal

property, repairing, altering, or cleaning
of tangible personal property (other than
wearing apparel or shoes), printing or

or imprinting of tangible personal property
for persons who furafsh materials, cleaning,
polighing, lubricating, and inspecting of
motor vehieles, and remtal income of coin-
operated amugement machines, 6%.

lSa3ea under 8¢ taxed at 3 1/2 if the vendor keeps aﬂequate records,

'ZRestaurant meals below a certain price are emempt; Connecticut, less than §1, Maryland, $1 or less; the Massachusetts retail salea tax exempts
restaurant meals, which (8] or more) are taxed at 8% under the "Meals Execise Tax".

- Connecticut exempts telephone and telegraph, gas, electricity, and water services provided to consumers through mains, lines, pipes, or bottlea.

Sales of fuel used for heating purposes i5 also exempt.

Maryland exempts sales of pas and electricity when made for purposes of resale or use in

manufacturing, assembling, processing, refining or the generatjon of electricity. Pennsylvania exempts gas, electricity, and intrastate telephone
or telegraph service when purchased by the user solely for his owm resident use.

Geargia exempts tramsportation of property, and charges by municipalities, counties, and public transit autharities for transporting passengers
upon their conveyances,

SMotor vehicles are taxable ut the general rates with certain exceptions. Maryland, 4% titling tax,

6In New Jersey, admisaions to a place of amusement are taxable if the charge is in excess of 75¢.
10% under a

Admiséious to horse race meetings are taxable at
separate admipsions tax., New York taxes admissions when the charge is over 10 cents; exempt are particlpating sports {such as bowling

and swimming), motiun picture theaters, race tracks, boxing, wrestling, and live dramatic or musical performancee,
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EXHIBIT X

ESTIMATED YIELD OF SALES TAX BASE EXTENSION

_ Piscal Yeat'1977:78" AT (N) PERCENT TAX RATE . Fiscal Year 1978-79
Sourcn :ﬂ;j ﬂwﬁr . ﬂs?‘ ﬂmﬁ NG Ha“! =5 MNa=h ﬂ;az : N8, H=q - Me=1h
PROFESSIONAL & BUSINESS SRVGS, - . - ' _
Business Mgt. & Consulting, ':“ij,a 15.8 18.2 2e.7 23.2 25.7 14,4 17.1 19.7 2.4 25.1 27.8,
Public Relations Services - Y
Scatistical & Computer Services 3.3 3.9 4.5 5.1 5.8 6.4 3.6 4.2 4.9 5.3 6.3 6.9
Advertising Services 7.7 8.1 10.6 12.0 13.4 14.9 8.3 9.8 11.4 13.0 16.5 16.1
Legal Sexvices 239 33.1 38.3 43.5 48.7 53.8 30.1 35.7 41,4 47.0 52.6 8.1
Axchitectural, Engineeving, & 23,5 3a.2 35.0 39.7 64,5 43.2 27.5 32.6 7.8 42.9 68.1 53.1
Landgeaping Sexvices
deryices to Buildings 5.9 7.0 8.1 4.2 10.3 11.% 6.4 7.6 8.7 9.9 11.1 12.3
Construction Services
a, for $100,000 or more 44,0 52,2 60.4 63.6 6.7 85.0 47.5 36.4 65.2 4.1 52.8 91.8
b. for no minimum (93 million) - ) :
Accounting, Audlting, Bkikpng. 6.4 7.6 8.8 10.0 11.2 12.4 6.9 8,2 9.5 10.8 12.1 13,4
Qeher Business Services 33.0 34.0 45.3 51.4 57.6 63.7 35.6 42.1 48.9 55.5 62.2 68.8
TOTAL - PROF, & BUS, SRVGS, - 167.5  197,8  229.2  260,2  291.4  322.5 | 180.3  213.7  2h7.5  #BL.T Nh g 3487 o
x : -
. PERSONAL SERVIGES 3
' Beauty, Barhexing, Halrstyling 6.9 8.2 9.5 10.8 12.9 13.3 7.5 8.9 10.3 11.7 13.0 14.4
;  Laundry & Dry-Clesning - 36.6 36.3 42.0 5.7 53 .4 59.1 33.0 39.2 45,0 51.5 57.7 63.8
i GShoe Repair 0.3 0.36 0.41 0.57 0.52 6.58 0.32 0.39 0.44 0,51 0.56 0.63
. Puneral Seryices & Crematories 5.3 6.3 7.3 8.3 3.2 10.2 5.1 6.8 7.9 4.0 2.9 11.0
Misc. Personal Services 1.9 2.3 2.6 3.0 3.3 3.7 2.1 2.5° 2.8 3.2 1.6 4.0
TOTAL ~ PERSUNAL SERVICES . - 45,0 53.5 61.8 70.3 18.4 85.9 48.6 258 &b, 8 73,9 8.8 93.4
INSURANCE PREMIUMS
Domestie 7.6 8.0 10.4 11.8 13.3 14,7 8.2 9.7 11.2 12.7 16.7 15.%
Foreiyn 181.6 215.4 249.2 282.8 316.7 33G,3 192.2 232.8 269.1 04,8 342.0 378.5
TOTAL ~ INSURANCE PREMIUMS 189,72 234 .4 259.6 294 4 330.0 365.2 200, % 242,3 Z80,3  3171.5 356 ,7 3945

" PRODUCTS
{pea next page)

1'I‘he figures for H=5 are estimates provided by the piviaion of Taxa:iug; the remaining figures are caleulated by multiplying the rate change
percentage by the rats elasticity (.93) by the base,

zThese figures ate projected at an ¥ percent rate of growth.




Source

ESTYMATED YIELD OF SALES TAX BASE EXTENSION (Ount'd.)

Fiscal Year 1977-78

Fiscal Year 1878-79

Nix§ _ N= N=7 N=§ N=9 N=10 N=5 N=6 N=7- N=8 N9 N=10
PRODUCTS L

Gasoline ) . .

2. with excise taxes 102.9 122.0 141,12 160.3 179.,5 198,86 111.1 131.8 152.% 173.1  193.9 214.5

b, excluding excise taxes 87.2 1093.4 11%.¢& 135.9 152.1 168.3 94.2 111.7 129.%  146.8  164.3 181.8
Fuel 0ils f{and Ice) 57.0 . 79.5 51.% 1044 116.8 129.3 72.4 85.% 99.3 112.8 126.1 139.6
Cigarettes

a. with excise taxes. 29.0 34,4 39.8 45,2 50.6 56.0 3444 37.2 43,0 48,8 54,6 60.5

b, excluding excise taxes 20.6 4.4 28.7 32.1 35.9 39.8 22,2 26.4 31.0 34,7 8.8 43.0
Apparel 87.5 101.8 121.1 136.3 152.6 168.9 94,5 1121 136,88 147.8 164.8 182.4
Food : 275.7 327.0 378.3 429.5 480.8 532.1 297.8 353.2 408.8 463.9 519.3 547.7
Prescriptinn Drugs & .

Hedicine 21.4 25,4 29.4 33.3 372.3 41.3 23,1 27.4 31.8 36.0 40.3 44.6
Newspapers, HYagazines, &

Periodicals 4.8 5.7 6.6 7.5 8.4 9.3 . .3.2 6.6 7.3 8,1 9.1 160.0
TOTAL - PRODGETS 6%6.1 . 825.6 956.6 1,084,5 1,214.0 1.353,6 7549 B%z.3 _i.,033.2.1,172.0 1,321.2 1,4254.1

UTILITIES

Gss & Electrie ‘

a, residential ugerg , 74.9 88.8 - 102.8 116.6 130.6 161.3 80.9 96.0 111.0. 126.0 141.0 174.2

b. non-residential users g1.6 108.6 125.7 142.7 159.8 176,8 98.9 117.3 135.8 - 15%4.1 172.6 190.9
Telephone & Telepraph 28.3 33.6 38.8 44,1 49,4 54.86 30.6 36.3 41.9 47.6 53.4 58.0
TOTAL ~ UTILITLES 184.8 231.0 267.3 303.4 339.8 392,71 210.4 299.6 288,7  327.7 3810 6241
GRAND TOTAL 1,292.6 1,532.4 1,774.5 2,013.0 2,253.6 2,510.%9 }1,39%4.6 1,655, 7 1,917.0 2,174.2 2,434.5 2,6B4.8
Source: Division of Taxation, Dept. of Treasury
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c-22 EXHIBIT |

ik ESTIMATED YIELD OF INGREASES IN FLE SCUEDULES

AND OTHER TAX RATES

Estimated Revenue
{in millions of dollars)

Alcoholic Beverage tax increase
g on liquox of 10¢fgallon (from- $2.80-52.90) 1.6
3 on beer of 1%:¢/gallon (from 31 ¢-5¢) 2.5
; on beer of 3 v¢/gallon (from 3% ¢—673¢) _ 4.8
9.6
.8

; Source _ FY '78 ¥y
5 Motor Fuels tax increase of l¢/gallon : oo

! from 8¢ to 9¢ . 38.0

: Cigarette tax increase of le¢/packl B

;} from 19¢ o 20¢ 9.0

% 2 '

i

: on beer of 6%i¢/gallen (from 3% ¢-10¢)
i on wine of S¢/gallen (from 30¢~35¢)

gHi Transfer Inheritance tax change
limit insurance proceeds exemption

iy
{ ‘g-_;i; to $10,000 5.0
YR . :
: Corporation Business tax change
increase of 1% in net income tax 83.0 55.0
inerease net worth to f£lat .002 3.2
38.0

increase nmet worth to flat .003

lCcnneuticu:'s, New York's, and Pennsylvania's tax on cigarettes i¥ 21¢(sales tax exempt)
15¢ plus 4¢ in N.Y.C.,and 3~4¢ extra on high tar and nicotine(tazable}, and 18¢ (exemp
respectively. :

zCounectlcut s, New York's, and Pennsylvania's tax on, liquor is $2.50, $3.25, and 18%,
respectively. Their tax on beer is $2.50/bbl., 4 ¢/gal , and $2.48/bbl., respectivel
Their tak on wine is 25~ 62 -¢, 10~53 ¢, and .005¢ per unit; respectively. These number
reflect 1976 rates.

L D o i T

Division of Taxation,
Department of Treasury
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EXHIBIT XIT
€23

ESTIMATED YIELD OF NEW OR REINSTATED TAXES

(in millions of dollars)

Ratimated Revenue

Sourcse FY '78 FY '79

1. NEW .
Tobécco Products Tax
(40 percent of wholesale price of
products other than cigarettes)’ .1

Motor Vehicle Property Tax
(tax on pRasenger cars at statawide
average actual tax rate) 232.0

Insurance Tax
(% percent on intereat and dividands

of domastic inaurance companies) . 14,0
Statewide Property Tax -
{80¢ per 100 of true value) 872.0 936

Payroll Tax
{1 percent tax on payrolils) 304.0 330

Ir. BRRINSTATED

Unincorporated Business Tax

(% percent on gross receipts) 24,1
Retall Groms Receipts Tax

(/20 of 1 percent) 8.0
Business Personal Property Tax

{reinstate as previous) 4.0 12.0
Capital Gaine snd Unearned Income Tax

(1% - 8 percent) ~ 62.0
Sales Tax

{machinary) . 17.5 35.0
Sales Tax

({services) . 5.0 5.0

Source: Division of Tawation,
Izpargrent of Treasury




C-24 EXHIBIT XIIT

ALTERNATIVE COMBINATIONS: PROPERTY TAX RELTEF FiUND

78 9
A.
1. Sales Tax Increase: Il¢ - 180.0 194.40
2. Sales Tax Base Increase
a. Gasoline (excluding excise) 103.4 111.67
b. Fuel oils (and ice) 79.5 85. 86
c. Gas and electric
Residentdial : 88.8 $5.90
Non~Residential 108.6 117.29
3. Motor Fuels Tax Increase: I¢ 38.0 38.?6 :
4. Motor Vehicle Property Tax 232.0 261.0
(830.3) (904 .88)
B. Above plus additional 1l¢ on Motor Fuels {8468.3) ‘ {943.64)
Al
1. Sales Tax Increase: 2¢ -360.1 388.9
2. Sales Tax Base Increase
a. Personal services 6l.7 66.6
b. Business services 229.8 - 248.2
c. Gasoline (excluding excise) 119.6 129.2
3. Motor Fuels Tax Increase: 1i¢ 38,0 38.76
(809.2) (871..66)
B. Above plus an additional 1l¢ on Motor Fuels (847.19) (910.42)
C. A plus Sales Tax Base Increase on Fuesl (1lg . (901.i) (970.96)

B plus Sales Tax Base Increase on Fuel Qils {939.09) {1,009.72)
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| * EXHIBIT XITI (Cont'” \
IIT. ' | : \

1. Sales Tax Increase: 2¢ 360.1 388.9

2. Sales Tax Base Extension

Business services 229.8 248.2
3. Motor Vehicle Property Tax 232.0 261.0
‘ (821.9) (898.1)

Iv.

1. Reinstate Repealed Taxes

a. Retail Gross Recelpts 8.0 8.5
b. Capital Gains 62,0 66.9
c¢. Unincorporated Business ' 24.1 25.5
d. Business Personal Property 4.0 12.0
e. Sales Tax Exemptions 17.5 35.0
2. Corporation Business Tax (
flatten rate to .003 38.0 38.76
3. Sales Tax Increase: 2¢ ' 360.1 388.9
4. Sales Tax Base Extension
a. Pergonal services 61.7 66.6
b. Business services 229.8 -248.2
(805.2) (890. 36)
B. A, except raise Corporation Business Tax 1% (855.1) (906.6 )
‘Vr?
A,
1. Reinstate Repealed Taxes 115.6 0&7.9
2. Mbtor_Vehicle Property Tax 232.0 261.0 ('
3. Sales Tax Increase: 2¢ 360.1 388.9 b

4. Sales Tax Base Extension

Business Services ‘229.8 248 .2
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vi.

B.

c-26

A minus Business Services
plug Personal Services

Reéinstate old taxes

Motor Vehicle Property Tax
Sales Tax Increase: l¢

Sales Tax Base Extension

a. Gasoline f{excluding excise)
b. Fuel oils (and ice)

¢. Personal services

Motor Fuel Tax Increase: I¢

(751.9)

115.6
232.0

180.0

103.4
79.5
61.7

38

(810.2)

EXHIBIT XITI (Cont's

(828.9)

147.9
261

194.4

111.67
85.86
66.6

_38.76

(906.19)
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ALTERNATIVE COMBINATIONS: CHAPTER 212 FUNDS

? - F.Y. F.Y.
: 78 79
; I. _ ‘
; 1. Reinstate Repealed Taxes
é a. Retail Gross Recelpts 8.0 - 8.5
! b. Capital Gaing 62.0 66.9
i c. Unincorporated Business 24.1 25.5
S d. Business Perspnal Property 4.0 12.0
: e. Sales Tax Exemptions 17.5 35.0
5 ’ .
.g- 2. Corporation Business Tax .-
! Flatten rate to .003 ’ 38.0 38.76
: 3. Sales Tax Increase: 1¢ 180.0 - 194.40
; 4., Motor Vehicle Property Tax 232.0. 261.0
g . E
; (565.6) (642.06)
: II.
1. Sales Tax Increase: 1¢ 180.0 194 .40
2. Sales Tax Base Extension
; a. Business Services ' 189.7 214 .6
] b. Personal Services’ 53.4 55.3
] 3. Motor Vehicle Property Tax ) 232.0 261.0
(655,1) (725.3)
ITI. .
1. Sales Tax Increase: 2¢ 360.1 388.9
2, Sales Tax Base Extension
a. Business Services 229.8 248.2
b. Personal Services 61.7 - 66.7
(651.5) (703.8)
Iy,
1, Sales Tax Increase: 2¢ ' 360.1 388
2. Corporation Business Tax Increases
a. Flatten rate to .003 ‘ 38.0 38
b.  Raise rate from 7% to 8% 88.0 55
3. Reinstate Repealed Taxes 115.0 148
(601.0) (629)
V. .
. 1. Sales Tax Increase: 1lg¢ 180.0 194
7. Reduction in State Programs 420.0 406

ann N L o VoY




