


STATEMENT OF GOVERNOR CHARLES EDISON ON RAJILROAD TAX REPORT

) Until there is a sebtlement of the railroad tax
contreversary in New Jersey the accounts of the State and of numerous
-municipalities cannet be placed on a realistic ba31s. Railroads pressing
litigation against the State owe something over $34,000,000 in taxes from
1932 to 1940, exclusive of interests
!
: Some of the railroads owing this money are in bankruptcy
Others arq reported to be in such condition that they will seek bankruptcy
- Tfuneble - touadgust their tax oroblem., -

)J

: I havenbeen studying possible ways of working out this
- situation. The State and the affected municipalities require cash tax
peyments in place ef obligations to pay. At the same time, all Jerseymen
| want the railreads to be gi¥en such aid as will enable thém to keep up
their payments to employees, maintain service w1th safety, and continue to
be a source of tax income in the future.

The railroad tax question involves more than a rule
of lawe New Jersey railroads are large employers of labor, Their service
is an important factor in the lives of many thousands of Jerseymen who
commte to work, Many industrieés are located in the State because it is
one of the chief railheads of the natione

The railroads have suffered a heavy loss in ineome
since the start of the depression., Part of their loss has resulted from
the development of automobile, bus and truck comﬁetltlon,'whlch they are
not likely to overcome in the future. A complaint of theé railroads which
has considerable justice is that taxation in Hew Jersey is by a method -
that takes no account of changes in their income.

Important functions of the State and municipalities
have been paid for in the past out of the railrocad taxes. Failure of
railreoads to pay in recent years has left the Teachers' Pension and
Annuity Fund with accounts receivable® for almost 310,000,000 rather
than cashs It has 1éft county school funds with accounts receivable
for more than £7,000,000 rather than cash,

At my request, the subject of railroad taxation has
becn studied by a greup who strove to balance the large public and private
interests invalved. The members of the group were Dr, John F. Sly, Director
of the Princeton Surveys; Brigadier General Lewis B. Bdllantyne of Newark, -~ o
whe is associated with the Firemen's Insurance Company; Carl Holdemen, of L
Laborts Non-Partisan Leoague and Albert R, Jube of South Crange, a member
- of the New York firm ef Chamberlitt,; Kafer, Wilds and Jube, Attorneys.

: in
They have made & report of their studies, which is issued/
conjunction with this statements As the preblem of railroad taxation in
the State will remain under any pessible outcome ef the pending applieation
by somc of the railreads befrre the Unitcd States Suprome Court, wc cannot
bogin too seon to study reasonable proposals far a sottlémont»

Tho groups who studicd this question havo made a
conscientious and capablc effort to assomblc relevant data, I consider o J
they have given thoughtful consideration to the central facters. They : S
have offered a se¢t of rccommendations which are on Page 21 of the accompany- \]
ing repert.




others that have been or may be m=mde will be with cognizance of that fact.

e "(8)‘ Th@ p

of Decond AIaso railroad property to‘the tota
railroad property in the state,

"(d) The first class railroad tax be paid into the general fund of
the state as at present and apportioned by the legislature in such manner v
as may be determined, We urge that allocations for educational purposes be i
maintained as closely as possible to the present amount either from this fund
or from other funds. :

"(&) In order to assure that the railroads’ capacity to pay taxes is
given proper consideration, it 1s proposed that in determining franchise
values that earnings shall be a substantisl elemenht in the measure of such
value. It is the purpose of this proposal that those railroads that now
have substantial earning capacity shall pay taxes in excess of those that
have little or no capacity. The difference of the =zssessed valuztions of the
various New Jersey rdilroads may well be reflected in franchise values
determined in this msanner,"

I pass on these recommendntions for careful study by the Legislature,
county =nd municipsl officials, by others whose interests are dlrectly
involved, ~nd by the public,

Railrosd taxes levied in N@w Jersey last year totnled $18,296,690,
By computetions detailed on the last page of the accompanying report,
proposed changes in the law would have reduced this =mount $5,033,690 if
2 basic tax rate of 3 per cént were used or $612,691 if the rate were 4 per
cont .,

The new tax structure proposed for the railroads would incorporate
such a basic tax rate in place of the present system of having taxes on
railroad property vary with locsl rates. Coupled with the application of a I
uniform rate for =211 parts of the State would be a system of varyinguthe e
franchise valuations of railroads in line with their earnings, so that a <
railreoad with large earnings would pay considerably more in taxes than one
which had little or no earning capacity.

State, county and municipal govermments would ultimately receive
the full amount of past taxes, as they hz2d the right to sssume would heppen
when they were incurring obligations. The railroads would get a chance te
pay off these debts over a reasonable period snd would be helped by lower
taxes in the future to get their businesses going soundly.

I understand, as do those who prepared the report, that more complete
data can alter some of the computetions that are appended., Further study
might be given to the rate at which the proposed new tex system would be
equitabley

There would have to be some trimming of sails as a result of the
reduced revenues levied under proposed changes in the tax law, It should be
kept in mind, however, th=at while levies now are higher than these proposals,
a sizeable part of the levies are not being collected.

I wish to urge education groups and teachers in the pension fund to
note that no proposal is made to ask them to bear such loss of revenue as
might result. The only equitable course would be to make adequate provision
for these activities from general funds of the St=te,

Inconclusisn, I wish to reiterate that there are large public‘
interests involved in the railroad tax gquestion which overbalance the interest:
of any of the parties directly or indirectly involved in the existing
controversy., I trust that discussion and judgment of these proposals and

Any settlement of the railroad tax question must be in the interest of the
people of New Jersey as a whole,

/f
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‘ E;e"er1lary 'Qé , 191;1:
HONORABiF CHARLES EDISON{ :
'GOVERKOR OF THE STATE OF NEW JERS"Y
Dear Governor'
Pursuent to your request,iwe'have giveevcoﬁsideratiqn»to‘fhe railee
road ﬁar problem presentij exleting in New Jéreey and report to you ﬁere-

"with our conclusions.

'~ Among other sources of information consideration has been given to

the B ‘

(a) briefs in the lltlgatlon instltuted by the railroads in the Uhited
States District Court for New Jersey which 1nvolved taxes for: the years

1934, 1935 and 1936; . | o
(b) the oplnlon of Judge Forman rendered in thet case;

(c) the opinion of tne Circuit Court of Apneals for the Third.Circuit
rendered on November 27, l9h0 which reversed the decision of the District
Court;- ; , .

(d) the testimonJ OT Mr. Focht, head of the Railroaed Tax Division of‘
the State Tax Department;, given in the proceeding before the State Board
of Tax Appeels in the 19h0 tex cases, which is explanatory of the method’
of assessing and taxing rallroad property in New Jersey; :

(e) Senate Bill 30h introduced by Senator Foran on March 27, 1959,
which was not adopted but which sets forth a proposed method of compromise
of the unpaid portion of railroad taxes in litigation for the years 1932
to 1938, inclusive, and certain statements and data presented at the pub-,
lic hearing on this Bill which was held on May U, 1930 C

(£} Governor Moore's messages to the leglslature on November 27,,1933,
and May 2, 1934, and Governor Hoffman's -on January lh 1936;

(2) a report dated February 26, 193k, of the 1egislat1ve conmittee
appointed to congider the taxation of ‘railroad and canal property in Vew
Jersey and of the comprom;se of the taxes then in dispute;



" (n) various data submitted by the Lehigh Valley Railroad Company
concerning that rallroad and other railroads involved in the nroblem and
by the Central Railroad- Company of New Jersey.

We have also had compiled by the Prlnceton Surveys under the dlrection
© of Professor John F. Sly a factual and etatistical analysis of Rallroad Tax
Delinquen01es in New Jersey wh1ch is annexed hereto as appendlces. It
shows eubstantially the eeeential facts necessary for. -an 1ntelligent con-

’sideration of questlons, and to the extent thax we oelieve additional data

is neceseary, we will refervto it in the body of this report.

_In the lltigation presently existing before the courts and bhe State
rfBoard of  Tax Appeals which involves taxes for the 1 Jears 1932 to 1940, the
Hrailroade‘clarm that the taxes levied agalnet,them are\illegal because_in
violatdOn of tne constitutions of the state of‘New’Jersey.and«of ﬁhe United
,Statee. The courts ‘have consistently decided agalnet the railroade and thls
_question i8 no longer open unlees the Supreme Court of the Uhited States
shopld permit the case to be carried to that court,whlch we believe doubt-
ful. The.deeieione of the courts,Ihowever; (see the,decleion of‘theAC,C.A.
'3d'01f. rendered on 11/27/40 in C.R.R. V. St. Tax Com.) have7bee£‘based on
legal rather than economic grounds and have quite nroperly left open the
questlon of whether or not the railroads have been and are being excessively

taxed in New Jersey as a matter to be determined by the legielature and not -

by the courte.A

We have given our principal con51deration to the two main problems

involved 1n the railroad tax situatlon. :

- | = 2 =
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- (a) whether the state should accept the proposal of the litigating
J‘railroads to pay over a period of time abouﬁ $lO,875,000,.in full settie-
: ment of.their delinquent téxes for the. years 1932 t0\19h0 inclusive, which

amount. (exclusive of very. substantial interest) to about $3k, 268,000, and

C(v) wnether the present railroad tax lew should be changed anu 17

: so, in what respect

We will dlscuss these ‘questions in the order in wh ch bhed nave 1ben

‘stated and wili 81 ve ourrconciusions\separately with respect to each.

; Shouid’the CompromiSe'Pfoposéd Ez‘the Railroads be Accépted?

CAfter, consideration of this question, we have decided uh&t the com-
promise . in the form proposed bj the railroads should not be accented bv'

the state. «Our reasons for this'conclusion are as follows:

:‘ Pa,ge ‘l2land' the follo%:iiig baées‘f of bAnpondi’x I , Which is ai;toched rev‘-- o
veal that rougnly one-half of the delinquent taxes owed oy the lit1~atinb
railroads about wl6,8u9,000 belonvs bv virtue of The pvov181oqs of tne
railroad tax law to the various mun“01oalities of Lhe state. This tax wag
assoéaed on: second class railroad property locaued in §nese municipalities
and is part of‘the generai,p}operty fax of each téxing‘diétrict compriSed:

therein.




' Tﬁe’totel,”$17;O30;655,?of‘delinquent second olaesifeiiroad'property‘
taxes throughout theestate, substentiaily all of which‘is owed by the rall-
roads inuolved'in thisiurobiem,'is"for tne/ecoount of:281’munioip611ties;' .
;and 22 ner oenoru; this anount is owed to the ten municipalities of Hudson
County. Slxty-one'per cent -is owed to Jersey Clty alone. The table on
pa&e l% of'Appendinilishows‘these delenouencies expressed as percentages
of ° Oual 1940 pfoperty taxes levved in flve Hudson County municepalltles.l

_ In Jersev CitJ this percentage Ls 32./, in West New York, 37 9, and Ln‘
rweenawxen, el,o. Ae oompared wxu'b'B per’cent Ln Hudson County, the ner
centage isjonly 4 ianséex County, 3 in Bergen County; and lO throughout ,
. the rest of/the stete;' -‘ | - | |
On ueues lu end 17 OL Appendlx I we. show tnau Li‘tne nronosed settle-

>ment orfered by uhe rallroeds is acceoted the munlc*palities of the state

“would receive'aoout o),OOO OOO and would be conoelled to write~off aoout,

\ - 311, 81& OOO Hudson County muniCLpaILtles WOuld receive oh 212, oOO and"

ywould wrlte off 09,00),000 Essex County mun101pal1ttes would receive
%205,000 and wrete o ')h72,)00 Bergen County mun1C1palLtles would re-bq
vce¢ve 9152 2(5 and wrlte off 33 4,4 20 and the rest 0¢ tne counties of the

state would receLve 9507,)40 and write o?f @1 181 399.

Thie foregoing Tigures have led us to conelude'thet'the’eettlement“‘
proposed by the railroads should notj s a matter of?faifness; be consum-~
mated without the approval of Hudson.County because by Tar the largest part .

-lJ.— \
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of" the del*nquent second olass tax is recelvable by muq1cloallt es of tnat
_county.. ~ Acceptance of»thejcompromise‘without their consent would in effect

be depriving them of valuable -assets which the law gives to them. As a
matter of practical fact,wﬁe‘doubteiflthe compromige could be consummated
without their: cooperation as eV1denced by the failure of the legislature

to ‘adopt the Foran- blll (Senate 30&), whicn contalned substantially - ‘the -

wcompromlse now. offered’ andffailed of 'passage in 1939.

| The llrst class railroad tax delinquency‘of apnromeately %l? 800 OOO o
is oW1nU in tne flrst instance to the state and throubh it to the state
vfund the teachers' pension fund and ‘to the countles of the state for
vschools in the pronortlons shown on page 7 of Anpendix I. This tax lends;
1tself more conveniently to the proposed settlement than the second class
tax in that the write-offs could perhaps be made up in part at least by
“the- state from other souroes of revenue. It would be difficult, however,
to.compromise‘the first class tax Withoutvelso oomprom151ng ‘the second =

-class tax.:

It is also impfactical to consummate the railroads' offer of compro= -

' nﬂse because four of the seven rallroads are in bankraptcy and three of

Ki

fthese --uuent;al R.R. of N.J.,;Neerersey and New Yorm, and New York, Sus-
.§uehanna and Western, =-- heve withheld announcement of +heir'willingness to
settle Onﬁthe prOpbsed-basiso What they will or can do respectinb the nro-

posed . compromise 18 not presently known because thelr course depends upon

-
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the decisionh of the ‘courts under whoge Jjurisdiction they are now operating. -

This means that there is really no actual offer of settlement except from
the Lehigh Valley, the Lackawanna, Erie and New York Central.

We are fully aware of the fact that the railroads not now in bank-

rﬁptcy may place themselves under the courts' protection iT the state seeks

to enforce the collection of the deiinquent!taxee,’and,thatfiﬁ consequence,

the state, and hence municipalitiee,:may never. be able'to collect more'of

i

‘the second class tax than the amount now offered. Still we feel that, in

’ faquess, this questlon must be determined by the ‘enti tiee 80 preponderant--

ly involved, esp901ally those munLclpalwties which have in qood faith an-

‘ti01pated‘revenues virtually promleed ﬁhem in the past by the leglslature
ef ﬁeﬁ 5ersey. Since.they opfese the settiement, we‘de'net’feel that we

can advieé'fhat the state accept it egainsf(their wiehee. o |

We belleve, however, that the lnterest which the entire state has in

vtne efllclent oneratlon of ite ra:lroads makes advisable the settlement of
the tax del1nquency of the seven litlgatinU rallroads upon the basis of

- payment oyvthem in full of the,ent;re‘amount unpald over a\eesignate@

~ period of ieare.ﬁitheut‘the pfesenely acerued interest but with:ihteféét
at.the\réye/ef:S be? cent.per ennuh ffembthe effective daﬁe ef’the eeﬁiro~

mige. | AR . .

Coupled with such an understeanding the reilroad tax lew should bé-
‘ amended‘as_hereipefter'provided. The proposed\emehdments will, we beiieve,

have the effect of reducing taxes for those raiiroads whose earnings Héve

-6 -
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been reduced. Such = settlement would be,advanﬁageous to thson County in
that it would provide for ultimate receipt bf'the‘full tax levied; 1t would
not be unduly burdensome on the raiiroads not in bankruptcy becasuse they
would receive sufficient time to pa&, would be reliefed of a véry»substan- :
fial sum of interest penalties,‘and very likely would be relieved of the |

necessity of vlacing themselves under the control of the courts.

The railroads in bankruptcy would have to obtain the ép?fpval’of the
court before they could accept any comprémise and payment by them of de-
linquent as well as‘curfehﬁ taxes‘would.be-dépendent'uponvcourt order;
but their existing delinquent tax bill Vould be substantially reduced by |
the elimination of the penalties and they would receive time to pay.

Their reofganization and discharge ifrom Judicial custody should be expe-
dited verticularly if fheir current tax accruals are reduced by the'change

in the tax law suggested belov.




€hould The Present Reilrosd Tex Law Be Changed =
‘And If So In What Respect?.

N

’Tne“law“under which railroad:taxes are assessed is contained in Chap-~

tera 19 to eo”ihc1us1ve‘of.T1t1e 54 of the Revised Statutes of 1937. Since
-,l8bh to the prescnt ‘time, the law has directed the separate valvation and

tayatlon of four- (h) classes of rallroad property : These_classes are"set

forth in Revised Statutes of 1937, 54:22-1, as follows:

b - ) -

} “I.' The 1en‘th and value of the main stem of each rail-
road, and of the waterway of each canal and the length of such :
: »main ‘stem and waterway in each taxing district SR

: II. The value of the other real estate- used for rails"
”road or canal purposes in each taxing district in this state,
including the roadbed (other than main stem), waterways, res-
ervoirs, tracks, buildings, water tanks, waterworks, riparian
rights, docks; wharves and piers, and all other real estate,
except lands not used for rallroad or canal purposes,

- "III. The value of all the tanglble personal oroperty of
each rallroad and of each canal company,

. "IV. The value of the remalning property, includlng thei
:franchlse. : e .

The law prescribes noAmethod of'raluation of‘railroaddfrOPerty forv
.ﬂtax pufposes., It leaves to‘the,assessor the choice of the hethod of val-
uatlon, how he should determine values, what exceptions should be made,
what standards of value he’ should -adopt, and what information he should
require 1n the tax. returns submitted by the rallroads. The assessor is
‘emnowered bv the statute to use his own. knowledge and Judgment as to the

~value of the property to be assessed (Focht 2671).

I8
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It appears from the %ectimony of-Mr.,Focht who is in’charge'of ﬁhis
'"work ior the state, that two general rules have been followed by the state
‘in valuinb railroad rroperty for taxes, namely (2) the onstltutional re-
quirement that all propertJ shall be asseseed under unlform rules accord-,
aing to its true value, and (b) true value\ is value at which, in the, -
Judgment of the assessor, t would sell on the asse591ng date at a bona
rgigg‘sale between a w1lling buyer and a williug‘eeller,uueither of-whomnwae'
‘uﬁder apy necessityﬂor~chpuleion;to deal uith the-other. P

v

I

The railroads contend that the New Jersey asaessmeuts of railroad o
1property are excessive and result 1n euch heavy taxes that the railroads
\\are unable to vay them and still maintain their oropertd in efficient op—
erating condition ThlS results, the railroads claim, from the failure s
of the: state to include in 1ts indic1a of value current railroad earnings."

We belleve it is a fact that the gtate of New Jersey ‘does not accord any
~,substantial consideration tovrailroad‘earnings in-fixing value. The fol— o
lowing table of gross Byetem revenuea, net operating 1ncome before taxes -
'and fixed charges, and New Jersey taxes for the yeara 1926 to 1938, cover-r

ing all the litigating rawlroads and. supplied by the Lehlgh Valley Rail-

~

road ~Beems to bear out this con’cention‘1

learrett, P. 3. Teble of Gross Earnings and Taxes --.all roads. :



‘Net\Operéting'In-w_

- Gross Revenues New Jersey

come before Taxes

(System) _and Fixed Charges Taxes (a)

1926 «’:;9142,11;71,»9414‘ ©y 8233,732,9k4 - (1926) $11,643,785
1927 - 902,932, 12k 204,431,058  (1929) 11, 9oh 341
1928 696,022,719 : 219,981+ 035 £19‘5‘o) 12,779,311
1929 919,987,850 223, 543,212 1931) 13,154,'119

Average - 5915,272,660.100°/0 $220, 422, 6122100%/0 412,370,390 -
1932 BWTT,758,670 . - 4 07,426,169 (193%) 12,270,836
1933 458,764,283 97,102,784 (1935) - 12,347,490
1934 478,273,380 - 9k,352,609 = (1936) . 12,291,809

1935 »-h9u 660 285 ok, 493,825  (1937) 12,164,446 -
1936 569,032 721 124,720,764  (1938) 12,764,381
1937 - 573,760,031 111,235,396 (1939). - 11,325,741
1938 - 476,905,957 - T, 875 574 (1940) 11,478,613
Average - 50k, 165 olg- 55 08% 98,172,160 - L, 51L°/o 412,020,474

P

' The average gross earnings of the latest perlod (1952 19&0) are'
 therefore 55. 08°/o of the earlier period (1926-1929), while the net
' earnrngs available for taxes and fixed charges for the latest perlod

- are hh Sho/o of the average for the pre-depression period.

, (a)iAssesament and taxes two ygars 1ater,than fiscalryear.

The railroada ore, of oourse, public ut;lities in whose welfare the
public has an important and profound interest. For this reason the rail-
roads are not free as other corporations are to fix the terms and condi-
‘tions_upon whichftney do businesa, 1They cannot regulate thelr 1ncome_be-n
rcauao‘they cannot‘fix their own freight or pasoenger rates; tney cannot
relinquish unprofitable llnea orvproperty at’ will but only with the ap-
V”proval of public authority whlch is usually difficult to obtaln, ‘their ‘

»rates of wages are matters of publlc concern and regulation, they are .

- 10 -



completely subServient'to public regulatory bodies because they are public l
~ corporations. . Their~income is\therefore largely beycnd their individﬁal”' ‘
" control. -

A

Rgilroaé incéme is éxpendedifir9£ for labor and faxés. If anything':uv
i is left, payment is maae ts'the oﬁnera. The réilroads*must defféyrﬁhe costs” i
of tfénsportétion and. of tﬁe maintenqnée of,their,equipmené béfofé.apy |
diSbursements can be'madegfo the owﬁeré _ Of the geven railréade ihvbl§édrn
in this dlscussion, fovr are already in: bankruvtcy naﬁéiy:'Centfal R. R.
of N. J. which owes roughly‘>13,h50 OOO of the total of ebout 33k, 268 OOO |
owed by all of the. litigatiné roads, Erie R. R. whlch owes @h 700 OOO
Susquehanna which owes pl,?l?,OOO; ang the N. J. and N. Y.VR. R. which;owes‘..
about $287,ooo. The roads7not in bankfuptcy aré: the Lehigh vailéy which
owes abouf 34,550, 000; the Lachawanna whlch owes about $7 345,000, “and fhe

N. Y. Central which -owes about b2 700 000.

N

/

:Th¢>Lehigh Valley haéihéd-a deficit'every year sinée 1932 except in‘
1936 when it earned*some mbhey. .It has oald no dlvidends on 1ts preferred
stock since 1932 or Qh itélcommon-stock since 1931. Wlthin the last year
or two the Lehiéh Valley,‘fhfoughvcourt proceediﬁg'under the Chandler Act,"‘
has,receivedlsome relief‘d£ its bonded indebtedness which we Believe;hés

been in‘the nature of the“ﬁoétponemeﬁt of maturities.

The Lackawanne has héd'a deficit in every,jeaf since 1932; 1t hes paid

" no dividends since 1931.
The New'iérk'Centralwhad deficits from 1932 to.193k4 inclusive; incane

in 1935 to\1957vinCIusive§_a large deficit‘in 1938, and ihcome,in 1939 ard

- 11 -



1940, It has pald no-dividends since 1931. .

i
)
)

Inasmuch @s the owners (that is, the stockholders and bondholders)

of the four railroads in bankruptey are not receiving any part of the

fund, we believe that the real pfoblem_inyolveqb;p,thls_branch of our

L

discussion is how each dollar. of railroad .income shall be distributed

mong two. of the three majprwglaimag¢aﬁpamegjabove:,the.workgrs7and‘the

government . Hﬁileithg bqndholagrs,ofﬁghe other roads are probably re-

ceiving their interest in part at least, the: stockholders. are, receiving.
nothing, and the secﬁrity_of the pondholders-seems_tQ have been impaired..
Al K

The owners, of the New YOTK Central, whlle better off nrooably than the -

,secuflty holders of any of the other ranlroad comnanies involved are not;.

‘in,a;very_secure”9931tion.‘

o T6>the'extéht thétfthé féilroad ;néome“doliaf is’dist;ibﬁfedlté tﬁe‘

workers, the maintenance of the‘rdilréad in ¢odd‘rebair and its’éffiCient“

‘oﬁénation‘is‘éhhanced. Other thi &8 being equal sume nreference, we be-
lveve, snould be wiven to this avenue of distrlbutlon, PBDGCLallJ if, as,
Ve uelieve is the fact, New JerseJ has oeen more severe in the uaxation of

her raiququ}than,pther states.

The limited area of New Jersey asnd her intensive industrisl develop-

ment fake her peculiarly dependent upon efficiént transportation at rea-
; . : ‘

sonable\oost;because'Only,infthat.way_qan she secure adequate rav materials

&t lov cost and the necessary opportunity to send her finished préducts»

"12—



throughout the countrv at competlt ive *rlces.’ Onl* rai 1roeds vhlch are
ef11c1ently and economlcally manabea can saoplv tnls derv1ce vhtoh 1s

unugually neceSSQrv to hew Jersey. If our ra;lfoads SnObld ceterlorate,

L

‘the state would suffer economlcally. .

If the tax’load of New Jerse& rallroaas *s too great it is to be
exoectea that the malntenance of equipment and conseqacntly efflclent and
economie eneratien of rallroad Ofopertv will decl4ne. Not onlv will this
'cause ecenamlc lose to workers and merchants in the state but the usefvl-

ness of ‘our: ratlroads “in ald of natlonal defense wwll suffer. In these
; , ‘. .

days when ‘our, feqeral government ‘and all- the cltlzens of our country are

embarked on a saperlative effort for natlonal aefense, we shoala be par-

1

tlcularl careful that oat railroads are 5ermittea to earn saf41c1ent monr

ey to Leep thelr pronertles in repaer and canable of reneer;n ma.ximun

service.

ey e T

: A statement submitted bw J K. H*ltnel, Ty a;flc henaber, United States
'Plpe and Foandrv Co., at the hearlng on Senate Pill BOM in Mav, 1959, con~

talned the follow1nﬁ“

"The other serious condition that would confront the in-
dustries of New Jersey if the volume of our business should be
‘suddenly increased, either as the resul! of a return of pros-

- perity or of a war demand for trangportation, is strikingly
supgested by a report which' the Interstate Commerce Cormniggion ™
released last month uhOWlhv the extent to which the railroeds,. /
undéer the nressure cf the depression, have reduced their fac- '
ilities ano partlcularlv their equlbment..

) Thls report for example, shows that dn 1929 tne Central
Railroad -owned 22,780 freight cars, wheress in 1927 it owned
only 12,850 frelght cars; the D. L. and W. in 1929 owned
25,900 frelaht cars,’ana in 1937 they owned 19,070 freight

VR
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cars; the Erie in 1929 owned 44,500 freight cars,while in 1937
it owned 25,6¢5 freight cars; the Lehigh Valley in 1929 owned
26, 15& freight cars, while in 1937 it owned onl\ 15,485 freight
cars, the New York Central in 1929 owned 217,000 freight cars,
while in 1937 its ownershlp had been reduced to 14€,000
frewght cars. -

To people familiar, or who have had experlence with this’
transportat on problem, such f;gures are startling. They mean
that if end when business in New Jersey becones normal again,
we are llkelv to be confronted with the most serious car short-

“age In the history of the State. I 'sey to you with all the em-
phasis I can commend that if the policy of the State of New Jer-
sey in over-t&x¢nf its reilrcads is largely responsible for an

> enormous retirement of freluht car eguipment wnwch hes occured
in this State during the past gix 3earq, then such policy will
prove to have been totally lecking in vision because it will mean
that when everything is set for transportetion to come back, we -
»w7ill have a broken down machine that will meke it iupossible

~ for our factories and industries %o meet the demands whlch w1ll
be*placed upon them.

Moreover th;s report by the Intersuate Commefee Comm;ss¢on
conteins a lot more statistics -showing not only & startling reduc-
tion in the available freight cars ownedby these New Jersey rail-
roads, but the figures also demonstrate that the rights of way.
and rails and other facilities are not being meintained and re-

_paireé according to normel stancdards. - These figures show, for
example, in the case of all of these New Jersey rallroaas, that
_ the number of tons of rail revlaced annually during the. past
five years is legs than 50 /o of the rate of replacement that
preva;led in 1929 ,

Furthermore, they show that the number of man hours em-
Tloyed by these railroads in the meintenance of ways and struc-
tures during the past five years has been less than 500/0 of the
normal emolO'ment in malntenance work."

The Pr631dent of the Few Jersev Taxpavers Association at a Dubllc
hearing ‘held May/h,\l959, on Senete Blll 50& stated-T
"I am an em@lbyer 5f labor. For\yeérs my company found
in common with hundreds of other companies around the State,

that vrosperous railroads were large buyers. The railroads
- have not been large buyers for years. And as a result my



,comdany has not enplo\ed men who need work and whose lack of
-steady income hurts us all, but when men can t find worl the

home owner 15 the one who saffers most.

When the railroads are practically bankrupt and cannot

buy, . then unemployment is made worse because industry after:

industry which depend: upon a healthy condition of the rail-

roads, finds its market gone and hence can offer no. jobs to

the workingmen who need them, and these workingmen in turn
fall back upon the State for support thus adding to the taxes.:
of those who stlll have jobs. Aoaln the home owner saffers.

Still looklng at thls nroblem from tne standpoint of the
small home owner, what will the effect on his investment be if
the railroeds are driven into bankruptcy go that their train
service must be curtalled I live on a railroad that is al-
ways in financial trouble and I do not note that anybody ei-
ther employees or home owners, are benefitted. All over the .
State - there are commnities depending on regular and efficient

« train -gervice. Isn t it clear that the value. of their home:
» will be reduced if ‘the railroads on which they depend are

same

forced to curta11 tneir service and facilities?” -

The President of the New Jersey State Chamber of Commerce at the

public hearing said{,

. . (l) The railroads constitute one of the chief indus-

tries of the State, employing a great army of citizens which
in normal times exceed=d 50,000 and at the present time ex-
ceelds 27,000 1nd1v1dualq and purchasing approximately T
%25, 000, 000. amually of materxals and sunplies from New Jer-
sey 1ndvstr1es. .

(2) These railroaas are performlnr a vital public ser=-
vice, transporti ing not merely the raw materials and fuel in-
bound and manufactured oroducts outbound on which the prosper-
ity of our factories and the employment of our working people
depend but they also transport dally over 325, 000 commuters. .

(5) Any dlsruptlon or curtallment -of this service upon .
which industry depends for prompt and efficient handling of .
goods and pasgenger travel; would be disastrous to the busi-

ness interests of the State. It would be as serious to small ..

~ business as it woula to large business; every one would be-

affected.” - . . , D 7 v
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.‘Judée Forman in his’opinion in Central Railroadkv.rThe State Tax Com-

misslon pointed out that the decreaee in- earninbs of the railroad prop- .
‘ erties isg not temborary but has been due to a permanent lose of traffic
.as a result of changes in businese and transportation methode It'muet

be remembered “he said that these railroade were: built to. provide trans-
portation be ore the perfection of the motor truck and the construction '~:
’x, of the highway syetem. A large proportion of the traffic formerly carried
7solely by the railroade ia now being transported bv trucke, buees, etc.
The rapid development of concrete state highwavs has resulted in the diver-
eion to truck haulage of a vaet tonnage of frei¢ht includino anthracite |
coal. Coal shipments have aleo declined because of the grOW1ng use of

petroleum for fuel which doee not move by rail to any extent. Judge For-‘\
man said that he was noved to take notice of the lose of export traffio.
Foreign natione have, increased their custom duties on American producte
B in reprisal for the ‘increase in the tariff on imported goode with the re-
sult that their trade has gone elsewhere. He concluded that in order to v
‘reflect thie deflation and diversion of bueinese, it is imperative that :
the earnlngs should permeate every‘ltem of railroad Dronerty tangible and

'intangible. '

Harlev L. Lutz, Profeeeor of Public Finance, Princeton Uhiversity,
publiehed a pamphlet entitled "A Statement on the Propoaed Compramise Set-
3 tlement of the New Jersey'Railroad Tax Levies in May of 1939, in which
he ehowed that the ratio of taxes to Groes Revenues of Class I Railroade

in the United Statee for the years 1952 to 1938 vas 9 56°/o page 5)

-
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whereae for each of the five more - 1mportant New. JerseJ roads 1nvolved in

’this problem the' ratio (on a system basis) vas 11. l9°/o in' the ‘case of

the Delaware, Lackawanna and Weetern, T. l9°/o for the Lehigh Velley,

6.87°/0 for Erie; 20 O8°/b for Central Rallroad of New Jersey, and 8. 95°/o

for Nev York Centrel.

. Professor Lutz also ghows (page 7) thet if theé railrosd texes levied

in Neﬁ“Jersey"are.CQmpared,Witﬁ‘that;part of system earningetallocated:to“

New JerEeyﬁonethe basis Qf-all track miles which gives at least somée re- -

cognition to the factethéi'New‘Jefsey”ie'a terminal state, the natienwide.

vratio'ef taxes to groee'éarnings whichf'ee stated”eie 9456°/o'becomesfin  .

New Jergey 25 5°/b for the Lackewanna; 25. u°/b for Lehigh Valley, 23, 7°/o -

’bfor Erie, 20, 09°/b for New Jereey Central and 46.2%/0 for New York Cen-v\

tral. . . : ‘ ' V . . . e

-~

Comparieone are aleo given in" the pamphlet which -show, for instance,

in the”’ caee of the Lehigh Valley Railroad that New Jereey taxee for 1952-
»l938 were. 60. hho/o of its entire systen taxes, -while it had only 9. hlo/o )

of ite road in the state and only 16 530/0 of 1ts trackage. In ‘the. case

N

- of the- Lackawanna Railroad the New Jersey taxes were«63 500/0 of the sys-.

tem- taxes while only . 23 7°/o of its road was in the etate and only 28°/o

of ita trackage. C

i

Another comparieon given in Profeseor Lutz 8 pamphlet based on.an=

-

nual averagee, 1952 1938, is'that in the caee of the Lackawanna, the aver-

age tax per mile ‘of' road W1thin New Jeraey vas: $l3,96l wheresas 1t was *,'

$1649 per mile outside oﬁLNeW'Jersey; and the everage tax per mile\of

=7 -



" track within New Jersey was 84,315 and $641 without the etete. ‘Similar
' ‘ccmoarleone with respect to others of the litigating roads are given, .
-each showlng a much higher tax in New Jersey per mile of road and per

mile of track than ‘outside of the etate.

| Theesame’pambhlet‘contaihe.auccmparieon of the‘operating;income of
flre;of‘the litigatlng raiIrpada\(yie: Lackawapna, Lehighlvalley, Erie,
“ céhtfai R.. R.:of N. J. end N. Y. Central)'averaged'for the,years 1932rt9
1938 allocated to New JerseJ and the taxes levied by New Jersey. 15 the i
case of the Lackawanna, the income was. ¢2 h92 927 and the tax $3,27O 553,
in the case of the New Jereey Central it was $2 79h 264 income as campared
: with a tax of $3,8h3,09l and the remainlng roads ghowed in every cage that
71 the.average}annual'tax was greater than the average annual net operating~ -

~income.

. Infcommenti@g on‘fhis ceﬁparleon, Professcr'Luti eaye that it is
‘fortunate‘fcr>New Jersey rhatbthe otherbetates lnfwhich theee railrcada
,oﬁerate’did nct attehpt to keep-ﬁace'withkher lﬁ fhe'ambﬁﬁtlof railroad.
d'taxee levied becauee the capaclty of these roads to serve New Jereev pop-
kﬁfulation and industrlea would have been impaired much ‘more . aeverely and

at a much,earlier date.

N

The pamphlet referred to shows on page lh that on an annual average,
‘11932 to 1938 the ratio of taxee to operating income of five of the rail- '
:roads involved was for the New York Central 2L6. 360/6 in New Jereey and s

.,;hhl 79°/o outslde, for the Lackawanna 151 9°/o in New Jersey end 19 h9°/o



ontside; for the Erie 108;§§°/e in lew Jersey, and 16.40%/0 outseide; and
for the«Lehigh"Valle;~157;260/0 in\Neﬁ Jersey and l5.0H°/o‘outside.

A publlcation of the Int erstete Comneree Commission, " tatistics
of Rallways in the Unitea States 1937," shows in statement No. )9 the tax
accruals 1n each state per mile of road. In th 8 statement New Jersey
is highest, vizs: )9,902 per mile as compered with the average +hroughout

the' United States of pl,47,. oo .

- New Jersey'seeks to Justify ‘the larbe takes assessed agaLns ite

N

'ravl*oads on the ground that it ig & brldge heaqlﬁtate Wnth short mlleabe
’and,large terminals whichware of great value. While\we agree that a short
line railread‘leadino to?a valuable'terminal~hes moreevalue pef mile than
a road of great length leadlnb throa 1ba snarsel" settied dietrict,'wendd
not thinkrthe comnarisons,made in Professor Lutz's pamphlet can be aae->
quately Jnetlfled on uhlS bas;s parthularl vhere his»ailoeatienS'ere 
made on an all-urack ba 15 which allows, in part a£ least,. fof the valee
of the terminals. | o

An dpiniOn of Judge c1am of the District ceurt ef,,I-g’ew"Jersey,vrender-\

f

ea 1n December of l9h0 1n uhe Na‘ter of the New York, Susouehenna and

Western Rallroad, ﬁhOWS a comparlson~of taxes levied per mile of ‘the rail-

roads of Hew Jersey and certa:n other states in 1§31 to 1956;'7This nas

~

been extenaed uhrouuh 1050 ag lOllOYS'



“state 1951 1955 17 18 B

:,I‘Tew Jefsey C 0 810,056. . $9,136. £8,998. 5!39,902- o >1O 51":»
© Dist. of Co. . L,481. 4,378, 3,937. - - T,946. 1Q 156.°
. Rhoce Island Lo16. 3,741, - 3,570. 3,8L5. h,16h.

Tew York . 3,550. 3,522. : 3’039“, 3,720. .~ k4,351,

Data obtainnd from Interstate Commerce Commission, Statistics on
nallroads in the Uhited StatesJ Annval Renorts, 1931-1938. .

: Erdfessor~Lufz refers'on pagé'll of his pamphletvto what he calls the
sinister significahcé,of the deficifs\of\the‘railroads in guestion as re-

' véaled by‘a circulaf of the Interstate Coﬁmerce Conmission datad January

1, 1939 vnch reported that as of that date the unuer~maintenance of the
‘_Central Raierad of~New Jersey was $u4,87h, 814; the Lackawenna, % 2,091,800;
the Erie,U,,lOQ 801; the Lehigh VaLley, 81,6 h,gﬁ5; end the Reading,

:;)03556,3;3; ' e v’ . - _ L o

we ‘believe it 19 common kﬁowledge that real estate and other nroperhy
~1s not aseesued in New Jersey at full Valde.“ The percentagevof full value'
_renresented by assessmente probably varles in the different taxing dlstricte
accog@ing‘to the Judgment of the local»assesgors} Several state‘commlsslnns
or otheirinvéstigating bodies hafe éttempﬁed tp find out'what,the.étate
‘avefgéelis in thils regard but without,compléte'succéss;‘_The properties of
the.failfoéds,‘howeveg;'are undoubtedly aébessed for at least fuli’valueh_'
ﬁgéiﬁstvwhich the-average.staté ﬁai7fate is aﬁnliéd in fﬁe gaée oflfirst
/iclass property and the local rate in the case of second class property.

The aver@gg rate in 1933 was 3.7§°/q and 43639/9_in 1939. This is prob-
ébly one explahétibn of'£he,high takqs assessed againstkNew'Jersey rail-

' foadsi » |
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Considerihé"this ﬁrobiem fron fhe staﬁdﬁoint of *1°.wel¢are uf “the’
state, we are lea by the forego¢no aata to the conclusion that the‘eeCner
omic 1nterests of New Jersey requlre amendment of the rallroad +ex law
:sQ thet taxee on the rallroaes'will pe reduced at,least-WIth respect to
those‘raiirOads which are ﬁ&ving;diffieultykin meeting Qperatiné expenF 7
- ses.. If ﬁaxesvare‘hot‘redﬁcedfwe believe that the;ability of these roads
_\te‘transport passengers ana freight,effiCiently end at,reasonebie pest
| Vill’be jeoperdized.r Sueh;aeresult ﬁoﬁld manifestly bevmosﬁﬁunieftunatéilq

" in &n industrial state like New Jersey.

We thefefore recommena:

(a) The payment of all railroad tex dellnquencles in full
over a deslgnated perlod of years without penalty.

(b) A nev tax structure for the railroads based>apon a
1100°/0 ad. valoren valuation as at pre.aent6 but levied agalnst
at a flat rate tentatively suggested ag 3’

, (c).The eecond class railroad tax be apportioned to the
- various municipalities. Each municipality will receive that
portion of the second class’ railroad tax determined by the
ratio of 1te total local aogessed value of second cless rail
road property to the total agsessed value of second class rail-
road property in the state.»’ T :

_ (d The first class reilroad tax be paid into the gen-
eral fund of the state as at present and apportioned by the
legislature.in such menner as may be determined. We urge that

. allocations for educational purposes be maintained as closely

. as possible to the present amount either from this fund or

from other funds. _ :

(e) In order to assure that the railroads' capacity to

pay taxes is given proper consideration, i1t is proposed that
in determining franchise values that earnings shall be a

e



substantial element in the measure of such'value. It is the
purpose of this proposal that thoge railroads that now. have
subgtantial earning capacity shall pay taxes in excess of
those that have little or no capacity. .The difference of the

‘apgessed valuations of the various New Jersey railroads may o
well be reflected in franchise values determlned in this man—

ner. : .
: ’Wé4belieVe:tnat legislation giving»éffect‘to-the'foregoihg recom=--
mendations wouldtbe beneficial”fo the State of New Jersey as a whole‘beé

cause 1t would materlally reduce railroad taxes whﬂch aopear to us to

‘be presently too hlgh, esneclallv as compared with the ab‘lity of the

—

 New Jersey railroads to earn mgney. If rallroadltaxes are not reduced,

we believe that our railroads will deterioraté and become increasingly
unable to render efficient service.

~

~Cur suggestlons are not ag dragtic as they may ‘at first appear to
be since up to about 190) rallroad property was taxed in New Jersey at

a limited rate of one and one-half per cent (1 1/2°/o

~ The foregoing_report iabfespectfully.bubmittedf“

R
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SUMMARY -

This memorandum contains_en anelysisfof all delinquent railroad
_'taxes'in ﬁew’Jersey which have resulted from nonpayment of levies forAthel
‘years 1932‘to 1940, inclusive.v Delinquencies are shown by roads and are
divided as between First (state) and Second (local) Class ‘taxes. Further
dlvisions show the distribution of taxes due as_between litiga’cm\_> and non-i/

, litigating railroads (n. h)

Total payments required to settle delinquencies of litigating roads
upon the basis of 75 per cent of taxes levred for the entire perLod have
Lbeen comnuted. , Hldden refunds resultlng from the inclusion of levies'

: fully paid in the base for such a settlement have also been computed (p. 2).

Similar computations based upon a 5 per cent settlement of levies
' rfor each year not elreadyvpaid“to that extent have been made. No refunds"
would result from such a compromise (p. 3). _

Claims against First Class Railroad Tax delinquencies are shown by

~

funas in: the order of their statutory priority (p. 8) FollOW1ng\a hist-

orical summary of First Class Taxes covering the'period l952-l9h0‘(p. 5-7)
the effect of a compromise settlement of unpaid taxes at 75 per cent of levies

is shown by roads and. by funds (p. ° -ll)

' In a similar manner, claims against Second Class delinquencies are
,shown by municipalities holding the major portion of them as receivable (p. .
The- effect of a compromise settlement of such delinquencies is shown by roads

and by municipalities (p. lh-l?)



- A. Introduction

~ During the years 1952 to 194Q inclusiVe, a total of $174,112,836 in
taxes was levied agalnst all rallroads in New JerseJ. or this'amcﬁnt
234, 021,779, or .20 per oent were outstandlng and dellnquent as o¢ ‘Decernber

31 1940

o’

Seven rallroad systems accountlnq for $110, 170 003, or 63 per oent
‘of the total levy Have been in almost constant lltigatLon of thelr tax blll
to the state. These systems were dellnquent at the close ‘of the calendar |
-year 1940 to the extent of ¢ b3k, 268,405, They accounted for slightly more
than 98 Der cent of all delinquent rallroad\taxes.' Delincuencles for these

roads averabed 31 per cent of total leV1es imposed upon them durlng the per-

vlod 1932 19ho

A compromlse W1th the- lltlgatlng roads based upon 75 per cent of 1ev1es
during the period 1952~19h0 wovld result in a settlement of $34, 263 hO) in
fclalms for $6, 725,087.‘ However, some of the lltlgatlng roads heve already
’lpaid all of thelr levies for the years 1932 and 1933 In total they are h
only dellnquent 94 h per cent and 16. 2 per cent respectlvely of their lev1es
. for these years. Such a group settlement based upon anyvpercentagerless than
90.6 nculd'resultrin "hidden refundsﬁ'of taxesfalready paid for the8e.yeare:
A 7§7per cent settlement would imply $h;26d,ﬁh9 of such refundS'to the liti-
gating roads. AS & group they would, in efféct; te settling thetr tax bill
for the years 1934 l9h0 Tor only TLl. 3 per cent of orlglnal leVLes.' Forvroads
which have pald their 1952 and 1933 taxes in full this percentage is mncn _

‘ lower. L



Four of the lstlgat_nb systems have ennounced their w1llingness to -
settle theLr tax blll to the state upon this basis. These roads, however,
are now pawd up to about 75 per cent of their. total levies for the years
1932-1940. They are the systems which stand;to gain Tost from the element
of‘"hiddeﬁ refunds because of full payment of anes levied for the years
1932 and 1933 Little,actsel reienuev(about 31, OO0.000) would accrue to

the state from these four roads from such a settlement

PER CENT OF o AMOUNTS REQUIRED

. SYSTEMS 19%2-1940  "REFUNDS" IN
| - * LEVIES PATD , - SETTLEMENT
‘1. Lehigh Velley  , 72.3 - & Soh,772 § M,fee
2. Delaware, Lac., W. ,: 4.6 | 1;712,980 , 121,865.:
3. New York Central - f 73.9‘ - r§20,l52, o 113,458
4. Erie T geS,oéo R §§o§819‘f
YTOfALS, R ‘ﬁh,lzé;ooe = $1,007,96u '

.Three of the seven'litigating»systems have withheld the announcement
of their willlngness to settle upon thls basis.; These are»the»roads which

are most dellnquent and Wthh stand to gain least from hldden refunds

' PER CENT OF ~° AMOUNTS REQUIRED ,
SYSTEMS ﬂé%%%ﬁb "REFUNDS" '%ﬂgmm |
1. Central R.ﬁ. of‘N.J:5  _wGQ-OsLF ﬁone_ , | $5;05l,738
2. W.J. and H.Y. 36.6 % 12,289 © 174,128 |
3. N.Y. Sus. and W. 58.00 . 92,158 | ehga;ogg
| rotats B0kET 85,707,925

~

But there is yet another approach\tovthe-preposed‘settlement of de-.

linquencies upon_the-basis of 75 per cent of levies. This involves the
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the settlement 6f téxés'for eéch year more than 25 per ceﬁt»delinquént with-
ouf régard’for yeﬁré,in whiéh'bayments»exceéd,75 per'centbofaleQies. \By
/such'a“grocedufé;»"hidden ygfpnde" as’déécribed above would-be'elimiﬁated,’v
vThé»railroadS“haveAcomputed'paymehté reﬁui?ed by thigfmethod; “Independent.
computations.h;ve been baSed upon recérdé éf?thé §taﬁe‘C§mptroller;9fithe
Tfeasufy.‘;TﬁeseAare shown iﬁ~c§mpar;sonyf§r,the roadsvnOW~wiiling to settle

. as follow:

e ;‘. o . REQUIREMENTS  REQUIREMENTS _
' © - COMPUTED BY -~ COMPUTED
SYSTEMS - = . BAILROADS =~ INDEPENDENTLY
1. Lehigh Valley. 81,335,975 $1,336,594
~ '2: Dela., Ladkf, Western 1,726,054 :il,834,8h5
'3.'Neﬁ‘Ybfk-Cen£ral - -‘l'733;606”> 733,610
4. Erie’ © 158,70k 1,298,017
| o TomALS - $5,054,339  $5,163,966

- For the three litigating_roads which have not announced their will-
ingness to settle upon the basis of 75 per cent of levies, these'figures
are as follow:

~ REQUIREMENTS REQUIREMENTS
o T - COMPUTED BY COMPUTED _
- . SYSTEMS o RATIROADS INDEPENDENTLY

1. Central R.R. of N.J. - $5,051,739 $5,b51,7§8 i

i_é;iﬂew Jersey and N.Y. 186,417 - 186,418
3. N.Y., Sus. and We 58h,21k - _ 58,217

TOTALS  $5,822,370 5,822,375

\

.In ofder_po measuréithe effect of any seftlement upon the governments
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“C

-holding delinquent railroaed taxes as'receivables, it is first necessary to
divide proposed payments as between such governments. As of December 31, -
1940, total railroad tax delinquencies ($3h 821 779) vere held as receivables

' by the state and by munie;pelitieseto the extent of $17,791,14% and

$l7,030,653-respec%ively,a Theeetreceivables represent claime against de-
linquent roads as follows: | -

I3

- romar  isromass 2D Crass
N ' DELINQUENCIES STATE) - (IOCAL) -
.Litigaming‘RoadB° - Co : \ . o o
1. Central R.R. of N. J. $13;459,6§7' o 7,247, T $né,211?9u9\
2. Lehigh Valley R.R. _?‘ 4,550,513 . | 7}2,385‘,759‘: 2,164,754 .
3. N.J. and N.Y. - 287,k05 6,501 8
y.[ .Y., Susq., and w;< ' 1,216,931 - 899;250‘ H 317 700 7
5D L.endW. 7,395 3,637,015 5,707,922 -
6. New Ybrﬁ dentral f , :2,707;§19 “ ‘86i,ll9 fr.,‘ 1, 8&6 300
7. Erie S 4,701,505 - 2,083,512 {‘1' 2,617,00%
. SUB-TOTALS $34,263,405  $17,378,923 -$16,889';h86-
Non Litigating Roads: - B . |
‘1. Central R.R. of N.J§3° 'y 6,5o;~ . $' 5,921 % - 581
2. New York and L. Br.?":' 378,287 e '298,998 S ’79,37§
3. Reading . 127,589 - 83,401 f,’ 188
k. Pennsylvania S 1,875 - 875
5.\Unclaseified 7 ‘; 29‘l21"' ‘ 23_921 o 5 130
.SUB-TQTALS »nﬁ;j $553,374 ;$u12,é21 . o $141,153
morans o $34,82L,779  $17,79L14k  $17,050,633
- - f;‘g -



B. First Class Railroad Tax
1. General SuMmAry

., This is the tax on the "main stem", or roadbed not exceeding one hun- -

dred feet in width, tracks and ell structUres‘(Wihh'the:éxception,ofiposs~'
enger and freightquildihéé), all tangible oersonél pfoperty, such as rol-
-viing stock and ﬁochinery, theifranchise énd_all remaihing ﬁroperty'noﬁ ih--
ciudedhihitho‘sécond clasé_railhoad:tax,which isihged:forlréilroad hﬁrposésw
- Such property;is‘asseSeoa,hy the State Tox Commissioner.; The averaéé
'taxzrate‘for all_municipélities in the state determines the amount tO‘he

leVied,. This rate.was'5.75vin'1953 gndbh.63 in/l9§9}.

Taxes are paid,tOvthe S%ate Treasﬁrér. A sﬁh eduéi to one héif of one
Uef‘céﬁt of‘thé total aéoeséed valuation“of first claés‘railroad ?roporty_
is avawlable for genoral stéte ournosés.'lThe‘remainder of'the ;ai is "de-
voted to the malntenance and support of a thorough and efllcient syetom of .

~ free nublic schools' (Rev. Stats. 18: 10—50)

These edhoational funds, compoged. of the balahce of the tax after theA
deductlon for general state Durposes, are used to meet the approoriations
for the State Department of Education, the state normal schools, the State
Adrlcultural College, the Teacher 8 Pension and Annultv Fund and other

gtate educational purposes.

All monies reﬁhining after doductions for (1) general state purposes

and (2) state educational purposes outlined above, are apportioned among



the several ‘counties in prdnortion to the‘amount of taxable property in eaca.
" They are, in turn, aoport*oned amonb the school dlStTTCtS w1th1n the coun-.

ties (Rev. Stats. 18 :10-31. and 18:10- 53)

Actually what hae hapnened during the years 1952 to l9h0 inclusively ’

is thls-

1. The State Fund ﬁaélrealized $9,923,077‘tefbe uged for general

| pUrposes. jExgepiffor 3758,380 of'ehe l95hvtax which was "di-
verted" from thidiuse to the'Teacher's Penéion and Annuityr.
Fund all levies orlglnally apportloned to the State Fund .
for general narpoees have been pald.

2. Cash requlrements to meet the ‘annual appronrlations for state
educatlonal Darposes (iQ e State Department of Educatlon,
Agricultural College, EEE ) have been supplied. All relquad
vlev;es apportloneﬁ for»sqcn ($§5,798,3OM) heve been pai&. 

3. Qommittmenfs‘frd@‘the fi;e%vclebs railroad tax to the Teeeher's‘ :
Pension and Anmuity Fund heve emounted to $40,193,126. Of
‘this, $§O,587,Qhéehaye been met ene $9,SO6,078rreﬁain‘eu£-_e
'standing. o :

h;/ And finally, of §9,OI9;6OA of levies apportioned te‘the coun-
ties for school districts, only 42 691 517 have been pald and
 $7,227,#87 remain payable. No payments on this account have v
vbeen made from' any texes levies since 1953 These funds have

been (to an unknown extent) expended up to 800/0 of the total )

17he Appropriations Act for 19ho (cn. 158 P. L. 19&0) prOV1dea that
$604,029 be paid to the Teacher's Pension Fund from the State Fund. Ac--
cordlngly, this amount has been deducted from the railroad tax payable %o
the State Fund from the 1940 tax end added to ‘the amount paysble to the -
Teacher's Pension Fund. See Appendix II '
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-byﬁanticipational borrowing.
: Fa*lure‘to ‘receive 917 791.9h5 of first class ra*lroad‘texes levied
and apportloned for the years 1932« 19h0 has resulted in the followinb sit-

uation. There ere due and owing to. IR

Eiréi: The State Eﬁndrv ‘ ; L3 ‘?58,360 :
: §gggg§: éhe_Teacherfe Pension Fun@' «J9,806;O785.‘
- Third: The Counties»for»seheols‘: ' >71227ih87’
g  Total [l$i7,79l,9451

S I%EOO error in l9h0 tax computatione. Totale do not
check with comDutatione by roads by this amount

" 2. Effect of Partial Settlement

;Alloca%ieﬁe ef'therfirst CIese‘raiiroad tax are made by years in which
Zthey are’levied;x As theee‘texee are\eoliected,/ﬁheyeere‘paid’to tbeyfund‘
firet in prierifydef alloeation,'whieh‘has nof.beenvfullv satisfied. 'Unpaid
‘taxes are carrlea as recelvables by funds which have not receivea the full
.amount of thelr allocation by this rule : Exceptions tO'thls procedure can

be maae only bJ an act of the Legislature.

An example of such an act by the Legislature can be foand in the dls-
'positlon of taxes lev1ed in 1933 and l9§h Collections of taxes levied for

these years were,pald first to~the Teacher B Pension and Annuity Fund and

" second to the State Fuﬁd. Since that tlme, collections of the tax have been

‘sufflclent to meet the requlrements of both of these funds in full for 1955
- The. State Funa stlll carries as receivables %758 380 of delinguent taxes

1ev1ed in 1934 , ,
-7
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Without’a further act bf the Legislature, any future céllectionS‘of-de-\

1inquent taxes for the years 1932 to l9h0 must be pald to the follow1ng

funds, in amounts indlcated and -in order of priorlty readlng from left to -

'right: ~ 7 . . » ) . : o . - AT
CLATMS AGAINST DELINQUENT FIRST CLASS RATLROAD TAXES
’ S IN NEW JERSEY (1932-1940)
~ (As,gf December 31, 1940)
1 i;il‘ 2 5
Year - State % 'Teacher's - Counties T
of . . Fund S Pension .. for : Totals
Tax .. Fund  Schools o
S - -3 srmo 3 819,018
1933 . - = = - L,153,932 1,153,932
193k - $ 758,380 g .- 1,375,321 - 2,133,703
1935 - $ 1,502,949 - o 5Th,213 - . 2,077,162
1936 . L 1 112,666 - 1,144,158 2,256,824 - -
- 1937 - 'vf{ 889,0291 7hh 518 2 653 5k7
1938 - e 2,o9h 103 - 601,858 - 2,695 961
1939 e 2,098,552 0 - 66, ,365 0 2,16&,917 -
19&0‘ L - 1,018,779 687,204 1,795,983

Totals $ 758,380 :f$ 9,806,078 i\f 3 7,227,h87 : $17;791,9h5 N

o A settlement of flrst class railroad tax delinquencies of the four
,roads which have expreesed a wlllingness to pay 75 ver. cent of thelr levies
for the years unpaid would result in payments amounting to $2 h83,78= as fol-’

lows:



REQUIRED PAYMENTS FOR 75 PER CENT SETTLEMENT
- OF FIRST CLASS RATLROAD TAXES |
FOR 4 LITIGATING ROADS

‘.

(As of December 31, 1940)

Year B .. Roads -

of . Lehigh - Delaware - New York : _—

Tax Valley - Lack., Central ~ Erie - = Total
N o and W. - L . -

1932 '-. - - - .
1953 L= oL L 12,236 12,236
193k 8,42 89,135 17,172 L, 7535 199,h52 |
1955 48,507 105,815 17,526 o, 3k0 " | 216,188;» |
1936 96,339 120,625 _ 17,750 ) 46,595 281,309
1937 149,118 239,459 54,607 131,968 575,152
1938 | 203,611 270,471 58,240 v139,v‘869 67é,'191 |
1959 115,065 69,507 5’2,8§u - 1_01',1'79” . 358,1;45
19b0 43,00 6,813 1M1 _61,508 188,812
. TOTALS 705;Oh'2“ o 960,605 235,600_ o '582,53§ - 2,483,785

A similar settlement for‘the three litigating roads which have not ox-
pressed their willingness to pay 75 per cent of levies would require pay-

ments amounting to‘$5,h27,066.aslfollows;

AN



- REQUIRED PAYMENTS FOR 75 PER CENT SETTLEMENT
- OF FIRST CLASS RATLROAD TAXES
~ FOR 3 LITIGATING ROADS

l\f(As of December 31, 1940).

; Roads’
Year ' T ‘ ' .
( of - . Central o NeJ. .~ ' N.Y., Sus. :
'Tax -of New - = and and West-  ° Total- |
’ ‘ Jersey N.Y. ; ern o ‘ ‘
1932 202,910 - < 282,91¢
1933 ._,i+91,'95hv | 1,595 “21,862 a _525,&11‘
195& e 320,59 f?' 6,514 >: 13,813 - 340,921
1935  .7‘ 299,196 ’ '6,810» o 13,309 319,315
1936 373,466 | 22,166 1k O, 7T
1957 | 282,075 23,879 179,928 - . uss,e,e
A1‘9‘38\ o 290,726 | 42,159 R _' 108,741 - e ‘hhi,626"
\ 1939 256,751 36,008 51,790 sk,
1980 gef,7i2 . ee,361 28,605 278,678
ToTALS 2,825,368k 17,492 - 30,190 3,427,066
Such a settlémeﬁt'of‘dglinquént‘fifst_class failroad takeg with the
o 1ifiggting roads would»réault in payments to the state ambﬁnting fovf |
$§,910,8§1 and the caﬁcéiation of outstandiné taxes amounting t§ $11,L468,072.
Compapigons befwéen the‘iireé pfeceding tables indicate thgt these pay¥ |
meﬁt? gnd vrite-offs ;ou;@ be diétributéd accordiné to present statutéry_J_
- reqﬁifements as,followsfi B | A
|  -‘10 -




14800 error in 1940 tax cdmpﬂtétions.

~ this amount .

'} T

'DISTRIBUTION OF PAYMENTS AND WRITE2OFFS OF DELINGUENT
FIRST CLASS RAILROAD TM(.ES (19%2-1940) 'RESULTING-‘ :
B FROM SETTLEMENT WITH LITIGATING ROADS T » :
(qg“df,Decémber 31,:l9h0) ‘ -
‘Allobations Total | ‘ Payments ’Write-offs ‘ Redeivablesf
- - Receivables from ~.from from non-
, CoL e ‘Litigants °~ Litigants = Iitigants
1. State Fund- 4 158,380 4 540,373 4 173,047  $ 4,960
2, Teacher's Pension 9,806,078 4,549,921 4,892,276 - 363,881
and Annuity Fund B - R g ' » ' oo
3. Counties for 7,227,487 820,557 6,402,749 3,381
Schools S ' L T
TOTALS ~ $17,791,945% 45,910,851 $11,468,072  $hl12,280

Totaléidounotvcheck‘acréss by




C. Second Class Railroad Tax -

1. General4summary‘ ;1 o s

This is the tax on all property used for railroad or - canal purposes o
S and not lncluded under the First Class Rallroad Tax., Exnmples of such pro=’
perties are passenger and freight buildings, roadbed other than main stem,

. reservoirs, tanks,_gtg. @‘

Second class railroad property is assessed by—tne State Tax Conmis- q
_‘fsioner. The tax rate of the local taxing district in which the property
is situated determines the~amountmof annual levy. "The tax 1s collected,byi
the stateland distributed by tne Conptroller of-the TreaSury-to!the county"‘
;treasurers.v After- deducting county texes due from the taxing district, |

county treasurers remit amounts of the tax due each district.

' ‘iThis Seccnd>ClassERailroadlTax'is part of the General Propertleai
7'of each taxing district.; Assessed valuations of second class railroadipro-’
- i_f perty is included <in ths total assessable property on which the local rate
| is’ based.r Delinquencies in this ‘tax have precisely the same implications

and results as‘delinquencies from any other property.

‘I‘he 317 ,050 633 (exclusive oi‘ interest and penalties) of delinquent

second class railroad taxes is owed to 281 municipalities.“ Eighty—three per ‘;

'cent of tnis amount 1s owed to the ten municipalities of Hudson County.‘ Six-

»ty~one per cent 1s owed to Jersey City alone. Delinquent second class rail-'
“road taxes amount to more than sixty per cent of total tax delinquencies in
“sseveral taxing districts. These delinquencies expressed as percentages cf

‘total l9h0 property taxes leVied 1n five Hndson County municipalities follow. o

S
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S ~ TOTAL
HUDSON COUNTY DELINQUENT
MUNICIPALITIES R.R. TAX
Jersey City | $10,5§1,899
" Hoboken 1,013,717
Weehawken - vivl,é6h,559‘ :
West I\Ievfw_York 89&,21‘!@ |
Bayomne 1 309,994
] All‘others' . ¢/206,55l"
' Total Hudson |

“County  $14,080,91k

TOTAL

PROPERTY . TAX

LEVY (1940)

$31,966,385

4,287,733

1,545,259
2,373,660

' 7,990,503
10,958,928

- $59,122,478

'o/o R.R. DELINQUENCIES

TO TOTAL PROPERTY

- LEVY (1940)
s

23.\5

a8
37,9

3.9

1.9

23.8 -

These considerations WOuld indicate that the settlement of the Second

Cless Railroad Tax is primarily a Hudson County problem.

',;_'13,_\'




2. Effeét of Partial Settlement - LI

X

Apportionment ofithe gsecond class railroad tax is made to taxing dig-
tricts in which the assassedeproperty is situated.i,For this reason, pay-
ments of the tax ere divided among the taxing districts in which the prop-

erty of ‘the paying road;ﬁs located.

Any detailed appraﬁeei\ofltbe effect of paymen%s of delinqueht‘secondr

iclaes railroad. taxes by fewer than all roads muet'be concerned with an an-

alysis of such payments by roads and by munieipalitiee effeeted. A‘bay-

ment by one road may have a materially dlfferent effect than a 51m11ar paJ
ment by another road because different tax1ng ‘digtricts may be effectea in

‘different degree,

Beyond demonstrating'the.distribufion‘6f toﬁal delinOuencies’among

mnnicipalitles and counties, no' such analy91s has been made for this studv.

'Thls aistrlbution appears as follows.

. ’ B DISTRIBUTION oF SECOND CLASS RAILROAD TAX D?LJHQUENCIES
IN NEW JERSEY 19%2-1940

\ ’ o , \L (as of December 31 1940)

\ " Counties and Municipalit;es _ . Total Delinguencies (1932-1940) |
\ : ‘ - . S e . Amount ~ Per cent dlstribution

" 1. Hudson County: ; ' 414,080,914 = 83

A. Jersey City : 10,391,899 61

B. Hoboken . 1,013,717 . 6

C. Weehawken ~ . - 1,264,539 8

D. Other Municlpallties - 1,410,759 8

2. Essex County: - L C 725,413 L

Ly , -A. Newark ' o 255,533 3

’ S B. Other Munlclpalities - | 169,880 1 -

35 Bergen County: ; o 516,&88’\ 3

. Rest of State S 1,707,818 10

TOTALS -~ ALL DELINQUENCIES . 17,030,633 100

=1k
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In the event of a aettlement of all delinquen01es at any constant per-

centage of their face, such a diatrlbutlon 1s adequate for calculatlng the

effect upon taxing‘dlstricts. Errors arlsing from 1ts uge in . connection ‘
.

(with eettlements by fewer than all roads and at percentages other than con-

~gtant are not»believed to be as serious as mlght be expecteé a priori.

Reasons for this belief lie in the geographlcal situation of Hudson County.e

a

- About every system.operating in New Jersey has extensive property holaings
in this area. Ans'settlement of delinquent taxes would be felt by the taxk

ing districts located there.»; | ,‘ - o |

'_A settlement,by the litigating reede!of.their.delinquent éecond'elass
jrailroad tax uéon the'besisvof i) pef ceht~of levies would ;esu;t ;iﬁepay-
- ments to municipalities,(via‘btate) aﬁounting to‘$5,075,#88;. W?itefoffs‘
involved in'Such e eetflement;would amounf tb‘$ll 813,992. ‘These célCula-v
Vtions have been made without regard for plhl 153 of delinquencies owed by '

non-litigating roadss:

“

"-15;'
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REQUIRED PAXMENTS AND WRITE-OFFS FOR 75 PER CENT

SETTLEMENT OF SECOND CLASS RAILROAD TAXES BY -

h LITIGATING ROADS

(as of'December/jl; 1940)

Roads "
A. Roads Ready to Settle:
. Lehigh Va;Lie;}“
2. Del., Lack and W.
3. N. Y. Central
b Erie

Sub-totals

'B. Roads Not Ready to Settle:

, 1. Central of N. J.
2. N.J. and N. Y. ~
3. N.Y., Sus., and W.

’ Sub-totals

’.,IUTALS_

© $16,889,480

$5,075,488 -

Total De- Payments Write-offs
linquencies Required Required
-$2,16ﬁ,754' 631,552 . 81,533,200

3,707,922 87k,240 2,833,682
1,846,300 , u98,01o 1,348,290
2,617,99% 676,379 _ 1,941,615
$10,336,970  $2,680,181  $7,656,789

- $6,211,959  $2,2026,354 3,985,595

22,861 14,926 7,935
-;4317;700 154,027 '163,673
86,552,510 2,595,507  $%,157,203

$11,813,992‘

According to the pefcentage distribution of all second class railroad

tax delinguencies shown above, these payments and write-offe from the liti-

gating roads would be distributed as follows:

=16~



DISTRIBUTION OF PAYMENTS AND WRITE-OFFS FCOR 75 PER CENT

SETTLEMENT OF SECOND CLASS RATLROAD TAXES

BY LITIGATING ROADS

(as of December 31, 1940)

Counties and Municipalities

1. Hudson County:

A.
B.
c.

D‘ 3

Jersey City
Hoboken o
Weehawken

Other Municipalities

2. Exsex’County:

A.

B.

Newark

Other Municipalities.

3. Bergen County:

k., Rest of State.

TOTALS

Payments

4,212,655

3,096,048

30k,529
406,039
106,039

\

152,265
50,755

i§2;26§
507,549

5,075,488

-17-

203,020

- Write-offs -

9,805,613
7,206,535
708,840

945,119

95,119

472,560
350, 420

118, 1k0

35k, 420
1,181,399

11,813,992

Total

14,018,263

10,302,583
1,013;369
1,351,158

1,351,158

675,580

506,68
168,89

506,684

.1,688,948

16,889,480
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L soeumy
” | ; , ,
nnnual requirements for full settlement of dellnquent railroaa taxea
have been.computed by several aesumntions. Aseuminb amortlzation over a
flve year and a ten year nerlod annual narments are showu by roads (p. h)
"Further aesumptione that a different number . of payments should be allowed
different roads, led to the development of a standard for determining the

number of such paymente. Results from its application are tebulated by

roads (p 5). Total payments accru1ng to the etate over the life of the "

~ amortization progrem are shown (p. 6) ' ERTE ; ,’ .

/

Probable tax lev1es at a flat rate applied aéalnst all railroad pree
perty have been calculated. At a 3 per cent and a 4 per cent rate, these
are shown (p. 10). Reductions in.levies;ffam the lQhC leVel,are shown by -
roads (p. ll) Comparleons between these reductions and annual requiremente.r
for settlement of dellnquencies (p. l}) 1ndicated that some roads would not -
recelue ang net beneflt until the old taxea were fully pald.‘ Additional

computatlons 1nq1cated tne number of paymente requlred to insure that reduc-

* tions would exactly offset paymente on account of old taxes (p. lh);

The distrlbutlon of present assesements and taxes on eecond class pro- '
perty among countiee and munlclpalities are shown along with the letrlbUF

tlon of levies at the new rates (pp 15 -17).

Present statutory requirements for the" dlstrlbution of flrst clase taxea

and the éffect of thelr use in dietributlng leviea at the 30/0 and 49/o rates

s,

are get forth in Section L (pp. 18-19) ,“vfl‘ S .

Following & hurrled exploratlon of methods for evaluatlng railroad fran-

chlees, one method 1is 1llustrated for flve roads - (pp. 0-25).

i
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 INTRODUCTION

' In aﬂprevious ne‘moranduml it was pointed out thet'seven railroad 8y8-
tems in New Jersey have been in almost constant litigation of tnelr uax
qill to the state since 1932. It was shown that these systems account for
63 per cent of allkrailroad‘taxes levied in the state durlng the perlod
1932-l9h0. df the totalfrailroad tenes levied in this périod, $3E,821,799
were delinqnent as of December 31, 19&0. '$34,268,h05,>or 98 per cent of

these delinQuencies were owed by,the seven litigating systems;

Litigation has heenfbased upon the contentions that (1) the‘aSSessedN
valuations of railroad property have been in excess of - "true value , (2)
, earnings have not been taken into account in determlning valuations or -
- the amount. of taxes 1ev1ed (3) the railroads are unable to pay tneir taxes‘
in full and remain solvent, and (%) railroad texes in New Jersey are too

hlgh in comparison with those lev1ed in other states.

There have’been attenpts to,arrite at a conpromise with the state,
based‘upon a percentage settlement of levies outstanding. 'The most recent
dlsou581on along these lines has been & settlement at 75 per cent of such
‘levies, The probeable effect of suoh a oompromise upon the governmental
funds‘holdlng railroad tax delinquencies as receivebles was demonstrated :

in a former memorandum?®.

Because non-litigating railroads, accounting fOr_37 per cent of total

~

;~1Railroad Tax Dellnquencies in New Jersey, typewritten, February 6, l9+l.
: Ibld e .



leviea, have paid theirgtaxes almost_in full, these efforts tOWard'com-
promise have met with serious obstaclee.» It hae been argued that percen-
tage settlements by some roads and not by others involves a violation of
equity of treatment-among taxepayerSa |

N

It hae been further argued that a~comprom1ee Settlement of delinquent
taxes owed by the litigating roads would not conetitute a permanent solu-
tion to the problem. If theee roads are truly unable to pay, they will

- simply continue to default their tax levies.- In a few years, the current

situation would again arise and another compromise would be required. Be-"

‘cause precedent would have ‘been established it 1s not unlikely that the

number 'of litigants.involved in future defaults would be increased.

~

To nmeet these and other cr1tic1sms, an’ alternate proposal has been
discussed. This approach provides for full nayment of all delinguent -
railroad taxes over a\period of yeare. Simultaneously, it provides for
& scaling down of future levies by reducing the rate at which they are
computed. The income factor as a determinant of ability to pay can be
taken into consideration in determining the aseeseed valuation for rail-

-road franchigés as a part of the tax base. This memorandum‘presentelthe

~

" basis for discussion of the proposed treatment.



1. SEﬂﬂﬂﬁmﬂﬂW“ OF- DELINQUENT RAILROAD TAXLS
. - OVER A PERIOD OF YEARS

The‘selection of a period over which_to'Spread payments of delinquent

P “ﬁiitaies must itself involvevsomerconpromise., The state 1is interested in con;
verting its receivables into cash in the snortest possible time.l The rail-
‘roads are 1nterested in spreading their nayments over the - longest possible - 7'5
time because such procedure lessens their annual cash requirements. If
vpayments are spread too much, resulting receipts will be 1nsufficient to

do tne state any material oood. CIf they are not spread enough, the roads

‘ may be unable to meet them when due.
. FE' f L
/ No accurate measure of ability to- pay can be determined. Differences .
between roads with regard to their financial condition and their obligations )
v‘ hinder the selection of a period equally advantageous to each of them. As- o

‘suming like periods of settlement for\each road the following table indi-

’ .cates annual requirements by roads for 5 years and lO years.



| ANWUAL mqmm»mrws FOR SETTLEMENT
OF DELINQUENT RATLROAD TAXES IN NEW JERSEY

(Data as of December 31, 19#0)

Anhuai Reguirements for;5'Yéarsf,Annual Requirements‘for 10 Yearé

System'~ .'TdﬁaL  lst Class 2nd Class ' vTofal ~ lat Class . 2nd Class

- : L ' v(State) o (Local)_ (State) (Local) -
Idtigating Roads _ T . L , . B
1. Central R.R. of N. J. fge 691 939 $1 l+49 549 $1,242; 390 81,345,970 & 724,775 5 621,195

2. Lehigh Valley R.R. . - 910, 105 . 477,152 -432 951 ‘lp55,05‘1> 238,576 216,475

5. N.J. _én@ wy. 57,149;17 52,908 k572 28,70 T 26,h5h 2,286
ho N.Y., Susq. and W. 243,38:‘:6,' 179,846 63,540 121,693 89,923 _3_1;770
. 5.D.L. and V. : a 1,&68,987' 727,403 741,584 . T3h,M9h 363,702 ‘370,792‘_

6. 'Néw York Cemtral ' 541, hfﬁﬂ 172,224 ‘_-'369\,2607 o er0,782 86,112 - 184,630

'7. Erie o | ko, 301’ 416,702 523,509 470,151 *_ 208,351 261,799

Sub-totals S %6, 8)3,681 ¢_5;1}75,78h 43, 377,896 $§,uzé‘,&3h1 $1,737,802 $1,688,948

-Non-litigating Roads
1, Centra,lRR. of NJ.  $ 1,300 $1,18 $ 116 § 650 § 592 & 58

2.NY. a.nd Long Branch. 75,657 _5'9,78‘2‘ 15,876 37,829 29,891 . 7,938

3. Rea.dlng T 3,518 16,680 . 8,638 12,759 8,340  L,k19
4, Penmsylvenia 2,915 - - 2,915 1,18 - - 1,18
5. Unclassified = 5,8 L,798  _1,00 _2,012 399 513
Sub-totals  $110,675  $82,Mkh  $28,231  $55,337 $M1,222  $14;115
~tomals $6,964,356 $3,558,229 $3,406,127 $3,482,178 $1,779,114 $1,703,063
/ /,?_h - _'-



In finplly determining such a period, however, it mnay become neceésary

to use a different number of payments for different roads. One basis for

such differentiation may be found in the percenteges of totél levies unpaid |

by systems for the period 1932-1940., The number of payments could for in-

stance be détermined upon ‘the basis of one paymeht for each nearest multiple

- of five in these percentages, with a maximum of ten‘payments. Results ob-

tained from the»application of this formula are shown as followsﬁ

NUMEER AND AMOUNT OF PAYMENTS FOR SETTLEMENT
* OF DELINQUENT RAILROAD TAXES IN NEW JERSEY = -
~ (Data as of December 31, 1940) -

System

- Litigating Roads:
1. Central of N.J.
2. Lehigh Valley
3e NuoJe and N.Y.

4, N.Y., Susq. and W.

5, Do L. and W.
6+ N.Y. Central
7. Erie |

Sub-totals

Non-litigating Roads:

1. Central of N.J.

2. N.Y. and Long Branch

3. Reading
L, Pennsylvania
Se Uhclassified
~ Sub~totals
TOTALS ',

Per Cent

" Levies

Defaulted

40,0
27.7
63.4
42,0
' es,h
26,1
1 26.9

6.1

"'21.6.,v

2.1
0.03

. 0.5

Number
of

‘Payments

8 .
6
10

8
o
5
5

o E B

Amount of Payment

Total . . 18t Cless _ 2nd Clase
' (State) (Local)
51,682,462 & 905,968 $ 776,494
T58,k19 397,627 - 360,792
28,740 26,454 2,086
152,117 . 112,404 : 39,713
1,468,987 727,403 741,584
541,484 172,224 369,260
040,301 _ 416,702 __ 523,599
45,572,510 2,758,782 $2,813,728
$ 6502 $ 5,921 & 581
ok,572  TH,T27 119,845
127,589 83,401 44,133
11,875 e 11,875
29,121 . 23,991 5,130
| $269,659 $188,040 $81,619
$5,842,169  $2,946,822

$2,895,347



IT each roadvmef its obligations under this'plan of settlemeht, rebeipts

by the state during thé installment period would be as follows: .

- A

PAYMENTS ‘ AMOUNTS RECEIVED
' . Total " 1st class 2nd class
L (State) (Local)

Initial:Paymentw $5,§hé,169

1st Annual

ond Apnual -

Brd Annual .

Lth Annual

5th Annual

6th Annual

7th Annual

8th Annual

~ 9th Annual

 TOTALS

N

5,667,082'.
5,667,082 s

5,667,082

5,572,510
2,621,738
1,863,319

1,863,319

28,740

$3k,821,779

: 28,738

BRToN

4 2,946,822

$ 2,895,347

2,833,509 2,833,573
2,855,500 2,833,573
2,833,509 2,833,573
2,758,782 2,813,728
1,4k2,453 1,179,285
1,044,826 818,493 |
- 1,044,826 618,493
26,454 2,086
26,454 2,284
- $17,791,154%

$17,030,635



2. NEW TAX LEVIED AT FLAT RATE

At the present time, railroads are taxed upon the ad valorem assessed
valuatlon of thelr property holdlngs. Assessed values of the main stem, tan-
\glble personal property and rranchise comprise the base fordfirst, third asd
fourth class taxes. Taresﬁfor state use (commonly referred to as tﬁe First
Class'Tax) are levied against these bases at the sjeraée state property tax
‘ rste. o B ,\ -

In 19h0 the total base for- state taxes upon all rallroad property amounted
to $195,638, h521 The average state rate applied against this base was 4. 718.v
per . cent.‘ Total taxes lev1ed for state uses amounted to ¢9 230, 222. These

were dlstributed among the three classes of property as follows:

~s .

Class of Property i | » . Assessged Vsluatiohs : Tax§2a£:vied
Vain stem (lst class) $14,260,892 36,806,606
-Tanglble Personalty yv » o _ 2 ’

' (3rd class) - ‘ 48,488,471 ~ ’ 2,287,696.'
'Franchise-(uth-class)jtsf S 2,881,089 l o "122,230
APERPE . $195,638)u5é o '$9,a5o,2221 y.y

.

- In addition to state taxes levied against lst, 3rd and hth class rail-

-.road property in 1940, $9,06o,ho7 o taxes for local use were levied against.»? '

N

"sl76 439,659 of assessed values of second class property. These valuatlons

are determined by the State Tax Department and taxes are leVLed at local

rates prevaillng in the taxing districts where.such propertyslsglocsted.

Brror of $10 in ‘total not accounted for.. -

-7 =



Total assessed valuatlons in 1940 by systems and by class of property

follow
ASSESSED VALUATIONS OF RAIIROAD PROPERTY
- IN NEW JERSEY (19&0) |
Systems ' Mein Stem Personalty Franchise Total for ~ Local Total
(lst class) (5rd class) (hth clas$ State ~ (2nd cless) Valuations
Litigating , o "
Roads:

1. Cen.'of‘N;J. $ 22 727 825 $ 8, 821 666 $ 627,000 $ 32 176 h91 $ 3h 626 921 $ 66 803,&12
2. Lehigﬁ valiey 14 197,&57 u 11u 522 292, u6z‘ 18,60L, 16 17,876 911 36 481,357
3. N.J. and N.Y. B h16,5771 | 21&,559  ‘ " 1;609‘ 7631,936‘ 3 h, 855 - 706,789
b N.Y., S end ﬁ. ’ 3,66i,;oh :: 555;831k‘ f _5;006' f 4,041,935 ‘2,063,8;1 | ~6{10_5,745
5.D.L.endW. 21,832,‘5}89‘ 5,692,701 312,647 27,897,731 30,585’,:1_/96 58,482,953
6. N.Y. Central 5,826 238“ 1 538 333 15,206._ ',579 771,L'15 529,315 22,909,086 -
T.Erie 15,046,483 4,293,951 259,149 _ 17,599,583 ‘23,183,885 40,783,468
| Sub-total” % 81 708 073 $25,051 563 1 572 463 $108 331 899 $123,9ho 892 $232 272, 790

' Non-litigating h

Roads: - : . o
1. Cen. of N.J. $; 95,588 $ 52,71& $ 2,000 $/' 139,302 $u,; 5783 134,880
2.,N;Y, and L.Br. -2, h61,8ho ‘ . 7,258 1,000 2,&70,098 - 63k, 129: ' 3,104}221
3. Reading 4,265,847 1,958,018 96,000 6,500,825  2,k2h,06k 8,724,880

b Pemneylvanta 0,371,839 15,004,215 1,008,526 59,40k,578 43,970,525 105,375,105
5. Penn-Reading 7,561,356 1, 065 555‘f- 22,000 8,648,689 v2,781,156‘1i11,h29,8h5 -
6. Unclassified 7,804,340 2,388 612 _ 159,100 _ 10,352,061 _ 2,684,316 _ 15,036,577

| sub-total  § 62,560,819 $23,437,108 $1,308,626 $ 87,306,553 $ 52,498,768 $139,805,321

TOTALS  $144,268,892 $48,488,471 $2,851,080 $195,638,452 $176,439,659 $372,078,111

- 8-



It has already been pointe&rout that total taxes levied against these
valuations in 1940 emounted to $9,230,222 for state uses and $9,066,4G7 for
local purposes, or $18,296,689 in all. These levies were distributed among

 the systems in the following way:

RATLROAD TAXES LEVIED IN NEW JERSEY

1940 |
- _» Taxes Levied  Perdentage
| S - /State  Iocal  Total  Distribution
Litigating Roads: o S
’~~1; Centrai'of ﬁ.J. | $1,518,087 41,790,388 $ 5,368,&75 1181
2. Lehigh Valley " 1 h 877,758" 935,280 _1,813,038:’ “;'§-9f”
3. NoJ. and N.Y. 29;815_‘ 3,718 33;6oﬁ o 0.2
'#. N.Y.,,susq. and W. | 190,698 - 81,595 272,293 | M'l.é :
5. D. L. apa,w,," 1,316,215 1,580,965 2,906,180 . 15.9
6. N. Y. Central . 8,178 797,8% LUG,0W 63
7. Brie . ‘830;5h8 1,168,647 '11998,995,; 0.9
‘. Sub-totql\_: ~ $5,111,099 $6,367,500 $11;n78,5995 o
Noh-litigating Roads: ', _ L .
1.‘Cenﬁral of Wud: % :6,1h7 5 o3 § 6,382 -
2. Y. and.LoﬁgABranch 116;5% 33,416 1&9,955 0.8 \
| 3Q_Reaa;ng L | ; 297,273 / 158,2%5 455,508 25
4. Pennsylvania )Q' 2;802,768 f2,219;016 _ 5;021;72h 27.h'7_n'
S Penn{Reading - hog,0u5 147,854 | 555)89§ | 3.0
6. Uhclassified} | - lh88;h10 " 140,213 B ,6é8,623_' {~ 3.ﬁvj L f
Sub-total | $h;119;122A $2,698,969 $ 6,818,001 I
- TOTALS - $9,230;2é1’f$9,056;h69 $18,296,690 ioo.o_

-9~



It is proposed:to §ubstitu£é Tor the present tax upon railroad pro-’

o perty'ainew one based upoﬁ gg.valorem vdluations as at present but levied

}

spéctively, taxes would be levied against 1940 valuations as follows:

RAILROAD TAX LEVIES BASED UPON 1940 VALUATIONS

" at a flat rate. -Assuming;two such rates at 3 per cent and h»perrcent;-re-

- 10 -

ATD RATES AT 3 PER CENT AND 4 PER CENT - o
Sy;tems ”TaxeS‘Le#ied;aﬁ 3 Per Cent Taxes Levfed at 4 Per Cenf ‘
o ~ State .  Docal  Total - Btate . Local Total
Litigating Roads: o - o R | \
1. Cen. of N.J. 8 965,205 $1,030,003 & 2,004,105 $1,287,060 81,335,077 & 2,672,157 .
| 2. Lemigh Valley 558,133 536,507 L,09k,kM0 7WL178 715,076 1,459,5%
3. N.J. and ﬁ,Y.‘ 18,958 'Jie,eus: 01,006 25,277 - 2}99;* o 08,071
b. N.Y, S. snd W. 121,253 61,01k 183,172 161,677 & 82,552 2kb,229
/5. D. L. and W. 836,932 N 917,556 1,754,488 1,115,909 .;;2é3,508 5,339,317
6. N.Y. Cemtral 221,395 465,879 . 697,272 295,191 621,173 o168, 56k
7. Erie | 507,087 695,517 _1,203,50k 703,983 __ 927,355 1,631,338 | :
‘Sub-total ~ $3,249,957 $3,718,227 ‘$ 6,968,184 . 4,333,276 54,957,636 $ 9,290,912
Noh-litigating‘Rdads; | | ~ B I S
1.Cen. of M.J. $ 3,909 $ 137 & 4,046 3 5,212 & 133.4 5,5
2. MY end Lr.  7H,105 19,00k 93,127 98,80k 25,365 104,169
3. Reading | 189,025 - ~‘72,722 261,77 252,033 96,963 548,996
:h. Pennsflvaﬁiav./l,782,157 1;519,115 . 3,101,253 2,376,183 1,753,821 "u;135?00hv o
5. Penn-Reading 259,461 ~éa,u55 ;,‘ 342,806 3%5,§;8° }11;246 ‘/>"u57,1§u»f
6./ﬁhc1assified 310,562 f80,5é9; 391,001 414,082 i07,§73 | 521,455
| sub-total $2,619,197 ‘$1,§5ﬁ7u,963 $ 4,194,160 $3,h92,2“‘62 :252,099,951 $ 5,592,215
TOTALSli "$5,869,15u $5,293,190 311,162,334k $7,825,5§8 $7,057,587 14,893,125



A comparisdn‘between thg tw0.preceedingitables.indicatesrﬁhat the appli-

" cation of the proposed tax would result in substantial reduqtions in total

levies from the 1940 levy.

87,134,346,

creases 1n 1evy are shown by systems in the following table

REDUCTION IN RAILROAD TAX LEVIES FROM l9h0 LEVELS
Ve ASSUMING FLAT RATES AT 3 PER CENT AND L PER CENT

Reductions with % Per Cent Rate

The reducfion at 4 per cent.wouid be $3,hl5,565;

Systems

Lifigating'Roadé: A??gnt =
1. Cen. of N.J. $1,304,372
2._iehigh Valley ‘ 718,595
3. N.J. and NY. '12 400
ho MY, 8. and We 89,122 :
5.D.L.and W 1 151 692
. 6. N,X.'Central‘,A - h58,7h1.
7. E?ié_ “ | , zfg,hgl
Sub~total 4,510,415

Non-litigating Roads:

1. Central of N.J.  $ . 2,336 -

2. N.Y. and L. Br.. -56,828

'3 Reading 193,761

y, Pennsylvanié 1 920 M?l
5. Penn-Reading - 213,003/
6. Unclassified 'l'é§755§é,
Sub-ﬁotalf .~»$é,§23,931;
TOTALS < 87,134,346 |

Per Cent -
of 1940 levy

39.4
39.6
- 36.9

ST -

39.6
40,0

‘m ,2§;§ti"

379

42,5
e
- 383

zzgéf

-1 -

At '3 per cent, such reductibns would amount to

These de-~ .

\

‘Reductions with 4 Per Cent Rate

 Amount ofPiléuSei‘Zvy

$ 636,338 19 2

/ 537&L ','125
5,333 ;5.§ |
28 06k i‘,{le;f s

“565,865., 195

209,650 20,0

LML B 16y

$2,187,687

% 155

B T2
.+ 106,512 : $23.4
et anT
‘ 98.105~ S 178
o ;612168 1700
-},$1,225,878}f"
j$3)£13;565



A further comparison tetueen these reductions and requirements for set-
tlenent of delinquent taxee as computed‘in Section 1 (eeedp. 5) indicates
that these reductions with;a 3 per cent rate'exceed‘eten the initial pay-
ment'forrall roadSﬂasja_group by $l;292;178.< Initial requifemente as tabu-
-1atedi(ibid)'amount @e $5,8h2,168wwhile total reductions from the 1940 tax
leviee:total;$7,134,3h6. At a h\ﬁer_cent rate, the proposed initial‘payment‘
and'firstih annual pagnentg on delinquencies exceed the expected reductions
1n'total‘levy. The 1nitial payment exceeds the anticipated reduction,
$5,h13,565, by $2,428, 603. | -7(- : S

For the litigating systems alone, hovever, reductions in 1evy result- ) 1"
ing. from the application of a 5 per cent rate would amount to eh 510 hlﬁ |
and the ;nitial payment on delinquencies total $5, 572 509, . or $1 062 09h
more than the reductlons. At a & per cent rate, the reductions would amount
to about $2, 187,687, or $3,384,822 less than the initial payment on account
of delinquencies. This eituatlon would exlst for the period covered by in-

‘stallment payments of dellnquent taxes. _

The emounts by‘which”inetallment payments of unpaid taxes. exceed~re-

ductlons in levy from the 1940 level and the number of years this situatlon

would prevail are shown by systems as follows.

-12 -



" RATLROAD TAX IN NEW - JERSEY
E)&CESS OF INSTALLMENT REQUIREMENTS OVER ES'I'IMATED
REDUCTIONS IN ANNUAL TAX

Systems - - Number of ' I:xcess of Payments Over Reductions
v ' Payments At 3 Per cent Rate At 4 Per cent Rate
Litigating Roads: '7 : .

1. Central of N.J. 8 o | % 378,090 . ’ $'1,oh6,12u‘ "‘
. 2 Lerhigh Valley .6 - | : 39‘,821" - . Lok, 635 )
3. N.J. snd NY. 10 16,30 23,807
L. N.Y., Susq, end W, 8 62,00k - _;2&,952
5. D. L. W o 5 _517;295 IR 902,12k
6. N.Y. Central - 5 __82,71;5 o 311,834
T.Eie 5. _aeksl0 572,64k

Sub-total o I - $lv,06v2,09147- L .”1‘53, 384,822
Non-litwating Roa,ds. | | - | J
1. Central of NJo 1 s 'u',16<,5' | 4 5,515
2. ‘N.y;_. end L. Branch 4 ; R 37;7_1;4- o a 68;786
3. Reéding- - 1 66,112 21,077,'
bo Pennsylvanié‘,; | B \ -1,908,596 ER - 874,845
5. Penn-Reading o 0. 15,003 o -98;705 |
6. Unclassified | 1 o .4208,l+i1 18,047
sw-totel S -:32,35h;é72' 3 -956,219
i TOTALS o o -$i,292,178_ o ::32;hé8,6035

"-15;



If it is desired to insure that installment payments on account of
delinquent taxes do not exceed reductions in ennual tax levies, it becomes
\necessary to recompute the number of payments allowed for settlement of
these old accounts. By providing that annual nayments shall exactly equal

1 such reductions, the following results are obtained:

'sttems L Number of Payments Required . .
With;ﬁ Per cent Rete With 4 Per cent Rate '

. Litigating Roads:(_‘

)lo Cen‘bl‘al Of I.\I’.J. : 1005 . . 2102

2. Iehigh Velley\ i 6.3 | 12,9
3. N.Jo and NY. 23.2 ' 539
L, N.Y., ISusq“,.;and w - 13,7 S k3.3
5. D. L. and W. -:f\ 64 . 13,0

6. N.Y. Central 5.9 '11.8
7. Erie | __(3__1_ L 12,7

v Average | P , 15.7

Non-litigating-Roads:

1. Central of N.J. - 2.8 : 66
2. N.Y. end L. Br 67 I | .
: 3. Reading : o 0.7 ) 1.2
vh. Pennsylvania ,?' S i -
7 5. Penn-Reading = 0 ' 0
, ‘ 6V.’Unc1assif1ed 0.1 L - 0.3
Averaéeﬁ‘zb 0.2 05
* Average all road.s k9 100




'3." DISTRIBUTION OF SECOND CLASS RAILROAD TAX

Note: Total assessed valuations of second class railroad property
"+ in New Jersey (1940) as reported by the Tax Department in
ite Annusl Report, 1940 (Abstract of Ratables) amount to
$177,594,315. Summary sheets. of assessments and collections.
. by roads, also obtained from the Tax Department, report.
these valuations at $176,439,659. Computations of second
class taxes shown in this section are based upon date from
' ‘the "Abstract of Ratables.” They differ slightly from ’
those shown in section 2 because ‘the latter were based
upon the "Summary Sheets”. No explanation for this disd
_crepancy has been obtained. S . .

At:the present time,-localfrates are applied against assessedyvalua-
| tions of second»class-railroad‘prbperties located‘within each taxing dis-
. trict. Because local rates vary as among taxing.districts, secondlclass
railroad tax levies are not distributed in direct ;roportion to assessed
valuations. A taxing district with a high tax rate receives greater share

| of total taxes levied than does another district containing an equal amount. - °

of taxable property but having a lower rate.

Examples ofddiscrepancies'due to different local tax rates can be
geen in comparing Bayonne'(Hudson County), Wocdbridge'(Middlesex County)
'and Trenton (Mercer County) Assessed valuations, tax rates and. taxes

v'levied in these three taxing districts ‘appear as follows.

TAXING DISTRICT* . ASSESSED VAWE . TAXES TEVIED -

2ndv01ass R. R.  Local. 2nd Class R. R.
Property B Rate Property
1. Bayomne | o $1,l57,000  .06035 $ 88,000
2. Woodbridge = . 1,551,000 - .O731 115,000
B. Trenton . 1,875,000  .OMTH T 89,000 g
- )




In 19h0 total assessed valuat ons of second Classrrailrcad properties

-amounted £ ,4)_17,,591;‘,»000. cr this total, 4139,996,000, or 79 per cent re-

'presentediproperties'located‘in Hudson County. $lo5,121,000 or. 60 per cent\f

offthese_valuations‘were ianersey City’alonefl

In that year there were onl’r nine countles Wthh contaﬂned second class

railroad property assessed *n excess of ml OOO 000. These nineJcountles,'

accoanued for 07 oer cent of all such valuations jn the state. 'Within their

;boundries there were only 12 manic1pa1ities hav ng va]uat*ons in excess of

%l OOO OOO.- These- 12 municipal*tjes accounted for $157 592 000 or 89 per

‘_cent of the state total. ”f,M' I " f, . E

Taxes-amounting’to t9,06C h671 were levies against second class rail— '
road nronerty in lOMO. of this total, @5 569,000 or 61 per cent was lev1ed
: acainst nropert; located ﬁn Jersev City»” The 12-man101pa11ties havzng as~

’ sessed valuations in excess of dl 000, 000. accounted for levies of about

48,193, OOO or 90 per cent of the total for the state. .

It 1s nropcsed to subst‘tute for the present tax on second class rail-

.!,-
ruad yrooerty one based upon the appl cat*on cf a flat rate agaﬂnst assessed
':lvaluations.‘ Assuming su ch rates at 5 and 4 per cent, this procedure wouLd
VreSu *‘tnrtotal levies amountinv to $5,528 OOO and n?,th OOO resoectively
meductions in lev*es from the thO level would thus be $3 738,000’orfhl per

| ,cent,”at the lower rate and $l,962,000, or 21 perLcent at the higher rate.

'The'dEStribution of asseSSed valuations and the proposed tax among counties

_ and minwc alities woulé appear as follows:
lLev*es ottalred frox Summary Sheets” by roads. See note at head of

D

Section z. : LT
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1.

Al
B.
o
D.
E.
F.
G.
-
A.
‘B.
3.
A.

B.
' CV.

,4‘.

- 5.
',6;
A.
B'

7.

| ‘ 8; -
9.

0.

DISmRIBUTION OoF SECOND CLASS RATIROAD TAX AMONG
COUNTIES ANVD MUNICIPALITIVS IN NEW JERSEY

- Hudson County

Jersey Clty
Weehawken
Hoboken .
West New York -
Kearney
Bayomne

Rest of County

Esgex County

Newark

Rest of County,

’Middlesex County '
* Perth Amboy

Woodbridge

‘Rest of County
Union County

AL
’B-,

Elizabeth
Rest of County

Bergen Countyfé

Camden County

Camden
Rest of County

Mercer Cgunty
A.
B..

4Treht6n S
Rest of County
Passalc Countyr
Atlantic County

Rest of State

- TOTALS .

ASSTSSED VALUATIONS -

(1940)

$139,996
105,121

12,596

9,053 .

8,548
2,62y

. ,l 557
C2,617

10,675

- 8,763
“l:9l2 o

5,962

1,551

4,844 -

2,084
1,80
3,119
3,088

2,886
e

2,608

T
733

1Mo

1,014

4,839

- $177,59%

8

TAX IN 190 PROPOSED TAX AT
Rate®/s Tax  .03%/0 .04%/c
- - $4,200 $5,600
.05298” 45,569 3,154 4,205
~.olkios 566  .378 . 50L
© L5326 . 481 271 361
05754 0 37T 196 262
03843 101 79 . 105
.06035 88 W - 58
& - . 79
0885 b5 263 351
e - 5T 76
0554 119 65 = 86
0731 113 47 62
. -, . 68 9
-
Wok2k 127 9 119
- = 56 Th
- - &1
Ol 128 87 115
- - 5
.Ol7h 89 56 75"
Coal - 22 29
- - _&é'
- - ® m
- - s 9k

$9,056 45, 328 "57,10h

NOTB: Assessed valustions and texes in thousands of dollars.
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»h. DISTBIBUTIOH’OF‘FIRSTACLASS’RAILROAD TAX

Statutory recuirements for the distribution of f rst clags roilroad
taxes were set forth in a former memorandum (Februery &, 1940). Follow- . .
ing these requirements, allocations of taxes levied in 1940 appear in the

\

order of their priority about as followe:i

'FUND AND PURPOSE = * AMOUNTS ALLOCATED

. 1. State Fund (geheral‘purpose) ' 1~4‘$‘"978;O92
2. state Fund (educatiornal) 4,78k, 221

- 3. Teacher's Pemsion Fund | 2,780,705

, L, Counties (for schools) I 687,204 .
- - TOTAL nEVIEs - o " 49,230,220

~ Note: Officialqallocation has not yet been releasged. -
These were prepared from State A,nrobriations -
for Figcal Year, July 1, 1940 (Ch 158, P.L.
f19Lo) '

\ S
)

It wesg p01nted out in Section 2 of this memorandum. that the aﬁplica;
tion of 3 and h per: cent rates to l9h0 assessments would result in total
first class railroad tex 1evies of $5, 869,15& and $7,82);558 resnectivelv‘
(see p.10 ). The use of one of these ratee would thus cause state levies . .

tq'be'reduced by 43,361, 068 or $1, hoh 68h from the thO level (see p. 1l ).

N

In.the ébsehce of‘etefutory changes in the method for.épportioning
first class levies among tne benef101ary fundg any reductions in levy must

7 be subtracted from the funds last in priority. The use of either of the
above rates would thus result in completely eliminating the amounts allo-

‘ cated to counties for educational nurposes.' In addition, the 3 per cent
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rate would prov*de onlJ %lOu,uhl Tor une Teacher 8 Pensxon and AnnuJuv
Vund thus necessitatlng a reolction in allucat;on of rallruad taxes to
that fund of $2,675,86h; A 4 per cent rate woaia provide. ’h,OJj 225 for
this fund and require a reductlon.of'yYIY,huO;

By’present’statutory requiremegts, these proposed levies would be ap-

o

portioned. about as follows:

. . ) s ERAE oo - Ca ;
‘ . AMOUNTS. ALLOCATED
'F'UNDS AND PURPOSE - °/o Rate 49/o Rate
1. ctate Fund (general purpose) % 97u,092.; $ 978,092“
-2, ate-Fqnd (educational) o h ,T8k,221 ;‘h;, ¢21
3, Teacher's Pension Fund , , 106,041“’ 2 06),22)
L, ‘Counties (for schools) : . ‘-YA- . -
_TOTAL IEVIES - . ",86c 154 47,625,538
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5. | ASSESSMENT OF FRANCHISE

A comnlete investigation of alternative methods for assessing rail—‘
: road franchises is beyond the gcope of this memorandum. Such en investi-

gation'would 1nvolve detailed analysesvof operating,and~financial'data for ,‘

each roadqoperating within}New'Jersey. Although the‘lack’of time and data

“prohibits such analyses‘here,psome pertinent-observations'can be made.

N fIn l9§b,,the assessed?yalue of_franchises,in Newddersey}anounted'tof
$2,881,089, or;less thanilﬁper cent ofjtotal assessedcvaluations’of all rail-
- vroad property.1 -Of this amount $1, 028 526 or about: 56 per cent vas ap- -
secged against the Pennsylvania system alone.‘ rranchises of the seven litie‘
gating systems were assessed in total at pl 572 h63, or about 58 per cent

of-all such valuations in the state. o

-Because of ite relatiye unimportance in the present tax base, anyref-;
fort to affect a graduation of railroad tax levies through the franchise |
must'befconcerned with a substantial increase in its>assessment.v Such inr
' creases, unaccompanied by changes in assessed valuations of bther classes
: ‘of property, may serve to offset in full or in part reductions in tax levies
’anticipated a8 a result of the proposed new levies at lower rates. '

/

T It is proposedlthat the\earnings of railroads bejtahen,into account
in evaluating the franchises." Many definitions of earnings can be- found.
- The three following definitions, which may be used as guldes in consider-

»ing the problem, are prescribed for railroad accounts by the United States

AN
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Interstate Cormerce Commission:

) S ‘ o ' .

‘1. Tet Railway Qperating Revenhe

- railway operatlng revenues less railvaJ operating
costs ‘ :

’

‘2, et Railway Gpcrating'Inocmw

o = Net Rallway Operating Revenue. (1) less
. () railway tex accruels ' "
‘ "~ (b) uncollectable railway revenues
(c) Joint fac;l;ty rents (dr. and cr.)

—

3 Let Income

= Net'Railway O}eraulnl Income (2) pla° S
+ (a) dividend income ‘
() other non-operating income, less
) (¢) miscellaneous rents, tax accru&ls and charges
(d) rents for leased roads
(e) miscellaneous rents
~(f) miscellaneous tex accruals
(g) interest on funced debt
(h) interest on unfunded debt
(1) miscellaneous charges - :

With the possible exce tion of (a), "rents for 1eased;f05de", the -

,items,b5 wanh Net Income dnffers Prom Net Rallway Operatinﬁ Income arlse\

“almost wholly from'non-railroading &ctivities.‘ Almost all of the difference
By i L RS & ‘ MAORL dLL 1ierence

1g in the cofts of financing. Two eQually‘auccessful.roads may show guite
different "né% inComes" bedauSe of different'financial structures. One’mav

be anavced laroel" through borrow1nv and bpnce have. hean flxed charﬂes .

The other, i +urn, may ‘be flnanced by stocr igsiies and have small fixec

charses”. o . - - -

\

From tH@'point of view\of railWay operations, one basis fbr'eyaluating

franchlses T8 uaxatnon DUI poses 1n New' Jerspy ig het Railway. Operatin In-

come - allocatea to the ste+9 in propnrtion to mi ln of -all track;-iBy

N
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3 O\

!

cap,taliznng such allocated income at 3 per cent and deducting assessed

valuatiOns of all rallroad property except franchises, this procedure yielde

approximately the following results:

Net R.R. ' .~ Operating- C ;

Operating Per Cent Income N.J. Income Cap. Income -
: Income .~ Track Allocated - Capitalized TLess Ass'd
System (1939) :in N. J. to N.J. at 3 Per Cent Valuations

Litigating Roads:
$l)3l9:503 $h3)983;)+53 N - =

Central of N.J. 1,043,304  67.9

Lehigh Valley | 7,1&9,326:A 16.8 1,201,326 hO,Quh,eoo $‘5,855,5101

N.J. and N.Y. ,;e273,985't 65.6 —156,118 - -
N.Y., Sus., W. 264, %37 C97.7 | 258,257 8,608,257 . 2,’502,822‘

D. L. snd W.. 6,028,688 = 27.0. 1,675,975 55,865,833 -

N. Y. Central 37,303,427 f 0.7 261,124 8,704,133 -

Erie . 19,137,670 . 10.8 . 986,868 32,895,600 -
/NohéLitigating,Roads: | ; : : ] )
-centrai.of N.;J. - 99,135 iTlOO.O, - 99,135 . 3,304,500 3,169,620
N. Y. and L. B.1 If o | | )
ReadingéA/-’ - ‘1 931 oon | u,5 ' 513,033 17;101,100' - 8,376,211
Pennsylvania» 77,304, 32 6.1 u,71§,56h 157,185,467 - 54,838,800
Penn-RQAdiﬁgk - -‘-1:019:029. 100.0  —1,812,029 -
Unclassified® - | v | o

Total Assessed Value of Franchises “ B $72;7h2,853
1940 Assessment ~ A1l Roads ) - ".218811089
Increase in Assessment Indicated4 o $69,861 764k

, lNew York and Long Branch operated jointly by Central R. R. of New Jer- _
sey and Pennsylvania. No data were avallable for these computations.
2pistribution of all track miles was not obtained for Reading. Allo--
cations based upon miles of line operated. ‘
3Uhclassified group nade up of a number of small roads.' Computations
were not made.
4No account was taken of nominal values of franohiees where 19h0 ag-
gessed valuations of R. R. property exceed capitallzed income allooated to
New Jersey.

3.
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?wo periinént-observatiQns ére apparegt in the above date. Firét,
~thisg proce&ure would result in material increasesin %ranchisébassessments
for fi?e of the gystems.éhown,>and in no valvations at all for‘the others.
Second; only two systems. show & net loss by this definition and one of

these 1s the one road in the sta%e which is not delinquent in any of its

tax bill to the state.

One less apparent observation concerning the data themselves should

be pointed out. Earnings were obfained,from qudy's Mahual»gi Railroads
\(l9h0) for pystems. Precaution was teken to insufe théir accu:aby‘bf
coverage fox tﬁe roads inyoiyea~in the Néw'Jgrdeynrailyoéd té;} ﬁovever,
-franchise:#aiueé’are af presént_détermihed independently‘for each roéd"
comprisiﬁg the_#arious systéms; Becéﬁéé each rqad.ma§ have a diffé}ent '
péttern,of earnings, any~change‘in their grouping wogld'résult,in a
changed basis for-véluing fr&hchises. o | | |

Ahvéxémple of this factor.can/bé seen in thé case‘of computations' o
. shown above for the Central R;ilroad of New Jersey. Tﬁe Mount Hope Min-
eral and Whérton'aqd Northern railréads ére'commqnly considered to be a
part’of the Centraljsystem. :Because,thesétroadé are nottinvoivéa in fhe
tax litigation, they are cafried-aé_"Central R. R. GfiNew‘Jersey"\in'
\thé non-litigatingﬂgroup.'.Conéidered seﬁarately; eérniﬁgs of these‘éoads
are éufficieﬁt.té warranﬁQa subsfantiai‘aséeéémeht of?€heir franchise. if.
they W§re inclﬁded with the reét Of‘ther"central pyﬂtémf~asfshqwn;;these

earnings would notrbe sﬁfficient to bring the totalfsystém'earniﬁgs up
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to a point sufficiently high to supply the base for‘any assesament of
gystem frandhise. Because these roads are Oyerateq seﬁarately, it i

i

felt the above computations are logicallg sound

ﬁut bther systems\as éhown may well éontain similar discrepancies
due to grouping of roads ﬂnto svstems.: Té the'exteht that such‘qroun-
7 ings represent actual ooefatlng cond1t;ons, thev are felt to - be Justified.
To the_extent that they‘con;aln roads which are separately operated,_they
‘fall'short of their purpdse. In the absenée of a ﬁore detalled analvsas,
rthe above computations can ‘serve only as anproximations to the recome -

\"

. mended franchlse valuat10n5E

" In Section 2 of this ﬁbmorandum {see p. ll), nrobable reductions in

§

taxes levied against each road “from the 10h0 level were comnuted at ag-
sumed flat rates of 3 per cent and b per\cent These were estlmated at
,';7,13h 546 (for 3 per cent) and $3 h15 505 (for h per cent) Assamlng no

"franchﬂse assessment for the roads having pronerty assessments in excess (

1o
‘ \

of thelr income allooated to New Jersey and capltallzed at 3 per’cent, new .
lev1es ‘against %69,861 76k of franchiee valuations would amount 0
t%2 100, 656 at 3 per cent and 92 uOO 874 at L per cent. Accordlnvlv, re-
r'ductions in total rallroad taxes from 1940 as shown in Section 2 would be-
come . $5,033,69O or 27.5 per cent at as per cent rate and only i612 691

 orV§.5 per.cent‘ at ak per cent rate. These changes appear by roads as

'follows;l
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 CHANGES IN RAILROAD TAX LEVIES FROM 1940 LEVELS
AFTER ADJUSTMENT FOR NEW FRANCHISE ASSESSMENT
. ASSUMING FLAT RATES AT 3 PER CENT AND 4 PER CENT

' At 3 Per. Cent Rate .

- At k4 Per Cent Rate

[ N =R S

N R R A

lFranchlse comoutatlons not made, see notes to last Table.
. 2Represents increases over 1940. 1evel in taxes levied :

t

, : e 3 DI . Per Cent -
e | Computed Increased -  Net Reduc— = - ~R§§§c€fﬁﬁ . Computed Increased - Net Reduc- R§§§ct10n ,
Cmee e mamise G TR0 | (V30 maise  chmge  FR 0
‘ Litigéting Roeads: i e » ‘ _ o
1. Central of N. J. 41,504,572 }«\s;\;;ia,slo 51,323,182 40.0 | 4 636,538 5 —25,080 & 661,418  20.0
2. Lehigh Vélley /718,598, 106,885 | 611,713 -~ 33.7 N 353, 784 | 142,513 211,271' 1.7
N.J. end N.Y. | ‘12',1;,00 -—-3:0 | 12,130  37.0 5,355 —ko 5,375 16.0-
. N.Y., Sus., W 89,122 7k, 955 14,187 5.2 | 28,06k 99,913 —71,849 ‘;:,-246.3'2
. D.L. and W. ,/'1,151,692%" Co-11,179 ‘1,162',;8715 - koo | 566,863 —14,906  581,769. 20.0
. N. Y. Central 458,741 — 56 459,197 »);o‘.-lo 229,650 ~ —608 . 230,258 = 20.1
. Erie Tkl =T,77% 783,265  39.2 | 361,657 —10,366 _378,083 8.
- *Sub-Totals ,4,,10 b5 - - 143,570 4,566,845  38:0 | 42,187,687  $191,426 #1,996,261 17.L
Non-thlgating Roads: 1  r “ | B i . - . : o s s
. Central of N. J. 8 2,.‘53‘6,;. - 495,029 4 —92,603 —1h52.4% |4 987  4126,705: $5—125,718 =—1969.92
5. N.Y. end L.B. 56,828 . - -1 | “'\‘-2‘_561828 31,9 25,‘78,6.[ S 25‘,786 ' 17.2
. Reading 193,761 248,406 —Sh,Ek5 | —12.02 | 106,512 331,208  —22h,696  —h9.3?
. Pornaylvania - 1,920, h71 1,614,311 306 '160_-' 6.1 | 886,720 2, 152,415 —1,265,6% = —25.2°
. rPerjn-Reading ' 213,005 ' -660 215,663»: © 38.4 . 98 765‘. 2880 99,585 17.9
. Unclassified -, 237,532 ‘ *.14 257,532 ) N 37.8 107,168 ool 107,168 17.0
Sub-Totals $2,623,931 41,957,086 :5666,845 9.8 | 41,225,878 42 609,M+8‘ $=1,383,570 = —20.3
TOTALS 37,134, 346 $2,100,656 45,033,600 275 | 5,515,500 $2,800,87%  & 612,001 22
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