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A large factor that must enter into our service plans is
the increasing tax pressures of our municipalities as they
are reflected in the general property tax levies on real
estate, improvements and tangible personal property. These
problems, inherent in our New Jersey tax structure, have
acquired the virtues of antiquity. . . .

‘It is common knowledge throughout the State that taxes
such as these cannot go much higher, and still the need for
additional funds for local services is acute. I have repeat-
edly said that the State should assist its municipalities in
meeting this condition, and I intend to do everything within
my power as Governor to do so; but in fulfilling this
pledge—as well as in meeting the service requirements
which I have outlined to you—there are fiscal restrictions
to which we are committed.

“I have heretofore made it plain to the voters of the
State that I would support no proposals looking toward
a State income tax, or a State consumers sales tax. I also
made it plain that such additional revenues as were needed
to meet the pressing service needs of the State and its
municipalities should come from intelligent and effective
economies ; tax adjustments that would assure full coverage
and equality of treatment; and replacement revenues that
would be substitutes for outmoded tax bases that are no
longer effective.’’

—GOVERNOR ALFRED E. DRISCOLL.
Inaugural Address, January 21, 1947.
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STATE OF NEW JERSEY
Laws or 1945, Cu. 157

AN Act creating a Commission on State Tax Policy.

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

1. A Commission on State Tax Policy is created which shall consist of
seven members, one of whom shall be a member of the Senate to be appointed
by the President of the Senate, one a member of the General Assembly to be
appointed by the Speaker thereof, and five citizens of this State to be appointed
by the Governor, each of whom shall hold office until the second Tuesday of
January following the date of his appointment. . . .

R. Vacancies caused otherwise than by expiration of terms shall be filled
for the unexpired term only. Members shall serve without salary but shall be
reimbursed for traveling and other expenses actually and necessarily incurred
in the performance of their duties.

3. The commission shall engage in continuous study of the State and local
tax structure and related fiscal problems, with particular attention to (a) all
laws relating to the assessment and collection of taxes in this State; (b) all
proposals for change in such laws; and (c) the impact of Federal tax laws of
the State financial structure.

4. The commission shall determine the respects in which the existing tax
laws may be simplified, modified, rearranged, consolidated and revised to
insure greater efficiency in the assessment and collection of all taxes.

5. The commission shall report annually on the second Tuesday in Janu-
ary to the Governor and the Legislature, setting forth the result of its studies
of the preceding year and shall make such recommendations, as it shall deem
fit, for changes in our laws relating to the assessment and collection of taxes
and for sound and equitable methods of supporting the public services.

6. The commission may hold hearings in any part of the State, and by its
subpeena may compel the attendance of witnesses and the production of books,
papers and records. It may draft necessary legal and clerical assistance from
any State department as may be required. It may engage such competent
counsel and expert advisors on the subject of taxation as it may deem necessary
to the proper accomplishment of the purposes of this act; provided, that the
compensation to be paid such counsel or advisors shall at all times be within
the limits of the appropriation made therefor.

7. There is appropriated to the commission the sum of ten thousand dol-
lars ($10,000.00) for the fiscal year ending June thirtieth, one thousand nine
hundred and forty-six.

8. This act shall take effect immediately.
Approved April 12, 1945.
iv
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LETTER OF TRANSMITTAL

COMMISSION ON STATE TAX POLICY
20 Nassavu StreET, PrINCETON, NEW JERSEY

March 24, 1947.

His Excellency, Governor Alfred E. Driscoll, and Members of the
One Hundred and Seventy-first Legislature:

There is submitted herewith the Second Report of the Commais-
ston on State Tax Policy. This report, unlike its predecessors in
which the members of this Commission have joined, covers a broad
field of tax readjustment, and involves existing local tax revenues
of some thirty-five million dollars. This is the largest of the prob-
lems the Commission has undertaken.

The Commaission believes that the present situation with respect
to the tangible personal property tax is intolerable. It also be-
lieves that some new manner of taxing this type of property must
be adopted, and that the longer the present situation is permitted
to continue the more difficult the readjustment will become.

The Report itself, although divided into two Parts, is concerned
with five principal subjects:

1) Findings and conclusions as to the present tax environment;

2) Proposals with respect to machinery, equipment, furniture, fix-
tures, tools, dies and jigs used in business;

3) Proposals with respect to business inventories of raw materials,
work in process, semi-finished goods and stock in trade;

4) Proposals regarding farm and housesold personalty;

5) Adjustments in the Corporation Business Tax Act (1945).

The recommendations in respect to these five subjects are inter-
related, and except for the fourth subject, they are not well suited
for separate consideration by the Legislature. For example, the
proposed adjustments in the net worth tax will reduce the State
revenue by about $1.5 million; but this loss is replaced by pro-
ceeds from the proposals under subjects 2) and 3).

ix



This report is new in that it brings together the first factual
demonstration of the morass of inequities and discriminations in
our present taxing system. It is old in that its findings and con-
clusions on this score have long been the common belief of the
citizens throughout the State.

- A series of steps to remedy the present situation is proposed,
including a gross receipts tax to replace the present property tax
on raw materials, work in process, finished goods and stock-in-
trade. This represents a further development of the policy de-
clared by this Commaission two years ago when it unanimously
recommended a new replacement tax—the corporate net worth
tax—stating as follows:

“The Commission . . . wishes to emphasize this point: The owner-
ship of corporate property is only a remote measure of corporate ability
to pay taxes. So long, therefore, as property is the base of the tax, so
long will there be inequalities in its application. It is not possible to
tax business activity with satisfactory fairness without giving considera-
tion to its earnings. . . . New Jersey is a great industrial State but its
densely populated areas are still attempting to finance their municipal
services as if they were agrarian communities. Their real wealth lies
in business activity not in real estate; and the Commission’s proposal
suggests the establishment of a modest activity base.”

The case for an activity base has become doubly imperative in
light of the greatly increased burden on real estate, and the emer-
gencies in State and local finance, that have since occurred. The
broad issue today is simply this:

Shall New Jersey continue to raise practically all of its local revenues
from owners of property, or shall the hase of taxation be modified by
including some measure of business activity?, '

CommissioNn oN State Tax Poricy
Joru~x F. Svy, Chairman,
W. PavL StiLLman, Vice Chatrman,
CuarrLes K. Bartox,
: : Awmos F. Dixow,
CuaarLes R. ExcrisH,
Norman F. S. RusseLL.



SUMMARY OF CONCLUSIONS AND
RECOMMENDATIONS

PART 1
TAXATION OF TANGIBLE PERSONAL PROPERTY

TAX ENVIRONMENT (Pages 1-33)

This Commission’s report, submitted herewith, represents a
sincere effort to repair a major part of our present tax system
within the very restricted frame of reference permitted by the
shibboleths which have impaired every effort to achieve an
equitable tax system in New Jersey. The Commission deems it
essential that the people of New Jersey realize that the proposals
of this report represent perhaps the last of the revenue possibili-
ties to be realized through the process of tax adjustment and
replacement. It is not the province of this Commission to pass
upon any or all of the rising demands for new and improved
services by our State and local governments. But when these
demands are made, it should be clearly understood that there is
little remaining of possible sources of State or local revenue within
our present tax structure which can support any substantial ex-
penditure program. It is perfectly true that we have not to this
point added any new and additional taxes, but this can be no more
than a soporific observation. A careful examination of the con-
stantly rising municipal tax rates is sufficient to prove that we
are raising and expending new and additional tax dollars every
year—and we are raising those tax dollars through an indiffer-
ently administered and inequitable tax system. Kven if it were
perfectly administered, our tax system would still fall far short
of the requirements of a modern industrial State.

The difference between the potential tax of $100,000,000 which
legally could have been assessed to business under the present law
and the actual tax of $28,000,000 represents the measure of poten-
tial ¢“‘tax lightning’’ inherent in our present system. That is, as
municipalities feel the pressure for added tax revenues, they may
turn, and in some cases have turned to sharp increases in assess-

x1



ments on business tangibles, assessments which are either sudden
reversals of former policy or arbitrary impositions on selected
taxpayers. So long as these assessments do not exceed true value
the taxpayer has no effective remedy, and may even be subject to
the ‘‘omitted property’’ provisions of the law which permit the
added assessments to be made retroactive for two years. This is
what is meant by ‘‘tax lightning.”’

This is not to imply that any such complete exploitation of per-
sonal property is either contemplated or economically feasible. It
has long been recognized, either as a matter of law in States which
have met the problem through a variety of statutory devices, or
as a matter of practice in such States as New Jersey, that personal
property, particularly inventories of stock in trade, semi-finished
goods, work in process and raw materials, is totally unsuited to
taxation ad valorem under the general property tax. In this sense,
personal property is not now and never has been truly a part of
the general property tax base. But the letter of the law which
places it within that base has caused negotiation to be substituted
for taxation, and an unhealthy atmosphere of caprice to take the
place of clear-cut official responsibility. The result, to be expected
under such conditions, has been diseriminatory, unequal and some-
times arbitrary assessments.

Under the personal property tax as now applied, cross currents of
favoritism, inequalities and inequities are so extensive, and in many
cases so compounded, that the establishment of equality of treatment
must be expected in and of itself to produce some marked tax read-
justments with respect to individual taxpayers and municipalities. But
it is equally evident that the longer action is postponed the more
difficult readjustment will become.

MACHINERY AND EQUIPMENT (Pages 41-45)

Machinery, equipment, tools, furniture and fixtures used in busi-
ness are essentially a form of capital wealth and the Commaission
has approached this part of the problem with a view toward obtain-
ing a solution which does not depart too radically from the manner
of taxation of comparable capital, particularly buildings and struc-
tures. The problem has been to restore equality of treatment as
among taxpayers and as among taxing districts, to eliminate inter-
municipal competition and to afford a clear and certain basis of
assessment.
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There are also several collateral advantages to retaining the
ad valorem taxation on personal property, other than inventories,
used in business. These are:

First, since 13 per cent of the entire property tax base is
now composed of tangible personal property, the removal
of the entire tangible personalty base from the local prop-
erty tax in one sweep would present too drastic a problem
of adjustment in municipal revenues to be undertaken with-
out a reasonable period of adaptation in a ‘‘property tax
State’’ such as New Jersey.

Second, the problem of returning to the municipalities
sufficient revenue to replace that lost by abolition of the
present method of taxing tangible personal property is
reduced to more manageable proportions by the simple
device of returning to the municipality of situs all of the
yield from the taxation of non-inventory business per-
sonalty.  The problem of distribution will then relate solely
to replacement of the $17 million now derived in the aggre-
gate from local taxation of inventories.

The Commaission’s estimates indicate that a tax rate of some-
thing like $2 per $100 of book valuation would be required to re-
place the present property tax upon ‘‘other business tangibles.”’
Because this is an average rate, it is higher than would be required
in some taxing jurisdictions and lower than what would be needed
in other districts.

The average rate, however, is largely dominated by the general
tax rate in the large cities which have the principal concentration
of inventory and machinery and have made a more strenuous effort
to tax such tangible personal property. In order to avoid the
element of inter-municipal competition which has thus far oper-
ated to the disadvantage of large cities, it would be helpful to
adopt a uniform rate to be applied against business tangibles
throughout the State. Revenue requirements, however, are not
uniform in all municipalities and application of a uniform rate
would serve only to transfer the area of inter-municipal competi-
tion to real estate. The alternative is to provide for uniform
valuations and application of a uniform ratio of the personal prop-
erty rate to the general tax rate in each municipality. In this way
all property will share increases and reductions in the general tax

x1il



burden and competition will be confined to that based only upon
local revenue requirements.

The Commission recommends that machinery, tools, equipment, fur-
niture and fixtures used in business be state-assessed at true value,
which shall be presumed to be book value but not less than 20 per cent
of cost so long as an item remains in use; and that such property be
assessed at one-half the local general property tax rate, but not in
excess of the previous year’s average state rate. This will yield $16
million annually, in place of the present $11.6 million, to be returned
to the respective municipalities in which the property is located.

The eifect of this recommendation would be to establish a uniform
basis of valuation for personal property of a fixed character used in
business. In this way, it would eliminate the present hazard of “tax
lightning” on business property of this type. The use of one-half of
the local general property rate, by fixing the personalty rate in propor-
tion to the real estate rate, will prevent real estate from having to bear
the whole burden of any future increases in the cost of government,
a burden which real estate would have to bear under a flat rate assess-
ment of personalty. The proposal will also provide increased revenue
for practically all municipalities, will in many cases serve to increase
total ratables and thereby effect a reduction in the local general prop-
erty tax rate, and will permit machinery and equipment to remain in
the calculation of net valuation taxable upon which county taxes are
apportioned among the various municipalities.

BUSINESS INVENTORIES (Pages 46-55)

It is perfectly clear that treatment of tangible business per-
sonalty, particularly business inventories, under the general prop-
erty tax, however assessed, is entirely undesirable from an
economic viewpoint. The economic objection is direeted prin-
cipally toward any effort to assess inventories of finished goods,
work in process or raw materials on an ad valorem basis. This
type of property, which has borne the brunt of the present per-
sonal property tax on business ($17 million out of a total of
$28.6 million in 1946) has greatly varying characteristics from
industry to industry, so that in some industries inventory may
turn over twice a year whereas in others it may turn over twelve
times a year or more. The value of raw materials and work in
process is especially questionable in those industries where spoil-
age is an important factor. While slow-moving inventory may be
kept on the books at the same value as rapidly moving inventory,
it obviously has vastly different characteristics as a tax source. It
is well known, morceover, that inventory is readily controllable in
some industries, and any attempt at effective application of an
ad valorem tax would merely result in a flight of such inventories
out of the State. In brief, inventory is mobile, is consumption

Xiv



goods, whereas other forms of personal property are relatively
fixed in location and are production goods. It is neither logical
nor practical to tax them the same way.

It is the characteristic of inventory as a current asset, uniformly
recognized by accountants, which distinguishes it from machinery
and equipment, furniture and fixtures which are similarly recog-
nized as fixed assets. This is no mere distinction of terminology.
The fixed assets are, as their designation implies, stable in their
location, use, and identity. Current assets, however, are con-
stantly fluctuating in amount, in character as between inventory
and accounts receivable or cash, and frequently even in loecation.
Any system of taxation which attempts to treat both in the same
manner must obviously be unsuited to one or the other.

Property taxes generally seek to avoid diserimination with
respect to industries with fluctuating inventories by requiring the
assessment of inventories to be based on an average value through-
out the year. In practice, however, this requirement (which now
appears in New Jersey Revised Statutes 54:4-11) has in most
cases proved impossible to meet, since taxpayers do not, as a
matter of sound business practice, take an inventory more than
once or twice a year in any manner which would be suitable for
valuation purposes. Nor has any assessor ever been found with
either the facilities or the desire to pursue a periodic valuation of
the myriad items which make up a typical inventory in our Ameri-
can economy. .

Following the principle that an in lieu or replacement tax should
be related to the relief afforded by abolition of the tax on inven-
tories, the Commission has sought to develop a plan of taxation
which would be closely related, in an equitable manner, to the use
of inventories in business. The Commission has also followed the
principle that it is insufficient to establish equity within the group
of taxpayers owning or using inventories, but that it is also
necessary to establish equity as between those businesses which
require relatively large amounts of inventory as compared with
those which require lesser amounts or none.

In a highly industrialized State such as New Jersey, these two
objectives can be readily fulfilled by an excise tax on production
of goods, and as to distributive and service industries on the
volume of business done in New Jersey. '

A criticism sometimes directed against this type of tax is that
it does not vary with the profitableness of the business. Those
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who offer such a criticism are, of course, thinking in terms of a
net income tax, which is the only tax that varies according to the
profitableness of business. As compared with the property tax,
the proposed plan will at least vary in accordance with the volume
of business, a characteristic which is entirely lacking in the prop-
erty tax. In the case of the property tax applied to inventories,
however, it is quite apparent that in periods of low business vol-
ume, the amount of inventory required to do such business will
necessarily be less than that required in periods of higher business
activity. In this respect, a tax measured by production and busi-
ness activity is well adapted to replace the present tax on business
inventories if it were enforced as written.

The element of cyclical variation in the amount of tax which can
be anticipated from the activity tax base is roughly comparable to
variations of business inventories under changing economic con-
ditions. Business activity and business inventories are closely
related and they both fluctuate over the course of the business
cycle. For example, even during the period of acute war-time
shortages, the Federal Reserve Board reported average inven-
tories for 266 department stores in 1945 as 64 per cent greater
than the average wm 1939. As ‘‘in lieu’’ tax base for business
inventories, business activity is a relatively stable source of public
revenues.

The Commission recommends that the present property tax as applied
to business inventories of raw materials, work in process, semifinished
goods and stock in trade be abolished, and that in lieu thereof there
be adopted a “general business excise tax” at the rate of 2/10 of 1 per
cent upon the value of goods produced in New Jersey, in the case of
manufacturers, and on the gross volume of business in this state, in
the case of all other enterprise (with certain exceptions). This will

yield $24.0 million annually in place of the present $17.0 million raised
from business inventories.

DISTRIBUTION OF THE YIELD FROM THE PROPOSED REPLACEMENT
TAXES (Pages 58-65)

The total proposed program will produce an estimated $40
million per year, including :

$24 million—General Business Hxcise Tax.
$16 million—State assessed on machinery and equipment,
ete.

The entire amount would be returned to the respective munici-
palities in which the property or business giving rise to the tax

Vi



is located, except for 5 per cent of the total, that is, $2 million,
which would be retained by the State to pay costs of administra-
tion and to make up the loss in State revenue entailed in the
Commission’s recommendations regarding .corporation franchise
tax adjustments.

This will mean a return to municipalities of a net of $38 million to
replace the present $28.6 million being raised from business personal
property, or a net increase in local revenue to relieve real estate of
32.8 per cent of the present personal property tax levy. So far as it

can be determined, every municipality will receive more revenue than
it received in 1946 from assessments on tangible personalty.

Nothing is provided in the proposed program to meet State
needs, although the increased local revenues should relieve some
of the pressure for additional State aid. If the Legislature should
so desire, it would be possible to add one-half mill to the gross
receipts rate which would provide $6 million for State purposes.

The effect in individual municipalities will vary, depending upon
the extent to which personal property is now used as a tax base.
The effect upon individual taxpayers will depend upon the extent
to which their personal property is now assessed.

Any remedy which removes personal property from Ilocal
ratables may affect the ratio of the county budget to the net
valuations upon which county taxes are apportioned—a ratio
which is popularly referred to as the ‘‘county rate.”” Actually the
amount required for county purposes may be raised by any
muniecipality entirely from miscellaneous revenues and not from
the general property tax at all.

In the counties, if the aggregate book value of machinery and
equipment as established under the new proposal, and as included
in county ratables, should be less than the present assessed valua-
tion of tangible personalty, the so-called ‘‘county rate’’ might
appear to go up. This is a purely fictitious result so far as the
amount of tax to be paid by individual property owners is con-
cerned. The ‘‘general tax rate’’ is the only rate actually extended
on the tax list and duplicate, and that rate is computed after
deducting the ‘‘total amount of miscellaneous revenues, including
surplus revenue appropriated, for the support of the taxing dis-
trict budget’” (Table of Aggregates, Item 21). The revenue
received by the several municipalities under the new program will
be included in such ‘‘miscellaneous revenue’’ and will more than
offset the reduction of county ‘‘ratables’’ that might be caused as
a result of the adjustments under the proposed program.
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FARM AND HOUSEHOLD PERSONALTY (Pages 66-70)

The Commission recommends that the taxation of household
goods as property be completely abandoned, and that the muniei-
palities be given the power to impose as a matter of local home
rule an occupancy tax which would apply in such manner as the
local governing body may determine. It is further recommended
that the taxation of farm personalty remain as at present to be
administered under the general property tax. :
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PART II

CORPORATION BUSINESS TAX ACT (1945)

The Commission makes the following recommendations with
respect to requested changes in this act—

As to modification of the requirement that domestic corporations
allocate all of their wmtangible personal property to New Jersey
(pages 87-92) :

The allocation of net worth according to the proportion of total
assets in and out of the State, under Section 5(b) of the tax act,
should be amended so as to require domestic corporations owning
intangible personal property which has a business situs outside
the State to include only 50 per cent of such intangibles as assets
within New Jersey.

This would reduce present State revenue by $1.5 million—but
the State treasury would be protected against loss through the
provision for withholding by the State of 5 per cent of the revenues
to accrue under the proposals of Part I of this report.

* * *

As to proposed change in the attribution of sales in and out of
New Jersey (pages 92-96) :

The sales factor in the business allocation formula under Sec-
tion 6 of the Corporation Business Tax Act should remain un-
changed pending further study and investigation.

* * *

As to consolidated return (pages 96-100) :

The provisions of the Corporation Business Tax Act’ (1945)
which do not permit the filing of consolidated returns should
remain unchanged.

* * *
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As to a mmimum alternative tax based upon assets allocated to
New Jersey (pages 100-102) :

The minimum tax provisions under the Corporation Business
Tax Act (1945) should be supplemented by an additional provision
that the tax for any single corporation shall in no instance be less
than an amount derived by multiplying its total assets allocated
to New Jersey by .0002 (two-tenths of one mill).

* * *

As to mwvestment and personal holding companies (pages 102-
104):

The present allocation factor for all investment companies and
personal holding companies, whether domestic or foreign corpora-
tions, should be revised. All such companies should be assessed
for franchise tax measured by 25 per cent of their net worth at
the same rates as other corporations. In the alternative, such cor-
porations may elect to be taxed under Section 5(b) as it is pro-
posed to be amended.
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PART 1
TAXATION OF TANGIBLE PERSONAL PROPERTY

TAX ENVIRONMENT

1. The Tax Situation Today

Specific problems of State and local taxation must necessarily
be considered in light of the entire tax environment of which they
are a part. In New Jersey, as in other States, we are faced with
the need to assume our proper share of programs vested with a
national interest, but which have elements of State responsibility
as well. While it may not be of immediate consequence, the
announced policy of Congress, in the ‘‘ Employment Act of 1946,”’
to require the ‘‘assistance and cooperation of industry, agriculture,
labor and State and local governments . . . to promote maximum
employment, production, and purchasing power,”’ must serve as
notice to the States that their present expenditure programs, how-
ever great, are but a small part of their possible future commit-
ments. In such fields as hospital construction, airport facilities
and housing, to mention only a few, the Federal policy is clearly
directed toward inducing, if not compelling, large State expendi-
tures.

Within the various States, including New Jersey, it has become
clearly apparent that, without allowing for any increase in gov-
ernmental services, it is perfectly futile to accept the rising cost
of everything and to attempt to resist the rising cost of govern-
ment. The most costly services of government, that is, education,
police and fire protection, represent service costs which are almost
entirely matters of compensation to public employees engaged in
these fields. If vital government services are not to be interrupted
or undermined as a result of unsatisfied but reasonable salary
demands, it is inevitable that public expenditures must be adjusted
to meet the salary increases.

This is not to say that any State or local government should
take a passive attitude toward the rising cost of government. As
Governor Driscoll has emphasized there are three essential steps
which should precede the acceptance of any expenditure program:
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First, determine what services of government are really essen-
tial and for which the public is willing to pay; second, effectuate
economies at every level of government; and third, establish a
clear cut division of responsibility among the four levels of gov-
ernment so that there will be no overlapping of effort on the part
of muniecipal, county, State and Federal governments. The Gov-
ernor has gone on to urge the placing of the largest practical
measure of service responsibility at the local level of government
where the responsibility of public officials to the citizenry is clear,
direct and effective.

This Commission subscribes whole-heartedly to the principles
enunciated by the Governor and to their corollary, that is, that
with service responsibility there must be provided proportionat.
fiscal capacity. In this respect, New Jersey has long prided itself
on freedom from the onerous types of taxation under which some
other States are burdened. We have succeeded in maintaining
our tax position only because we were able to use some $109,000,000
of highway revenues for non-highway purposes during the de-
pression yeéars, and only because we have engaged in a continual
process of patching and repairing our failing tax system. By any
measure of a fair distribution of the cost of government, we
have suffered and still suffer under the grossest inequities and
inequalities.

This Commission’s report, submitted herewith, represents a
sincere effort to repair a major part of our present tax system
within the very restricted frame of reference permitted by the
shibboleths which have impaired every effort to achieve an
equitable tax system in New Jersey. The Commission deems it
essential that the people of New Jersey realize that the proposals
of this report represent perhaps the last of the revenue possibili-
ties to be realized through the process of tax adjustment and
replacement. It is not the province of this Commission to pass
upon any or all of the rising demands for new and improved
services by our State and local governments. But when these
demands are made, it should be clearly understood that there is
little possible remaining source of State or local revenue within
our present tax structure which can support any substantial ex-
penditure program. It is perfectly true that we have not to this
point added any new and additional taxes, but this can be no more
than a soporific observation. A careful examination of the con-
stantly rising municipal tax rates is sufficient to prove that we
are raising and expending new and additional tax dollars every
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year—and we are raising those tax dollars through an indifferently
administered and inequitable tax system. Kven if it were perfectly
administered, our tax system would still fall far short of the
requirements of a modern industrial State.

In this kind of tax environment, with all its pressures on exist-
ing tax bases, it becomes imperative to correct inequities and
inequalities which become intolerable as the total tax burden
becomes greater. While much remains to be done to improve the
administration of the real property tax, the weakest and least
defensible among our present taxes is the present personal prop-
erty tax. In this connection, the Commission has set up these
objectives of tax policy:

Removal of ‘“tax lightning’’—

Establishment of honesty in our tax laws—

Elimination of inequities and inequalities—

Broadening of the tax base to the extent required to
remove inherent inequity in the present system—

Relief of property from an excessive tax burden.

2. Present Law—"‘Tax Lightning’’

Every business establishment and individual in New Jersey is,
under the law as presently written, legally subject to annual assess-
ment on all tangible personal property according to its true value,
at the local general property tax rate. The meaning of this kind
of tax on business alone may be defined in terms of the estimated
book value of business tangible personal property (of corporations
and unincorporated business in New Jersey) :

Inventory .................... $1,450 million
Machinery and Equipment .. ... 500 million
Other ..... ... ... ... ... 50 million

Total .................... $2,000 million

If the law were enforced as written, under the 1946 average gen-
eral property tax rate of $5.15 per hundred dollars of valuation,
this would mean an estimated annual tax upon business tangibles
alone of over $100,000,000.

The fact is, of course, that the law is not anywhere enforeced as
written—each assessor being a law unto himself—and the actual
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tax assessed in 1946 was almost $35 million on all personal prop-
erty, including $28.6 million on business tangibles as follows:

$17.0 million (49.0 per cent)—business inventories
11.6 million (33.6 per cent)—other business tangibles
5.6 million (16.1 per cent)—household goods
0.5 million (1.4 per cent)—farm tangibles

The difference between the potential tax of $100,000,000 which
legally could have been assessed under the present law and the
actual tax of $28,000,000 represents the measure of potential ‘‘tax
lightning’’ inherent in our present system. That is, as munici-
palities feel the pressure for added tax revenues, they may turn,
and in some cases have turned to sharp increases in assessments
on business tangibles, assessments which are either sudden re-
versals of former policy or arbitrary impositions on selected tax-
payers. So long as these assessments do not exceed true value
the taxpayer has no effective remedy, and may even be subject to
the ‘“‘omitted property’’ provisions of the law which permit the
added assessments to be made retroactive for two years. This
is what is meant by ‘‘tax lightning.”’

This is not to imply that any such complete exploitation of per-
sonal property is either contemplated or economically feasible. It
has long been recognized, either as a matter of law in States which
have met the problem through a variety of statutory devices,! or
as a matter of practice in such States as New Jersey, that personal
property, particularly inventories of stock in trade, semi-finished
goods, work in process and raw materials, is totally unsuited to
taxation ad valorem under the general property tax. In this sense,
personal property is not now and never has been truly a part of
the gemeral property tax base. But the letter of the law which
places it within that base has caused negotiation to be substituted
for taxation, and an unhealthy atmosphere of caprice to take the
place of clear-cut official responsibility. The result, to be expected
under such conditions, has been diseriminatory, unequal and some-
times arbitrary assessments.

As shown in Table I, the average assessment ratios for tangible
personal property reported by 6,198 corporations in the 1946 cor-
poration business tax returns was 35 per cent. However, corpora-
tions reporting assessed values in excess of $1 million indicated
an average assessment ratio of more than 50 per cent while those

1 See discussion of ‘‘Alternatives’” infra p. 3¢ where this point is amplified.
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TABLE I

AsSESSED VALUE AND BookK VALUE oF TANGIBLE PERSONAL PROPERTY REPORTED
BY 6,198 CoRPORATIONS—1946

Book Value— Assessment
Amount of Number of Assessed ——————————Business Tangibles———— Ratio
Assessed Value Corporations Value Total Inventory Other (Per Cent)
— (Amounts in thousands of dollars)————————
1. Domestic Corporations:
0—$10,499 .............. 3,682 $13,253 $64,991 $39,064 $25,927 20.4
$10,500—$50,499 .............. 1,242 30,343 87,866 52,681 35,185 34.5
$50,500—$100,499 ............. 255 19,612 51,5697 31,903 19,694 38.0
$100,500—$200,499 ............. 116 17,270 49,677 30,909 18,768 34.8
$200,5600—$500,499 ............. 73 22,911 70,711 52,734 17,977 32.4
$500,5600—$1,000,499 ........... 22 16,178 47,773 28,112 19,661 33.9
$1,000,500 and over ............ 23 51,448 97,779 55,101 42,678 52.6
Totals .....covvviivinnnen. 5,413 $171,015 $470,394 $290,504 $179,890 36.4
2. Foreign Corporations: .
0—$10,499 .............. 353 $2,478 $12.273 $8,024 $4,249 20.2
$10,5600—%$50,499 .............. 239 7,637 44,043 31,070 12,973 17.1
$50,5600—3$100,499 ............. 70 5,877 19,800 14,564 5,236 29.7
$100,500—$200,499 ............. 55 9,437 29,527 19,382 10,145 32.0
$200,600—$500,499 ............. 40 14,143 36,182 28,088 8,094 39.1
$500,500—3$1,000,499 ........... 16 12,066 47,975 34,766 13,209 25.2
$1,000,500 and over ............ 12 34,964 73,743 61,412 12,331 47.4
Totals ......coovvvvninnen 785 $86,502 $263,543 $197,306 $66,237 32.8
3. All Corporations:
0—$10,499 ........ ... .. 4,035 $15,731 $77,264 $47,088 $30,176 20.4
$10,5600—$50,499 .......... . ... 1,481 37,880 131,909 83,751 48,158 28.7
$50,600—3$100,499 ............. 325 25,489 71,397 46,467 24,930 35.7
$100,500—%$200,499 ............. 171 26,707 79,204 50,291 28,913 33.7
$200,500—$500,499 ............. 113 37,064 106,893 80,822 26,071 34.7
$500,500—%$1,000,499 ........... 38 28,244 95,748 62,878 32,870 29.5
$1,000,500 and over ............ 35 86,412 171,522 116,513 55,009 50.4
Total8 ......ccvviivnnennnn 6,198 $257,517 $733,937 $487,810 $246,127 35.1

Source: N. J. Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in New Jersey.



TABLE II
A SamrLE oF. CorRPORATION FRANCHISE TAx RETURNS (1946)
ReporTED DETAIL OF PROPERTY ASSESSMENT RATIOS BY INDUSTRIAL CLASSIFICATION
(Amounis in Thousands of Dollars)

=
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1. Book Value of Property:
S O . $268,408 $3,448 $3,067 $69,465 $4,779 $16,716 $20,184 $144,096 $3,275 $3,378
B. Buildings and Improvements ......... 503,107 3,295 1,679 220,179 16,438 25,581 27,437 201,109 4,479 2,910
C. Tangible Personal Property .......... 733,937 7,963 2,177 596,184 11,362 89,366 12,147 6,036 4,690 4,012
(1) Machinery and Equipment ....... 227,366 1,746 1,227 182,641 9,662 16,930 7,837 3,026 2,885 1,412
(2) Tnventory .....o.oeieiiiiiiiiiaanan 487,810 6,136 728 399,723 1,508 70,268 3,110 2,226 1,867 2,444
(3) Other Tangibles ................. 18,761 81 222 13,820 192 2,168 1,200 784 138 156
Total Book Value ............ $1,505,452 $14,706 $6,923 - $885,828 $32,579  $131,663 $59,768  $351,241 $12,444 $10,300
2, Assessed Value of Property:
. D 07 1 T £168,587 $2,004 $1,091 $45,245 $2,516 $9,219 $7,684 $97,297 $2,049 $1,392
B. Buildings and Improvements ... . 337,548 3,142 581 134,577 16,246 15,768 16,459 146,327 2,754 1,694
C. Tangible Personal Property 257,517 3,105 853 174,756 8,001 50,980 8,800 6,225 3,804 903
Total Assessed Value ........ $763,652 $8,341 $2,525 $354,578 $26,763 $75,967 $32,943 $249,849 $8,697 $3,989
3. Ratio of Assessed to Book Value:
A. Land ... ..., 62.8 60.7 35.6 65.1 52.6 55.2 38.1 67.5 62.6 41.2
B. Buildings and Improvements ......... 67.1 95.4 34.6 61.1 98.8 61.6 60.0 72.8 61.5 58.2
C. Tangible Personal Property .......... 35.1 39.0 39.2 29.3 70.4 57.0 72.4 103.1 83.0 223
Average Assessment Ratio.... 50.7 56.7 36.5 40.0 82.1 57.7 55.1 71.1 69.9 38.7
4, Assessed Value of All Business Tangibles
in New JeIrSey ...o.vieerninernnnnnnnns $550,797
5, Business Tangibles in Sample as Per Cent
of Total (20 = 4) ...ciiiiiiiiiininnnn 46.8

Source: N, J. Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in New Jersey.



reporting assessed values of less than $10,000 indicated an average
of only 20 per cent assessment. The total assessed valuations
reported by the 6,198 corporations represents almost 47 per cent
of all business tangible valuations taxable in the State in 1946
and thus constitutes a substantial sample of the assessment
practice.

As shown in Table II, the average assessment ratios vary even
more widely as among major industrial classifications. Within the
over-all assessment ratio of 35 per cent for all tangible personalty
reported, the average varies from 22 per cent for agriculture,
forestry and fishing corporations to more than 100 per cent for
finance, insurance and real estate corporations. In five classifi-
cations the average assessment ratio for tangible personalty is
below the average for all property while in four classifications it
is above the general average. In the last analysis, there is no
discernible pattern in assessment practices as they apply to per-
sonal property or for that matter to any property in New Jersey.

3. Demand for Change

The Hearings of the Commission on Taxation of Intangible Per-
sonal Property held in the fall of 1944 produced evidence of wide-
spread dissatisfaction with the present tax on tangible personal
property. The report of the Commission’s Hearings, held in the
Assembly Chamber on November 29 and 30, 1944, contains ex-
pressions of a wide variety of viewpoints, all directed to the
hazard of ‘‘tax lightning’’ on tangible personal property, of which
the following are illustrative:

GrorGE J. BaumaxN, Counsel, Jersey City Chamber of Commerce.
(Hearings, pp. 15-16.)
“The application of the personal property tax law, based on the
present tax rates, not only in our city but in other communities of
New Jersey, when applied on the true value of the property, often
constitutes confiscation, and may I at this juncture say in our city,
for example, for the year 1944 our tax rate is $61.62. That, applied
to true value assessments, is confiscation. We are of the opinion that
unless the personal property tax law is drastically revised, the post-war
future of our State will be dark indeed. Real estate taxpayers, we are
certain, appreciate that if business removes from the State and
employment of necessity falls off, the tenants who pay the rent
will eventually become fewer and fewer, and real estate again will
suffer. . . .




“We also make a further recommendation which I think your com-
mittee might consider, and that deals with tangibles. I think you
are authorized to take that up. Again we say that applying not only
our rate but the average rate throughout the State of New Jersey, I
think about 4.6, on a true value basis of machinery stock or raw
materials, is confiscation, and with that in mind we make this recom-
mendation: that a nominal ceiling tax rate should be fixed by the
State to be applied to all tangible personal property on true value
assessment, modified by an equalization factor suitable to the various
types of property, the taxes to be assessed, collected, and allocated by
the State pro rata to the municipalities in accordance with the amount
of moneys collected from each municipality. . . . A nominal ceiling
tax rate on tangible personal property, uniformly applied throughout
the State, would, in our opinion, be fair and equitable. If properly
enforced we believe it would raise sufficient revenue to replace those
now obtained under our present law.

“ .. The Federal Government has constructed thousands of new
plants throughout the country. When the war is over, our neighboring
States, as well as others, will do everything possible to obtain and
retain new industries. If we are to compete with other States, if we
wish to retain the industries now located here and attract new ones,
we must abolish the present personal property tax law and substitute
one that will make it more attractive for business to operate in New
Jersey.”

AnxTHONY F. DALY, Assessor, New Brunswick, New Jersey. (Hearings,
pp. 19, 20, and 21.)
“ . .1 feel as tax assessor that the tangible and intangible taxes
should be taken out of the hands of the local tax assessors and placed
with the State Tax Commissioner. As several of you gentlemen have
stated here, they are discriminatory because while we have a State law,
each municipality has its own law, so there are being administered 531
different laws.

“Insofar as household goods are assessed, I say there are very few
people assessed outside of the owners of the property. Tenants are
not assessed. I feel that what we need in this State is a tenancy tax.
T feel that if the State should take over the assessment of all personalty
taxes, it would make it possible for all the local assessors to devote
more time to equalization of all real property taxes in their community.
We know that each municipality is competing with the other for
industry, and they are offering inducements, inducements which cannot
be made if they are State taxed. We know that in some municipalities
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they pay 30 per cent of the personal taxes; in other municipalities, 70
per cent, and there is no uniform basis; it is very discriminatory.

“I know myself, speaking for my own district, that when I send out
these questionnaires, they are not returned. No one fills them out,
so according to law we have to use our own figures, and they are just
guess figures. You can go to an industrial concern and talk with
them and they will tell you that, ‘Well, so-and-so gives us 30 per cent,
and they are only on the borderline.” . . . I say to each and every one
of you here today that there never will be a satisfactory solution to the
personal taxes as long as they remain in the hands of the local assessors,
because where the assessors in some instances are appointed, in some
instances are elected to office, you don’t solve the problem. It is either
a political appointment or he is elected politically. That should be
done by the State.

“I believe that from the local assessor’s viewpoint, something can
and should be done, and should be done by this committee and should
be done throughout the State, not acting through any local municipal-
ity, because each municipality has its own selfish interests at heart.”

% * *

Leo RosensruM, President, Hudson County Board of Tazation.
(Hearings, pp. 28-31.)—————

“That doesn’t end the problem of personal property taxation, as I
see it, because I think an attempt to legislate upon intangible taxes
exclusively, without any regard to the tangible personal property, will
accomplish very little. The problem of taxation of intangible per-
sonal property cannot be segregated successfully from that of tangible
personal property. Their problems are alike and differ only in degree.
The levying of a confiscatory tax on tangibles may drive taxpayers to
more sympathetic taxing districts just as in the case of intangibles. The
taxation of all tangibles at the full local rate is impractical and works
a hardship on the taxpayer. Particularly is this true in the taxation
of inventories, as distinguished from machinery and equipment, whether
comprised of raw materials, goods in process or finished goods. To tax
these inventories at anywhere from five to six per cent of their full
value is manifestly unfair. With respect to inventory, the manufacturer
is taxed first. He completes the finished product. Then he passes the
finished goods on to the jobber, who again is taxed at full rate, and
thereafter the goods go on to the hands of the retailer, who is taxed
for the same property, again at the full rates, which is entirely different
from the machinery taxed once, remains at the situs, and produces
more goods.



“As a practical matter, most assessors ignore the law and assess such
personal property on some arbitrary basis, usually far below the true
value. An analysis throughout the State of the varying taxes paid
upon inventories would produce a story of complete confusion. The
merchant or manufacturer is at the mercy of the assessor. He is taxed
too little or too much, and seldom uniformly. My experience is that
local assessors treat the problem of tangible personal property on a
purely hit-and-miss-basis. They are neither equipped nor prepared
for the problem, and the uniformity demanded by the constitution and
statutes is shockingly disregarded.

“Tangible personal property cannot be assessed properly unless it is
administered by a specialized and efficient assessing department. Local
assessors cannot do the job and they should be relieved. . . .

“It is also suggested that the tangible tax base be broadened by the
elimination of exemptions upon all motor vehicles not constructed for
purposes of pleasure. There seems to be no satisfactory explanation
for the exemption of large and expensive motor vehicle equipment,
such as concrete mixers, trucks, and similar property. The fact that
a license fee is paid to the State is no justification, because, by the same
token, we may have a grocer who pays a license fee to the city for the
privilege of selling milk; yet we don’t exempt the milk cans or the
milk itself from taxation. I think we have a tremendous amount of
very valuable equipment in the State, personal property, running
around tax free just because of that provision which crept in the law
some time ago—it possibly crept in before we had this type of elaborate
motor equipment. Here we have concrete mixers, steam shovels, etc.,
tax exempt because they run on wheels, they are propelled as a motor
vehicle and bear a license of the State, for which a small fee is paid to
the State, all out of proportion to what the fee should be if the property
were taxed as tangible property.

~ “Now, as to distribution, after deducting a sufficient amount for
administration expenses, the entire proceeds from tangible personal
property taxes should be redistributed to the taxing districts wherein
the property has its situs, which is just another way of saying the
taxing districts will lose nothing by it other than the cost of administra-
tion, which will be defrayed by the State; it will be collected by the
State before the distribution process takes place. I think that is the
only fair way. I don’t think there would be any argument by anybody
studying the situation. After all, the property is tangible, something
real, to a certain extent it enjoys the municipal services situated in
the taxing district under question, and the taxpayers of that taxing
district should get the benefit of it in the local tax rate. . . .”

* *
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J. H. Tuaver MarTIN, representing the Newark Chamber of Com-
merce. (Hearings, pp. 52-54.)
“ . . Now, of course, to abolish the tax on intangibles would remove
a large part of the threat, but the tax on tangible property is subject to
exactly the same dangers, and particularly in Newark the danger of that
form of tax lightning is just as disturbing to-business as is the threat of
the intangibles. For that reason, because the Newark Chamber of Com-
merce feels that the entire tax lightning threat should be abolished,
the Newark Chamber hopes that the Commission will realize that the
question of taxation of intangibles can’t be well-separated from the
taxation of tangible personal property that is devoted to business.
The Newark Chamber does not feel that it is any part of its province
to recommend to this Commission what should be done with respect
to the taxation of property owned by individuals and not used in
business, because that isn’t part of the function of the Newark Chamber.
Of course, your Commission is interested in the whole problem, but the
Newark Chamber is not expressing any opinion on how you should
treat the individual holder of intangible or other personal property.

“The Newark Chamber believes that the proper solution of eliminat-
ing the present method of taxing personalty lies in some State-admin-
istered tax which will treat all property of like class throughout the
State on the same or exactly the same basis—all property, that is, that
is devoted to business use. The Newark Chamber believes there is no
constitutional difficulty in classifying personal property according to
whether it is used in business or is held out of business by private
individuals. There are several forms of substitute taxation that might
be recommended by your Commission. The Newark Chamber would
be satisfied with whatever one the Commission feels has the best chance
of being adopted, because after all, unless your recommendations are
going to be enacted into law, they won’t accomplish the purpose that we
all have in mind, the creation in New Jersey of a tax setup where
business can know what its tax is going to be. DBusiness realizes the
amount of the tax itself is not so important as the certainty. Business
has to make its plans long years ahead and can’t take the chance of
tax lightning.

“ .. We hesitate to talk about the distribution of the substitute
tax. The Newark Chamber does not feel that the location either of
the home office of a business or the location of its factory or what not
is the sole basis on which distribution or allocation of the substitute
tax should be based, and, therefore, the Newark Chamber does believe
that the best permanent basis of allocation is to place the substitute
tax—use that, in the reduction of the school tax in order that the
benefits may be spread over the entire State, as any going business
affects the entire State.
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“Some cases—I might mention the electric power plant down in
South Jersey on the Delaware River, I forget for the moment the
name of the municipality where it is located—I understand that
practically every worker in that plant lives in an adjoining munici-
pality. The plant itself is in the municipality but has practically none
of the workers. Obviously, it is not entirely fair that the entire tax
on that company should go to the place where it has its being. For
that reason, the Newark Chamber does believe that the fairest dis-
tribution is by placing the substitute tax in the school fund. It is
possible—looking at this from a practical point of view—that such
method of distribution might in a few municipalities result in their
getting less than they are getting today. If that is so, then that can
be corrected by providing that for the first year of operation, each
municipality should receive under the new tax, substitute tax, no less
that it has been collecting in the past from taxation of personalty, and
then that allocation could be gradually tapered off over a period of
years until that municipality was simply getting its share under the
State school tax. I don’t believe there would be very much difference
in any municipality because those municipalities that are now taxing
personalty the heaviest are the municipalities that have the largest
number of school children and, therefore, the largest amount of State
school tax. So it is probable that there is not a very serious problem
there. But the Newark Chamber does not wish to stress the manner
of the distribution of the tax.

“The Newark Chamber does not quarrel with any of those organiza-
tions that asked you to take a single small step on abolishing the tax
on intangibles. If that is the most that you think can be adopted at this
time, why, it is very much better to take that step than not to take any.
The Newark Chamber does not believe that that of itself will furnish
the aid in the way it could be furnished if you eliminated both types
of present taxation of personal property.”

% * *

FrepeErick S. KErroca, General Counsel, Manufacturers Association
of New Jersey. (Hearings, p. 67.)
“I think a manufacturer is at a disadvantage if he has to pay the
going rates on his tangibles in proportion with what he pays on those
tangibles in Pennsylvania and what I understand he is going to pay
on them in New York. In other words, I agree with—perhaps it is
presumptious to say, I agree—with Mr. Martin here. I followed with
great interest the remarks of Mr. Martin. I don’t think you can sort
out your intangibles from tangibles and get a workable result.”

* * *
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Jorx F. O’BrienN, Tax Consultant, New Jersey Association of Real
Estate Boards. (Hearings, pp. 77, 78, and 85.)
“With reference to the particular question of the taxation of in-
tangible property, I can say to you, not only as a real estate man, but
also as an assessor, that not only intangible property but the whole
question of personal property taxation needs new treatment. . . . With
reference to tangible personal property I think that all household goods
should be completely exempted from taxation, or at least up to a value
of $2,500.00. In my judgment, it is not only inequitable but antisocial,
to place an annual capital tax on the furniture in a man’s house and
at the same time exempt a stock or bond in his safe deposit vault.
It may well be that tangible personal property should also be placed
in the hands of the State Tax Commissioner for more equitable and
uniform treatment. This, however, presents a very real problem in
industrial and business centers, where this particular revenue repre-
sents a very important element in the local tax structure. In any event,
it should be a very definite and permanent part of any law providing
for the assessment of personal property by the State Tax Commissioner
that all of the revenue derived, less administration costs, be paid back
to the municipality where the property is located. . . .

“As T said in this statement, there may be a whole lot of merit
fin State administration] because of the inability of local assessors
who are equipped with poor tools, who are the forgotten men in the
local government structure to properly assess personal property. It
may well be that the taxation of both tangible and intangible personal
property should be handed over to the State Tax Commission section
with the safeguard that the revenue derived be handed back to the
municipality. As to the taxation of tangible personal property, the
same evils are attached as are present in the capital tax on real estate.
You take, for instance, the assessment of the merchandise in a drug
store. Some of that merchandise because of its special character may
remain in a drug store for five years before a purchaser is found. On
the other hand, you take the Great Bear Stores, they turn over their
merchandise twice a week. Still these two businesses are supposed to
be assessed on the same basis. There is no rhyme or reason to it. The
drug store man is very inequitably treated in the assessment of tangible
personal property.”

Epmuxp W. WorrnmurH, Executive Vice-President, Newark Chamber
of Commerce. (Hearings, pp. 97 and 98.)

“If your Commission feels that it cannot at this time recommend
the complete removal of the fear of “tax lightning,” of course the
elimination of intangible property use in business would be a step in
the right direction. In that case, however, every effort should be made
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to take the additional steps in the near future. Until this ever present
threat of the possible taxation of personal property at full value at
rates from 3 to 5 per cent has been completely lifted, New Jersey
cannot hope for the expansion of New Jersey’s business and industry.

“That is the nub of the argument presented by the Newark Chamber
of Commerce. It is important because we have lived through this as
no other city in New Jersey. And presently because the taxing author-
ities of the City of Newark have proceeded to undertake to do what
they did in 1934, which resulted in the ruin of many businesses and the
removal of them from the State.

“At the present time, the Revenue and Finance Department, headed
by the Mayor of our city, Mr. Murphy, is asking people to come in
who have tangible value, for the purpose of jacking them up. One
reason for that is that the Tax Board has made many revisions in the
assessment on the real property of the City of Newark and obviously
the Local Board is almost compelled to seek another source at higher
levels.

“We do not oppose the plan proposed by the State Chamber. We
would like to be in accord on these things. Beyond that we believe
the Commission would be justified in its wisdom not to forego the need
for studying this problem of the tangible property assessment which
is in the same position now as is the intangible “tax lightning.”

“In our community apparently our taxing authorities have seen the
danger and futility of modifying this “tax lightning” on intangibles.
They have seen the vast degree of damage done in our city. They
know that real estate can’t be covered any further; that in imposing
this “tax lightning” they are going to do it in a much better way than
before. They hope to bring about an adjustment that is “tax lightning”
in a modified form. That is what they call it.”

* * *

The surprising unanimity of viewpoints, shown in these ex-
pressions by representatives of both business and government, as
well as its own studies, prompted the Commission itself to con-

“The question of the taxation of tangible personal property used in
business, is as vital as the question of intangibles. Though neither as
extreme nor as drastic as the intangible problem, “tax lightning” is
a real hazard on business personalty and has the additional danger ot
being more widespread, more consistently and more continuously ap-
plied and equally subject to abuse and discrimination.” !

1 Report of the Commission on Taxation of Intangible Personal Property, March 26,
1945 (Trenton, 1945), p. 85.
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4. Diversity of Impact

The cross-currents of inequality which permeate the present per-
sonal property tax must be appreciated as a background for con-
sideration of proposed remedies. In only one respect is there any
substantial degree of uniformity throughout. the State. Contrary
to some popular impressions, this element of uniformity is found
in the quite general use of the personal property tax in some form
in municipalities throughout the State.

Table III shows, for example, that 470 municipalities or 83.6 per
cent of the total number now assess business inventories, and only
a slightly smaller number, 82 per cent of the total number, now
assess machinery and equipment. KExcept for the 29 municipalities
with tax rates under $3.00 per hundred, dependence upon the per-
sonal property tax ranges from 11.3 per cent to 14.7 per cent of
total general property tax assessed. This is a relatively narrow
range, and the variations in percentage of business tangibles are
equally small. (Item 6 of Table III.)

Any semblance of uniformity of treatment of tangible personalty
ends with the information presented in Table III. Kach munici-
pality treats personal property differently, the four classes of
personalty share in the tax burden unevenly and there is no uni-
formity of treatment as among individual taxpayers within any
given class or even within single taxing jurisdictions. In brief,
the entire system is ridden with inequities and inequalities.

Tables I and IT have shown the gross variations in assessment
ratios among the various industries and among the various sizes
of assessments. Data shown in these Tables are necessarily
averages for the corporations sampled and they include extreme
variations within each group. On a State-wide basis, which tends
to further minimize the effect of local discrepancies, the varia-
tions among the four classes of tangible personalty are equally
pronounced. By any standard there is no pattern or uniformity
in the assessment and taxation of business tangible personal
property.

Concentration of business personalty taxes in certain areas—
particularly taxes on business inventories—causes those business
tangibles which are assessed to be taxed at a higher average rate
than are other classes of property. This is especially true as
between business inventories which are concentrated in higher rate
taxing distriets and farm tangibles which are concentrated in lower
rate taxing districts. '
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. Tangible Personal Property Tax Assessed

TABLE ITI

DisTRIBUTION OF GENERAL ProPERTY TaX AND TANGIBLE PErRSONAL PRrROPERTY TAX BY
MuNICIPALITIES ACCORDING T0 GENERAL PRrROPERTY Tax RATES—1946
(Amounts in Thousands of Dollars)

Item

. Number of Municipalities ..................c....

. Number of Municipalities Assessing Different Kinds

of Tangible Personalty:
A. Household Goods ........oivivmuiniiiinniinnnnns
B. Farm Tangibles ....... ... ...,
C. Business Inventories ..................ccooune.
D. Other Business ............vvviiiiiiniiininn.,

. Per Cent of All Municipalities Assessing Different

Kinds of Tangible Personalty:
A, Iousehold Goods ......ooiiiiieriiiiiinnnn..
B. Farm Tangibles ......iiiiiniininenninaeanna,
C. Business Inventories ....................... ...
D. Other Business .........ciiiieiiieniiiniiin..

. General Property Tax Assessed ..................

A. Household Goods ............c..oooiuien,
B. Farm Tuangibles ......
C. Business Inventories

D. Other Business ........ ...,

. Tangible Persenul Property Tax as Per Cent of All

General Property Tax
A. IHousehold Goods ........
B. Farm Tangibles .........
C. Business Inventories
D. Other Business ............ i

Total All
Municipalities

562

512
325
470
461

91.1%
57.8
83.6
82.0

$266,621

34,649
5,588
450
17,007
11,604

13.0%
2.1
6.4
4.5

Source: Computed from County Abstracts of Ratables,

Municipalities by Local Tax Rates

Under §$3 $3-$3.99  $4-$4.99 $5-$5.99 $6-$6.99
29 86 181 157 62
o7 80 174 147 56
25 70 106 80 30
25 ' 157 139 45
25 74 143 130 30
93.1% 93.0% 96.1% 93.6% 90.3%
86.2 81.4 58.6 51.0 48.4
86.2 87.2 86.7 88.5 72.6
86.2 86.0 79.0 82.8 80.6

$1,944 $13,696 $94,664 $96,274 $49,087

529 1,996 10,728 14,119 6,065
5 290 3,003 1,625 166
38 107 177 86 34
261 764 4,046 7,239 4,405
155 836 3,502 5,169 1,160
2129 14.6% 11.3% 14.7% 12.4%
3.9 2.1 3.2 1.7 9
2.0 8 2 1 1
13.4 5.6 4.2 7.5 9.0
7.9 . 6,1 3.7 5,4 2.4

$7 and Over
47

28
14
29
39

59.6%
29.8
61.7
83.0

$10,956
1,212
129

292
783

11.1%
1.2

2.7
7.1




The average general property tax rate for 1946 was $5.15 for
each $100 of valuation taxable. The average tax rate applied to
business inventories, however, was $5.28 per $100 valuation and
that applied to farm tangibles was $4.19, as follows (1946) :

Net Value Taxes Average
Class of Property Taxable Assessed Tax Rate
(Amounts im millions of dollars)

Total—All Property ........ $5,176.67 $266.6 $5.15
Total Tangible Personalty.. 677.05 34.6 5.12
Business Inventories .... 322.04 17.0 5.28
Other Business Personalty 228.76 11.6 - 5.07
Household Goods® ...... 115.42 5.6 4.84
Farm Personalty ........ 10.83 0.5 419
All Real Property2 ........ 4,499.62 232.0 5.16

1 Valuation less household deductions.
2 All deductions other than household allowed against real property valuations.

Application of the general property tax law to some businesses
and by some municipalities creates large inequities within the
State’s business population. It creates inequities as among busi-
nesses which are taxed and those which are not taxed and as
among municipalities which apply the law and those which do not.
While no municipality has been discovered which seeks to assess
business tangibles at or approaching 100 per cent of true value,
the hazard of such assessment is very real. In the large cities in
particular, reports of ‘‘tax raids’’ on business personalty are
becoming more frequent.

In Newark, for example, the city administration has for a num-
ber of years informed taxpayers by letter of proposed annual
increases in tangible personalty assessments. As real estate rates
have increasingly felt the pressure for new sources of municipal
revenues, the practice of looking to tangible personalty has spread.
The cases of General Motors in Linden, of United Piece Dye
Works in Lodi, of American Can in Jersey City are examples of
sharp and unanticipated increases in tangible personal property
assessments. This treatment of personalty is pursued by mu-
nicipal officials with reluctance, but it represents an erratic applica-
tion of the general property tax law which constitutes a serious
deterrent to business expansion in those areas where its effects
have been noticeable.

There is a definite tendency toward such increased assessments
against business tangibles. Between 1945 and 1946, tangible per-
sonalty valuations taxable increased in 19 of the 21 counties by
amounts ranging from less than 1 per cent in Bergen County to
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42 per cent in Ocean County. As shown in Table IV, the increase
amounted to more than 5 per cent in nine of the 21 counties. This
range of increase is even more significant when compared with
the extent to which the municipalities in the several counties rely
on personal property (Tables IT1, VI and VII).

TABLE IV

CuANGE IN TANGIBLE PERSONAL PROPERTY VALUATIONS
ix New JerseEy BY CouNrties, 1945-1946

(Thousands of Dollars)

Total Tangible Per Cent
Personal Property Increase (+) or
County 1945 1946 Decrease (—)

Total—All Counties $728,427 $736,345 + 1.09
Atlantic ...voiiiiiiiiiaieiiis 10,410 11,062 + 6.26
Bergen ...................... 55,289 55,491 + .36
Burlington ............. ... 00 8,0951 8,682 + 7.25
Camden ..........ccvvuveennn. 33,135 31,830 — 3.94
Cape May ..........coovvnnnn. 3,4591 3,502 + 1.24
Cumberland .................. 9,757 9,886 + 1.32
Essex .coviiiiiiiiiiiiiiiia., 188,598 203,771 + 8.04
Gloucester .................. .. 7,861 8,403 + 6.89
HudSon .oouvvnevrneinanennnns 151,212 127,184 —15.90
Hunterdon ......... e 5,959 6,332 + 6.26
Mercer .....covviiiinnnnnnnn. 39,572 41,509 -+ 4.89
MiddIesex . .ovvvrneennernnnns 27,638 28,890 + 452
Monmouth .................... 15,6101 16,403 -+ 5.08
Morris ....covvevininnnnnnnnnn 14,4971 15,122 + 4.31
Ocean .......ccevvivivvnnnnnn. 4,128 5,883 +42.51
Passaic ......... .. ..ol 46,4341 51,925 +11.82
Salem .............. .. 0, 18,704 19,317 + 3.28
Somerset ............iiiin... 8,560 9,070 + 5.95
Sussex ...iiiiii i 3,027 3,153 + 4.16
Union ....vvveviniennnneennn. 68,558 ° 70,881 + 3.39
Warren ..........oc0n.. e 7,925 8,049 + 1.59

1 Total Personal Property-—no breakdown reported.
Source: County Abstracts of Ratables (1945 and 1946).

For the State as a whole the tax upon all classes of tangible
property represented about 13 per cent of the total general prop-
erty tax in 1946. As shown in Table V, this ratio varies from a
low of 6.6 per cent in Cape May County to a high of 31.4 per cent
in Salem County. Taxes upon business inventories represent 6.4
per cent of all general property taxes—varying from nothing in
Atlantic County to more than 16 per cent in Salem County. Other
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TABLE V
— A
Toral, GENERAL PrROPERTY TAxX AND ALL TANGIBLE
PERSONAL ProrErTY TAX IN NEW JERSEY
BY CouNTIES (1946)
(Thousands of Dollars)

Total
Gexetrul Total House- Farm Stock Business Other
Property Tax On hold and Inven- Business
Tax Tangiblesl Goods2 Machinery  tories Tangibles County
$266,621 $34,649 . $5,5688 $450 $17,007 $11,604 ...l State Total ..........
8,638 807 [} [ 1] 807 Atlantic .............
25,013 2,366 732 10 587 1,037 Bergen ......
3,224 368 9 48 88 135 Burlington3
12,067 1,333 202 7 566 469 Camden .....
3,393 224 103 7 27 87 Cape May
@ 2,582 419 198 24 131 66 Cumberlands
68,023 9,769 1,718 4 4,211 3,840 ESSeX  ....iiiiiiiiaan
2,711 312 125 24 104 58 Gloucester ...........
50,688 7,459 [ 0 6,623 836 Hudson ..............
1,091 169 37 46 39 47 Hunterdon ...........
11,464 1,784 289 7 771 697 Mercer ..............
11,770 1,636 189 19 708 721 Middlesex ............
10,251 830 384 17 142 287 Monmouth ...........
6,002 611 233 23 130 225 Morris ......iieao..
2,705 287 107 6 26 147 Ocean
16,970 2,175 231 4 1,226 T14 Passaic
1,626 510 92 36 264 118 Salem
3,101 397 122 24 95 156 Somerset
1,466 131 28 45 37 21 Sussex .....
22,109 2,769 546 31 1,155 1,037 Union ...............
1,727 294 70 48 78 98 Warren ........ Ceeees

1 No allowance made for veterans’ exemptions which n.m.y have been applied against tangible property.

—B—

BY CounTIEs (1946)

Total
Tax On
Tangibles

13.0

15.5
15.6
13.9

8.1
10.2
10.6
12.8
31.4
12.8

8.9
12.5
17.0

House-
hold
Goods2

2.1

0

2.9
3.0
2.4
3.0
(N
2.5
4.6
0

3.4
2.5
1.6
3.7
3.9
4.0
1.4
5.7
3.9
1.9
2.5

4.0

Farm Stock
and
Machinery

0.2

0
0.04
1.5
0.05
0.2

2 Net assessment derived by subtracting amount of deduction for household goods (R. S. 54:4-3.16) from value of household goods.

3 Bxclusive of special taxes for fire and light districts.

Source: Computed from County Abstracts of Ratables (1946) as corrected by State Department of Taxation and Finance.

Business
Inven-
tories

6.4

0
2,3
2.7
4.7
0.8
5.1
6.2
3.8
131
3.5
6.7
6.0
1.4
2.2
1.0
7.2
16.3
2.5
5.2
4.5

Tax UproN TANGIBLE PERSONAL PropErTY AS PrrR CENT
oF Toran GENERAL ProPERTY TAX IN NEW JERSEY

Other
Business
Tangibles

4.4

9.3
4.1
4.2
3.9
2.6



business tangibles provide 4.4 per cent of all general property
taxes—ranging from 1.4 per cent in Sussex County to more than
9 per cent in Atlantic County.

But in dollar amount, the bulk of the tangible personal property
tax is raised in relatively few municipalities, that is, in the 46
taxing districts in which taxes upon tangible personal property
amount to $100,000 or more. As shown in Table VI, tangible
personalty taxes in these 46 municipalities total almost $27 million,
or 77 per cent of the total in the State. These municipalities
account for 89 per cent of all property taxes upon business in-
ventories and 73 per cent of all other business tangible taxes.
Taxes upon all classes of tangible personalty represent 14 per cent
of all general property taxes in the 46 municipalities varying from
7 per cent in North Bergen (Hudson County) to 57 per cent in
Lower Penns Neck (Salem County).

In addition to these 46 municipalities, there are 38 municipalities
where the personal property tax amounted to less than $100,000
in 1946 but represented 20 per cent or more of the total general
property tax. Table VII shows 45 taxing districts in this ¢“20 per
cent or more’’ class, but seven of them also appear in the ¢$100,000
or more’’ class shown in Table VI. While tangible personal prop-
erty taxes represent 23 per cent of all general property taxes
assessed by the 45 20 per cent or more’’ municipalities in this
group, the ratio for individual municipalities ranges from 20 per
cent to 100 per cent.

As shown in Table VI, four municipalities (Newark, Trenton,
Bayonne and Jersey City) levied tangible personalty taxes in
excess of $1 million in 1946. These four cities account for almost
$14 million, or 40 per cent of the total for the State. They account
for over $9 million, or 55 per cent of the total tax upon business
inventories. But the potentialities for increases in other cities
are so marked that the present distribution must be viewed as
unstable at best.

For example, Table VI shows that Trenton taxes business in-
ventories to the extent of $640 thousand while Elizabeth taxes this
class of property to the extent of only $180 thousand. These two
cities are comparable in size and in business structure. This means
that Elizabeth can probably increase assessments upon inventories
as the pressure for new revenues is felt. In the same way, New
Brunswick taxes upon ‘‘other business tangibles’’ amount to
$26 thousand as compared with $114 thousand in Plainfield where
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the tax rate is lower. Within the various cities, diserimination is
apparent, not only by size of assessment, but also among industry
groups and as between real and personal property. Illustrations
of some of these variations are shown in Tables VIII through XV
for samples of corporations reporting property in the eight largest
New Jersey cities. '

From this analysis of the present administration of the personal
property tax, the Commission concludes:

Existing Cross CURRENTS oF INEQUALITIES AND INEQUITIES
ARE 80 EXTENSIVE, AND 1N MaNY Casgs so ComPoUNDED, THAT
THE HKSTABLISHMENT OF HqQuariTY oF TREATMENT MUST BE
ExpEcTED IN AND oF ITsELF TO ProDUCE SoME MarkED Tax
ReapsustmeENTs WitH RESPECT To INDIVIDUAL TAXPAYERS AND
Muwnicreanities. Bur It Is EquarLy Evipent TrEAT THE
Lo~veer Action Is Postponep THE More Dirricurt Re-
ADJUSTMENT WILL BECOME.
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TABLE VI

IMPORTANCE OF TANGIBLE PERSONAL PROPERTY TAX 10 TorAl. GENERAL PRrOPERTY TAX IN FORTY-SIX MUNICIPALITIES
WHERE TaANGIBLE PERSONAL ProPERTY Taxes AmouNT To $100,000 or More (1946)

(Thousands of Dollars)

Tangible
Business Personalty
Total Total Farm Machinery Tax Local
General Tangible Stock Business and As Per Tax Rate
Property Personalty Household and Inven- Equip- Cent of (Per $100

County and Municipality Tax Tax Goods Machinery tories ment, etc. Total Valuation)

Total-—46 Municipalities $182,560 $26,529 $2,871 $11 $15,143 $8,502 143 .
Atlantic Co.

Atlantic City .......... 5,080 476 0 0 0 476 9.3 6.45
Bergen Co.

Edgewater ............ 714 150 1 0 37 112 21.0 3.36

Englewood ............ 1,470 138 80 0.1 11 48 9.4 4.93

Garfield ............... 1,274 234 43 0 183 7 18.3 5.83

Hackensack ........... 1,739 173 41 0 72 59 9.9 4.76

Teaneck ............... 1,815 177 74 0 7 95 9.7 6.09
Camden Co. 4

Camden ............... 6,379 921 120 0 485 316 14.4 4,92
Cumberland Co.

Bridgeton ............. 803 1n 129 0 42 0 21.3 5.728
Essex Co.

Belleville .............. 1,611 178 27 0.2 54 96 11.0 4.71

Bloomfield ............ 2,800 352 120 0.4 118 113 12.6 4.24

East Orange .......... 4,350 421 242 0 98 81 9.7 4.16

Irvington .............. 3,302 395 100 0.4 273 22 12.0 4.61

Maplewood ............ 1,750 137 69 0 65 4 7.8 4.14

Millburn  .............. 1,125 121 63 0.1 2 56 10.8 3.86

Montclair ............. 3,874 349 255 0 25 69 9.0 4.74

Newark ............... 39,479 7,001 370 0 3,399 3,232 17.7 5.56

Orange ................ 1,966 176 77 0 36 63 8.9 4.76

South vrange ......... 1,421 116 64 0 6 46 8.2 4.46

West Orange .......... 2,140 184 101 0.3 74 9 8.6 4.26



€6

Hudson Co.

Bayonne .............. 7,130 1,443 0 0 1,443 0 20.2 5.752
Harrison .............. 1,029 267 0 0 112 155 26.0 3.790
Hoboken .............. 3,891 521 0 0 521 0 13.4 5.729
Jersey City ........... 25,243 3,912 0 0 3,912 0 15.5 6.588
Kearny ................ 3,162 516 0 0 231 285 16.3 4.064
North Bergen ......... 2,818 190 0 0 31 158 6.7 6.220
Union City ............ 3,534 254 0 0 66 188 7.2 5.757
West INew York ...... 2,372 229 0 0 229 1] 9.6 6.437
Mercer Co. -
Hamilton Twp. ....... 1,542 162 34 3 60 64 10.5 4.96
Trenton ............... 7,669 1,341 181 0 640 520 17.5 5.04
Middlesex Co.
Carteret .............. 841 190 11 0 147 31 22.6 7.62
New Brunswick ...... 2,084 211 5 0.3 179 26 10.1 5.04
Perth Amboy ......... 2,678 411 23 0 86 302 15.3 5.65
Woodbridge ........... 1,409 202 4 0.2 78 120 14.4 7.78
Monmouth Co.
Long Branch ......... 1,268 138 22 0 13 103 10.9 7.747
Passaic Co.
Clifton ................ 2,622 274 35 0.9 87 151 10.5 4.61
Passaic ............o00 4,269 754 59 0 627 68 17.7 4.96
Paterson .............. 7,338 968 87 0 460 421 13.2 4.42
Salem Co.
Lower Penns Neck ... 566 323 43 0.2 189 90 57.0 2.28
Union Co. ,
Elizabeth ............. 6,088 712 68 0.1 180 464 11.7 4.57
Hillside ............... 1,195 144 23 0.1 52 69 12.1 4.94
Linden City ........... 2,613 590 0.3 0.2 415 174 22.6 3.52
Plainfield ............. 2,537 283 78 0 91 114 11.2 4.38
Rahway .........c..oon. 1,173 186 22 0 164 0 15.9 4.71
Summit .......... 1,281 105 89 4 8 4 8.2 4.08
Union Twp. .. .. 1,590 212 40 0.3 126 45 13.3 4.42
Westfield .............. 1,526 120 68 0 7 44 7.9 4.12

Source: Computed from County Abstracts of Ratables (1946) as corrected.



TABLE VII

IMPORTANCE OF TANGIBLE PERSONAL PRrOPERTY TO ToTaL GENERAL PROPERTY TAX IN FORTY-FIVE MUNICIPALITIES WHERE
TaneiBLE PERSONAL ProPERTY TAXES ARE 20 PER CENT OR MORE 0F ToTAL GENERAL PROPERTY TaXES (1946)

Total
General Tangible
Property Farm Property
Tax Total Stock Business Other As Per
(thou- {thou- Household and Inven- Business Cent of Local
County and Municipality sands) sands) Goods Machinery tories Tangibles Total Tax Rate
Total—45 Municipalities $16,561 $3,868 $322,074 $60,214 $2,628,530 $856,594 234 L
Atlantic Co.
Folsom ................ 9 2 0 (] 0 2,193 24.4 4.53
Bergen Co.
Edgewater ..... e 714 150 1,462 0 36,624 111,689 21.0 3.36
Burlington Co.
Eastampton ........... 11 3 471 538 1,284 837 27.6 5.68
New Hanover ........ 3 2 89 152 1,302 0 46.7 3.72
Springfield ............ 44 11 0 11,021 36 0 25.1 4.52
Camden Co.
Gibbsboro ............. 24 6 0 1,325 3,902 1,097 26.6 2.89
Cumberland Co.
Bridgeton ............. 803 171 129,069 0 42,114 0 21.3 5.728
Commercial ........... 63 14 0 1,912 886 10,929 21.9 7,048
Maurice River ........ 45 9 2,060 144 220 7,042 21.0 4.000
Essex Co. N
Caldwell Twp. ........ 106 28 531 154 25,522 1,554 26.3 2.23
Gloucester Co.
Swedesboro ........... 104 26 3,398 0 14,273 8,024 24.6 5.36
Hudson Co.
Bayonne .............. 7,130 1,443 0 0 1,442,512 0 20.2 5.752
East Newark ......... 155 60 0 0 10,444 50,006 39.0 4.151
Harrison .............. 1,029 267 0 0 112,250 155,064 26.0 3.790
Hunteraon Co.
Delaware ............. 46 11 554 6,416 898 3,377 24.3 3.08
East Amwell ......... 49 11 1,283 5,288 428 3,651 21.8 3.93
Hampton 23 4 1,512 271 2,090 330 20.1 4.13
Holland 13 3 247 709 307 1,504 22.0 0.85
Kingwood 28 6 857 4,420 135 299 20.6 2.54
Lebanon 38 8 1,787 1,379 96 4,929 21.8 4.16
Milford ................ 53 16 1,318 0 2,842 11,548 29.8 2.25
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Middlesex Co.

Carteret ...............
Helmetta ..............
Middlesex Boro .......
Piscataway ...........
Spotswood ............

Monmouth Co.

Englishtown ..........
Jersey Homestead ....

Morris Co.

Ocean Co.

Little Egg Harbor ....
So. Toms River
Stafford ...............

Passaic Co.
Pompton Lakes .......

Salem Co.

Elsinboro .............
Lower Penns Neck ...
Upper Penns Neck ...

Somerset Co.
Bernardsville .........

Sussex Co.
Branchville ...........

Union Co.

Kenilworth ...........
Linden City ...........

Warren Co.
Franklin Twp. ........
Greenwich ............
Oxford ................
Washington ...........

Source: Computed from County Abstracts of Ratables (1946) as corrected.

© 841

236
353
53

123
164

31
39

196

15
566
173

199

26

185
2,613

190

49
77
13

31
40

12
20

39
323

42

44
590
13
9

10
15

11,430
795
6,257
44,227
0

2,384
5,482

3,018
2,790

353
160
1,113

4,729

407

43,475
8,813

28,918
1,034

4,331
250

2,162
1,639
2,176
1,493

>
cgooo

DO

85

109
20

1,654
8,838

1,468

51

147,314
14,400
25,943

3,744
12,554

6,882
0

7,395
19,911

35
1,837
130

18,688

334
188,722
25,931

2,060
1,334

34,061
415,465
247

2,886
435

31,489
64
16,737

28,005
366

20,199
16,153

11,312
1,749
18,379

15,854

2,449
90,123
11,642

9,144
4,760

5,533
174,383
7,725

0

5,134
11,321
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TABLE VIII

Crry oF BAYONNE

SampLE OoF CORPORATION FRANCHISE TAax RETURNS (1946)

REePOrRTED DETAIL OF PERSONAL PROPERTY TAXES BY BUSINESS CLASSIFICATION

Item

. Book Value of Property in Sample:

A, Land ... . oo,
B. Buildings and Improvements .
C. Tangible Personal Property

(1) Machinery and Equipment ..............
(2) Inventory ........coeeveens
(3) Other Tangibles

Total Book Value ...................

. Assessed Value of Property in Sample:

N 7 < T
B. Buildings and Improvements . .
C. Tangible Personal Property ....... e

Total Assessed Value ................

. Assessment Ratios for Sample:

. S 7 4 U
B. Buildings and Improvements .
C. Tangible Personal Property

Average Assessment Ratio ...........

. Assessed Value of All Business Tangibles in

Municipality ...........c0.0 Caeetere i,

. Business Tangibles in Sample as Per Cent of

Total (2C =+ 4) .......... N

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in Bayonne.

(Amounts in Thousands of Dollars)

Y <
] 7 a3 g
=2 EE g -k 23 2
<= . © 3 EE: sE8 S
| & b & oE =2y 3 ge= g
=8 23 2 =E EEK b 823 =
EE H : = 32 I EE :
B = = & i % 2l S
$2,783 $194 $658 $842 $46 $1,040 $3
4,114 5 426 ... 1,297 64 1,792 33
7,727 1,837 4,471 $14 1,044 114 31 216
2,079 853 849 14 180 93 4 86
5,370 828 3,517 .. 853 21 21 130
278 156 105 1 . 6
$14,624 $2,533 $5,555 $14 $3,183 $224 $2,863 $252
$2,405 $229 $557 $613 $28 $969 $9
4,608 411 1,307 ... 1,474 29 1,444 33
3,325 50 2,568 $14 525 93 10 65
$10,428 $690 $4,432 $14 $2,612 $150 $2,423 $107
86.4 118.0 84.7 72.5 60.9 93.2 00.0
114.2 81.9 306.8 ... 113.6 45.3 £0.6 100.0
43.0 2.1 57.4 100.0 50.5 81.6 32.3 30.1
L3 27.2 - 9.8 100.0 82.1 67.0 £1.6 425
$25,078
13.3
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TABLE IX

City or CAMDEN

SaMPLE oF CorPORATION FrANCHISE Tax RETURNS (1946)

REPORTED DETAIL OF PERSONAL PRrOPERTY TAXES BY BUSINESS CLASSIFICATION

Item

. Book Value of Property in Sample:
7 N T 1 T
B. Buildings and Improvements ..
C. Tangible Personal Property

(1) Machinery and Equipment
(2) Inventory
(3) Other Tangibles .............ciniiiiinnns

Total Book Value ..........cccvuunnns

. Assessed Value of Property in Sample:

A Land oo i i i
B. Buildings and Improvements .. ..
C. Tangible Personal Property

Total Assessed Value ................

3. Assessment Ratios for Sample:

. S T T
B. Buildings and Improvements ..
C. Tangible Personal Property ...

Average Assessment Ratio ...........

. Assessed Value of All Business Tangibles in
Municipality ..ovvevvveneininnreansncnrannanss

. Business Tangibles in Sample as Per Cent of
Total (20 == 4) turiiiiiiiiierircnnrrnnsenannan

(Amounts in Thousands of Dollars)

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting preperty (Schedule E) in Camden.

¥ ]
2 -é' =3 =
=g . 2 T 88 z
4w @ © % R SEQ 3]
| & &S & oF St ] &g E
—- R ~3 = i) —~oT - g0 -
i O% a =0 s & R .
53 o g E5 SEE B £5a g
& Z = & [ @ = ]
$5,411 $264 353 $124 $946 $765 $1,767 $192
12,322 635 415 1,175 543 1,459 5,036 59
18,382 2,089 .. 2,195 196 115 52
4,131 290 256 126 112 36
13,940 1,799 1,928 70 ... 14
311 ... 11 .. 3 2
$36,115 $2,988 $1,209 $3,684 $2,420 $6,918 $303
$3,788 $219 $117 $439 $518 $1,312 $190
6,895 752 286 405 731 2,660 41
7724 280 e 1,535 151 141 48
$18,407 $1,251 $403 $2,379 $1,400 $4,113 $279
70.0 83.0 73.4 94.4 46.4 67.7 74.3 99.0
56.0 118.4 59.2 24,3 74.6 50,1 52.8 69.5
42.0 13.4 40.5 ... 69.9 7.0 12.3 92.3
51.0 41.9 46.4 31.0 57.9 59.5 92.1
$16,281
474
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TABLE X

Crry oF ELIZABETH

SaMPLE oF CorPORATION FrANCHISE Tax RETURNS (1946)

REPOrRTED DETAIL OF PERSONAL ProPERTY TAXES BY BUSINESS CLASSIFICATION

Ttem

. Book Value of Property in Sample:

D K10 T e S I
B. Buildings and Improvements .
C. Tangible Personal Property

(1) Machinery and Equipment ..............
(2) Inventory PP
(3) Other Tangibles ................. P

Total Book Value ..............cnne

. Assessed Value of Property in Sample:

N 7 oV L
B. Buildings and Improvements . R
C. Tangible Personal Property

Total Assessed Value ................

. Assessment Ratios for Sample: _

7 N 7 5 T
B. Buildings and Improvements .
('. Tangible Personal Property

Average Assessment Ratio ...........

. Assessed Value of All Business Tangibles in

Municipality ..ottt i

. Business Tangibles in Sample as Per Cent of

Total (2C == 4) .ovitiiiiieiinn e

(Amounts in Thousands of Dollars)

b -]
Py ]
g B 5 8 a
=3} . B 'g et 8 8 2
< ] 3] 2 ] SLw -
| 5 E g o g @ g&H g
- i el =] Pgat =on 3 == Roe] h}
£33 ] 2 2% 2eg & SE% g
g © 2 = = 5 P é: 33 & E e 8
$5,935 7 $1,296 $37 $304 $248 $3,998 $45
7,791 22 2,144 207 461 599 4,320 38
14,932 14 12,049 26 2,402 141 32 268
4,047 3 3,520 25 314 95 2 68
10,410 i 8,119 1 2,041 38 ... 200
475 . 410 e 47 8 10 ..
$28,658 $43 $15,489 $270 $3,167 $988 $8,350 $351
$4,216 $7 $977 $58 $174 379 $2,908 $13
6,530 21 1,626 276 335 ,164 14
4,753 14 3,596 23 651 87 132 250
$15,504 $42 $6,199 $180 §$1,101 $501 $7,204 $§277
71.0 100.0 75.4 156.8 57.2 319 72.7 28.9
83.9 95.5 5.8 47.8 59.9 55.9 96.4 36.8
31.8 100.0 29.8 88.5 27.1 61.7 412.5 93.3
1 97.7 40.0 66.7 34.8 50.7 £86.3 8.9
$14,096
33.7

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E} in Elizabeth.
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TABLE XI

Crty or JErSEY City

SAaMPLE OF CORPORATION FrancHISE Tax RETURNS (1946)

REPORTED DETAIL OF PERSONAL PrOPERTY TAXES BY BUSINESS CLASSIFICATION

Item

. Book Value of Property in Sample:

Ao Land ...iiiiiiiiiii i
B. Buildings and Improvements .. ..
C. Tangible Personal Property ..............

(1) Machinery and Equipment ...........
(2) Inventories ................. ..
(8) Other Tangibles ........ovviiivnnnnn.

Total Book Value ...............

. Assessed Value of Property in Sample:

N U 1
B. Buildings and Improvements ..
C. Tangible Personal Property ..............

Total Assessed Value ............

. Assessment Ratios for Sample:

A Land ..o e e
B. Buildings and Improvements .. ..
C. Tangible Personal Property ..............

Average Assessment Ratio .......

. Assessed Value of All Business Tangibles in

Municipality ..oovviriiiiiiiiiiiiiiiaeias

. Business Tangibles in Sample as Per Cent of

Total (20 = 4) .iierinenniieeennnnnneans

(Amounts in Thousands of Dollars)

0 =
2 £ a8 =
=32 . B ] ] 28 g
2% % q =8 © ] &3 co@ 5
| R EE g o E =3 g ge= z
o k=t =R 2 =25 B8= £ Sz @
53 °& EES 2 55 BE& ) R £
= Z = = [ -1 @» & [
$12,661 $53 . $3,411 $275 $744 $1,334 $6,563 $281
42,147 134 $258 12,672 8,912 1,108 ,3 15,695 982
35,822 37 94 25,592 430 7,178 1,120 186 1,185
13,513 15 66 10,586 221 956 799 60 810
21,844 22 28 14,790 209 6,125 283 16 373
463 .. . 97 38 110 2
$90,620 £224 $352 $41,675 $9,617 $9,030 $4,840 $22,444 $2,448
$10,734 $37 AN 2,724 $196 $559 $849 $5,956 $4138
33,271 127 $30 9,374 6,014 1,022 1,841 14,064 799
22,533 S 50 13,499 615 4,520 1,188 532 2,121
$66,538 $172 $80 $24,597 $6,825 $6,101 $3,878 $20,552 $3,333
4.8 69.8 .. 79.9 71.3 75.1 63.6 90.8 147.0
8.9 94.8 11.6 74.0 67.5 92.2 7.2 83.6 81.4
2.9 21.6 33.2 52.7 143.0 63.0 106.1 286.0 179.¢
3.4 76.8 22.7 61.4 71.0 67.6 80.1 91.6 136.2
$59,378
37.9

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in Jersey Oity.
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TABLE XII
City oF NEWARK
SaMPLE OoF CorPoRATION FraNCHISE Tax Rerurns (1946)
REPORTED DETAIL OF PERSONAL PROPERTY TAXES BY BUSINESS CLASSIFICATION

(Amounts in Thousands of Dollars)

Fishing

] %" "g
@ L)
:;ﬁj D EE E " 23 §§ § g3
- k7 - =] RS
Ttem | & £8 w2 g o Sie ] ggs £ 34
SE =R £3 g 22 55% < 923 5 2
3 R &5 s 55 924 & R 2 £S
& S ] = £ & & lalel 5 -
. Book Value of Property in Sample:
S U5 1 L $46,547 $1,395 $8,043 $393 $2,832 $2,058 $31,769 $414 $43
B. Buildings and Improvements ... .. 57,738 36 $8 20,772 909 3,152 2,501 29,747 265 48
(. Tangible Personal Property 89,977 127 50 68,255 1,383 18,025 1,380 545 190 22
(1) Machinery and Equipment e 26,993 8§89 9 22,369 630 2,723 871 222 63 17
(2) Inventory .............00.. e 61,503 37 41 44,899 641 15,033 468 266 113 5
(3) Other Tangibles 1,481 1 987 112 269 41 57 14
Total Book Value ............ $194,662 $1,858 $58 $97,070 $2,685 $24,009 $5,939 $62,061 $869 $113
. Assessed Value of Property in Sample:
O 7 Y N . $26,459 $815 .. $5,899 $177 $1,716 $1,008 $17,129 $192 $23
B. Buildings and Improvements . ce 46,206 287 $5 14,331 653 2,979 2,662 24,916 307 66
C. Tangible Personal Property 42,903 132 51 27,539 1,081 12,075 1,104 735 175 11
Total Assessed Value ....... . $115,568 $1,234 $56 $47,269 $1,911 $16,770 $4,774 $42,780 $674 $100
. Assessment Ratios for Sample:
7 NP 7 U 56.4 58.4 aas 67.1 45.0 60.6 49.0 53.9 46.4 53.5
B. Buildings and Improvements . 80.0 85.4 62.5 69.0 71.8 94.5 106.4 83.8 115.8 137.5
C. Tangible Personal Property 47.7 103.9 102.0 40.3 78.2 67.0 80.0 134.9 92,1 50.0
Average Assessment Ratio.... 59.4 66.4 96.6 48.7 71.2 . 69.8 80.4 68.9 7.6 88.5
. Assessed Value of All Business Tangibles
in Municipality ................. cerean $119,260
. Business Tangibles in Sample as Per Cent
of Total (2C = 4) ....oviiiiiinennenns 36.0

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in Newark.
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TABLE XIII
City or Passaic
SaMPLE oF CorPorATION FrRaNCHISE Tax RETURNS (1946)
RerorTED DETAIL OF PERSONAL PROPERTY TAXES BY BUSINESS CLASSIFICATION

(Amounts in Thousands of Dollars)

H z
] wl et
-—«g 5 oY :E 35
-3 P - =i Q e}
s % © 3 R =] ©
Ttem | ig £ - e 8 gg= £
FE 5% g I EEE I EE @
e e ene - ) o & g 55 SEG g ESg g
sl : = z = [ 1 % [ o
1. Book Value of Property in Sample:
N 770 s H £2.695 $4 $1,456 $299 $65 $1,861 $10
B. Buildings and Improvements .. 13,188 26 8,804 168 142 3,73 18
C. Tangible Personal Property 28,128 26 25,606 $16 2,284 152 1
. (1) Machinery and Equipment .............. 12,559 2 12,148 16 230 120 43
(2) Inventory ............... .. 15,443 24 13,379 cee 2,007 32 .
(3) Other Tangibles 126 e 9 e 47 e
Total Book Value ................... $45,011 $56 $35,866 $16 $3,051 $359 $5,634
2. Assessed Value of Property in Sample:
. S 7« $3,120 $3 $1,179 cee $205 $42 $1,686
B. Buildings and Improvements .... .. 7,978 20 4,673 . 254 60 2,964
. Tangible Personal Property 9,194 15 8,286 $16 800 52 24
Total Assessed Value ................ $20,292 $38 $14,138 $16 $1,259 $154 $4,674
3. Assessment Ratios for Sample:
A Land oviiiiiiii i e e, 84.4 75.0 81.0 68.6 64.6 90.6
B. Buildings and Improvements . 60.5 76.9 53.1 54.3 42.3 79.5
C. Tangible Personal Property 32.7 57.7 32.4 100.0 35.0 34.2 55.8
Average Assessment Ratio ........... 45.1 67.9 39.4 100.0 41.3 42.9 83.0
4. Assessed Value of All Business Tangibles in
Municipality ..oiiiiiiiiiiniiireeeernonraannns $14,014
5. Business Tangibles in Sample as Per Cent of
Total (2C == 4) tvviniiiiinerinninsnnenens enee 65.6

Source: Corporation Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in Passaic.
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TABLE XIV

City oF PATERSON

SampLE oF CorPorRATION FrancHISE Tax RETUrns (1946)

REPORTED DETAIL OF PERSONAL ProOPERTY TAXES BY BUSINESS CLASSIFICATION

Item

. Book Value of Property in Sample:

. S 7 L S
B. Buildings and Improvements .. ..
C. Tangible Personal Property ..............

(1) Machinery and Equipment ..
(2) Inventories .............
(8) Other Tangibles ........vcvvevennnn,

Total Book Value ...............

. Assessed Value of Property in Sample:

. N U 1 U
B. Buildings and Improvements RN
C. Tangible Personal Property ..............

Total Assessed Value ............

. Assessment Ratios for Sample:

A.Land ... e
13, Buildings and Improvements ..
(. Tangible Personal Property ..............

Average Assessment Ratio .......

. Assessed Value of All Business Tangibles in

Municipality ....ovviiiiii it

. Business Tangibles in Sample as Per Cent of

Total (2C = 4) tivveinriernonaninnnnnanans

# Subject to further investigation.

Source: Corporation Business Tax Returns (1946)-—includes all corporatio s

(Amounts in Thousands of Dollars)

" 2 3
g 7 3 -2
=F : g L ; 5 £ gs
e ig g : =2 . g5é 2 =1
H i3 g $£ =3 ¢ ge- £ 2%
—_ fag=] — 23 - R
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$43 $1,757 $61 $388 $612 $5,805 $19 $8
231 5,083 177+ 597 956 9113 31 10
592 18,503 59 5,007 153 500 172 10
293 7,002 43 828 316 409 63 2
208 11,254 16 4,131 137 36 108 8
247 138 55 1
$869 $25,383 $207¢  $6,082 $2,021 $15,435 $222 $28
$6,704 $16 $1,092 $38 $203 $223 $5,005 $19 $18
17.710% 128 27917 7,139+ 196 168 6,526 24 12
70327 115 4,768 58 1,072 196 130 36 2
$31,741% $259 $8,71T  §7,285*  $2,761 $887 $1,711 §79 $32
7.1 37.2 62.2 62.3 75.5 36.4 86.2 100.0 225.0
1095* 547 580  4033.3¢ 8311 1900 L5 7.4 120.0
288 19.4 25.6 98.3 387 433 36.0 20,9 20.0
63.1* 29.8 318 2436.0* 5.4 3.9 75.9 35.6 114.3

$19,930
36.8

reporting property (Schedule E) in Patersoun.

Fishing
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TABLE XV
Ciry oF TRENTON
SAMPLE OF CorPORATION FRANCHISE Tax RETUrNS (1946)
REPORTED DETAIL OF PErsoNAL ProPERTY TAxES BY BUSINESS CLASSIFICATION

(Amounts tn Thousands of Dollars) -

2 El =
w = o .
_E 2y E o g sE
PR =5 EEC] b » ] =R £ S b,
Item Tg 25 w0 22 E 2 uﬁw 2 g é E‘Eh‘:ﬁ
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1. Book Value of Property in Sample:
B 73 T P $3,804 $31 $30 $1,290 $30 $206 $254 $2,028 $19
B. Buildings and Improvements ....... 11,140 67 6 5,543 147 347 239 4,487 284 A
€, Tangible Perscnal Property ...... . 15,739 111 27 11,072 113 3,463 399 389 164 $1
(1) Machinery and Equipment . 4,567 1 2 3,527 98 508 147 233 50
(2) Invéntory ....... . 11,003 110 13 7,456 14 2,909 250 142 108 1
(3) Other Tangibles .......... ceneens 169 S 11 89 1 46 2 14 6 e
Total Book Value ............ $30,773 $215 $83 $17,905 $290 $4,016 $892 $6,904 $467 $1
2. Assessed Value of Property in Sample:
A Land ..ol . $3,009 $51 $6 $684 $10 $147 $153 $1,942 $16
B. Buildings and Improvements . 7,933 83 29 3,231 143 204 352 3,604 197
(', Tangible Personal Property 6,151 3 8 3,316 52 2,103 342 176 90 $1
Total Assessed Value ........ $17,093 $197 $43 $7,231 $205 $2,544 $847 $5,722 $303 $1
3. Assessment Ratios for Sample:
Ao Land .oooaaiioiiiieiiieee 77.3 137.8 20.0 53.0 33.8 1.4 60.2 95.8 84.2
B. Buildings and Improvements 71.2 123.9 111.5 58.3 97.3 84.7 147.3 0.3 69.4
(!, Tangible Perscnal Property 39.1 56.8 29.6 29.9 46.8 60.7 85.7 45.2 54.9 100.0
Average Assessment Ratio.... 55.5 91.6 51.8 40.4 T0.7 63.3 95.0 82.9 64.9 100.0
4. Assessed Value of All Business Tangibles
in Municipality .......ciiiiiiiieniena, $30,659
5. Business Tangibles in Sample as Per Cent
of Total (2C +— 4) ...ovivvenns 20.1

Source: Corporaticn Business Tax Returns (1946)—includes all corporations reporting property (Schedule E) in Trenton.



ALTERNATIVE REMEDIES

The first alternative is to permit the present bad situation to
become worse, that is, do nothing with the tangible personal
property tax. As a result of extensive contacts with taxpayer
groups, with local officials and with many others concerned with
the problem, the Commission has become convinced that such a
course is neither acceptable nor desirable. In fact, abolition of
the ad valorem tax on tangible personal property, at least in its
present form, seems to be a point of beginning in all considerations
of the problem which look toward some constructive improvement.
The question arises, how to replace the $35 million now being
raised from this source?

The Commussion has given ecareful consideration to many
alternatives, including, among others, the old device of the classi-
fied property tax, State or local assessment at a fixed rate, adapta-
tion of the corporate net worth tax, personal and business income
taxes, consumer sales tax and many varieties of other excise taxes.
While there is much to say for and against the details of specific
types of taxation, the problem in its essence reduces itself to a
question of policy: Shall we continue the ad valorem taxation of
personal property, or shall we adopt some form of in lieu taxation?

1. A4d valorem Tazation

It has been argued that there is nothing wrong with our present
personal property tax, that could not be cured by centralization of
the assessment process in a technically competent State agency,
and the establishment of a fixed rate of taxation. State assessment
might very well have the advantage of eliminating the present
inter-municipal competition for industry on a tax basis, and in
that way of curtailing the present unfortunate loss of ratables by
cities due to the decentralization of industry. There are two prin-
cipal objections to this alternative, which go to the very root of
the problem before the Commission:

First, it is perfectly clear that treatment of tangible business
personalty, particularly business inventories, under the general
property tax, however assessed, is entirely undesirable from an
economic viewpoint. The economic objection is directed prin-
cipally toward any effort to assess inventories of finished goods,
work in process or raw materials on an ad valorem basis. This
type of property, which has borne the brunt of the present per-
sonal property tax on business ($17 million out of a total of

¥
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$28.6 million in 1946) has greatly varying characteristics from
industry to industry, so that in some industries inventory may
turn over twice a year whereas in others it may turn over twelve
times a year or more. The value of raw materials and work in
process is especially questionable in those industries where spoil-
age is an important factor. While slow-moving inventory may be
kept on the books at the same value as rapidly moving inventory,
it obviously has vastly different characteristics as a tax source. It
is well known, moreover, that inventory is readily controllable in
some industries, and any attempt at effective application of an
ad valorem tax would merely result in a flight of such inventories
out of the State. These characteristics of inventories are illus-
trated in the discussion of the Commnission’s proposal respecting
them (pages 46 to 50) herein). In brief, inventory is mobile, is
consumption goods, whereas other forms of personal property are
relatively fixed in location and are production goods. It is neither
logical nor practical to tax them the same way.

Secondly, from the viewpoint of tax equity, a tax system which
seeks to raise its revenue by taxation solely in proportion to the
ownership of machinery and equipment and of business inventories
has an inherent inequity and inequality which is already too
prevalent in our State tax system. This is especially true in the
case of processing industries, service, construction and amusement
industries, all of which may enjoy extensive and profitable business
activity without becoming subject to any substantial personal
property tax in any system dependent upon ad valorem assessment.

Authorities on taxation, both practitioners and theorists, are
almost unanimous in the opinion that inventories cannot be
soundly taxed under an ad valorem system of taxation. Thirty-
five years ago, the International Tax Association adopted a resolu-
tion indorsing the report of its Committee on Causes of Failure
of the General Property Tax. The Committee, headed by Judge
Oscar Leser, Maryland Tax Appeal Court, and including Professor
Edwin R. A. Seligman, City Assessor James C. Forman, of
Toronto, Nils P. Haugen, chairman of the Wisconsin State Tax
Commission, and Frederick N. Judson, Chairman of the Missouri
Special Tax Commission, 1906, reported :*

“In the case of tangible property such as merchandise, the results of general
evasion are similar. Selling prices are fixed on the assumption that the

* National Tax Association, State and Local Taxation: Fourth International Con-
ference, Addresses and Proceedings (Columbus, Ohio, 1911), pp. 309-310.
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business will largely, if not wholly, escape taxation. The few merchants who
are caught find themselves taxed out of all proportion to others, and are
unable to recoup themselves for the tax by adding to prices, because of the
competition with those who escape, or with nonresidents—who may be wholly
relieved from such liability in their own States.

“Sometimes it is argued that if every one would make a full return of
property, the tax rate would be so low that no hardship would result and any
theoretical injustice would not be felt. The reply of the Ohio Commission of
1908 to this argument is sufficient:

““The present tax is so imminent and the prospect of a full return by all
citizens is so remote that the individual taxpayer has not felt inclined to
institute a reform which may turn.out to be wholly at his own expense.””

Professor Seligman, in his own treatise, has taken an even more
positive point of view, thus:*

“Let us recognize the fact then, once and for all, that a system of property
taxation, except in so far as certain forms of real estate are concerned, is un-
suited to modern economic conditions as the ordinary and principal source
of revenue, however strong the arguments may be for its utilization in excep-
tional cases as in the European post-bellum situation. Let us boldly face the
situation and confess that while a classified property tax may constitute the
only possible step in advance for those states that are still tied up by a rigid
constitution, the scheme is inapplicable to, or undesirable for, those states
which are more fortunately situated from the constitutional point of view; and
that even in the former class of states the energy that is being developed in the
promotion of a classified property tax might more profitably be directed to
what is at all events a more thorough-going remedy.”

More recently, the Committee on Taxation of the Twentieth
Century Fund under the chairmanship of Thomas I. Parkinson,
aided by Professors Carl Shoup, Ray Blough, and Mabel New-
comer, reported on a survey of taxation in the United States and
concluded :**

“In common with practically every other observer, past or present, we
deplore the obvious injustices found under the property tax. We urge that
they be speedily lessened, even though complete elimination is too much to
hope for. * Continual pressure for better assessors and better assessment under
the real estate tax must be exerted. Whether state assessment rather than
local assessment is called for is a matter that must be decided in each state in
the light of local conditions, but we should like to see a few states, at least, try
the experiment. T'here are substantial reasons for abolishing the taz on tangi-
ble personal property in any state that can possibly raise ils revenue in another
FHA‘ Seligman, Essays in Taxation, 10th Ed. (New York, The MacMillan Com-
pany, 1928), p. 650.

** Carl Shoup, et al.,, Facing the Tax Problem (New York, Twentieth Century Fund
Inc., 1937), pp. 411-412 (italics added).
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way. It is difficult to administer. Even if it is perfectly administered, it is
a poor means of measuring either the benefit to or the ability of an individual
or a business firm.

2. In Lieu Taxation

The inherent inequities and difficulties of ad valorem taxation
of tangible personal property are so great, under any of the avail-
able alternatives, that it would appear highly desirable to adopt
some form of in lieu taxation. Were it not for the substantial
amounts of municipal revenue involved, the simplest remedy
would, of course, be to abolish the taxation of tangible personal
property in the same manner that the Commission recommended,
and the Legislature adopted, with respect to intangible personalty.
But the replacement problem is so large and the nature of the
problem so different with respect to tangibles that this method
would not be either feasible or fair.

Nor is it conceivable that any adjustment of the net worth tax
could be used to provide the necessary replacement revenues.
Local taxes on inventories alone produce, as we have seen, $17
million a year at current rates, which is more than twice the entire
yield of the corporate net worth tax; The personal property tax
is, moreover, derived in very substantial amounts from taxpayers
who are not and could not be made subject to the corporate
franchise tax. 7

In New York, and in other States where ad valorem taxation of
personal property has been either completely abolished or modi-
fied, the income tax or consumers’ sales tax is ordinarily used as
a replacement levy. While it is certainly arguable as to whether
or not the replacement feature is clear in the case of tangible
personal property, this Commission has more than once indicated
that it does not believe New Jersey is as yet prepared to accept
either a personal income tax or a consumers’ sales tax, or what
is more likely, both of them together. '

The development of a tax base to replace the present tangible
personal property tax, however, should logically be related in some
way to the benefit that will be conferred on present large holders
of personalty as the result of the removal of ‘‘tax lightning.”’ This
was the basis upon which the Commaission approached the problem
of intangible personal property and it was widely accepted as a
fair and reasonable approach. In this connection, some reference
to the manner in which competitive industrial areas have met the
problem is helpful. Tt is impossible to compare individual taxes
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among the States without considering the respective State and
local tax systems in their entirety, but reference to Table XVI
will at least show that in all competitive areas, in an industrial
sense, the personal property tax has either been abandoned or has
been supplemented by one or more additional taxes of the excise
type.

An examination of Table XVI indicates that sooner or later
industrial States have come to the realization that personal prop-
erty cannot be fairly or effectively taxed under the general
property tax, and that the property tax itself, however well ad-
ministered is much too narrow a base upon which to hope to appor-
tion fairly the common burden of the cost of government. In an
effort to make the personal property tax work in Connecticut
(Bridgeport), Ohio (Cleveland) and Illinois (Chicago) the device
of fractional assessment is employed, but under the New Jersey
constitution any such device is purely extra legal and could not be
regularized by statute. In Connecticut, the property tax is sup-
plemented by a corporation income tax, in Ohio by a consumer
sales tax and in the City of Toledo by a city income tax as well.
In Tllinois, State and local government is struggling under the
same tax ills that beset us in New Jersey.

Further reference to Table XVI shows that in the two areas
most directly competitive with New Jersey, that is New York and
Philadelphia, inventories are completely exempt from property
taxation, and in New York this extends to machinery, tools, equip-
ment, furniture and fixtures as well. In Massachusetts, whose
economy both in character and volume is very similar to that of
New Jersey, taxation of personal property ad valorem has also
been largely abandoned.

This is not to say that New Jersey should necessarily model its
taxing system after any other State. But we must at least be
constantly aware of what other States are doing simply because of
the competition they offer for the location of employment-giving
industry, if for no other reason. It is reasonable to expect, more-
over, that we should seek to adopt the best features and avoid the
failures of other States in revision of our own taxing system.

New Jersey has long been a favorable place for the location of
industry, and to the extent that tax policy may have any influence
in this respect, the Commission would strongly recommend con-
tinued consideration of the economic implications of State and
local taxation. But it is clearly evident that the people of New
Jersey cannot look across the Hudson River on the one hand or
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TABLE XVI

TANGIBLE PERSONAL PROPERTY AND Businkss Excise Taxes iy SeLECTED CITieEs (1946)

0—Not Taxable. ( )—Alternative Minimum Tax. ' X-—Tax in Effect, Rate Variable.
P 1946 Tax Rate in Per Cent — N
Tax Base Baltimore Boston Bridgeport Chicago Cleveland Newark New York Philadelphia

Personal Property:
1. Machinery, tools and

equipment ......... . 0 2.983 4.244 2.988 5.565 06 or
2. Inventory ................ 12751 (.565)2 2.98 4.24 2.989 5.56 0 0
3. Furniture and fixtures .. 3.09 2.98 4.24 2.9810 5.56 0 0
Business FEuxcise Taxes:
4. Retail sales ......... 0 0 0 2.0 3.0 0 2.0 0
5. Use taxes ...... 0 0 1} 0 3.0 0 2.0 0
6. Gross receipts 0 0 .025 to 0.12 0 0 0 0.1 0
7. Corp. net income tax .... 1.5 X2 2.0 0 0 0 0 4.0
8. Personal net income tax. 2.0-5.0 X 0 0 0 0 2.0-7.0 1.0
Corp. Franchise:
9. Cap. Stock and net worth X X2 0 X X X 0 X
10. Franchise Income ....... 0 0 0 0 0 0 4.5 0
(1 mill
on assets)

1 Baltimore: State assessed. Also note that exemption of machinery, tools and equipment is a matter of county option. Same as to raw materials
and manufactured products in hands of manufacturers.

2 Boston: "The Massachusetts corporate excise tax censigts of (1) an income tax (at 2.5 per cent) and (2) a tax upon the fair value of capital stock
after deduction of the following: equity in real estate, value of motor vehicles certain exempt securities, tangible property outside the State and cash
and receivables atiributable to an office outside Massachusetts. The remainder, after these deductions, is known as the ‘‘corporate excess’’ and is taxable
at 0.5 per cent, but the tax may not be less than the same rate applied to all tangible property (without allocation), other than real estate and automobiles.

Either of two alternative minimum cemputations is effective whenever the tax would be greater than the sum of (1) and (2) above. These minimum
excises are either 0.05 per cent of the fair value of the capital stock without any deductions, or 0.05 per cent of alloeated gross receipts. .

In any event 13 per cent is added to the tax as computed; for this reacon all the above rates appear in the table multiplied by 1.13.

General business corporations, other than manufacturing, and unincorporated business are taxable locally on machinery. TUnincorporated business is
also taxable on inventory. DBoth classes ure as essable at true value, at the average Stute rate.

3 Bridgeport: In practice, inventery is assessed at from 50 to G0 per cent of average book value; machinery, tools, equipment and farniture at book
value. Total value is adjusted by an ‘‘equalized percentage’’ of 83 per cent for assessment purposecs.

4 Chicago: Valuation of tangibles is at 70 per cent book, but not less than 20 per cent of replacement ecost. Some 140,000 small business units are
assessed by a ‘‘pragmatic approach’-—that is, they ere billed for 2an amount equal (o one-third of a month’s rent.

5 Newark: It is impossible to ve at the assessment ratio, if any, customarily used in Newurk uassessinents of tangible personalty.

6 New York: Although persecnalty is not taxed, it enters into determination of second minimum in State franchise tax, i. e,, 1 mill on total assets,

7 Philadelphkia: In cities outside Philadelphia and Pittsburgh machinery in ‘‘factories’” is dcemed real estate,

8 Clevelund: Assessed at 30 per cent of true value,

9 Cleveland: Assessed at 70 per cent of average monthly value for merchandise in stores.

10 Cleveland: Assessed at 50 per cent for inventory of manufacturers.




the Delaware on the other, at the standard of governmental serv-
ices or the level of the general property tax and attempt to equal -
either of them here in New Jersey under our agrarian system
of taxation. It is only by making a gradual transition to a sub-
stantial measure of activity as a-basis of taxation, as well as by
the practice of the highest order of economy and efficiency in State
and local government, that New Jersey can hope to provide the
high standard of governmental service which its people desire and
at the same time to avoid general property tax rates of $6.00 and
$7.00 per hundred dollars of true value.

The Commission accordingly recommends:

TaaT NEW JERSEY ABaANDON THE PrESENT TANGIBLE PER-
soNAL ProperTY Tax ox BuUsINEss AND SUBSTITUTE AN IN
Lieuv Muasure or Taxation WaicH Wit RErLeEcT BUsiNgss
Activity As WELL As BroapEx THE Base To IncLupe Inpus-
TRIES NoT Now Bearine Turr Fair Smare or THE CosT oF
GOVERNMENT.
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REPLACEMENT TAXES

The foregoing considerations have led the Commission to deal
separately with each of the segments of the personal property tax
problem. That is, it is possible to breakdown the problem into
manageable segments by dealing separately with—

Taxation of Business—involving the replacement of—

$17.0 million—derived in 1946 from the taxation of inven-
tories; , :

$11.6 million—derived in 1946 from the taxation of ma-
chinery and equipment, furniture and fixtures.

Taxation of Household Personal Property—involving the re-
placement of—

$5.6 million—assessed in 1946 but subject to a substantial
amount of uncollectible delinquencies.

Taxation of Farm Personalty involving—
$.5 million—assessed in 1946 upon farm stock machinery.
* * *

While the Commission is aware of the deficiencies in the lacal
assessment process, the foregoing breakdown has been reported
by the assessors themselves and is obviously as significant as their
valuations. Since the total valuations are legally acceptable for
taxation, it is apparent that the breakdown, even though arrived
at by questionable methods in some cases, is not more questionable
than the valuations themselves, and is therefore a satisfactory
basis upon which to deal with the total problem.

* *

*

MACHINERY AND EQUIPMENT

1. Manner of Assessment

Machinery, equipment, tools, furniture and fixtures used in busi-
ness are essentially a form of capital wealth and the Commission
has approached this part of the problem with a view toward obtain-
ing a solution which does not depart too radically from the manner
of taxation of comparable capital, particularly buildings and struc-
tures. The problem has been to restore equality of treatment as
among taxpayers and as among taxing districts, to eliminate inter-
municipal competition and to afford a clear and certain basis of
assessment.
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The Commission finds that it is possible to meet these require-
ments as well as related technical needs by merely stabilizing the
assessment of this type of property upon a uniform State-wide
basis. While the variations among municipalities have been
shown to be extreme, if the over-all result could be duplicated in
each municipality, a fair and reasonable tax would be imposed in
each municipality.

To this end, State assessment, at the State average rate which
this type of property has experienced in 1946 would be a satisfac-
tory solution provided it were not necessary to attempt actual
valuation of each and every item of the millions of items of tangible
personal property. While our State constitution requires prop-
erty taxes to be assessed under general laws by uniform rules
according to true value, the validity of a classification of property
according to use such as here proposed is well established in the
decisions of our courts.! The difficulty has always been in arriv-
ing at an effective basis of valuation which would cure the present
situation of every assessor being a law unto himself.

By establishing a single State assessing agency, part of the
difficulty is overcome in that there is one assessor instead of 564.
The need for a uniform rule of valuation to which we have hereto-
fore paid mere lip service through the statutory requirements of
valuation at true value, can be given definite and reasonable con-
tent by the adoption of a method which has been tried and tested
in Ohio, under a constitutional requirement very much like our
own.

The Commission has been advised of the results of a careful
field study of the personal property valuation problem under the
Ohio law and practice. While that State has not yet reached the
point of recognizing the fallacy of any attempt to tax inventories
as property, it has adopted the fractional valuation device (which
would be unconstitutional as a legislative matter in New Jersey),
and has had a very favorable experience with the use of a presump-
tion that book value shall be deemed true value in the absence of
a different finding by the assessor. The use of this presumption
has two key advantages:

First, it places the great mass of taxpayers under a reasonable
rule of assessment; and second, it permits the processing of the

great bulk of assessments as a matter of routine. As a result, the
1 Salem and Pennsgrove Traction Co. v. State Board, 97 N. J. L. 386, 117 Atl. 401,
affirmed 98 N. J. L. 570, 119 Atl. 926; Central R. R. Co. v. State Board of Assessors,

75 N. J. L. 120, 145, 67 Atl. 672, 682, affirmed Central R. R. Co. v. Baird, 75 N. J. L. 771,
69 Atl. 239.
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Ohio method overcomes the principal defects and inequalities in
our present system. The result of the survey in that State is
reported as follows:

“There is no doubt as to the meaning of ‘true value’ in
Ohio. The law requires that net book values are to be as
true values ‘unless the assessor shall find otherwise.” The
assessor may make adjustments on his own initiative or in
response to a claim filed by the reporting company asking
for an adjustment on the basis that its book figures do not
represent the true value of its assets. In practice, only a.
small number of these adjustments are made. The law pro-
vides one other exception to the use of net book values.
Machinery and equipment is not to be depreciated below
20 per cent of original cost as long as it is still in use.

“Net book values are the basis of true value in Ohio, and
any adjustments are applied to that basis. KEvery reporting
company is required to file with its personal property tax
return a detailed balance sheet which is exactly the same as
that used for Federal income tax purposes. The personal
property valuations appearing in this balance sheet are the
basis for the assessment of that property. The assessment
date in Ohio is January 1st, but companies on a fiscal year
basis may use their regular year-end balance sheet as the
basis for their valuations. We were informed by Mr. Stan-
ley Bauers, Chief of the Personal Property Division of the.

© Ohio State Tax Commission, that extensive audits were
made to see that the taxpayers are complying with this
provision. "

““As part of our investigation, we interviewed several
bank executives in Cincinnati and also the president of the
Property Owners’ Association of that city. One of the bank
executives arranged an interview for us with an aggressive
manufacturing concern in Cincinnati. The vice-president of
this company allowed us to examine both the company’s
personal property tax return and its Federal income tax
return for the year 1945. ‘

““As a result of the foregoing, we satisfied ourselves that
in Cincinnati the net book values of personal property are
actually reported by the taxpayers and, with the exceptions
previously noted, constitute the ‘true values’ which are the
assessed values.
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“It may be noted that in Ohio personal property tax
returns are frequently prepared by the reporting company’s
certified public accountants. In most if not all of the other
States in the group under survey, public accountants would
have nothing to do with the filing of a property tax return.””*

There are also several collateral advantages to retaining the
ad valorem taxation on personal property, other than inventories,
used in business. These are:

First, since 13 per cent of the entire property tax base is
now composed of tangible personal property, the removal
of the entire tangible personalty base from the local prop-
erty tax in one sweep would present too drastic a problem
of adjustment in municipal revenues to be undertaken with-
out a reasonable period of adaptation in a ‘‘property tax
State’’ such as New Jersey.

Second, the problem of returning to the municipalities
sufficient revenue to replace that lost by abolition of the
present method of taxing tangible personal property is
reduced to more manageable proportions by the simple
device of returning to the municipality of situs all of the
yield from the taxation of non-inventory business per-
sonalty. The problem of distribution will then relate solely
to replacement of the $17 million now derived in the aggre-
gate from local taxation of inventories.

2. Tax Rate to be Applied Under Proposed State Assessment

As shown in Tables I and 11, the average assessment ratio for
business tangible personal property reported by 6,198 corpora-
tions in their 1946 corporation franchise returns was 35 per cent
of book value. Upon this basis, ad valorem taxation of such
property upon book value at 35 per cent of the present average
general property tax rate would be required to replace the present
tax upon personal property. This indicates an average tax rate
of $1.80 per $100 of book value to replace the personal property
tax assessed in 1946 ($5.15 X .351 =— $1.80).

However, it has been shown that the effective average tax rates
applied to business tangibles is not identical with the over-all
average general property tax rate ($5.15 in 1946). The average
rate applied to ‘‘other business tangibles’ in 1946 was $5.07 per

* Memorandum from Touche, Niven, and Co., certified public acecountants, to Twin

Cities Research Bureau, Inc., July 26, 1946, Re ‘‘Pilot Study of the Impact of Taxes on
Manufacturers in Seven Midwestern States”’—pp. 24-26.
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$100 valuation (see page 17). Differences in assessment practices
as among taxing districts implies that rates derived in this way
only approximate the necessary replacement rate. Fstimates by
the Commission indicate that ‘‘other business tangibles’’ are more
completely assessed than are business inventories. Upon an esti-
mated total book value of $550 million for this clags of property
(see page 3) the necessary tax rate to replace $11.6 million of
taxes assessed in 1946 would become $2.10 per $100 valuation.

All of these estimates are of necessity only approximations.
However, they indicate that a tax rate of something like $2 per
$100 of book valuation would be required to replace the present
property tax upon ‘‘other business tangibles.”” Because this is an
average rate, it is higher than would be required in some taxing
jurisdictions and lower than what would be needed in other
districts.

The average rate, however, is largely dominated by the general
tax rate in the large cities which have the principal concentration
of inventory and machinery and have made a more strenuous effort
to tax such tangible personal property. In order to avoid the
element of inter-municipal competition which has thus far oper-
ated to the disadvantage of large cities, it would be desirable to
adopt a uniform rate to be applied against business tangibles
throughout the State. Revenue requirements, however, are not
uniform in all municipalities and application of a uniform rate
would serve only to transfer the area of inter-municipal competi-
tion to real estate. The alternative is to provide for uniform
valuations and application of a uniform ratio of the personal prop-
erty rate to the general tax rate in each municipality. In this way
all property will share increases and reductions in the general tax
burden and competition will be confined to that based only upon
local revenue requirements.

The Commission accordingly recommends :

Tuar Macminery, Toors, KqurpmeENT, FURNITURE AND
Fixtures Usep 1n BusiNess BE STATE-ASSESSED AT TrRUE
Vavue, WaicH SHALL BE PRESUMED 10 BE Boox VALUE BUT
Nor Less Taax 20 Per Cext oF Cost so Loxg as ax ItEMm
Remains ix Use; anp TuaT SucH PROPERTY BE ASSESSED AT
OnE-HALF oF THE GENERAL PropErTY Tax Rate as DE-
TERMINED IN KacH Muxicreariry But Nor ExceEpiNng THE
Averace STATE GENERAL PropErTY Tax RaTE FOor THE PrE-
CEDING YEAR; WirH THE YIELD oF SucH TaAx To BE RETURNED
70 THE RESPECTIVE MUNICIPALITIES IN WHICH THE PROPERTY

Is LocaTEp.
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BUSINESS INVENTORIES

The Commission has considered taxation of business inventories,
including raw materials, work in process, semi-finished goods, and
stock in trade, from the viewpoint of perfecting, if possible, the
present plan of taxation of this kind of property, somewhat along
the lines recommended for machinery and equipment, etc. Upon
analysis, this approach has proved to be neither feasible nor sound.
The problem has two sides: First, the basic inequity in seeking to
use the ownership of commodities ad valorem as a measure of
distributing the tax burden; and second, the impossibility under
such a plan of making any distinction between the great variety
of business patterns of inventory production and turnover, as
illustrated in Table XVII.

Property taxes generally seek to avoid diserimination in favor
of seasonal industries by requiring the assessment of inventories
to be based on an average value throughout the year. In practice,
however, this requirement has in most cases proved impossible to
meet, since taxpayers do not, as a matter of sound business practice,
take an inventory more than once or twice a year in any manner
which would be suitable for valuation purposes. Nor has any
assessor ever been found with either the facilities or the desire to
pursue a periodic valuation of the myriad items which make up a
typical inventory in our American economy.

It is the characteristic of inventory as a current asset, uniformly
recognized by accountants, which distinguishes it from machinery
and equipment, furniture and fixtures which are similarly recog-
nized as fixed assets. This is no mere distinction of terminology.
The fixed assets are, as their designation implies, stable in their
location, use, and identity. Current assets, however, are constantly
fluctuating in amount, in character as between inventory and
accounts receivable or cash, and frequently even in location. Any
system of taxation which attempts to treat both in the same
manner must obviously be unsuited to one or the other.

Following the principle that an in lieu or replacement tax should
be related to the relief afforded by abolition of the tax on inven-
tory, the Commassion has sought to develop a plan of taxation
which would be closely related, in an equitable manner, to the use
of inventories in business. The Commission has also followed the
principle that it is insufficient to establish equity within the group
of taxpayers owning or using inventories, but that it is also
necessary to establish equity as between those businesses which
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TABLE XVII
ReraTioNsHIP BETWEEN INVENTORIES AND ASSETS, SALES AND PROFITS FOR SAMPLE OF BUSINESS I'IRMS
By MaJor INDUSTRY AS OF ABoUT DrcEMBER 31, 1945
{ Amounts in Millions of Dollars)

Inventories Sales as Multiple
Number of Companies As Y% of Assets of Inventories Profit as % of Sales
Assets Assets Assets Assets
Under Total Under Total Under Total Under Total
Industry $250,000 Reporting $250,000 Reporting $250,000 Reporting $250,000 Reporting
1. All Manufacturing 366 1,843 28.38 20.97 10.76 6.88 4.2 4.1
A. Food Products ................. 52 196 25.00 26.48 20.09 10.11 2.3 2.1
B. Textile Mill Products ...... 33 212 39.13 29.31 8.81 5.18 5.0 3.6
C. Apparel ............... ... ... 50 124 31.33 37.05 12.04 6.41 5.1 2.9
D. Leather and Leather Products. 12 99 40.90 35.93 7.89 5.66 2.8 2.8
E. Lumber Products .............. 41 100 27.06 ) 24.92 9.74 6.07 6.7 41
F. Paper and Paper Products .... 19 99 24.25 15.27 - 10.88 7.76 3.4 3.7
G. Printing and Publishing ....... 27 70 17.50 13.50 12.00 9.38 4.8 5.7
H. Chemicals and Chemical Prod-
UEES oot 23 123 29.79 18.31 9.21 6.10 3.9 6.8
I. Stone and Clay Products ...... 6 44 14.47 13.73 19.56 6.30 3.5 5.9
J. Iron and Steel Products ....... 34 218 28.89 17.48 9.27 7.11 3.7 2.3
2. All Retail Trade 191 409 31.76 28.54 8.57 9.11 4.4 2.8
A. Food and Beverages ........... 12 33 46.92 37.63 8.85 9.85 2.2 1.5
B. Department Stores ............. 9 61 35.84 23.37 7.51 9.44 3.1 3.7
C. Men’s and Boys’ Clothing ...... 15 22 25.05 25.47 8.95 9.65 5.9 4.8
D. Women’s Ready to Wear ...... 19 32 30.28 29.28 10.64 4.94 5.0 6.2
E. ShoeS .......ciiiiiiinnaininn. 9 15 40.62 31.40 8.15 9.24 2.8 3.1
F. Furniture ...................... 16 32 28.44 21.43 5.75 5.79 8.5 5.4
G. Automobile and Accessories ... 25 48 24.99 29.78 15.92 8.32 5.7 5.5
H. Hardware .........coovviieeenn. 8 16 48.03 42,82 5.01 5.34 3.9 3.1
3. All Wholesal¢ Trade 195 488 38.13 41.34 13.14 8.84 2.8 1.7
A. Dairy, Pou.try, Fruit, Vege-
tables ... ooiiiiieeiiean. 25 31 25.89 40.08 33.33 19.42 1.6 1.5
B. Groceries ............... . ... 23 79 53.07 52,22 9.31 8.47 2.0 1.3
C. Wines and Liquors ............ 6 15 51.86 48.89 10.77 9.43 3.7 2.0
D. Tobacco and Tobacco Products 4 12 35.93 60.95 28.00 6.19 6.4 1.5
E. Textile Products and Apparel.. 21 55 31.00 25.13 12.71 12.00 4.4 2.4
F. Lumber and Coal .............. 12 42 16.19 16.79 26.73 15.08 4.0 1.9
G. Paper and Paper Products .... 12 27 33.35 30.14 10.58 12.49 3.5 2.3
H. Iron and Steel Products ....... 25 79 38.31 41.23 8.52 6.70 3.6 2.3
I. Electrical Products ............ 10 16 36.21 32.13 8.25 9.62 31 2.1
J. Machinery and Equipment .... 8 21 44 .36 40.83 6.98 7.43 5.2 2.2
K. Auto Parts and Accessories ... 7 11 41.49 43.39 8.59 7.28 3.6 3.0

Source: Bd. of Gov. of Fed. Reserve System and Robert Morris Associates, joint study.



require relatively large amounts of inventory as compared with
those which require lesser amounts or none.*

In a highly industrialized State such as New Jersey, these two
objectives can be readily fulfilled by an excise tax on production
of goods, and as to distributive and service industries on the
volume of business done in New Jersey. ' In the case of a manu-
facturers excise tax, taxation of inventory ad valorem would be
replaced by taxation measured by the flow of products in each
business unit. In the case of the general business excise tax, the
present base of personal property taxation would be broadened to
include all business activity according to its volume regardless of
whether or not it involves dealing in inventories. Since the char-
acter of the tax and its measure would be definite and readily
ascertainable, the present process of taxation by negotiation and
all of its discriminatory by-products would be eliminated. The
large business would be treated no worse than the small business,
industry with visible assets no worse than the industry with less
visible assets. :

While the in lien tax which the Commission will propose is
peculiarly well-fitted to the present situation in New Jersey, it is
supported by the experience of practically all other States which
have sought to avoid the consumers’ sales tax and its usual con-
comitant, a personal income tax.

Table XVIII shows ten jurisdictions which have in one form or
another adopted a plan of taxation containing the essential ele-
ments of that here proposed. While all of the areas are not entirely
comparable in industrial development with New Jersey, they are
largely comparable in that their people have apparently shared
the abhorrence of New Jersey for the obvious alternatives. From
a practical viewpoint, moreover, it is significant that both the City
of New York and the City of Philadelphia have had similar taxes,
and the City of New York still imposes, with success, a general
business tax and a financial business tax, both of which are
measured in a manner somewhat similar to that here proposed.
When it is considered that business in New York is also subject to
a net income tax and to a consumer sales tax, in addition to the
gross business tax, and that business in Philadelphia is now subject
to a corporate franchise tax and net income tax as well as to a

* While the Commission has heretofore reiterated its belief that the only satisfactory
way of achieving a full measure of such equality of treatment, on the principle of
capacity to pay, would be through a net income tax applicable to business and indi-
viduals, the Commission is aware that the Federal Government has, to a considerable
extent, preempted this field of taxation and that it would be otherwise unacceptable
as a recommendation at this time.
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city-imposed payroll income tax, the proposals of this report will
be seen to maintain New Jersey’s favorable position for the de-
velopment of industry and employment opportunities.

A criticism sometimes directed against this type of tax is that
it does not vary with the profitableness of the business. Those who
offer such a criticism are, of course, thinking in terms of a net
income tax, which is the only tax that varies according to the
profitableness of business. As compared with the property tax,
the proposed plan will at least vary in accordance with the volume
of business, a characteristic which is entirely lacking in the prop-
erty tax. In the case of the property tax applied to inventories,
however, it is quite apparent that in periods of low business vol-
ume, the amount of inventory required to do such business will
necessarily be less than that required in periods of higher business
activity. In this respect, a tax measured by production and busi-
ness activity is well adapted to replace the present tax on busmess
inventories if it were enforced as written.

The Commission accordingly recommends:

Trar THE PrESENT PrOPERTY TAX AS APPLIED T0 BUSINESS
InvEnTORIES OF RAW MATERIALS, WORK IN PROCESS, SEMI-
FINISHED (foops AND STocK IN TrRADE BE ABOLISHED, AND
TaAT Ixn Lirv TaEREOF THERE BE ADOPTED A (GENERAL Busi-
~Ess Excise Tax ox taE VALUE oF Goons Propucep ixn NEw
JErsEY, IN THE CASE oF MANUFACTURERS, AND ON THE GROSS
VorLumMmE oF Business v Tris STaTE, iIn THE CASE or ALL
Oraer Business ENTERPRISE.

1. Rate of General Business Tax

The rate of any tax is, of course, related to the revenue require-
ments, and in the present instance these requirements may be
defined as the replacement of at least the $17 million now being
raised in the aggregate from the taxation of inventories under the
general property tax. In the process of equalizing the tax burden
and of broadening the tax base, however, there may be an oppor-
tunity for the development of substantial additional revenue as
an incident of the tax readjustment. While this Commission has
never conceived itself to be a revenue raising body it must never-
theless be constantly aware of the revenue requirements of the
State and local governments and of the implications of its recom-
mendations in terms of these requirements. The Commission has
sought at the outset to establish a minimum tax rate which would
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State and Citation

ARIZONA:

Occupational Gross In-
come, Code, Secs. 73-1301
to 73-1334.
CONNECTICUT:

Unincorporated Business
Gross Income, General Stat-
utes. Secs. 1340 to 1351.

DELAWARE:

Merchants’ and Manu-
facturers’ License, Revised
Code, Ch. 6, Arts. 13, 14.

INDIANA:
Gross Income, Burns’
Annotated Statutes. Secs.

64-4601 to 64-4632.

MISSISSIPPI:

Business and Occupation
(Sales), Code, Title 40, Ch,
3, Div. 1, as last amended
by 1946 Laws, H. B. 311.

TABLE XVIII

TAXES MEASURED By (iRoSS Rrcerprs IN SELECTED STATES

Basis—Measure

Gross proceeds of sales and
gross income from certain oc-
cupations.

Gross income, allocated to
Conn., of unincorporated bus-
iness, including merecantile,
manufacturing, amusement, re-
pair, cleaning, automobile
transportation, and other bus-
iness. :

Merchants — flat rate plus
aggregate cost value, in ex-
cess of $5,000, of merchan-
dise, produce, goods, and wares
purchased for sale.

Manufacturers flat rate
plus aggregate gross receipts.

Gross income over $1,000.
Retail merchants are allowed
an exemption of $3,000 on in-
come derived from retail sales.

Gross income or gross pro-
ceeds of sales derived from
certain businesses.

Rates

Vary according to type of
occupation from % of 1% to
29 plus license fee of $1.

Public utilities and motor
carriers—19%.

Wholesalers — 25 cents per
$1,000. Others—$1 per $1,000.
Minimum—3$5. :

-

General merchants’ license—
$5 plus 1/10 of 1%.

Dealers in grain, commer-
cial feeds, fruits, vegetables,
poultry, coal, and feed bags—
$5 plus 20 cents per $1,000.

Vendors of damaged or in-
solvent goods—$200 plus 10
cents per $100.

Manufacturers—S$5 plus 1/40
of 19%.

Wholesale sales and display
advertising—14 of 1%.

Retail sales, dry cleaning
and laundering—1% of 1%.

Motor carriers and other
sources—19%.

Selling—varying according
to type of business from 14 of
1% to 29. Sales prohibited
by law, 10%.

Manufacturing—commercial
feeds, 14 of 19% ; others, 1
of 19%.

Public utilities — industrial
cas and electricity, 1%. Motor
carriers and others, 29%. Sales
prohibited by law—10%.

Administration

Tax Commission.

Tax Commissioner.

State Tax Department.

Gross Income Tax Divi-
sion.

Tax Commissioner.

Reports and Payment

15th. Annual report due
within 80 days after close
of tax year.

75 days after close of
taxable year.

June 1.

Last days of April, July.
October, and January, or
if tax in any quarter does
not exceed $10, January
31. Annual report due on
January 31.

15th, or if tax does not
exceed $10 in any month,
15th of month after close
of calendar quarter.
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NEW YORY OITY:

Gross Receipts NYC Ad-
ministrative Code, Ch. 41,
Title RR, as last amended
?531 1946 Laws, Local Law

RHODE ISLAND:
Unincorporated Business
Tax, 1942 Laws, Ch. 1212,
Art. IX, as last amended
by 1944 Laws, H. B. 977.

VIRGINIA:
Merchants’

License, Tax
Code, Sec. 188.

WASHINGTON:

Business and Occupation,
Remington’s Revised Stat-
utes, Secs. 8370-4 to 8370-
15.

WEST VIRGINIA:
Gross Income, Code. Ch.
11, Art. 13.

Gross receipts of certain
trades, businesses, or profes-
sions and gross income of fi-
nancial institutions.

intra-
annual

Gross receipts from
state business less an
exemption of $5,000.

‘Wholesalers—gross purchases.
Retailers—gross sales.

Value of products, gross pro-
ceeds of sales or gross income,
depending on the type of bus-
iness.

Gross income over $50 re-
ceived by all businesses.

Financial institutions—1/5
of 1%.

Other businesses — 1/10 of

0.

Retail mercantile, motor
transportation, amusement, and
manufacturing businesses—§1
per $1,000.

Wholesale mercantile busi-
nesses—>50 cents per $1,000.

Wholesalers $50 on pur-
chases up to $10,000 plus 13
cents per $100 over $10,000.

Retailers—$10 on sales up
to $1,000; $20 on sales ex-
ceeding $1,000 and not exceed-
ing $2,000 plus 13 cents per
$100 over $2,000.

Mechanical devices—109, if
element of skill involved; 20%
if no element of skill.

Other businesses— 1/100 of
1%, 14 of 1%, or % of 1%,
according to type of business.

195/1000 of 19% to 7.8%,
according to type of business
minus 109% of total net bal-
ance of taxes due.

‘Assessment — Bureau
Excise Taxes, Office
Comptroller.

Collection —— Division
Special Taxes of Dept.

of
of

of
of

Finance and City Collector.

'\l‘ax Administrator.

Local Commissioners

of

Revenue and Local Treas-

urers.

State Tax Commission.

Tax Commissioner.

Tune 15.

February 15.

January 10.

July 15th and bimonthly
thereafter on 15th.

Within 30 days after
close of calendar quarter,
or if tax is less than $100
per year, within 30 days
after end of taxable year.

SoUrRcE: Tax Research Dept., Commerce Clearing House, Inc., Tax Systems (New York: Commerce Clearing House, Inc., Nov. 1946). 10 Ed., p. 223-227.



only produce sufficient revenue to protect the various municipali-
ties throughout the State, which have in the past more or less
relied upon the taxation of personal property for their local
revenue requirements. Provision for State revenue needs out of
the same base may then be considered by the proper State authori-
ties, provided no undue burden is placed upon business.

The establishment of the actual rate requires, of course, an
estimate of the base to which it will be applied. While the Com-
misston has sought to avoid the use of the term ¢‘gross receipts”’
because of its variable content in different State laws and the
uncertain connotation that it would have for that reason, for the
sake of convenience of expression, the proposed tax may be con-
sidered as applicable to the following gross receipts:

(in mallions)

Manufacturing ............ .. ... . ... $6,800
Construetion ......... ... 260
Wholesaling .................... veeo. L7700
Retailing ....... ... ... ... i 2,970
Service Industries and Amusements .. .. 310

$12,040

A uniform rate of 1 mill (1/10 of a cent per dollar) would, on
the basis of the above estimates of gross receipts, produce a yield
of $12 million. In order to produce sufficient revenue to replace
the $17 million previously assessed on inventories, and to leave a
safe margin of additional revenue which will be required to assure
adequate distribution to all municipalities, it will be necessary to
have a tax rate of two mills on all of the above business groups,
or in the alternative to provide a classified rate structure, depend-
ing upon the type of business activity, which would produce an
average rate of two mills.

The problem of whether to classify the rate or not is complicated
by economic considerations which clash with administrative con-
siderations. It might well be argued that manufacturers should be
entitled to a lower rate because their business requires the use of
a substantial investment in machinery and equipment which under
the Commission’s previous recommendation will subject them to
the State-wide tax measured by book value of these items, in addi-

.tion to the gross receipts measure. Wholesalers might argue that
they are inherently required to operate at a smaller margin of
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profit than retailers and for that reason that they should be
allowed a lower rate. The public at large might accept the argu-
ment that amusements, which are more or less in the nature of
luxuries, could well afford to pay a higher rate than businesses
which provide necessities of life.

Any departure from uniformity of rate on the other hand, is
bound to create serious administrative difficulties because of the
complex nature of our economy. Many business units would fall
in more than one rate class and would seek to identify their trans-
actions as much as possible with the lower rate class. Taxpayers
in the higher rate classes would quite reasonably be constantly
alert to the advantages of a lower rate classification. Since our
economy produces very fine distinctions as to class of activity, the
administrative problem of determining such controveries would be
difficult at best, and would be aggravated by the normal tendency
of taxpayers to give themselves the benefit of any doubt in making
tax reports. While these arguments each have counter-arguments,
the Commassion believes that as a practical matter, any effort to
classify rates should await a period of experience during which
the administrative requirements of the tax may be clarified and
its actual revenue implications be confirmed. A uniform rate of
two mills would mean a tax of $0.20 per hundred dollars on busi-
ness done. The amount is so small as compared with taxes in other
States that the Commission does not deem it desirable to
complicate the administration, both from the viewpoint of the
taxpayer and the State, by attempting to make inter-industry
discriminations.

The Commission accordingly recommends:

TaAT THE RATE 0F THE GENERAL Business Tax BE EsTab-

rLisHED UNIFORMLY FOR ALL Crasses oF Business aT 2/10 oF
1 Per CexT.

2. Recommended Relief Provisions

Whenever taxes relating directly to business activity are under
consideration, the question of double taxation is usually given
some attention. Where goods are the subject of multiple turnover,
it is common to point to the fact that the sales value will enter
into the tax base of a succession of taxpayers, and from this
characteristic to draw the conclusion of double taxation. Upon
analysis, it is clear that the same characteristic is present in a
personal property tax under which the raw materials may be taxed
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in the hands of one owner, semi-finished goods in the hands of
another, finished goods in the hands of another, stock in trade in
the hands of a wholesaler and again later in the hands of the
retailer. These are characteristics which inhere in all taxation
in so far as each individual taxpayer finds it possible to shift a
given tax from himself to others. As this Commaisston has hereto-
fore observed:*

. . . This problem is a very old one and takes numerous forms. It arises
as between the Federal Government and the State when both jurisdictions
tax the same base—as in income, gasoline, inheritance and estate taxes. It
is seen again as between the State and its local subdivisions when a State and
a city within its borders both levy sales, gross receipts or franchise taxes. It
is perhaps most oppressive when State, county, municipality, school district
and special district each levy against the same picce of real property with
little or no co-ordination among them. And it is felt among different tax-
payers when a tax is levied on corporate income; and when the same income
is distributed as dividends, is then taxed again in the hands of the stock-
holders.

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

The fault, nevertheless, lies not in double taxation, but in the excessive
burden which double, or even mulliple laxation tmposes on a given tax base.

So far as the Commission is able to determine, few industrial States require
so little taxes from business for State purposes, as New Jersey. . . .

There are five situations in the proposed tax which would, how-
ever, require a measure of relief. These are:

(1) Rentals for use of real estate and the profits from sale of
real estate, taxable in New Jersey should be excluded from gross
receipts for the reason that the real estate itself if already fully
taxed, as a matter of general State policy.

* From the Commission on Taxation of Intangible Personal Property, Report, Sub-
mitted to the Governor and to the Legislature, March 26, 1945 (Trenton, New Jersey),

p. 38.
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(2) Where a taxpayer conducts both a wholesaling and a manu-
facturing business in New Jersey under a single ownership, the
taxpayer should be required to report only that part of its whole-
saling business which does not relate to products manufactured in
New Jersey. This provision would place on an equal plane those
manufacturers who sell directly and those who have organized the
distribution side of their business as a wholly owned subsidiary
corporation.

(3) Interest and dividends received by business enterprise are
closely parallel in a tax sense to interest and dividends received
by individual residents of New Jersey. It is not deemed feasible
to seek to include such receipts in the gross receipts of business
at the present time, since the same receipts of individual residents
are not taxed in any way. The Commission accordingly recom-
mends that interest and dividends be exempt in defining the pro-
posed tax base. ,

(4) Because of a variety of legal, practical and political restric-
tions, New Jersey has a welter of corporations which are specially
taxed, or in some respects untaxed. These include banks, insur-
ance companies, financial business in competition with national
banks, public utilities, building and loan associations and others.
The usual business activities of all of these specially taxed types
of enterprise should be exempt from the gross receipts tax.

(5) Professional people, such as accountants, dentists, engi-
neers, lawyers, and physicians, are comparable to the individual
resident of New Jersey who pays no State or local tax other than
a property tax. In the case of professional services, as in the
case of interest and dividends, the Commission believes that it is
undesirable to attempt to extend the gross receipts tax to members
of the professions so long as individual residents pay no excise tax
upon their receipts. The Commission accordingly recommends
that the various professions be exempt from the gross receipts tax.

3. Effect of Recommendations Upon Individual Taxpayers

The effect of the Commission’s recommendations will be the sum
of the general business excise tax—estimated to yield $24,000,000;
and the ad valorem tax on non-inventory business tangibles at one-
half the local property tax rate—estimated to yield in the
aggregate $16,000,000. This will account for an average increase
in business taxes over the present tangible personalty levy of about
40 per cent ($40 million -+ $28.6 million =—=1.40). Within this over-
~ all change, however, the effect upon individual taxpayers will vary
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widely depending upon their business activity and the extent to
which their personal property is presently taxed. Some taxpayers
will find their taxes reduced while others will realize tax increases.

The Commission has endeavored to appraise the effect of its
recommendations upon all classes and all sizes of businesses.
Because some small business taxpayers are generally assessed at
a lower effective rate upon their personal property than are larger
taxpayers, they face a greater potential tax increase and they have
been the object of special study. As shown in Table XIX| 23 small
manufacturing corporations paid (1946) tangible personal prop-
erty taxes totaling $135,801. The aggregate book value of their
tangible personalty is $10,290,000 and their assessed value is
$2,546,700, making an average assessment ratio of 24.7 per cent
as compared with an average of 35.1 per cent for all reporting
corporations (see Table I). The effective tax rate upon their book
value is $1.32 per $100.

TABLE XIX

ErrECT OF RECOMMENDATIONS FOR TWENTY-THREE MANUFACTURING CORPORATIONS

Recommended Tax Program

Present Machinery
Personalty .002 at 1 Change
Corporations Tax (1946) Total Product Local Rate (4 ) or(—)
1 . $1,858 $1,336 $820 $516 — $522
2 e 600 8,578 4,362 4216 + 7978
S 774 1,048 222 826 + 274
4 ... 485 386 386 e — 99
5 ... 2,838 1,903 574 1,329 — 935
I 2,196 1,629 1,382 247 — 567
T i 304 676 676 ~+ 372
8 i, 1,290 2,392 1,970 422+ 1,102
9 . 519 2,461 2,061 400 + 1,942
10 e 3,565 2,363 2,363 v — 1,202
8 519 931 467 464 + 415
12 oo, 4,710 16,193 8,814 7,379  + 11,483
13 ..oiviennn 444 826 582 244 4+ 382
14 ... 163 4,127 2,620 1,507 + 3,964 °
i 2,660 9,653 6,596 3,057 -+ 6,993
16 ...oieiinns 826 1,855 1,194 661 -+ 1,029
A 962 4,204 2,424 1,780 4+ 3,242
18 .. 235 4,846 3,131 1,715 + 4,611
19 i, 3,425 9,028 6,168 2,860 -+ 5,603
20 ..., 445 623 525 98 4+ 178
21 i 28,386 42,274 37,716 4558 -+ 13,888
22 .. 32,160 32,079 15,516 16,563 — 81
23 46,440 52,060 34,000 18,060 -+ 5,620
Total ...... $135,801 $201,471 $134,569 $66,002 1 $65,670
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Application of the business excise tax at two mills upon the
value of product and the ad valorem tax at one-half of the local
general property tax rate would cause these 23 small manufac-
turers to pay total taxes of $201,471 under the recommended pro-

gram. This represents an increase of about 48 per cent over what
they paid in 1946.

While their over-all taxes would increase by 48 per cent, or
double the minimum expectation for all business (24 per cent), and
slightly more than the average expectation (40 per cent), six of
the 23 manufacturers would have their taxes reduced from their
present level and 17 would receive tax increases.
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DISTRIBUTION OF THE TAX YIELD

1. Nature of the Problem

As a replacement for the present local property tax upon
tangible personal property owned by business, the proceeds of the
general business excise tax and the ad valorem tax upon business
tangibles other than inventories, must be distributed in such a way
as to provide support for local services. Property taxes upon
business tangibles are now available to local governments as part
of the general property tax and replacement requires that the
substitute taxes be used in the same way.

Application of the replacement for local taxes can take the form
of financing specific local services and thus eliminating or reducing
their dependence upon general property tax revenues. In this way
the reduction in the general property tax base would be offset by
a similar reduction in general property tax requirements. While
the specific property tax rates for each local service level may
change as a result of the shift, the total rate would not be affected.

The Commission has considered several local services from the
standpoint of financing them with the replacement taxes and thus
reducing or eliminating their dependence upon general property
tax revenues. For example, payment of the replacement tax to
local school districts would reduce the dependence of schools npon
local property taxes. In the same way, other local services such
as police, fire protection, courts, hospitals or welfare could be
financed from the replacement tax. However, support for each of
these services would require distribution according to some
formula which would not in every instance be related to the loca-
tion of personal property or to the incidence of present personal
property assessments.

Distribution bas¢d upon specific local services would thus involve
local property tax adjustments in excess of those incidental to
developing uniform assessment and taxation. In this sense, it
would go beyond ‘‘replacing’’ a locgl tax upon property with a
substitute tax measured by the value or use of that same property.
It would have the effect of redistributing tax revenues from busi-
ness activity and property situated in some municipalities for use
in other municipalities. While such a redistribution of tax reve-
nues is sometimes desirable or even essential, it should not be
undertaken without a clear determination of its effect. The Com-
mission is of the opinion the immediate tax need of the State is
for uniformity of tax treatment for business tangibles and that the
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matter of distribution should be limited to that of direct property
tax replacement.

Direct property tax replacement implies that the replacement
tax be returned to the municipalities where the property is located.
In the case of the recommended ad wvalorem tax upon business
tangibles other than inventory, this represents no large problem
of allocation. With few exceptions, taxable property such as
machinery and equipment has a definite and readily determined
location. It can be taxed at that location at one-half of the local
tax rate and the amount of the allocation to each taxing district
becomes the sum of such assessments. -

Instances where a single taxpayer owns numerous items of
related properties and keeps its books in such a way that the book.
value of each item cannot be determined present one form of alloca-
tion problem even in the case of tangible property. For example,
gasoline retailers may own a large number of gasoline pumps of
varying age and value. General practice in such cases is to keep
records showing book value based upon average or group costs
and depreciation. In such instances, adoption of a unit rule
whereby each item is assigned a book value at the group average
would seem justified. While it would not produce entirely accurate
results for each piece of equipment, it would produce an accurate
over-all result.

In the case of business activity the matter of allocation as among
municipalities within New Jersey poses more serious problems.
While many businesses have but a single location or office and
their activity requires no allocation, others operate from multiple
offices or plants sitnated in different municipalities within the
State. Particularly in the case of manufacturers which transfer
materials from one plant to another in the course of production,
or from plant to sales office, it is difficult to apportion their total
business volume as among municipalities. For such businesses,
apportionment of manufacturing activity can be based upon the
value of product at each plant or within each municipality after
allowance for inter-plant transfer of goods in process. Apportion-
ment of sales to municipalities where manufacturers’ sales offices
are located can represent the mark-up over value of products
already apportioned to a New Jersey municipality for purposes
of the tax.

While these elements of apportionment of the tax base among
municipalities require some administrative discretion, they can
probably be reduced to a formula which is sufficiently well defined

29



to enable each municipality to receive an equitable portion of the
total tax paid by business taxpayers having more than one location
within this State.

State administration of the general business excise tax as well
as the ad valorem tax upon business tangibles will result in sub-
stantial savings to the municipalities in administrative costs. At
the same time, it implies additional administrative costs to be
borne by the State. Although the State-wide costs of administer-
ing these taxes upon a uniform basis will probably be less than
the aggregate costs involved in separate administration by each
municipality, they represent a State charge which must be taken
into account.

Therefore, the Commuission recommends :

Tuar 5 Per CENT oF THE Tax REVENUE FROM THE (GENERAL
Business Excise Tax axp THE Ap VaroreMm Tax Uron Busi-
NESs TancersLEs OrHER THAN INVENTORIES BE RETAINED BY
THE STATE AND THAT THE REMAINDER BE DISTRIBUTED TO THE
MunicreaviTies 1N WHicHE tHE Business Is DoNeE or IN
WuicH THE ProPERTY Is S1TUATED.

The effect of this recommendation will be to provide a small
amount of revenue to the State to pay the cost of administering
the tax and to replace the expected loss in revenue in the corpora-
tion business tax which would result from adoption of the Com-
mission’s recommendations concerning that tax. The Commaission
estimates that the State will realize about $2 million to meet its
costs of administration and to make up a loss in corporation busi-
ness tax revenues which is involved in the recommendations in
Part II of this Report. Mumnicipal net revenues will total about
$38 mallion, or 33 per cent more than the $28.6 million assessed
against all business tangibles in 1946.

Substitution of a gross receipts or value of product tax base for
a property tax base represents a shift from property to activity
as a measure of tax liability. As shown in Table XX, it is esti-
mated that the business activity tax structure as described would
result in assessments totaling about $12.5 million upon 1939
activity as compared with $24 million for 1945. Thus, at the 1939
level of activity the general business excise tax would be about
70 per cent of the $17 million now assessed upon business inven-
tories. Since the present tax on inventories is only about 6 per
cent of the aggregate general property tax, such a fluctuation in
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yield represents a very moderate recognitioh of the economic con-
dition of taxpaying businesses.

TABLE XX
EsTiMaTEDp AcTiviTy Tax BASE AND Tax 1N NEw JErRSEY 1939-1945

(Amounts in Millions of Dollars)

Activity Tax Base Tax at .002

Indusiry Group 1939 1945 1939 1945
1. Manufaeturers ..................... $3,429 $6,300 $6.86  $13.60

2. Trade:

A. Wholesale ................... 912 1,700 1.82 3.40
B. Retaill ....................... 1,580 2,970 3.16 5.94
3. Serviees ... 125 200 25 40
4. Construetion ...................... 164 260 .33 .52
5. Places of Amusement ............... 34 60 .07 12
6. Hotels ......ccvveuiviniia.. 27 50 .05 .10
Total .......ccviiivivnnnnn.. $6,271  $12,040 $12.54  $24.08

The element of cyclical variation in the amount of tax which can
be anticipated from the activity tax base is roughly comparable to
variations of business inventories under changing economic con-
ditions. Business activity and business inventories are closely
related and they both fluctuate over the course of the business
cycle. For example, even during the period of acute war-time
shortages, the Federal Reserve Board reported average inven-
tories for 266 department stores in 1945 as 64 per cent greater
than the average in 1939.! As an ‘“in lieu’’ tax base for business
inventories, business activity is a relatively stable source of public
revenues. ‘

2. Ad Valorem Tax Upon *“Other Business Tangibles’’

In 1946, the general property tax upon business tangible per-
sonal property ‘other than business inventories amounted to about
$11.6 million. However, as shown elsewhere in the Commission’s
report, the amount of this tax is unevenly distributed among local
taxing districts. Almost 42 per cent of all assessed valuations for
this kind of property was reported by six cities and about one-
fourth was reported by Newark alone.

1 Board of Governors, Federal Reserve System, Federal Reserve Bulletin, Vol. 33,
No. 1, p. 82 (Washington, January, 1947).
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As shown in Table XXI, the book value of all ‘‘other business
tangibles’’ in these six of New Jersey’s largest cities have been
estimated by comparison with tabulations from 1946 corporation
business tax returns. These six cities account for $5 million of
the $11.6 million of 1946 taxes upon ‘‘other business tangibles.”’
They would require an average rate of 2.16 per cent to replace
the present tax with one based upon book value. But the required
rate is different for each city and varies from 1.27 per cent in
Paterson to 2.65 per cent in Newark. According to the abstracts
of tax ratables, Jersey City and Bayonne do not assess this class
of property and thus have no replacement problem.

Some discrepancies in the basic property tax data are suggested
in the comparisons between corporation tax returns and the county
abstracts of tax ratables. Although Jersey City and Bayonne
report no assessment of ‘‘other business tangibles,”” reported
assessments upon such properties owned by them in those two
cities average 63 and 43 per cent of book value. Such differences
may be due to various causes such as differences in tax year or to
differences in allocation of assessments as among the classes of
properties. They stand as additional evidence of the haphazard
manner in which the general property tax law is applied in the
taxation of tangible personal property.

The Commission’s estimates indicate that a basic rate of one-
half of the general property tax rate ad valorem upon the book
value of all business tangibles other than inventories will be more
than adequate to replace the present tax upon such property in
municipalities. As shown in Table XXI, it would result in in-
creased tax revenue for 1946 upon this kind of property in each
of six large New Jersey cities and the aggregate increase for the
six cities would total about $976 thousand. After allowance for
a d per cent deduction for State administration, the gain in the six
cities would exceed $600 thousand. One-half of the general prop-
erty tax rates for 1946 in the six cities would range from $2.21 per
$100 valuation in Paterson to $2.78 in Newark. ‘Application of
one-half of the State average general property tax rate in 1946
(2.57%) indicates an over-all tax yield of $15 million to $18 million
as compared with $11.6 million assessed under the present law.

3. Distribution of the Total Revenue to Municipalities

The Commission estimates that its recommendations will result
in total tax revenues of about $40 million to replace the $28.6 mil-
lion now raised from the taxation of business tangible personal
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TABLE XXI

Estimatep EFrFecT oF SUBSTITUTING AD VALOREM Tax AT ONE-HALF LocAL RATE oN B0oOK VALUE FOR PRESENT

PropERTY Tax oN Business TaxcgiBLES OTHER THAN INVENTORIES FOrR Six CITIES

. Sample Corporations (Tables
VIII-XV):
A. Book Values “Other Tangibles” ...

B. Assessment Ratio for Tangible
Personal Property .............

. All “Other Tangibles” in Municipality :
A. Assessed Value (1946) ...........

B. Estimated Book Value ...........
C. Tax Assessed (1946) ............

3. Estimated Tax Rate Required Upon

Book Value to Replace Present Tax

. Estimated “Replacement” Effeet:

A. One-half General Property Tax
Rate (1946) ..................

B. Tax at 14 General Property’ Tax
Rate Upon Book Value (2B X 4A)

C. Replacement Tax Exceeds 1946 Tax
(4B—2C) .ieereiiiiiiiiiin.

Total
6 Cities

$64,347

$95,923
232,747
5,021

2.16%

$5,997

976

Newark

$28,474
477%
$58,129

121,864
3,232

2.659%

2.789
$3,388

156

1 Gross tax subject to §% deduction for State administration.

(Amounts in Thousands of Dollars)

Trenton

$4,736

39.1%

$10,312

26,373
520

1.97%

2.52%
$665

145

Elizabeth Paterson

$9,488

28.8%

$9,524
33,069
421

1.279%

2,219
$731

310

Camden

$4,442

42.09%

$6,432

15,314

316

2.06%

2.46%
$377

61

Passaic

$12,685

32.7%

$1,367
4,180
68

1.63%

2.48%
$104
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property. While this means an over-all increase in tax revenues
from business tangibles of about 40 per cent based upon 1946, after
deductions of 5 per cent of the tax—$2 million—to be retained by
the State for administration, the average increase for all munici-
palities will be about 33 per cent, but the effect of the change will
vary as among the municipalities. The influence of the change in
each municipality will depend upon the amount of business done
and the value of business tangibles within its jurisdiction as well as
the extent to which it now assesses business tangibles.

However, estimates by the Commission have indicated virtually
every municipality would realize more tax revenue than it received
in 1946. As shown in Table XXII, the increase for the six largest
cities in the State is expected to total about $3.8 million, or 27 per
cent of their 1946 tax upon all business tangibles. Also as shown
in Table XXTI, each part of the recommended replacement is more
than adequate when considered individually. HExcept in Jersey
City which reports large assessments upon business inventories,
the activity tax at two mills is more than sufficient to replace the
1946 property tax upon inventories. In all of the six cities, and
particularly in Jersey City which reports no assessment upon
“‘other business tangibles,’” the ad valorem tax at one-half the gen-
eral property tax rate upon book value of business tangibles other
than inventories is expected to more than replace the 1946 property
tax upon this class of property. After deduction of 5 per cent of
the tax to be retained by the State for administrative purposes,
the net wmcerease i tax revenue for the six cities will be about 21
per cent over 1946.

Estimates were not prepared in as much detail for all muniei-
palities as were those shown in Table XXII for the State’s six
largest cities. However, these cities accounted for almost one-half
of the total tax upon business tangibles in 1946 and they are.the
municipalities in which the implications of the change are most
significant. The fact that the expected over-all net increase in tax
revenues for them is only 21 per cent over 1946, as compared with
an average of 33 per cent (net) for the whole State, means that
the average increase for other municipalities will be something
like 45 per cent.

64



@9

Esrimatep Errect oF MopIFYING BUsiNess TANGIBLE PErRsoNAL ProPErTY Tax 1N Six Crmies (1946)

TABLE XXII

(Thousands of Dollars)

1 Estimate based upon inadequate data for Jersey City,

Item 67(’7%%3 Newark Jersey City Camden Paterson Trenton  Elizabeth
. Activity Tax-—1945 (Rate .002):
A. Manufacturing ................. $4,673.7  $1,690.0 $1,117.6 $755.9 $423.6 $332.9 $353.7
B. Retail Trade .................... 2,043.2 930.7 261.1 166.5 297.1 194.7 193.1
C. Wholesale Trade ................ 2,784.8 1,610.4 673.9 106.7 159.5 139.6 94.7
D. Construction ................... 176.8 61.3 65.5 8.3 141 15.6 12.0
E. Services ..........oiiiiiiie 182.4 83.2 45.5 11.7 17.3 14.3 104
F. Amusements ............ ..o 52.6 21.6 11.7 4.7 4.5 6.1 4.0
G. Hotels .......vviiniiiiiiiinnt ' 17.0 6.9 2.3 2.0 9 3.2 1.7
Total Tax—1945 .............. $9,030.5  $4,4041  $2,177.6  $1,055.8 $917.0 $706.4 $669.6
. Tax on Inventories (1946) .......... $9,076 $3,399 $3,912 $485 $460 $640 $180
. Increase (+) or Decrease (—) ...... -+855 +1,005 —1,734 +571 +457 +66 +490
Estimated Tax on Other Business
Tangibles (1946) ................. 7,893 3,388 2,000* 377 731 665 732
(One-half Property Tax Rate)........ e 2.789, 3.19% 2469, 2.219, 2.52% 2.299,
. Tax on Other Business Tangibles :
(1946) <. vviiiiii i $4,953 $3,232 e $316 $421 $520 $464
. Inerease 1946 (+) .....coovvviiinn. --2,940 -+156 +$2,000 —+61 +310 +145 +268
. Total Increase 1946 (4) ............ +3,795 +1,161 +266 -+632 +767 +211 4758
. Five Per Cent of Tax Retained by
State for Administration .......... 891 389 209 72 83 68 70
. Net Increase 1946 () ............. 2,904 772 57 560 684 143 688



FARM AND HOUSEHOLD PERSONALTY

The Commission has considered the problems of farm and house-
hold personalty as separate from the problems of taxation of
business personalty. In the case of farm personalty, it has been
the practice throughout the State to make a single assessment to
the individual farm for its household goods and its farm stock and
machinery, some of the latter being used in part for commercial
purposes and in part for household purposes. In both household
goods and farm livestock and machinery, the amounts of the
present tax assessments are relatively small. In the aggregate
throughout the State in 1946, they were:

Farm stock and machinery .......... $450,000
Household goods ................... 5,588,000

‘While the household goods item appears substantial, it is subject
to an extraordinary degree of delinquency. the amount of which
cannot be estimated accurately. In some communities, the amount
of household assessments is collected as fully as the real estate
assessments, but in the larger cities it has been found entirely
impractical to administer the present tax on household goods. TFor
example, the city of Newark reports that on the basis of past
experience, its result for 1946 will be:

Household Personalty Tax Assessed—$333,716.76.

Amount Uncollectible—§223,078.32.

Amount Cancelled according to law—$21,533.16.

Amount Paid or to be Paid for the Current Year—$89,105.28.
Percentage Uncollectible—73.3%.

The Commaission has used a questionnaire directed to 85 munici-
palities which assessed $100,000 or more in total personal prop-
erty tax in 1946, or in which total personal property tax assessed
amounted to 20 per cent or more of the general property tax, to
determine whether or not the Newark experience was typical. The
results of the questionnaires were not satisfactory for the reason
that most municipalities were unable to report separately the
extent of delinquency on household goods asscssments, as dis-
tinguished from total personal property assessments, and even in
some cases as distinguished from real estate assessments.

Tax authorities have long recognized that ad valorem taxation
of such personalty has been ineffective and there has been an ever-
increasing tendency on the part of the States to exempt it either
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completely or in part from taxation. In nine States this personal
property is fully exempt, in most States it is partially exempt and
in only nine States is it fully taxable.! The justification for exemp-
tion is stated by Professor Buehler:

Household furnishings and personal effects have rarely, if ever, been as-
sessed with any great success. They are not uniform in their characteristics,
are often mobile, and are very commonly not reported for taxation. Evasion
receives the blessings of the assessors, who do not wish to pry into the secrets
of the household and who also have an aversion to becoming unpopular among
the taxpayers who elect them to office. The administrative problems of taxes
upon this property are grave and numerous and only small revenues can be
obtained. There is more and more a tendency to recognize the facts of
evagsion and legally to exempt household furnishings and personal effects
from property taxation. It is argued that this property is of a consumptive,
rather than a productive, character, although this is more of an excuse than
a justification for exemption. Consumption goods are liable for various specific
and general sales taxes and are taxed by governments hungry for revenue
when they find it feasible to tax them. But property taxes on these com-
modities are impracticable, as tax students have long recognized, and efforts
to enforce such taxes should be abandoned.?

* * *

’

The Commission’s findings and conclusions are fully in accord
with the general opinion of tax authorities elsewhere. To abolish
the tax on household goods, however, without providing any
replacement tax would mean that in those municipalities now
deriving any substantial amount of revenue from the taxation of
household goods, the burden would be shifted to real estate. This
would not in effect differ in most communities from the effect of
the present practice, which is to assess only real estate owners
for personal property tax. In the Commission’s judgment, how-
ever, each community should be free to decide for itself whether
it wishes householders to make some direct contribution for the
support of local government particularly householders who are
renters. The Commaission has accordingly sought to provide some
restricted form of local taxation which might be used by those
communities wishing to do so to replace the present revenue from
the assessment of household goods.

The use of an occupancy tax has been suggested to the Commis-
siom by many different assessors, and one form of it has been
worked out in some detail by the Association of Hssex County
Assessors, which submits the following method of procedure:

1 Alfred C. Buehler, ‘“‘Personal Property Taxation,” in Property Taxes (New York:

Tax Policy League, Inc., 907 Broadway, New York City, 1940), p. 129.
2 Ibid.
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“That we recommend for adoption by the taxing district members of this
Association the proposed schedule dated December 4, 1943, as a basis for
the assessment of household personal property; the same to be applied not
rigidly, but with discretion by the assessors.”

ProrosEp UNTrorM HoOUSEHOLD PERSONAL PROPERTY ASSESSMENTS
ror Essex CouNTy

MonTHLY RENTAL UNIT RoOoM SYSTEM

Monthly Assessment Monthly Assessment
Rent Per Room Rent Per Room
$ 10. — 20. $ 10.00 $140. — 150. $140.00
20. — 30. 20.00 150. — 160. 150.00
30. — 40, 30.00 160. — 17%0. 160.00
40. — 50. 40.00 170. — 180. 170.00
50. — 60. 50.00 180. — 190. 180.00
60. — 70. 60.00 190. — 200. 190.00
70. — 80. 70.00 200. — 210. 200.00
80. — 90. 80.00 210. — 220. 210.00
90. — 100. 90.00 220. — 230. 220.00
100. — 110. 100.00 230. — 240, 230.00
110. — 120. 110.00 240. — 250. 240.00
120. — 130. 120.00 250. — 260. 250.00
130. — 140. 130.00

Total Minus $100

Room values to include 1st and 2d floors only.

Third floor or attic rooms to be figured at 50% of 1st and 2d floor room
values, unless tenanted.

Above figures do not include jewelry, diamonds, ete

Exzample:
6-room house renting for $55.00 per month.
Asgessment per room in $50. to 60 range == $50. per room.
$50.00 X 6 = $300. Deducting $100 (exemption by law) leave a net
assessment of $200.

A municipally imposed occupaney tax is not particularly common
in this country. but it has been used with success in many Canadian
cities and has long been an important part of the English taxing
system. In this country, the city of New York is the only city
which imposes an occupancy tax, and that only on commercial
rentals. Since other recommendations contained in this report
disposed of the personal property tax problem in so far as business
is concerned, this Commission has considered an occupancy tax
only with respeect to its application to residential occupancy.
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This type of tax has received favorable comment from leading
authorities on taxation. The Committee on Inter-governmental
Fiscal Relations in 1943 recommended that the States adopt
enabling legislation which would permit cities to supplement the
general property tax with a rental tax on occupiers.®? The
occupancy tax in the judgment of the Committee, ‘‘could be added
as either a replacement or a supplement to the general property
tax.””* In ‘“Where Cities Get Their Money,’” a publication by the
Municipal Finance Officers Association of the United States and
Canada, tenants’ and occupiers’ taxes are treated in some detail.
The authors consider the occupancy tax as ‘‘an improvement over
the household personal property tax which it superseded.’’®

Just as the decision to impose an occupancy tax should rest with
the local governing bodies, so should the details of administration,
exemptions, and enforcement be left to local decision. The Com-
mssion would anticipate, however, that some municipalities may
desire to levy a uniform occupancy tax, applicable to owners and
renters alike, measured by the number of rooms, or by the reserved
or imputed rental value of the occupied property, or by any other
measure which would so far as possible treat all persons in the
same situation equally. No municipality would be obliged to levy
the occupancy tax, nor would any municipality be obliged to levy
it on both owners and renters if it does not desire to do so. The
local governing body will determine this matter in much the same
way that it now determines the amount for the local budget and
the general property tax rate.

The Commission accordingly recommends :

TaaT THE TaxaTion oF Houserorp Goops as ProPERTY BE
CoMPLETELY ABANDONED, AND THAT MUNICIPALITIES BE GIVEN
THE PowER TO IMPOSE As A MaTTER OF Liocar. Home Rure aAx
Occuraxcy Tax Wricae Wourp AprpLy 1IN SucH MANNER AS
tHE LocaL GovErNING Bopy May DeTErRMINE.

Farm Personalty

We have already indicated the relationship between the problem
of farm personalty taxation and the taxation of household goods.
Beyond this, however, the assessment and taxation of farm stock

3 U. S. Congress, 78th, 1st Sess., Sen. Doc. 69, Federal, State, and Local Government
Fiscal Relations (Washington, D. C.: U. S. Gov. Print. Off., 1943), p. 45.

4 Ibid., p. 410.

8 A. M. Hillhouse and Muriel Magelssen, Where (ities Get Their Money (Chicago:
Municipal Finance Officers Assoc. of the U. S. and Canada, 1945), p. 109.
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and machinery presents a problem of local values and usages which
the Commission does not deem it desirable to disturb at this time.
The amount involved, some $450,000 out of a total of $34,649,000,
is so small that it does not affect the State-wide solution of the
personal property tax problem. And finally, the taxation of farm
personalty is so inter-related with the taxation of farm real estate,
in that the latter is customarily assessed at only a fraction of its
true value, that the Commaission has found its general recommenda-
tions which relate to other forms of pérsonal property unsuited
to the conditions under which farm personalty is owned and used.
In brief, the land itself is very much like a piece of machinery in
industry, and the farm stock and machinery which either work the
land or are sustained by the land, present special problems which
are not met in the assessment of general business personalty. The
local assessor in farm communities can be reasonably expert and
accurate in his assessment of farm personalty, as well as farm
real estate. To the extent that any inequalities or inequities have
developed in this field, the solution appears to lie peculiarly within
the hands of the county boards of taxation as presently constituted.

The Commission accordingly recommends :

Taatr THE Taxatiox or Farm PrrsovanTy REMAIN As AT
PrESENT TOo BE ADMINISTERED UNDER THE (GENERAL PROPERTY
Tax,
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PART Il

CORPORATION BUSINESS TAX ACT (1945)

Following enactment by the Legislature of the Corporation
Business Tax Act (Laws of 1945, ch. 162) there have been several
requests for its modification. The nature of these requests has
not changed materially since last year when the Commission re-
ported that they fall within the following categories:!

“1) Adjustment of the allocation .provision of Section 5(b) of the
Corporation Business Tax Act, requiring the net worth of domestic
corporations to be allocated on a basis which attributes all intangible
personalty to New Jersey. This is urged particularly by corporations
which deem it necessary to operate in foreign countries through sub-
sidiaries, as well as all domestic corporations holding large blocks of
intangibles.

“2) Permission for corporations to file consolidated returns in re-
porting their tax liabilities under the act. This is particularly urged
by large domestic corporations which operate through subsidiaries in
New Jersey, otherwise have few tangible assets in the State, and have
experienced a very substantial increase in their State taxes under the
new law.

“3) Provision for a special allocation factor for financial corpora-
tions, such as personal holding companies and investment companies,
which do not fall within the statutory classification of ‘regulated in-
vestment companies.’

“4) Modification of the gross receipts factor, in allocation of net
worth under Section 6, by adjustment of the sales attribution basis
for all corporations to give more weight to selling activity and the
location of customers.”

The Commission considered the requests for change last year,
but felt that it did not have sufficient information upon which to
base recommendations concerning modification of a tax which had
never actually been applied. Accordingly the Commission re-
ported to the last Legislature :

1 N. J. Commission on State Tax Policy, First Report (Trenton, February 28, 1946),
p. xiv. Hereafter referred to as First Report (1946).

2 Ibid., pp. Xiv and xv.
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In the enactment of legislation of such far-reaching effects as the
Corporation Business Tax Act, it is impossible to foresee all the implica-
tions as they may affect individual businesses. Some inequities were
implicit in the process of transition from the old property tax. While
every care was taken to determine the impact of the new tax on all
types of corporate enterprise, and careful estimates made as to the
potential yield, it is not possible to speak with full assurance where
there is no experience as a guide. The Commission has therefore taken
the position that it will recommend no changes in the Corporation
Business Tax Act, until a full year’s operation under the act has been
completed. At that time, the Comimission will give the fullest con-
sideration to all taxpayers who may have proposals for modification of
the act; and will make such recommendations to the 1947 Legislature
as may seem to be appropriate.

“On February 8, howéver, the Commission held a hearing at the
request of the Special Committee to Revise the New Jersey Corporation
Franchise Tax Law of 1945, of the New Jersey State Chamber of
Commerce, to discuss the question of recommending some of the above
proposals to the Legislature during the present session. Those speaking
for the Committee felt that the present law contained substantial
inequities which required excessive payments on the part of some
taxpayers, and worked injustices as between domestic and foreign cor-
porations. They further pointed out that inasmuch as a lien applied
to the new taxes as of January 1 of each year, the alleged unequal and
excessive treatment would continue at least fwo years, unless corrected
during the present session.

“While the Commission conceded that there might, in some cases,
be a foundation to these claims, it lacked, at present, any data upon
which to measure the effects of the adjustments proposed. It seemed
clear, however, that should the adjustments be allowed, a substantial
loss in revenue would accrue to the State, which might have to be
corrected by an increase in the rate. The Commission was, therefore,
unwilling to propose amendments until data arising from a year’s
experience under the act were available. It did, however, entertain
a suggestion from the Committee that the date upon which the lien
applied (January 1) be moved forward into the ensuing year (for
that vear only) so as to give the Legislature an opportunity to make
such amendments as it deemed appropriate, and, at the same time, to
protect the taxpayer from two years of allegedly excessive taxes by
avoiding the application of the lien in 1947 until the Legislature had
considered the question. . . .”

Upon the recommendation of the Commission, the Legislature
postponed the effective date of the lien and the first filing date for
1947 taxes under the Corporation Business Tax Act from Janu-
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ary 1 to April 15 (Laws 1946, ch. 307). This made it possible for
any changes in the law which the Legislature may adopt prior
to April 15 of this year to be applied in determining the current
tax liability. While corporations which may realize some tax
relief as a result of such changes will have paid under the original
act in 1946, they can be protected from paying taxes for two years

under an unamended act.
* * *

Operation During 1946

A review of the results obtained from the application of the
Corporation Business Tax Act for one year (1946) indicates the
following results:

1. The Total Tax Yield Amounted to $7.1 Million

As compared with estimates made by the Commission on Tazx-
ation of Intangible Persomal Property—$6.5 million’—the tax
yield of the Business Corporation Tax Act in 1946, its first year
of operation, has been surprisingly close to what was anticipated
from it. The yield of the tax in 1946 exceeded the estimate by
about 9 per cent.

TABLE I

New JersEYy CorporATION BusiNess Tax Acr (1945)
ESTIMATED AND ActuaL EXPERIENCE IN 1946

(Amounts in Thousands of Dollars)

Commission Estimatesl 1946 Experience2 1946 Tax
. Number of Amount Number of Amount As % of
Classification Corporations of Tax Corporations of Tax BEstimate

1. Domestic Corporations:

A. 25 Largest Taxpayers8 ........... 25 $1,600 25 $2,048 128
B. Other Domestics Tabulated ...... 1 28,825 2,900 26,680 3,025 1068
C. Other Domestics Not Tabulated4.. § .. e e 57 el
All Domestics ......covunnenn. 28,850 $4,500 P $5,130 114
2. Foreign Corporations:

A. Foreign Tabulated 8,630 $2,000 3,538 $1,859 97

B. Foreign Not Tabulatedt .......... e e . 87
All Foreign .......ceveuneenn. 3,630 $2,000 e $1,946 97
Total—All Corporations ......... 32,480 $6,500 e $7,076 109

1 N. J. Commission on Taxation of Intangible Personal Property, Report (March 26, 1945), pp. 65-69.

2 N. J. Department of Taxation and Finance, Corporation Tax Bureau.

3 Originally estimated as those corporatigns having total net worth of $100 million or more before
allocation to New Jersey. However, not all of the twenty-five largest taxpayers are within this size
group.

4 Tax collections not accounted for in statistical tabulation.

2. Distribution of Tax Burden Among Taxpayers
As shown in Table I, the total tax for domestic corporations in
1946 was $5,130 thousand, or about 14 per cent more than the

1 N. J. Commission on Taxation of Intangible Personal Property, Report (March 26,
1945), p. 85; Estimate stated as $6 million to $7 million, p. xxvi.
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$4.5 million anticipated by the Commission. Most of this dis-
crepancy between expectation and realization for domestic cor-
porations occurred among the 25 largest taxpayers who paid 28
per cent more than was anticipated. In contrast, the total tax for
foreign corporations was $1,946 thousand, or about 3 per cent less
than the $2.0 million estimated by the Commission.

Statistical tabulations of corporation business tax returns filed
in 1946 did not include all taxes paid. This resulted from exclusion
of some corporations and from tabulations based upon unaudited,
and in some instances, preliminary, or incomplete, returns. The
tabulations represent 7 per cent fewer domestic corporations and
3 per cent fewer foreign corporations than the Commission antici-
pated would be taxable. While the average tax upon foreign cor-
porations tabulated in 1946 was about 4 per cent less than was
anticipated, the average tax for domestic corporations tabulated
was about 22 per cent more than was expected. For the 25 largest
domestic corporation taxpayers the tax was 28 per cent above
expectations and the average tax for all other domestic corpora-
tions was about 12 per cent higher than was anticipated.

TABLE II
New JErsEY CorPORATION BuUsINESs Tax Acr (1945)

DisTriBuTIiON OF TAXPAYERS AXD Tax By Size or Taxaprue Ner WorTH 1nv 1946

Domestic Corporations Foreign Corporations
Amount of Taxable Tax Average Tax Average
Net Worth Number (000’s) Tax Number (000’s) Tax
1. 0—$104,999 23,756 $685 $29 2,466 $127 851
2. $105,000—3$504,999 ... 2,150 368 171 591 117 198
3. $505,000—$1,004,999 . 343 195 567 172 97 566
4. $1,003,000—8$10,00+,999 371 846 2 281 271 635 2,843
5. $10,005,000—§100,004,999 . 78 1,855 23,786 36 708 19,656
6. $100,005,000 and OVET ............ 7 1,124 160,518 2 176 87,854
Totil—All Corporations ....... 26,703 $5,073 $190 3,538 $1,859 $525

Source: N. J. Department of Taxation and Finance, Corporation Tax Bureau. Includes only
corporations tabulated (see Table I).

As shown in Table 1I, seven domestic corporations account for
$1.1 million, or more than one-fifth of the total tax upon all
domestic corporations and more than one-seventh of the total tax
upon all corporations. The average tax for these seven corpora-
tions was $161 thousand. The Commission estimated that the 25
largest domestic corporations would pay a total tax of $1.6 million,
or 35 per cent of the tax for all domestic corporations. However,
in 1946, the 25 largest domestic taxpayers paid taxes totaling a
little more than $2 million, or about 40 per cent of all domestic
corporation taxes. These 25 corporations accounted for about 70
per cent of the excess of tax yield over tax expectation for domestic
corporations and almost four-fifths of the over-all excess for all

corporations.
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As shown in Table ITI, manufacturing corporations accounted
for almost $2,863 thousand, or 56 per cent of all taxes paid by
domestic corporations and for $1,365 thousand, or 73 per cent of
all taxes paid by foreign corporations. As the second largest
group of taxpayers, finance and real estate corporations repre-
sented two-fifths of all domestic taxpayers and accounted for
24 per cent of all taxes paid by domestic corporations and 11 per
cent of all taxes paid by foreign taxpayers.

TABLE III

New JerseEy CorporaTiON Business Tax Acr (1945)
DistriBuTiON OF TAXPAYERS AND Tax BY BuUSINESS CLASSIFICATION IN 1946

Domestic Corporations Foreign Corporations
Tax Average Tax Average
Business Classification ' Number (000’s) Tax Number (000’s) Tax

1. NONE ovvvin i nnnn poreen 896 $65 $73 100 $46 $457
2. Mining and Quarrying ........... 107 95 883 29 11 375
3. Manufacturing ........... 4,784 2,863 598 1,465 1,365 931
4. Public Utilities ......... 833 138 166 163 29 181
5. Retail and Wholesale Tra 6,000 534 89 586 126 215
6. Service : 2,202 101 46 204 10 197
7. Finance and Real Estat 10,729 1,206 112 724 209 289
8. Construction 894 55 62 248 30 121
9. Agriculture, Forestry and Fishing. 253 16 G5 19 3 164
Total—All Corporations ....... 26,698 $5,073 $190 3,538 $1,859 $526

Source: N. J. Department of Taxation and Finance, Corporation Tax DRureau. ‘Includes only
corporations tabulated but excludes seven corporations for which information was not reported (see
Table I).

These results are consistent with Commission expectations. As
a replacement tax for the general property tax upon intangible
personal property, the corporation business tax has brought into
the tax base many financial and real estate corporations with
intangibles which were formerly taxable but, in most instances,
not taxed. This group includes numerous holding companies
which had colonized in Flemington and whiech had been taxed
at low property tax rates. Application of the tax to the net
worth of manufacturing corporations corrected an inequity which
had grown up in the former New Jersey capital stock tax as an
exemption for manufacturing, mining, horticultural and agricul-
tural corporations. Concerning this group, the Commission on
Tazation of Intangible Personal Property reported:*

“The exemption of manufacturing, mining, horticultural and agri-
cultural corporations from the tax is indefensible. The exemptions
were in the original act of 1834, and were included to attract industries
to the State. Such exemptions would have no effect whatsoever on an

1 N. J. Commission on Taxation of Intangible Personal Property, Report (March 26,
1945), p. 48.
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industrial location today. The tax would, indeed, be a negligible
factor in financial planning.

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

Except in the case of a few large domestic corporations, applica-
tion of the Corporation Business Tax Act in 1946 has produced
over-all tax results about as anticipated by the Commission. How-
ever, it has tended to result in a heavier tax upon New Jersey
corporations than upon foreign corporations. This is particularly
evident in the case of the larger corporations with substantial
holdings of intangible personal property.

3. Application of Allocation Factors

About 96 per cent of all domestic corporations and 28 per cent
of all foreign corporations taxed under the New Jersey Corpora-
tion Business Tax Act in 1946 claimed no inter-State allocation and
paid taxes upon the full amount of their adjusted net worth. All
of them were not corporations engaged in wholly intra-State
activity and thus not entitled to allocate. Many of these taxpayers
were small corporations subject to the minimum tax only. A
smaller number elected to disregard the allocation because the
possible tax saving was not sufficient to justify the added cost of
preparing the data.

However, there were some domestic taxpayers whose assets
consist largely of intangible personal property and who filed no
allocation because they would come under Section 5(b) and find
their net worth entirely allocated to New Jersey. As shown in
Table IV, there were nineteen domestic corporations with adjusted
net worth of more than $10 million which did not allocate. Two of
these corporations reported taxable net worth in excess of $100
millon. .

Eight domestic corporations and 444 foreign corporations
stated that they did no business in New Jersey and that none of
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their net worth was allocable to the State for tax purposes. Sub-
ject to further audit, these 452 corporations paid the minimum
corporation business tax for the maintenance of their New Jersey
charter or franchise.

Of the 2,104 foreign corporation taxpayers who used the New
Jersey allocation, 1,676, or almost four-fifths of them, allocated
according to the business factor under Section 6 of the Corporation
Business Act. These corporations accounted for 47 per cent of all
foreign corporation tax returns and 71 per cent of all taxes paid
by foreign corporations. Only 423 foreign corporations allocated
according to the asset factor under Section 5(b) and they ac-
counted for about 10 per cent of all taxes paid by foreign corpora-
tions. While 38 foreign corporations reported more than $10
million of taxable net worth in New Jersey, only four of them
allocated according to the asset factor under Section 5(b).

In contrast to the experience of foreign corporations, 947 or 91
per cent of the 1,040 domestic taxpayers who used the New Jersey
allocation used the asset factor under Section 5(b). They repre-
sented 3% per cent of all domestic taxpayers and accounted for
over one-half of all taxes paid by domestic corporations. Only 93
domestic corporations allocated according to the business factor
under Section 6 and this included only one of the 85 domestic
corporations reporting taxable net worth in excess of $10 million.

As shown in Table IV, these comparisons indicate that foreign
corporations predominantly used the business allocation factor
under Section 6 while domestic corporations predominantly used
the asset factor under Section 5(b). While domestic corporations
probably have a greater portion of their total tangible assets in
New Jersey than do foreign corporations, a larger element in this
difference in allocation as between domestic and foreign corpora-
tions is the manner in which intangibles of domestics are attributed
to New Jersey.

Examination of the returns yielded no evidence that the extent
of intangible holdings has any influence upon the allocation factor
applied to foreign corporations. Intangibles account for about the
same proportion of total assets of corporations under the asset
factor as they do under the business factor. However, in the case
of domestic corporations, intangibles account for 52 per cent of
the total assets of corporations using the asset factor in allocation
~while they amount to only 18 per cent of the total of those corpora-
tions using the business factor.
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DisSTRIBUTION

Amount of Taxable Net W,

$105,000—8§504,909 ...

$305,000—%$1,004,999 ...

$1,005,000-—$10,004,999
$10,005,000—§100,004,999
. $100,005,000 and over ...

Totals ....ovveinn..

Per Cent Distribution ..

538 Foreign Corporations:
0—$104,999 ...
$105.000—$504,999 ...
$505,000—$1,004,999
$1,003,000—$10,004,999
$10,003,000—$100,004,999
. $100,005,000 and over ...

Totals .......c......
Per Cent Distribution

orth

. 26,705 Domestic Corporations:
0—$104,999 ...

Alloeation

100 Per Cent
Returns Tax
23,260 $668
1,913 322
269 151
196 346
17 373
2 434
235,657 $2,294
96.1 5.2
703 $36
166 32
47 27
68 144
6 T4
990 $313
28.0 16.8

TABLE IV

New Jrrsey CorPorATION FraNcHISE TAX RETURNS (1946)

Allocation
Allocation by Business
by Assets Factor

Returns Tax Returns Tax
426 $15 62 $2
217 41 20 4
68 40 6 4
171 495 4 6
60 1,472 1 11
5 690 .
947 $2,753 93 $27
3.5 54.3 .3 .5
261 $14 1,054 $55
99 21 325 64
23 13 102 58
36 82 167 409
4 67 26 567
2 176
423 $196 1,676 $1,328
11.9 10.5 47.4 71.4

and business factors alike but less than 100%.

Allocation
None Claimed

Returns

444

444

12.5

Tax

$.2

$.2
004

$22

$22
1.2

oF RETURNS AND Tax By Sizk or TaxapLe NET WORTH AND BY ALnocatioNn Facror

(Tax in Thousends of Dollars)

Totals
All Returns

Returns

93,756
2,150
343
371

78

2,466
591
172
271

36

9

3,638

100.0

Tax

$685
368
195

Per Cent
Distribution
All Returns

Returns

Tax

3.5
7.2
3.8

6.8
6.3
5.2
34.1
38.1
9.5

100.¢



As shown in Table V, intangibles in New Jersey amounted to
more than the taxable net worth for all sizes of domestic corpora-
tions using the asset allocation under Section 5(b) in 1946. On
the average for the 947 domestic corporations in this group, the
intangibles were 129 per cent of the taxable net worth as compared
with 82 per cent for the 423 foreign corporations using the same
allocation factor. Whereas intangibles were predominant in the
allocation for domestic corporations, the major factor for foreign
corporations was gross receipts. Gross receipts allocated to New
Jersey represented 226 per cent of taxable net worth for all foreign
corporations using either assets or business factor and only 35
per cent of taxable net worth for all domestic corporations using
either allocation factor. In terms of gross receipts, tangible prop-
erty and payroilz aloen‘ed to New Jersey, the tax upon domestic
corporations is about six times that upon foreign corporations.
This results from so much of the total tax paid by domestics
coming from the large holding corporations which have nothing
more than a charter and statutory office in this State.

The Commassion on Taxation of Intangible Personal Property
was aware of the possibilities of such a result but it anticipated
that few ordinary business corporations would allocate according
to assets under Section 5(b).

“The proposed Alternative 2 allocation, according to the ratio of
assets in the State to total assets, will very infrequently give a higher
allocation factor in-State than the three-way formula for the ordinary
business corporation. It is intended primarily to provide an adequate
replacement base in the case of corporations having relatively large
holdings of intangible personal property, but insufficient activity in
New Jersey to produce a reasonably substantial base under the tangible
property-gross receipts-wages formula of Alternative 1. Such corpora-
tions are the most direct beneficiaries of the abondonment of taxation
of intangibles upon an ad valorem basis, and for this reason justify the
alternative formula. The total assets allocation under Alternative 2
will also minimize the possibilities for tax avoidance under Alternative
1 in the case of domestic corporations.

“Allocation according to total assets will require that all intangible
personal property of domestic corporations be deemed to be within
the State, but will give full out-of-State recognition to tangible prop-
erty according to its physical location. This is not only just tax policy °
in light of New Jersey’s intangibles tax history, but places the proposed
formula beyond question under the Federal Constitution. It is similar
in effect to the allocation of ‘corporate excess” in Massachusetts, to the
apportionment of capital stock of domestic corporations in Pennsyl-
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TABLE V

3,596 CorrorRATION FRANCHISE Tax RETURNS (1946)
RevaTionsarp or TaNGmLES, INTANGIBLES, GrosS Recerprs, Toran ASSETS AND PavroLns IN NEw JErRSEY T0 TaxaBLE Ner WorTH
By Amount oF NEw JERsEY GrOSS RECEIPTS AND BY ALpocarioN FAcTor

(Amounts in Tens of Thousands of Dollars)

~——Per Cent of Taxable Net Worth———

@ @
2 2
@» 2 a2 =
% z F : T
New Jersey Gross Receipts and = I 2 - O = 2 D, :
Allocation Factor & E ] é % § ‘Q h & h = h %h % < h A h = h
£33 <L T Pt @7 SZ 2z Y4 - P~ S
EW R = k] 2 B 3 o g z 8
= iz S5 cs £s S SE Az f2  Es  3s
4 I3 (SR =27 O & — = 5] &) [
DOMESTIC
A. Allocation by Assets:
1. 0—$104,999 .. 650 $2,247,36 $3,185,24 $11,29 $3,196,54 $3,79 $3,84 141.7 0.5 142.2 0.2 0.2
2 $105,000—$504,999 .... 86 124,80 142,78 11,61 154,46 23,57 6,76 114.4 9.3 123.8 18,9 5.4
[v.e] o $505,000—$1,004,999 40 39,06 410,96 8,94 49,91 28,27 7,79 104.9 22,9 127.8 2.4 19.9
< 4 $1,005,000-—$10,004,999 .. 106 £36,15 927,58 125,21 1,052,85 429,85 98,07 110.9 15.0 125.9 51.4 11.7
5. $10,005,000—$100,004,999 e 35 866,01 1,025,23 230,40 1,255,58 875,75 218,12 118.4 26.6 145.0 101.1 25.2
6. $100,005,000 and over ........... .. e e e e
Total ...vvvvviiinininineenes . 947 $4,113,38 $5,3721,79 $387,45 $5,709,34 $1,361,23 $334,58 129.4 9.4 138.8 33.1 8.1
B. Allocation by Business Factor:
1. 0—3$104,999 .......... 65 $6,03 $3,14 $3,60 $6,80 $47 $24 52.1 59.7 112.8 7.8 4.0
2. $105,000—$504,999 .......... 11 2,78 1,94 1,75 3,69 3,08 53 69.8 62.9 132.7 110.8 19.1
3. $505,000—%$1,004,999 ........ 5 4,99 3,43 4,84 8,24 3,54 6 68.7 97.0 165.1 70.9 15.2
4. $1,005,000—$10,004,999 ....... 11 5,41 4,68 4,92 9,62 26,56 5,16 86.5 90.9 177.8 490.9 95.4
5. $10,005,000—$100,004,999 . 1 13,23 13,39 8,16 21,56 44,89 3,29 101.2 61.7 163.0 340.1 24.9
6. $100,005,000 and OVer ........... ... iiiis 0 diieee e e e s e .
Total ..vuiiiiiiniennennanns 93 $32,44 $26,38 $23,27 $49,91 $78,64 $9,08 81.9 1.7 153.9
C. All Corporations Except Those
Reporting 100% Allocation:*
1. 0—$104,999 .......... (EH $3,188,38 $14,89 $3,203,34 $4,26 141.5 0.7 142.2 0.2 0.2
2 $105,000—%504,999 .. 97 114,72 13,36 158,15 26,65 113.4 10.5 124.0 20.9 5.7
B $505,000—$1,004,999 ... 45 44,39 13,78 58,15 31,81 100.8 31.3 132.0 72.2 19.4
4, $1,005,000—3$10,004,999 . ... 117 932,26 130,13 1,062,47 456,41 110.8 15.5 126.2 54.2 12.3
5. $10,005,000-—%100,004,999 . 36 1.038,62 238,56 1,277,14 920,74 118.1 27.1 145.3 104.7 262
6. $100,005,000 and over ........... 5O
o 1 1,048 $4,145,82 $5,348,37 $410,72 $5,759,25 $1,439,87 $344,56 129.0 9.9 138.9 34.7 8.3
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FOREIGN
. Allocation by Assets:

1. 0—3104,999 .......... 287 $42,37 $37,36 $21,31 $58,73 $5,30 $5,14 88.2 50.3 138.6 12.5

2. $103,000—$504,999 .. e 57 19,08 12,52 19,14 31,67 14,78 8,49 65.6 100.3 166.0 7.5

3. $505,000—%1,004,999 24 16,69 9,10 15,00 24,09 18,03 5,34 54.5 89.9 144.3 108.0

4. $1,005,000—$10,004,999 16 59,42 45,99 48,20 94,20 166,54 42,72 77.4 81.1 158.5 280.3

5. $10,005,000—$100,004,999 ...... 9 95,89 - 87,18 46,77 133,95 225,25 39,01 90.9 488  139.7  234.9

6. $100,005,000 and over ........... e e e aeieee e e e ..

Total .....iiiiiiiiiiiiiie, 423 $233,45 $192,15 $150,42 $342,64 $429,90 $101,60 82.3 64.4 146.8 184.2

. Allocation by Business Factor:
1. 0—$104,999 .......... 816 $53,65 $11,14 $16,27 $27,76 $20,74 $15,11 20.8 30.3 51.7 38.7 28.2
P $105,000—$504,999 .... 363 43,58 8,38 22,26 30,71 96,61 25,00 19.8 51.1 70.5 221.9 57.6
3 $505,000—$1,004,999 .. 144 43,11 10,48 24,63 35,06 103,87 27,21 24.3 57.1 81.3 240.9 63.1
4. $1,005,000—$10,004,999 .. 295 469,98 75,09 268,32 343,43 957,40 225,72 16.0 57.1 73.1 203.7 48.0
5. $10,005,000—$100,004,999 . .. 51 537,31 100,51 370,27 470,76 1,214,33 243,56 18.7 68.9 87.6 226.0 45.3
6. $100,005,000 and over ........... ki 489,26 150,51 251,85 502,38 1,404,57 391,29 30.8 71.9 102.7 287.1 80.0
Total v.ovviiininiiiieinnnnnns 1,676 $1,636,84 $356,11 $1,053,60 $1,410,10 $3,797,52 $927,95 21.8 64.4 86.1 232.0 56.7
. All  Corporations Except Those
Reporting 1009% Allocation:**

1. 0—$104,999 .......... 1,551 $96,00 $48,52 $37,62 $86,56 $26,06 $20,26 50.5 39.2 90.1 27.1 21.1
2. $105,000—%$504,999 .... . 420 62,61 20,90 41,40 62,38 111,39 33,55 33.4 66.1 99.6 177.9 53.6
3 $505,000—$1,004,999 .. 168 59,80 19,58 39,63 59,15 121,90 32,565 32.7 66.3 98.9 203. 54.4
4 $1,005,000—$10,004,999 .. 342 529,63 121,18 316,79 438,00 1,125,14 268,90 22.9 59.8 82.7 212.4 50.8
5. $10,005,000—$100,004,999 . 60 633,20 187,69 417,04 604,71 1,439,358 283,47 29.6 65.9 95.5 227.3 44.8
€. $100,005,000 and over ...... 7 489,26 150,51 351,85 502,38 1,404,57 391,29 30.8 71.9 102.7 287.1 80.0
29.3 64.4 93.7 226.1 55.1

Total .......... Criesesiennee 2,548 $1,870,59 $548,38 $1,204,33 $1,753,18 $4,228,64 $1,050,02
* Includes 8 which report no allocation. »
*# Includes 444 which report no allocation and 5 which report both factors equal but less than 100%.
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TABLE VI
New JErsey CorroraTioN Businvess Tax Rerurns (1946)
Apjustep NeET WorRTH AND TaxaBLkE Ner WortH As Per CENT oF NET WORTH—

DoMEsTiIC AND FOREIGN CORPORATIONS

Domestic Corporations Foreign Corporations
Number ° % of Net Worth Number % of Net Worth
Allocation Factor and Business of Adjusted Taxable of Adjusted Taxable
Classification .Returns Net Worth Net Worth Returns Net Worth Net Worth
A. All Returns
Lo NONE o e 896 109.9 59.5 100 149.1 39.9
2. Mining and Quarrying .............. .. ..., 107 100.8 60.3 29 101.7 1.5
3. Manufacturing ........... ... .. ...l 4,784 100.5 62.9 1,465 103.3 11.8
4. Public Utilities ......... . . i, 833 105.6 39.8 163 109.3 4.1
5. Retail and Wholesale Trade ................... 6,000 113.3 86.1 586 105.1 5.5
6. Service ... 2,202 112.6 99.4 204 101.2 15.1
7. Finance, Insurance and Real Estate .......... 10,729 90.0 87.7 724 109.8 21.3
8. Construction ......... ... ... . i 894 104.7 86.1 248 102.5 19.3
9. Agriculture, Forestry and Fishing ............ 253 114.1 89.7 19 101.1 9.1
Totals—All Returns ......................oo0 26,6981 99.7 68.8 3,5382 104.3 11.0
B. Allocation 100%

1. NOME L e 870 134.4 134.4 41 140.4 140.4
2. Mining and Quarrying ......................... 82 111.4 111.4 3 133.3 133.3
3. Manufacturing 4,300 97.3 97.3 344 126.7 126.7
4. Public Utilities 767 131.2 131.2 55 103.3 103.3
5. Retail and Wholesale Trade ................... 5,790 105.9 105.9 125 107.8 107.8
6. ServiCe ...... ... 2,128 112.3 112.3 62 99.9 . 99.9
7. Finance, Insurance and Real Estate .......... 10,617 87.7 87.7 317 64.4 64.4
8 Construction ......... .. o i 861 110.1 110.1 38 106.5 106.5
9. Agriculture, Forestry and Fishing ............ 240 - 108.6 108.6 5 103.7 103.7

Totals ... 25,657 96.6 96.6 990 84.6 84.6
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C. Allocation by Assets

1o NONE oot et e 25 102.8 37.5
2. Mining and Quarrying .............. ... ... .. 23 100.3 57.8
3. Manufacturing ............. ..ot 460 101.9 48.7
4. Public Utilities ....... ...t 58 101.6 26.1
5. Retail and Wholesale Trade ................... 175 117.3 75.6
6. Service ......... .. 71 113.6 62.6
7. Finance, Insurance and Rcal Estate .......... 92 91.3 87.6
8. Construction ................ ... ... oo 31 102.0 74.0
9. Agriculture, Forestry and Fishing ............ 12 127.9 45.1

Totals .. e 947 101.1 56.0

D. Allocation by Business Factor

1. NONE o i e e .. R .
2. Mining and Quarrying 2 100.0 52.0
3. Manufacturing ........................ o 24 101.3 33.8
4. Public Utilities ........... ... ...t 6 187.7 120.0
5. Retail and Wholesale Trade ................... 35 116.5 94.0
6. Service ... 3 100.0 32.4
7. Finance, Insurance and Real Estate .......... 20 154.9 113.5
8. Construction ............ . . . . i i, 2 101.8 50.9
9. Agriculture, Forestry and Fishing ............ 1 100.0 95.2

TOotals ...t e 93 107.0 43.5

Source: New Jersey Department of Taxation and Finance, Corporation Tax Bureau.
1 Includes one corporation reporting allocation zero; data unavailable for the other seven.
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2 Includes 444 corporations reporting no allocation and 5 corporations for which both factors are alike but less than 100%.



vania, and to the allocation of income used until recently under the
New York franchise tax.

“In order to prevent unfair or even unconstitutional results in given
cases, the rigidity of the allocation formulas is relieved by a provision
authorizing the tax director to adjust the amount of allocable net
worth upon the showing of an inequitable result under the formula.
It is believed that such a provision is necessary under the decisions of
the United States Supreme Court.”1

While the Commission feels that the presence in New Jersey of
a few large holding companies justifies a tax base which results
in a fair tax upon intangible personal property, it also recognizes
that operation of allocation factors under Section 5(b) of the
Corporation Business Tax Act (1945) has resulted in an undue
tax burden upon domestic corporations as compared with foreign
corporations. Experience under the act indicates the tax has
reached beyond replacement of the intangibles tax and has unduly
affected New Jersey corporations as compared with foreign cor-
porations.

4. Net Worth Adjustments

Under the New Jersey Corporation Business Tax Act (1945)
adjustments to net worth before allocation include additions of the
amount of debts owed to holders of 10 per cent or more of the
capital stock, subtractions for subsidiary capital and addition or
subtraction of the difference between book values as market values
of securities owned. As shown in Table VI, the net effect upon
the tax base of all adjustments together is small. The adjusted
net worth for all domestic corporations in 1946 was only 3/10 of
1 per cent less than the unadjusted net worth and that for foreign
corporations was 4 per cent greater than the adjusted net worth.

However, the effect of the adjustments to net worth varies
widely as among individual corporations and groups of corpora-
tions. Also as shown in Table VI, total adjusted net worth of
10,729 domestic finance, insurance and real estate corporations
was 10 per cent below the unadjusted net worth, while that for
253 domestic agricultural, forestry and fishing corporations was
14 per cent above the unadjusted net worth. For 25,657 domestie
corporations allocating all of their net worth to New Jersey, the
total adjusted net worth was 3.4 per cent less than unadjusted net
worth, while that for 93 domestic corporations using the business

1 Commission on Taxation of Intangible Personal Property, Report (March 26, 1945),
pp. 78 and 79.
84



a8

TABLE VII

Nuew Jersey CorporaTION BusiNess Tax RETurRNs (1946)

Ner WorrH ADJUSTMENTS FOR DoMESTIC AND FOREIGN CORPORATIONS BY S1ze or TaxapLeE Ner WorrTH

Amounts of Taxable
Net Worth

A. 26,705 Domestic Corporations
1. 0—$104,999 .......
2 $105,000—8$504,999 .......
3. $505,000—$1,004,999 ......
4.  $1,005,000—$10,004,999 .....
5. $10,005,000—3100,004,999 ....
6. $100,005,000 and over .......

Totals—26,705 Corporations.

B. 3,538 Foreign Corporations
1 0--$104,999 .......
2 $105,000—$504,999 .......
3. $505,000—$1,004,999 ......
4. $1,005,000—8$10,004,999 .....
5. $10,005,000—$100,004,999 . ...
6. $100,005,000 and over .......

Totals—3,538 Corporations..

1 Accounted for by deficits in net worth tabulated as ‘‘0’’ and by rounding.

(Amounts in Tens of Thousands of Dollars)

Additions to

Net Worth

Due Security
Stock- Values
Net Worth holders (Net)
$372,47 $96,80 e
449,77 64,48 $2,33
243,41 27,70 1,93
1,673,55 96,41 26,56
4,615,69 120,66 62,77
3,487,30
$10,842,19 $406,05 $73,26
$3,037,70 $158,26 $33,59
2,179,48 127,54 40,15
1,770,63 45,79 29,17
6,695,30 330,75 58,36
5,364,25 411,92 90,60
1,189,62 . 1
$20,236,98 $1,074,26 $251,88

Subtractions from

Net Worth
Subsidi- Security
ary Values Adjusted Discrep-
Capital (Net) Net Worth ancyl
$1,95 $5,37 $446,81 $—15,14
3,22 .. 499,36 —14,00
2,24 268,51 — 2,29
10,48 1,776,50 — 9,54
280,26 - 4,518,84 — 2
168,85 14,96 3,303,51 + 2
$467,00 $10,813,53 $-—40,97
$7,34 $3,218,34 $— 3,87
9,56 2,329,06 — 8,55
20,12 1,825,08 — 39
94,23 6,989,68 — 50
12,70 5,854,04 — 3
292,32 897,30 — 1
$436,27 $21,113,50 $—13,35

Source: N. J. Departmént of Taxation and Finance, Corporation Tax Bureau.



allocation factor under Section 5(b) was 7 per cent more than their
unadjusted net worth.

Additions to net worth of foreign corporations vary from 1 per
cent for the 19 engaged in agriculture, forestry and fishing to
about 10 per cent for the 724 in finance, insurance and real estate.
For the 990 foreign corporations allocating all of their net worth
to New Jersey the total adjusted net worth was 15.4 per cent less
than the unadjusted net worth, while that for 423 foreign corpora-
tions using the assets allocation factor was about 10 per cent more
than the unadjusted net worth.

Considered individually, the effect of the various adjustments
to net worth are not the same for all corporations. In general, the
addition for amounts owed to stockholders of 10 per cent or more
of the capital stock is most significant for small corporations,
while the deduction for subsidiary capital is most significant for
large corporations. Such results are due to the ability of stock-
holders to meet corporate capital needs of smaller corporations
and the concentration of subsidiary capital investments in large
corporations having large capital resources. The net effect of
adjustments for differences between book value and market value
was an addition to net worth for almost all size groups of corpora-
tions. Shown in Table VII, these conditions are what would be
expected in a year such as 1946 when security markets were
favorable.

Also as shown in Table VII, deductions for subsidiary capital
from the net worth of domestic corporations more than offset the
addition to net worth of amounts owed to stockholders. However,
this over-all condition results from large deductions of subsidiary
capital owned by corporations reporting taxable net worth of
more than $10 million and which accounted for 96 per cent of sub-
sidiary capital deductions for all domestic corporations. In the
case of foreign corporations, the deductions for subsidiary capital
were about 40 per cent of the additions for debts owed to stock-
holders. About 67 per cent of all deductions for subsidiary capital
of foreign corporations occurred in two corporations reporting
taxable net worth of more than $100 million.

Operation of the net worth adjustment provisions under the
Corporation Business Tax Act (1945) has brought into the tax
base debts owed to stockholders of closely held corporations and
also has provided substantial relief from ‘‘double taxation’’ for
corporations holding capital stock of subsidiary corporations also
subject to the tax.
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Recommendations

All questions relative to requested changes in the Corporation
Business Tax Act (1945) cannot be answered in terms of an
appraisal of its operation in 1946. However, the Commission has
considered each of the requests in detail and has attempted
wherever possible to determine their application within the struc-
ture of the tax.

Results of these considerations and the recommendations of the
Commission are summarized as follows:

1. Adjustment of the Allocation Provision of Section 5(b)

Application of the allocation factor under Section 5(b) of the
Corporation Business Tax Act (1945) caused most New Jersey
corporations to allocate under it in 1946. As shown in Table IV,
91 per cent of all domestic corporations using any allocation used
the asset factor under Section 5(b). In contrast, only 20 per cent
of all foreign corporations using any allocation factor used the
assets factor under Section 5(b).

While general business corporations actually operating in New
Jersey tend to have a large portion of their tangible assets within
the State, it is in the allocation of intangible personal property
that the greatest discrepancy occurs. This is particularly evident
in the case of corporations which hold large amounts of intangibles
and which have little or no business activity within the State. New
Jersey is the State of incorporation for several large holding or
semi-holding corporations which fall within this category and
which have only a statutory office in the State.

Problems inherent in the taxation of intangibles owned by hold-
ing companies are no novelty in New Jersey. Prior to enactment
of the Corporation Business Tax Act (Ch. 162, 1. 1945) and its
companion measure exempting most intangibles from ad valorem
taxation (Ch. 163, L. 1945), holding companies were in constant
danger of ‘‘tax lightning’’ in the form of taxation upon their
intangibles at general property tax rates. Scattered incidents of
“tax lightning’’ led to the ‘‘colonization’’ of about 170 corpora-
tions—a large number of which were holding companies—in Flem-
ington (Hunterdon ‘County) where they were assessed upon the
full amount of their intangibles but realized a very low general
property tax rate ($0.43 per $100 valuation in 1944). Collectively,
they had sufficient tax ratables to require only a small tax rate to
meet all governmental costs in a small town and county.?

1 N. J. Commission on Taxation of Intangible Personal Property, Report (March 26,
1945), pp. 13-16.
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Recommendations of the Commission on Taxation of Intangible
Personal Property? and adoption by the Legislature of the Cor-
poration Business Tax Act (Laws 1945, ch. 162) were conditioned
by their environment. Kconomically it was necessary to protect
business against the constant threat of ‘‘tax lightning’’ and
politically it was necessary that the Flemington corporations be
taxed about as they were under the general property tax. In this
connection, the Commission reported:®

“The tax program recommended by the Commisston will result in
taxes for 52 Flemington corporations about equal to what they are now
paying in franchise and personal property taxes. Because the Fleming-
ton tax upon intangibles is generally thought to be a reasonable one,
the Commission regards these results as favorable. They show that as
measured by these 52 Flemington corporations, the program will result
in a tax roughly equivalent to the present corporate franchise tax and
a reasonable tax upon intangible personal property.”

As a replacement for the general property tax upon intangible
personal property, the Corporation Business Tax Act (1945)
properly reflects corporate held intangibles in its base. In a
property tax State such as New Jersey, it is impractical to abandon
some measure of tax upon the property of holding companies
chartered in the State. While it is desirable to look to activity
rather than property for business tax revenues, there must be some
compromise in the case of corporations holding valuable charters
but engaging in no activity by which a tax can be measured.

It has been suggested that inclusion of all intangibles in the
assets of corporations for purposes of allocating net worth to New
Jersey reaches beyond the replacement of general property taxes
upon intangibles because many forms of intangibles were formerly
exempt from taxation as property. In many instances the amount
of net worth allocated to New Jersey exceeds the value of in-
tangibles formerly taxable as general property. In this respeet, it
should be pointed out tHat the corporation business tax is meas-
ured by net worth and not by intangibles or by any other
particular type of property. It is assessed at a rate (eight-tenths
of one mill on first $100 million) which is one-fifth as large as that
applied to intangibles in Flemington ($0.43 per $100 valuation)
in 1944 and only one-sixty-fourth as large as the average general
property tax rate in 1946 ($5.15 per $100 valuation). Complete
application of the ‘‘replacement’” principle would thus require

2 Ibid., pp. T4-76.
3 Ibid., p. 76.
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that the net worth tax base be very much in excess of the intangible
general property tax base with which it is compared. The Com-
mission concludes that the criticism that the corporation business
tax constitutes an undue tax burden upon intangibles is not valid.

To preserve a substantial measure of tax upon New Jersey hold-
ing companies and other corporations which hold large amounts
of intangibles and, at the same time, to provide greater equaliza-
tion of tax treatment as between domestic corporations and foreign
corporations, the Commission recommends :

Tae AvvocaTion oF NET WORTH ACCORDING TO THE PRO-
PORTION OF ToraL Asskts In anp Out oF THE StaTE, UNDER
Section 5(B) oF THE Tax Act, SHOULD BE AMENDED SO AS TO
Require DomEestic CorporaTiONs OWNING INTANGIBLE PER-
soNAL Properry WaHIicH Has A Business Situs OQuTsipE THE
StaTE 10 IncLupE ONLY 50 PEr CENT oF SucH INTANGIBLES
As Assers WitHIN NEW JERSEY.

Tuais Wourp Repuck Presext STaTE ReEVENUue BY $1.5
MmrioN—Bur taE STATE TrREASURY WOULD BE PROTECTED
Acainst Loss THrOUGH THE PrOVISION FOR WITHHOLDING BY
THE STATE oF D PER CENT oF THE REVENUES TO AccrUE UNDER
THE ProrosaLs or Part I or Tuis Report.

Effect of the recommendation will be toward reducing the cor-
poration business tax paid by domestic corporations subject to
allocation by assets under Section 5(b) and having intangibles
with out-of-State situs. It will not affect the tax assessed upon
domestic corporations subject to allocation by the business factor
under Section 6, or those having no intangible personal property
with situs outside the State, and it will in no way change the tax
assessed upon foreign corporations.

Corporation business tax returns filed by domestic corporations
in 1946 did not indicate the amount of intangible personal prop-
erty which has acquired situs outside the State. For this reason,
they do not provide sufficient basis for determining the exact effect
of the Commission’s recommendation. However, except in the
case of a few corporations for which information was available,
the Commission has prepared estimates on the assumption that
each corporation would be entitled to allocate one-half of its
intangibles outside New Jersey. Such an estimate indicates the
maximum tax reduction likely to result from the recommended
change in the allocation factor under Section 5(b).

89



Based upon 1946 experience, the Commission estimates that its
recommendation will result in reducing corporation business tax
revenues by about $1.4 million to $1.5 million. As shown in Table
VIII, almost $1.2 million, or 80 per cent of the reduction is ex-
pected to occur among 84 domestic corporations reporting taxable
net worth in excess of $10 million. After the change, these 84
corporations would account for about 50 per cent of the total tax
for all domestic corporations as compared with a little more than
58 per cent in 1946. Domestic corporations in all size groups above
that which determines the minimum tax of $25 would be eligible
to benefit under the amended allocation.

TABLE VIII
Estimatep ErrecT oF MODIFYING ALLOCATION Factor UNDER
Secrion 5(b) For 26,604 NEw JERSEY CORPORATIONS

(Amounts i Thousands of Dollars)

Number of 1946 Amended Possible

Size of Taxable Net Worth Corporations Tax Tax Reduction
A, Exceeds $100 million ....... oo, -7 $1,124 $7011 $423
B. $10 millien—$100 million ....... ... .cvviiinnn. 7T 1,845 1,0931 752
C. $1 million—$10 million ......... ... i, 367 841 6402 201
D. $105 tliousind—S$1 million 2,467 554 5002 54
I2. Less than $105 thousand 23,686 683 6502 33
26,60+ $5,047 $3,584 $1,463

1 Estimates based upon examination of tax returns, LExcludes corporations allocating under
Section 6 or claiming no allocation.
2 Estimated from group tabulations without reference to individual tax returns.

The Commission has given serious consideration to the matter
of increasing the corporation business tax rates in order to offset
the loss in tax revenues expected to result from modification of
the assets allocation factor under Section 5(b). Under the act, the
present tax rates upon adjusted net worth allocated to New
Jersey are:

Up to and inecluding $100,000,000 .0008
Next ..... e 100,000,000 .0004
Next ............. 100,000,000 .0003
In excess of ...... 300,000,000 .0002

After making allowance for the small corporations which pay
the minimum tax at $25 for domestics and $50 for foreigns, an
increase of about 31 per cent in over-all rates would be required
to maintain the tax at the 1946 level. However, the maximum tax
reduction which any domestic corporation can realize under the
modified allocation formula is 50 per cent of its 1946 tax. Cor-
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porations having taxable net worth in excess of $100 million and
smaller corporations holding any assets in New Jersey other than
intangibles cannot realize the full maximum reduction of 50 per
cent. As shown in Table VIII, the average reduction for 26,604
domestic corporations which may benefit is expected to be about
29 per cent of their 1946 tax. The average expected reduction for
the seven largest corporations is 38 per cent. A 31 per cent
increase in all tax rates would reduce the maximum possible benefit
from 50 per cent of the 1946 tax to about 35 per cent. It would
cause few corporations to benefit from the change and it would
cause many domestic corporations and all foreign corporations to
be taxed more heavily than they were in 1946.

As shown in Table IX, the Commission has estimated the effect
of changing the tax rate on the first $100 million of taxable net
worth from eight-tenths of one mill to one mill. Such a change
would reduce the expected loss in tax revenue from $1.4 million
shown in Table VIIT to about $300 thousand, or $400 thousand.
It would cause the tax for domestic corporations to be about $700
thousand less than in 1946 and that for foreign corporations to be
about $400 thousand more than in 1946.

Also as shown in Table IX, an increase in the tax rate on the
first $50 million of taxable net worth from eight-tenths mill to 1.2
mills would produce more than enough revenue to offset the ex-

TABLE IX

EsrimaTep Evrrcr oF Moprriep AnrocamioN Facror UNper Secrion 5(h)
- AxDp INcrEASED TAX RATES FOR ALL CORPORATIONS TABULATED

(Amounts in Thousands of Dollars)
- ~——Amended Tax—

i 1 Mill on 1.2 Mills
Number of 1946 1st $100 1st $50
Corporations Corporations Tax Million Million
1. Domestic Corporations:
A. 100% and Asset Allocation by Size of Taxable
Net Worthl
(1) Exceeds $100 million ........... PN 7 $1,124 $813 $841
(2) $10 million—$100 million ... 77 1,845 1,566 1,630
(3) $1 million—$10 million ..... . 367 841 800 960
(4) Less than $1 million .......ooiiivviinnes 26,153 1,237 1,300 1,450
. Sub-total ....iiiiiiiiieii i 26,604 $5,047 $4,279 $4,881
B. All Other Domestic Corporations ............. 101 $27 $33 $40
Total—All Domestic Corporations .... 26,705 $5,074 $4,312 $4,921 .
2, Foreign Corporations by Size of Taxable Net
Worth: .
(1) Exceeds $100 million ....................... 2 $176 $216 $216
(2) $16 million—$160 million ............ .. 36 708 885 1,050
(3) Less than $10 million ......... ... cooiian.s 3,500 975 1,190 1,400
Total—Foreign Corporations ............. 3,538 $1,859 $2,291 $2,666
Total—All Corporations .................. 30,243 $6,933 $6,603 $7,687

T By size of taxable net worth in 1946 before change in allocation factor.
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pected loss. However, such a change in rate would transfer a
substantial portion of the total tax to smaller corporations and to
foreign corporations. Characteristic of a property tax State, New
Jersey’s tax structure is noticeably regressive and such a change
in the corporation business tax rates would make it more so. It
would provide tax relief for large corporations holding intangibles
but it would also increase the taxes for most small corporations
and for all foreign corporations.

The Commission is aware of the necessity to preserve tax reve-
nue sources for the State and its municipalities in this period of
increased service requirements. But it does not feel justified in
recommending that a large part of the corporation tax be shifted
from the large holding companies to the many small domestic
operating corporations or to foreign corporations just for the sake
of preserving the tax yield.

However, application of the corporation business tax in 1946
resulted in a heavier tax in terms of gross receipts, tangible prop-
erty and payrolls in New Jersey for corporations allocating accord-
ing to the asset factor under Section 5(b) than for corporations
allocating according to the business factor under Section 6. As
shown in Table V, this discrepancy appears for both domestic cor-
porations and foreign corporations.

The apparent discrepancy in tax burden as between foreign
corporations and domestic corporations (see Table V) resulted
from differences in treatment of intangibles in the asset factor
under Section 5(b) and from the greater application of the busi-
ness factor under Section 6 by foreign corporations. Adoption of
the Comnission’s first recommendation will result in greater uni-
formity as between domestic corporations and foreign corpora-
tions in the application of the asset factor under Section 5(b).

- 2. Modification of Gross Receipts Factor

It has been suggested that the sales element of the gross receipts
factor for allocating net worth to New Jersey under Section 6 of
the Corporation Business Tax Act be modified. to give more weight
to the location of customers. As it is now applied, Section 6 pro-
vides for allocation of net worth to New Jersey according to a
three factor formula based upon (A) the location of real and
tangible personal property, (B) the receipts of the taxpayers and
(C) the wages, salaries and other personal service compensation.
Thus the receipts factor represents only one-third of the total
allocation fraction.
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The receipts factor is described in the act as:

“The receipts of the taxpayer, computed on the cash or accrual basis
according to the method of accounting used in the computation of its
net income for Federal tax purposes, arising during such period from

(1) sales of its tangible personal property located within the State
at the time of the receipt of or appropriation to the orders,

(2) sales of any such property not located at the time of the re-
ceipt of or appropriation to the orders at any permanent or con-
tinuous place of business maintained by the taxpayer without the
State, where the orders were received or accepted within the State,

(3) services performed within the State,

(4) rentals from property situated, and royalties from the use
of patents or copyrights, within the State,

(5) all other business receipts earned within the State,

divided by the total amount of the taxpayer’s receipts, similarly com-
puted, arising during such period from all sales of its tangible personal
property, services, rentals, royalties and all other business receipts,
whether within or without the State;”

(Laws 1945, ch. 162, sec. 6B).

As shown in Table X, sales of tangible personal property
located within New Jersey at the time of sale accounts for almost
95 per cent of all New Jersey receipts for domestic corporations
allocating according to the business factor and for about 90 per
cent for foreign corporations. The influence of sales of tangible
personal property not situated in New Jersey is negligible in the
total receipts factor. Basically, therefore, the gross receipts factor
is determined largely by the manner in which sales of tangible
goods situated in New Jersey are handled.

The New Jersey State Chamber of Commerce has recommended
to the Commission that:!

“The sales factor in the apportionment formula prescribed in Section
6 discriminates against companies which conduct a large part of their
manufacturing activity in the State of New Jersey but sell the products
manufactured therein outside the State. The apportionment formula
prescribed in Section 6 treats as New Jersey sales, sales of tangible
personal property located within the State at the time of the receipt
of or appropriation to the orders, regardless of where the sales are
made. This combined with the other two factors in the formula gives
excessive weight to manufacturing activity in the State.”

1N. J. State Chamber of Commerce, Suggested Changes to the New Jersey Corpo-
ration Franchise Tax Law (Ch. 162, P. L. 1945), (Newark, Jan. 17, 1946).

93



¥6

By AMounNT oF NEwW JERSEY RECEIPTS

TABLE X

Corrora110N FraNcHISE TAx RETURNS (1946) For CorPoraTIONS UsING BUSINESS ArLnocarioNn FacTor
RELATIONSHIP OF SERVICES, SALES AND RENTALS OF TANGIBLE PERSONATL PrROPERTY IN NEW JERSEY TO Toran NEW JERSEY RECEIPTS

(Amounts in Tens of Thousands of Dollars)

w < 4
E £ < T
o ] ; 2 7 b=
Amount of New Jersey Receipts C S hs % B g g
L =1 = gz @ & £
£E = wd e ; : S
R £ 2= - = = —_
DOMESTIC CORPORATIONS Z M e SF b z z =
Allocation by Business Factor:
1. 0—$104,999 ........... ... 65 $47 $11 $5 $9 $19 $3
2. $105,000—$504,999 ...l 11 3,08 2,03 BN T4 20 11
3. $505,000—%$1,004,999 ... 35 3,04 2,19 11 70 54
4. $1,005,000—$10,004,999 .. 11 26,56 25,26 1,23 7
5. $10,005,000—$100,004,999 . 1 44,59 44,99
6. $100,005,000 and OVeT .............vve aieeiiiiel aeaa.
Total ... 93 $78,64 $74,58 $1,89 $1,53 $39 $75
FOREIGN CORPORATIONS
Allocation by Business Factor:
1. 0—$104,999 ......iiiiin.. 816 $20,74 $9,71 $1,48 $4,91 $78 $3,86
2, $105,000—$504,999 363 96,61 62,67 7,33 14,09 2,19 10,33
3. $5035,000—$1,004,999 ... 144 103,87 80,08 4,80 12,40 24 6,35
4. $1,005,000—$10,004,999 .. 295 957,40 809,02 59,70 34,57 5,32 48,79
5. $10,005,000—$100,004,999 .. . 51 1,214,338 1,079,46 20,43 77,82 2,28 34,34
6. $100,005,000 and over ................ 7 1,404,57 1,374,79 4,79 20,59 1,29 3,11
Total ...t 1,676 $3,797,52 $3,415,78 $98,52 $164,3 $12,10 $106,78

~—Per Cent of Total New Jersey

J.

N.

in

Tetal Receipts

100.0
160.0
100.0
100.0
100.0
100.0

100.0

Tangibles

Sales N, J,

Sales Tangibles
Accepted

Services

J.

N.

19.2
24.0
19.8

1.9

22.7
1+.6
12.6
3.6
6.4
1.5

4.3

Receipts—
=z
= «
3 Z
& =
=
- =]
7 =
10.4 6.4
5 3.6
15.3
0.3
0.5 1.0
3.8 18.6
i 10.7
0.2 6.1
0.6 5.1
0.2 2.8
0.1 0.2
0.3 2.8



TABLE XI
RevaTionsHiP BerweeN TAxABLE NET WORTH AND Toran Assgrs IN NEw JERSEY FOrR DoMESTIC AND FOREIGN CORPORATIONS
By ALpocaTioN FacTor AND Size oF TaxApLE NET WORTH

(Amounts in Tens of Thousands of Dollars)

— Domestic — ~-Foreign \
Number Taxable Assets Net Worth Number Taxable Assets Net Worth
Allocation Factor and of Net in As % of of Net in As % of
Amount of Taxable Net Worth Returns Worth N. J. Assets Returns Worth N. J. Assets
A. 100% Allocation .
1 0—$104,999 ....... 23,260 $396,62 $868,86 45.6 703 $15,49 $51,92 29.8
2 $105,000—$504,999 ....... 1,913 403,26 632,73 63.7 166 39,54 63,45 62.3
3. $505,000—$1,004,999 ...... 269 189,07 291,93 64.8 47 33,53 42,17 79.5
4.  $1,005,000—$10,004,999 ..... 196 432,04 599,60 72.1 68 179,98 325,64 55.3
5. $10,005,000—$100,004,999 .... 17 466,08 726,39 64.2 6 92,91 121,78 76.3
6. $100,005,000 and over ....... 2 1,416,61 1,541,01 91.9 .. s e
Total .......ccovviviiennnnn. 25,657 $3,303,68 $4,660,52 70.9 990 $361,45 $604,96 59.7
B. Allocation by Assets )
1 0—$104,999 ....... 426 $14,10 $29,31 48.1 261 $5,88 $13,90 42.3
2 $105,000-—$504,999 ....... 217 52,02 83,92 62.0 99 26,16 41,51 63.0
3. $505,000—$1,004,999 ...... 68 49,57 76,23 65.0 23 16,11, 26,77 60.2
4.  $1,005,000—8$10,004,999 ..... 171 618,37 828,80 75.6 36 102,02 157,22 64.9
5. $10,005,000—$100,004,999 .... 60 1,839,83 2,564,22 71.8 4 83,28 103,24 80.7
6. $100,005,000 and over ....... 5 1,539,49 2,126,86 72.4 . e e .
Total ........c.ciiviunn..n. 947 $4,113,38 $5,709,34 72.0 423 $233,45 $342,64 68.1
C. Allocation by Business Factor
1 0—$104,999 ....... 62 $1,75 $2,74 63.9 1,054 $25,38 $21,43 118.4
2 $105,000—§504,999 ....... 20 5,53 8,50 65.1 325 79,97 68,74 116.3
3. $505,000—$1,004,999 ...... 6 4,51 6,86 65.7 102 72,14 61,28 117.7
4.  $1,005,000—$10,004,999 ..... 4 7,42 10,25 72.4 167 511,73 431,46 118.6
5. $10,005,000—$100,004,999 .... 1 13,23 21,56 61.4 26 708,35 647,73 109.4
6. $100,005,000 and over ....... e e e .. 2 239,27 179,46 133.3

Total ........ ... ... 93 $32,44 $49,91 65.0 1,676 $1,636,84 $1,410,10 116.1



To meet this eriticism of the sales factor as it is defined in the
Corporation Business Tax Aect, it has been suggested that New
Jersey sales be redefined to include:

(1) all sales initiated and completed within the State,

(2) one-half of all sales initiated within the State and terminated
outside the State,

(3) one-half of all sales initiated outside the State and terminated
within the State.

The Commission is sympathetic to the criticism of the sales
factor as it is applied and has considered the suggested change.
However, it has been unable to obtain adequate data with which to
appraise the effect of the modification. In the absence of complete
information and in consideration of other changes recommended,
the Commission recommends :

Taar THE SaLeEs Facror I THE Business ALLOCATION
Formura Unper SectioNn 6 orF THE CorPoraTION BUSINESS
Tax Acr Remaiy UncHANGED PENDING FURTHER STUDY AND
INvesTIGATION.

3. Consolidated Returns
The Corporation Business Tax Act (1945) provides that:

“Every domestic or foreign corporation which is not hereinafter
exempted shall pay an annual franchise tax . . . for the privilege of
having or exercising its corporate franchise in this State, or for the
privilege of doing business, employing or owning capital or property,
or maintaining an office in this State. And such franchise tax shall
be in lieu of all other State, county or local taxation upon or measured
by intangible personal property used in business by corporations liable
to taxation under this act.”

(Laws 1945, ch. 162, sec. 2.)

Thus, under the act, all corporations chartered in New Jersey
and all foreign corporations qualified to do business in New Jersey
are taxable. The tax is assessed for the corporate privilege and
in lieu of taxation as property of corporate owned intangibles.
Corporations which operate as a single enterprise under a single
charter are taxed for a single privilege according to their size as
measured by net worth. Corporations which choose to operate
through subsidiaries exercise more than a single privilege and they
are taxed accordingly. In rare instances multiple corporate units
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pay less tax than they would as a single unit. In general, however,
the tax upon multiple corporate units exceeds the tax which would
be assessed upon the group as a single unit.

Use of consolidated returns under the Corporation Business Tax
Act would have the effect of grouping two or more corporations
and assessing a franchise tax upon their combined net worth after
elimination of inter-corporate accounts. The resulting tax would
depend upon group holdings and group activity and would not
reflect a payment for individual corporate charters or privileges.
For large families of corporations such as those controlled by some
of New Jersey’s holding companies, it. would virtually eliminate
the tax for corporate privileges exercised by any but the parent
corporation. Because consolidation would combine allocation
factors as well as balance sheet accounts, it would enable corporate
families operating on a national or international basis to escape
all but a nominal tax in New Jersey.

The subject of double or multiple taxation is one which has
various definitions and implications. Particularly in respect to
taxation of corporations, it has been so interpreted as to produce
curious, if not mischievous, results. Basically, the actual amount
of physical wealth is much smaller than the aggregate equities in
it and in this sense a large portion of all tax assessments are
“multiple taxation.”” For example, a tax upon the wages and
produet of a manufacturer is duplicated by a tax upon the wages
and inventory of the wholesaler and retailer who sell the product.
Similarly, taxes paid by a corporation are duplicated or supple-
mented by taxes paid upon the shares or dividends by stockholders.
In the course of our economic life, taxes are regularly compounded
in this way. While the compounding is ordinarily ignored, it has
acquired special significance in cases where two or more of the
stages are held in common ownership such as that reflected in
parent-subsidiary corporation relationships. There is no reason
for this special significance other than the greater ease with which
the compounding can be demonstrated.

However, the Corporation Business Tax Act does provide that
corporations may deduct up to one-half of their ownership of
stock of subsidiaries which also pay the corporation business tax
in New Jersey:

“Any taxpayer which holds capital stock of a subsidiary during all
or part of any year may, for the purposes of the tax imposed by this
act, deduct from its net worth such proportion, not exceeding fifty per
eentum (50%), of the average value of such holdings less net liabili-
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ties (if any) to subsidiaries, as the ratio of the subsidiary’s taxable net
worth, for the same year under this act, to its entire net worth; . . .
For the purpose of this section, a subsidiary shall be deemed to be any
corporation in which a taxpayer is the beneficial owner of at least
eighty per centum (80%) of the total combined voting power of all
classes of stock entitled to vote and of at least eighty per centum (80%)
of the total number of shares of all other classes of stock except non-
voting stock which is limited and preferred as to dividends.”

(Laws 1945, ch. 162, sec. 9.)

This provision in the Corporation Business Tax Act recognizes
the element of ‘‘double taxation’” and eliminates between 50 per
cent and all of it so far as it applies to taxes assessed under the
act. As shown in the following example, only one-half of the
subsidiary capital is ‘“doubly taxed’’ when both the parent and the
subsidiary are both situated entirely within New Jersey (as
between parent corporation and subsidiary A). Where the sub-
sidiary is less than 50 per cent in New Jersey, there is no ‘‘double
taxation’’ of subsidiary capital under the act (as between parent
corporation and subsidiaries B and (). Because consolidation
combines allocation factors as well as capital accounts, it can result
in reducing the tax base by more than is justified by elimination
of all ““double taxation’ under the act (as hetween individual
returns and consolidated returns).

ExaMPLE oF APPLICATION OF NET WorTH TAX Acr TO
PARENT AND SUBSIDIARY CORPORATIONS

Consoli-
Parent ———Subsidiary Corporations—— dated
Corporation A 1 C Returns
100% N.J. 100% N.J. 10% N.J. 0% N.J. 37% N.J.
Assets:
Stock In A ... e $1,000
Stock in B ... i 1,000
Stock in C ... i 1,000
Other AssetS ........ceeeeevrenennnanss 31,000 $1,000 $1,000 $3,000
Total Assets ........cvvvvunnnnnn. $3,000 $1,000 $1,000 $1,000 $3,000

Liabilities ...........coiiiiiiiinneen..n
Net Worth ..., $3,000 $1,000 $1,000 $1,000 $3,000

Subsidiary Deduction:

BOTH OF & ovonerenee e $500
10% Of B ooovoeie e 100 e
0% of C o e
Paxsble Net Worth .............. 2,400 $1,000  $100 ... $1,100

Taxable net worth:
without allowance for subsidiary deduction ................. . $4,100
as provided in act ... o i e 3,500
with allowance for consolidated returns
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As shown in Table XTI, capital stock of subsidiary corporations
represented almost 18 per cent of all assets reported in 1946 by
domestic corporations and about 7 per cent of all assets reported
by foreign corporations. However, the importance of subsidiary
ownership is concentrated among the larger taxpayers. In the
case of seven domestic corporations reporting taxable net worth
in excess of $100 million, subsidiary stock averages 43 per cent of
total assets. In contrast, the average holdings of subsidiary stock
accounts for only six-tenths of 1 per cent of the assets reported
by corporations with taxable net worth of less than $105 thousand.

Also as shown in Table X1II, deduections for subsidiary capital
totaled $467 million for domestic corporations, thus offsetting
about 17 per cent of the $2,681 million of subsidiary stock included
in their total assets. In the case of foreign corporations, deduc-
tions for subsidiary capital totaled $436 million and offset 21 per
cent of the subsidiary stock included as assets. While these ratios
vary widely as among individual corporations and groups of
corporations, they indicate substantial adjustments under the act
for corporations holding stock of subsidiaries.

TABLE XII
30,243 CorporATION FrRanCHISE Tax RETUrRNS (1946)

STOCK OF SUBSIDIARIES, SUBSIDIARY CAPITAL AND AMOUNTS DUE
SToCKHOLDERS BY TAxXABLE NET WORTH

(Amounts in Tens of Thousands of Dollars)

Deductions Additions
Stock of Subsidiaries For Sub- For Amount

Number of Book As % of sidiary Due Stock-
Amount of Taxable Net Worth (‘grpnrﬂfions Value Assets Capital holders
Jomestic:
1. 0—$104,999 ................. 23,756 $5,77 .6 $1,95 $96,80
2. $105,000—$3504,999 ............ . 2,150 15,97 2.0 3,22 64,48
3. $503,000—8$1,004,999 343 9,71 2.3 2,24 27,70
4. $1,005,000—$10,004,999 311 110,48 4.7 10,48 96,41
5. $10,005.000—$100,004,999 . ... s 78 754,88 11.9 280,26 120,66
6. $100,005,000 and over .............. .. T 1,784,16 43.- 168,85 ...
Total ..o 26,705 $2,680,97 17.9 $467,00 $406,05
Foreign:
1. 0—8$104,999 ................. 2,466 $189,38 3.6 $7,34 $158,26
2. $105,000—$504,999 ...... .. 591 134,44 3.7 9,56 127,54
8 $503,000-—$1,004,999 . ... 172 129,59 5.2 20,12 45,79
4. $1,005,000—$10,004,999 271 763,59 8.0 94,23 330,75
5. $10,005.000—$100,004,999 .. . 36 802,66 10.4 12,70 411,92
6. $100,005,000 and over .................. 2 32,00 2.2 292,32 ...,
TOEAL ettt 3,538  $2,051,66 6.8  $436,27  $1,074,26



However, additions to net worth for debts owed to stockholders
of 10 per cent or more of the capital stock totaled $406 million for
domestic corporations and $1,074 million for foreign corporations.
To the extent that these debts represent amounts owed to taxable
parent corporations by their taxable subsidiaries, these adjust-
ments for debts offset the deductions for subsidiary capital. For
domestic corporations, the additions for debts offset 87 per cent
of all deductions for subsidiary capital and for foreign corpora-
tions they amount to almost two and one-half times the subsidiary
capital deductions.

‘While these data as tabulated from the 1946 corporation busi-
ness tax returns are not adequate to determine the exact effect of
consolidated returns, they do indicate the implications of such a
revision. Flirst, consolidated returns would result in a greatly
reduced tax base and tax. It would virtually eliminate the tax
liability of holding corporations and a large part of the reduction
in tax base would occur among large corporations which account
for a major portion of the tax. Second, consolidated returns would
grant reduced group tax rates for charters to families of corpora-
tions and thus depart from the payment for each corporate
privilege or charter. Against this background the Commission
recommends :

TaaT Provisions or THE CorroraTioN Business Tax Act
(1945) Waica Do Nor Permit tHE Fruine oF CoNSOLIDATED
ReTurxs Remain UNCHANGED.

4. Provision for Minimum Tax Based Upon Assets

The Corporation Business Tax Act (1945) provides a minimum
tax of $25 for domestic corporations and $50 for foreign corpora-
tions. At tax rates described in the act, this means the minimum
tax applies to all domestic corporations with adjusted net worth
allocated to New Jersey amounting to less than $31,250 and to all.
foreign corporations with less than $62,500. More than 80
per cent of all domestic corporations and almost 70 per cent of all
foreign corporations paid the minimum tax in 1946.

Most of the minimum tax corporations were small corporations
with small net worth and small operations. Particularly among
the foreign corporations, some of them were larger corporations
with small New Jersey operations and for which the New Jersey
allocation was slight. However, a limited number of them were
corporations which had substantial assets and business activity in
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New Jersey but which also had little or no net worth. Because
they operate on borrowed capital, their assets are offset by
liabilities and, in some instances, they even report a negative net
worth. .

Corporations which are largely or entirely financed by borrowed
capital hold assets and conduct business in the same manner as do
those financed largely or entirely by equity capital. Deficit cor-
porations exercise the same privilege to do business in New Jersey
and they require the same public services as do corporations which
have few or no debts.

The Commission finds that the Corporation Business Tax Act
should be adjusted to provide a more suitable tax base for corpora- .
tions holding substantial assets but reporting little or no net worth.
While provisions of the act requiring adjustment of net worth to
include debts owed to holders of 10 per cent or more of the capital
stock provide some correction for discrepancies of this kind, they
do not in every instance result in a suitable tax base for corpora-
tions operating largely upon borrowed capital. Accordingly, the
Commission recommends :

Taar TaE Minimum Tax Provistons Uxper THE Cor-
PORATION Business Tax Acr (1945) BE SUPPLEMENTED BY AN
Apprtionan Provision Taar THE Tax For ANy Sinere Cor-
PORATION SHALL IN No INsTaNCE BE LEss THAN AN AMOUNT
Derivep By Murtipnying ITs Toran AsseETs ALLOCATED To
New JEersey BY .0002 (Two-tENTHS 0F ONE MILL).

Effect of the recommendation will be toward increasing the cor-
poration business tax paid by domestic and foreign corporations
for which the taxable net worth in New Jersey amounts to less
than one-fourth (25 per cent) of the total assets in New Jersey.
For the few corporations reporting taxable net worth in excess of
$100 million, this ratio will increase depending upon the amount
of such excess. As shown in Table II, there were nine corpora-
tions with taxable net worth of more than $100 million in 1946.
After adoption of the recommended change in allocation factor
under Section 5(b) there will probably be only five corporations
in this group. The Commission estimates that the recommended
minimum tax provision will not affect any of them.

Further study by the Commaission has indicated that only three
of the 78 domestic corporations reporting taxable net worth of
$10 million to $100 million in 1946 will be affected by the minimum
tax based upon assets. The total tax for these three corporations
will probably increase by $7,110 from $92,474 to $99,584.
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As shown in Table XI, the average ratio between net worth and
assets in New Jersey was well above the suggested 25 per cent
minimum for domestic and foreign corporations in every size
group. The lowest average occurs among 23,260 domestic corpora-
tions allocating 100 per cent of their net worth to New Jersey and
reporting taxable net worth of less than $105,000. For this
group taxable net worth averages more than 45 per cent of
assets in New Jersey. However, application of the minimum tax
at two-tenths of one mill would not be effective upon domestic cor-
porations having assets in New Jersey valued at less than $125,000
because they would pay the basic minimum tax of $25. The
average value of assets for the 23,260 smallest domestic corpora-
tion taxpayers is less than $38,000 and the recommended minimum
tax based upon assets would affect very few if any of them.

While some slight additional tax revenue will result from adop-
tion of the recommended corporation business tax minimum based
upon assets. the Commission believes it will not be significant in
the overall tax yield. Its adoption is recommended as a measure
to minimize tax avoidance by a small number of corporations and
not as a revenue measure.

5. Investment and Personal Holding Companies

The original legislation in 1945 provided for special treatment
of regulated investment companies, that is, companies subject to
Federal regulation under the Investment Companies Act of 1940,
provided such companies had elected to come under the provisions
of Supplement Q of the Internal Revenue Code. This special
treatment was made on the meritorious ground that the particular
type of company involved provided an investment medium for the
small investor and was subject to public supervision, as dis-
tinguished from other investment companies. It has since been
urged upon the Commission that the requirement of submission to
Supplement @ makes an unfair diserimination against regulated
investment companies which are also subject to public supervision
but which have not for one reason or another elected to come under
Supplement Q.

The merits of the case presented by regulated investment com-
panies are somewhat related to the question of expediency in the
taxation of all investment companies, including the so-called per-
sonal holding companies. This type of business normally desires
to center its activities in the New York financial market, and the
principal office of such a business may readily be moved from
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Jersey City to New York City, and vice versa. Most of the large
taxpayers, or potential taxpayers, are Delaware corporations and
their only activity usually is represented by the maintenance of a
small office and staff, provision for receipt and delivery of securi-
ties, and maintenance of bank deposits and other types of banking
business, a type of business which is concentrated among the banks
located in Jersey City. To the extent that our tax law creates a
tax liability equal to or in excess of that in New York, this type of
company and the financial business it brings to New Jersey tends
to move out of the State.

The problem of dealing with investment companies tax-wise is
thus not so much a matter of the reasonableness of the tax itself,
or even of the loss entailed in making adjustments, since the entire
tax yield provided by this class of company is affected when the
companies move out of the State. Hssentially the problem is that
of reaching a working level of taxation which will enable New
Jersey business to compete in the New York metropolitan financial
market. Kxperience over the past year has shown that a sub-
stantial number of the type of financial corporations under con-
sideration have removed from the State during the year.

It has been proposed to the Commission that all investment
companies be placed upon the same basis as regulated investment
companies. The effect would be to provide an allocation factor,
not now present, whereby the allocation of net worth would depend
upon the residence of stockholders. While this suggestion may
have some merit, and would solve the problem of the foreign
investment companies, it is unacceptable for the reason that it
would afford no relief to the personal holding company which is
owned by New Jersey residents.

Various possible solutions of the problem, directed toward a
common treatment for regulated investment companies, non-regu-
lated investment companies, and personal holding companies,
whether domestic or foreign corporations, have been considered
by the Commission. The Commission has also found.that the
present ‘‘floor’’ of 10 per cent of net worth to be allocated to
New Jersey by regulated investment companies which are now
specially treated, has become, in effect, the actual basis of tax for
the reason that the allocation factor determined by residence of
stockholders almost always produces a factor of less than 10 per
cent in New Jersey. This result suggests an effective solution for
all three types of investment companies, a solution which will
require an upward revision of the minimum allocation and a care-
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ful definition of investment companies to exclude the great holding
corporations which are also incorporated under the laws of New
Jersey.

The Commission accordingly recommends :

Taar THE PrESENT ArLocaTioN FacTor For ArL INVEST-
MENT CompaNiEs AND Persovan Howping CoMPANIES,
WueTHEER DoMEsTIC OR ForEIGN CorroraTiONs, B REvISED.
Arr Svca Companies SHOULD BE AssESSED FoR FRANCHISE
Tax Measurep BY 25 Per CexT oF THEIR NET WORTH AT THE
Same Rates As OraeEr CorPorATIONS. IN THE ALTERNATIVE,
Svuca CorroraTions May Eircr To Br Taxep Unper Src-
TioN 5(B) As It Is ProrosEp To Be AMENDED.
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MINORITY REPORT
Marcu 17, 1947.

His Excellency, Governor Alfred E. Driscoll, and Members of the
One Hundred Seventy-first Legislature:

I submit herewith a minority report. This report is the same
as a memorandum which I addressed to the Governor at his
request.

I am of the belief that the present taxing statutes are ineffective
and have not been enforced. In this memorandum, which is the
minority report, I have pointed out how a uniform equitable taxing
system can be enacted at a State level of assessment and collection.

In this report I have attempted to set forth a modern method
whereby tangible personal property may be taxed with fairness
and accuracy; a method which brings, incidentally, additional
revenues; a method which will give additional revenue to each
municipality; will give relief to those municipalities where it is
most needed ; will avoid any new taxes; will provide relief for real
estate and furnish revenue to municipalities to meet increasing
costs of municipal services.

I agree with the conclusions of the Commission with respeet to
Part I1 thereof as to adjustment in the corporation business
tax act.

Respectfully submitted,

JacoB S. GLICKENHAUS.
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MEMORANDUM TO GOVERNOR DRISCOLL

I understand that the present plan of the Commission is to
impose a gross receipts tax at a two mill rate, together with a
tax on machinery and equipment, at a rate of one-half of the pre-
vailing local tax, not to exceed average State rate; which taxes
are to be substituted for the present tax system; the revenues to
be returned to the municipalities where raised to replace the
present $28.6 millions now raised on business tangible personal
property. This is the plan the Commission now proposes.

A ‘““gross receipts’’ tax, such as recommended by the Comn-
mission, is an ‘‘opening wedge’’ to the enactment of a general
State sales tax or a State income tax. A ‘‘gross receipts’’ fax is
in fact a sales or an income tax; applied to service organizations
it is an income tax based on gross income; applied to wholesalers,
retailers and manufacturers such a ‘“‘gross receipts’’ tax is in fact
a sales tax. The citizens of New Jersey have too often expressed
their disapproval of any form of a sales or income tax, regardless
of the name applied to it. The ‘‘gross receipts’’ tax, if enacted
into law, will create a sales or income tax under the guise of a
mercantile license tax. I remember only too well the pledge, dur-
ing the last campaign, that no new taxes would be imposed; that
particularly sales and income taxes were definitely opposed. I
remember, only too well, in the primary campaign the pledge to
the people that there would be no sales or income tax, and, vividly,
I recall the newspaper advertisements in New York and North
Jersey newspapers to the effect that a vote for Hoffman was a
vote for a sales or income tax. My memory also recalls that both
political parties pledged themselves against any new taxes and
particularly against a sales or income tax.

A ““gross receipts’’ tax base is a most unstable base. The statis-
ticians of the Commission show that the gross receipts for 1945
are estimated at $12 billion and that the gross receipts in 1939
in New Jersey amounted to the sum of $6 billion. Emphasis is
placed on the fact that the 1945 figures constitute an excessively
inflated base.

At this point I should like to set forth the results of my own
investigation, as an indication of the greatly inflated 1945 gross
receipts base and to indicate the instability of such a base. I am
using Newark as an example because it is the industrial and mer-
cantile center of New Jersey.
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The value of products manufactured in the City of Newark in
1939, according to the Bureau of Census report (page 653 for year
1939), was $426,162,505.00.

The Newark Evening News survey, Chart 302, Section 1, Market,
listing the 20 leading cities in order of industrial volume as to the
value of manufactured products, lists Newark as twelfth with a
value of manufactured produects in 1943 of $1,052,620,000.00 and
said chart further shows a ratio (1943 to 1939) of 246.8.

““The Newark Market,”” a publication of the Newark Committee
on Economic Development, indicates the following figures with
respect to wholesale sales and retail sales in Newark:

Wholesale Sales Retail Sdles
1939—%$397,832,000 1940—%$249,000,000
1943—$715,057,000 1943—$393,000,000

“‘Sales Management,’’ page 158 (May 1946) gives the following
further statistics for Newark:

Wholesale Sales Retail Sales
1945—$805,180,000 1945—$465,317,000

As an example of the ‘“‘gross receipts’’ tax being based on an
unstable base, I recite the following as applicable to the State of
New Jersey:

Value of Products Manufactured in New Jersey

1939—$3,428,947,188.00. (Source, page 621—Report of
Burean of Census.)
1945—$6,800,000,000.00. (Estimate of Commission.)

The removal of the present tangible personal property base and
the substitution of a new base involving gross receipts will throw
an additional heavy tax burden on real estate. Municipal bodies
will thereby be restricted to levies against real estate as the sole
remaining property from which revenues can be raised. It should
be borne in mind that intangibles have been removed from the tax
base. The program of the Commission will practically remove
tangibles from the tax base of municipalities and leave only real
estate and recourse to the State by the municipalities as its only
revenue raising basis.
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County tax rates are based on ratables. Ratables include real
and personal property. The removal of the personal property
base will result in the cost of county government falling only on
real estate ratables, if no compensation is made to counties for
removal of that base. In Kssex County, for example, removing
personal property from the ratables will raise the county tax rate
by 11 points, all of which will be borne by real estate.

The Commaission suggests that municipalities be permitted to
impose an ‘‘occupancy tax’’ in lieu of the present personal prop-
erty tax on household furniture. This tax would be imposed on
tenants of dwellings and would be collected as part of the rent.
I am unalterably opposed to this. This is a new tax. It is a poor
substitute for the present tax. Under the plan I suggest it would
be eliminated entirely. _

Present trends indicate that the tenants of dwellings may, in the
near future, bear an additional rental cost.

I do not see how, under present conditions, we can advocate ap
‘“occupancy’’ tax or any other new tax.

I do believe that the present tax structure can be ovefhauled,
made equitable, placed on a fair basis and made enforceable.

Up to this vear, no one could possibly estimate the extent of
business tangible personal property in this State. The returns on
the ‘‘Business Net Worth’’ tax have, for the first time, provided
data upon which a safe estimate can be determined.

In a letter to me under date of February 17, 1947, Mr. James
A. Arnold, Jr., statistician for the Commission, states as follows:

“The Corporation Tax Bureau has added the tangible personal property
items reported in net worth tax returns from corporations with total assets
amounting to $100,000 or more. Where an allocation was made, the tangibles
in New Jersey were used. All tangibles reported by 100 per cent corporations
were used. Results of this tabulation show book values as follows:

Inventory ...... ..ol $1,092 million
Machinery and Equipment ................ 348 million
Other Tangibles .......... oo inn.. 28 million

Total ......... N $1,468 million

In addition, there was a total of all tangible property—land, improvements
and personal-—amounting to $99 million for which no breakdown was reported.
Kingsley has estimated that corporations having total assets less than $100,000
will have tangible personal property totalling about $100 million. This means
all corporations together have tangibles with book value totalling something
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like 1.6 billion. I am testing these estimates against various standards. After
inclusion of unincorporated business, the total will probably be something like
$2 billion. :

Tabulation of corporations which reported book values and assessed values
of tangible personal property shows the following results:

(Amounts in Thousands of Dollars) .

Domestic Forewgn Total
Number of corporations 5,413 785 6,198
Book value:

Inventory ......... $290,504 $197,306 $487,810
Other ......ooun... 179,890 - 66,237 246,127
Total ........... $470,394 $263,543 $733,937
Assessed value ....... 171,015 86,502 257,517
Assessment ratio ..... 36.4% 32.8% 35.1%

Audited abstracts of tax ratables released by the State Tax Department
(Local Tax Division) show gross personal property ratables as follows:

Household Goods +..oooviiii i, $174.7 million
Farm Stock and Machinery .......... e 10.8 million
Business Inventories ..................... 322.0 million
Other Business Tangibles .........2 ...... 228.8 million
Total ..o ve e $736.3 million

We have found discrepancies in these totals for five counties and we are
runining them down. IHowever, the differences are small and their net effect
will be slight.

Rough estimates which have thus far stood several tests indicate that total
business gross receipts as we have discussed them now amount to something
like $12 billion annually distributed as follows:

Retall Trade . vvvvvrinnniniiniiinnanaennnann. $3 billion
Wholesale Trade ....cvvivnin i inennnnnnn. 2 billion
Manufacturing .......cooviiiiiiii i, "6 billion
All other oo e i e e 1 billion

Total oot e $12 billion

These data probably do not answer all questions, but they show the frame-
work within which we must work. Following your suggestions today, [ will
be glad to discuss them with you at your convenience.

Sincerely yours,
JaMEs A. Ar~orp, Jr.”
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The total business tangibles, therefore, amount to $2 billion on
the basis of book values. :

The audited abstracts of tax ratables, referred to in Mr.
Arnold’s letter, indicate the lack of taxation, or uniformity of
taxation of these tangibles.

All business tangibles today pay $28.6 million in taxation
throughout the State at an average rate of $5.15 per hundred
(1946).

A Suggested Approach

(1) Let us start with the figure of $2 billion representing ‘‘book
values’’ of business tangibles in the State of New Jersey.

(2) Of this $1.6 billion are reported by corporations.
(3) Of this $400 million are privately or partnership owned.

(4) A rate of $2 per $100 would yield $40 million to replace .
$28.6 million now collected.

Note: 'This rate is only set up in order to indicate possibilities of approach.

(5) Due to the fact that exact figures are presently unavailable
as to the extent and value of business tangibles in each muniei-
pality, a formula whereby additional moneys would be secured by
cach municipality, can be evolved along these lines:

A. Make compensation to counties for removal of personalty
base. ’

B. Ascertain the proportion that each municipality raised in
1946 on its business tangibles within its confines to the $28.6
million raised throughout the State. For example, if a munici-
pality raised $4 million on its business tangibles, with reference
to $28.6 million raised throughout the State, its proportion is
approximately 1/7th.

(. Give to each municipality its proportion of the estimated
vield under the new plan. Thus, if $40 million is raised under a
new plan, the municipality would get 1/7th of $40 million in lieu
of 1/7th of $28.6 million.

Third—Each municipality would then receive an increase in
revenue under this plan.

(1) This plan, in addition to giving more revenue to each munici-
pality would give relief to those municipalities where it is most
needed.
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(2) The rate fixed would be a State rate and remove competition
on tax rates among the municipalities.

(3) The plan could be predicated on ‘‘true values’’—allowing
the tax commissioner to adopt the ‘‘book value’’ as ‘“‘true value”’
unless he thought that ‘‘true value’” would exceed ‘‘book value.”’

(4) The plan approximates the Ohio Plan. A study of this plan
brought forth the following comment by Touche, Niven & Co., who
investigated it:

““As a result of the foregoing, we satisfied ourselves that in Cin-
cinnati the net book values of the personal property are actually
reported by the taxpayers and, with the exceptions noted, consti-
tute the ‘true values’ which are assessed values:

“‘In Ohio tangible property-is assessed at ‘true value’ and taxed
at rates varying with the locality. In Cincinnati the rate was $20
per thousand for 1945, which was one of the highest rates in the
State.”’

(5) This plan would avoid any new tax.
(6) It would provide uniform application of the tax in the State.

(7) It would raise additional revenues and would provide relief
‘where most needed.

(8) It would reform, at a State level of assessment and collec-
tion, a tax structure which has fallen into decay, and provide a
State-wide equitable basis of taxation.

(9) The additional revenues could be applied to the relief of
the real estate burden.

(10) It would relieve the State of pressure by municipalities for
State aid in cost of education and other services.

I have shown the above as a framework within which a sound tax
policy can be erected. There may be many refinements and sug-
gestions offered to make it a more workable plan.

There is no pride of authorship in this plan. 1 am not the
author. Suggestions along this line have been made previously.

Mr. Leo Rosenblum, President, Hudson County Board of Taxa-
tion, pages 28-31 (Hearings on Intangible Tax) :

“Tangible personal property cannot be assessed properly unless
it is administered by a specialized and efficient assessing depart-

ment. Local assessors cannot do the job and they should be
relieved.
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“It is suggested that any new intangibles tax law be imple-
mented and protected by a change in our present tangible personal
property tax law. It is, therefore, recommended that the State
Tax Commissioner also assess all tangible personal property at
true value, and at the following rates:

&

Machinery and equipment ...... $3 per hundred
Inventory ....... ... ... .. ... $2 per hundred.’’

Mr. John F. O’Brien, Hearings, pages 77-78 and 85:

“It may be well that tangible personal property should also
be placed in the hands of the State Tax Commission for more
equitable and uniform treatment.”’

As part of my suggestions, I recommend that the tax on housc-
hold personalty be abandoned.
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