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A S S E M B L Y M A N M I C H A E L J. MATT H E W S. 

Good afternoon ladies and gentlemen. This is the third of a series of public hearings 

being conducted by the Subcommittee on Business Tax Structure, and when we are finished here today 

we will conduct a round table discussion next week with individuals from State agencies and the 

privaresector who have been involved in these hearings, to go over the testimony we have gathered. 

Our first witness is Mr. Reich. 

L A U R E N C E R E I C H. 

Gentlemen. My name is Laurence Reich. I am an attorney-at-law of the State of New Jersey 

and a member of the law firm of Carpenter, Bennett & Morrissey, 744 Broad Street, Newar~. New Jersey. 

I appear on behalf of the Taxation Section of the New Jersey State Bar Association. As the Chairman 

of its Ad Hoc Committee on the Joint Tax Policy Committee, I submitted to the Joint Tax Policy Com­

mittee of the Legislature the Report of our Committee setting forth recommendations and comments 

with respect to proposed changes in and a review of existing tax laws of the State of New Jersey. 

This Report, issued August 30, 1978, has been reproduced and submitted to the Comnittee and should 

be deemed a part of my remarks. 

The views of the Taxation Section of the New Jersey State Bar Association may be summar­

ized as follows: 

First, with respect to the Gross Income Tax Act. Prior to enactment of the Gross Income 

Tax Act, the Taxation Section had taken the position that any individual income tax legislation be 

of a "piggy-back type," that is, one based on the Federal income tax system, to eliminate the 

expense to the State of the collection of the tax and the auditing of returns. The Taxation Section 

has refrained from recommending substantive amendments to the Gross Income Tax Act as enacted. 

However, we have proposed two technical amendments bills. One of these bills which is exhibit A to 

our Report, has received the approval of the Division of Taxation. I refer to our Report for the 

details of that proposed bill. In addition, we have prepared for submission to the Legislature a 

second bill (exhibit B to our Report) which would modify the Act further. This bill (which has not 

received the support of the Division of Taxation) includes a number of transitional rules which 

would, among other things, exempt gains recognized currently for Federal income tax purposes under 

the installment sale method of reportin~which were realized from dispositions of property prior to 

1975, and would also exempt the portion of dividends from certain regulated investment companies 

attributable to interest which is exempt from tax under the Act. 

We urge the consideration of the objectives and provisions of both of these proposed bills 

by the Legislature. 

In addition, we recommend a study of the taxation of income of trusts and estates under the 

Act in a number of respects which are detailed in our Report. In general, it is our recommendation 

that the taxation of income of estates and trusts under the Gross Income Tax Act parallel the treat­

ment thereof under Federal law to the end of minimizing the burden of compliance on fiduciaries and 



promoting greater tax simplification. 

Second, with respect to Business Taxes. 

MATTHEWS. Could we stop there for a minute before you go on to that? Did you, in the 

first part of your statement, say that one of the bills had received approval of the Division of 

Taxation? What were you referring to? 

REICH. Well, it is rather detailed. If you look at Exhibit A you will see the amendments 

that we have. For example, on page 2 of Exhibit A we have recommended a change in the wording of 

the "medical expenses" deduction provision to make it uniform with the comparable provision in the 

Internal Revenue Code, and we have recommended some technical wording to correct what we feel are 

inadvertent errors in connection with the resident credit for tax of another state. We have amended 

the definition of qualified residential tenant in sev.!ral technical respects. 

MATTHEWS. That's all rigbt. We 1 ll go over the exhibits. 

REICH. These are essentially all amendments which would enable the Act to achieve what we 

and the Division agreed was the intent of the Legislature, but because of some inadvertence of word­

ing the Act failed to achieve its apparent intended purpose. They are purely technical amendments, 

will not change any substance, and presumably, would therefore have no adverse impact upon the 

revenues. 

To continue. Secondly with respect to Business Taxes. Bills to achieve several of the 

recommendations made in our Report are presently before the Legislature. I refer to Assembly Bill 

No. 1916 and Senate Bills Nos. 378 and 379, which would provide for carryovers of capital losses 

and net operating losses under the Corporation Business Tax Act and the Corporation Income Tax Act. 

The New Jersey State Bar Association generally supports these bills, particularly Assembly Bill No. 

1916, which parallels the treatment of capital losses and net operating losses under Federal law 

whereas Senate Bill Nos. 378 and 379 do not directly parallel Federal law. We urge that any bill 

adopted by the Legislature parallel the treatment of such losses under Federal law in the interest 

of consistency and simplification. Adoption of such provisions would assist New Jersey in keeping 

and attracting corporations. 

We recommend that Subchapter S corporations (corporations which have elected under 

Federal law to be taxed in a manner similar to partnerships) be relieved of their present taxable 

status under the Corporation Business Tax Act and, instead, have their income and losses taken into 

account directly by their individual shareholders under the Gross Income Tax Act. This would also 

promote simplification and uniformity between Federal and State law. 

For the same reason of tax uniformity and simplification, we recommend that consideration 

be given to permitting affiliated corporations which file consolidated income tax returns for 

Federal income tax purposes to do so under the Corporation Business Tax Act. 

We recommend.that the Corporation Income Tax Act be repealed. This statute imposes a so­

called "second-tier" tax upon corporations not subject to taxation under the Corporation Business 
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Tax Act. In view of the broad jurisdictional base of the Corporation Business Tax Act, it is 

questionable whether corporations not subject to that tax may be reached constitutionally by the 

Corporation Income Tax Act. Its continued presence thus serves no useful purpose. 

We recommend further that the related Corporation Business Activities Reporting Act, 

N.J.S.A. l4A:l3-l4 et seq., be repealed with the Corporation Income Tax Act. 

Our Report contains a number of technical recommendations with respect to the taxation 

of real estate investment trusts and financial institutions, and we urge consideration of these 

amendments upon this Committee. 

Third, with respect to the Sales Tax Act. We have not directed our attention to specific 

changes in the Sales Tax Act. However, we recommend that sales between related taxpayers, for 

example, a parent and its subsidiaries -- or two subsidiaries of the same parent corporation -­

should be exempt from tax, and that the exemption for sales to out-of-state purchasers should be 

clearly defined by statute in order to promote better understanding by taxpayers and more effective 

collection of tax by seller. 

Fourth, with respect to the New Jersey Transfer Inheritance Tax. Paragraph l of the 

recommendations made in our Report has already become law. I refer to the recommendation relating 

to the exemption of life insurance proceeds payable to a testamentary trust, which has been adopted 

in Chapter 137 of the Laws of 1979. 

Because of the present high rate of the New Jersey Transfer Inheritance Tax, many elderly 

residents of New Jersey have established their residences in states which have either a very low 

inheritance or estate tax or no such tax at all -- notably the State of Florida. In such cases, 

New Jersey receives no inheritance taxes from the estates of those persons. We recommend that a 

study be undertaken to review this entire problem to determine the effect of present rates on total 

revenues from the New Jersey transfer inheritance tax. 

We also urge upon the Committee the further specific recommendations concerning the 

transfer inheritance tax set forth in our Report. 

Fifth, with respect to Tax Practice and Procedure. Two of the recommendations in our 

Report are the subject of bills presently pending before the Legislature. I refer to Senate Bill 

No. 30 and Assembly Bill No. 1730, which provide for the payment of interest on overpayment of 

taxes. Also Assembly Bill No. 1914, which would permit prepayment of estimated corporation business 

tax as an alternative to the present requirement of a prepayment based solely upon the prior year's 

tax. The New Jersey State Bar Association supports Assembly Bill No. 1914 as a necessary and useful 

measure. 

With respect to subject of interest on overpayments, the Taxation Section has proposed a 

bill which is appended to our Report. The Taxation Section has been engaged in discussions with 

the Division of Taxation and it is anticipated that a bill on the subject,satisfactory to both the 

Taxation Section and the Division of Taxation, will be implemented as a result. We urge the support 
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of the Legislature for such a bill. 

In the section of our Report dealing with tax practice and procedure, we have made a 

number of recommendations which we believe are important in the interest of fairness, simplification, 

and administrative effectiveness of the taxing system of New Jersey. In addition to these spec­

ific items, we believe most strongly, that a general study of tax procedural statutes is necessary 

in the interest of uniformity of administration of, and procedure under, the various taxing 

statutes of the State. 

Sixth, with respect to Real Property Tax Procedure. As indicated in our Report, we do not 

recommend at this time any broad changes in assessment procedures until there has been an opportunity 

to analyze the results of the first few years of the operation of the Tax Court. However, we commend 

to this Committee, consideration of the specific areas discussed in the section of our Report dealing 

with real property tax procedure. 

By way of Conclusion. We have not undertaken, either in our Report or in these remarks, 

to recommend any truly substantive changes in the taxing structure of the State. Our sole purpose 

and intent is to recommend technical changes in both the substantive and procedural provisions of 

existing law which we believe will operate to carry out the intention of the Legislature to raise 

revenues in a manner which is both fair and equitable to all classes of taxpayers. Some of the 

changes we have recommended and some of the areas we have suggested for study involve, as in the 

case of procedural matters, all taxpayers or large classes of taxpayers; other changes may affect 

only small groups of taxpayers situated in a particular industry or position. Both classes of 

changes, we respectfully submit, are equally important to the taxpayers involved and, we submit, 

to this Committee, whose goal of improving the tax structure of our State we share. 

I thank you for this opportunity to present these remarks and would be happy to answer 

any questions the Committee may have. 

STOCKMAN. Do you see any areas in the tax law of New Jersey that justifiably should be 

treated differently than the Federal tax law? In other words, in some of your earlier comments I 

gathered perhaps the Bar Association's early attitude towards what form the Income Tax in New Jersey 

should take was one as simple as possible so that we don't have a multiplicity of returns, I guess, 

to prepare,and tricky tax questions that taxpayers get bogged down in, and so on. Are there any 

areas, in a general sense, where you would be persuaded to probably agree the State tax law -- the 

tax structure -- has to part company from the Federal tax law? 

REICH. Yes, of course. For example, in the area of the Corporation Business Tax, we 

urge some significant degree of similarity to the Federal system because of simplification and 

uniformity. It is easy and less expensive to Corporations, I might add, to have a return which must 

be prepared -- the Federal government largely dictates the form of the return for the State -- and 

as a practical matter in many respects, the Division of Taxation has attempted to do this. We 

recognize there are areas which must be different from the Federal system. But with respect to the 
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Gross Income Tax -- and the fact that it is a gross income tax -- means that there must be very 

significant differences between the Federal and the State. There is no reason, for example, to 

have in the Act, as the Act does provide a definition of income -- of gross income -- which is 

totally at variance with the Federal definition which has been followed almost entirely,,and this 

is one provision which has hardly been amended at all. 

Since 1913 everyone knows what gross income is and yet in New Jersey gross income is 

something different. There is no reason for that difference. That's just one example. Of course 

there must be differences because it is a Gross Income Tax Act and not a Net Income Tax Act as the 

Federal Internal Revenue Code is. 

Given those necessary differences we still feel there should be as much harmony as possible 

with the Internal Revenue Code because that's the one we have to live with bar none, and there's no 

reason to have two totally different sets of determinations as to what is income. 

STOCKMAN. I am a member of the State Bar Association and it is an organization which 

view as one that has a public interest perspective, that is, not pro-business and not pro-anyone 

else. In these recommendations and discussions, have you taken into consideration the question of 

the tax loss that may ensue if we were to follow the recommendations and advice that you're giving 

to us in these areas? In some instances I'm sure that's kind of tough to do, but has that been 

part of the formula of your consideration as to recommendations? 

REICH. Yes, from the standpoint that our recommendations are of the type that we believe 

will not result in any significant tax loss. They are really technical amendments in the interest 

of making things equitable. It is impossible for us to quantify some of these things. Certainly 

we don't have ad~quate staff and I don't know if the Division of Taxation has the staff to quantify 

these. For example, the ones that the Dtvtsion has agreed with in the technical amendments bill, 

I'm sure they feel that on the whole they would have no adverse impact on the revenues. We don't 

believe any of ours would have a significant impact. Obviously to the extent that, for example, the 

one recommendation we've made in our second technical amendments bill with respect to exempting from 

tax, income received from regulated investment companies where the income itself emanates from exempt 

sources. As you know there are some Mutual Funds which invest solely in state and municipal oblig­

ations. In New York, for example, they have some of these Mutual Funds which invest solely in New 

York State obligations and under New York law any dividends paid by such a Mutual Fund, whether it 

be an open-end fund or a closed-end fund, is, as I understand it, exempt from New York State tax in 

addition to being exempt from Federal income tax. 

In New Jersey where there is a Homestead Investment Fund, the dividends from such a fund 

would not be exempt from New Jersey tax even though 100 percent of the income received by the fund 

was from New Jersey securities. Obviously, to the extent that that income is now taxable, if it 

is rendered non-taxable there is some revenue loss but how much, we don't know. This is only one 

example, and I question whether this type of revenue loss is one which really should be disparaged 
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because it might stimulate, on the other hand, investment in New Jersey bonds which is, after all, 

the object of the general exemption of New Jersey Bond Interest from New Jersey's Gross Income Tax. 

This is one example. There may be others of revenue loss. We don't think the revenue loss is 

substantial and we think that the advantages of equity, uniformity and simpl1fication far outweigh 

any detrimental impact. 

STOCKMAN. Thank you, Mr. Reich. 

MATTHEWS. Just a follow-up on that. This "second-tier" tax. Are you talking about the 

Net Worth tax? 

REICH. No, not the Net Worth. There's a separate tax that was added. I think it was an 

outgrowth of the Cahill administration Tax Policy Committee report. It purports to tax corporations 

who are not taxed by the Corporation Business Tax Act. Now, the Corporation Business Tax Act on 

the other hand, purports to tax virtually every corporation that has any tangential relation to 

New Jersey, and purports to use the optimum constitutional reach of the State of New Jersey over 

corporations. That being the case, we really have serious questions and I think the question that 

we have is generally shared by people in the Division of Taxation. We question that this statute 

has any reach that the Corporation Business Tax Act lacks. However, it sits there as some kind of 

a threat and possibly a threat to impose a tax which is unconstitutional but will only be declared 

so after long litigation in the courts. We feel that this is not the type of statute which serves 

any function. I really don't think it produces any present' revenues, Dy the \'lay, and certainly it 

should not be there with its in terrorem affect. With that there's very significant hardships 

posed by the companion Business Activities Reporting Act which is not strictly a taxing act, but is 

there only to collect information for the Division to attempt to impose tax upon corporations subject 

to the "second-tier" tax. That's why both those acts should go. The Reporting Act goes beyond the 

long-standing provisions relating to qualifications to do business in New Jersey in the Business 

Corporation Act (Title 14A) and is quite consistent with that. We think they both should go, they 

serve no useful purpose. 

MATTHEWS. Thank you very much. Our next witness is Mr. Henry Rowan. 

H E N R Y M. R 0 W A N. 

Good afternoon. My name is Henry M. Rowan. I am President of Inductotherm Industries and 

I'm here by invitation as an individual running a business in New Jersey and, therefore, affected by 

the tax structure of New Jersey. 

There are a number of issues that come to mind in our company's operation which may be of 

use to the Committee and I'd like to cover some of these as I go along. 

Inductotherm Industries has a number of affiliates, and in the State of New Jersey we have 

generated about $114 million worth of gross revenue which comes to New Jersey and is paid out in 

wages. It's interesting to note that we have some 1,350 workers in New Jersey who receive wages 

for their work, and the total tax picture including the withholding taxes on their wages -- including 

6 



our franchise and corporate income taxes-- an1ounts to about $1,360 per employee. It is interesting 

to recognize some of the concerns. A state seems to sense that each source of tax revenue is in­

dependent and can be applied independently, whereas when a tax on industry is applied it ends up as 

an increase in the cost of doing business in New Jersey and, therefore, shows up as an increase in 

the cost of products. 

I'd like to use the example that's been banded around,where corporations don't really pay 

taxes they only collect taxes, and that people pay taxes. You have all heard this in one form or 

another. That is demonstrated by a Utility. Public Service of New Jersey pays income taxes and 

property taxes and one could make a case out of the huge contribution they make to the income of 

New Jersey through their taxation. On the other hand the Federal government guarantees the Utility 

a return on investment so that effectively, they only add whatever tax the Federal government and· 

the State of New Jersey assesses them to their individual bills and the consumers, then, pay the 

tax for the Utility. 

The same is true on the products, for example, that are manufactured by Inductotherm. If 

we pay franchise taxes for the privilege of doing business in New Jersey; if we pay income taxes; 

if we pay sales taxes and other taxes, we add these to the price of our products, sell the products 

throughout the country and throughout the world, and then find ourselves to be less competitive than 

we would be if we didn't have these extra costs in the form of taxes. So, in other words, I'm not 

against taxes per se -- and I recognize the problem that New Jersey has in collecting taxes and pro­

viding income to run the State -- but I'm really against those taxes that tend to thwart business in 

New Jersey, make New Jersey's industries less competitive with industries in other states and other 

countries thereby resulting in less sales by companies in New Jersey throughout the country and the 

world, and therefore, less jobs. So we come back to the $1,360 taxes per employee. The income that 

New Jersey gains by putting one more man to work may be far greater than the income that can be 

derived by taxing an industry to where it is discouraged from doing business, or find that it cannot 

do business because its prices become less competitive. 

There are a few specific taxes that are rendered that seem to me to be extremely counter­

productive, on which I would like to comment for the benefit of the Committee. For example, I found 

many of our legislators don't know that there's a double taxation on an attempt to cause a New Jersey 

subsidiary to grow. By that I mean if Inductotherm, as a company, has a subsidiary which manufact­

ures, let's say, vacuum induction furnaces, and if that subsidiary needs funds with which to expand, 

lnductotherm might consider loaning it funds with which to expand. It would be a proper business 

arrangement if the subsidiary paid interest on that loan. So let's assume -- for purposes of 

illustration -- that a subsidiary in New Jersey wants to hire more people, build more buildings, 

spend money and generally increase its activity. And let's assume Inductotherm Industries loans 
i 

this subsidiary $1 million in New Jersey -- and let's assume the $ubsidiary pays 10 percent interest, 

and therefore $100,000 on that lo-an -- Inductotherm Industries tpen pays a tax on that $100,000 
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interest, of approximately 7-1/2 percent, or $7,500. The subsidiary, on the other hand, has had 

the expense but New Jersey law says no, the subsidiary cannot take a deduction for that expense. 

And if it is profitable it also pays a tax on that same interest, roughly the same $7,500 on the 

same income if you will, and therefore, now $15,000 tax has been paid on that loan. In addition 

to that, there is a franchise tax on the loan, because it is a loan even though it's an interest­

bearing note, and so another $2,000 franchise tax is paid on it. So in total New Jersey taxes the 

investment in New Jersey to provide jobs and equity, a better than double taxation on attempt 

towards industrial growth. 

MATTHEWS. What do you mean by franchise tax? 

ROWAN. The franchise tax being on the original investment. For the purpose of the 

franchise tax the loan is considered investment, even though it's an interest-bearing loan, and the 

franchise tax is the 2 mill tax on the investment in a corporation in New Jersey. 

MATTHEWS. Then they figure out the net worth that is not deductible. 

ROWAN. This is what we're talking about. It is added to the net worth. The million 

dollar loan is added to the net worth because it is a loan of a parent to a subsidiary. Now the 

result of that, New Jersey may feel that this brings them revenue but the only alternative a 

company operating in New Jersey has, in order to cause its subsidiary to grow, is to cause the 

subsidiary to borrow money elsewhere, perhaps outside the State. So instead of promoting growth 

within the State and loaning money within the State, and paying taxes, the subsidiary can go to 

Pennsylvania for example, and borrow the money from a bank and pay the $100,000 income to a 

Philadelphia bank, provide jobs in Pennsylvania and New Jersey loses the jobs, it loses the income, 

it loses the taxation, and the growth may be thwarted because it's harder to accomplish. So, this 

greater than double taxation on investment in New Jersey by one company to another is destructive 

to the industrial growth and should be eliminated. 

I would like to comment.that Senator Yates did introduce a bill, I believe it was S-1158 

or some such number, that had as its intent elimination of this double taxation, and it was amended 

to apply only to banks and financial institutions who might make these loans -- and there's an awful 

lot of investor companies in the State that would like to cause their affiliated companies to grow, 

but they aren't banks and they aren't financial institutions and, therefore, the amendment destroyed 

the value of the bill and thwarted the growth of some of the industries in New Jersey. So that's a 

bad one and one that should be given very careful consideration and should be amended. 

Similarly with the franchise tax, the reason the loan is added back to net worth may make 

some sense because a company could loan a subsidiary funds on which to grow and avoid investment, 

and avoid net worth and, therefore, avoid franchise tax. So it is understandable that loans might 

be added back to net worth for the purpose of franchise tax, provided they are tnterest~free loans. 

Perhaps there should be a relationship or ratio between the rate and the amount of the franchise tax, 

the amount that is considered capital. But an interest-bearing loan with proper (percentage) 
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rates certainly should not be considered net worth because there is a debt created. 

One of the other annoying and destructive taxes in New Jersey is the tax on the DISC 

concept. As most of you are well aware, the Federal government created the Domestic International 

Sales Corporation Act in order to encourage the promotion of sales outside the U.S.A. The United 

States companies are notoriously poor at international business on the whole and they have in the 

past received very little assistance from the government,whereas we find our competitors overseas 

get huge subsidies from their government in order to promote overseas sales. We have a subsidiary, 

for example, in Australia and they are given direct government grants -- I don't say this is a good 

or bad policy-- but they are given direct government grants for their increase in activity outside 

of Australia. For example, in promoting sales of their products in the Far East, their grants on 

say a million or two million dollars worth of sales might be as high as $50,000 to $100,000. There 

has been very little of this, almost none, in the United States. However, the government did come 

up with a DISC concept whereby half of the profit is essentially deferred for Federal tax purposes. 

New Jersey on the other hand, recognized then, that the transfer of manufactured goods 

from the parent company to the DISC for shipment overseas was in fact the New Jersey transaction 

and, therefore, should increase the income earned in New Jersey and should be taxed as New Jersey 

income. Tihe result being that whereas the Federal government is trying to encourage exports and 

bring real money into the country, New Jersey by their tax policy discourages exports and discourages 

this real wealth of value coming into the country. So, DISCs should be allowed to exist in New 

Jersey without taxation and the transfer of goods from one corporation to its Domestic International 

Sales Corporation should not be considered a New Jersey transaction but sbould be recognized as a 

sale outside the country. 

Recognize again, that there are two basic kinds of companies -- and all things in between 

in New Jersey. There are those who do business primarily in New Jersey and therefore distribute 

funds and generate jobs within New Jersey, and the money passes from one compan)' through people in 

other companies and consequently circulates. The other kinds of business in New Jersey are those 

who send goods outside the State or outside the United States and bring funds into New Jersey which 

add to the State's well-being, and this kind of business should certainly be encouraged by the 

State and not discouraged by the counter-productive effect of taxing DISCs. 

I am sure a lot has been said and debated about the personal property tax on the machinery 

of industry, and while this was eliminated in 1976, don't understand why New Jersey says that if 

we have tools with which to produce business and jobs in New Jersey, they should be taxed as 

business personal property tax. That's certainly counter-productive. What New Jersey is .saying 

is the less tools we give our workers with which to work the less tax we have to pay, or th•e more 

tools we give them the more tax we have to pay, and that simply makes New Jersey corporations less 

competitive than industry outside the State. 

Finally, the State might consider incentives on business done outside the State, j~st 
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as the Federal government has given tax incentives on business done outside the country, so as to 

encourage New Jersey corporations to expand their sales efforts outside the State and bring some 

more real money into the State to provide jobs. 

The corporate income tax is higher than in many states. It's added to the price of 

goods and makes New Jersey goods less competitive in both the national and world markets. A 

reduction of the corporate income tax wouldn't necessarily represent a reduction in income to 

New Jersey but might stimulate enough additional business, enough additional jobs at let's say 

$1,300 income per job, that the total affect would be increased revenue. Keep in mind that the 

wages that are paid to New Jersey workers aren't put in the sock or stashed away in the bank but 

rather, they're spent,and in spending this money there's an additional 5 percent sales tax on most 

of the items on which workers spend their money. So again, the affect of providing additional jobs 

in New Jersey with the direct taxes on the income and the taxes on the spending of the money, the 

taxes on the re-spending of it, result in double, triple and quadruple circulation and, therefore, 

taxation. To look for a reduction in certain taxes being lost revenue is a misnomer because I do 

believe that any stimulation of business and industry and jobs results in the only real taxes that 

can be paid later. 

STOCKMAN. Mr. Rowan. I've heard that observation made on occasion in the past and, 

of course, sounds very logical. It is always difficult to determine where to draw the line with 

that kind of reasoning, and one thing that's on my mind is the question of the present state of our 

economy and what are the predictions about the direction in which it is heading over the next six 

months to a year. Do you think that kind of suggestion is even more appropriate in the situation 

we find ourselves economically now, or less appropriate? Maybe you could educate me on that. 

ROWAN. Let me understand the part of my remarks you're referring to. 

STOC~4AN. When you said, for instance, perhaps if we cut corporate income taxes, at 

first glance it would seem that we would have less revenue to deal with the deep social needs in 

our State when in fact it may be just the reverse, namely, it would stimulate more activity, more 

business activity and in turn, more revenue so to speak to meet those social and governmental needs. 

That's a theory you talked about. What I'm asking you is --and I gather you subscribe to that 

theory because you are down here talking to us in that direction -- do you think that the situation, 

economically, that we find ourselves in now which seems to be one of increasingly difficult times, 

with increased inflation, increased unemployment, recession or whatever you want to call it, makes 

that argument stronger, weaker, or doesn't really alter it at all? 

ROWAN. I have heard talk of the recession and hard times for many months now -- perhaps 

a year -- but in our activity I haven't seen any sign of this recession. I agree that certain 

statistics demonstrate that the unemployment rate is up a quarter of one percent, and perhaps this 

is significant. While we have some 26 operating subsidiaries in our total group, everyone of them 

without exception has a record backlog, has a record number of employees, is shipping goods at a 
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record level and finds that their "hot prospect" 1 ist as we call it, or their sales inquiries or 

outstanding quotes-- however you choose to measure it-- are at record high levels. I'm not talk­

ing of the false increases due to inflation and the increase in the value of goods, but I'm talking 

in actual hardware, if you will. So we haven't seen this recession that people speak of. It's 

because of this activity that we at the moment don't sense that we're repressed by some of the tax 

policies of New Jersey. Therefore, as business does slow down --and it will --when things are 

going well we know they're going to slow down, and when they're slow we know they're going to get 

better. But as things slow down, as we try to maintain our business level and thrust our employment 

level, we tend to do it with soft pricing. If we are burdened with high figure taxes either on our 

property, our personal property if you will, on our transactions in New Jersey and to some degree 

income, then these things must be carried by the price of our goods or we go off business. The 

higher the price of our goods the less we will sell, and in a depressed market prices do soften and 

orders are hard to get. Layoffs are common-place and can snowball. So I think I can answer your 

question by saying we do see inflation, of course, but we don't see the recession. We are con­

cerned that we can remain competitive. We are concerned that we can keep our prices attractive to 

where we can retain a goodly portion of our industrial activity and, therefore, retain the employ­

ment levels that we have and the jobs that we're providing in New Jersey at the present time. 

STOCKMAN. Do you think, as a general proposition, that business taxes in the State of 

New Jersey that the State imposes on those doing business -- are out of line in comparison with 

other states, particularly those around us? Are they in line or what? 

ROWAN. Unfortunately you look at the states around you and I think this is an error. 

We have competitors in Germany, Japan and other countries. We have competitors in Kentucky and 

Wisconsin and we are not concerned with the states around us as an industry. We don't care what 

they do in Pennsylvania or New York, or perhaps Wilmington or Maryland. We care what the average 

is throughout the country. When we see one of our competitors who was taxed heavily in Ohio, and you 

could compare New Jersey to Ohio, they moved to Kentucky. We moved a Division out of the State not 

because of taxation but because the total financial picture gave us a more competitive position. 

So any industry will move its activity to where it can do the most competitive job. 

We have a plant in Camden, Magnetic t•1etals sp,ecifically, that makes motor and transformer 

lamination stampings, and they have a subsidiary in Canada, Now it so happens that the Canadian 

taxation picture is so attractive that we can make laminations cheaper in Canada than we can in the 

United States. For example, if we buy machines in Canada we get a two-year write-·off, that is we 

get 50 percent of the cost written off our income each year so we can put a $200,000 machine in 

Canada and have $150,000 write-off each year for two years and, therefore, the cash flow picture 1s 

much much better. So, we tend to put industrial growth in Canada and tend, then, to r·educe the in­

dustrial growth in Camden so we're providing more and more jobs in Canada and less in Camden --which 

doesn't do my heart any good because I'm an American and I'd like to see Camden growin!l but if we 
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can't compete we can't grow in Camden. Therefore, New Jersey loses the jobs, it loses the revenue, 

and that's not a healthy situation for New Jersey,or the United States for that matter. 

Industry will naturally migrate to where it can be most competitive and if it doesn't, 

it become uncompetitive and goes out of business. Either way we lose it. New Jersey's job is to 

not just look at the states around us and say "well, are we at about the same degree of taxation as 

these others?" This State has to recognize again my clich~ that only people pay taxes, and let's 

make it attractive for people to bring industry and industrial growth into New Jersey. In that way 

we will provide jobs and income and keep money in circulation, and sales taxes and income for our 

social programs and running the State. 

MATTHEWS. On these incentives outside the State. What kind of incentives are you talk­

ing about, especially when you are talking about multi-subsidiaries? 

ROWAN. There is some incentive now, of course, in that the income tax is applied to 

i~come earned in New Jersey, and income earned in other states where there is a tax, but the income 

is apportioned. The need of any state -- of any country -- is to generate real earnings by shipping 

goods outside of the community and into other communities to bring income in because income is going 

out; we buy our fuel, our cars, our clothes from outside the State, and much of our food, so we have 

to send goods outside the State to bring money in to buy those things. It would be a novel tax 

concept for a state, I think, to generate incentives but certainly an encouragement on the apportion­

ment concept should be enlarged on. For example, we can apportion our income. We ship goods to 

California and we make a profit on those goods and that income is apportioned to California because 

they charge us a tax on those goods. So there is some of that, but in states where we don't have 

offices and don't do business, New Jersey is anxious that they collect the entire income tax on the 

income in states where there is no other tax base. So one way would be to encourage the apportion­

ment concept, to expand it and to instruct the revenue agents that it is to be apportioned and any 

income earned outside the State by some apportionment formula -- the formula New Jersey has is not a 

bad one -- but by the apportionment formula they should encourage the apportionment of income outside 

the State so that we can in theory, then, reduce our prices in states outside of New Jersey and, 

therefore, make more sales in competition with our competitors outside the State. That would be a 

type of incentive. I think a direct incentive such as the DISC would be a major revolution in tax 

theory in the United States, and I'm not sure New Jersey is ready to start that. We have enough 

problems without starting a whole new trend in taxation. think expanding the apportionment 

concept would be a good one and a sound one, and one that would encourage outside sales. Thank you. 

MATTHEWS. Thank you, Mr. Rowan. I now call on Mr. Thomas C. Rooney, Jr. 

THOMAS C. ROONEY, Jr. 

My name is Thomas C. Rooney, Jr. I'm Director of Governmental Affairs for the Chamber of 

Commerce and Industry of Northern New Jersey. Our Chamber covers roughly the areas of Bergen and 

Passaic Counties, parts of Essex, Hudson and Morris Counties. We represent well over 1,000 firms of 
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varying types and sizes. 

The reason we're down here today is because one of the committees which we have is a 

Taxation Committee composed primarily of CPAs and businessmen who spend a great deal of time study­

ing the tax laws New Jersey has, and this committee has come up with a specific series of recommend­

ations for you today. Mr. Harry Immerman who is Chairman of that committee, had intended to be here 

to give the presentation, however, unfortunately late this morning he told me it was totally impos-

sible for him to be here. So the formal presentation on the bills will be given by his associate, 

Daniel O'Connell of Coopers & Lybrand who can discuss the technicalities. I am not a CPA. He is 

far more familiar with that area than I am. 

I would like to make a couple of very brief comments before he begins. First, the Chamber 

would like to compliment this Committee for holding these hearings, for taking the time to even in­

vestigate this matter because it is one of the most urgent things that can be done for the State of 

New Jersey. For the last five years as a Legislative Agent for the Chamber, I have been coming down 

here. I've spent hundreds of hours up in the balcony in the Assembly and in the Senate; many dozens 

of hours in committee hearings; I've listened to debates on hundreds of different topics, and one 

conclusion which I unfortunately am forced to reach is that among the Legislature overall, there 

does not seem to be this sense of urgency, of necessity, to do something to improve the business 

climate in the State of New Jersey. 

Businessmen complain regularly. Businesses move out regularly. Yet, no changes are made 

in the causes of those moves. I was wishing when I was listening to Mr. Rowan earlier, that all 

120 legislators could be here to hear what he had to say instead of only two, because he spoke the 

truth. Three items will buttress what he said and the Chamber's position, which I think will be of 

some great importance to you. 

The first is a quote from the bill introduced by United States Senator Harrison Williams 

in June. The bill would make it extremely difficult for any company to move from one place to 

another. It would be a highly complex procedure. If you had fifty or more employees in your firm 

it would become, in effect, almost impossible to move any place else. It provides penalties under 

certain cases, for a $10,000 fine and five years in jail for the managers of the corporations. 

The important sentence is he says 'Tn the last decade plant shutdowns have occurred with alarming 
-

frequency and there is no reason to believe this trend will decrease in the near future. An 

estimated 500 industrial plants in my home State of New Jersey have closed their doors since 1965. 

Since 1969 New Jersey has lost over 115,000 factory jobs." This from a memo to United States 

Senators. 

Earlier this year there was a study published by Alexander Grant & Co., Certified Public 

Accountants of Chicago which was prepared for the Conference of State Manufacturers' Associations. 

This made a comparison of the 48 contiguous states (not Alaska and Hawaii, just those on the mainland) 

studying the business climate on a number of different factors and it rated them, and of the 48 
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states, New Jersey came out next to last-- the next to the worst business climate of the 48 states. 

One of the items that was studied was state and local tax per capita and New Jersey came out 44 out 

of the 48. The study also went into unemployment compensation, workmen's comp. and the other items 

that businessmen have been speaking to legislators about year ~fter year after year, and those are 

the ones we rate among the worst. Yet for some reason the Legislature doesn't move, and one of the 

things the Chamber is hoping is that some action -- even if it is a 1 ittle modest -- will come from 

the hearings that you're holding now. That it will stimulate the Legislature to take some type of 

action. 

There was another study done earlier this year by Touche-Ross & Co. titled "What's 

Ahead for Business in New Jersey". Two comments they make are extremely important and most 

appropriate to what you are doing. They listed factors which helped New Jersey business, and 

factors which hindered New Jersey business. The cost of labor was the hiqhest one hinderinq New 

Jersey business, but next to that was Aggregate Business Taxes,and the study states very bluntly 

that these two drew such strong responses that they were cited as factors which could force a 

business to relocate out of State. So Senator Williams' bill was introduced because we lost so 

much industry and one of the causes of that is Aggregate Business Taxes. The last sentence is part­

icularly important for you because it says "Of the most frequently cited negative factors, only 

'Aggregate Business Taxes' are deemed to be influenced by state government." So whatever the State 

government can do to reduce, to simplify, to modify State taxes will automatically improve -- and 

it's guaranteed, it has to happen -- the business climate of the State of New Jersey. While we 

agree with Senator Williams on the problem that we have here with the loss of firms to other lo­

cations, we disagree on the solution. We do not believe in a punitive approach to in effect punish 

companies who want to leave. We believe the best way is to change the conditions here that cause 

companies to want to leave. So, we compliment your Committee on what you're doing and we hope you 

are successful. We offer our help in any way we can, and at this time I would like to turn the 

microphone over to Mr. O'Connell who will give you the specifics on the bills that we support. 

MATTHEWS. I'd like to have a copy of the Touche-Ross report. 

ROONEY. I'll get a copy to you. 

STOCKMAN. t~r. Rooney. I'd 1 ike to ask you a question. I wish I had with me a document 

dealing with the subject of whether the climate is all that bad for business in New Jersey; it seems 

to me I read somewhere where that's a debatable subject, or at least there was a recent study put 

out with an article that challenged that contention. I take it though that your personal feeling is 

that the climate is particularly bad in New Jersey for business because of our tax structure. 

ROONEY. Yes. That's a major reason. 

STOCKMAN. Is th~t tax structure different; does it differ appreciably from the tax 

structure in other states surrounding us and beyond? Are we out-of-step with other states and their 

business tax approach? 
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ROONEY. Yes, and it has to be logically a reason otherwise companies would not leave 

here. The law of supply and demand is in effect all the time. We're in competition with all of 

the other states for attracting industry and if we're not attracting at the same rate that we're 

losing, then naturally we're in serious trouble. All statistics -- the Department of Labor, the 

Bureau of Statistics, Senator Williams' statement all of these prove conclusively that we have 

been and continue to lose industry from the State of New Jersey, and as the Touche-Ross study points 

out, the cost of labor was the highest but the Legislature can't do anything about that. But 

Aggregate Business Taxes was deemed by these people to be right on the plate of the State Legislature, 

and you can do something about that. 

STOCK~IAN. don't want to get into a debate with you. The Chairman knows I'm a novice 

on this Committee and on the subject of taxation. bring very little expertise to it but I hope 

bring a little common sense to this discussion. The common sense reply that I would like to make is 

that I'm inclined to say there could be a lot of other reasons that would explain, understandably, 

why New Jersey is losing out to some other states, and it strikes me that some of those reasons are 

reasons which we are able to reach -- and indeed might not want to reach -- in terms of conditions 

of employment, conditions of security for employees, fringe benefits, etc. that are available in 

some other states. That's why I'm pressing you a little bit, but I gather you stand by your feeling 

that those other considerations aren't so important. 

ROONEY. No, we would not say that. There are other considerations. For example, envir­

onmental protection regulations. These are far more stringent in New Jersey, and perceived by 

business people to be unnecessarily stringent. Other states have more relaxed, more reasonable 

standards and this is a major consideration. The cost of energy per million BTU is another con­

sideration. There are a whole list of things -- percentage change in energy cost per million BTUs. 

There's the viability net worth of the State Unemployment Compensation Trust Fund. The taxes were 

only one. Union membership -- non agricultural people as a percent of total labor. These are all 

considerations. New Jersey was hurt badly about a year ago when we got feedback from some of our 

own committee members at one of our meetings, when we had all of this adverse publicity about New 

Jersey being cancer alley, being the cancer capital of the United States. One enginner from a 

major firm went to the meeting out in Houston and when he came back he said "Everybody's talking 

about this, it's in the paper, it's on television. They're saying you people must be crazy. It 

gives anybody the impression that anybody who comes there is almost guaranteed to get cancer as the 

years go by." As you get into further studies of it, and to the specifics, you find out that we're 

not that bad at all, that there are areas of the country that are worse. This type of adverse 

publicity does extraordinary damage, but how you cope with that I don't know. A lot of that is 

the fault of the news media in their over-emphasis of something. You have to control what you have 

the authority to control and business taxes is one of the things that the Legislature can control. 

So while a reduction of business taxes is not going to suddenly stop all the exodus of business from 

15 



New Jersey (we don't make that claim at all) we're certainly not CJOing to lure many other companies 

here all of a sudden. You have to make a beginning, even if it's d small be<Jinninq, and this is 

why we recommend these proposals though they're quite modest. I tried to get fiscal not'es on them 

but I was told there were none at this time but the judgment of our accountants and businessmen is 

that they are a relatively modest package. We feel so strongly about this that even if the State 

of New Jersey were to lose a modest amount of revenue for a short period of time, it is still 

essential that these bills be passed. The reason is basically the same as that stated earlier by 

lvtr. Rowan. 

So many times last year when I had spoken to legislators about a tax bill, the one 

thing that they would come back with is how much money the State would lose in revenue as though 

that was the end of it. That's not the end of it at a 11. We're asking you to try to persuade them 

(if you become convinced yourselves) to look at the overall picture, the total picture, that a 

temporary loss of revenue possibly now, will generate more revenue for the State ultimately because 

something absolutely has to be done to improve the business climate and the questions business 

people have about the State of New Jersey. If that is done, in the long run we will all benefit. 

MATTHEWS. Thank you Mr. Rooney. Our next speaker is Mr. O'Connell. 

D A N I E L 0 I c 0 N N E L L. 

Good afternoon. t1y name is Daniel O'Connell. I'm a Certified Public Accountant with 

Coopers & Lybrand in Newark, New Jersey. I am appearing here today in place of Mr. Harry Immerman 

who is the Chairman of the Taxation Committee of the Chamber of Commerce and Industry of Northern 

New Jersey, who is, unfortunately, unable to be present. I do want to relay the specific comments 

of the Taxation Committee regarding several bills which have been introduced in the Assembly. We 

believe you should support these bills because they're a step in the right direction to improve the 

business climate in the State of New Jersey. 

The bills I will comment upon are Assembly number 1595, and then eight Assembly bills 

which are consecutively numbered from 1914 through 1921. I'd like to briefly review each of those 

bills and state why we think they would be specific improvements. 

MATTHEWS. Let me just interrupt you here for a second. If I'm not mistaken the 

Chamber of Commerce of Morris County gave a similar presentation in Morristown. 

O'CONNELL. think the reason we're commenting on these exact same bills is because 

we thought today's discussion was limited to those specific bills, but evidently we were misinformed. 

MATTHEWS. Fine. Please continue. 

O"CONNELL. The first bill we'd like to comment on is Assembly No. 1595. I'm sure 

you are aware, in the tax reform package enacted in 1976, the Sales and Use Tax Act was amended to 

exempt the sale or use of machinery and equipment used directly and primarily in manufacturing and 

production. This amendment re-instated a provision that had been in effect previously and it was 

designed to encourage business activity in New Jersey. It's been a good step forward, however, I 
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can tell you from just my own personal experience, that certain aspects of this have made it diffi­

cult for some taxpayers. Although the production equipment itself is exempt from the Sales and Use 

Tax, the installation charges are not and this surprises and confuses many taxpayers. We think 

that imposing the charge on the installation service is contrary to the spirit of the legislation 

and adds an unnecessary degree of complexity. We urge you to support Assembly Bill number 1595 

which would remove this impediment to the purpose that the Sales Tax was amended in 1976. 

The next bill we'd like to comment on is Assembly No. 1914. Under the Corporation 

Business Tax Act a corporation is required to make a 60 percent prepayment of the succeeding year's 

tax with its payment for the prior year. This provision often creates a difficult situation for 

many taxpayers, especially those who have a very good year and then anticipate a poor year -- or a 

loss year -- it requires a tax payment at the beginning of the year even though the corporation may 

wind up in a loss position. 

We think that this bill is a step in the right direction, however, we would recommend 

that perhaps it should be modified and conform to Federal law. For Federal tax purposes corporations 

make estimated payments in four installments, in the fourth, six, ninth and twelfth months. If 

New Jersey went to a similar system its cash flow would be improved as of the third installment 

payment because then 75 percent of the tax would be paid in say on September 15th, whereas now the 

State only has 60 percent of the. tax for the entire year. 

MATTHEWS. That's why I said if you like these bills you'd love A-1842. 

O'CONNELL. Additionally, we think there's a minor flaw because A-1914 doesn't define 

"estimated tax." Federal law has provisions which impose penalties for improper estimates and we 

think that should be added on to Assembly Bill 1914. We support the concept of A-1914 with some 

modifications. 

The next bill we'd like to discuss is Assembly No. 1915. At present the State imposes 

interest on deficiencies at 9 percent. We believe that it would be more sensible to have a system 

similar to that of the Federal government where the interest rates fluctuate with the money markets. 

For example, the Federal rates will change on February 1st, 1980 and I think given the current 

money markets you can be pretty certain that the Federal rate will substantially exceed 9 percent. 

I think that this also would help to simplify the tax structure and eliminate confusion to taxpayers. 

So, we urge your support of Assembly Bill 1915. 

I'd like to proceed now to discuss Assembly Bills 1916 and 1919 which allow carryovers 

of net operating losses and capital losses. The periods would be a three year carryback and a five 

year carryforward for capital losses, and three years back and seven years forward for net operating 

losses-- exactly the same as Federal. I'd just point out that only five states and the District 

of Columbia don't have some provision which allows for carryover of net operating losses. Again for 

the kind of business which is having some rough periods with income in one year and loss in the 

other, this would be a real help to them. It is very difficult to finally start getting in a profit-
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able position and then to have to make a substantial tax payment, even though you could conceivably 

still have a deficit in net worth. 

The next bill that I'd 1 ike to discuss is A-~~~np_ly __ N_o. _1_~1_7. A problem which creates 

a great deal of, I think, bad feelings towards the Division of Taxation is the fact that interest is 

not paid on overpayments to corporate taxpayers. Assembly Bill 1917 would correct that situation 

and provide for interest at the rate of 6 percent. We believe that this is a step in the right 

direction, however, we think that the interest rate should follow the same concept as in Federal 

law, namely, that you should have a fluctuating interest rate to reflect the current market con­

ditions in the economy and, again, the State should use the same rate as the Internal Revenue-Service. 

The next bill I'd like to discuss briefly is Assembly No. 1918. Under the Corpor­

ation Business Tax Act, the tax is broken into two pieces. The tax on net income and the tax on 

net worth. The net worth tax is often a very complex tax with many adjustments, as Mr. Rowan 

alluded to before. As an alternative, the current law provides a short-form method which sets a 

specific amount of tax for corporations with assets of $150,000 or less. That provision was put in 

the Corporation Business Tax Act roughly twenty years ago and we think that the inflation that's 

occurred since then justifies an increase to $500,000. As I said the net worth tax often is very 

complex with some very difficult adjustments when you have loans from parents, deductions for sub­

sidiaries and so this short-form method is a real aid in preparing and reviewing returns, both for 

taxpayers and their accountants and lawyers, and the Division of Taxation. 

This is the only bill on which we're able to make any estimate on the revenue 

impact-- we don't think it would have much impact at all. We urge you to support Assembly Bill 

number 1918. 

MATTHEWS. May I ask you a question on that? 

O'CONNELL. Sure. 

MATTHEWS. I'm not familiar wi'th the bill but I understand you to say that the 

current level of assets for using short-form is $150,000 and that the level is simply raised to 

$500,000.' 

O'CONNELL. Yes. 

MATTHEWS. Now, wouldn't you as a corporation accountant have to figure it out both 

ways anyhow to find out which method gives the best advantage to the taxpayer? 

O'CONNELL. That's true. occasionally run into that situation. Interestingly 

enough some of the computer programs that the Services have don't do that, they don't compare the 

two. 

MATTHEWS. I was curious. You thought we were only going to discuss these bills, 

but I'd be interested in phasing out the net worth tax. We are trying to get an estimate of the 

revenue loss involved. As Mr. Rowan brought out earlier, there are also a lot of other problems 

such as that concerning the recognition of loans as part of net worth, depending on the situation. 
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O'CONNELL. I think it has a great degree of complexity. There's a whole series of 

adjustments; debt from shareholders; taxpayers that use LIFO; taxpayers that have old assets. One 

of the adjustments penalizes many of our businesses in New Jersey which have been in existence for 

a long time because there's an adjustment to net worth for 25 percent of the cost of fully depre­

ciated assets. So if you are using old equipment that net worth tax penalizes you. Just from my 

own personal viewpoint, it adds an unnecessary degree of complexity and many states do without it. 

States in this area tend to have some version or alternative net worth tax, but when you get away 

from the northeast they don't have that, they merely have a minimum tax of $50, $100 or $250. 

The next bill which I'd like to comment on is Assembly No. 1920. Again, this is 

just simply a bill which conforms the New Jersey treatment to Federal treatment regarding the 

statute of limitations, reducing the statute from five years to three years. Right now we have a 

very, I think, unfair statute of limitations because the taxpayer can only go back two years where­

as the Division of Taxation can go back five years. That just violates, to u~, basic concepts of 

fairness whereas under the Federal law either the taxpayer or the IRS can go back three years. 

As mentioned in our comments, perhaps this could be improved to have a provision 

similar to Federal law where there is a six year statute for significant omissions of gross income. 

If you omit 25 percent of your income from your personal tax return the statute becomes six years 

rather than three for Federal purposes. Again though, in general, we just support a conforming 

State law to Federal law and eliminating the unfairness of the statute of limitations. 

The last bill that I would like to comment on is Assembly No. 1921. This is a com­

panion to A-1920 and gives the taxpayer a three year statute. Again, it conforms New Jersey to 

Federal law. There are some slight technical problems with this, especially as to how the law is 

phrased regarding payments. For Federal purposes a payment is considered to be made on the last 

day on which that payment could be made. If you don't make that correction it's conceivable that 

you would still only have a two year statute, for example, on the 60 percent prepayment made at the 

beginning of the tax year. But in general we support A-1920 and A-1921 just to provide an equitable 

situation for the taxpayer and the Division of Taxation. 

We would be happy to discuss these comments now or at any time in the future when 

you request us. 

STOCKMAN. I think there is a lot of sympathy ~ith the intent of these bills and 

that's why we've talked about them before. I think your comments are well made. 

MATTHEWS. As we have said before, the problem we're faced with is how we trade-off 

the cost. In other words, the question is an "unknown." The Governor agrees that there will be 

an increase in business but nobody can come up with a forecast -- they can only tell you how much 

they're going to lose, not how much they're going to gain. That is the hurdle we have to overcome. 

If taxes were the number one issue governing whether businesses stay in New Jersey or leave, I'm 

sure we would get positive action in a hurry but from what I understand, the question of taxes is 
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maybe about seventh on a corporation's list of factors governing their decision about locating in 

New Jersey. That is why I am interested in the Touche-Ross Report because they talk about such 

things as the Department of Environmental Protection and their restrictions. know if North Jersey 

had the restrictions that we have in South Jersey you'd see son1e action taken. What's hurting us 

in South Jersey right now are things like CAFRA, the Pinelands, the Wetlands, all of which we have 

in abundance in New Jersey and it makes it very difficult for us to get corporations to come in and 

settle there. 

The purpose of this Subcommittee on Business Tax Structure is to make the Assembly 

and the Legislature as a whole more aware, as best we can, of the problem of taxes. That is why 

appreciate your coming, and the others here whohave taken time out of their busy schedules to 

testify. I know it is frustrating to go to committee meetings and see a lot of your energy going 

to waste. This is very discouraging to a lot of people. I talked to a CPA group down in South 

Jersey and when I asked why they didn't come to the hearing in Atlantic City their reply was they 

have become so frustrated by the lack of results that they have lost interest. I think these 

hearings are a step in the right direction as we are looking at the problem of business taxes. 

Thank you very much. 

O'CONNELL. Thank you. 

MATTHEWS. Our next speaker is Mr. Robert Woodford. 

R 0 B E R T W 0 0 D F 0 R D. 

Assemblyman Matthews, Assemblyman Stockman. I'd like to add my thanks to the 

Committee for involving itself in the question of business taxation. I am Bob Woodford, Vice 

President of New Jersey Business and Industry Association. My appearance here today follows a 

meeting of our Taxation Committee which represents 13,000 business n1embers of our association in 

matters of taxation. We have been involved for a long time in the question of business tax and the 

need for incentives in New Jersey, and most of what I have to say -- although I agree with many of 

the recommendations that have just been made to you on specific bills --will deal specifically with 

the question of incentives. Are there tax incentives that New Jersey should be considering, and if 

so, which, and on what kind of a schedule. 

We are faced, I believe, with the prospect of a downturn, no-one can predict how 

severe but we've been through two in the last decade that have been quite severe which have affected 

investment in New Jersey and have greatly affected employment in New Jersey. 

It's been clear that New Jersey, like so many of the northeastern states, has not 

been reinvesting. Con1pared with its value added manufacturing it has not been reinvesting at the 

kind of rate that has been extant in the nation,which tells us that we're in further difficulty in 

years to come unless there is a reversal of that trend, unless we can attract investment in those 

industries that can be migratory. 

There is also the negative impression that was mentioned in the Alexander Grant & Co. 
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Study a~ just one indication of many throughout the country that view New Jersey uS an unattractive 

place to invest. There is a need for New Jersey to do something to act for both its short-term and 

long-term economic strength, and to act now. 

In the selection of tax incentives, sound criteria for that selectio~which we 

be 1 ieve must be made now as part of an avera 11 econorni c development program, should identify 

those incentives which would have a maximum impact on investment decisions and which can be carefully 

timed to reduce any initial revenue loss. Ultimately investment incentives must pay for themselves 

by increasing economic activity which generates additional State and local tax revenue. A success­

ful program can generate economic activity which expands tax bases. For example, it was estimated 

that in 1978 the attraction of new investments sufficient to provide one additional job in manufact­

uring -- which at that point would be about $40,000 in investment -- would have resulted in an annual 

revenue gain of $1,900 in New Jersey for the State and $2,400 for local governments on an annualized 

basis, and add an additional revenue yield in the initial year of investment. That is in the 

appendix. It happened to be something that I worked up together with several economists cooperating 

with me for a speech back in 1977 before the National Tax Association and I think you will find it 

useful if you take a look at it to see how that $40,000 investment breaks down into economic activity 

which generates taxes. By carefully selecting incentives and their timing it's possible to keep the 

initial revenue loss, if there is such, to a minimum and to avoid the necessity of increasing tax 

rates to counter-balance your incentive program. Specifically we view the suggestion that an incent­

ive program be funded by means of an increased corporation tax as a self-defeating combination which 

ignores the revenue producing potential of the successful tax incentive program, and tends to 

generate a negative effect which then will work against our development. 

New Jersey's corporation tax is now, if you include both its net worth and net income 

portions, one of the higher corporate taxes in the country. So we would like to see an avoidance of 

an increase in that tax and it can be avoided, in our opinion, by the careful selection of incentive 

programs and by the careful timing of those programs. 

Initial incentives we would propose that we think are affordable, and which should be 

given fairly prompt consideration, include three particular incentives and possibly a fourth which 

we believe would improve the State's revenue picture in years to come. These incentives would be 

designed primarily to assist in the construction or rehabilitation of manufacturing facilities and 

facilities for research and development which are mobile, can be moved to many locations in the 

country, can be located almost anywhere in the world, and which themselves tend to generate economic 

activity in other spheres of the State economy. 

The first of these areas is the Net Worth Tax. Now it has been proposed many times 

that the State look to the possible total elimination of the net worth tax in New Jersey. We 

recognize that that provides a substantial source of revenue and also a source of revenue which is 

not as subject to fluctuation in business cycles as is the corporation net income levy. What we 
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would therefore urge is that new investments for the construction, acquisition or rehabilitation of 

plant, or the acquisition of machinery and equipment in manufacturing, research and development and 

pollution control, be exempted from the net worth tax-- that is, future purchases, not the present 

base. This is similar to what we are doing with the State Business Personal Property Tax on which 

new purchases are exempt, but New Jersey has continued to enjoy a substantial tax base from exist­

ing items of equipment which gradually will be phased out over a period of time. Such an exemption 

we feel would be an important added incentive for the location of new,modernized or expanded 

facilities in New Jersey. 

Manufacturing and research and development have been singled out because each 

activity can be carried on, as I mentioned, in numerous locales, by marketing its products world­

wide. Thus, both are particularly sensitive to local cost differentials. If such an exemption 

took effect on January 1, 1980, it would cost several hundred-thousand-dollars in the current 

fiscal year and less than $3.0 million in the 1980-1981 fiscal year. The initial year impact is 

terribly low because you would, by imposing a general one in 1980, have more impact on the filings 

of corporation tax in April of 1980 because the calendar year corporations which make up n1aybe 

70 percent of New Jersey's corporations, would not be filing with the advantage of this net worth 

exemption until April of 1981. Many of the fiscal year corporations would have a relatively short 

portion of their fiscal year included in their first filings during the current State budget year. 

So it becomes an exceptionally low cost and yet very attractive incentive for new investment. 

A second important area that's been given relatively little consideration is the 

Sales Tax Impact on Construction Materials. New Jersey Sales and Use Tax applies to all con­

struction materials except those that are used in the construction for exempt organizations. This 

could add as much as 4 percent to the cost of plant construction when you consider the impact of 

interest charges and debt service on that additional financing required to pay the sales tax. 

In order to attract new investment we recommend that a sales tax exemption be 

provided for materials used in the construction or rehabilitation --and the rehabilitation portion 

is important as well -- of plants used in manufacturing or in research and development. The 

average revenue cost of this exemption, by our estimates, could range from $10 million to $12 

million annually on average. It, of course, would be considerably lower in downward economic 

cycles and could be considerably higher in boom times. I would add that any program which tends 

to take less revenue in bad economic years and require more revenue in boom years is one that suits 

the State's economic revenue fluctuations very well. That revenue estimate, however, does not 

necessarily affect the options available to you. For example, if you were to look at that exemption 

and say let us exempt construction materials from the sales tax for these purposes, but let's do it 

effective on March 1 of 1980 so that we're really hitting firms that will be building because of the 

incentive, not just firms that are building despite the incentive. If you did that you'd have only 

three months of sales tax loss in that period for about $2.5 million to $3.0 million loss in the 
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current budget year. 

MATTHEWS. May I interrupt you here just one moment? Have you given any thought in 

this area of investment credit on new construction? 

WOODFORD. I'd planned to get to that subject a little later. The Investment Credit 

is important to a firm making money -- it's important, I think, to any firm -- but it is also some­

thing in which the initial price-tag would be relatively high. We would like to see the State con-

sider an investment credit when the State's own revenue picture is improved. Again, because we do 

not want to see a price-tag on a package of incentives that requires a higher corporate tax, or 

other higher business or non-business taxes in New Jersey, we would like, instead, to see us design 

a program which phases-in incentives, very carefully selected incentives that can produce the add-

itional economic activity that will provide us with dollars to be used in the next stage, and the 

next stage could very well be the investment credit. 

We selected very carefully those items that we think have the most impact on con­

struction decisions. Now the investment credit is one of those- but it's the highest cost item. 

The lower cost items are really that sales tax exemption, the net worth tax exemption, and a third 

would be the exemption of pollution control equipment which, again, is required in your investment 

for manufacturing purposes. It's a non-productive investment in most cases because usually there 

is not a salable bi-product, certainly not one that offsets the cost of the investment, and it 

makes no sense for the State to impose a sales tax on an obligation which the State itself has 

imposed on the industry. 

I don't have a completely up-to-date estimate on the cost of that exemption. 

believe it would run somewhere in the neighborhood of $3 million to $4 million per year. Again, 

it could be phased-in by making it effective say March lst of 1980 which would substantially 

decrease any impact on the current budget year. 

Another area which we believe should be given some consideration is the Loss Carryov~~­

Here, sad to say, we don't at this point have for you a revenue estimate -- I hope that we can have 

one shortly -- but the lack of the loss carryover provision poses an obstacle to the new business 

which may run a loss in its initial years. It tends to make the corporation tax inequitable for the 

corporation that suffers during the first five years because that corporation's long-term net income 

is being taxed at a higher percentage than the nominal corporation tax rate. For example, if I lose 

$200,000 this year and make $200,000 next year then the average corporation tax paid to New Jersey 

on a net income of zero over the two year period,cannot even be calculated-- 7-1/2 percent of 

$200,000, if that's the allocated income figure-- although I have not earned anything over that period 

if you net out my total experience over the two years. For a firm that is consistently profitable 

the nominal rate is, in fact, in effect but for a firm that is being affected by the vagaries of the 

business cycle, for example, smaller businesses,that are suppliers to major corporations and who n~y 

have a great reduction inbusiness during recessionary periods, there is simply no offsetting 
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recognition of their loss years to help them stay in business, to help them with their cash flow. 

What we recommend again, to keep the cost of introducing this kind of provision at all, would be 

to consider providing a loss carryforward from 1980 through 1982 and then introducing a loss carry­

back provision with a carryback not beyond the year 1983. You see, a carryback itself in the initial 

year would otherwise tend to permit the corporation that's been taking losses, to recalculate taxes 

for the last two or three years and file for refund. Now this all happens in a one year period, 

potentially. To stretch that out so that you're not feeling the major initial impact you can use 

the device that we've outlined. 

Additional Incentives. I've mentioned the investment credit. We do agree with the 

very affective device, but one that we ought to approach when the State's potential revenue yields 

and potential expenditures permit consideration of this step. We do believe that the incentives 

that we've recommended are sufficient to generate economic activity that would provide the dollars 

that would be needed for the next step. 

Other areas which may seem minor but are irritants both in the application of the 

Sales Tax law and in the economic burden imposed on those who invest in manufacturing in New Jersey, 

are the installation and repair charges that are taxable for the Installation and Repair of Production 

~1achinery, Apparatus and Equipment. We urge that those service charges be exempted, along with 

charges for small tools which can be very inexpensive items but sometimes can be specialty items 

that are very expensive; and the charges that are now placed on Parts for Machinery, Apparatus and 

Equipment that are themselves exempt items, where those parts have a year or less life. It's a 

difficult provision to work with for a business to calculate -- for a supplier to work with --

whether a part is going to last a year in the hands of the purchaser, and it really makes very little 

sense for us to have this provision (the taxation of parts to machinery) in the law when the machinery 

itself is exempt. Someone, I think initially, took the view that we ought to have a line drawn some­

where between those things that are normally "expensed" and those things that are normally "capital­

ized" but nothing else in the law reflects the expensing or capitalization rules. So, we urge that 

the manufacturing exemption be broadened to this extent to include all purchases of that kind. 

There are some matters of Tax Equity that we feel should be dealt with. I won't get 

into great detail on these because I think you probably heard some of them in past hearings -- one 

of course is Interest on Tax Overpayments and Refunds. One that I would like to mention, however, 

is a very small matter but it may have a major impact on individual concerns. Somehow, something 

where we tune the cracks on the manufacturer's exemption, because if a business goes out and 

purchases an item of machinery, it is now exempt if it's used in production. If that business goes 

out and buys materials for use in constructing its own machinery, and then also goes outside to buy 

certain services like heat treatment in the development of that product for its own use, it would 

be taxed on the materials; it would be taxed on the services, even though the end product is an item 

which if they purchased it on the market, would be tax exempt. An extension of the use tax -- what 

24 



we call a Use on Use Exemption which exists in several other states -- would be desirable, and it's 

our intention to provide you with some suggested language in the future on that point. 

don't intend to cover the other items that are listed here but I hope you will have 

an opportunity to read them some time at your leisure. Thank you. 

MATTHEWS. Thank you very much Mr. Woodford. Is there anyone else who would like to 

testify? This public hearing is now officially adjourned. 

### 
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AN AcT concerning the New Jersey Gross Income T~x and revising 

parts of the statuto1-y law pertaining thereto. 

BE IT ENACTED by t11e Sea(lte a11d Getlert:l .Assembly of the State 

of New Jersey: 

1. N.J. S. MA:l-2 i:; amended to read us follows: 

54A :1-2. Definition. As used iu tl1is uct, unless the context 

clea1·ly indica~es otherwise_ the following words and phrases shall 

lmve t11e following meaning: 

a. "Director" means the Director of the Division of Taxation 

in the Department of the 1.'reusury. 

b. "Fiduciary" meani:i a guardian, tJ·ustee, executor, admini­

strator, receiver, consel'\'illor, m· uny person acting in any fiduciary 

capacity for any verson. 

c. "Excludable income .. shnll be limited to those payments set 

forth in chapter 6 hereun4kr. 

d. "Gross income" slDll include that set forth in chapter 5 

hereunder. 

e. "Dependent" means a spouse or child or any individual re­

lated to the taxpayer and who is a dependent pursuant to the pro­

visions of the Internal UeYenue Code during a taxable year. 

f. "Disabled" means totul and permanent innbility to engage 

in any substantial gainful uctjvity. by reason of any medically 

determinable phytlical or 111entul impairment, including blindness. 

l"or purposes of this subseo:tion, "blindness" means central visual 

acuity of 20/200 o1· less in the better eyu with tbe use of u e<Grreet­

ing lens. Au eye which is accompanied by a limitation in tlw fields 

of vision such Umt the widest diameter of the visual field suutcnds 

an angle no gt·entm· than 20 degrees shnll be considc1·ed as having • 

a central visual acuity of :20/200 or less. 
E:lu-JLAN-',.10:'1-J'rlauer enclooeol in boJd.fncetl br~tckrt• [tlmo] in t!.e above bill 

. b not ena<.t.,d Dl .. io intenoled to be omhtml in the law. . 

la 

EXHIBIT A 
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~. "Medical expenses" means nonreimbursed 
payments for·[physicians, dental and other medical 
fees, hospital care, nursing care,] medicines 
and drugs, [prosthetic devices, X-rays and other 
diagno:'t~c services.conducted by or directed by 
a.p~ys~71an or dent1st] or for the diagnosis, cure, 
m1t~gat~on, treatment or prevention of disease, 
for the purpose of affecting any structure or func-
tion of the bodl·" . 

In addttion, medical expenses may also include nmountij 

33 paid for transportation primarily for and essential to medical 

34 care and insurance (including amounts paid as premiums under 

35 Part B of Title XVIII of the Social Security Act, rP.lating to sup-

36 plementary medical insurance for the aged) covering medical care. 

37 h. Partnership and partner. The term "partnership" includes 

38 a syndicate, group, pool, joint venture, or other unincorporated 

39 organization, through or by means of which any business, financial 

40 operation, or venture is carried on, and which is not, within the 

41 meaning of this act, a trust or estate or a corporation; and the 

42 term "partner" includes a member in such a syndicate, group, 

43 pool, joint venture, or organization. 

44 i. Blank. 

45 j. [Blank.] "Ta:nrble income" memrs gross income as cleji1retl 

46 in chapte·r 5 mi1111s the tJersonal e1:emplions a-nd deductions as set 

47 fol"lh in chapter 3. 

48 k. '"faxable year" means the culenclar or fi:scalnccounting period 

49 for which a tax is payuble uncler this act. 

50 l. '"faxpayer" me am; :my inclividual, estate or trust required 

51 to report or to pay taxes, interest and peualties uncler this act, or 

52 whose income in wlwle or in part is subject to the tax imposed 

53 by this act. 

54 

55 

56 

57 
58 

59 

60 

61-81 

82 

83 

84 

·m. "Resident taxpayer" means an individual: 

(1) Who is domiciled in this State, unless he maintains no 

permanent place of abode in this State, maintains a permanent 

place of abode elsewhere, and spends in the aggregate no more 

than 30 days of the taxable year in this State; or 

(2) Who is uot domiciled in this State but maintains a 

pennanent place of abode in this State and spends in the 

uggregate more than 183 day:~ of tLc taxable year in this 

State, unless such individual is in a· Q I 

Arml:ld lt~orces of the Uuited Stateli. 

.... !!I!!'IJt the 

n. "Non resident taxpayer" means a taxpuyer who is not a 

85 resident. 

86 o. Resident estate or trust. A resident estate or trust means: 

87 (1) The estate of a decedent who at his death was domiciled 

88 in this State, 

2a 
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89 

90 

91 

92 
93 

94 

95 

96 

97. 
98 

99-100 

101 
102 

103 

104 

105 

lOG 

(2) A trust, or 11 (JOrtion of n ll·nst, consisting of property 

transfened by will of n de!.!ed£•nt who at his death was domi­

ciled in this State, or 

(3) A trust, ot· portion of n tnt"!, consisting of the property 

of: 

(a} A per:sou dolllliciled in this State at the time such prop­

erty was transferred to the trust, if such trust or portion of 

a trust was then in-evocable, or if it was then revocable and 

has not subsequent~)' become irrevocable; or 

(b) A person d0111iciled in this State at the time such 

trust, or portion of a trust, became irrevocable, if it was 

revocable when sudt property was transferred to the trust 

but has subsequenfl.r become irrevocable. 

For the purposes of the foregoing, a trust or portion of a 

trust is revocable if it is subject to a power, exercisable im­

mediately or at any fuiure time, to revest title in the person 

whose property constitutes snch trust o1· portion of a trust, 

107 and a trust or portion of u trust becomes irrevocable when 

108 the possibility that such power may be exercised has been 

109 terminated. 

110 p. Nonresident estate OY trust. A nonresident estate or trust 

Ill means an estate Ol' trust uhich is not a resident. 

112 q .. Unless the context iD which it occurs requires otherwise, 

11:-J the term "act" or "this act" shall menu the New Jersey Gross 

114 Income 'rnx Act, 'l'itle 54A. of the New Jersey Statutes. 

1 2. N.J. S. 54A:2-1 is amended to read HS follows: 

2 MA :2-1. Imposition of tax. There is hereby imposed a tax for 

3 each taxable year (which s!tall be the same as the taxable year for 

4 Ji'ederal income ta.x purposes) on the New Jersey gross income as 

5 herein defined of every individual, estate or trust (other than a 

6 charitable trust or a tru.st forming part of a pension or profit 

7 sltaring plan, to the exfe·lld to tuhich such trusts are e:z:empt from 

8 ta:z: for l!'ederal income t,.u; p111·poses), subject to the deductions, 

9 limitations and modifications bercinaftl•r provided, determined in 

10 accordance \\ith the follo .. ring table with rc,;pect to tlJC taxpayer's 

11 taxable income: 

12 

13 

14 

If the tnxnhle income is: 

Not over $20,000.00 

Over $20,000.00 

~'he tax is: 

27., of tuxable income 

$400.00 plus 2.5% of the 

15 eXCC!oS O\·er $20,000.00 

l 3. N'. J. S. 54 A :2-4 is zuneuded to read as follows: 
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2 54A :2--4. ?IIiuimum [taxa Lie] gross i11come. Notwilhstaudin~ 

3 any other pro\·isions of this net, a taxpayer o1· n married couple 

4 filing a joint rdurn with ll g-ross iucome of $3,000.00 or less 

5 ($1,500.00 or less in the !'asc of a maniecl person filing scpnmt<:ly) 

6 shall not be subject to tnx uuclcr this 11c-t. In tl1e cnsc of 11 uonrcsi-

7 clcut, gross income shnllml·an gross inconw wltich such nonresident 

8 would have reported if l1c lJUd bel•ll ll resident. 

1 4. N.J. S. 54-A:3-1 is amended to read as follows: 

2 54 A :3-1. Per:;ounl exemptions nnd deductions. Each taxpayer 

3 shall be allowed pcrsouul exemptions nnd deductions ngainst his 

4 gross income as follows: 

5 a. Taxpayer. Each taxpayer shall be allowed a personal excmp-

6 tion of $1,000.00 which may be taken as a deduction from his New 

7 Jersey gross income. 

H b: Additional exemptions. In uddition to the personal exemp-

9 tions allowed in a., the following udditional personal exemptions 

10 !ihall be ullowed as a deduction from gross income: 

11 (I) For the taxpuyer's spouse who does not file separately-

12 $1,000.00. 

13 (2) !<'or each dependent who qunlifh·s us a dependent of tl1e tn.x-

14 payer during the taxable year for li'cdcrul income tax purposes-

15 $1,000.00 plus, for each dependent child uttcudi.ug on a full-time 

Hi basis an c:lementary or secondary educational institution not de-

17 riving its p1imary support from public moueys-$1,000.00. 

18 (3) 'l'axpayer G5 years of ugc or over at the close of the taxable 

19 year-$1,000.00. 

20 ( 4) 'l'axpayer's spouse 65 years of age or over at the close of 

21 the taxuLle year-$1,000.00. 

22. (5) Blind or disabled ta.xpayer-$1,000.00. 

23 (6) Blind or disabled spouse-$1,000.00. 

24 c. Special rule. '!'be personal exemptions allowed under this 

25 section shall be limited t~., that percentage which the total number 

2G of month!:! within a bLXJmyer's taxable year under this act bears 

27 to 12. Ji'or(th.b purpos(ijaL!_o::::fO'""" .'" · 's ;J It s q' &re~e 

28 se• f ~ 15 days or 111ure sltall constitute a month. 

2£1 d. Nonresideuls. A uourcsiclent taxpayer !:ihall be allowed the 

30 same dedudion for pen;onal exemptions as a resident taxpayer. 

31 However, if (1) tlw llOllfCsident 's gross iueome which is subject 

32 to tux under this act is exceeded hy (2) l1is gross income wl1ich he 

33 would be required to report nuder this act if he were n resident by 

34 moro than $100.00, hii:! deductio11 for personal exemptions shall be 

35 limited by ilie percentage wbiclt (1) is to (2). 
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c. Opernliuo rule . .,._ Yo l'lf<I:!Jllion ulult•r 11.(1), b.(4), or 1•.(6) 

shall be allowed for flte spouse of a laJ.:povcr if such spouse is also 

ctditled to an cxcmpfilnl. as a ta:l'Jlll!Jer under a., b.( a), b.{5). 

5. N. J. S. 54 A :3-2 is ameJJdcd to read 11s follows: 

54A :3-2. Alimony and sepnr11tc mnintcnancc payments. 'l'het·e 

shall bo allowed ns n deduction lll!Jounts [includible under section 

54A :5-1 (n) with respeet to payments included as income in the 

return of a former sponse or of a spouse receiving separate mainte­

nance pursuant to a c011rtdecree (or whiclt would have otherwise 

been includible if such payments were made to an individual sub­

ject to tax under this aet)] paid to a spouse or former spou.~e of 

a taxpayer, to the e.rlt'llf. to which such: amounts at·e allowable to 

the taxpayer as deductions for alimony rmd separate mainte71(mce 

payments for Pcdeml i11come. tax purposes. 

6. N.J. S. 54 A :4-1 is nmemled to read as follows: 

54A :4-1. Resident c~dit for tax of mwtl1er state. (a) A resident 

taxpayer s]Jall be nllowt>d a credit against the tax otllerwisc due 

under U1is net for the- amount of any income tax or wag-e tax im­

posed for the taxuble yeur b~· 11nother stnte of the United States 

or political subdivision of suclJstate, or by the District of Columbiu, 

7 with respect to iucome Yhich b also subject to tnx undet· t1Jis act. 

· " (.b)··-;;~- c~~di t provided under this secti<;m 
shall not exceed [the proportion of) that amount wh1ch. 
b~ars the same ratio to the tax otherwis7 due unde: th1s 
act that the amount-or-taxpayer's gross 1ncome subJect 
to tax under this act and by the other jurisdiction 
bears to his entire-New Jersey 9ross income." 

-----------,---··-'---·-- ... 
15 (c) Hlmtljustnwut of the tax of another stnte 01· political snb-

16 division thereof-if tl~e taxpayer is allowed credit uncler this 

17 section for more or less of tlJe tax of another stnte or polif.ical 

18 suhdi\•ision thereof th;1n l1e is finally required to pay, the taxpayer 

19 slwll scud notice of the difference to the director wl10 shall re-

20 detennine tlw tax fo1· any years afTC'ctucl regnrtl]ess of nn,\- other-

21 wise npplicable statute of lin1itatlons. 

1 7. N.J. S. fi.!A :4--:1 is umC'JHled 't~ n•1Hlns follows: 

2 alA :4-3. 11. Homestead credit for tcnnnt. 

"a~ Any qualified residential tenant 
or qualified shareholder in a cooperative shall be 
entitled to a homestt·ad credit of $65. 00 against 
the tax otherwise due hereunder. Any qualified 
residential tenant or aualified shareholder in a 
cooperative shall be entitled to an additional 
homestead credit of $3J.00 if such [resident) tenant 
or shareholder is (1) permanently and totally dis­
abled, (2) 65 years of age or over, or (3) a surviving 
spouse of a person qualified under (2) above who has­
rc;!mained unmarried since becoming a widow or \..ridower 
at the age of 55 years or over. The term "9ualified 
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residen~ial tenant" shall mean a t· "th" · axpayer who "d w~ 1n th1s State in a dwellin . res1 es 
such taxpayer and used as his g ':'h1<;h Has rented by 
a period of not less than 90 dpr1nc1pal residence for 
dwelling may consist of a sin ~ys o~ the tax year .. Such 
multiple-unit dwelling g_e un~t or part of a 
a part of the land upono~h~u~t~~p~rpo~e building and 
A qualified shareholder in~ c1 ~s s~tua~e. 
who resides within this St t ~operat1ve 1S a taxpayer 
which he is a shareholder :o~ 1n a c;ooperative in 
90 days of the tax year." a per1od of not less than 

23 b. Husband and wife. A married couple who [elect to] file 

24 separate New Jersey returns shall each be entitled tn one-half of 

25 the credit otherwise allowable under subsection a. 
26 c. Special limitations. (1) If more than one qualified x;esident 

27 tenant, other than a husband and wife, qualify for tlle credit_ allowed 

28 under tbis section by reason of their having occupied the same 

29 rented homestead, it shall be presumed that the tenant's c1·edit 

30 otherwise allowed under tins section shall be equally divided among 

31 such taxpayers. A tenant, however, may claim a credit which shall 

32 bear the same proportion as the rent he pays to the total 1·ent paid 

33 by all members of the uniL 
34 (2) A taxpayer shall iwt be entitled to more than one homestead 

35 credit in any one yea1·. A taxpayer who claims a home11tead credit 

36 under this section may not claim a l10me;;tcud exemption for the 

37 same year under any other law. 
38 (3) The alflount of the homeslcnd credit shall be prorated in the 

39 proportion that the number of days the qualified tenant occupied 

40 residential property in the year bears to 365 days. 
41 . (4) 'Vhere more than one tenant occupies a single dwelling unit 

42 not more than one qualified tenant credit shall •be claimed. No 

43 tenant homestead credit shall be allowecl for occupants of rooming 

44: houses, hotels or motels unless the rooms rented to the tenant a~·e 
45 equipped with kitchen and bathroom fncilities and unless such 

46 person is a permanent resident. U1£1~00f. 
1 8. N.J. S. 54A:5-l i:; amended lo l'end us follows: 
2 MA:f>-1. New Jersey Gross lneomc Defined. New Jersey gros~ 
3 income shall consist of the following categories of income: 
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(a) Salaries, wages, ti~ fees, commissions, ·bonuses, and other 

remuneration received for services rendered whcthe1· in cash or in 

property;· 

(b) Net profits f•·om bminess. The net income from tl1e opera­

tion of a business, }n·ofession, or ot11e1· activity, after provision 

for all costs and CX}lenses incurred in the conduct thereof, deter­

Dlined either on a cash Ol' accruul basis in accordance with the 

method of accounting a:&wed for Federal income tax purposes 

but without deduction of luxes based on income; 

(c) Net gains or income from disposition of property. Net gains 

or net income, less net lOS!Jes, derived from the sale, exchange or 

other disposition of prope~·ty, including 1·eal or personal, whether 

tangible or intangible as determined in accordance with the method 

of accounting allowed for Federal income tax purposes. For the 

purpose of determining ~in or loss the basis of property shall be 

the adjusted busis used fer Federal income tax purposes. 

The term "net gains; Cll' income" shall not include gains or 

income derived from obligations which are referred to in clauses 

(1) o1· (2) of section 5U :6-14 of tllis act. The term "net gains 

or net income •' sl1a llnot illclude gains 01· income from transactions 

to the extent to which non-recognition is allowed for Federul 

income. tnx }lUrposes. 

[The term "net gain~ or· income" shall not include gains or in­

come deriv~:d from obligations which arc referred to in clauses (1) 

or (2) of section 54A :6-14 of this act. The turm "net gains or net 

income" shall not indndegains or income from transactions to the 

extent to whicL uon-rcc~ition is allowed for Federal income tax 

purposes. The term "sah, exchange 01' other disposition" shall not 

include the exchange of stoclc or securities in a corporation a party 

to a reorganization in pursuance of a plan of reorganization, solely 

for stock or secul'ities in such corporation or in another corporation 

a party to the reorganimtion and the transfer of property to a 

corporation by one or mDre persons solely in exchange for stock or 

securities in such corporation if immediately after the exchange 
.~ . 

such per·son or pert>on.s ure iu cc.ntrol of the corporation. For 

purposes of this clause, stock or Sh:nrities issued for services shall 

not be considered ns issae£1 in ruturn for property. 

For purposes of this d'ause, the term "reorganization" means­

(i) A statutory merge-r or cunsulidatiou; 

·(ii) 'l'hc acquisition by one corporation, in exchange solely for. 

all Ol' a part of its voti:ng stock (or in exchange solely for all or a 

part of the voting stock of n corporation which is in control of the 

7a 
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46 uC'quiring corporatio11) of :;lock of auotlter t•.orpomtion if, inuncdi-

47 ately after tltc a•·quis!tion, the ucquiriug coqwmtion :has control 

48 of tmell other corporntion (whl'tlwr or not such acquiring corporn­

•!9 tion ltud control immedintt•ly lwf~rc the acquisition); 

50 (iii) The acquisition by oue torporation, in exchange solely for 

51 all or a part of its \'oting- stock (or in exchange solely for nll or a 

52 part of the voting stock of n corporation which is in control of tl1e 

53 ncquiring corporation). of subglantially all of the properties of 

54 anotl1er corpomtion, but in determining whellter the exchange is 

55 solely for stock the assumption by the acquiring corporation of a 

56 liability of the other, or the fact that property acquired is subject 

57 to a liability, shall be disregarded; 

58 (iv) A transfer by a co1·poration of all or a part of its assets to 

59 another corporation if immediately after the transfer the trans­

GO ft'ror, or one or more of its shareholders (including persons who 

til were slmreLolders immediately before the transfer), or any com-

6:! hiuation thereof, is in coul rol of the corporation to which the assets 

6:1 arc transferred; 

G4 (v) A recapitalization; 

G:'l (\·i) A mere change in identity, form, or place of organization 

66 however effected; or 

67 ' (vii) 'rhe acquisition hy one corporation, in exchange for stock 

68 of a corporation (refeiTl'll to in this subclause as "controlling 

G!J corponttion") \\'hiclt is in eoutrol of the acquiring corporation, of 

10 substantially all of the properties of another corporation wl1ich in 

71 tl1e transaction is merged iuto the acquiring corporation shall not 

1'1. disqualify a trunsadion under subclause (i) if sucl1 tmnsaction 

73 woul,} have qualified under subclause (i) if the merger had been 

74 into t!Je eonholling torpomtion, and no stock of the acquiring cor-

75 poration, is used in tlw tmnsaction; 

76 (viii) A transaction otherwise qualifying under subclause (i) 

77 shall not he disqualified Ly reason of the fact that stock of a cor-

78 poration (referred to in tl•is su~cla~se as the "controlling corpo-

7!> ration") which bE: fore the merger \vas in control of t!Je merged 

RO eorporation is used in the transaction, if after the transaction, the 

81 corpomtion surviving tl1e merger holds substantially all of its 

82 properties and of the properties of the mergell <'Orporation (other 

S:l tlmn stock of the controlling corpomtion distributed in the trans-

8-l 11c!ion); nud in the hansaction, former shareho](]ers of tl1e sur-

85 viviug corporation exclmngcd, for un umount of voting stock of 

SG tlw eontrolling corporation, 1111 umount of stock in the surviving 

81 corporntion which constitutes control of tmeh cm·poration. 
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88 For purpose;; of this daus~, the term "control" means tl1e own-

89 crsl1ip of stock possessing at least 80% of th<: totol combined voting 

90 power of nll classes of stock entitled to vote and at least 80% of 

91 the totalnumb~r of shanos of nll otht·•· c:lasses of stock of the co•·-

91A poration. 

91n For purposes of this elause, the term "a party to a reorgauiza-

91o tion" includes a corporation resulting from a reorganization, and 

91o both corpomtions, in the case of a reorganization resulting from 

92 the acquisition by one corporation of stock or properties of another. 

92A In the case of a reorganization qualifying under subclause (i) by 

92a rea~:~on of subclause (vii) the term "a ·party to a reorganization" 

92o includes the controlling eo11Joration referred to in such subclause 

92o (vii). 

92E Notwit.Lstanding any provisions hereof, upon every such ex-

92•· change or conversion, the taxpayer's base for the stock or securi-

93 ties received shall be the Sl\me as tl1e taxpayer's actual or attributed 

94 base for the stock, secmities or property tmrrendered in exchange 

95 therefor.] 

9li (d) Net gains or net income derived fmm or in the form of 

97 routs, royalties, patents, nnd copyl'iglJts. 

98 (c) Interest, except interest refencd to in clauses (1) or (2) of 

99 scdiou 54A :6-14 of tl1is net teducetl by mnounts forfeitecl by the 

100 taxpayer tl·uring the tax yeur to a bank, mutual savi,~gs bank, 

101 savings uml loun ussot:ialio", builtliug and loan association., coop-

102 erutive bmtk 01· homestec1tl asso~iuliou as a peualty of premature 

103 witlulmwal of funds from (I time savings accom,t, certificate of 

104 tle1wsit, or similar class of deposit. 

105 (f) Dividends. "Dividends" Ulcllns any distribution· iu cash or 

106 property made by a corporation, association or business trust, 

107 (1) out. of accumulated earnings und pwfits, or (2) out of earnings 

108 and profits of the year in which Huch dividend is paid. 

109 (g) Gambling winnings. • .. 

110 (h) Net gains or income derived through estates or trusts. 

111 (i) Income in rc~pt'd of a decedent. 

112 (j) Pensions anll nunuities to the extent that the proceeds 

113 exceed the contdbulions made by the taxpayer. 

114 (k) Distributive share of partnership income. 

115 (l) Amounts received as prizes und awards, except us provided 

116 in sections 54A :6-8 and 54A :6-11 bereunde1·. 

117 (m) Rental value of a r·esidcnce furnished by au employer or a 

118 rentallulownnce paid by 1111 eJnp1oyer· to }H'ovide a l10me. 

9a 
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119 (n) Alimony and sepnratc maiutl'nunce payments to the extent 

120 that such payments [nrc requin'd to be made under a decree of 

121 divorce or separate maintenance but uot including payments for 

122 support of minor children] constitute an ite-m or ite-ms of gross 

123 income for Federal itJCOtne tax purposes. .-- -----~--·-

1 9. N. J. S. 54.A :5-2 is amended tr, read us follows: 
54A :5-2.-. ..: ..•.. ·-· .. -............... --.. -" .... ~ ...... ~· ......... ·--------·· 1·-···--------­., 

2 
·'"Losses. Losses which occur within one 

[Ca-:fegory of gross income) of the subsections of 
54A:5-l may be applied against other sources of gross 
income occurring within the same [category of gross 
income)· subsection during the taxable year. H0\11ever, 
a net loss in one [category of gross income) subsection 
may not be applied against gross income occurring in 
another [category of gross income] subsection." 
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10. N.J. S. 54A :6-9 is amended to read as follows: 

54A :6-9. «Exemption for Gains Deriv~d from the Sale or Ex­

chuuge of Principal Residence. 

a. If a taxpayer realizes a gain from the sale or exchange of 

his principal residence, the gain shall be excludable from gross 

income if tlw taxpayer purcltnsecl or received in exchangt> anotl1er 

principnlt·c:;idcut·e to replu1..-.e tlte w:sit!ence- sold, provided tl1at such 

new residence bad been acquired eithet· 18 months before Ol' IS 

months after the date of the snle of the original residence except 

that where the taxpayer hn.s coustJ·ucte1l a new t·esidence, the p&riod 

prior to and ufter t.he date of sale shnll be 24 months. 'Where the 

adjusted sales JUice of tl1e t·csidence sold exceeds the purchase 
price of the new residence, the taxpayer shall be required to include 

in his gross income that portion of the gain which is represented 

by the amount t11at tpe' apjusted sales price of the old residence 

cxe~..>eds the cost of the ne~· residence. To the extent that any gain 

lOa 
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17 shnlll>e cxrlwlahle 111uh•r this scdiou, the hasis of tho now residence 

18 shall he rcducl•d. 

"b. In .lieu of the exemption allo\~ed under 
subsection a. of this section, a taxpayer who has at­
tained the age of 65 on or before the date of the sale 

of a property which has been used by him as a 
principal residence for at least 5 years of the 
8 years immediately preceding the date of such 
sale, may elect to [avail] exclude the gain from 
such sale by availing himself of the exemption 
allowed under this subsection. [If the exemption 
provided for in this subsection is availed of by a 
taxpayer in or for any taxable year, no such exemp­
tion shall be allowed with respect to such taxpayer 
or spouse thereof in any subsequent taxable year.] 
If the adjusted sales price of the property sold or 
exchanged exceeds $35,000.00, this subsection shall 
apply to that portion of the gain which bears the 
same ratio to the total amount of such gain as 
$35,000.00 bears to such adjusted sales price. For 
the purpose of this section, the \llord "sale" means 
a "sale," "exchange," "transaction," or "event" 
through which the taxpayer is divested of all interest 
in his residence. If the exemption provided for in this 
subsection is availed of by a taxpayer in or for any 
taxable year, no such exemption shall be allowed with 
respect to such taxpayer or spouse thereof in any 
subsequent taxable year. 
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c. Subsl•elion a. :;hall not apply to any sale ot· exclmnge by the 

taxpayer with respect to mor" than one property dm·ing any 18-

month period. 
d. Subsection b. slmll not npply to any sale or exchnnge by the 

. taxpayeJ· with rcspeci to mort! than one property. 

P opcrtv used in part as a residence. In case of property e. r . 
only a portion of which has htlell owned and used by. the taxpayer 

as lJis prin(·ipal residence, this section shall upply with rci:ipe~t to 

so much of the sale or exdmugc of snch JH·opet"ty as is detennmed, 
• ·1 J l.w the director to be uttril.mtable to 

untler rcgulatiOUS prc::scn "' ' ' 

1 , 1. f the pror ... rLy ~0 owned uml us~J by the tuxpayer. tue por IOU 0 · • • 

f. 'l'he provii:iions of this :;cction shall ulso be apphcnl>le with 

r-espect to qualified tcmmt-sllllrelwlders in.coope.ruth·es . 
d t t t1 ft seizure, g. For purposes of this st•ctiou, the es rue IOU, JC ' 

1 t. of ru-o}Jert.'· shnll be hwltPd as the requisition, or cone cmna 1011 

sale of such propl~rt.y.Jf/ . 
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1 11. N.J. S. 54 A :6-13 is nmPnded to 1·cad n::1 follows: 

2 54 A :6-13. U ncmployment iusurunce Lcuefits. [All] (it'oss in-

3 come shollnot include Jtayments uml benefits rccei,;eu under any 

4 unemployment insurance law. 

1 12. N.J. S. 54A :6-14 is amended to read as follows: 

2 54A :6-14. Interest on certain obligations. Gross income shall not 

3 include interest on (1) obligations [(1)] issued by or on behalf of 

4 this State or any county, municipality, school or other district, 

5 agency, authority, commission, instrumentality, public corporation 

6 (including one created ot· existing pursuant to agreement or com-

7 pact with this or any other state), body corporate and politic or 

8 political subdivision of this State, or (2) [those] obligations which 

9 are statutorily fr·ee from State or local taxation under 11ny otl1er 

10 act of this State or under the laws of the United States. 

1 13. N.J. S. 54 A :8-1 is RHJende<l to read as follows: 

2 54 A :8--1. Payment of tax; returns; extension of time. With re-

3 spect to each taxpayer. the tax imposed by this net shall be due and 

4 payable annually, hereafter, in the manner pr·ovided in this section: 

12a 
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5 a. Every taxpayer :-;hall annually pay thC' tax impo:-;cll hy tl1i!; 

6 act with rcsp<'ct to all or :my part of oad1 of ltis fiscul or t:alcllllar 

7 accounting years [h<'ginuing on and after July 1, Hl7fi] ou:urriu.fJ 

1:! offer .Tulle 30, 197fi, to he compn!cd as in this net ]Ho\·iclNl, for snrl1 

!> fisc11l or calendar nccountil1g year or part thereof, on u return 

10 which shall be filed, in the case of a taxpayer reporting on a calendar 

11 year basis, on or before April 15 following the close of such 

12 calendar year, on, in the case of a taxpayer reporting on a fiscal 

13 year basis, on or before the fifteenth day of the fourth iuonth 

14 following the close of such fiscal year, and tl1e full amount of the 

15 tax shall be due mul payahle on or before the date prescribed 

16 l1erein for the filing of the return. 

17 In the case of a taxable year wbicl1 .emls on or after July 1, 1976, 

18 and prior to December 31, 1976, nn income tax return fo1· such 

19 taxable year slmll be filed on 01· before April15, 1977. 

20 b. l~nch return shall cany a l:ertificate signed hy the taxpayer 

21 to the effect that all statements containeJ therein are true, under 

22 tlw same Jlenalties as for perjury comlllit!ed. Blank forms of rc-

23 tum sltall he furnished on application, hut failure to secure the 

24 form sltall not relieve any taxpayer of the obligation of making 

25 uny return herein required. Subject to regulations under this act 

26 and in such form as may be indicated therdJy, taxpayers wl10se 

27 net ilJCome taxahle under this act is or may he subject to tax under 

28 n similar law of another jurisdiction may he penuitt.ed to file a 

29 simple, sl10rt form return attacl1ed to a copy of l1is return as filed 

30 or about to Le filed by him in such other jurisdiction. 

31 Subject to re&•1Jlations under this act, reasonaLl& extensions of 

32 time for good cause shown, may be granted for not more than 6 

33 months unless exceptional circu!ll:slauces justify a longer period, 

34 within which retums may be filed. 

35 In addition, persons in uctive service with tl1e Armed Forces of 

36 the United States, wl10 may be prevented by distance or injury 

37 or hospitalization 1u·ising out of such service, may be allowed such 

38 extension of time for the filing of rctnms, without interest or 

39 penalty, a.<; may be tixC'd by regulations under this act. 

1 14. N .• J. S. 54A :S-3.1 is amended to read as follows: 

2 54A :S--3.1. Persons required to file. 

3 a. On or before the filing date prescribed in section [1 of this • 

4 chapter (C. 54A:S-l)] 54A:B-1, an income tax retum shall be 

5 made and filed by or for every individual, estate or trust having a 

6 gross income in execs:~ of $.1,000.00 or more ($1,500.00 or more in 

7 the case of a murricll persou filing separntely). 
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8 b. If the income tax lil:a!lility of husband mul wife is dclcnnined 

9 on a separate return for J.o,edernl incomu tax ptnposcs, they sltall 

10 each also file a sepnrnte n-turn for New Jersey income tax purposes 

11 and their income tux li~tbillities uncle1· ll1is net shall be separate. 

12 c. If the income tax liul:ilities of husband and wife are determinecl 

13 on a joint return for Fcdtml income tax purposes, they shall also 

14 :file a joint return for New Jersey income tax purposes and their 

15 tax liabilities under this. act shall be joint and several 

16 d. If either husband er \~ife is a resident and the other is a 

17 nonresident, o.r-.iJf Lotlr ::v" ?'Olu·crid'c"'r 1"' su'-11 '"' Lus iruaJut 

18 s-ubject to 'ax wdcr tbj; ore; they shall file separate tax returns 

19 under this act on such s~le or separate forms as may be requh·ed 

20 by the director in which eYent their tax liabilities shull be separate 

21 unless both elect to dete111111ine their joint taxable income as if both 

22 were residents, in which event their liabilities shall be joint and 

23 several. 

24 e. The return for any dotceasell individunl shall be made and filed 

25 by his fiduciary o1· other person charged with his property. 

26 f. The return for an Ddividual who is unable to make a retu1·n 

27 by reason of minority ort~ther disnbility shall be made and filed by 

28 his fiduciary or other por:rson clmrged with the ca1·e of his person 

29 or property (other tlmn a receiver in possesison of only a llart of 

30 ltis proper·ty), or by l1is chtly autllol"iztld agent. 

31 g. A:ny tax under this act, and any increase, interest or penalty 

32 thereon, shall, from the time it is due nnd payable, be a personal 

33 debt of the person liable to pay tl1e same, to the State of New 

34 Jersey. 

1 15. N.J. S. MA:B--4 is amended to read as follows: 

2 54.A :8--4. Declaratioll of estimated ta.x. 

3 a. Requirement ~f filiag. Every resident and nonresident iudi-
4 vidual shall make a declaration of his estimated New Jersey per-

5 sonal income tux for ea:h taxable year [beginning] tUltick euds 

{i after June 30, 1976, if lis esti111afed New Jersey personal income 

7 tax for such ye(lr can rea....,nnnbly he expecttld to be more thnn 

8 $100.00 in excess of any erctlils allowable against his tax, whether · 

9 or not he is required to file 11 l•'cderul declaration of estimated tax 

10 for such year. 

11 b. Definition of cstimatt>d tax. 'l'l1e tcm1 "estimated tax" means. 

12 the amount which an illdi,·idunl cstimntos to be his income tax 

13 under this act for the taxable ycu1·, less the amount which he 

14 estimates to be the swn of amy c1·edits allowable against the tax. 
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c. Joint declnl'lltion of husband and wife. A husband anti wife 

may make a joiilt clednmtion of cstimutC'J tax lUi if they were one 

taxpayer, in wl1ich cnsc the liubility with respect to the estimated 

tRx sl1all be joint and Sl'\'l!rn1. Xo joint declaration may he mnclo 

if husband amtl wife nrc Nl'Jinmtcd umlrr u clccrce of divo1·co or of 

I!C}larate maintenance, or if they luwe different hu:ublo years. If 

a joint declaration is made but lm:shuud nnd wifo elect to determine 

their taxes under thi11 act SCJ1nrately, the estimated tax for such 

yea1· may be treated as the estimatC'd tax of eitl1er JJUsband or wife, 

or may be divided between them, as they may elect. 

d. Time for filing duclnration. Beginning in the taxable year 

1976 and every taxable year thereafter a declaration of estimated 

tax of an individual other tlum a fanner shall be filed on or before 

Ap1il 15 of the taxable yenr, except that if the requirements of 

subsection a. ·are first met: 

(1) .After Aplil 1 ancl before June 2 of the taxable year, the 

declaration shall he filt>d on or before June 15; or 

(2) After June 1 mul before Scpte~uher 2 of tl1e taxable year 

tlu! declarntion slmll he filed on or hefol'l~ September 15; or 

(3) After Septe111hct· 1 of tl1e taxable year, the declaration slJUU 

. be filed on or before .J a unary 15 of tlte succcccling year. 

c. Declaration of e~-;timaled tax by a fanner. A declaration of 

es~imatcd tax of au iurlividtl>ll lmviug an estimated New Jersey 

income from fa1111ing (includiug oyster funning) for tl1e taxable 

year which is at least two-thinls of l1is total cstinmted New Jersey 

income for the taxable year nmy be filed at auy time on or before 

January 15 of tl1e succeediug year, in lieu of the time otherwise 

p"rescribed. 

Declaration of estimated tax of $100.00 or less. A declaration 

of estimated tax of an individual having a total estimated tax for 

the taxable year of $100.00 or less may be filed at any time on or 

before Jan1111.ry 15 of the succec.din~year under regulations of the 

director. 

g. Amendments of declarnlicm. An indiddual may amend n 

declaration under regulations of the dirl'ctor. 

11. Return as decl11ration or auumtrlment. If on or before FebJ"u­

at·y 15 of the succe,•diug taxable )"l!lll" 1m i.udi\·idual files his return 

for .the taxable Y''ar for wl1ich tho declaration is requi1·ed, and • 

pays therewith the full amount of the tax shown to be due on the 

return; 

(1) Such retut·n ~>lJUll be cunsidea·cd a:> his dl•chu·ution if no 

declnration was rcqui•·otl to be filed dtuing the taxable ye1u·, but is 

otherwise requir<'(l to hu filed on or befo1·o .T nnuary 15; 

15a 



58 (2) Such return shall be {'Onsidered U!; t.lal' nmerlflnumt pennilll,d 

59 by subsection g. to he filed on or· lll'fore .JaBUlll'Y 15 if the tux slwwn 

60 on the return i~ gr('nlcr thnn the estirnnll'<l tux shown in u clcelurn­

(iJ tion previously made. 

6~ i. Ji'iscal year. 'l'his section shnll npply to n taxable year other 

63 than a calendar yca1· by tlre sub~titution of the montlu; of such fbcal 

64 year for the corresponding months specified in this section. 

G:> j. Short taxable year. An individual having a taxable year of 

66 less than 12 months shall malw a declaration in accordance with 

67 regulations of the director .. 

68 k. Declaration for individual under a disability. The declara-

69 tion of estimated tax for an individual who is unable to make a 

70 declaration by reason of m.inority or other disability shall be made 

71 and filed by his guardian, committee, fiduciary or other person 

72 charged with the care of his pen;on or property (other than, a 

73 receiver in possession of only a part of his property), or by his 

74 duly authorized agent. 

75 (1) In the taxable year ending in 1976, no declaration shall be 

76 required until the lapse of ut least one full calendar quarter fol-

77 lowing enactment of this net. 

1 16. N . .J. S. 5-!A:!l--6 is amended to read as follows: 

2 54A :9-6. Addition!i to tax and civil penalties. (a) Failure to file 

3 tax return. In case of fnilure to file n tax return under this act on 

4 or before the prescrillt!(l date (determined with regard to any 

5 extension of time for filing), Ulalcss it i:; shown that such failure is 

6 due to reasonable cause nnd not due to willful neglect, there shall 

7 be added to the amount required to be shown as tax on such return 

8 such amount as b required under tlae State 'l'ax Unifonn Procedure 

9 .Law, Subtitle 9 of Title 54 of the Revised Statutes. For this 

10 purpose, the amount of tax t·equired to be shown on the return 

11 shall be reduced by the amouut of any part of the tax which 

12 is paid on or before the date prescribed for payment of the tax 

13 and by the amount of nny credit against the tax which may be 

14 claimed upon the return. 

15 (b) Deficiency due to negligence. If nny part of a deficiency is 

16 due to negligence 01· intentional disregard of this act or rules or 

17 regulations hereunder {Lut witl.ont intent to defraud), there shall 

18 be added to the tax un amount ~~qual to 51o of the deficiency. 

19 (c) [Failure to file declaration or underpayment of estimated tax. 

20 If any taxpayer fails to file a dedaration of estimated tnx or fails 

21 to pay all or any part of nn installment of estimated tax, lre shall 

22 be deemed to have made an underpayment of estimated tal:. There 

23 shall be added to the tax for the tnxable year an amount at the 
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rute of 97o per annum apon tl1e nmount of the underpayment for 

the Jleriod of the underpayment but uot beyond the fifteenth day 

of the fourth month fo1fowing the close of tlw tnxnble year. Tl1e 

amount of underpnyme~~t shall be the excess of the amount of the 

installment which would be 1·equit-ed to be paid if the estimated 

ttLX we1·e equal to 80% of the tax (two-thirds of the tax for farmers 

1·eferred to in subsection (e) of section 54A :S-4) shown on the 

1·cturn for the hu:uble yetlr (or if 110 return was filed, of the· tax for 

such year) over the amount, if any, of the installment paid on or 

before the last day prescribed fo1· such payment. No underpayment 

shaH be deemed to exist with respect to a declaration or installment 

otherwise due on or after the taxpayer's death.] Underpaymenl of 

estimated taz. 

(1) .Addition to taz.. l11 the case of amy underpayment of est~ 

mated taz by a tazpa!f6T, ezcept as provicled in subsection (d) 

below, there sJ~all be •deled to the ta;I; for the ta:r;able year an 

amotmt at tJ,e t·ate of !r% pi:r atmmn upon the amoutlt of utzder­

payme"t cletennin= iJt tlccordcmce with subsectiot' (c) (2) below 

for· the periocl of umltrpnymer~t crs determiJ~ed utzder subsection 

(c) (3) below. 

(2) .Amount of mulVtJU!Jmettl. J.'or the purJJOses of subsectiot' 

(c) (1) the amotmt of •Jiderpayment shall be the e:r;cess of: 

(.A) 1.'1ze mno1rat of the installment which would be re­

fl"it·ed to be 21aid if the estimated ta:r; toere equal to BO% 

( 66%% it& the ctue of fat·mus t·eferred to i" subsection (e) 

of section 54..4. :8-4) of the tax sl1011m on the retm·n for the 

tn:x;able year or, if•o return tuas filed, BO% (66%% in the case 

of fanners referral to in subsectio·t' (e) of section 54A:B-4) of 

the ta:x; for s11c1' year, over 

(B) The amounl. if any, of the i11stallment paid on or before 

the last date prescribed for such payment. 

(3) Period of unde.,.,ayment. The period of underpayment shaU 

run from the date tlle ir~stallme11t was required to be paid to 

whichever of the followir~g dates is the earlier: 

(.A.) The jiftee:1dh day of the fourtl' month follotuillg the 

close of the ta:r;able year . 

(B) With resput to uny portion of the underpayment, t1te 

date on which sud po,·tion is pnid. For the purposes of this 

paragraph a payMent of estimated ta:c on at~1J installtnent.dat~ 

shall be consideral a llayment of any previous tmderpayment 

oJ&ly to the e:r;te'lll such payment e:cceeds the amount of tl~ 

installment tleterained "nder subsection (c) (:J) (A) for such 

installment ·aate. 

17a 
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(d) Exception to audition for mall'rpaymeut of e~timatcd tax. 

'l'Le nddition to tax under subsection (c) with respect to nny under­

payment of uuy installment, sbnlluot Lc imposed if the totalnmount 

of all payments of <'~·;iJ~t>l.tell Ia:~ mad1· on or l•cfore tl1e lnst date 

prescribed for the pay111ent of sul'h iu,tallwt•nt t:qual:; or exceeds 

whlebcver of the following is tl:e Jesscr-

(1) The nmount which would luwc beeu required to be paid on 

or before such date if the estimated ta.-.: were wllichever of the 

following is the least-

(A) The tax shown on the return of the individual for the 

preceding taxable year, if n return showing a liability for tax 

was filed by the individual for the preceding taxable year and 

such preceding year was a taxable year of 12 months, or 

(B) An amount equal to the tax computed, at the rates appli­

cable to the taxable year, ou the basis of the taxpayer's status 

with respect to his personal exemptions for the taxable year, 

but otherwise on the basis of the facts shown on his return for, 

und the law applicable to, the preceding taxable year, or 

(C) An amount equal to 80% of the tax for the taxable year 

(two-thirds of the tax for farmers referred to in subsection (e) · 

of section 54 A :8-4) compute(! by placing on an annualized basis 

the income for the months in the taxable year ending before the 

month in which the installment is required to be paid. For 

purposes of this subparagraph, I he income shall be placed on 

an annualized basis by-

(i) Multiplyiug by 12 (or, in the case of a taxable year of 

less thun 12 months, the number of months in the taxable 

year) the income for the months in the taxable year ending . 

before the month in which the installment is required to be 

paid, 

(ii) Dividing the resulting amount by llie number of 

months in the taxable year ending before tl1e month in which 

such installment date fall~;, and 

(iii) Deducting from sncb amount the deductions for per­

sonal exemptiuus alltl\vnbl&.for the tnxahle year (such per­

sonal exemptions being tlelermiued as of the last date pre­

scribed for payment of the installment); or 

104 

105 

(2) An amount e<l'Ial t(l 90% of ~he tax computed, at the rates 

applicable to the taxable year, on the basis of the actual income 

106 for the months in the taxable year ending before the month in 

107 which the installment is required to be paid. 

l8a 
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108 (c} Deficiency due to fnlutt If nny pnrt of o deficiency is due 

109 to ft·aud, the1·e shall be nddecl to the tux nn amount equal to 50% 

110 of the deficiency. This amount shall be in lieu of any other addition 

111 to tax imposed by subsection (a) or (b}. 

112 (f) Non willful fnilure to pay withholding tax. If any employer, 

113 without intent to evade or defeat any tax imposed by tl1is act or the 

114 payment thereof, shall fail to make a return and pay a tax withheld 

115 by him at the time required by or under the provisions of section 

116 54A :7-4, such employer shall be liable for such tax and shall pay 

117 the same together with interest thereon and the addition to tax 

118 provided in subsedion (a), and such interest and addition to tax 

119 shall not be charged to or rollected from the employee by the 

120 employer. The director shall have the same rights and powers for 

121 the collection of such tax, interest and addition to tax against such 

122 employer us are now prescribed by tl1is act for the collection of tax 

123 against an individual taxpayer. 

124 (g) Willful failu1·e to collect and pay over tax. Any person 

125 required to c.ollect, truthfully nccount for, and pay over the tax 

12(i imposed by tl1is net wl10 \\illfnlly f11ils to collect such tax or truth-

127 fully account fot· and pay over sucl1 tax or willfully attempts in any 

128 manner to evade or defeat the tux or the payment thereof, shall, in 

129 addition to other penalties provided by law, be liable to a penalty 

130 equal to the total amount of the tnx evaded, or not collected, or 

131 not accounted for and paicl over. No addition to tax under sub-

132 sections (h) or {c) shall be impo~ed for any offense to which this 

13:l subsection applies. 

134 (h) Failure to file certain information returns. In case of each 

135 failure to file n ~;tntcment of n payment to another person, required 

136 un~er authority of subsection {c) of section 54A:S-6 (relating to 

137 information at source, including the duplicate statement of tax 

138 wiilibeld on wages) on tbe date prescribed therefor {determined 

13!! with regard to any extension of time for filing), unless it is sl10wn 

140 that such failure is due to rea:sonnble cause and not to willful 

141 neglect, there shall, upon notice and demand by the director and in . . 
142 the same manner as tax, be }laid by tile person so failing to file the 

143 ::;tntement, a penalty of $1Jl0 for eaeh statement 11ot so filed, but 

144 the total amount imposed on the dclin•1uent person for all such 

145 failures during any calet•dal' year shall not exceed $1,000.00. 

14£ (i) Additional penalty. Any person who with fraudulent intent 

147 shall·fail to pay, or to deduct or withhold and pay, any tax, or to 

148 make, render, sign or certify nuy return or declaration of esti-

149 mated tnx or to supply any information within the time required 

150 by or under this act, shall be liable to penalty of not more than 
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151 $1,000.00, in addition to HY other lllllonnts required under this uct, 

152 to be imposed, assessed and collected by the director. The director 

153 shall have the power, in 'his discretion, to waive, reduce or compro-

154 mise any penalty unde!" 'his subsection. 

155 (j) Additions treated as tax. The additions to tax oud penalties 

156 provided by this section shall be paid upon notice and demand and 

157 slmll be assessed, collected and paid in the same manner ns taxes 

158 and any reference in this act to income tax or tax imposed by this 

159 act, shall be deemed al30 to refer to the additions to tax nncl pen-

160 alties provided by ilii.s section. For purposes of section 54A :9-2, 

161 this subsection shall not apply to: 

162 (1) Any addition to ~ under subsection (a) except as to that 

. 163 portion attributable to a deficiency; 

164 (2) Aity addition to tax under subsection (e); and 

165 (3) Any additional pe:malty under subsection (i). 

166 (k) Determination of deficiency. For purposes of subsections 

167 (b) and (c), the amount shown as the tax by tbe taxpayer upon l1is 

168 return shall be taken into nccount in determining the amount of the 

169 deficiency only if such return was filed on or before the last day 

170 prescribed for the filing of such retum, dete1mined with regard to 

171 any extension of time for such filing. 

172 (l) Person defined. For purposes of subsections (g) and (i), the 

173 term person includes an individual, corporation or partnership or 

17 4 an officer or employee bf any co1·porntion (including a dissolved 

175 corporation) or a member or employee of any partnership, who 

176 as such officer, employee-, or member is under a duty to perform 

177 the act in respect of which the violation occurs. 

1 17. N.J. S. 54A:9-9 ill amended to read as follo,ys: 

2 54A :9-9. Petition tO> director. (a) General. The form of a peti-

3 tion to the director, aud further proceedings before the director in 

4 any case initiated by the filing of IL petition, shall be governed by 

5 such rules as the clircetor shall prescribe. No petition shall be 
<;/_e//•ec/ 

6 [deemed] a9-t;:;:-:m;J J ill whol,e or. in part without opportunity for 

7 a hearing on reMonaU.le prior nofice. Such hearing shall be con­

S ducted by the. director. or by a hearing oflicer designated by him 

9 to take evidenc-e and Nport to the director. The director sl1all 

10 decide the case as quid.:ly as practicable. Notice of the decision 

11 shall be mailed promptly lo the taxpayer at his last known ad.dress, 

12 and such notice shall set forth the director's findings of fact an~ 

13 a brief statement of the grounds of decision iu each case decided in 

14 whole or in part adversely to the taJo.:pa.yer. 

20a 
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15 (b) Petition for 1·edetermination of a deficiency. Within 90 days, 

16 or 150 days if the notice is addressed to a person outside of the 

· 17 United States,. after the mailing of the notice of deficiency autho-

18 rized by section 54A :9-2, the taxpayer may file a petition with the 

19 director for a redetermination of the deficiency. Such petition may 

20 also assert a claim for refund for the samo taxable year or yeurs, 

21 subject to the limitations of subsection (f) of section 54A:9-8. 

22 (c) Petition for refund. A taxpayer may file a petition with the 

23 director for the amounts asserted in a claim for refund if-

24 (1) The taxpayer has filed a timely claim for 1·efund with the 

25 director; ' '":i'! 
26 (2) The taxpayer has not previously filed with the director a 

27 timely petition under subsection (b) for the same taxable year 

28 unless the petition under this subsection relates to a separjlte claim 

29 for credit or refund properly filed under subsection (e) of section 

30 54A :9--8; and 

31 (3) Either (A) 6 months have expired since tl1e claim was filed, 

32 or (B) the director has mailed to the taxpayer a 11otice of clisallow-

33 ance of such claim in whole or in part. 

34 No 11etition uncler this subsection slmll be filed more than 2 ye111·s 

35 after the date of mailing of n notice of disallowance, unless prior to 

3G the expiration of such 2-year period it l1as been extended by written 

37 agt·eement between the wpayer and the director. If a taxpayer 

38 files a written waiver of the requirement thnt he be mailed a notice 

39 of disallowance, the 2-year period prescribed by this subsection for 

40 filing a petition for .refund shall begin on the date such waiver is 

41 filed. 

42 (d) Assertion of deficitmcy after filing petition-

43 . (1) Petition for redete:rmination of de~ciency. If a taxpayer 

44 files with the director a petition for redetermination of a deficiency, 

45 the director shall have power to determine a greater deficiency than 

46 asserted in the notice of deficiency nnd to determine if thet·e should 

47 be assessed any addition to tax or penalty provided in section 

48 54A :9-6, if claim the1·efor is asserte~;.at or befo1·e the hearing under 

49 rules of the director. 

50 (2) Petition for refund. If the taxpayer files with the dit·ector a 

51 petition for creclit or refund for a tuxahla year, the directo1· ma~· 

52 (A) Detormine a deficiency for sucl1 year as to nny amount 

53 of deficiency asserted at or before t.he l1ea.ring under mlPs of 

54 · tl1e director, and within the period in wl1icb an as!lnsmAnt 

55 'vould be timely under section 54A :9--4, or 
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(B) Deny so much of the amount for wl1ich credit or refund 

is sought in the petition, as is offset by other issues pertaining 

to tl1e same taxable year which are nssertcd at or before the 

hearing under rules of the direct01·. 

(3) Opportunity to respond. A tuKpayer shall be given a reason­

able opportunity to reSJ>Ond to any matte1·s asserted by tho director 

under this subsection. · 

(4) Restriction on further notices of deficiency. If the taxpayer 

files a petition with the director under, this section, no notice of 

deficiency under section 54A :9-2 may thereafter be issued by the 

director for the same taxable yeat·, except in case of fraud or with 

respect to a chall.ge or correction in Federal taxable income 1"8-

quired to be reported under section 54A:8-7. 

(e) Burden of proof. In any case before the di.rector under this 

net, the burden of proof shall be upon the J)etitioner except for the 

following issues, as to whicl1 the burden of proof shall be upon the 

director: 

(1) Whether the petitioner has been guilty of fraud with intent 

to evade tax; 

(2) Whether the petitioner is liable as the transferee of property 

of a taxpayer, but not to show that the t!Lxpayer was liable for the 

tax; and 

(3) Whethe1· the petitioner is liable for any increase in a 

ddiciency where such increase is asserted initially after a notice of 

deficiency was mailetl and a petition under this section filed, unless 

such increase in deficiency is the result of a change or correction of 

Federal taxable income required to be reported under section 

~4A:S-7, and of whieh change or correction the director had no 

notice at the time he mailed the notice of deficiency. 

(f) Evidence of' related Federal determination. Evidence of a 

Federal determinntion 1·elating to issues raised in u caso before the 

director under this section shall be admissible, under rules estab­

lished by the director. 

(g) Jurisdiction over other years. The director shall consider 

such facts with relation to the taxes for other years as may be 

necessary correctly to determine tl1e tax for the taxable year, but 

in so doing shall have no jurisdiction to determine whether or not 

the tax for any other year has been overpaid or underpaid. 

18. N.J. S. 54A:5-6 is repealed. 

19. This act shall take effect immediately. 
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STA'fEi.\IENT 

This legislation is designed to COI"l"Cct some of the unclear or 

conflicting language in the New Jersey Gross Income Tax Act. In 

the appropriate sectioiJs of the act the definitions of allowable 

medical expenses, alimony and separate maintenance, and the 

exemption on gain f1·om the sale of a residence for senior citizens, 

have been conformed to language contained in the Internal Revenue 

Code, as was the intention of the Legislature. 

In addition, this bill defines "taxable income" which was not 

previously defined. The bill also cla~·ifies wl1ich charitable and 

pension b11sts are exempt, those being trusts which are exempt 

under the Internal Revenue Code. T~e bill also clnl"ifies that the 

credit for taxes paid to other jurisdictions is to be prorated accord­

ing to the proper formula.. 

With respect to interest income, this bill clarifies an ove1·sigbt 

in tl1e existing act and allows a credit against interest income for 

penalties charged in connection with premature withdrawals of 

time deposits. The bill also clarifies that Federal nonrecognition 

of certain gains from transactions will be followed in New Jersey. 

This applies to both sale of residences and certain corporate 

reorganizations. Lastly, there are several hansitional provisions 

, to make adjustments between the unearned income tax and the 

gross income tax. 

This billltas been reviewed by the Divil!ion of Taxation and they 

are in agreement with this bilL 
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-::-.~ :~c:;~.-a :'Q~: :c:-:-.. ":':i t:. t.cc o! the ':'axo.~ior. S~ct.ion rc~p\;:::::~=·-.~:ly 

;-_~::i~s t~.~ :fc:.:c,..·:.:-. .; =c: .. ~~:>rt a~C £Jropo:-;;i~d ':"ech:-.ico.l r-r,1e1~ . .::~: ;;:-.ts 

;~:~ ~~~ce=~~~; the ~~~ ~~rscy Gross :~co=e ~ax Ac~ [?.L. u c. 
,..,. 
•• J • ~ir.e .. -i-:.h ... :-.a~ the co~~i~tce fe~ls to be its ir.st.r""ctions 

::.::. 1:.:.e E;.cc::-=~~iv-a Co:: .. 7.i.~t~~ c! t.!'le ':'axa~ion S~ctio;'l., pri:-:+·· 

a.=.;:.:-.a.sis r.as :;;a~:-, ?:ac~d \.:.i='O:l the ';'(!ch:-.ical :...--r.er-.~~.e::ltS Di::. ,:,.~\.., 

i~s QC~c~~anyi~g :c?crt which ar~ co~fir.cd to ite~s the Ccrr~i~c~a 

!~els a=a ~ec~~i=al c~issio~s, ovcrsi;hts, or drafting error~ in 

:...-:....~ .;.~-: as p.:::ss~C. ::-. a~ditica ~o ti".i: ite;i'.s ccvc:a:-cd in t!'"'.~ 

';i;=:-.:::.~.:.! .. • ... ~~:1.:i.:'".~:-.~s ::..:.1:. Z.:id acc.::;:;-.~a:lyi:-.g r~;..ort, t~e Cc,:; ... -:iitt.:!e 

c~si=c~ ~o ~x?:~ss l~s cor.c~rn =egarding a ~~~cr o! substant:.ive 

=~:. ~~=::; cc,:'.~~in~.! \..'.;. thi:1 t~.i:! st.Z..~\:t.t~ a~C\.:~ which the Cor:-.;r.i tt.cc 

~~~s ~o~ fe~l i~ a?~rc~:i~~~ to :ak~ a position t~r~::~ po!nti~g 

c..;:. ~:-.e ;.:o=-:c::: as •·e s~i: i~. ':"h.:! s\:.b~tQ.n!:iv~ cc::-,;r.cnts ara at-

:.a.:.: .... cC '!";.cr~t.J :follo·.ri~-:.g ~:-.~ ':'~c:-..r.ical l\..'7.-:::-.ci:-;-.. .:.:-.~...; ~ill and report. 

::. ~C..:i:.~~.:,:. t..c :.!'".~ ;>::-cpos~-:. sti".tut.ory cr.a~ge~, "Ch(; Co::--.::-.ittct2 

!~~: s :.:-.~=~ ;..=.:: a ~~-..;;;..;;.::: vf ..::;t.l"' • .::::r a::.!>i'il4i ties which ::a.r. be solv~d 

~I r~~~~a:ic~s. ;;~ b~li~ve it wc~ld be ~or~ a??~opriate to await 

...:.~ p·~!i;;:..,~;.~m of ;;>::c:;.occd regulations !:ly the Division of Taxation 

~!c:~ co==~~t~~i !~rther ~po~ ~~ese it~ws. 

Respectfully s~~~;.~~ed, 
/·J 

./I/. 'i;.il · 
~-.- - ;/1/~:.- --

I ,i, • .._,;,,h ... r"'" IJ. ••""-r.l.:-., 
Chai::-::.:.~ I:.~c;;,~ TQX Co;n.~i ttae 

-:'.:.t.>:a~iv~ S~cl:.ior. 

~ev;.s~~ "'s ~?;;>~oved ~ept~~~~: S, 1S7G, by t~e Ex3cutive 
c~~cil cf t~e s~c~ion on ~axa~ior.. 

h,:port to nccc..-,;>.::.:1~' an ;.:; ~ tv K.ei.d c:.:.c! 
s~p~l~~2~t ~he 11 ~CW J~r~ey G:0SZ !~CG~a 

Tex ~cc'' ?.L. 1S?6 c. 47, Aon=ovcd ~~lv B, 1;76 

In this report paragraph n~•~ers r~fer to tr.e paragraphs 

in the T'"chnical A:.".end.•.en~s Bill to .,.hich this re;;ort is 

attached. 

, ... As presen~ly written 5~A:l-2(f) incl~d~s in the 

definition of a "disa~led parson, a person who is ~~able to 

enga<;c i:. c:.n~· sub:. ~;:~.:tia::. g;;.inful actl.vi ty br re;.so.& of 

~lindnoss." N.J.S. 5C~:3-l(b) 5 and 6 give an &ddi:ional 

exam?tion for a taxp~ycr or spousa .,.ho is •blind or dis-

ablDd". It appears that the intenticn is to give a tlind 

p~rson a $l,OCO.CO additional exemption no~withstandins the 

:~ct that such taxpayer ~ay be able to engoge in Sl.:~s~an:ial 

. gainL.d. activity. ;. prcpcsed a::-.e:r.d.•.er.t to 1-2 (f) and ;;.~.~;-. .;!-

~cnts to 5~A:3-l(b) 5 ~~d 6 are designed to ccrrect this 

a:nbig\.i.ity. 

~~e corr~ittee wishes to point out that t~a adcption of 

this p:::oposal will h"'ve ~he additional effect of givi~c; t~.e. 

extra S35.00 aom~s~e&d credit (5t.n:~-3) to a blinj p~rson 

wl".e~her c::: not sue:~ par.=.on is able to e:ogac;e in c;oinf'.,;.l 

activhy. 

2. The proposed ar..end.~ent to 54h:l-2(c;) i .. cor?Or~tes 

Q 
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~~e ce!inition of ~edical expenses ~s &et forth in the 

I~:ern~! ~~ven~~ Code in Sec~ion 21~. The proposal re~oves 

~~e a:bi;uity cr~atcd zy the present definition with regard 

to ~he~~er ~-;:o~nts paid to chiropractors, podiatrists, opticians, 

etc., ar~ covered as medical expenses. 

3. ";he prc;:.oscd arr.cr.C..-::ar.t to 54A:l-2(:::) (2) m~kes it 

clear the se~tion applies only to persons who are on active 

service wl.th thll Ar.nod Forces ar.d puts this section in har;r.ony 

~ith 54A:S-l(b). 

~. ";he proposed a.~end:::cnt to 5~A:l-2 adds subsection 

(j) ~hich ce!;;.ncs the tern "tax~ble income". The term 

•taxable inco~e· is ~sed in N.J.S.A. 54A:2-l (lines 8 and 9) 

b~t is noc defined in the statute. 

5. 5ect;;.on 2-l of the Act now excrr.?ts from·t~xation 

c~arita~le t::~sts, and tr~sts forming part of pension or 

:;:.refit sr.ari::g pl.:~r.s. Ti".e Cc::-.-:-.ittec nc..tes tha-:: tr.e exe:nption 

for chacit~le tr~sts a::d pension and profit sharing trusts 

~;..;..<;ars to ~e a l~c;islativ\l ~ccc?tanc~ of t~1~ sc.ggestio:1 

~o:.to:i:.cd ·in Te.::hnical Co:o.:r.ent No. 6 to Asse::'.l:.ly Bill No. 

1513 pre?arec by tl-.i:; Co;:-.-::itteo in :-:arch of 1976. The 

Co~ttce notes, hc~ever, that the ~egislat~re while accept­

ing t~e Co:o~ittee's recoo.~endation neglected to limit the 
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~x~~p~ion to ''tax cxe~?t" trusts. 7he prc?cse~ a~e~d~~n~ 

will liuit th~ exa~p~ion to ··~uali~ied'' pe~sion a~d ?rofit 

sharing trusts and will also result in these trusts being 

taxed on unrelatec bus-iness taxable incc;:-.e sub~ect to tax 

ul".cer the Act to tl".e s<1..-;:e cxteo:Jt to ...,;-,ic:-. they a::e tweed on 

such i~cc~e fo~ F0deral I~cc~~ 7~x ?~~?cses. 

6. ":'he prO?Osed a.-:-.cr.c:c.cnt to 54A:2-.; is ce:s;;,.;~.e:! tO 

correct what appears to be an incorrect ca?tion for the 

section. The prcscnt caption states "minim~~ taxable inco:c• 

but the terminology in the section itself sets for~~ a 

minim~ gross income rcquir8<..cnt. 

7. The proposed arr.endment to 54A:3-l(b) (5) has been 

explained above in paragraph 1. 

8. The pro;?ose:d <:..-:-.e::d:c.ent to 54;,;3-l(b) (6) ~as beer. 

CAplained above in paragraph 1. 

9. ?!".e Bill ~reposes that 5~h:3-l (c) be a::-.e;-.ded to 

apply the rule that 15 days or :nore is a :nont~ for all 

purposes of tr.e Gross Incco..e Tax Act unless otl-.erwise 

specified. 

10. Co::-~ent fer Technical Report: 5~A:3-l presc~tly 

provides for a series of exe~ptions for a taxpayer and for 

the taxpayer's spo~se. In addition to the basic exe~ption 

- 3 -
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for each tax~ay~r a~d s~o~ze, ~he Ac~ also provides for 

a~ei:io~al exe~?tic~~ for t~e S?O~se of the tax~ayer if such 

S?O~se is over a;e 65 cr disa~lcd. The present wording of 

the statute is a~~i~~o~s in that it may produce ~wice as 

~~y ex~~?tions as is ap~arently intended. For instance, if 

~th hus~a~d a~d ~i!c a:e r~q~ir~d tc fila, each ~ay be 

e~:i~l~d to ~~ exe~~~icn fc: hi~se!f as taxpayer ~nd one for 

his or l-.er spo~se. :-:-.e proposed arr.er.C.~.::nt to S~A:3-l is 

desig~c~ to correct this deficiency in the p:csent btatutory 

la:.<;~?lg~. 

:1. The proposed a~c~d~cnt to Sectio:1 54A:3-2 is dc­

zi<;r.cd to cl ~::-.ir.a tc t!':e a~~i~ui ty c:ea ted by the dcfini tion 

of 4!-li..-:-.o:-.y ar . ..! SI2?.:J.rate r..ai:-.t.c::ance and to put this dcfi-

nit.ic:-. ir, :-.a:::-::-.:.r-.:; wi~:-. ~xis~ing ?eC.eral l:1CO::l~ Tax lu.w. 

12. 

correct 

7ha p~C?O~~~ a~~~~~e~~ to 5~A:4-l(b} j_~ ~~signed to 

~~a ~~~isuity created by t~c ~r~sent lar.su3gc a~d 

~~~e it cl~a= t~at t~c cr~dit for taxes p~id to oth~r juris-

dictions is ?=orated 0:1 tha basis of gross income. 

!.3. ~:.~ prc;:.vs\:C. ~~e::-.C..--:-.-::~t to 5~A: 4 -3-l is tc r:-.ak.c it 

clear that t:=-.e .,·o::d ".;-.1alified" :o.odifi~s both "residential 

t~~ant• a~d ·s~arehc!d~= in a cvo?~ra~iv~~~. It furth~r sats 

forth a d~finition fo:: qualified resida:1tial t~nant and 
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shar~~oldcr w~ich, while arbitra=y 1 was bda?tcd fro~ ~~a 

original qualifi~at~ons s~t forth in Ass~~~:y Bil~ 1513 as 

passed by the Asse::'.bly in ~:arch 1976. 

14. 54A:4-3(~) is proposed to ~e amended to eliminate 

the words "elect to• since it appears to ~e the sense of the 

statute that carried couples (except nonresidents) do not 

have an election to file separate retu:ns. !t is felt ~~at 

section sl-.ould be a:r.ended to be co~siste:1t with tr.e balar.ce 

of the Act. 

15. It is suggested that 5'A:5-l(c) be a~cnd~d to 

delete that portion of t~e sectio:1 w~~ch d~als with ~o~-

rcco0nition of gain arising out of corporate reorga:1izat~o~s. 

In light of tha g~:1~ral rule 3dop:~ng federal nonreco;:1~tion 

provisions the balance of this s~ction frc~ line 3G to t~.e 

end shculd be delct~d as u~nec~szarily =e~a~itivc. 

16. It is proposed that 5CA:5-l(c) be a~en~cd to 

provid~ for a reduction in interest i:-.cc:::e by the a::.c·.1:-.ts cf 

for£i:itcd i:lti;r~st on p:--.;:-:.~"t.ure withC:ra: .... ·als f=c::l savi:-. .;!; a~d. 

othe::- tirr.~ ~cco\.:..nts. A:.tr.a\.,j,gh s\:.ch az:.c...:..-.~s =.ic;h~ co:-.sti't..,.-;.e 

lo~ses for the p~r?osc of S~A:S-2, it is felt t~Gt :i.e 

intention will be clearer if the definition of i:1terest is 

a.~ended. 
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17. It is propose~ that S~A:S-l(n) be amended for the 

s~c reasous 3r.d to the s~~e e~tcnt a~ is p~oposc~ to ~~ana 

S~A:J-2. This ~ill bring the definitions of alimony and 

se~arate ~aintena~ce into coordination with Federal Income 

~ax r~les for both purposes of inco~e and deduction. 

lo. It is ~ro?oscd that 5~A:6-l be amended to add a 

s~~section. (o) to provicc clear and consistc~t transitional 

r~les for gain fro~ transactionu occ~rring (a) prior to the 

effective cate of the New Jersey Tax on Capital Gains and 

O~~er Cnearr.cd Income Act ar.d (b) between the cffcctiva 

d~tes of the New Jersey ~ax on Capital C~ins and Other 

t::-.~arn-::4 Ir.co::-.a n.c:. ar.d -chis act, wt.erl3 such gains are 

~ubject to tax, under the rne~hod of ~ccounting or reporting 

used by the t~xpayer, after the effective date of this act. 

lS. ~he Bill ?reposes that 54A:S-2 b~ ~~ended to 

s?ccify that losses may be offset within the subsections as 

C!cfined in S~A:S-l. As presently dr~fted the statute 

refers to •catec;ories of gross i::-.co:;o.c" which is a::-.biguous. 

20. It is proposed that S~A:S-6 be deleted. The 

return requir~~c~ts for husband and wife are set forth in 

S~A:e-J.l and the provisions of this section appear to be 

i."lcor.sistent. 

- 6 -

2!. The proposed bill would cc!ete S<h:6-Sa as ~~~eccs-

sary and duplicat~ve in light of t~e g~~cral ~cc~~~a~cc of 

Federal Nonrecognition Provisions. Su~scction S~A:6-Sa 

would exe::-.pt the sa::-.e gain for which nor.rccvgr.o. tion o. s 

provided 1.0ncer Section 1C3~ cf t!-.c i:r.terr.a! Revc:-.ue C::.je. 

22. The Bill wc~ld redesignate S~A:6-S~ as S~A:c-9 ~nd 

rest~t~ the section in its en~ir~ty. ~~~ p:~sc~~ s~~~icr. 

attempts to give partial exemption for gain from sales of 

residences of taxpayers of age 65 or older, but the sect•on 

as presently written does no~ describe the excrn~tion. The 

proposed arncr.drncnt is taken directly frc~ Section 121 of the 

Internal Revenue Code. 

23. The Bill would arnc~d 54A:6-13 to ~a~e this section 

read consistently with the other s~bsections of S~A:6. 

2~. ~he Bill proposes that S~A:8-la be ~~e~~ed to make 

it clear that the tax is i~posed with respect to each 

fiscal or accoun~ir.g year or portion thereof which occ~rs 

after June 30, 1976. As the stat~te new exists it rc~ds 

literally that it applies only to "all or ~r.y part• of a 

year bcgir.nina on ~= after July 1, 1976. Fer Q c~le~dar 

year taxpayer this could well be interpreted to a?~ly only 

to income earned in the calendar year beginning January l, 

- 7 -
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1977. 

25. As pr~sen~ly writ~~n 54~:8-3.1 ~equir~s ncn-

reside~t S?C~s~s to file a joint re~ur~ even though only one 

s?C~~e ~as ~~w Jars~y incc~~. The Co~~ittGe feels ttcrc is 

s~=icus ~~~s~ic~ co~c~:ning jurisCictio~ by ~~w ;~~s~y vv~r 

a cc~-residc~t ~ho has co ~&w Jersey icco~e. ~he proposed 

a=a~~~~~t tc 5~~:S-3.1C i~ Cesig~cd to corr~ct this d~:cct. 

2<>. ~-­..... ~ i)ill ?=O?oscs t~~~ S'A:S-~ ~e amended to :ak~ 

it. c!c~:: t::-~.:i:. t!-~e t:::-e:sf.cld l~v~l is $100.00 !or each :!t'~n::. 

it. 

27. It is pr~pos~d that S'A:S-,(11 be amended to ~akc 

C ,-, .... ..... -~ (al t~a~ a ~acl~ratio~ o! e~ti~~tod t~x~s i~ rc.:quired 

fc: a!l tax y~~rs ~~6i~g in 1976 a~d is no~ limit~d to t~o 

cale~da:- ~ca:- 1976, ar.d (b) thac no C.cclar~tion of estimQt~d 

t~ is =~~~~r~~ to be m~dc or filed prier to Jacuary 15, 

::.577. 

2S. ':h.a Cc;r.."':'.i.~tce :1.:.-:.e:s t;:c.t 5'A::)-6{c) irr.?O!:i.CS an 

~~=~~~~~ ~o tax ~~ t~c :~~u of r.i~~ p~=c~~t p~r ~nr.~~ if ~h~ 

t..;..x;.~y~r !ai:.s tc file a C.::cl~!:'a!.ion of es~.:.::-.atad t~x or 

:~i~~ to p~y ~l~ or ~~y p~=t of ~n i~st~l:~~nt of es~i~~tcd 

~ax. ~~e prevision do~s net ~ppca= ~o i~~csc the addition 

t~ tax on a taxpayer ~ho in fact !iles and pays his estir..ated 
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t~x in~tilll~c~ts but ~erely . . 
~~G~=c~t~~atcs ~::.s ~o~a! tax 

liability. 5~A:9-6(d), however, clc~r!y cc~~~~?!a~~s t~a~ 

the ?er.al ty be iW?OSt2d for u:-,dQr:?a:r.:-.c;a~ t o: .cs~i:7.a -:::c~ t.ax. 

~he propos~d a~en~~ant to t~is sec:io~ is ae~p:ee frc~ 

S~ctio~ 665~ of the I~tcr~al Rev~~~a Code a~c is Casig~ed to 

cl.ose this cbvio-..:sly 11nin tcr. tior.al c;.:.p. 

29. T:.e· 3ill prc;::.oses a:. o.;:.c~C.::-,.:::-.t tO 5~;..:~-S (a) to 

cc:-:-cct t:-. .:: word "C.~em.ad" which s:-.o~ld a?;:;arer.tly b.a t1:~ 

word 11 dctcr:::i:-.eC:". 

30. The Bill prcpos~s th~t 5~A:9-2~ te a~~~ded ~o ~~ke 

i~ c:(:.:lr that t:..c lz..;;t two ~c~t~~ces ap~!y ~o ~~e Xe~ :e=sey 

Tax on C~pit~l C~ins ~nd Other U~0~r~c~ I~cc~~ ~c~, ~~d t~~: 

whet~er a taxp~yc= is usi~g t~e hy~o:hct~cal c:- ac~~~l 

~ethod, tho ~pplicable ~ctho~ ~?~liE~ ~o tax3~lc ~~c~=~~~ 

i~cc~e as wall ~s to the ~~d~ral ~dj~st&d gross i~=o~e ~nd 

p~rsonal exa~ptions. This sec:~cn is f~=:~~= a~~~d~d to 

dGscribe th~ ci~~c~ir.~to: so as ~o i~c!~Cc ~~~ c~sc w~~:e t~a 

Fadcral accoucticg p~riod is less th~~ 12 rnocths (e.g., i! 

taxp.:.yer dies betwee~ July 1, 1976, and Cecer.~ar 31, l97o). 
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: .... -. .;..:~ to .=-.. ~~:1-C: c.:1j s-...~~lcr.:~:-.t 

~~~ ··~=~~ J~~sey Cress I~co=~ ~~x hct'', 
?.~. 1976 c. ~7, ~~nrcvcd J~:,, a, 1976 

:e::: ::-: :;:~:;,.c':"::::::l 'by t!':a Senate and Gcn~r.s.l Asser..bly of the 

St~ta of Naw J~rsey; 

l. S~s~c~~cn l-2f of P.L. 1976 c. ~7 [54A: l-2(f)] is 

~a~Ce! to =~~d as :ol!c~s: 

f. ":::lis~~led" ~3~~s cit~~r bl!~d~ess or total and 

?::r= . .;.: . .a::~ !.::.~ili~y to e:-.g:!<;O !.r. a":ly s·..:.bzt.J.I~ti.ll gai:.ful 

~=~~vi:y ~y =~aso~ of a~y ~adic~l:y ~cter~in3blc physi~al or 

=·~=-.~.!.: i:7::4:-i:.-:7 . .:a~t. [i:"'.C!l.;:::.i:-.g blindn12:s~]. For p'-!rpo.:i~s of 

::.-.~s sOs~.:t:.i..::;., .. bli~C:-.~.is" ::-.c:.::.s c~n~::-al vi~~4ll tl.C~i ~y Gf 

z:;~co o: l~~~ ~~ ~~~ b~t~cr eye ~ich ~h~ use of a correct-

:.:-~'i :~~s. ;,_-;. ~"!~ \.·hie~ is a.cco:-;o.?anicC by a li::-.itatic:-. ir. 

t.!:e: ~i~:~z c: vi~ic:\ Sl:.Ch c!:~-;. t.!" • .:: wi..d~3~ di.:t."":".\lte:- o-: tho 

v~~~~~ :i~:~ s~~t~~Cs ~~ a~;la ~o g=ca~cr th~n 20 d~g:ecs 

s~a:: ~~ cv~~iC~=~d as r.~ving a ce~t~al visual ac~ity of 

:~/20C or :~ss. 

2. s~scc~!c~ l-2~ of P.L. 1976 c. ~7 (5~: l-2Cg) is 

.:.:.c;:-.~~.:. ~o ::~.:..:::. a.~ fol:owz: 

S· "~~e:~~cal cA:;\o:~sas" ~~ar.s r.cnrc.i..'TJ:;u:s~C. p;3.y-

=~~~~ !c= !~~ysicians, e~~~~l ar.~ othar m~CicGl f~~s, 

~CS?ital c~e, ~~=~ir.q ca:a, :cdicine G~d drugs, p~ostha~ic 

e~vicc~, X r~~s &~d ct~e~ di~g~cstic s~rvic~s cc~~~c~~~ ~1 

c~ ~i~~c~~d by~ p~ysici~n c: e~~ti~:1 ~~~ ~::~~~~:3, =~=~, 

~:tig~tion, ~ra~t~G~t, c~ c=avc~~ic~ o! ciise~s~, ~c~ =~c 

ournosa of ~~£cctinq ~~y s:~~ct~re o= !~~c:ic~ o~ ~~a ~c~v. 

:n addition, r.-.~dical expc:!.s~s r:-.~y a:so ir.=:.:J.:.c a.-:-.c-...:-.ts pG.i! 

for transporta~ion pri=arily !o: a~d ~ssa~~i~l to :~~~c~l 

c~re ~nd i~sur~~ca (inc!u~i~g ~~c~~:s paid ~s pr~~i~~s ~~~~r 

P~rc E o= 7itle XV!:I of t~e Sccial s~c~ri~y Ac~, =ela~i~g 

to s~pplc~~~tary ~~dic~l i~s~=~~ca for t~e ag~~) cov~=i~; 

::-.edical care. 

3. s~~scction l-2~2 of P.L. 1976 c. ~7 (5~A: l-2~2) is 

amcnCed to read as follows: 

2. ~ho is not dc~!cilcd in t~is 5~3te bu~ ~ai~-

c~ins a p~~.ano~t place of ~bo~~ i~ ttis s:a=e a:"'.d s?~~~s i~ 

:~e ~ggrcgata core th~~ 183 d~ys of t~c :ax~blc ye~~ in t~!s 

Sta~e, ~nl~ss such i~~iv~d~al ~s i~ activ~ ~ervica w~~~ ~he 

Ar~~d Forces of ~~e Uni~cC Sta=~s. 

~- Su~s~c~io~ l-2j of P.L. 1976 c. ~7 CS~A:l-2j) is 

amer.C.ad to r~ac. as follC\YS: 

j. [bl~~k] ··~£xa~!e :~cc~~·· ~~a~s c=oss i~cc~a 

as ec~in~d i~ Chaotcr 5 mi~us ~~~ pc=sonal cx~=~~ic~s a~d 

d~d~ctio~s as sat forth in Chanter 3. 

- 2 -

10 
0 
M 



s~.::::icr. 2-l oi ?.!... lS7o c. ~7 (S.:A:2-ll is a::-.cnC.~d 

=~~~ ~s ~~:!c~s: 

5'~:2-1. :~?OSition o! tax. ~~e=a !s ha=~by i~posed 

tax fo= c~ch tax~~~e y~a: (w~ich shall b~ the sa~e ~s a 

i..X~l.=! yc:!;ar fc: E\;C.a~al :::.cc::-.e ':a;.; tn~:::-pcses) on the ~~w 

~=say ~=oss !~cc~~ as ~c=3i~ ~~fi~~d of cv~ry individual, 

s~~~~ v= t=~s~ (ct~~= ~~~~.Q c~a=itu~lc ~r~s~ or~ trcst 

:.~:.:-.c; ~z.=t. cf a ~(!;-.sica .. cr ?rot;.~ s!':.J.::ir.s :?lc:'.n, tc the 

~~c~~ ~o ~~~~~ s~ch :=~~~s a~c c~~~o~ f=c~ tax for F0dc~~l 

:cc~~ 7~x ~~=~c:cs), s~bj~ct ~o ~~c d~ductic~s, li~i~~tions 

~~ =~~i:ic~~~c~s ~~r~~~~=t~r p~ovid~d, detcr~inc~ in ~c-

:l=~<.:-.ce .• ,;.~r. ~~.:: :c:.::~ .. ·ir.c; t~le wid~ =cs?ect to the cax-

~y~r·s ~ax~~la i~co~~: 

!! ~~~ ~~~~~:c !~co~~ is: 

~~~ ov~r S2~,c~c.co 
Cv.;;r $2il,GOi:.CO 

~::-.~ ~~;-: :.s: 

2 p ~c~~t of T~xa~l~ !~cc~e 
$~0 .CO plus 2.5 pcrcen~ 

o t~c ~xcess vv~r 
$ o,ooo.oc 

~. ~~c::i.::~ :-.; of ?.~. 1976 c. ~7 (S~A:2-4) is a~v~dad 

o r~aj as !v:l~~s: 

5~A:2-~. Xir.~7.~~ ~ (~~x~~:cJ i~co:~.. ~ot-

·i~ .. s~~~ji~g ~ny o~~ar ?:ovisic~s cf this act, a taxpay~r o: 

- 3 -

a ~arrice couple filing a joi~c r~tu=~ wi~h a s=os3 i~~c~a 

o= $3,000 vr l~ss ($l 1 500 o= :~s~ i~ ~~~ cas~ c! a~~==~~~ 

person filing scpara~ely) shall ~o~ be s~~jcc~ ~c ~ax ~e~~= 

this Act. I~ tt-.. e cz.se of a no~resiC.c:-.'t, grcss .i:-.cc::-.a s:.a.ll 

=.~an gross i::co;r.a wf.ich such r.onrasiC.er.t:. ·~.;o\lld have re~o=:.e:d 

if ha hud bca~ a rcsicc;nt. 

7. S~bscc~icn 3-l(b)S c: P.!... 1S76 c. ~7 (5~A:3-l(b}S] 

is arr.cnded co rc~d ~s follc~s: 

5. [Bli~d or] £isa~l~~ ~axpay~r - $!,CCC.CC 

8. Subsac~icn 3-:(b)6 cf ?.L. 1976 c. ~7 [S-:~:3-l(b)6! 

is a:r.cndcd to r~.:.d u.~ !cl:o· ... ·s ~ 

G. [3lind c=l £isabled spc~se - $l,COO.CO 

9. Subs&.::tic:.n 3-l(c) c: ?.L. 1976 c. C7 [SC~:J-l~cll 

is a~cndcd to re~d ~s fellows: 
ttl 

(c) T~c fcrsc~al ~xe~?cic~s ~llcw~~ ~~~~= ~~i~ 
,..... 
M 

s~c~ion s~ull b~ li~it~d to tha~ ?Crce~~c~~ w~ic~ t~~ ~v~al 

:1'1.!.::-.bc:::- oZ. r.-.ont.hs wi.c!1i:1 a "tl<.:..::p.lyc:: • s t.J.;.:a:-:.1~ ·y~a= ~::C.~= t:-.:..s 

act bears to 12. Fo:: [this purposa] a!l :u~~cscs o~ ~~is 

a::~, '::1!cs:s o:.:-.~rwise suo3c~fieC., fift_;.an Cays o:- r:.o--:e: £::0all 

cons~i~ute a ~cr.tn. 

10. s~bs~c~icn J-1 of ?.~. 1976 c. ~7 (S~A:J-1) !a 

~~~ded to ~dd s~s~cticn (e} as follows: 

- I. -
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ASSEMBLY BILL NO. 

STATE OF NEW JERSEY 

AN ACT concerning the payment of interest on certain 

overpayments of tax. 

BE IT ENACTED by the Senate and General Assembly of the 

State of New Jersey: 

1. R.S. 54:49-17 and R.S. 54:49-18 are hereby desig­

nated N.J.S. 54:49-18 and N.J.S. 54:49-19. 

2. R.S. 54:49-17 shall hereinafter read as follows: 

54:49-17. INTEREST ON OVERPAYNENTS. Interest shall 

be allowed and paid upon any overpayment in respect of any tax 

imposed by R.S. 54:10A-l et. seg., 54:108-l et. seg., 54:10D-l 

et. seg., 54:10E-l et. seg., 54:328-l et. seg., and 54:33-1 

et. seq., at the rate of six percent (6%) per annum commencing 

from a date six months after the date of filini of a written 

claim for refund by the taxpayer until (a) in the case of a 

credit, the date on which the credit is applied; or (b) in the 

case of a refund, a date not more than 30 days preceding the 

date of the refund check. For this purpose, the filing of a 

claim for refund, the filing of a return showing overpayment, 

or a finding by the Division of Taxation on audit that a refund 

is due shall constitute a claim for refund. 

3. This act shall take effect immediately. 

STATEMENT 

At present New Jersey does not pay interest on over­

payments of any tax except the gross income tax. This bill pro­

vides for the payment of interest on overpayments of tax under 

the transfer inheritance tax, the corporate business tax, the 

corporation income tax, the financial institutions tax, the 
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savings institutions tax and the sales and use taxes. The rate 

of interest is set at six percent (6%) per year and is one-third 

less than the rate of tax imposed on taxpayers on underpayments 

of tax. 
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"Originally presented November c;, i ';, / ,, . t :";• -/Ot h Annt:" · r rm: '· i-, ',. 
National Tax Association." 

APPENDIX 

Impact of One Hanufacturing 
Job on New Jersey State and Local Taxes 

~fuen considering business tax incentive proposals or other programs to 

bolster a state's economic development, it would be useful to policymakers to 

know the stakes involved - particularly the impact of a proposed incentive on 

tax revenue. ~fuile it is relatively easy to put a price tag on each proposed 

incentive or new development effort, great difficulty and uncertainty accompanies 

any effort to demonstrate revenue gains to be generated by such programs. 

The following calculation attempts to predict New Jersey State and local 

revenue gains from the creation of each additional manufacturing job. It does 

not attempt to predict job gains or revenue impact from any specific program 

of incentives. 

A generalized measure of the tax revenue impact of one industrial job 

~ust be based on industry averages, notwithstanding the fact that no particular 

manufacturing job will be average. Nor can averages predict the precise 

timing and magnitude of growth in a specific tax. What the following calculation 

does provide, based on very conservative assumptions, is a reasonable "ball park" 

estimate of the minimum impact of a manufacturing job on New Jersey State and · 

local revenue. 

The following calculations assume that each new industrial job is backed 

by a capital investment of $l:.0,01)0, 1 broken into $9,200 per job for plant 

construction and $30,800 for machinery and equipment purchases. 2 

1. Source: Chamber of Commerce of the United States. 

2. Of total capital investments by New Jersey manufacturers, approximately 
23% was invested in plants, 77% in machinery and equip~ent, as reported 
in the 1973 and 1974 Annual Survey of Manufacturers, U.S. Department of 
Commerce. lx 

EXHIBIT D 



T~o major assumptions underlie the calculations~ 

Firsts a relationship exists between personal income and State and local 

tax yields. It has been assumed that combined state and local tax revenue 

~Yill experience an increase or decrease corresponding to the percentage change 

in personal income (an elasticity of 1.00 for the tax system). 3 

Second) using an economic multiplier, it has been determined that each 

new manufacturing job provided in ~ew Jersey will result in creation of two 

jobs in other sectors of the economy. The manufacturer's payments for goods, 

services, wages and benefits result in the generation of retail, wholesale, 

service, transportation and construction activity. The per employee share 

of the manufacturer's total economic activity within the region (including 

employee compensation) is used to determine a multiplier. A 3.0 multiplier 

was selected as a conservative estimate for New Jersey (as a densely developed 

urban state with exceptionally diverse business economy) after reviewing 

previous studies of economic multipliers. For example, multipliers have been 

calculated for more limited geographic areas such as New York City (3.15), 

Cincinnati (2.70), Denver (2.54) and Witchita (2.74). 4 Based on these 

nultipliers for smaller geographic areas with less diverse business bases, a 

3.0 multiplier for New Jersey seems suitable. 

3. The New Jersey Tax Policy Committee reported in 1972 that the State 9 s 
revenue structure had an elasticity of .98. Numerous changes in both taxes 
and rates in recent years make a more current analysis of elasticity 
difficult if not impossible. 

No assertion is made that variations in personal income will produce 
ir::;r!lediate and completely parallel changes in tax yields. Hithdrm-1als 
fran personal savings in recessionary periods and increased saving in 
periods of income growth affect the timing, although not necessarily the 
ultinate volume of tax yields. Business cycles also cause more radical 
variations in sales, excise and income taxes than in property taxes. 
Nonetheless, it is reasonable to conclude that a given amount of grm-1th 
in personal income will produc~ in time, correspondine p,rowth in tax yields. 

4. See revie1o1 of employment multipliers for selectee! American communities by 
Smith, David M., (1971), Industrial Location, An Economic Geo~raphical 
Analysis, New York, John Hiley & Sons, p.458 et seq. 
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Calculation of Tax Impact 

I. Recurring (annual) Tax Yields. 

For purposes of calculating the tax impact of one additional manufacturing 

job, the manufacturing employee's wage and the derivative earnin~s of two 

employees in other economic sectors must be determined. 

The $11,260 average earnings of a New Jersey manufacturing worker (1976) 

plus $21,840 earnings from two derivative jobs (each calculated as equivalent 

to the $10,920 average earnings of New Jersey employees covered by unernplo~ent 

insurance in 1976) 5 produces a total of $33,100 in personal income resulting 

from the creation of one new manufacturing job. Each $1.00 of personal income 

produces approximately 5.0 cents in State revenue and 6.2 cents of local 

property tax.6 

The $33,100 increase in personal income, generated by providing one 

additional manufacturing job for one year, would have produced $1,655 in 

State revenue and $2,052 in local property ta~es in 1976. 

To update the calculation from 1976 to 1973, an average 7.5% per year 

growth in manufacturing and non-manufacturing employee earnings has been 

projected. 7 Based on estimated 1973 income levels, recurring annual tax 

yields generated per additional manufacturing job would be: 

State •••••••••• $1,903 
Local •••••••.•• $2,360 

Combined (recurring) State and local tax yield •••• $4,263 

5. Source: N.J. Department of Labor and Industry. 

6. The ratio of personal income to tax revenue is based on U.S. Department of 
Cor:trnerce data on 1976 personal income of Net>' Jersey residents and N.J. 
Department of the Treasury data on State revenue received durinp, the 
1976-1977 fiscal year and the 1976 local property tax levy. For this 
purpose, State taxes include major taxes, miscellaneous taxes and licenses, 
lottery and miscellaneous revenue but do not include Federal aid or 
revenue sharing or those taxes dedicated for local use which since have been 
repealed or made inapplicable to future purchases. Local taxes consist of 
the local property tax, not including other tax and miscellaneous revenue. 

1. From July 1976 to July 1977, the average ?.ross hourly earnings of production 
\V"orkers in New Jersey rose 3.2%. Source: N.J. Department of I.abor and 
Industry, ~conomic Indicators, August 31, 1977. 
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II. Non-recurring Tax Yields. 

Non-recurring taxes are generated by the investment in plant and equipment 

req~ired to support a new manufacturing job. Sales taxes are imposed on pur-

chases of construction materials. Payment of construction wages translates into 

growth in a mix of state and local taxes. Machinery and equipment purchases 

result in net income to durable goods manufacturers, taxable under the New 

Jersey Corporation Business Tax. 

A. Plant Construction 

(1) Construction l1aterials 

Of the $9~200 per job invested in plant per manufacturing job,8 

approximately $3~680, (40%) would be spent for purchase of 

construction materials. Purchase of these materials, which 

are subject to the 5.0% New Jersey Sales and Use Tax, would 

produce the following tax yield: 

State •••••••••• $184 

(2) Construction Wages, Salaries and Profits 

The balance of construction costs, approximately $5,520 

(60% of.the $9,200 invested in plant construction per job) 

has been treated as personal income. 9 Using the rates of 

5.0 cents of state taxes and 6.2 cents of local taxes generated 

by each $1.00 of personal income, $5,520 of earnings by persons 

employed in the construction industry will result in the following 

tax yields: 

State •••••••••• $276 
Local •••••••••• $342 

3. See footnote 1 for breakdown of capital expenditures. 

9. Althour,h the application of an economic ~ultiplier to construction would 
be justified at this point, no multiplier has been applied for purposes 
of this calculation. 
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B. Hachinery and Equipment Purchases 

Machinery and equipment purchases per manufacturing job totals 

approximately $30,800. For lack of a ~ore precise method, an extremely 

conservative assumption was made that New Jersey capital goods 

manufacturers l-tould produce arid sell 8.2% of such equipl'!.ent. 1° For 

purposes of determining state corporation tax payments generated by 

sales of this machinery and equipment, it was assumed that before 

tax net income equalled 9% of sales (the approximate average for all 

manufacturing industries for the 1974-1976 period). Allocated to 

New Jersey for purposes of the Corporation Business T~~ was all net 

income attributable to sales by New Jersey firms plus one-third of 

net income attributable to sales by out-of-state firms. Imposed 

on this corporate income, the state's 7.5% net income tax would 

produce the following tax yie1d:11 

State •••••••••• $81 

Total non-recurring taxes would be: 

State •••••••••• $541 
Local •••••••••• $342 

Combined non-recurring State and local tax yie1d •• $883 

III. Initial Year's Tax Yield 

Based on estimated 1970 income levels, total recurring and non-recurring 

tax revenue produced from one additional manufacturing job for a period of 

one year would be: 

Combined State and local tax yield 

State •••••••••• $2,444 
Local •••••••••• $2,702 

from first year's employment •••••••••••••••••••••• $5,146 

10. Corresponding with the State's share of employment in the manufacturing 
machinery industry, 1974 Annual Survey of ltanufacturers, U.S. Department 
of Commerce. 

11. 'NetV' Jersey Corporation Business Tax OtV'ing = $30,800 sales x .09 rate of 
profit x (.082 domestic share+ .918/3 apportioned foreign share) x .075 
tax rate. 5x 



As a final comment on the preceding calculations, it should be noted that 

no attempt has been made to determine the amount of reductions in State and local 

expenditures for welfare, Medicaid, police and institutional services which 

could result from employing a jobless individual. Each dollar reduction in 

State revenue needs would have the same impact as a like increase in revenue. 

The real revenue impact of a manufacturing job would be the combination of 

reductions in government costs plus new taxes generated. 
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