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ASSEMBLYMAN MICHAEL J. MATTHEWS.

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
private sector who have been involved in these hearings, to go over the testimony we have gathered.
Our first witness is Mr. Reich.

LAURENCE RETICH.

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, Newark, 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 Committee 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 biil. 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 instaliment sale method of reporting/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 compiiance 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 qua]ifjed residential tenant in seviral technical respects.

MATTHEWS. That's all right. We'1l 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 Taw 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. 14A:13-14 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 1 of the
recommendations made in our Report has already become 1aQ. 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 Tow
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 Bi11 No. 1730, which provide for the payment of interest on overpayment of
taxes. Also Assembly Bi11l 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
bi1l 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 hot

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. OQur sole purpose
and intent is to recommend technical changes in both the substantive and procedural provisions of
existing Taw 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 ear]fer 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 1
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 adequate staff and I don't know if the Division of Taxation has the staff to quantify
these. For example, the ones that the Division 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 simp]ification 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. 1 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 Titigation 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, by the way, 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.

HENRY M. ROWAN.

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
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our franchise and corporate income taxes -- amounts 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 1ike 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 1ike 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,
Inductotherm 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
this subsidiary $1 million in New Jersey -- and let's assume the éubsidiary pays 10 percent interest,
and therefore $100,000 on that loan -- 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 55 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 Toan 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 1ike 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 Tike 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 interest-free loans.
Perhaps there should be a relationship or ratio between the rate and the amount of theifranchise 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. The 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 should 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 company 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 Tot has been said and debated about the personal property tax on the machinery
of industry, and while this was eliminated in 1976, I 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 the 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, just
9



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 Tet'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 cburse, 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.

STOCKMAN. 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 1in
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" 1ist 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 Metals specifically, 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 is
much much better. So, we tend to put industrial growth in Canada and tend, then, to reduce 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 Tike to see Camden growing 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 cliché 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
ipcome 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. I 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, dJr.

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 0'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 1ike to make a couple of very brief comments before he begins. First, the Chamber
would Tike 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 'In 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 after 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 little 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 highest one hindering 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. 0'Connell who will give you the specifics on the bills that we support.

MATTHEWS. 1I'd 1like to have a copy of the Touche-Ross report.

ROONEY. I'11 get a copy to you.

STOCKMAN. Mr. Rooney. I'd T1ike 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. 1[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 that 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 Tose 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.

STOCKMAN. I 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. I bring very little expertise to it but I hope I
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 1ist 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 Tabor. 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
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New Jersey (we don't make that claim at all) we're certainly not going to lure many other companies
here all of a sudden. You have to make a beginning, even if it's a small beginning, and this is
why we recommend these proposals though they're quite modest. I tried to get fiscal notes 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
Mr. 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 all. 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 Toss 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 Tong run we will all benefit.

MATTHEWS. Thank you Mr. Rooney. Our next speaker is Mr. 0'Connell.

DANIEL O'CONNELL. "

Good afternoon. My name is Daniel 0'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. [ 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 becaﬁse 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. 1'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. I 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.

0"CONNELL. The first bill we'd Tike 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 Assémb]y Bill number 1595
which would remove this impediment to the purpose that the Sales Tax was amended in 1976.

The next bill we'd Tike 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
Toss 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 1like 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 1ike to proceed now to discuss Assembly Bills 1916 and 1919 which allow carryovers

of net operating losses and capital Tosses. 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. 1I'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 like to discuss is Assembly No. 1917. 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 Tike 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 with 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. .

0'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. I 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 LIFQ; 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 Tike 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 fwo years where-
as the Division of Taxation can go back five years. That just violates, to me, 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 with 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 thg 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 1ist 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. I know if North Jersey
had the restrictions that we have in South Jersey you'd see some action taken. What's hurting us

in South Jersey right now are things 1ike 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 I
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.

ROBERT WOODFORD.

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 members 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. Compared 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 as just one indication of many throughout the country that view New Jersey as 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 selection, which we
believe must be made now as part of an overall economic 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 Tocated 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 Tow 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 maybe
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 Tow cost and yet very attractive incentive for new investment.

A second important area that's been given relatively Tittle 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. [ 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 hfgher corporate tax, or
other higher business or non-business taxes in New Jersey, we would 1ike, 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. I
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 1st 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 Carryover.

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 may
have a great reduction intusiness 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 reca]cﬂ]ate 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

Machinery, 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 1ike 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 Tike 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
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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.

I 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 Acr concerning the New Jersey Gross Income Tax and revising

parts of the statutory law pertaining thereto.

Be 1T ENACTED by the Senate and General Assembly of the State
of New Jersey:

1. N. J. S. 54A:1-2 is amended to read as follows:

534A.:1-2. Definition. As used in this act, unless the context
clearly indicates otherwise, the following words and phrases shall
have the following meaning :

a. ““Director’’ means the Director of the Division of Taxation
in the Department of the Treasury.

b. “Iiduciary’” means a guardian, trustce, executor, admini-
strator, receiver, conservator, or any person acting in any fiduciary
capacity for any person.

c. ‘‘Excludable income’” shall be limited to those payments set
forth in chapter 6 hereunder.

d. **Gross income”’ shall 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 thé Internal Revenue Code during a taxable year.

f. “‘Disabled’’ means totnl and permanent inability to engage
in any substantial gainful actjvity by reason of any medically
determinable physical or mental impairment, including blindness.
Tor purposes of this subsection, *‘blindness’’ means central visual
acuity of 20/200 or less in the better eye with the use of a correct-
ing lens. Au eye which is sccompanied by a limitation in the fields
of vision such that the widest diameter of the visual field subtends
an angle no greater than 20 degrees shall be considered as having .

a central visnal acuity of 20/200 or less.

EXPLANATION—DMatter enclosed in bold-faced brackets [1husl in the above bill
d

is not ted and is intended to be omitted in the law.
la
EXHIBIT A
Sot bpe wdee | .



Q. "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
diagnostic services conducted by or directed by
a physician or dentist] or for the diagnosis, cure,
mitigation, treatment or prevention of disease,
for the purpose of affecting any structure or func-
tion of the body." . . .

— In addition, medical expenses may also include amountg

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, relating 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 3. [Blank.J “‘Taxable income’’ means gross income as defined
46 in chapter 5 minus the personal exemplions and deductions as set
47 forth in chapter 3.

48 k. *‘Taxable year’’ means the calendar or fiscal accounting period
49 for which a tax is payable under this act.

50 1. ““Taxpayer’’ means any individual, estate or trust required
51 to report or to pay taxes, interest and penalties under this act, or
52 whose income in whole or in part is subject to the tax imposed
53 by this act. '

54 'm. ‘‘Resident taxpayer’’ means an individual:

55 (1) Who is domiciled in this State, unless he maintains no
56 permanent place of abode in this State, maintains a permanent
57 place of abode elsewhere, and spends in the aggregate no more
58 than 30 days of the taxable year in this State; or

59 (2) Who is not domiciléd in-this State but maintains a
60 permanent place of abode in this State and spends in the
61-81 aggregate more than 183 days of the taxable year in this
82 State, unless such individual is in cerfesreowemmtnk the
83 Armed Forces of the United States.

84 n. “Nonresident taxpayer’’ ineans a taxpayer 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,
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(2) A trust, or a portion of a trust, consisting of property
transferred by will of a decedent who at his death was domi-
ciled in this State, or

(3) A trust, or portien of a trust, consisting of the property
of:

(a) A person domciled in this State at the time such prop-
erty \\'ds transferred to the trust, if such trust or portion of

a trust was then irrevocable, or if it was then revocable and

has not subsequently become irrevocable; or

(b) A person demiciled in this State at the time such

99-100 trust, or portion of a trust, became irrevocable, if it was
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revocable when suek property was transferred to the trust
but bas subsequently 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 future time, to revest title in the person
whose property comstitutes such trust or portion of a trust,
and a trust or portien of a trust becomes irrevocable when
the possibility that such power may be exercised has been
terminated.

p. Nonresident estate or trust. A nonresident estate or trust
means an estate or trust which is not a resident.

q. Unless the context im which it occurs requires otherwise,
the term “‘act” or “‘this act’’ shall mean the New Jersey Gross
Income Tax Act, Title 54A of the New Jersey Statutes.

2. N. J. S. 54A:2-1 is amended to read as follows:

51A:2-1. Imposition of tax. There is hereby imposed a tax for
each taxable year (which shall be the snne as the taxable year for
Tederal income tax purposes) on the New Jersey gross income as
liercin defined of every imdividual, estate or trust (other than a
charitable trust or a trust forming part of a pension or profit
sharing plan, to the extemt to which such trusts are exempt from
tax for Federal income tax purposes), subject to the deductions,
limitations and modifications hereinafter provided, determined in
accordance with the following table Swith respect to the taxpayer’s

taxable income:

If the taxable income is: The tax is:
Not over $20,000.00 2% of taxable income
Over $20,000.00 $400.00 plus 2.5% of the

excess over $20,000.00

3. N.J. S 514A :24 is amended to read as follows:
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54A:2-4. Minimum [taxable] gross income. Notwithstanding
any other provisions of this act, a taxpayer or a married couple
filing a joint rcturn with a gross income of $3,000.00 or less
($1,500.00 or less in the case of a married person filing separatcly)
shall not be subject to tax under this act. In the case of a nonresi-
dent, gross income shall mean gross income which such nonresident
would have reported if he had been a resident.

4. N. J. S. 54A:3-1 is amended to read as follows:

54A:3-1. Personal exemptions and deductions. Bach taxpayer
shall be allowed personal exemptions and deductions against his
gross income as follows; _

a. Taxpayer. Bach taxpayer shall be allowed a personal exemp-
tion of $1,000.00 which may be taken as a deduction from his New
Jersey gross income.

b. Additional exemptions. In addition to the personal exemp-
tions allowed in a., the following additional personal exemptions
shall be allowed as a deduction from gross income:

(1) For the taxpayer's spouse who does not file separately—
$1,000.00. ;

(2) For each dependent who qualifics as a dependent of the tax-

N
.

payer during the taxable ycar for Ifederal income tax purposes—
$1,000.00 plus, for cach dependent child attending on a full-time
basis an clementary or sccondary cducational institution not de-
riving its primary support from public moneys—=$1,000.00.

(8) Taxpayer 65 years of age or over at the close of the taxable
year—$1,000.00.

(4) Taxpayer’s spouse 63 years of age or over at the close of
the taxable year—$1,000.00.

(5) Blind or disabled taxpayer—$1,000.00.

(6) Blind or disabled spouse—$1,000.00.

¢. Special rule. The personal exemptions allowed under this
section shall be limited to that percentage which the total number
of months within a taxpayer’s taxable year under this act bears
to 12. For {this purposcR il itatis S s = e
spmmepnad, 15 days or more shall constitute a month.

d. Nonresidents. A nonresident taxpayer shall be allowed the

same deduction for personal exemptions as a resident taxpayer.
HoweQer, if (1) the nonresident’s gross income which is subjeot
to tax under this act is exceeded by (2) his gross income which he
would be required to report under this act if he were a resident by
more than $100.00, his deduction for personal exemptions shall be

limited by the percentage which (1) is to (2).
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e. Operaling rules. No cxeaption wnder b.(1), b.(4), or b.(6)

W
P

shall be allowed for the spouse of a taxpayer if such spouse is also

o
x©

entitled to an exempltion as a taxpayer under a., b.(3), b.(5).
5. N.J.S.54A:3-2 is amended to read as follows:
54A:3-2. Alimony and separate maintenance payments. There
shall be allowed as a deduction amounts [includible under section N
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 court decree (or which would have otherwise
been includible if such payments were made to an individual sub- -
Jject to tax under this act)] paid to a spouse or former spouse of

© O N O A W N

a taxzpayer, lo the erlent 1o which such amounts are allowable to
the tazpayer as deductions for alimony and separate maintenance

-
- o

payments for Federal mcome taz purposes.

6. N.J. S.54A:4-1 isamended to read as follows:

54A :4-1. Resident credit for tax of another state. (a) A resident
taxpayver shall be allowed a credit against the tax otherwise due
under this act for the amount of any income tax or wage tax im-
posed for the taxable year by another state of the United States

or political subdivision of such state, or by the District of Columbia,

N OO W bk

with respect to income which is also subject to tax under this act.

: " (.1;) The credit provided under this sectign
shall not exceed [the proportion of] t}}at amount whlch.
bears the same ratio to the tax otherwise due under this

ac a & amount of taxpayer's gross income subject
to tax under this act and by the other jurisdiction
bears to his entire New Jersey gross income."

15 (¢) Readjustment (-f‘fi:;i;l_x‘df.nnotllen- state or po]iticall sub-
16 division thereof—if the taxpayer is allowed credit under this
17 section for more or less of the tax of another state or political
18 subdivision thereof tham he is finally required to pay, the taxpayer
19 shall send nolice of the difference to the director who shall re-
20 determine the tax for any years affected regardless of any other-
21 wise applicable statute of linitations.

1 7. N.J. S. 53A :4-3 is umended to read as follows:

2 54A:4-3. a. Homestead credit for tenant.

—_— ——

"a, Any qualified residential tenant

or qualified shareholder in a cooperative shall be
entitled to a homestead credit of $65.00 against

the tax otherwise due hercunder. Any qualified
residential tenant or qualified shareholder in a
cooperative shall be erntitled to an additional
homestead credit of $35.00 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-
remained unmarried since becoming a widow or widower
at the age of 55 years or over. The term "qualified
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residential tenant” shall mea
: : : ) n a taxpayer wh i
within this State in a dwelling whicg zvas re:t];ceisll)?(es

such taxpayer and used as hi inci
: is principal resid
3 period of not less than 90 days of the tax egce =
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23 b. Husband and wife. A married couple who [elect to] file
24 separate New Jersey returns ghall each be entitled to cne-half of
95 the credit otherwise allowable under subsection a. ,
96  c. Special limitations. (1) If more than one qualified resident
97 tenant, other thana husband and wife, qualify for the credit allowed
98 qunder this section by reason of their having occupied the suwme
99 rented homestead, it shall be presumed that the tenant’s credit
30 otherwise allowed under {his 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 hie pays to the total rent paid
33 by all members of the unit.
34 (2) A taxpayer shall not be entitled to more than one homestead
35 credit in any one year. A taxpayer who claims 2 hiomestead credit
36 under this section may not claim a homestead exemption for the
87 same year under any otber law.
38 (3) The amnount of the homestend credit shall be prorated in the
39 proportion that the number of days the qualified tenant oecupied
40 residential property in the year bears to 365 days. :
41 - (4) Wheremore than one tenant occupies 8 single dwelling unit
42 not more than one qualified tenant credit shall be claimed. No
43 tenant homestead credit shall be allowed for occupants of rooming
44 houses, hotels or motels unless the rooms rented to the tenant are
45 equipped with kitchen and bathroom facilities and unless such
46 personisa permanent resident thereof.

8. N.J.S.54A:5-11s amended to. read as follows:

54A :5-1. New Jersey Gross Income Defined. New Jerscy gross

income shall consist of the following categories of income:
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34
35
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39
40
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43

45

(a) Salaries, wages, tips, fces, commissions, bonuses, and other
remuneration received for services rendered whether in cash or in
property; )

(b) Net profits from business. The net income from the opera-
tion of a business, profession, or other activity, after provision
for all costs and expenses incurred in the conduct thereof, deter-
mined either on a cash or accrual basis in accordance with the
method of accounting allowed for Federal income tax purposes
but without deduction of taxes based on income;

(c) Net gains or income from disposition of property. Net gains
or net income, less net lasses, derived from the sale, exchange or
other disposition of property, including real 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 gain or loss the basis of property shall be
the adjusted basis nsed for Federal income tax purposes.

The term ‘‘net gains er income’’ shall not include gains or
income derived from obligations which are referrcd to in clauses
(1) or (2) of scction 52A:6-14 of this act. The term ‘‘net gains
or net income’’ shall not include gains or incorse from transactions
to the extent to whiclk non-recognition is allowed for Federal
income tax purposes. .

I[The term *‘net gains or income”’ shall not include gains or in-
come derived from obligations which are referred to in clauses (1)
or (2) of section 54A :6-14 of this act. The term *‘net gains or net
income”’ shall not include gains or income from transactions to the
extent to which non-recognition is allowed for Federal income tax

purposes. The term ‘‘sale, exchange or other disposition’’ shall not

include the exchange of stock or securities in a corporation a party

to a reorganization in pursuance of a plun of reorganization, solely
for stock or securities in such corporation or in another corporation
a party to the reorganimation and the transfer of property to a
corporalion by one or more persons solely in exchange for stock or
securities in such corporation if immediately after the exchange
such person or persons are in conlrol of the corporation. For
purposes of this clause, stock or sccurities issued for services shall
not be considered as issmed in return for property.

For purposes of this dause, the term “‘reorganization’” means—

(i) A statutory merger or consulidation;

(ii) The acquisition by one corporation, in exchange solely for
all or & part of its votimg stock (or in exchange solely for all or a

part of the voting stock of a corporation which is in control of the
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64
65
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67
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80

86
87

acquiring corporation) of stock of another corporation if, iminedi-
ately after the acquisition, the acquiring corporation has control
of such other corporation (whether or not such acquiring corpora-
tion had control immediately before the acquisition) ; ‘

(iii) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation), of substantially all of the properties of
another corporation, but in determining whether the exchange is
solely for stock the assumption by the acquiving corporation of a
liability of the other, or the fact that property acquired is subject
to a liability, shall be disregarded;

(iv) A transfer by a corporation of all or a part of its assets to
another corporation if inumediately after the transfer the trans-
feror, or one or more of its sharcholders (including persons who
were sharebolders immediately before the transfer), or any com-
bination thereof, is in control of the corporation to which the assets
are transferred;

(v) A recapitalization;

(vi) A mere change in identity, form, or place of organization

however effected; or )
' (vii) The acquisition by one corporation, in exchange for stock
of a corporation (referred to in this subclause as “‘controlling
corporation’’) which is in control of the acquiring corporation, of
substantially all of the properties of another corporation which in
the transaction is merged into the acquiring corporation shall not
disqualify a transaction under subclause (i) if such transaction
would have gualified under subclause (i) if the merger had been
into the controlling corporation, and no stock of the acquiring cor- -
poration, is used in the transaction;

(viii) A transaction otherwise qualifying under subeclause (i)
shall not be disqualified by reason of the fact that stock of a cor-
poration (referred to in this subclause as the ‘‘controlling corpo-
ration®’) which before the merZ:er \:ﬁ'as in control of the merged
corporation is used in the transaction, if after the transaction, the
corporation surviving the merger holds substantially all of its
propertics and of the properties of the merged corporation (other
than stock of the controlling corporation distributed in the trans-
action); and in the transaction, former shareholders of the sur-
viving corporation exchanged, for an amount of voting stock of
the controlling corporation, an amount of stock in the surviving

corporation which constitutes control of such corporation.
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88 For purposes of this clause, the term *‘control” menn's the own-
89 ership of stock possessing at least 80% of the total combined voting
90 power of all clusses of stock entitled to vote and at least 80% of
91 the total number of shares of all other clusses of stock of the cor-
91A poration.
91n For purposes of this elause, the term ‘‘a party to a reorganiza-
91c tion’’ includes a corporation resulting fromn a reorganization, and
91p both corporations, 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
928 reason of subclause (vii) the term “‘a party to a reorganization®’
92¢ includes the controlling eorporation referred to in such subclause
920 (vii).
92e  Notwithstanding any provisions hereof, upon every such ex- -
92r change or conversion, the taxpayer’s base for the stock or securi-
93 ties received shall be the same as the taxpayer’s actual or attributed
94 base for the stock, securities or property surrendered in exchange
95 thervefor.}
96 (d) Net gains or net income derived from or in the form of
97 rents, royalties, patents, and copyrights. '

98 (e) Interest, except interest referred to in clauses (1) or (2) of
' 99 section 54A:6-14 of this act reduced by amounts forfeited by the
100 taxpayer during the tax year lo a bank, mutual savings bank,
101 savings and loun associadion, building and loan association, coop-
102 erutive bank or homestead associulion as a penally of premature
103 withdrawal of funds from a time savings account, certificate of
104 deposit, or similar class of deposil. ’
105 (f) Dividends. *‘Dividends’’ means any distribution in cash or
106 property made by a corporation, association or business trust,
107 (1) out of accumulated earnings and profits, or (2) out of earnings
108 and profits of the year in which such dividend is paid.
109 (g) Gambling winnings. , .
110  (h) Net gains or income derived..t.hrongh estates or trusts.
111 (i) Income in respeet of a decedent.
112  (j) Pensions and ammuities to the extent that the proceeds
113 exc¢eed the contributions made by the taxpayer.
114 (k) Distributive share of partnership income.
115 ~ (1) Amounts received as prizes and awards, except as provided
116 in sections 54A :6-8 and 54A :6-11 bereunder.
117  (m) Rental value of a residence furnished by an employer or a

118 rental allowance paid by an emnployer to provide a home,

9a
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119  (n) Alimony and separate maintenance payments to the extent
120 tbat such payments [are required to be made under a decree of
121 divorce or scparate maintemance but not including payments for
122 support of minor children} constitute an item or items of gross

123 income for Federal income tax purposes.

1 9. N. J. S.54A:5-2 is amended to read as follows:
2 54A:5-2.77 7 T

. _.‘"Losses. lLosses which occur within one
[category of gross income)] of the subsections of
54A:5-1 may be applied against other sources of gross
income occurring within the same [category of gross
income]l subsection during the taxable year. However,
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.

- —— L L et

10. N. J. S. 54A:6-9 is amended to read as follows: T
54A :6-9. @Exemption for Gauins Derived from the Sale or Ex-
change of Principal Residence. ‘ '

a. If a taxpaver realizes a gain from the sale or exchange of

1
2
3
4
5 lis principal residence, the gain shall be exclndable from gross
6 income if the taxpayer purchased or received in exchange another
7 principal residence Lo replace the residence sold, provided that such
8 new residence bad been acquired either 18 months before or 18
9 months after the date of the sale of the original residence except
.- 10 that where the taxpayer has constructed a new residence, the period
) 11 prior to and after the date of sale shall be 24 months. Where the
12 adjusted sales price of the residence sold exceeds the purchase
“- ' 13 price of the new residence, the taxpuyer shall be required to include
' 14 in his gross income that portion of the gain which is represented
15 by the amount that the adjusted sales price of the old residence

16 exceeds the cost of the new residence. To the extent that any gain

10a
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17 shall be excludable under this scetion, the basis of the new residence
18 shall be reduced.

"h. In lieu of the exemption allgweg unde:-r
: . . s a —-

subsection a. of this section, a taxpayer who ha
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 word "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 taxpaver or spouse thereof in any
subsequent taxable year.

3H c. Subsection a. shall not apply to any sale or exchange by the
36 taxpayer with respect to more than one property during any 18-
37 month period.

38 d. Subsection b. shall not apply to any sale or exchange by the
39 ‘taxpayer with r(}specf to more than one property.

40 e. Property used in part as a residence. In case of property
41 only a portion of whieh has heen owned and used by.the taxpayer
42 as lis principal residence, this section shall apply w'lth rcspef:t to
43 so much of the sale or exchange of such property as s d'etermmed,
44 under regulations prescribed by the direcetor, to be attributable to
45 the portion of the property so0 owned and used by th(f tuxpny.er.
46 f. The provisions of this section shall also be u'pphcnble with
47 respect to qualified tenant-shareholders in'.coope‘rnhves. -
48 g. For purposes of this scction, the destruction, theft, selzm]e,
49 requisition, or condemnation of property ’sh>nll be .trcated as the

I £

50 sale of such property B

I
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11, N. J. S. 54A :6-13 is amended to rcad as follows;
54A:6-13. Uncemployment insurance benefits. [ANY Gross in-

come shall not include payments and benefits received under any

[FUR LR

unemployment insurance law.

12, N.J. S.4 54A :6-141s amended to read as follows:

54A.:6-14. Interest on cerlain obligations. Gross income shall not
include interest on (1) obligations [(1)] issued by or on bolalf of
this State or any coumty, municipality, school or other district,
agency, authority, commission, instrumentality, public corporation
(including one created or existing pursuant to agreement or com-
pact with this or any other state), body corporate and politic. or
political subdivision of this State, or (2) [those] obligations which

O O N U B W N =

are statutorily free from State or local taxation under any other
10 act of this State or under the laws of the United States.

1 13. N.J. S. 54A :8-1 is amended to read as follows:

2 54A:8-1. Payment of tax; returns; extension of time. With re-
3 spect to each taxpayer, the tax imposed by this act shall be due and
4 payable annually, hereafter, in the manner provided in this section:
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a. Every taxpayer shall annually pay the tax imposed by this
act with respect to all or any part of cach of his fiscal or enlendar
accounting years [heginning on and after July 1, 19761 occurring
after June 30, 1976, to he computed as in this act provided, for such
fiscal or calendar accounting year or part thercof, on a return
which shall be filed, in the case of a taxpayer reporting on a calendar

year Dbasis, on or hefore April 15 following the close of such

calendar year, on, in the case of a taxpayer reporting on a fiscal
year basis, on or before the fiftcenth day of the fourth month
following the close of such fiscal year, and the full amount of the
tax shall be due and payable on or before the date prescribed
herein for the filing of the return.

In the case of a taxable year which ends on or after July 1, 1976,
and prior to December 31, 1976, an income tax return for such
taxable year shall be filed on or before April 15, 1977.

b. Each veturn shall carry a certificate signed hy the taxpayer
to the effect that all statements contained therein are true, under
the same penalties as for perjury committed. Blank forms of re-
turn shall be furnished on application, but failure to securc the

form shall not relieve any taxpayer of the obligation of making

any return herein required. Subject to regulations under this act

and in such form as may be indicated thereby, taxpayers whose
net income taxable under this act is or may be subject to tax under
a similar law of another jurisdiction may be permitted to file a
simple, short form return attached to a copy of his return as filed
or ahout to be filed by him in such other jurisdiction.

Subject to regulations under this act, reasonable extensions of
time for good cause shown, may be granted for not more than 6
months unless exceptional circumstances justify a longer period,
within which returns may be filed.

In addition, persons in active service with the Armed Forces of
the United States, who may be prevented by distance or injury
or hospitalization arising out of such service, may be allowed such
extension of time for the filing of retuwrms, without interest or
penalty, as may be fixed by regulations under this act.

14. N.J. S.54A:8-3.1 is amended to read as follows:

54A :8-3.1. Persons required to file.

a. On or before the filing date prescribed in section [1 of this
chapter (C. 54A:8-1)] 544:6-1, an incone tax return shall be
made and filed by or for every individual, estate or trust having a
gross income in cxcess of $3,000.00 or more ($1,500.00 or more in

the case of a married person filing separately).

13a
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b. If the income tax liability of husband and wife is determined
on a separate return for Federal income tax purposes, they shall
each also file a separate return for New Jersey income tax purposes
and their income tax liabdfities under this act shall be separate.

c. If the income tax liakmlities of hushand and wife are determined
on a joint return for Federal income tax purposes, they shall also
file a joint return for New Jersey income tax purposes and their
tax liabilities under this aet shall be joint and several.

d. If either husband er wife is a resident and the other is a
n011re31dent [(L1 0 TS N TP RET-EER-TET: FATV I VL JVARTRES PP S )
subject totox ynder thic—wely they shall file separate tax returns

under this act on such simgle or separate forms as may be required
by the director in which exent their tax liabilities shall be separate
unless both elect to determine their joint taxable income as if both
were residents, in which event their liabilities shall be joint and
several. .

e. The return for any @eceased individual shall be made and filed
by bis fiduciary or other person charged with his property.

f. The return for an imdividual who is unable to make a return
by reason of minority or ether disability shall be made and filed by
his fiduciary or other person charged with the care of his person
or property (other than a receiver in possesison of only a part of
his property), or by his dnly anthorized agent.

g. Any tax under this act, and any increase, interest or penalty
thereon, shall, from the time it is due and payable, be a personal
debt of the person liable to pay the same, to the State of New
Jersey.

15. N. J. S. 54A:8-4 is amended to read as follows:

54A.:8-4. Declaration of estimated tax.

a. Requirement of filisg. Every resident and nonresident indi-
vidual shall make a declaration of his estimated New Jersey per-
sonal income tax for eseh taxable year [béginning] whick ends
after June 30, 1976, if kus estimated New Jersey personal income

tax for such year can yeasonably be expected to be more than

$100.00 in excess of any ercdits allowable against his tax, whether

or not he is required to file & Federal declaration of estimated tax

for such year.

b. Definition of estinrated tax. The term “‘estimated tax’’ weans,

the amount which an imdividual estimates to be his income tax
under this act for the taxable year, less the amount which he

estimates to be the sum of any credits allowable against the tax.

14a
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c. Joint declaration of hushband and wife. A husband and wife
may make a joint declaration of cstimated tax as if they were one
taxpayer, in which case the liability with respect to the estimated
tax shall be joint and sceveral. No joint deelaration may he made
if husband and wife are separvated under a deeree of divorce or of
separate maintenance, or if they have different taxable years. If
a joint dceclaration is made but ushand and wife clect to determine

their taxes under this act separately, the estimated tax for such

year may be treated as the estimated tax of cither husband or wife, -

or may be divided between them, as they may elect.

d. Time for filing declaration. Beginning in the taxable year
1976 and every taxable year thercafter a declaration of estimated
tax of an individual other than a furmer shall be filed on or before
April 15 of the taxable year, cxcept that if the requirements of
subsection a. are first met:

(1) After April 1 and before June 2 of the taxable year, the
declaration shall be filed on or before June 15; or

(2) After June 1 and before September 2 of the taxable year
the declaration shall be filed on or before September 15; or

(3) After September 1 of the taxable year, the declaration shall

.be filed on or before January 13 of the succeeding year.

e. Declaration of estimated tax by a farmer. A declaration of
estimated tax of an individual having an estimated New Jersey
income from farming (including oyster farming) for the taxable
year which is at least two-thirds of lis total estimated New Jersey
income for the taxable year may be filed at any time on or before
January 15 of the succeeding 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 January 15 of the succeeding year under regulations of the
director. T

g. Amendments of declaration. An individual may amend a
declaration under regulations of the director.

h. Return as declaration or mmendment. If on or before Febru-
ary 15 of the succeeding taxable ycar an individual files his return
for the taxable year for which the declaration is required, and
pays therewith the full amount of the tax shown to be due on the
return:

(1) Such return shall be cunsidered us his declaration if no
declaration was required to be filed during the taxable year, but is

otberwise required to he filed on or before January 15;

15a
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(2) Such return shall be considered as the nmendment permitted
by subsection g. to be filed on or before January 15 if the tux shown
on the return is greater than the estinated tax shown in a declura-
tion previously made.

i. Fiscal year. This section shall apply to a taxable year other
than a calendar year by the substitution of the months of such fiscal
year for the corresponding months specified in this section.

J.- Short taxable year. An individual having a taxable year of
less than 12 months shall make a declaration in accordance with
regulations of the director.. »

k. Declaration for individual under a disability. The declara-
tion of estimated tax for an individual who is unable to make a
declaration by reason of minority or other disability shall be made
and filed by his guardian, committee, fiduciary or other person
charged with the care of his person or property (other than a
receiver in possession of only a part of his property), or by his
duly authorized agent.

(1) In the taxable vear ending in 1976, no declaration shall be
required until the lapse of at lcast one full calendar quarter fol-
lowing enactment of this aect.

16. N. J. S. 54A:9-6 is amended to read as follows:

54A:9-6. Additions to tax and civil penalties. (n) Failure to ﬁlev
tax return. In case of failure to file a tax return under this act on
or before the prescribed date (determined with regard to any
extension of time for filing), unless it is shown that such failure is
due to reasonable cause and not due to willful neglect, there shall
be added to the amount required to be shown as tax on such return

such amount as is required under the State Tax Uniform Procedure

Law, Subtitle 9 of Title 54 of the Revised Statutes. For this

purpose, the amount of tax required to be shown on the return
shall be reduced by the amount of any part of the tax which
is paid on or before the date prescribed for payment of the tax
and by the amount of any credit against the tax which may be
claimed upon the return. -

(b) Deficiency due to negligence. If any part of a deficiency is
due to negligence or infentional disregard of this act or rules or
regulations hereunder (but withont intent to defraund), there shall
be added to the tax an amount cqual to 5% of the deficiency.

(c) [Failure to file declaration or underpayment of estimated tax.
If any taxpayer fails to file a declaration of estimated tax or fails
to pay all or any part of an installment of estimated tax, he shall
be deemed to have made an underpayment of estimated tax. There
shall be added to the tax for the taxable year an amount at the

16a
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rate of 9% per annum mpon the amount of the underpayment for
the period of the underpayment but not beyond the fifteenth day
of the fourth month fellowing the close of the taxable year. The
amount of underpayment shall be the excess of the amount of the
installment which would be required to be paid if the estimated
tax were equal to 80% of the tax (two-thirds of the tax for farmers
referred to in subsection (e) of section 54A:8-4) shown on the
return for the taxuble year (or if no return was filed, of the tax for
such year) over the amount, if any, of the installment paid on or

before the last day preseribed for such payment. No underpayment '

shall be deemed to exist with respect to a declaration or installment
otherwise due on or after the taxpayer’s death.] Underpayment of
estimated taz. 3

(1) Addition to tax. In the case of any underpayment of esti-
mated taz by a lazpayer, except as provided in subsection (d)
below, there shall be added to the tax for the taxable year an
amount at the rate of 8% péer annum upon the amount of under-
payment determinidy i accordance with subsection (c) (2) below
for the period of underpuyment as determined under subsection
(c) (3) below.

(2) Amount of underpuyment. For the purposes of subsection
(c) (1) the amount of mnderpayment shall be the excess of :

(4) The amount of the installment whicl would be re-
guired to be paid if the estimaled tax were equal to 80%
(66%% in the cese of farmers veferred to in subsection (e)
of section 544:8-8) of the tax shown on the return for the
tazable year or, if no return was filed, 80% (66%% in the case

of farmers referred to in subsection (e) of section 544:8-4) of |

the taxz for such year, over .

(B) The amound, if any, of the installment paid on or before
the last date preseribed for such payment.

(3) Period of underpayment. The period of underpayment shall
run from the date the installment was required lo be paid to
whichever of the following dates is the earlier: )

(4) The fifteenth day of the fourth month following the
close of the tazable yea.

(B) With respect to any portion of the underpayment, the
date on which such portion is paid. For the purposes of this
paragraph a payment of estimated tax on any installment-date

. shall be considered u payment of any previous underpayment

only to the extemt such payment exzceeds the amount of the
installment determined under subsection (c) (3) (4) for such

inalallme»_t date.
17a



67 (d) Exceplion to addition for underpayment of estimated tax.
68 TLe addition to tax under subsection (¢) with respect to any under-
69  payment of any installment, shall not be imposed if the total amount

70 of all payments of esiimated tax made on or before the last date

= 11 prescribed for the payiuent of such installment equals or exceeds
-72  whichever of the following is the lesser—
73 (1) The amount which would have been requirved to be paid on

.74 or before such date if the estimated tax were whichever of the
75 following is the least—

76 (A) The tax shown on the return of the individual for the

77 preceding taxable year, if a return showing & liability for tax

78 " was filed by the individual for the preceding taxable year and

79 such preceding year was a taxable year of 12 months, or ‘
80 (B) An amount equal to the tax computed, at the rates appli- .-
81 cable to the taxable year, on the basis of the taxpayer’s status

82 with respect to his personal exemptions for the taxable year,

83 but otherwise on the basis of the facts shown on his return for,
84 and the law applicable to, the preceding taxable year, or

85 (C) An amount equal to 80% of the tax for the taxable year
86

(two-thirds of the tax for farmers referred to in subsection (e) -

87 of section 54 A :8-4) computed by placing on an annualized basis
88 the income for the months in the taxable year ending before the
89 month in which the installment is required to be paid. For
90 purposes of this subparagraph, the income shall be placed on
91 an annualized basis by—

92 (i) Multiplying by 12 (or, in the case of a taxable year of
93 less than 12 months, the number of months in the taxable
94 year) the income for the months in the taxable year ending
95 before the month in which the installment is required to be
96 paid,

97 ‘ (ii) Dividing the resulting amount by the number of
98 months in the taxable year ending before the month in which
99 such installment date falls, and '

100 (iii) Deducting from such amount the deductions for per-
101 sonal exemiptions allowablé for the taxable year (such per-
102 sonal exemptions being determined as of the last date pre-
103 seribed for payment of the installment); or

104  (2) An amount eqnal to 90% of the tax computed, at the rates

105 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. -

| ' ' 18a
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108  (c) Deficiency due to fraud. 1f any part of a deficiency is due
109 to fraud, there shall be added to the tax an ‘amount cqual 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 failure to pay withholding tax. If any employer,
113 without intent to evade or defeat any tax imposed by this act or the
114 payment thereof, shall fail to make a return and pay a tax withheld
115 by him at the time rcquired 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 subsection (a), and such interest and addition to tax
119 shall not be charged to or collected 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 as are now prescribed by this act for the collection of tax
123 against an individual taxpayer. '
124  (g) Willful failure to collect and pay over tax. Any person
125 required to collect, truthfully account for, and pay over the tax
126 imposed by this act who willfully fails to collect such tax or truth-
127 fully account for and pay over such tax or willfully attempts in any
128 manner to evade or defeat the tax or the payment thereof, shall, in
129 addition to other penalties provided by law, be liable to a penalty
130 cqual to {he total amount of the tax evaded, or not collected, or
131 not accounted for and paid over. No addition to tax under sub-
132 sections (b) or (c¢) shall be imposed for any offense to which this
133 subscction applies. A

134 (h) Failure to file certain information returns. In case of each
135 failure to file a statement of a payment to another person, required
136 under aunthority of subsection (c) of section 54A:8-6 (relating to
137 information at source, including the duplicate statement of tax
138 withbeld on wages) on the date prescribed therefor (determined
139 with regard to any extension of time for filing), unless it is shown
140 that such failure is ‘due to rcasonable 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 paid {)y e person so failing to file the
143 statement, a penalty of $1.400 for each statement not so filed, but
144 the total amount imposed on the delinquent person for all such
145 failures during any calendar year shall not exceed $1,000.00.

146 (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 any return or declaration of esti-
149 mated tax or to supply any information within the time required
150 by or under this act, shall be liable to penalty of not more than

19a
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151 $1,000.00, in addition to any other amounts required under this net,
152 to be imposed, assessed and collected by the dircctor. The divector
153 shall have the power, in his discretion, to waive, reduce or compro-
154 mise any penalty under bis subsection.

155  (j) Additions treated as tax. The additions to tax and penalties
156 provided by this section shall be paid upon notice and demand and
157 shall be assessed, collected and paid in the same manner as taxes
158 and any reference in this act to income tax or tax imposed by this
159 act, shall be deemed also to refer to the additions to tax and pen-
160 alties provided by this section. For purposes of section 54A :9-2,
161 this subsection shall not apply to:

162 (1) Any addition to tax under subsection (a) except as to that

. 163 portion attributable to a deficiency;

164 (2) Any addition to tax under subsection (e); and
165 (3) Any additional penalty under subsection (i).
166 (k) Determination of deficiency. For purposes of subsections

167 (b) and (c), the amount shown as the tax by the taxpayer upon his

168 return shall be taken into account 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 return, determined with regard to
171 any extension of time for such filing. .

172 (1) Person defined. For purposes of subsections (g) and (i), the
173 term person includes am individual, corporation or partnership or

174 an officer or employee of any corporation (including a dissolved

175 corporation) or a member or employee of any partnership, who

176 as such officer, eraployee, or member is under a duty to perform
177 the act in respect of which the violation oceurs.

17. N. J. S. 54A:9-9 is amended to read as follows:

54A :9-9. Petition to director. (a) General. The form of a peti-
tion to the director, and further proceedings before the director in
any case initiated by the filing of a petition, shall be governed by
such rules as d:'}}’?cc‘l}'rector shall prescribe. No petition shall be
[deemed] datcisiiied in wholp or'in part without opportunity for

a hearing on reasonable prior nofice. Such hearing shall be con-

ducted by the director, or by a.hearing officer designated by him

O 0O NS W N =

to tuke evidence and weport to the director. The director shall

oy
(==}

decide the case as quickly as practicable. Notice of the decision

shall be mailed promptly to the taxpayer at his last known address,

-
DY -

and such notice shall set forth the director’s findings of fact and
13 a brief statement of the grounds of decision in each case decided in

14 whole or in part adversely to the taxpayer.

20a
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(b) Petition for redetermination of a deficiency. Within 90 days,
or 150 days if the notice is addressed to a person outside of the
United States, after the mailing of the notice of deficiency autho-
rized by section 54A :9-2, the taxpayer may file a petition with the
director for a redetermination of the deficiency. Such petition may
also assert a claim for refund for the sumo taxable year or years,
subject to the limitations of subsection (f) of section 54A:9-8.

(c) Petition for refund. A taxpayer may file a petition with the
director for the amounts asserted in a claim for refund if—

(1) The taxpayer has filed a timely claim for refund with the
director; . . A Y

(2) The taxpayer has not previously filed with the director a
timely petition under subsection (b) for the same taxable year
unless the petition under this subsection relates to a separate claim
for credit or refund properly filed under subsection (e) of section
54 A :9-8; and

(3) Either (A) 6 nionths have expired since the claim was filed,

or (B) the director has mailed to the taxpayer a notice of disallow-
ance of such claim in whole or in part.
No petition under this subsection shall be filed more than 2 years
after the date of mailing of a notice of disallowance, unless prior to
the expiration of such 2-year period it has been extended by written
agreement between the taxpayer and the director. If a taxpayer
files a written waiver of the requirement that he be mailed a notice
of disallowance, the 2-year period prescribed by this subsection for
filing a petition for refund shall begin on the date such waiver is
filed.

(d) Assertion of deficiency after filing petition—

. (1) Petition for redetermination of deficiency. If a taxpayer
files with the director a pefition for redetermination of a deficiency,
the director shall have power to determine a greater deficiency than
asserted in the notice of deficiency and to deterrine if there should
be assessed any addition to tax or penalty provided in section
54A :9-6, if claim therefor is asserted at or before the hearing under
rules of the director.

(2) Petition for refund. If the taxpayer files with the cliliect,or a
petition for credit or refend for a taxable year, the director may

(A) Determine a deficiency for such year as to any amount
of deficiency asserted at or before the hearing under rules of
"the director, and within the period in which an assesment

would be timely under section 54A:9-4, or

21a
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(B) Deny so much of the amount for which credit or refund
is sought in the petition, as is offset by other issues pertaining
to the same taxable year which are asserted at or before the
hearing under rules of the dircctor.

(3) Opportunity to respond. A taxpayer shall be given a reason-
able opportunity to respond to any matters asserted by the 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 thercafter be issued by the
director for the same taxable year, except in case of fraud or with
respect to a change or correction in Federal taxable income re-
quired to be reported under section 54A.:8-7.

(e) Burden of proof. In any case before the director under this
act, the burden of proof shall be upon the petitioner except for the
following issues, as to which the burden of proof shall be upon the
director:

(1) Whether the petitioner has been guilty of fraud with intent
to evade tax;

(2) Whetber the petitioner is liable as the transferee of property

of a taxpayer, but not to show that the taxpayer was liable for the

tax; and
(3) Whether the petitioner is liable for any increase in a
deﬁcienéy where such increase is asserted initially after a notice of

deficiency wasg mailed and a petition under this section filed, unless
such increase in deficiency is the resnlt of a change or correction of

Federal taxable income required to be reported under section

54A:8-7, and of which change or correction the director had no -

notice at the time be mailed the notice of deficiency.

(f) Evidence of related Federal determination. Evidence of a
Federal determination relating to issues raised in a case before the
director under this section shall be admissible, under rules estab-
lished by the director. »

(g) Jurisdiction over other yeai‘é. The director shall consider

such facts with relation to the taxes for other years as may be
necessary correctly to determine the 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 immedintely.

22a
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] STATEMENT

This legislation is designed to correct some of the unclear or
conflicting language in the New Jersey Gross Income Tax Act. In
the appropriate sections of the act the definitions of allowable
medical expenses, alimony and separate maintenance, and the
exemption on gain from 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 clarifies which charitable and
pension trusts are exempt, those being trusts which are exempt
under the Internal Revenue Code. The bill also clarifies 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 oversight
in the existing act and allows a credit against interest income for
penalties charged in connection with premature withdrawals of
time deposits. The bill alse 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 transitional provisions

. to make adjustments between the unearned income tax and the

gross income tax.
This bill has been reviewed by the Division of Taxation and they

are in agreement with this bill.

23a
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Tne Inccme Tan Jommittee of the Taxation Section respectiully
s5ezzits the Icllowing reLort and proposad Technical Amend: onts

3111 goncerning the New Jerscey Gross Income Tax act [2.L. . ¢ c.

ine with what the Committee feels to be its instructions

iTs acccozanying repert which are confined to items the Commitcee
feels are technical cmissions, oversights, or draiting errors in
e ATt as passed. In additicn to the items ccvered in the

the Cocinmittee

the Committee

can be s=olved
Ly Teguleticns. we believe it wculd ke more appropriate to await

the pudlication of prozosed regulations by the Division of Taxation

Respectiully sutnmicted,
-

fevisel as azproved Septensers 8, 1676, by the Exacutive
Council cf the Section cn Taxation.

~gainiul activity.

:po
SL“

- -
Tax act

In this report paragraph nurbers refer to the paragraphs
in tha Technical Amendments Bill to which this regort is
attached.

1. As presently written S4A:1-2(£f) includes in the
definition of a "disabled person, a son wilo is unable to
engage ia any substacntial gainiul actavity by reasoa of
blindness." N.J.S. S54Aa:3-1(b) 5 and 6 give an additional
exzmption for a taxpayer or spouse who is "blind or dis-
abled". It appears that the intenticn is to give a klind
person a $1,300.C0 additional excmption notwithstanding the
Zact that such taxpayer may be able to encage ia substantial
A prcposed amencdment to 1-2(f) and amend-
ments to 54A:3-1(b) 5 and 6 are designed to correct this
ambiguity.

The committee wishes to pcint out that the adcpticn of
thnis proposal will have the additional efiect of giving the
extra $35.00 domestead credit (544:4-3) to a blind gerson
whether or not suci, perscn is able to engage in gainful
activicy.

2. The proposed amendment to 54a:1-2(g) incorporates

T TT T TmMm M



he definit;on cf medical expenses as cet forth in the

nternal Revenue Coce in Section 213. The proposal removes

the axbiguity creatcd by the present definition with regard

to whether amounts paid to chiropractors, podiatrists, opticians,
etc., are covered as medical expenses.

3. The proposad amendment to 54A:1-2(m) (2) makes it
clear the section applies oaly to persons who are on active
service with the Armed Forces and puts this section in harmony
with S4A:6-1(b).

4. 7The proposed amendrent to 54A:1-2 adds subsection
(3) which defines the term "taxakble income”. The term
®“taxable inccme™ is used in N.J.S.A. 54A:2-1 (lines 8 and 9)
but is not defined in the statuce.

5. Section-Z-l of the Act now exempts from‘taxationA
charitable trusts, and trusts forming part of pension or
profit sharing plans. Tre Ccmmittec notes that the exemption
for chacitable trusts and pension and profit sharing trusts
azzcars to be a legislative acceptance of the suggestion
contained 'in Technical Comment No. & to Assemcly Bill No.
1513 prepared by this Committee in March of 1976. The
Cormmittee notes, however, that the Legislature while accept-

ing the Comnmittee's recommendation neglected to limit the

exemption to "tax exempt” trusts. The propcsed amendment
will linit the exemption to "gqualified"
sharing trusts and will also result in these trusts being

taxed on unrelated business taxable inccme subliect to tax

under the Act to the same extent to which they are taxed on

such incecme for Federal Incere Tex purpcses.
6. The proposed amendment to S54A:2-4 is desigrned to

correct what appears to be é&n incorrect caption for the

secticn, The present caption states "minimun taxakle incoze”

but the terminology in the section itself sets forth a
minimum gross income reguirement,

7. The proposed amendment to 54A:3-1(b) (5) has been
explained above in paragraph 1.

8. The proposed amendment to 54A:3-1(b) (6) has been
explained ebove in paragraph 1.

9. f<he Bill proposes that 54A:3-1(c) be amenced to
apply the rule that 15 édays or more is a moath for all
purposes of the Gross Inccme Tax Act ualess otherwise
specified.

10. Comment for Technical Report: S4A:3-1 prescntly
provides for a series of exemptions for a taxpayer and for

the taxpayer's spouse. In addition to the basic exemption

25a



for each taxgayer and

"

pouse, the Act also provides for

"

additional exempticns for the spouse of the taxpayer if such
spouse is over age 65 cr disabled. The present wording of
the statute is armbiguous in that it may produce twice as
zany exemptions as is apparently intended. For instance, if
both nustand arnd wife are reguired to £ile, each may be
entitled to an exempticn fer himself as taxpayer and cae for
his or her spouse. The proposed amendment to 54a:3-1 is

designed to correct this deficiency in the present statutory

21, 7The preposed amendmont to Section 54A:3-2 is de-
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mbiguity created by the definition
of alirmony and separate raintenance and to put this defi-

aitica in harmony with existing Feceral Income Tax law.
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cment to 54A:4-1(b) i Zesigned to

correct thne avbiguity created by the present language an

sake it clear that the credit for taxes puid to other juris-
dicticns is proratcd on the basis of gross income.

to S4A:4-3a is tc make it

cliear that the word "gualified" modifies both "residential
tenant” arnd "sharehclder in a ccoperative". It further sets

forth a definition for qualified residential tenant and

-4 -

original gqualificaticns set forth in Assembly Billi 1513 as
passad by the Assembly in March 197s.

14. 54A:4-3(b) is proposed to be amencded to eliminate
the words "elect to" since it appears to ke the sense ci the
statute that married couples (except nonresidents) Eo not
have an election to file separate.:etu:ns. It is felt that
secticn should be amended to be consistent with the balarnce
of the Act.

15. It is suggested that 534A:5-1(c) ke amended to
delete that portion of the section which dcals with non-
recognition of gain arising out of corporate recrganizaticns.
In light of the general rule adopting fecderal ncnrecogaition
provisions the balance of this scction frcm lire 3C to the
ernd shculd be celeted as unnecessarily repetitive.

16. t is prcposed that 54A:5-1(c) be amended to
provide for a reduction in interest income by the amcunts of
forfeited intcrest on premature withdrawals from savings and
other tima accounts. although such amcunts might constitute
losses for the purpose of S4A:5-2, it is felt that tne
intention will be clearer if the definiticn of iantcrest is

amended.

-5 -
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17. t is proposed that S54A:5-1(n) be amended for the
sare reasons and to the sane extent as is proposcd to amend
S4A:3-2, This will bring the definitions of alimony and
sezarate naintenance into coordination with Federal Income
Tax rules for both purposes of income and deduction.

13. It is prozosced that 54A:€-1 be amended to add a
subsection (o) to provide clear and consistent transitional
rules for gain from transactions occurring (a) prior to the
effective date of the New Jorsey Tax on Capital Gains and
Other Unearned Income Act and (b) betweea the cifective
dates of the New Jerscy Tax on Capital Gains and Other
Uncarned Income act and this act, where such gains are
gubject to tax, uncer the method of accounting or reporting
used by the t;xpayét, after the effective date of this act.

19. 7he 3ill prcposes that 54A:5-2 bae amended to
specify that losses may be offset within the subsections as

d in Ssi:5-1. As presently c¢rafted the statute
refers to "categories of gross income" which is ambiguous.

20. it is proposed that 54A:5-6 be deleted. The
return recuiremonts Zor husband and wife are set forth in
S4A:8-3.1 and the provisicns of this section appear to be

inconsistent.

-6 -

21. The proposed bill would delete 54A:6-%a as unneces-
sary and duplicative in light of the general accegptance of
Federal Noarecognition Provisions. Subsection 54A:6-54
would exempt the same gain for which nonrecogrition is
provided under Section 1634 cf the Interﬁal Revenuve Ccie,

22. The Bill wculd redesignate 54A:6-5b as 54A:6-9 and
restate the section in its entircty. Thne present secticn
attempts t6 give partial exemption for gain frcom sales ¢f
residences of taxpayers of age 65 or older, Lut the section
as presently written dees not describe the exemption. The
proposed amerdmcent is taken directly frcm Section 121 of th
Internal Revenue Code.

23. The Bill would amend 54A:6-13 to make this saection
read consistently with the other subsections of 54Aa:6.

24, The Bill proposcs that 54a:2-la be amended to make
it clear that the tax is imposed with reszect to each
£iscal or accounting ycar or porticn thereof which cccurs
after June 30, 1976. As the statute ncw exists it redds
literelly that it applies conly to "all or any part® of a
year beginning on or after July 1, 1976. TFor a calendar
year taxpayer this could well be interpreted to apply conly

to income earned in the calendar year beginning January 1,

27a



25. As presently written 54Aa:8-3.1 reguires non-
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int return even though only ore
szcuse has New Jersey inceme, The Committce feels there is
sericus questicn concerning Jjurisdiction by New Jersey cver
a ncn-residcnt who has rno Ngw Jersey income. The proposcd
zzzndmant te 54A:8-3.1¢ is cesigned to correct this defcect,
26. Trne Bill proposcs that 54A:8-4 ke amended to nmake
it clear that the threshold level is $100.00 for each year.

1at 54A:8-4(1) be amended to make
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calendar year 1976, and (b) that no cdcclaration of estimated

tax is reguared to be made or filed prior to January 15,

. The Comnmittce nores that 5¢A:23-6(c) imposes an
ciditicn to tax 2t the rate of nine percent per ennun if the
caxpayer f£ails te £ile a declaration of estimated tax or
Z2il3 to pay &ll or any part of an installiment of estimated
tax. 7The provision &ceés nct eppear to imzesc the addition

tO tax ¢n a taxpaver who in fact files and pays his estimated

tax installments but merely underestimates als total tax
liability. 354A:9-6(d), however, clearly ccentemplates th
the penalty be imposed for undersayment of estimateld tax.
The proposaed amendment to this section is adapted frem
Section 6654 of the Interral Revenue Code and is designed to
close this cbviously unintentional gap
29. The 3ill prcposes an ancendnent to 54A:5-5(2) to

correct th

©

word "deemed" which should apgarcntly be the

&

word “determined™.

30. The 2ill prcposcs that 54A:9-24 ze amended to rmeke
1

it clecar that the

wihether a taxpayer is using the hvpothetical or actual
method, tho applicable method azzlies to taxazle uncarncd

inceme as well as to the Fedaral adjusted gross income and
Fcereonal exenptions., Thais secticn is
describe the dencminator so as o include the case wnere the
Federal accounting period is less thaa 12 months (e.g., if

taxpayer dles between July 1, 1976, and Lecembder 31, 1567¢).
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AN ACt to Fmend and Supzlenment
The "Now Jersey Cress Income Tax Act",
P.L. 1978 c. 47, Aooroved Julv 8, 1976

EZ IT INACTEID by the Serate and General Asserbly of the
tate of MNow Jersey:

1. Subsccticn 1-22 of P.L. 1576 c. 47 [54a: 1-2(f)] is

227200 or iess in the better eye with the use of a correct-
ing leas. An eye which is accompanicd by a limitaticn in
the Zields ol visicn such that the widest diameter of the
vizeal fielld subtonds an angle as greater than 20 degrecs

shall be considered as having a central visual acuity of

rnenrcimbursed pay-
zents fer [zhysicians, Qental and other medical fecs,

hospital care, nurcing care, medicine and drugs, prosthetic

foxr transportation primarily Zfor and esscnticl to medical
Part 3 of Title XVIII of the Sccial Security Act, relating
to supplementary medical insurance for the aged) covering
medical care.

3. Subsection 1-2m2 of P.L. 1976 c. 47 (34A: 1-222) is

amended to read as folliows:

2. Wno is rot cdomiciled in this State
tains a permancent place of abode in thisc State and szends in

the aggregate more than 183 doys of thc taxable wear ina thi

Statre, unless such individual Is in active service with the

aArmed Forces of The Unitel States.

deductions as set forth in Chaoter 3.




R

ay<r's taxasle income:

2 n

$400.C0 plus 2.5
of the excess ov
$20,000.0C

«7 (53A:2-4) is amerded

a married couple filing a joint return with a ¢gross inconme
oz $32,C00 or less ($1,500 or less in the cese ¢f a married
person f£iling separately) shall not be sulsiect to tax unier
this Act. 1In the case of a nonresiient, grcss inccxe shall
mean gross income which such nonresident would have rezorted
if he had been a resident.

7. Subsacticn 23-1(b)3 of P.L. 1976 c. 47 [54A:2-1(k)5]
is amended to read as follcws:

5. [Blind or] Disabled taxpayer -

$
8. Subsecticn 3-1(b)6 ci P.L. 1576 c. 47 [53ix:3-1(b)€

oo

is amended to read as fcllows:
6. f31iné cor] Cisabled spouse - $1,000.00

9. Subsecticn 3-1(c) ¢ P.L. 1576 c¢. 47 [S54A:3-1(c))

—~
0O
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(8]
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N
©
t
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(o]
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o)
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4
[
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@
(29
-
4]
fu
(¢}

14}
ot
1
b
3}

section ghall ke limited to that percentege which thae total
aurder of months within a taxpaver's taxazle yecar under this

act bears to 12, For [this purpose] all curscses of this

act, mwunless otherwise specified, fifteen days or more s£hall

constitute a moenta.
10. Subsecticn 3-1 of 2.L. 1976 c. 47 (54A:3-1) is

amended to cdd subsection (e} as follows:
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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 OVERPAYMENTS. Interest shall
bé allowed and paid upon any overpayment in respect of any tax
imposed by R.S. 54:10A-1 et. seq., 54:10B-1 et. seq., 54:10D-1
et. seq., 54:10E-1 et. seq., 54:32B-1 et. seq., and 54:33-1
et. seg.; at the rate of six percent (6%) per annum commencing
from a date six months after the date of filing 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 &. [T,/ a0 tre 70th Annua (ont oo
National Tax Association."
APPENDIX

Inpact of One Manufacturing
Job on New Jersey State and Local Taxes

Vhen 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. While 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
rmust 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 revenﬁe.

The following calculations assume that each new industrial job is backed
by a capital investment of $40,000,1 broken into $9,200 per job for plant

construction and $39,300 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 equipment, as reported
in the 1973 and 1974 Annual Survey of Manufacturers, U.S. Department of
Commerce. 1x

EXHIBIT D




Two major assumptions underlie the calculations:

First, a relationship exists between personal income and State and local
tax yields. It has been assumed that combined state and local tax revenue
will 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 New 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
rmultipliers 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'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
irmediate and completely parallel changes in tax yields. Withdrawals

from personal savings in recessionary periods and increased saving in
periods of income growth affect the timing, although not necessarily the
ultimate 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 growth

in personal income will produce, in time, corresponding growth in tax yields.

4, See review of employment multipliers for selected American communities by
Smith, David M., (1971), Industrial Location, An Economic Geopgraphical
Analysis, New York, John Viley & 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 earnings of two
employees in other economic sectors must be determined.

The $11,260 average earnings of a New Jersey manufacturing worker (1976)
plus $21,340 earnings from two derivative jobs (each calculated as equivalent
to the $10,920 average earnings of Hew Jersey employees covered by unemployment
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.®

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 taxes in 1976.

To update the calculation from 1976 to 1973, an average 7.57% 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..eeeee...51,903
Local...... vee.$2,360

Combined (recurring) State and local tax yield....$4,263

5. Source: MN.J. Department of Labor and Industry.

6. The ratio of personal income to tax revenue is based on U.S. Department of
Cormerce data on 1976 personal income of New Jersey residents and N.J.
Department of the Treasury data on State revenue received during the
1976-~1977 fiscal year and the 1976 local property tax levy. TFor 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.

7. Trom July 1976 to July 1977, the average gross hourly earnings of production
workers in New Jersey rose 8.27. Source: N.J. Department of Labor and
Industry, Economic 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

required 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)

(2)

Construction Materials

Of the $9,200 per job invested in plant per manufacturing job,8
approximateiy $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....c.....5184

Construction Wages, Salaries and Profits

The balance of construction costs, approximately $5,520

(60% of.the $9,2097 invested in plant construction per job)

has been treated as personal income.? 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:

3. See footnote 1 for breakdown of capital expenditures.

9. Although the application of an economic multiplier to construction would
be justified at this point, no multiplier has been applied for purposes
of this calculation.
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III.

B. Yachinery and Equipment Purchases

Machinery and equipment purchases per manufacturing job totals
approximately $30,800. For lack of a more precise method, an extremely
conservative assumption was made that New Jersey capital goods
manufacturers would produce and sell 8.2% of such equipment.10 For
purposes of determining state corporatioﬁ 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 Tax 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 yield:ll
State..........$81

Total non-recurring taxes would be:

State...oeee...9541
Local...... veesS$342

Combined non-recurring State and local tax yield..$883
Initial Year's Tax Yield

Based on estimated 1978 income levels, total recurring and non-recurring

tax revenue produced from one additional manufacturing job for a period of

one year would be:

State..........$2,444
Local.ivevesens$2,702

Combined State and local tax yield
from first year's employment....ceeeeeeesceccesess95,146

10.

11.

Corresponding with the State's share of employment in the manufacturing
machinery industry, 1974 Annual Survey of Manufacturers, U.S. Department
of Commerce. )

New Jersey Corporation Business Tax owing = $30,000 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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