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of our citizens to'live in dignity.

Mr.APresidenc,*Mr.‘Speaker and Membefs of,thé'Senate and General‘Assémbly:

bToday, this Legislature begins a session of historic proportion as it seceks to

bring the quality of fairness to New Jérsey's educational and tax structures.

" I:am confident that thiébspeciél‘SéssiOn wiil produce the type of reforms needed
td make New Jérséy an eXamplé to the Nation of what a responsible legislative body
can acéoﬁplish; ’ | |
 ‘Nothiﬁé*fhat we do as pﬁblic sefvant§ can eqﬁal the sighificancefdf.providing
an oppétfuﬁity.fqr Qﬁr childrén to be properiy prepared to_meét'theﬂfuturé.and for all
v !
Other New Jeréey‘governqrs, of'cburse, have placed similaf challénges;before
other 1égislétdrés iﬁ recéﬁt‘years,
In his‘final;a?nual méssage, Governor Hughes warned of ‘the urgent ﬁeed to change
New JérSey;svéystgﬁ:pf‘tﬁxation.’ | | |
'"New Jerséy;é‘éﬁtiquated~#ax strugtﬁré muét be rgformed," he told the Leéislature
in 1970. "Bybrelyiﬁg SQ‘heavily“on thé local property tax, we force on the homeowhérs

and the small businessman an unfair share of the cost of public services. Moreover,

.the local property tax creates inequities among New Jersey communities."

f;;r years 1afgr,.Gove£ﬁorwé§Bi1i m;de%éﬁsi;iiar‘eléquéhtvbléa to relieve the
injusﬁice caused by ouf tax structure, |

"Todéy," he told thelLegislature, "we dgvnot haVeva pérsonal income‘tax! And in
that fact some of our:political colleagues fékg pride.‘ But, my.friénds;'we have not
yeﬁ redﬁcéd the ﬁroperty tax in Néw Jersey :and we hayé not satisfied the mandate of our
Cbnstitution to pfdyide for each.Child-under 18 yearé of ége»ébthoroﬁgh‘and effiqiept

education."
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Now the cﬁallenge>for reform ié presentéd by this Governor to this Legislature.
And this time, there muét not be a failure to act, Ly
Each failﬁre‘in the past méant tﬁat‘the vitality confinued to drainkffbm our
citics, AEach failure meant that thousands of ‘children woqld coﬁtinue to *
struggle thréugh a public school system which did not adequately educate theﬁ.v Each 
faiiure meaqt that our senior citizens wou1d §ontinué to 1ose homes‘that took almost a >3
lifetime to acquire, Each failure insured a decrease in our’egonbmic growth and an - =
increase in unemployment. | |
Tﬁis‘timé we‘canﬁot fail to reform a system of tékation‘wﬁiCh Héé sévéfély ‘
diminished the qgality of lifevin our state., No 1oﬁger canlwe"allow~goverﬁ@¢§§:té rely
s0 héavilyvqpén a ?YStem'éf‘FaXatioﬂ:WhiCh piag§s the greatgstvburden>u§onwthoge Qh§.
can least afford it. No;lbhger can we do nothiﬁgbin thehhope‘thaf_phe prgblemsjcaused
‘by New'Jersey‘é real estate téxeslwili resolve theméglvés; |
Unlike past Legislatures, you do not have thg realiétic,bptidn of}complete inaction.

A
‘o

it haé been removed by the Newaersey Supreme Coﬁrt.

 In the case of Robinson v.~Cahili, fhe'Suﬁréme Court rﬁléd unaﬁimouély that State
‘goverﬁment'isvnot fulfilling its constitutioﬁal obligatidns of~providing:abthorough»gnd -
efficient‘systeﬁ of public education for our Childrén.' Ana‘the COurt‘said that such a-
systemjcannot bevprqvided as ioqg as -the financing of educationnis SO ﬁeévily dependent
.upon local property faxesf: It ordered this»Legislatufe-to;défermiﬁé a solution in 1974,

.:>In my inaugural;address five montﬁé agp,,I’annbunced with these words.ﬁhétri
wo#ld call the Legislature intd spééiai éessionvto'déal with this issue:

‘"To live with ap‘edgpatiéngl‘systgm:that does not reach and.tegch as many éhildren

as iSQhuﬁanly possiblé, tp‘charf a young child's future on the basisrof family wealth g
-or neighborhood afflﬁence; isltO'imposé anruneqqal bﬁrden that mocks ;he deepest faith
df‘ppf Americén system; theffaithvthat ability,:not nObility»of birth or.ihcome,uis the
tést.of.how~we11‘a citizen will achieve in iife;, The opportunity for the same eduéation

as a neighbor is the minimum a state can do. New Jersey is not doing that now."
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Today; the time hasv;ome to begin the'task‘of énding thé ﬁneduities that havg
preVented'too many of our chiidren’froﬁ receiving the opportunity to devélop their full
poténtiai.~ Today, we jbin to take the fifst formél step toward that goal of a quélity
educatioﬁ fér all children in New Jersey. | |
Some ‘of you may’want to pOstppné the hard decisions which must be made this summer;
But we are obligated to meet our reéponsibilities, to meet them as‘fully as -is .
humaniyipdssible and»to meet them now.
| T amvproudyof'the'program which you will be evaluating during thié session. I
belie?e ;5at it.is as progréssive_and responsifé,akffogra@ fdf education and taxation,that,
has ever‘beén proposed by anyjstafe. :Bqt_it is not’mine a1one.- Rathéf,vit haskévolvéd
frgm‘gqun£1g§s meéﬁings wiFh‘%egislators, mqmﬁgts gf the:eéqéﬁpign_coﬁmunity, |
éivic andvprofgssional,leaders:and‘the public af lafge.v‘ 
‘The program-we haVe'déveioped togethér has'two major objectives,  First, to insure
that each local school district has-adequate financigl resources to provide the 1egé11y
required thorougﬁ apd;efficient system of educétion.; And.gecond, to proviée 1ong-ne¢ded
proﬁerty tax relief to hémeowﬁers,aﬁd tenants.
ij?he prdbosedsystéﬁ;to finangéiéducatidﬁ:gould’guaréntéé that‘behind each child

is an equal financial,baéerfo;!Supporting.a‘qﬁality‘education.‘ This propbsal would

increase state contribution to local school expenses from anfaveragé 30 percent ‘to-

SQ peréeptEOf'the cqsﬁ of gdﬁéation.i By pfoviding‘this’guaraﬁteéd“financial capability,i
ﬁgrwiilA;;églefé;e;;';Zho;i dgétrf%??i;‘thé state :;”fegardies;»of wealth -- to pbeide'v
an educationrwﬁich allows éur'children'to réalize their‘fu11¢st potential;"'

The legislatidn in this progfam defines the major‘elements,ofv; tharough and
efficient system—of education. Furthermore, it establishe$ a sys£eﬁvof evalﬁation.andk
mdnitoring; But of vital importénce, it leaves tﬁe‘fUndamental educational decisioﬁs tb

the local school boards.
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However, the education program alone aoés not "go f#r énough to lift the.éost,of
government from the 1oca1vpr0perty tax. Therefo;é, I am pr0poéing that-the’state
relieve our mﬁnicipalities’and éounties of ﬁthér burdensome costs that propefly should
be'the responsibility of all the people. =

By taking over fhe cost of courts and welfare, we will further ease the pressure s
on local property taxpayers. ‘By reimbursing municipalitiés for tax ioéses aé a'fesult
" of sfate property and publicly assisted housing, we no iongér'will.penalize communities ‘.
Whicﬂ,éccept these needed facilities;i~ o

The education plan will éost approxiﬁately $550 million. The companion proposal
to pdeide'additional.;elief to muniéipalifies and counties will cost $200’mi11ioﬁ.“

But the $750'milli°n'apes not fép:eséht»pew mbﬁéy for édaitiopal.gpeﬁdiﬁg}m Virtua11y'
every dollér will replacé iécal propert§.taxes witﬁié peﬁ éné‘mofé;eéuitabig revenue
source. | |

I am convinced that the best method of faising thé fevenué’is'tﬁrpugh a modest
Astate income tax. For the fifst fime New Jerse§ wq#ld’héyg a generai lé&y baéea on gﬁ' s 4
‘individual's ability to pay and on ho.bther criterioh; -

In‘the‘further interest of fairness, thbse able to take advaﬁtage of fede?al tax
loépholes'would‘nonetheiess bé required to sﬁppbrt New Jersey government. Toward that end,
I prdpose'a minimum faxbwhichvwould insure that every person making more than $SQ,000 ‘

:;ﬁill’pay at'léast thréé percent‘of the;r gross income to meet the cost of this program.
| | In‘raising this ﬁbney, wé‘m;st insﬁre that the prdpefty tax rgligf will be
permanent. And this is what makes our prbposals’éignifiéantly different than those
rejected by pastilegislatures., Our flénkcontains firmﬂlegal guarantées of long lasting
property tax~ réiief; A public grown skeptic#l becaﬁse of Efokén péliticél pledges‘deservesV
.hofhingvless.v | | |

I fecommend two'constitutional amendments to iimit the amount'an individual would
pay in prOpérty'taxesion his hbme, whethef_hé is an owner or a rentor. The first would

set a limit on the percentage of income that could be paid in property taxes.
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This‘prépoéal would be of pérticu1ar advanfﬁge,to SQnior‘citizené aﬁd others living;
on modéréte incomes. Thevsecoﬁa améndmen; ﬁoqld fix a ceiling on the'annual_inérease
iﬁkcoﬁhtfvand municipal‘tax rates. |

By relieving reél éstate taxés, we lower costs for buSinésses #s ﬁelllas
resideﬁtiél‘préperty.' To récapture windfalifgains, I am proposing a state businessf
stabilization tax‘to‘eqUalize‘the business reai estate tax burden amdng our communities.
In some high'taﬁ areas, the property tax relief tq'business is essential.  In‘other

communities -~ particularly the recognized tax havens -- property tax relief for business

v woﬁld be an unjustified windfall.

Finally, I am disturbed by indications that some legislatbrsﬂalreadyihavé decided

to oppose these reforms in»the hopes of gaining some future politieal advantage. This

i

should not happéﬁ.‘ The effort to bfing 6rder to an unjust tax structure and inadequate
system of education should not become a partisan'polifical issue. Democratic and
Republican législators, élike, have taken the same oath to uﬁhold the Cohstitution of
New jéréey;

The elder Dumas. once wrote thatbhe knew:of no greater insult than to praise a
man for dding‘hisiduty. in grappling.with thgse reforms, we may not receive much popular
praise., But I believe that we here today understand our duty and will carry out 6ur

responsibilities to thebpeople of New Jersey as faithfully as we possibly can.

Thank you.

Kk
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A program to solve the‘eduoation'-tax problem thrust

"upon tﬁeepublio agenda by the Supreme'Court decision will

,ultimaﬁely inVOlve School finance,“a'definition of a
"thorough and eff1c1ent system“, a 1ook at the problem of
mun1c1pal overburden,}and a tax program _This paper deals

uw1th school finance and "thorough and efficient“.

,v:School Flnance

The Court found that the present system of school

flnance is unconstltutlonal because of the d1screpanc1e5'

. in per pupll spendlng among school dlStrlCtS.

."The.trial court found the constitutional
~demand had not been met and did so on the

~+ basis of discrepancies in dollar input per
,;,pupll. We agree. We deal with the problem
~ in those terms because dollar input is plainly
- relevant....The constitutional mandate could
- not be said to be satisfied unless we were to
- suppose the unlikely proposition that the
. lowest level of dollar performance happens to
-coincide with the constitutional mandate and
- that all efforts beyond the lowest level are
~attributable to local decisions to do more
- than the State was obllged to do. '

b A klv_"‘ ‘ Roblnsonkv.'Cahill
G S Ll 62 N.J. atb5l5

‘ﬁchooifmoniesmare réfﬁédhprimarilyrfrom'local property
taxationLﬂ Property wealth varies widely‘among‘school districts..
This varﬁation is at the rbot ofvthe'discrepancies in school
spendingkper pupil._ For example, some . dlstrlcts, such as
Englewood Cllffs, have ten tlmes as much property wealth per

pupll as others, such as Wllllngboro,'and can ralse substantl—

ally more money at lower tax rates.. Englewood Cliffs spends

*about tw1ce as much per pupll as Wllllngboro at less than half

the tax effort.
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Basic Plan -

’Our plgn is'to pla§e‘ev¢ry pupil_in NeQ Jersey'oh’>
an equal fiéCalbase, The State will guaf&ntéekaq equéliged 
valuation per pupil. Th;average equalizedvalﬁation‘per,
pupil is how $53,0QQ; If the State guaranteés twiée fhe
averagé, or $106;000, the plan'would Qo;k as follows.’ 5 
district Qith'AVerage pererty wealthpér~pu§ii‘wouid N
réceive»one half of its school bﬁdgetvfroﬁ the State.

A districtkwith $106,Qdo would»redeiVe no state_aid.
A poor dist#idf;ksaykone’with gnly $26,500 per pupil,
,waula éet §5’percent sﬁate‘aid.

‘Under this plan, eVe:y pupil in New'Je:sey wduld
khave equalvfiSCal'backing. It will no longei'matter‘if,k
_ the child lives in a community of gfeat wealth or little

1
wealth.

1. Six percent of the districts with three percent of the
pupils have equalized valuation above $106,000. These
‘extremely wealthy districts will get no state aid, but
they will still have an advantage over the remainder of
the districts in terms of wealth per pupil. They will"
remain as exceptions to the equalization principle,
‘exceptlons which can be tolerated because they are so
few 1n numbers. ‘



TheﬁpreSumption ié>tha£‘poor districts spend less
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‘because of fiscal constraints. Once these constraints

are'liftediby'thiSjplan; these diStriCts'will be able
to concentﬁate on raising theJquélityfofftheir education,
rather than eking out a passable budget. However, there
L b s LR e e
is a’limitbto the'amount.of‘ihcreased SPending that can
be usefuliy}planned ahd'absdrbed fromvone year ;o:anbther.
'Therefore,'%herevshould.be‘a limit on théxpermissible
annual budgét increases. " This limit should be greater

.'/“1',

for the lowéfispendiné“distri¢ts and less fo?‘the higher‘

: L : 2 A ST - S
s spending di§tricts so,that.the diSCrepanc;es in per pupil

2y
i

[ ; o
- spending aré narrowed and eliminated over time by a pro-

~cess valevellinglupward - not downward. Moreover, we

.arekseeking‘better_education,‘not merely more spending,

‘'so that ihcfeaSes will be made upon a thoughtful plan

fi ~ to improve the quality of education.
ﬁ
l



Thekhigher spending‘districts;wiil aléo Be peimifféd
tolincfease 5pending, but at a loﬁervra£e. }After a point,‘
the State will;stop shéring. This poinﬁ might beithe-65£ﬁi:
‘percentile of per pupil sﬁending; in any ¢§se it‘shqulé £é_1
high enough to assure that enough monéy is avaiiable.for> 
a éqund'education. -The feason fo:’a cut—off in‘statéuaiaA"
‘is that the staté‘shohld qoncentfate’o;7réisihg the Qﬁéiityv
of educétibﬁ iﬁ those districts which’are_méfe'likely‘ﬁo}bé
: offering less than a thotough and efficient‘sysﬁem ofjédu—
CatiOn.‘ It should»not be subsidizingéxtra costs for aistricts
. which are Presumably alfeady abq?e that le§é1, at least}hot
bunﬁil all districts have attaihed it. Fﬁrthermore, #hé’cut—bff'
will somewhat retard‘increaSed.spending atrfhe higher leyels
“and spéed thefgiiminafion»dfrthe per pupil»épendingdispérities.
At the very highest,spending_levélslfwhere éer éupi;
 costs approéch'thevanndal Euition at exclusiyé private schoois,

there should bera-dampening,of'further increases. At these
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levels, there could be either an absolute limit on spending

increases, a limit on increased staffing per pupil, or a

|
1
|

"recapture"  provision.

|
|

Excess Costs

- SOmelpupils cost more to educate than 6thers, és=

‘the Cqurt,aﬁd existing statutes recognize. The plan would

,take thisvexcess cost into account in the following manner.

Coy

:,Catégorieé éf highfcostwpupils; s@ch as hdndidapped} vocational,

and bilingual, would be identified. The excess cost of educating
each category would be paid to the districts by the state. There

' ' e S L g - . .
~would be a category Qf,excess costs for compensatory education

|
L

defined to:ibqlude those pupils who are eligible for Title I

| .

assistance. | The amount of excess costs per pupil would be

| o

determined*abcording'to existing spending patterns until

the educational evaluations conducted under the "Thorough

ané Efficient“'procedUres showed whether these amounts are

“uappropriate.v The aid for excess costs would be tied to

k: New Jersey State Library
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needed educational inputs; it would not be a hidden means
- of skewing the aid distribution to one class of districts

or another.

Capital Construction
The State will share in the cost of debt service for

capital construction or the same equalizing approach - that

is - with a guaranteed valuation of $106,000 for every district.

It will also extend,its emergency building aidfprogram in which
the Statevpays thg fgll cost of schoél building programs in
selected‘high priority areas.

To summarize, the new séhool finanée system would

have these attributes: .

i SRS

baluation behind each pupil;

1) A guaranteed

2) Spending limits, more liberél for the low-
spending districts and'progressivéiy‘morel
restrictive for the high spendihg districts.

3) Full State‘funding.of the excess cost of
educating special kinds of students.

4) Shared-cost approach to debt service and
fully funded building prqgrambfor priority

school building needs.

2y



Total Cost‘

Thezefféct of this~plan,:6n thé whole, wéuld be to
raise the State's-share of_the*totai education budget from
about 30 percent to about 50 pércent by substituting state
revenues fdr local property taxes. The State would assume
approximately $550 million now being raised iqCally.

.- Existing categories of State aid, amounting to soﬁe
$606 ﬁilli&n,bwould be.channelled'into the new program.as well.
This will eliminate certain categqries of state aid which are
of doubtful cqnstitutibnality, such as'minimum aid‘and save-
harmless. However, for almost aIi'districts, Ehe new state
money wouldimore‘than offset the>loss of theSe aid categories.

Effect on Local Tax Rates

Local governments now raise some $1.6 biilion for
education. The new state money will therefore bring about
a cut‘of nearly ong-third in the aggregate schqql tax rates
of local governments. Some 94 percent of £he school districts,
with 97 percént of the pupils will be included in the state

aid plan. Almost all of them would dget more state aid than
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they do now. Of course, the poorer dis%ricts would get
prbportionately more aid. Large amounts of new State aid

would. go tp the older cities. The largest proportional S
increases would gd to those distficts which had préviousiy

been excluded from "incentive aid" under ﬁhe Bateman-Tanzman
formula but which were not much aheéd of the poorest districts‘

in per pupil wealth. For example, in Esse# County, Newark,

East Ofange, and Orange would move to levels of'from 65 to

‘more thén 80 percent state'funding. Newark. had already been
raised to 64 percent by Bateman aid. But Glen Ridge,-Irviﬁgtoh,
Belleville, and Bloomfield which had only about 15% in minimum
aid before would raise to about 50 percent state funding - with
corre§ponaiﬁgI§ large decreésesmiﬁ bropérty taxes. In rural areas
with generally lower taxable wealth, almost all districts
would.move up dramatically in state aid. For example, in o

Burlington County, 37 districts would have half or more of .

their school budgets paid through state aid. Every district

in Cumberland would be receiving two-thirds or more of their

school budgets from state revenues. And so on.
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Alternatives

'VThe shared-cost plan can be adapted in various ways
to different Spending levels and diffcrent distribution
patterns; Generally, a reduction in the total State share
leads to a smaller percentagé of‘state aid for all districts -
and a lafger number of districts getting less state aid than
néw_ahd no state aid at all.

The basic alterhative to shared-cost is‘"full—state
funding". "Full-state funding” failed to gain acceptance
in New Jersey‘when it waé the main part of the Tax Poliqy
Committee program and it has not been adopted in several
other States whére it was proposed as a soiution to school

finance problems similar”to-ours. Hawaii, the Only'state
with a tradition of full state funding,‘is beginning to
ﬁove away from it.

The advantage of shared—qost is that it pérmits local

school districts to have flexibility in setting their programs

T, S T AT
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and budgets. There is no need to set.a'standardiZed, centrally

directed school budget with rigidified weighting formulas which

attempt to take account of any number of variable cost factors.

Summary

The shared cost plan at the proposed guaranteed valuation

of $106,000 per pupil would accomplish these goals:

1) It would put the education of every school child in New

2)

3)

4)

5)

Jersey (with a very few_exceptions) on

footing;

It would raise the State's share of the total education

bill, reducing New Jersey's dependence

and inequitable local property tax;

It would give substantial property tax

“EiSte s (i ©

all New Jersey taxing districts; -
It would set the educational system on

financial base which could support the

an equal fiscal

by

on the inelastic .

relief to almost

a sound and equalized

attainment of a

thorough and efficient system of edﬁcation; L

For so major a shift, it would have relatively little impact

on the relationship of the échobl to the parents ané the

local community.
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'ThOrough'and Efficient

1

" In ¢$oosing‘a shared-cost financing p1an,énd'rejecting

|
i
|

nfull;statéwfuﬁding", we have dbted f0r'tﬁe’fuliest,possible

\

_ -1 Sy W R T T S
exercise of local discretion and control consistent with

the Court décisibn.  we;havé'ddhe~this because we believe

that thekéoﬂCern‘ahdvthe‘invo1vement of parents is the

‘ultimate force for a continuous improvement of the edu-

cationalq$yétem.';Wekhave‘done this also because we do
| e _

not believéwthat_it is,pOSSible tovspecify in one formula

all the varﬂab,les‘and?éll'théiéleméntgndf:af"thérough

and efficieqt,schodl systém" thatHEOmptises 600 schobl' -

o

districts with so great a variety of;hdpes_and'problems.

1
o
|

A school isjnot a manufacturing aSSemblyiine_brocéssihg

- standardized materials into identical molds.

In relying on the divetsity of loca1's¢hool districts

~for the attaﬁnment ofaa thQrngh~énd'efficient system, we

must accept Fertain constitutional mandates.. The State

l
|
|
[
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must assume ultimate responsibility for school performance.

"We repeat that if the State chooses to assign

its obligation under the 1875 amendment to local

government, the State must do so by a plan which

will fulfill the State's continuing obligation.

To that end the State must define in some

discernible way the educational obligation and v %,
must compel the local school districts to raise

the money necessary to provide that opportunity."

‘Robinson v. Cahill
62 N.J. at 519

In defining its educational obligation, the State

must calibrate its standards against the demands of the

labor market.

"Thorough and efficient must be understood to
embrace that educational opportunity which is

needed in the contemporary setting to equip a

child for his role as'a citizen and as a
competitor in the labor market."

. Robinson v. Cahill
62 N.J. at 515 s~z

And where those standards are met, the state is

required to compensate for local failures:

"The State has never spelled out the content of

"~ 7 the constitutionaldty mandated educational

opportunity. Nor has the state required the
school districts to raise monies needed to
achieve that unstated standard. Nor is the
state aid program designed to compensate for
local failures to reach that level."

Robinson v. Cahill
62 N.J. at 519

These then are the minimum components of a thorough

and efficient school program -- a system fof discerning
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and applying educational standards, a procedure for monitoring
and evaluation local schools in light of these standards, and

authorization for state action to correct_deficienciés*in local

.l’

"~ school operations.

General Stahdards

In defining sPécific standards, the legislature labors

N\
AN

‘under_théISEme handidép carried by’the'cﬁﬁft‘—¥ inadequate

information abdut:th¢ héeds and prébléﬁs éf iargelyvaﬁténémdﬁs
local schodi.districtéw The staﬁeviékufgéd b&”somé to procéed
anyway, fo'édoptbfigid input or'ou;pqﬁ measures,’permahentiy’
aéfiningﬁhorough énd effiéienfkeducation in’£erms of staff-
pupil'ratio$ pristandard%zed‘tést results.

The iegislation'should define the standards of a

: thoroﬁgh,and efficient education in broad térm$~which

encompass the expected results of education, the maintenance

of sufficient inputs needed to achieve those results, and

the organizational and procedural elements of the local‘



-14~-

1

.school districts which make up the State's educational

system.

The task of elaborating upon the'general'standards,

‘giving them detailed content and the flexibility'needed to

accommodate diverse local.situatipns, and‘keeping them,
current should be delegated to the educational experts

in the Department of Education. The Department of Education

has been drafting a serieslof detailed definitions of "thorough

-

and efficient". It has narrowed some of the difficult issues
after much discussion with edﬁcation groups and experts, but
more time is needed to arrive at a consensus. In any event,

the State Board must take direction from the general standards

In keeping its standards current, the Department of

Education should be counseled annually by the Commissioner

of Labor and Industry, who shall submit a,:eport‘projecting

labor needs and employment qualifications in New Jersey and by
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'ﬁhe’Commiséioner of Higher Education,vwhcvshall report on college

FR
entry requirements and anticipated enrollment levels.
A special Task Force shouid also be establishcd to-

I

study the business practices of local schcol systems, looking.

towards improvements in the efficiency of school financial

o , . - o ; SR
affairs. Mémbers could include representatives of the De-

1.

partment,oflEducation, the Division of Budget and Accounting,

b

local school boards, and private business. The Task Force

-should repdit’to,the Govétﬁbr and’ the Législafure_ways'toi

o
{

“improve school business and financial practices.

i
|
R
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~Evaluéti6n and Repqrﬁing
Thé'second componeht of‘fhe~state'sieducation obligation‘
is a system.forithe ongoing evéiuationmof scthi éerfofmance
and fér prpm?#'remedial actiOgWhere thorough and»éfficieﬁtkvi
fsﬁahaardsa#e not met.  Whil¢'the state‘cénhqtﬁétescriﬁe,ai;
£ﬁevé1eménts Qf»an'idealized schqol system, itléan gnd -f
in the Céd;t's viéﬁ,—- it gggg‘provide-for ¢bntinuousvv‘ 
'evaluétion andvreview,of school performance.
'The Legislature should direct thé‘Stafe.Boa:d to éva1uate
,ﬁhe perféﬁﬁance,of each school district and;po*:equife aynual 
' testing 6f all stﬁdents forachievément.in réading and_ﬁafhematiCalv
skilis’as'partfof this'evaluétion.~» Egch_school distriétkshall
‘fbé_réﬁuife§{t6 c8naﬁEt :ﬁ}é;rlgﬁgéiféévaluation and tp‘develdp
and implémént.é planvfor cbrrecting deficieﬂcies.-’The S#ate‘
Départmentvof’Education will’offer.téchnical éssistanée in.all
‘phases.of-this aCtivity.“,Thesé district ;epo:ts will

- provide' the basis for an annual report bykthe.Cbmmissidner}

P
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to be presénted in a form that allows the legislature to

know the condition of education in New Jersey.

i
‘1

‘Corrective Action

The Commission shall review the District reports,

|

the test'féSults, and‘the findings‘of the Department'si
evaluatorsto'detefmine Qhere'the standards of a thoroﬁgh
andveffiCienﬁ éduééﬁion are not Béiﬁg mai;tained. Where
deficiéncié@ afe»héted, the Départmeﬁt will reView ther
Distfict's ¢wn remediél.plan and récommend improvements‘

SRR | | |
or additions where necessary. In cases where the Depart-

ment, after an inquiry into the causes of poor performance,

, determinesythe local remedial plan to be insufficient, it

will recommend its own plan for corrective action =-- including

suggestionsEthatbresources be reallocated or that local spend-

»ing be increased. If a school distriét is unwilling or unable

[

to instituté corrective measures, it will be certified to the

-/

State Boardifor appropriate action. And in extreme instances

i
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of nonfeasance, the State Board may order corrective éction;
including -- wheré drastic cifcumsfances warrant -- the
assumption of receivership responsibilities for the direct.

administration of an uncooperative school district.

Requirements Imposed Upon the State Board by the Funding Plan

Increases in Spending

'The funding'§1an encoufages>low—spénding districts to
augmeﬁt their educational,programs and proyides‘the financial
wherewithal for them to do so. The intent is to gliminate
deficieﬁciés and to faise educational standards, not merely
to spend an arbitrarily higher figﬁre.‘_The State Board will

have the responsibility for seeing that the intent is carried

S B -- - . e

But.

Excess Costs

The funding plan provides full state funding of the excess
cost of educating special categories of students. The intention
is that the excess monies thus provided be spent on supplemental

‘education. The State Board will be responsible for setting
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_reporting and evaluation standards to see that this intent

is carried out and;that’the'excess monies are indeed yielding

1
1
i
|

results. |

Evolution’éf’Refined'Definition‘of Thorough and Efficient

~ As a result of the\repbrting and evaluation procedures

réquired iﬁ this program,»theFState Board will have aJdeveldping

empirical Hasis for determining the extent to which school dis-
: ;o o ‘ (I :
tricts are succeeding iﬁ their mandate.  In addition to its

vannuaibréports, éfﬁer}ﬁouf years of evalﬁation ﬁhe Board shali“
make é C§mp£éhenSivg report:tb the Governor and t§'the LééiSlature
as to #heuefficacy of ﬁhebpew‘finéncingkplan in produéing the
desiréd‘reSé;ts.-kThiS‘report‘Shali trace ﬁhebprogress othhe‘
 local schooi districts i§ attaining,thorough‘éhd §fficieht
standards, éhall identify_those‘districts and inaiVidual‘schools’
which remai@ belowthe'sténda:ds; conc1ude'whethér the’existing
system isptb;eeding‘apace £b.éliminatethe remaiﬁingydeficiencies,.
‘and make re¢§mmendations,if neceSSer, for altéring thé systém

to speed the elimination of educational deficiencies.
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~These corrective powers, essential to the state's

- obligations ﬁnderithe court ruling, should not dilute

another element of thorough and efficient education --

the essential preservation of strongrlocél school dis-

tricts.' The strength of New Jérsey's school system depends
in>gféat ﬁeaéure on the proximity of parents and‘citizens

fb SChoolbdécisioh-ﬁaking. Their pa;tiqi?ation brings a concerned
oversight with intimate pcrspective that no remote governméntal

agency can match and is essential to a thorough and efficient

- system of education.
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Related ﬁocal Property Tax Inequities

An éasing of disproportionately high property tax
burdens #s recognized as an integral cohcern inkschooi
finance:feform, particularly where>"power equalization"

is contemplated.

The (Bateman) Report acknowledges that
one difficulty with the design for local
fiscal responsibility is that the tax
base to which the school districts are
remitted is already overloaded, parti-
cularly in the major cities, by the other
demands for local service.

Robinson v. Céhill
62 NJ at 519
 Our school finance plan would equalize tax-ability

for schooilpurposes,‘but the equalized school tax rates

would be added to a municipal-county rate which is much

higher in?some places than in others.

Theré will inevitébly be differences in tak‘rates
from one municipality to another and from one‘county to
another. The types of serviceé, fhe cost‘of goverhment,
and the levels of»efficiency vary. Rather than seeking
an arbitrary and practically'unattainable'equality of
municipal tax rates, we approach the overburden problem

by finding those governmental costs which ought to be the

o Mew J;er;sey &m Library
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shared'respensibility of all New Jerseyehs;dbut which fell'
v‘unjustifiably onilecal taxpayers. By'rehoving these costs,
from the local propetty tax baee’and placing them On‘avbread
.state'tax-base, we‘serve both to bting about equity'and‘to
ease the municipal everburden.

Some’df the proétameywhich,might'make up_é‘package:of'

property tax relief for municipal OVerburden are as follows:

1 - County Welfare - $86 mllllon '
The 1974 approprlatlon by the 21 ‘counties for welfare
was $86 mllllon, 1nclud1ng the following programs:"

AFDC :
Bureau of Children's Services
County Welfare Board Administration
Assistance to the Working Poor

Supplemental Social Security Income

A State assumption of these programs WCU1d'relieve the

county budgets and thereby the local tax blllS of thls $86

mllllon.

— _— = - ) g T

2 - Municipal Welfare - $11.3 million

«A.Statetassumption of either the countyvor munieipal
welfare programs would require about one year to implement.

3 - Courts - $38.5 million'

The'Countiee”haQe budgetedk$38.5 hillion in 1974 forv
the following: County Courts, Law Library (Superior Courtsj
District Court, Juvenlle and Domestlc, Jury Cdmm1551oners and
Fees,,Surrogate, Probation, and Law Library. )

- The largest court costs are in:

Essex - -$7{3

Bergen - $4.7
iR armm - &
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" In lieu df Tax Péyments -.'$12.8 million

fTheﬁState owns.prbperty in~municipalities throughout
New Jersey, but in lieu of tax payments, to help these
municipalities provide neededfsérvices, arekmade only to

some citiés and at‘rather‘arbitrary rates. It would cost

,$12;8 million to pay theVmunicipaiities on the basis of"

K
|

tqtalvasséssed value of state ownea property times a

non-school equalized tax rate, excluding land used for
| i . N o Lo
roads, bridges, parks;, riparian rights, watersheds,

i

reservoirs, wilderness, and open space. Some of the

’muniCipalities which would receive sizable amounts of

moneylarezi Woddridge, Ches£erfie1d, Montclair} Maurice

‘River,'Unién Township, Vinélandffandelassboro’(from‘

$170,000 té $429,000) and~Jersey‘City;,Camdén, Winslow
_ - ‘1 v ‘ ' o . :
Township, Ewing, New Brunswick, Piscataway, Hoboken,

. : ;; : ' v ‘ .

ParsippénygTroy—Hills, Newark, andfTrenton (abbve7$500,000)r

|
o
{
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Full-taxes on Subsidized Housing - $47.3 million

Housing for low-income and moderate income families
and.seniqr-citizgns is built ih New Jerséy.with federal
or étate subsidies: »The municipalitiesvwhich accommodate
this type of héusing beartﬁe sefvice costs and the schpol
costsb(in the‘case‘of family hoﬁ$ing)._ They.bear a dis-
p:oportiOnate,sha;e_of‘thé bu:den,of the Statefs-housing
policy. Mqreover, they dq nptuevenvget thé full taxes‘on
this héusing, bgcausé taxes are abated under one formuia
or anothe:. This, in a sense, is'a‘dpuble_inequity,i_\

Thé Stéte could make up the difference betweéh,full

taxes and presently abated taxes for $35.3 million on

— ——t —— - - - - free

housing for families. The housing tax make-up would cost

$12.0 million fof'senior citizen housing at full tax rates,
and less if the non-school tax rate were applied. ' Eighty-five
municipalities would benefit from this program, but the largest

inequities would be eliminated in the older cities.



Municipal Aid Formula.

The Tax Policy Committee recommehded a $100 million

urban'aié'formulaagrant which would be distributed to some

220 muﬁieipalities based on population, propetty value,_and

tax.effoft. The existing urban aid formula, now at $36.milli0n,
S .% i

would'haéefbeen‘eliminated- Thus;vthevcost of instituting this
recommendatlon would now be $64 mllllon. The formula a1d could

be 1nstalled at any de51red level. Indeed the ex1st1ng formula
_could be-;alsed instead. 'The formula a1d approach responds to

‘the general tax situation rather than to specific, definable
inequities in the distribution of service costs.

A munieipél overburden packageA

Aspaekage to relieve:the'property‘tax base or functions.
~and costs iwhichbelong to a broader base of taxation could be
; , 1 : o : Lo : o -
.assembledifrom?these elements:

County Welfare 1 86.0

| $
2 ‘Municipal Welfare $  11.3
ﬂ In Lieu of Taxes '$. 12.8
B Housing Tax Make-~ up $ 47.3
1 Courts’ $ 38.5
$ 195.9

In addition, a new‘fdrmula grantsor an increaSe’to existing
formula,grents could give further tax relief, if the state tax

' baseweould?absofb it.;‘
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Total Program

lbi‘ School Finance Reform - fhe-séhool program éutliﬁed

in part I of this paper‘would transfer some $550 million from

théviocal ﬁropérty tax‘base to state tax sources.

2. Municipal Overburden - Furthef property tax relief obtained

by the transfer of certain governmental functions‘and responsibilities‘

from the‘iocal base to the State base would cost some $200 million
R | Co _

for the progtém outlined above - more if the program were to in-

clude a hewvbr increased formula grant to municipalities.

3. Budget Cap —;’ the fiscal year budget for 1974-75‘is

balanced with a non-recurring surplus of some $300 millioh. The

expénditures p;og£ammed for this surplus, including more than

§150_hillion in schecol aid, must-:be placeqfupoﬁ a continuous

revenue base.‘

4. . The program would shift some $750 million from the local

property tax to a broad-based, state tax.
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Education - Tax Reform

Part II - Taxes

“An earlier paper submitted on May 20, 1974 outlined
our response to the Supreme Court's order to teférm our‘public
school system. It covered the areas of educational finance
and municipal overburden. This paper takes up where that one
left off.? It will discuss the mechanism by which the State

will finance those proposals.

The subsequent diséussibn of the plan released Méj 20
involved éll legislatofs and maYors, fregholders, school officials,
a wide Va#iety,of civic and professional assoéiations; and the
public atjlarge. Much of the discuséion deélt with tﬁe tax program.
As a result, this part of the program is built upon a wide sampling

of opinion and advice.

THE NEED FOR REPLACEMENT MONEY

jThevplan guaranteeing a $106,000 valuation behind all
of thevschool‘Children of our State carries é price tag of
$550 million. This, however, doesknot represent new'mbney‘for
added spe@ding. Instead, it is replacement money that will be
raised by:replacement taxes. The planvcélls oﬁ the State tb
replace lbcal fundsvthat now finance our school with State funds.

The added cost to the State will be balanced by a lower cost to

 New Jersey State Library
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the taxpayers in the local school district. Our plan calls

for State assumption of certain municipal and county costs

~ that will further ease the pressures on the local property
taxpayers. In any case, these costs properly are the responsi-
bility of the State. Thié part will cost roughly $200 million.
Again, this is not new money, and it does not demand new taxes.
The $200 million will replace $200 million in municipal and
county tax revenues with revenues generated by a State‘tax
replacing some of the local property tax. We must also confront
the $300 million revenue gap expéctedrin’the ne;t fiscal budget.
This sum is provided by a nbn—recurring s&rplﬁs this yeaf. In
the future, it ﬁust be made up from the State's general revenue

base.

THE BASIC PLAN

The only equitable way to raise the revenue needed
for this program of educational reform and property tax relief

is an income tax. To further balance and adjust New Jersey's

gkl -

tg% st?ucture, we makegzﬁe following recommendations;

1) A.graduated personal income‘tax which offers the simplicity
of the piggyback tax but which closes the door on those who
would avoid a fair share of the State tax by preferential treat-

ment they may get in the federal tax system.
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-2) vA»conStitutiOnal amendment-to set a fixed limit on the

amount of any New Jerseyan s income - either homeowner or

[

renter - that can be pald in property taxes. This provision

will be of‘spec1a1 benefit to senior c1tizens and others on

fixed 1ncomes.

-3) A constltutlonally prov1ded limit on all munlclpal and

county tax]rates and a school spending restriction consistent

with the cbnstitutionally—mandated education standard so as

; \ : , R : Lo
to insure the permanence of the local property tax relief

resulting from'our plan.

4) A‘State Business Stabilization tax on'low—taxpaying business

i1

and tax havens.

5) Spec1al treatment for tenants, beSide the circuit breaker,

“to allow,credit for property taxes paid by them as part of their

rent.
THE STATE bERSONAL INCOME TAX

I More than forty of the fifty states rely on a - personal

‘1ncome tax for a 51gn1ficant part of their revenues. Since 1940,

the share of the States' revenues derived from the personal income

tax has more than tripled. New Jersey is one of those states

which, to‘aate; has chosen not to do so. This increasingly wide-
spread‘reliance on the income tax is not surprising. The rationale

for it is ¢lear and persuasive, notwithstanding New Jersey's
repeated refusal to enact such a tax. Now, since the Supreme
Court's mahdate in Robinson v. Cahill, the‘rationale is signifi-

cantly more persuasive.
The disadvantages of the property tax have been docu-

mented many times over. It places_anyexce551ve burden on property



owners and’users.; It takes a greater_bite’ffom the incbmé
Qf tﬁe poor thaﬁ it doeé from'thé income of‘the wealthy.
Itbfostérs the accelerated'deéay of the éitieé. »It‘falls  
especially severely.on senior citizens, fhetretired, ahd
others living on fixed incomes. It iS relatively inelaétic
with respect‘to income. Yet, New Jersey’chooses to pay‘the_
highest property taxés'in the nation, In 1971,_54.4% of
state—iocal févenues céme frpm the iocal pfobeﬁty tax. The
national aVerage'was énly‘38.7%. 'Alternafiveiy;,only 1.23%
of the statefloéal revehues came from ﬁhg.pérsonal income

tax, while the national'average in this instance was 18%.

It is in this.éontext that the Governor recommends

A

akpersonal income .tax fof the State of New Jéfsey. ~Such a
~tax is>widely recOgnized as the most fair of all tax sources. R
It is‘equitable; that is, it is a tax levied according to

one's ability’to péy. A fecent poll Condﬁcted by the

"Eagleton Institute’af Rutgérs Uniﬁersity shows that 72% of
the,respbhdents,thinkmgﬁgt thgmggx burden should be felated

to a person's ability to pay. The personal income taxIdOes

7 this.

It is also the most elastic of all taxes. With an SN
estimated elasticity‘of 1.5, for every 10% increase in personél
income, there will be a 15% increase in tax revenues. In other

words, the income tax responds much more readily to general
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economic growth. The elast1c1ty of New Jersey 's current

vassortment of state 1ocal taxes is only 98 while the
' elasticity of expenditures is about l 5 fThlS means that

7 the state‘and local governments w1ll be faced aS'they are

“this- year, w1th perennial budget gaps of 1ncreas1ng severity———

'aunless structural changes are made inan attempt to narrow.

thlS disparity. The high~rate of 1nflation throughout the

' economy éxacerbates the problem., In,summary,vthe personal‘

. income tam-s,quality of high elasticity will:reduce the need

1

for'regular—and'resented— tax rate increases. This‘is a’

problem whach has been espec1ally acute with regard to the

local property tax, as most New Jersey taxpayers are painfully

|
b . . .
@nother 1mportant advantage of the personal 1ncbme

tax is that it 1is deductible from the federal 1ncome tax.‘ Thus,

it would recapture a substantial amount of money flow1ng out . of.

the State1to the federal government.‘ Since State income tax
liabilityican be deducted from the federal 1ncome tax,,more than

30% of the yield from the;personal income tax would be;revenues

' recaptured from the federal government. ’Asethe‘New Jersey

‘TaxpayerSwASSOCiatlon has p01nted out, New Jersey now. receives

only $0. 62 in federal aid for every $1.00- that ‘it pays to the

federal gdvernment. ‘By recapturlng_some‘of the funds g01ng to

ﬂ
:
|
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the federal government and rechanneling them to state purposes,

Néw Jerseyans will benefit from the full value of the tax dollar.

ALTERNATIVE METHODS OF IMPLEMENTING THE INCOME TAX

States can choose from a variety of ways to implément
a personal income tax. The alternatives have been widely dis-
cussed and debated in New Jersey and in other states. These
discussion have not resulted\in a consensﬁs, but they have 

focused attention on the key issues.

These are two major viewpoints. One group stresses
simplicity for the taxpayer and for the tax collector. This
group favors the “piggy—béck" on the federal income tax. 1In
effect, this alternative =--- which now ekisté in Rhode Island
aﬁd several other states --- is a simple surcharge on,ﬁhe

federal tax payment.

The othervgroup stresses equity.’ They base their
caseboh_thegbeliefwthzgmphe federal tax system.containsvin—
equities which should not be built into a New Jersey income
tax. They want State éutonomy in deciding what exemptions
and deductions shoﬁld be granted. _Specifically, the pro-

‘ ponents bf this view suggést é graduated tax on .gross income.

Pennsylvania now has such a tax. They do not consider the

44
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‘use of adjusted.groSs'income”satisfactoryAbecause this'figure
incorporates parts of the federal;tax'that they consider inequitable.
Fortexample; they con51der the federal treatment of capltal galns"

> - and tax exempt bond interest to be serious loopholes.

¢ R ‘ 4" %Actually,.the virtues of bothltypes of‘taxes,are some—
what exaggerated when they are:characterizedvas‘simplicity'versus
R 1 o = ) : . ‘ ;

equity. ﬁhe "piggy—back“ tax is not'as simple;as some of its:
proponenta believe. Although federal'law provldes for~federal

| COllectioniof the plggy back" the law does not take effect
until at least two states w1th flve percent of the natlon s
taxpayers choose federal collectlon. So.far, no state has SO
chosen.. th only will the State Stlll have to admlnlster the

1

‘tax, but some taxpayers w1ll be requlred to make addltlonal

«¥

computatlons because the State cannot tax 1nterest from federal
bonds or 1ncome taxed in another state.*:
l
Similarly,'while the gross income tax closes some
\ .
"loopholes"‘ it creates some 1nequ1t1es of 1ts own since 1t

\

'contalns nelther exemptlons for large famllles nor deductions
for heavy medlcal expenses.‘ Moreover, since 1t must allow
bu51ness expenses to be subtracted in the course of computlng"

bu51nessrlpcome, some deductlons w1ll remain even in the gross

income‘fighre. The tax on gross income is more compllcated

* New Jersey residents will receive a full credit
for tax paid on income earned in other states.

| o . . : o : N
3
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than the "piggy-back" for both the taxpayer and the tax

. collector anc¢ requires added bureaucracy.

Eighty~five percent of Rhode Isiand taxpayers
compute their "pigéy—back" personal income tax by making
a single compﬁtation and then submitting a'card with only
one entry. The cost of administratién there is about one
dollar per taxpayer. An imﬁortant advantage of the "piggy-back
is clarity that derives from its‘simplicity. :Every taxpayef
will be able to tell immediately how the tax will affect
him by referring fo his federal tax retur?. This obviates
the neéd fér complex tables and charts showing‘how various

taxpayers in the various towns, income classes, housing

levels, and family situation will be affected.

The "piggy—back"'tax, for legal reasons, must
include some modificaﬁion of federal tax computations.
Additional changes would offset the desired simplicity
of the tax, but we propose a credit or decduction for
7 r@ntgrswso;tggt;thgir imputed propgrty taxes can be

set off against income in the same fashion as homeowner

property taxes..

Thus, we recommend a "piggy-back"tax at rates
of 1-1/2 to 8 percent of federal taxable income, with the
following adjustments: 1) subtraction of interest income
from federal bonds; and 2) subtraction of income already

taxed in another state.

\AL
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For those taXpayerS~Who‘take'special ad-

vantages in the federal tax law to pay little'or no

taxes on substantial income, we propose a minimum
- . » , _ ; ;

‘tax of 3% on gross income. This provision would

- make sure khatvno'taXpayer earning more than $50,000

. . ] . X p . t
. | ‘ . . ‘ .
pays less than 3% of his income to the State of New

1
o
\
i

Jersey. A@ a - result, hb‘taxpayer can take advantége

of federal preferences fornéxempt‘bond'interest,

.accelerated'depreciation, depletion allowancé, or

“other pro%isibns to escape his fair share of the

The'resulting’basic tax table is attached:
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NEW JERSEY "PIGGY-BACK" PERSONAL'INCOME TAX

Rates are progre551ve from 1.5% on taxable ‘incomes under $l 000
to 8% on taxable incomes $25,000 and over

Deductlons and Personal Exemptlons Allowed | : . o S
(Family of Four) . ‘ B

ADJUSTED ~  AVERAGE . FEDERAL STATE

GROSS 158 = EXEMPTION TAXABLE 'INCOME =~ INCOME
INCOME R DEDUCTION . 4 x $750‘” ‘t INCOMEgY , TAX ; : TAX*
s 3,000 § 1,50  $3,000  § -0- $ -0- § -0-
| 4,000 1,500 3,000 -0- o p- ti‘ -0-
5,000 lif,1,500,v"ff‘,‘3;obo  e 500 ~ 70.00 - 7.50
7,500 o i,soo‘ 3,000 3,000 450.00  55.00
10,000 1,500 3,000 5;500 © 905.00  120.00
‘12,500 1,875 3,000 7,625 1,308.75  186.88:
‘15,000 B 2,250 . 3,000 PR 9'750,_ ~1,765.00 265.00
20,000 3,000 3,000 - 14,000 2,760.dot ; 455.00k
_25;006 - 3,750 | 3,000 '  18,250 3,890.00, © 690.00
30,000 o 4,5001 3,000 22,500 15,180.00  970.00
n50f°°° I f~ 7, 500' - 3,000 39,500 11,915.dof 2,315.00
100,000 15,000 73,000 82,000 ©34,500.00 5,715.00

* State Income Tax is deductible for federal income tax purposes.

' As a result, an average of 30 percent of New Jersey income tax
payments will be money saved from federal tax payments and the .
out=-of-pocket cost to the New Jersey income taxpayer will be ' v
an average of 30 percent less than the figures shown in the '
last column :

Its estimated yield for 1975 is $940 million.

i
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THE. CIRCUIT BREAKER 3

nNearly half of the states—-—including Michigan,

Vermont, Wiscon51n, and Oregon———have enacted "01rcuit breaker"
\ .
1egislation to prov1de property tax relief The clrcuit—
. \
breaker prevents tax overload in the way that the electrical

01rcu1t—breaker guards a homefrom an overload of‘electrical

current. The tax deVice w1ll aply to. all New Jersey renters"

[
and homeowners, but 1t Will be of speCial benefit to senior

\
citizens and other households on fixed incomes. It is also:
\ .

a form on household insurance against;sudden drops in income

as a result of unemployment or dlsability

‘iThlS dev1ce has several dlStlnCt advantages. First,
‘ u I R
it is a tax relief aimed directly at those,whOnmostfneed'it.

Second, it requires a minimum of administration and cost.:

 Either the tax relief will be credited againstfthe‘income tax:‘l;

liability, lor it can take'the'form of a cash rebate. In'the,,
latter case, the applicant simply would‘receive‘a check in
the mail. Third the relief is proVided from”State revenues

and does not impinge on the unequal revenue pool of local

governments. Thus, it is a superior form of homestead ex-
) . | .

emption. Fourth, for those who qualify and‘even for thOSe
who are approaching anhexcess,property taxyburden,-thel

circuit breaker is an absolute limit on property taxes

~and. tax increases.

at all 1ncome levels The ceiling peroentage of -income payable

The Circuit-breaker we propose would apply to households
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in property taxes---after which point the circuit-breaker is
activated———Will be graduéted from 5% for the lowest income

level to 10% for the higher level. The fdllowing is a
circuit-breaker schedule: , | , f | T

i
Circuit-breaker

Household Gross Income - activated at: B P
Under $5}QOO , 5% of income

5,000 to 10,000 | 6% of income

10,000 to 15,000 o 7% of income

15,000 to 25,000 . | ' 8% of income

25,000 and over © 10% of income

Tehants would be allowed to count 20% of their rent as

property tax;'

iy

A familvaith_gross income of $11,000 and living in
a house valuedvat $29,000 would benefit from the circuit-breaker
in the following manner. Assume a property tax rate of $4.00,
and property taxes of $1160. But, property taxes are not

ki S

allowed to exceed 7% of the $11,000 income, or $770. The

' $390 difference between the actual property tax of'$1160

and the maximum allowable property tax of $770 would be

either credited to the ihCOme tax or rebated as cash. ‘ o

Another example - assume a property tax rate of 2.30 - $690
in taxes on a $30,000 house. A family with income of $8,000
will have a property tax 1imit‘bf $480 and will get a $210
credit - rebate on its income tax - which would be'undef

$100.

A household earning $4500 and paying an annual rent
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 of $1800 ($150 a month)j would‘countlzo% of the $1800 rent, or

+

$360,. as property tax. At‘the $4500 income level} the circuit

‘breaker isﬁactivated‘at 5% of income, or $225, in this case.

So. the household would receive a cash rebate‘of $135, since

its income:ﬁs not high enough to trigger‘income tax»payments.
'jThe circnit breaker gives direct property tax

relief:and eets a iimit on property tax increases for those

who need itimost " Thus, it gives relief to overburdened

taxpayers and renters who did not share in the general pro—

perty tax rellef program because they happened to live in

communitleS?which were wealthy.on,the whole.

\ &
i

LIMITS ON LOCAL PROPERTY. TAXES

At a time when mun1c1pal and county rates have been

increasingriit becomes,necessary to ensure the permanence of

the property tax relief proyided‘for'by‘onr plan. To do this,

we recommend the imposition of caps on municipal, school,

and county property taxes; County and municipal property
taxes (exclhding‘debt service) will be permitted to exceed

their 1975 rates, after the relief provided by our plan,

'by not more than 6° in the first year. In emergencies;

~ the cap may be exceeded only with the express“approval

of the Local Finance Board, or ‘alternatively by a re-
ferendum atzthe 1ocal level;
g School spendlng increases w1ll be limited under the

School finance legislation. The perm1551ble increase will be

greater forjlow spending districts if new programs are needed

dto achieve the constitutionally-mandated standard of education.

Otherwise, the limits on school spending increases can be ex-

~ ceeded only;byvlocal referendum;
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THE BUSINESS STABILIZATION TAX

Two iséueSb——the windfall to business and the tax
havens———have arisen in almost every‘discussion of tak reform.
Admiﬁtedly,‘business will benefit fr&m the local property tax
redﬁction. 'While there are those who argue that New Jersey
muét 6ffer this.reliéf.to maintain its economic compétitive—
nesé, particularly in the uncertain economic' climate of today,v
there are others who maintain that business can thrive without
a tax cut. Ofﬁén this group also argues‘tha£, under_the local
property tax refofm‘prégram, business will not be paying its

fair share.

The igsue is'complicated‘by'the'need to decide which
businesses have indeed réceived a windfall, and which have
received justifiable relief. The fact that not allhbusinesses
are the same cannot be ignored. ‘Some already bear a heaVy tax
burden, while others are not taxed so héavily; A large share
of ;he'logalAptppertyg&ix_re%iggvWill fall on urban businesses,
which already are being taxed at excessivé'rates. Our plan
focuses much of the local property tax»rélief to business in
urban areas; ’Forty-five percent of this business tax relief
on commercial properties is focused on the 24 urban aid cities.
For industrial ptoperty, the figure is 42%, and for apartments
it is 50%. Such relief shbuld be of considerable aid in spurring

the revitalization of the cities.

X,
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: We recommend a novel:sOlution—;the'Businese
,Stabilizatlon Tax---to thls dlfflcult problem. The State
VWill lmpose an equallzed bu31ness property tax of $3 00,

P . from which businesses”will‘subtract 3/4.of_itS‘equalized

¥ R : flOCal'tax‘rate'to determine'its Stabilization Tax rate.

For example, a bu51ness in a mun1c1pallty with an equalized

$4 00 tax rate will subtract $3 00 (3/4 of $4. 00) from the

'State propérty tax rate of $3.00 and w1ll be left with a
B i v

Stabilizatﬂon Tax rate of zero. So thlS business would

pay no Staﬂilization Tax. On the other hand, a bu31ness 3

| ’ . i

located inia municipality with low local tax rates would
- 'be treated\differently. Teterboro, for instance, has a

tax rate of so 70. After subtracting $0.53 (3/4 of $0.70)
|

from $3 OOH we find a Stablllzatlon Tax rate for Teterboro

a® ‘

of’$2.47.

- &%

\The average equalized tax rate in 1974 is $3.69.

This averaqe rate would be reduced by sllghtly over 25% under

our eduCatiOn—tax relief program. The proposed average equalized
rate for bu51ness would then be about $2.69. The average busi-
ness would subtract 3/4 of thlS $2.69, or $2.00, from the $3.00
‘State rate!and thus establish a Stabilization Tax rate of $1.00.
A businessﬁpaying‘the average equalized local property tax rate
r will‘thereéore cohtinue to pay the same amount of property tax,

with the Stabilization Tax.offsettingvthe local property tax relief.
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The following table shows how businesses in a

handful of municipalities will fare under the Stabilization

Tax.

EFFECT OF PROPOSED BUSINESS STABILIZATION TAX i

ON ‘SEVEN SELECTED MUNICIPALITIES , hn
1974 RATES ; ‘
(- (2) (3 (4) (5)

» * Proposed Total Proposed

Current Proposed Stabilization Business Property
: Equalized Equalized "Tax Rate ’ ‘Tax
Municipality ~ Tax Rate = Tax Rate  [$3 - Column 3x§.75] [Column 3 + Column
' . _ . ‘Chanc
Bayonne $ 5.07 $ 3.93 $ 0.05 o $ 3.98 -1.0¢
‘ ‘ .

Atlantic City = 6.29 4.93 ' 0.0 " 3 4.93 -1.3¢
Englewood ' 4.23 - 4.05 0.0 o ~ 4.05 . .1t
Teterboro | .70 .64 2.52 ©3.16 +2.4¢6
Montclair | 5.24 4.07 0.0 4,07 -1:17
Paterson o 4.76 3.15 | 0.64 | 3.79 - .97
Jersey City 6.10 © 3.98 0.0 | 3.98 -2.12

"4Afboﬁpafisdﬁwef_Corﬂmn 2. with Column 5 reveaié the‘
real impact of our total tax plan on the businesses in the
municipalitiés shown."The plan includes a $200 credit againét‘
the Stabilization Ta# to mitigate its impact on small, neighbor-

- hood business.
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$200 million.
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jCleafly) the Business Stabilization‘Tax focuses
on th@se’ﬁusineSSes with low tax burdens---many of which
are‘foundiin‘tax havens%—?and raises their tax rate to
ébout-theaveragé level. ’Businesses’already paying $4 or
more, on én equalized basis, will not face any new taxes.

In essence, it is a graduated business tax haven tax.

Not only does it provide for equity in fegard to the

diStribution of the tax burden between households and

_ business, but it also provides for a greéter equity of

of taxation amongbbusinesses. - The Stabilization Tax

would be imposed after local tax rates are established,

so‘the municipalities will continue to dérive the full

tax benefits they now get from their business tax base.
Thus, the?new_tax avoids interfering with local tax
rates or revenues.

'The yield of this tax will be approximately

i el -
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