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Mt. President, tvlr. Speakerand Members of the'Senate and Ge_neral Assembly: 
' ' .. · . . 

Today, this Legislature begins a_ sl~ssion of historic proportion as. it seeks to. 
. . . . 

bring the quality of fairness to New Jersey's educational and. tax structures. 
. . .· . . . . . , . ·. . . 

I afu con:·fiderit that .this special s·ession will produce the type of reforins needed 

to make New Jersey an· example to the Nation of what a responsible, legislative body · 

can acconipli.-sh. 

Nothi.ig that we do as public.se:rvants caneq~al the significance ~fprovidihg 

an opportunity for our childr~i:t to be properly prepared to me~t the future• and for all ·· 

of our cif.tizen's to'-:li'7e in dignity. 
' , 

.()ther:New J~rsey governors, of.course; have placed similar challenges before 

other legislatu'.res in' recen:t·years. 
•, . ' ,.. ; . ·. . 

, , 

Iri his final annual message, Governor Hughes warned of the urgent need to change 
, , 

New Jersey'ss:>7ste~o'f t~xation. 

nNe~ Jersey's:·.a~tiquated ta; structure must:.:be reformed,11 lie told .. t~e Legislature 
:-·' ·. '· .• ·. ·. . . . -:.-:·.· . .. 

in 1970. ''By r~lyirtg ·so h~avily ,on the local property tax:, we forCe: on the homeowners 

and the small businessman an unfair share of the cost of public services; 

the .local prCJrerty t,;~ crea:t:~s •• ine~uitles among New Jersey conrtntmi.tie,~ _ ,; , 

Moreover,_ 

.. ·· Fo~r yea;s later, Gc,ve~~nor'cahill mfc1:-a:,si;ilar eloquent plea t~ ~elieve the 
. ' .· ... ;_>•.: :'.', :· '·. 

injustice: caused by. our tax structure. 

, •. "Today,"'.he told the,, Legislature, 1\,1e do not have a personal income ta~! , And in· 
, ,• 

that fact: some of out: p~lit ital colleagues take pride. But~ my friends-, we have not 

yet reduce~ the-property tax :i.n N~w Je,rsey:and we have not satisfied·the mandate o.f our . . . 
. : . '' . 

Constitution tb pr~vide for-ea:ch,ch:i.ld under 18 years.ofage a thorough and e'tfit!ient 

education. II 
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Now the challenge for reform is presented by this Governor to this Legislature. 

And this time, there must not be a failure to act. 

Each failure in the past meant that the vitality continued to drain from our 

citil's. Each railure meant that thousands of childrtm would continue to 

struggle through a public school system which did not adequately educate them. Each 

failure meant that our senior citizens would continue to lose homes that took almost a 

lifetime to acquire. Each failure insured a decrease in our economic growth and an 

increase in unemployment. 

This time we cannot fail to reform a system of taxation which has severely 

diminished the quality of life in our state. No longer can we allow government to rely 

so heavily upon a system of. taxation which places the greatest burden upon those who 

can least afford it. No longer can we do nothing in the,hope that the problems caused 

by New Jersey's real estate taxes will resolve themselves. 

Unlike past Legislatures, you do not have the realistic option of compl.ete inaction, 

It has been removed by the New Jersey Supreme Court. 

In the case of Robinson v. Cahill, the Supreme Court ruled unanimously that State 

government is not fulfilling its constitutional obligations of·providing a thorough and 

efficient system of public education for our children. And the court said that such a 

system·cannot be provided as long as the financing of education is so heavily dependent 

upon local property taxes. It ordered this Legislature to determine a solution in 1974. 

In my trtaugural address five months ago, I announced with these words that .I 

would call the Legislature into special session to deal with this issue: 

"To live with an education.al system that does not reach and teach as many children 

as is humanly possible, to chart a young child's future on the basis of family wealth (,.• 

,or neighborhood affluence, is to impose an unequal burden that mocks the deepest faith 

of our American system; the faith that: ability, not nobility of birth or income, is the 

test of how well a citizen will achieve in life. The opportunity for the same education 

as a neighbor is the minimum a state can do. New Jersey is not doing that now." 

.. 
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Today, the time has come to begin t;l1e task of ending the ine.quities th:9-t have 

prevented too many of our chi_ldren from r~ceiving the opportunity to develop their foll 

potential. __ Today, we join to take the first .formal stt!p toward that goal of a quality 

education· for all children in. New Jersey. 

Some of you inaywant to postpone the hard decisions which must.be made this sunnncr. 
. . . : 

:But .. we Eire obligated to meet _our responsibi.lities, to meet them as fully as is 

humanly possible and_ to tneet them now . 

. · I am proud of the program,which you will be evaluating'..during this _session .. I 

believe that it. is a.s progressive and responsive a program for education and taxation that 

has ever. been p,rop_Oseq by any state. But it is not mine ·alone. R:ath~r, it has evolved 
.. . . 

fr9m C()UIJ,tless meetiqgs with legislators,·. members of the education community, 

civic and profess~o11al le.4ders and the public at large._ 1 

. ) 
The program we h;:tve developed together has two major objectives. First 7· to insure 

that.eachlocal school district has,adequate financial resources to provide_ the legally > . ·. . . 
' ' 

required thorough and efficient sys.tern of education., And second, to provide long;,.needed 
., • . f 

property tax.relief t<> homeowners ,and tenants. 

Th~ ~ropos,edsyst~m t'o -finance educatfon'tould guarantee .that behind each.child 

is an equal f~nancial base. :f:of, ~upporting a quality ed'ucation. -· This- proposal would 
_. . .' 

increase state ccm,tribution, !O local ,school expenses from _an average 30 perceIJ,t ·to . 

so percent-: of tµe co.st o:r ed~~ati9n. By pxo_viding this guara~te~d finan,cial capability, 
,•. ·:~-:--< -:-.. · . _- - . ' .. ~. . ... : ~, •. :,. 

we will enable ~very 1,chool district in the state .:.-regardless of wea1th -- _to provide 

an education which allm11s. our children to tealiz_e their ,fulle~t potential.' · 

The legislatio,n in this program defines- the major elements of a thorough and 
' . . 

i\· efficient system of education. Furthermore, .it establishes a system of eya_.luation and 

monitoring .. But of vital importartce, . it leaves the ftindainerital educational decisions to 

the local school boards. 
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However,··the education program alone does not·go far enough to lif_t thl~, cost. of 
•, . 

. . 

government from the local property tax. The:refo;-e, i am proposing that the state 

relieve our municipalities and counties of other burdensome costs.that properly should 

be the responsibility of al1 the people. 

By taking over the cost of courts and welfare, we will further ease the pressure 

on local property taxpayers. ·• By reimbursing municipalities for tax losses as a result 

of state pr9perty and publidy assisted housing, we no longer will pen_alize cotmnunities 

which accept the1;1e needed facilities_. • 

The education plan will cost app:t'.oximately $550 million ... The companion 'proposal 

to provide additional relief to municipalities and counties will cost $200 milLi.<:>n. 

But the $750 mil.lion does not repres~n.t new money for additional spending.'· Vitt:ually 

. every dollar will replace local propert.y taxes .with a new. and mor~· eqtdfabl~ revenue 

source. 
.· . . ' . ·. . . . ·. . .. 

I am tonvinced that the best niethod of raising the revenue· is·. through a modest 

state income tax. For the. first time New Jersey would have a general levy based on art , ~-

individual's abUity to pay and on no other criterion. 
. . ·.. .·, .i._.., __ 

In the· further interest of fairness, those able to take advantage of feder?l t~x 

loopholes_ wot1ld 11onethel~ss be required to support New Jersey government. Toward that end, 

L propose a minimum tax which we>uld insure that every person making inore than $50,000 _ 

>'will pay at least three percent of thef1=· gross income to meet the cost of this program. 

In raising this money, we must insure that the prqpetty tax relief will be 

permanent. And this is what makes our proposals significantly different than those 

rejected by past, legislatures. Our pbn contains firm legal. guarant~es of long lasting 

property tax relief. 
.· . 

A public:: grown skeptical because of broken political pledges deserves~· 
•, . 

nothing less. · 

I -recommend two constitutional amendments to limit the amount an individual would 

pay in property _taxes on his.· hoine, whether he is an owner or a rent or. The first would 

· set a limit on the percentage of income that could be paid in property taxes. 
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This proposal would be of particular. advantage_ to senior cltizeris and others living 

on moderate incomes. The second amendment would fix a ceiling on the annual increase 

in county _and municipal tax rates ... 

By relieving real estate taxes, we lower costs for businesses as well as -
.. : . '• 

residential property. To recapture windfall' gains, I am proposing a state business 

stab{lization tax to equalize the businesssreal estate tax burden amon~ our communities. 

In some high tax areas, the property tax-relief to business is essential:_ Inother 

communities_;.. particularly the recognized tax havens_,;. property tax relief for business 

would be an unjustified windfall. 

Finally, Iain disturbed by indications that some legislators alreadY-have decided 

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

shcn~ld not_ happen. The effort to bring order to .an unjust tax structure and inadequate 

system of education should not become a partisan political issue. Democratic and 

Republican legislators, alike, have taken the same oath to uphold the Constitution of• 

New Jersey. 

The elder Dumas once wro_te -that he knew -bf no greater insult than to praise a 
.. ' ~ . . . 

man for doing his duty, In grappling_with these reforms, we may not receive much popular 

praise~ But I believe that_ we here today understand our duty and will carry out our 

respons1bili ties to the people o_f New Jersey as faithfully as we -possibly can. 

Thank you; 

*** 
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· .. 'jA program. to solve the education -taX pro~lem . thrust ·. 

\lpon·t~<i' PJ]blii: ag.;nda b}' the Sµpr<1Inec;:ou;t decision will 

. ultlma . eiy . irivoi ve . School . f:i.na.nce, .. a de:fini tion c:if a 

• and efficient system" ,. ~ ... looK ~t the problem of 
•. . . .. . . .·. 

overburden, and a tax prqgrclltl. · This paper deals 
' ' 

. ~i1:·h· s~ ool finance and. "thorough and effic.i.~nt" •. 

f '.. ·. ···.·.· 
.Scbool • r inance 

. I . . .-," .. . .· "-'· ... · · .. -· . .- - :: : : • 

. :. > . ~he Court found that the ·present . system ~f school 

f ina.nce i~ ~nconsti ttitio~al because of. the disc;epancies · .. 

in per' hupil spending' among sd:1001 a.istricts . .. ·•· . l 

· >Th~ trial.· Ce>urt f o~nd th~ constitutiollal 
.. demand· had not .. been met and did. so on the . 
· basis of discrepancies. in clollar input. per 

pupi 1. We agree. We. deal with the problem . 
in those ·tepns b~cause dollar· i,nput ·i.s pl,.ainly 
relevant.·.; ~·.The constitutional mandate could . 

· :n6t be said to be satisfied: unless we were to 
< ·suppose th.e unlfk~ly proposition that the · 

lowest level o,f dollar perf ormanC;e happens to · 
·coincide with the constitutional mandate and 
that· all efforts beyond' the· lowe~t level ;,irei 
,attributable to local decisions to do more· 

I 
than the State wa..s obliged t.o··ao .. 

·. . ···- .. • .. · . Robirtson v. Cahi 11 
62 N. J·•· at5'15 . 
." ·. .·•., . . . ., . ·.• , I 

·13fcli~ot mohi•enre ·rcfrsecf .pr.imariiy•fron/:io6ai ·property ·. . . I . ·. · ........ · . . ·.· . . . 

' taxatior+ . Prope~tY. we~l th vari~s widely,, among School districts. 

This var~ation is at the root of the discrepancies in school 

spendinglper pupil.· For e,cample,. some districts, such i,.s 

Englewoor · Cliffs., have ten times as much prop~!tY· wealthj>er 

pupil' asi c,th~rs; such as Wil~:i.ngbo;o, and c'an taise. substanti_; 
' . ' ·: , .. : ' ' ,, i ', ·.: ,. ,· .·· ... ' '' ' .' ',' ' . 
. ally xnorf· money. at· 10"7er :tax rate.s. Engle:woe>d'Clif.fs· spends . 

·ab6uf t~}ce as much per.p\lpil as WillinglJ~ro atle~s.thatihalf 
• I 

the tax ~ffort •.. 
I . 

(· . 
. I ,i 

'·· 1 .. 

I 
[. 

i 
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·Basic Plan 

Our plan is to place every pupil in New Jersey on 

an equal fiscal base. The State will guarantee an equalized 

valuation per pupil. The average equalized valuation per 

pupil is now $53,000. If the State guarantees twice the 

average, or $106,000, the plan would work as follows. A 

district with average property wealth per pupil would 

receive one half of .. its school budget from the State. 

A district with $106,000 would receive no state aid. 

A poor district, say one with only $26,500 per pupil, 

would get 75 percent state aid. 

Under this plan, every pupil in New Jersey would 

have equal fiscal backing. It will no longer matter if 

the child lives in a community of great wealth or little 

1 
wealth. 

1. Six percent of the districts with three pe~cent of the 
pupils have equalized valuation above Jl06,000. 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, 
exceptions which can be tolerated because they are so 
few in numbers. 

i;. ... 

' 



i 

Theipresumption is that poor districts spend less 

I 
because of 1fiscal constraints. Once these constraints 

' 

are lifted 1by this plan, these districts will be able 

I 

to concent~ate on raising the quality of their ed1,1cation, 

rather thani eking out a passable budget. However, there 
I 

is a limit :to the amount of increased spending that can 

be usefully'. planned and absorbed from one year t,o another. 
I 

Therefore, there should be~ limit on the•permissible 

annual budget increases. This limit should be greater 

I 

for the low~r spending districts and l~ss for the higher 

I 
I 

spending diftricts so that the discrepancies in per pupil 

spending are narrowed and eliminated over time by a pro­
I 

I 
cess of lev~lling upward - not downward. Moreover, we 

I 

are seeking better education, not merely more spending, 
. I 

so that incireases will be made upon a thoughtful plan 

I 

to improve -t,he quality of education. 
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The higher spending districts will also be permitted 

to increase spending, but at a lower rate. After a point,· 

the State will stop sharing. This point might be the 65th 

percentile of per pupil sp~nding: in any case it should be 

high enough to assure that enough money is available for 

a sound education. The reason for a cut-off in state aid 

is that the state should concentrate on raising the quality 

of education in those districts which are more likely to be 

offering less than a thorough and efficient system of edu-

cation. It should not be subsidizing extra costs for districts 

which are presumably already above that level, at least not 

until all districts have attained it. Furthermore, the cut-off 

will somewhat retard increased spending at the higher levels 

and speed the elimination of the per PUJ?il spending disparities. 

At the. very highest spending .levels,. where per pupil 

costs approach the annual tuition at exclusive private schools, 

there should be a dampening of further increases. At these 

" ' .. 

•. 
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levels, thei"e could be either an absolute limit on spending 
i 

I 

increases, .i\ limit on increased staffing per pupil, or a 

"recapture":provision. 
I 

i 

Excess Cost~ 

i 
I • Some 1 pupils cost more to educate than others, as 

the .Court and existing statutes recognize. The plan would 

take this e~cess cost into account in the following manner. 
I 

Categories df high cost pupils, such as handicapped, vocational, 
I 
I 

and bilingual, would be identified. The excess cost of educating 

"•· · each categor1Y woUld be paid to the districts by the state. There 

.-;• · would be a· dategory of excess costs for compensatory education 
I 

.. 

i 
defined to ihclude those pupils who are eligible for Title·I 

! 

I 

assistance. i The amount of excess costs per pupil would be 
I 

determined.a¢cording to existing spending patterns until 

the educational evaluations conducted under the "Thorough 
I 

I 
anc. Efficient" procedures showed whether these amounts are 

appropriate. The aid for excess costs would be tied to 

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 aid program in which 

the State pays the full cost of school building programs in 

selected high priority areas. 

To summarize, the new school finance system would 

have these attributes: 

1) A guaranteed valuation behind each pupil; 

2) Spending limits, more liberal for the low­

spending districts and progressively more 

restrictive for the high spending 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 pr~graro for priority 

school building needs. 

. .. 

.. .... , 
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Total Cost 

The effect of this plan, on the whole, would be to 

raise the State's share of the total education budget from 

•• 
about 30 percent to about 50 percent by substituting state 

revenues for local property taxes. The State would assume 

approximately $550 million now being raised locally. 

Existing categories of State aid, amounting to some 

$600 million, would be channelled into the new program as well. 

This will eliminate certain categories of state aid which are 

~:-
of doubtful, constitutionality, such as minimum aid and save-

harmless. However, for almost all districts, the new state 

money would,more than offset the loss of these aid categories. 

Effect on Local Tax Rates 

Local governments now raise some $1. 6 billion for 

education. The new state money will therefore bring about 

a cut of nearly one-third in the aggregate school tax rates 

of local governments. Some 94 percent of the school districts, 

with 97 percent of the pupils will be included in the state 

aid plan. Almost all of them would get more state aid than 
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they do now. Of course, the poorer districts would get 

proportionately more aid. Large amounts of new State aid 

would go to the older cities. The largest proportional 

increases would go to those districts which had previously 

been excluded from "incentive aid" under the Bateman-Tanzman 

formula but which were not much ahead of the poorest districts 
) 

in per pupil wealth. For example, in Essex County, Newark, 

East orange, and Orange would move to levels of from 65 to 

more than 80 percent state funding. Newark had already been 

raised to 64 percent by Bateman aid.. But Glen Ridge, Irvington, 

Belleville, and Bloomfield which had only about 15% in minimum 

aid before would raise to about 50 percent state funding - with 

-correspondingly rarge decreases'""''iri property taxes. In rural areas 

with generally lower taxable wealth, almost all districts 

would move up dramatically in state aid. For example, in 

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 

The shared-cost plan can be adapted in various ways 

to different spending levels and different distribution 

patterns. Generally, a reduction in the total State share 

leads to.a smaller percentage of state aid for all districts -

and a larger number of districts getting less state aid than 

now and no state aid at all. 

The basic alternative to shared..:.cost is "full-state 

funding"., "Full-state funding" failed to gain acceptance 

in New Jersey when it was the main part of the Tax Policy 

Committee program and it has not been adopted in several 

other States where it was proposed as a solution to school 

finance problems similar to ours. Hawaii, the only state 

with a tradition of full state funding, is beginning to 

move away from it. 

The advantage of shared-cost is that it permits local 

school districts to have flexibility in setting their programs 
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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 

Jersey (with a very few exceptions), on an equal fiscal 

footing; 

2) It would raise the State's. share of the total education 

bill, reducing New Jersey's dependence on the inelastic ,~~ 

and inequitable local property tax; 

3) It would give substantial property tax relief to almost 

all New Jersey taxing districts; 

4) It would set the educational system on a sound and equalized 

financial base which could support the attainment of a 

thorough and efficient system of education; 
.. _ 

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

on the relationship of the school to the parents an~ the 

local community. 
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· Thorough and Eff~cient 

In cJoosing a shared~cost financing plan and rejecting 

''full-state.! funding", we have opted for. the fullest possible 

''1 
I 

exercise of'local discretion and control consistent with 

the Court decision. We have done this because we believe 

l 

that the concern and the involvement of parents is the 

ultimate foirce for a continuous improvement of the edu­
! 

I 
cational system. We have done this also because we do 

I 

not believe 
1
that it is possible to specify in one formula 

all the varlab les and all the elements of a "thorough 

and efficie11t school system" that comprises 600 school 

districts with so great a variety of hopes and problems. 

A school is 1not a manufacturing assemblyline processing 

I 

standardized materials into identical molds. 

In re1lying on the diversity of local school districts 
! 

for the atta!inment of .a thorough and efficient system, we 
' ' 

must accept pertain constitutional mandates. The State 
I 
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must assume ultimate responsibility for school performance. 

IIWe 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 edm;ational obligation and 
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 
6~ N.J. at 515 

And where those standards are met, the state is 

required to compensate for local failures: 

"The State has never spelled out the content of 
···- - the constft.utiona"J:.i•·ty mah'dated 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 for discerning 

.... ~ .. 

~ ... 
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and applyin~ educational standardsr a procedure for monitoring 

and evaluation local schools in light of these standards, and 

authorization for state action to correct deficiencies in local 
I 

school operations • ... 

General Staridards 

In defining specific standards, the legislature labors· 

\. 
. . . : , 

under the same handicap carried by the Court -- inadequate 

information about the needs and problems of largely autonomous 

local school districts~ The state is urged by some to proceed 

anyway, to adopt rigid input or output measures, permanently 

defining thorough and efficient education in terms of staff-

pupil ratios or standardized test results. 

The iegislation should define the standards of a 

thorough and efficient education in broad terms which 

encompass the expected results of education, the maintenance 

of sufficient .. inputs needed to achiev.e those results, and 
I 

the organizational and procedural elements of the local 
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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 situations, and keeping them 

current should be delegated to the educational experts 

in the Department of Education. The Department of Education 

has been drafting a series of detailed definitions of "thorough 

._· 
and efficient". It has narrowed some of the difficult issues 

after much discussion with education 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 

-and philosophy which thetegis1'iiture will set. 

In keeping its standards current, the Department of 

Education should be counseled annually by the Commissioner 

of Labor and Industry, who shall submit a report projecting 

labor needs and employment qualifications in New Jersey and by 



• t. 
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I 
• I 
·1 

I 

l 
! 

..:.1~---· 

the 
! 

Commi ssiioner 
'! 

·of Higtier E.ducation~ who shall report orr collegE> 
i 

· ent:Cy .requi;r~ments an4 ant:icipated .· ~nrollm~nt levels. 
i 

i. ··1 . 

A splecial. Tas.k 
I . ·. ·. 

Force t>hou Ld ;:1} so be establi1.:1hc,i to · 

1 ·,.. : · ... · 
·_study the b\usiness practices of local school Sy::;tems, looking 

... , ! •· . . . 

.·· . . . ·.··· l .-··. . . 
towards imp!J:'overnents in the efficiency of school financial 

·' 

affairs. 

i 
j 

M~bers could include repres(:?ntatives of the .. De-
I 

·1' 

i 
·. partment ofi Educ~tion, the Divi sidn . of Budget and Acc6uriting, 

locaL 

i· 
i 

schootJ. •••• I 

:· 
,; ·i·'-". 

bo,ar_ds, and ·p~i~ate business. 

i "' 

The Task Force 

... should repo~t to. the Governor ~nd the Legislature.· ways to 
I 
i. 
! . 

. : 
.· improve schpol business and financial practices·. 

! 
i· 
! 
I 
I 

j 

I 

i . 
I. 
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Evaluation and Reporting 

The second component of the state's education obligation 

is a system for the ongoing evaluation of school performance 

,. 
and for prompt remedial action where thorough and efficient 

standards are not met. While the state cannot prescribe all 

the elements of an idealized school system, it can and --

in the Court's view -- it must provide fo:r: continuous 

evaluation and review of school performance. 

The Legislature should direct the State Board to evaluate 

the performance of e.ach school district and: to require annual 

testing of all students for achievement in reading and mathematical 

skills as part of this evaluation. Each school district shall 

·- ~>-- -

be required to conduct ayearly self-evaluation and to develop 

and implement a plan for correcting deficiencies. The State 

Department of Education will offer technical assistance in all 

phases of this activity.· These district reports will 

provide the basis for an annual report by the Commissioner, 
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to be pres~nted in a form that allows the legislature to 

know the condition of education in New Jersey. 

Corrective·Action 

The Commission shall review the District reports, 

the test results, and the findings of the Department's 

evaluators ,to determine where the standards of a thorough 

and efficient education are not being maintained. Where 

deficiencie's are noted, the Department will review the 

District's own remedial plan and recommend improvements 

or addition~ where necessary. In cases where the Depart-

' 

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

determines 1:he local remedial plan to be insufficient, it 

will recommend its own plan for corrective action -- including 

I 

suggestions 'that resources be reallocated or that local spend-

ing be increased. If a school district is unwilling or unable 

to institute corrective measures, it will be certified to the 
' 

State Board :for appropriate action. And in extreme instances 
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of nonfeasance, the State Board fuay order corrective action, 

including -- where drastic circumstances warrant p- 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 plan encourages low-spending districts to 

augment their educational programs and provides the financial 

.wherewithal for them to do so. The intent is to eliminate 

deficiencies and to raise educational standards, not merely 

to spend an arbitrarily higher figure. The State Board will 

have the responsibility for seeing that the intent is carried 

. 
·~· ~:.:L.,·• 

out. 

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 

results. 

Evolution of RefinedDefinition·of Thorough and Efficient 

As a result of the reporting and evaluation procedures 

required iI1 this program, the State Board will have a·developing 

empirical tjasis for determining the extent to which school dis-

tricts are ~ucceeding in their mandate. In addition to its 

annual repo:rrts, after four years of evaluation the Board shall 

make a comprehensive report to the Governor and to the Legislature 

as to the efficacy of the new financing plan in producing the 

desired res~lts. This report shall trace the progress of the 

local school districts in attaining thorough and efficient 

standards, shall identify those districts and individual schools 
I 

which remaini below the standards, conclude whether the existing 

system is pr9ceeding apace to eliminate the remaining deficiencies, 

and make recbmmendations, if necessary, for altering the system 

to speed the 1 elimination of educational deficiencies. 
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These corrective powers, essential to the state's 

obligations under the court ruling, should not dilute 

another element of thorough and efficient education --

the essential preservation of str0ng local school dis-

tricts. The strength of New Jersey's school system depends 

in great measure on the proximity of parents and citizens 

to school decision-making. Their participation brings a concerned 

oversight with intimate p~rspective that no remote governmental 

, --

agency can match and is essential to a thorough and efficient 

system of education. 
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Related Local Property Tax Inequities 

An easing of disproportionately high property tax 

burdens is recognized as an integral concern in school 

finance reform, 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. Cahill 
62 NJ at 519 

Our school finance plan would equalize tax-ability 

for school purposes, but the equalized school tax rates 

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

higher in some places than in others. 

There will inevitably be differences in tax rates 

from one municipality to another and from one county to 

another. The types of services, the cost of government, 

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 
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shared responsibility of all New Jerseyans,· but which fall 

unjustifiably on local taxpayers. By removing these costs 

from the local property tax base and placing them on a broad 

state tax base, we serve both to bring about equity and to 

ease the municipal overburden. 

Some of the programs which might make up a package of 

property tax relief for municipal overburden are as follows: 

1 County Welfare $86million 

The 1974 appropriation by the 21 counties for welfare 

was $86 million, including the following programs: 

AFDC 
Bureau of Children's Services 
County We.lfare Board Administration 
Assistance to the Working Poor 
Supplemental Social Security Income 

A State assumption of these programs would relieve the 

county budgets and thereby the local tax bills of this $86 

million. 
~-·•~.:z, 

2 Municipal Welfare $11.3 million 

A State assumption of either the county or municipal 

welfare programs would require about one year to implement. 

3 Courts $38.5 million 

The Counties have budgeted $38.5 million in 1974 for 

the following: County .courts, Law Library (Superior Courts) 

District Court, Juvenile and Domestic, Jury Cdtnmissioners and 

Fees, Surrogate, Probation, and Law Library. 

The largest court costs are in: 

Ess.e}{ 
·:sergen' 
U1,A c-r'\'l'"I 

$7.3 
$4.·7 

- c") ..., 

- "" .. -

-· ' .. 
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In· lieu of Tax Payments $12.8 million 

The !State owns property in municipalities throughout 

I 

New Jersey, but in lieu of tax payments, to help these 

municipalities provide needed services, are made only to 

some cities and at rather arbitrary rates. It would cost 

$12.8 million to pay the municipalities on the basis of 

total assessed value of state owned proP,erty times a 
I 

I 

non,-schoo:r equalized tax rate, excluding land used for 

I 

roads, br~dges, parks?, riparian rights, watersheds, 

reservoirs
1

, wilderness, and open space. Some of the 

municipali\ties which would receive sizable amounts of 

money are:: Woodridge, Chesterfield, Montclair, Maurice 

River, Uni9n Township, Vineland, and Glassboro (from 

$170,000 t0 $429,000) and Jersey City, Camden, Winslow 

Township, Ewing, New Brunswick, Piscataway, Hoboken, 

I 

Parsippany iTroy-Hills, Newark, and Trenton (above $500,000). 

· i-(_;_•·,C- , ,V.,,- 07~-- •· · ><=>c.-, •-.~-* ---,s'-----~.c.:_..;.._. •• ,_,_ _., -.-~,-. •••··· • 
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Full-taxes on Subsidized Housing $47.3million 

Housing for low-income and moderate income families 

and.senior citizens is built in New Jersey with federal 

or state subsidies. The municipalities which accommodate 

this type of housing bear the service costs and the school 

costs (in the case of family housing). They bear a dis-

proportionate share of the burden of the State's housing 

policy. Moreover, they do not even get the full taxes on 

this housing, because taxes are abated under one formula 

or another. This, in a sense, is a double inequity. . ~ ... .., 

The State could make up the difference between full 

taxes and presently abated taxes for $35.3 million on 

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

$12.0 million for 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. 
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Munic±paII.. · Aid Formula . · 

The'.Tax·Policy Committee recommended a $100 million 

i 
urban a:i.~' formula gr.ant which' would be distributed to some 

i 
' 

. f 
I 

220 muni~ipalities based on popul'ation 1 property va.lu.e,· and 
I 

'' :- ii 
•tax. elfo~t~> The ex:ist1ng· ~rban ~id for~~la, n~~ at. $36 million,' 

J 
i ' ,,· ' 

wouldha✓e been eliminated; 
. I 

Thus,· thecost·of instituting this· 
i 

recomrriend;at~oh would now be $64 million. .The formula. aid could 
i 

. ' ' ,, t ' ', ' ... ·.. '' 
' be insta1[1ed at ,ariy de~ired 'level~ Indeed, the existing formula 

t • • • • ••; " I • 

I 
I . . . . . 

could be ~aised · instead. The formula aid approach resp. onds to I .. . . 
' 

+ 
the generhl tax situation rather than to specific, dE:tfihable 

~~ ... ·. : ;• 

i 
. .·I , .·, . 

. . I>' , . . . . . , . 

inequities in the distribution of .service costs. 
'' \ : ' ' ' ·.· ,•.. ',' . ' ., .' 

1, 
. . . I 

Amunicip~l overburden package. 
' ' 

1 . '• ,. 

A pa~kage to relieve the property tax base or functions 
I 
i 
I 

and costs ]which belong to a . broader base of t:axatJon ~ould be 
. . . I . . .. . 

r . 
! 

. I 

asseltlbled [f.rom. these. elements: · 
i 
L 
I 

! 
County Welfare 

·Municipal·We1fare· 
· In Li~u of Taxes 
Housing Tax Make~up 
Courts 

$ 86".0 
$ 11.3 
$ 12-. 8 
$ 47~3 
$· 38.5 
$ 195.9 

In ad~i tion, a ·ne~ fopriula grant or an increase .to existing 

formula g,rf~ts could give furt~er t:c1x relief, if the state tax 

:i 

base could \ absorb . it. 
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Total Program 

L School Finance Reform The school program outlined 

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

the local property tax base to state tax sources. 

2. Municipal Overburden Further property tax relief obtained 

by the transfer of certain governmental functions and responsibilities 

from the local base to the State base would cost some $200 million 

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

elude a new or increased formula grant to municiJ?alities. 

3. Budget Gap the fiscal year budget for 1974-75 is 
•'"" ... ·. 

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

expenditures P!Ogrammed for this surplus, including more than 

~$150 million in school qj,_g,~must""'be placed upon 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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Educa.tion - Tax Reform 

Part II - Taxes 

An earlier paper submitted on May 20, 1974 outlined 

our response to the Supreme Court's order to reform 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 discussion.of the plan released May 20 

involved all legislator$ .and mayors, frerholders, school officials, 

a wide variety of civic and :professional associations; and the 

public at large. Much of the discussion dealt with the tax p:r;.ogram. 

As a result, this part of the program is built upon a wide sampling 

of opirtion and advice. 

T.HE NEED · FOR REPLACEMENT MONEY 

'The plan guaranteeing a $106,000 valuation behind all 

of the school children of our State carries a price tag of 

$550 million. This, however, does not represe~t new money for 

added spending. Instead, it is replacement money that will be 
',. .· 

raised by.replacement taxes. The plan calls on the State to 

replace 16cal funds that now finance our school with State funds. 

The added,cost to the State will be balanced by a lower cost to 
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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. This 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 expected in the next fiscal budget. 

' This sum is provided by a non-recurring surplus this year. In 

the future, it must 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 
~.,...,,., ;~?-

tax structure, we make the 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) · A con~titutional amendment to set i fixed limit on the 

amount of \any New Jerseyan's income - either homeowner or 

renter - tlhat can be paid in property taxes. This provision 
I 

will be of1 special benefit to senior citizens and others on 

fixed incomes. 

3) A cons[titutiona11y provided limit on all municipal and 
! 

county taxi, rates and a school spending restriction consistent 

with the cbnstitutionally~mandated education standard so as 
I . . 

l . 
to insure :the permanence of the local property tax relief 

I 

resulting ,from our plan. 

4) A Stat~ Business Stabilization tax on low-taxpaying business 
! 

and tax hafens. 

5) Specia;L treatment for tenants, beside the circuit breaker, 
i 

to allow credit for property taxes paid by themas part of their 

rent. 

THE STATE PERSONAL INCOME TAX 

tfore than forty of the fifty states rely on a personal 

income tax! for a significant part of their revenues. Since 1940, 

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

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

which, to ~ate, has chosen not to do so. This increasingly wide-

spread rel~ance on the income tax is not surprising. The rationale 

for it is clear and persuasive, notwithstanding New Jersey's 
I 
I 

repeated refusal to enact such a tax. Now, since the Supreme 
I 
I 

Court's maridate in Robinson v. Cahill, the rationale is signifi-

cantly mor~ persuasive. 

The disadvantages of the property tax have been docu­

mented many times over. It places an excessive burden on property 
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owners and users. It takes a greater. bite. from the .income 

of the poor than it does from the income of the wealthy. 

·rt fosters the accelerated decay of the cities. It fails 

especially severely on senior citizens·, the retired;. and 
' ·. :·:: .· :_ . ; 

• • • i 

others living on fixed. incomes. It. is relatively inelastic 

with respect to income. Yet, New Jersei.chooses to p~y.the 
.·· . . ·._.. . .- .·. -.. 

highest property taxes in the nation. In 1971, 54.4% of 
. . ,· . . 

· stat:e.-local revenues came frpm the loca~ property tax.. The 
. .· . ~ . 

national, average was 9n.ly. 38. 7%. Alt~rnatively; .only 1. 2<3% 
. . · ... 

· .. ·. of the state'."" local revenues came irom the( personal income -~ . . ... 

tax,· while the national average i.n this instance was i8%. 

It. ·is in this context that. the Gove-rrtor recommends 

a personal income tax for t~e State of New Jersey •. Such a 

tax is widely recognized as the most fair.of all tax sources. 

It is equitable; that is, it .is a tax levied according to 

orie'sability to pay. A recent poll conducted by the 
. . . .. . .· . 

. · . 

Eagleton Institute at Rutgers University shqws that72% of 

.t. h~_re.· .sp·•.ondents:.. .. th.ink that the tax burden should. be related 
---- '§:t'"'.2~~-

to a person's ability to pay. The personal income tax does 

this. 
. . . . 

. . . 
. . . 

Itis also the most elastic of all taxes. With an 

estimated elasticity of 1.5, for every 10%fncrease in personal 

inco111e, there will .be a .. 15%_ increase in ta:x: revenues. rn other:. 
' ' . 

words, the income tax responds much more :readily to general 

... 
~. , 

--..... '"'f_ 

.• 
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economic cj\rqwth. 'I'he elastidi.ty of New Jersey's current 
! 

assortineritj of state--local taxes is orily . 98, while the 
: .· :· ·: .. .:· ·': 

· elasticity! of expenditures is about 1.· •. s .. This .means that 
I' 
' 

the state land local governments will be faced, ,as they are 
l 
I , • . 

·this· year ,l with perennial budget gaps of increas:ing· severity---
i ' ' '' 

unl~ss stzjuct.ural changes aremcide'iri an attempt to narrow 
. i . . 

, i ,, ,, 

this dispa\ri ty ~ The high ·rate ,of· inflation throughout the 
, 

economy·· ~xac~rbates the problem. In, ,summary/. the personal 
, I , , , , 

income taJ~s quality of high elasticity will.reduce the need 
. . I . 

fo:r regulafr-a.nd. re~ented- tax rate .. increases~ This is a, 

problem w~iqh has been especially adute with regard to the 

loqal pr~pl~rty tax,· as most New .:re·rsey t~xpayers. are painf~lly ···• 
,; . 
· aware •. 

',' 

~nether.· important: advantage,iof the. personal lncbme 

tax is thalt it is deductible from the federal income tax. Thus, 
I , I . , , , . , 

it would iJecapture ,a substantial amount of mon!=y flowing out of, 

the State Ito the federal govermnent. Since State income tax 
! ' ' . ' 

liability jean be deducted.· from the federal · income tax, more than 
. . I .. 

30,% of the1 yield from the personal income tax would be revenues 
, . • I 

. ,, 

recaptureaj from the federal government. As. the New Jersey , 

Taxpayers kssociation 
· .. • ·, . 1· , . 

has pointed out, New Jersey now r.eceives 

, only $0. 62J ;i.n federal aid for every $1. 00 that it pays to the · 

federal. gdvernment. By recapturing some of the funds going to' 
. i 

I 
! 
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the federal government and rechanneling them to state purposes, 

New 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 implement 

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 consensus, 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-back" on the federal income tax. In 

effect, this alternative 

and several other states 

federal tax payment. 

which now exists in Rhode Island 

is a simple surcharge on the 

The other group stresses equity. They base their 

_ case on- the ~elief--that the f~.ral tax system contains in..,. 

equities which should not be built into a New Jersey,income 

tax. They want State autonomy in deciding what exemptions 

and deductions should begranted~ _Specifically, the pro-

ponents of this view suggest a graduated tax on .gross income .• 

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

.· . .,. 
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use of·adj\usted gross income·satisfactori because this' figure 

incorpC>rates parts of the federa.l tax, that they consider inequitable. 

For exarnp~e, they consider the.federal treatment of capital gains 
. . .. 

' and tax eiernpt bond interest to be serious loopholes. 

/Actually, the virtues of both. types of taxes are some-
. ' Jf · ~ . . ·. . . ' . ~ : .. · :- =:· . . ' . . . . . _ ... 

·what exaggierated when they are characterized as simplicity versus l . . . . . . 

equity. 'Ijhe "piCJgy-backn tax. is' n.ot as simple as some of its< 
; 

Althoughf ederal law provide.$ for federal proponents1 bel.ieve. 
. . . .. 

'. ' ·. . 

collectio9 of ,the "piggy:--b:acki', the .law does not take effect 
I 

until at 1ieast two states wit:h five percent of the nation's · · 
.. : ' . . . ' ; , :~ . ; . . : 

taxpayers 1choose federal collection.· So ,far, no· state has. so.· 

chosen. . Njot only will the State still have to administer the 
. i . . . .. . 

tax, but sjome taxpayers will he requireci t:o make additional 
I . . 

computatidrs because th~·state cannot;tax interest from federal 

bon.ds or ilncome taxed· in another ·state.*-' 
I 

[S:imilarly; while the ~ross iricorne tax closes some 
,· ·, i .·. ' ' '.·, ' ' . ·. ', ' ' 

i, loopholes:", it creates s6me ·inequities of its own since it 
' i ' ' ' ··•· ' ', ' 

·contains n/either:e~ernp:tionsfor largefamilies•nor deductions 
I . . 

I 

for heavy ~edical. expenses~· . Moreover, since it· must.· allow 

•business e!xpenses to be subtracted in the course of computing 
f ' ' 

business i~come, sbme deductions will .. remain ev~n· in the gross 

income figure. The tax on gross income is more-complicated 

I .· . . . 

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

f ' ✓_¢!';:'-1 . 

. ·, 
i 
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than the "piggy-back" for both the taxpayer and the tax 

collector an~ requires added btireaucracy. 

Eighty-five percent of Rhode Island taxpayers 

compute their "piggy-back" personal income tax by making 

a single computation and then submitting a card with only 

one entry. The cost of administration there is about one 

dollar per taxpayer. An important advantage of the "piggy-back 

is clarity that derives from its simplicity. Every taxpayer 

will be able to tell immediately how the tax will affect 

him by referring to his federal tax return. This obviates 

the need for 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 11 tax, for legal reasons, must 

include some modification of federal tax computation:;;. 

Additional changes would offset the desired simplicity 

of the tax;. but we propose a credit or deduction for 

r~nt~r~ _so~ t~at-'-"-th~tr impu!,ed property taxes can . be 
-ii%-k:t~1c• -~-

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. 

... , 

... 
., .. 
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!Fo.r those taxpayers who take special ad-

vantages i~ the federal tax law to pay little or no 
j . 
' : 
' .· 

· taxes . on sjubstantial income, we propose a • minimum 
i 
I 

tax of· 3%pn-grOss income .. This•provision would 

i 
.. make sure ithat no taxpayer earning .. more than $50,000 

! 

·- r 

.pays less !than 3% of his income to the State of New l . 

I 

Jersey. ~s a result, no taxpayer can take a'dvantc3.ge 

of federal preferences for,exeinpt bond 'interest, 

. accelerateia.• depreciation, •a~pletion allowance, or i · : . . .· .···,_· : .· ... 
·other pro~isionsto escape his fair share of the 

: . . .. I . 
tax .. burdehl. . .. I 

i-., ., 
' ., 

1The resulting qasic tax table is attached: 
i 
I• 

"I 
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NEW J.ERSEY II PIGGY~BACK II PERSONAL . INCOME TAX .· 

Rates are progressive from 1.5%.ori taxable'incomeS ~nder $1,000 
.·· to. 8% · on taxable incomes $25,000 and. over· 

Deductions and Personal Exemptions· Allowed .. 
(Family of Four) ; 

. . 

ADJUSTED 
GROSS 

INCOME 

AVERAGE· 
15% 

DEDUCTION 
EXEMPTION · 

. 4 X $750 
TAXABLE 
INCOME 

FEDERAL 
INCOME 

TAX 

STATE'. 
INCOME. 

. TAX* 

$ 3,000 

4,000 

5,000 

7,500 

10,000 

. 12 ,.500 · · 

15,000 

·$ 1,500 

·· 1,500 

1,500 

1,500 

1,500 

1,875, 

2,250 

3,000 

, 3,750 

$ -0-

.;..o".'" 

••.. 500 . 
. ! 

3,000 

51500 ·. 

·. 7,625 

9,750. 

14,000 

18,250 

22,500 

. $ .;..o.., 

-o-
70.00 

··450.00 

905.00 

··l, 308 j75 

].,765.00 

2,,760. 00 

3,890.00 

5,180.00 

-o-
... 0-

7.50 

55.00 

120.00 

186.88;' 

265. 00 · 

455.QO 

6~:0. 00 

970.00 

··•. 20,000 

25,000 

30,000 

50,000 .. ···· 

100,000 

4,500 

7,.509 

15,000 

$3,000 

3,000 

3,000 

3,000 

3,000 

3,000 

3,000 

3,000 

~·, 000 

3-, 000 

3,000 

·~. :-o O OW'~;_. . - .. 

39,500 

82,000 

11,915.00 .. 2,315.0•O 

3 4 , scrn. 0 0 . ' 5 , 715 • 0 0 i 

. . 

* State Income Tax is deductible. fo,r' federal income tax purpos~s. 
As a -result, an. average of 30 percent of Ne.w Jersey income tax 
payments' will.be money.saved from federal tax payments and.the 
out--of-:pocket co'st to the New Jersey income taxpayer will be · ,· 
ari avera.ge of 30 percent less than the figures shown·in the 
last column 

Its esti:mated yield for 1975 is $940 million. .. 
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.. THE CIRCUI'I1 . BREA.KER 

/Nearly_ half bf the s·tates .... --incl:udirtg Michigan, 
! 

Vermont, W~sconsin-, and Oregon---have enacted·. 0 circliit-breakern 
I • ., • • • '. 

I 

legislatio9 to provide property tax relief. · The .--"circuit-
. I : . : ., 

breaker pre
1
1vents tax overload in the way thc1t 

. ' . . . 
the ,e.lect:rical 

' . 

' . 

circuit-br1aker gµards .a home fro~· an overlop.d of-'electrical 

· current. ~he t.ax device will aply· to all New Jersey renters 
I . 

. i .·- .. 
and homeowtjers; but it will be of.special benefit to senior 

I ·_ . . 
citizens arid other households on fixed incomes~ .• It is also· I . . . . 

i . 
a form on h;o:usehold i-:risurance agains.t sudden. drops in. income 

. . I '· ·. ..· .· .· . 
as a resul~ of une~ployment or disability. 

1.-' ·, .... · . . 
I . . . . . .· . .. . . 

JThis device has se-y:eral distinct ci.dvantages ~ First., · 

it is a ta~ relief aimed directly<c1tthose whomos'tneed it. 
i 

Second, it !requires. a minimum of adrninistration and cost.•·· 

Either the·tax relief will be creditedagains1:J't:he,income tax· 

liability, \or it. can take the form of a. cash iebc1te. In the -· .· 
I 

latter cas~, the applicant simply would receive a check in 
. I ·. - •.. . . . . . .··_ .· _-... _ .· . 

the mail. !Third, the. relief fs provided :from State revenues 
l. . . . .. . ·. . 

and does n.9t . impinge'. 611 the ,u.rteq1,1al .revenue pool of local 
. . I 

government1. Thus, it is a superior form of homest_ead ex-

emption. ~ourth, ·-for· those who qu~lify and · ev~r{ for those_ .· . 
. , .{. ·.· ... ·: . . ··,' .. . . . , ·. . . ,• ··•• .. 

who are apP,roaching an excessproperty tax burden, the. 

circuit.br~aker is an ahS?lute.limit on. property taxes 
-!· 

_and tax indreases. 
' 

iThe: circuit~break~r we propose would apply to households 
I ' • •• •• 

at all income levels. The ceil,ing .percentage.· of income payable 
. L 

.. I 
! 

". ,#: 
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in property taxes---after which point the circuit-breaker is 

activated;..--will be graduated from 5% for the lowest income 

level to 10% for the higher level. The following is a 

circuit-breaker schedule: ~ ~. 
I 
Circuit-breaker 

Household Gross Income activated at: 

Under $5,000 5% of income 

5,000 to 10,000 6% of income 

10,000 to 15,000 7% of income 

15,000 to 25,000 8% Of income 

25,000 and over 10% of income 

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

property tax. 

A family with gross income of $11,000 and living in 

a house valued at $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 

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 income tax or rebated as cash. 

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 limit of $480 and will get a $210 

credit - rebate on its income tax - which would be under 

$100. 

A household earning $4500 and paying an annual rent 

/j 

.. 
' " 
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of $1800 ( $:150 a month) would count 20% of the $1800 rent, or 

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

breaker is :activate.d at 5% of income, or $225, in this case. 

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

its income ~snot high enough to trigger income tax payments. 
i 

The circuit breaker gives direct property tax 

relief a~d sets a limit on property tax increases for those 

who need it most. Thus, it gives relief to overburdened 

taxpayers and renters who did not share in the general pro­

perty tax relief program because they happened to live in 

cornrnunitiesi which were wealthy on the whole. 

LIMITS ON LOCAL PROPERTY TAXES 

At a time when municipal and county rates have been 

increasing,: it becomes necessary to ensure the permanence of 

the property tax relief provided for by our plan. Tb do this, 

we recommentl the imposition of caps on municipal, school, 

and county property taxes. County and municipal property 

taxes (excluding 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 at the local level. 

?chool spending increases will be limited under the 
I 

School fina~ce legislation. The permissible increase will be 

greater for low spending districts if new programs are needed 

to achieve the constitutionally-mandated standard of education. 

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

ceeded only by local referendum. 
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THE BUSINESS STABILIZATION TAX 

Two issues----the windfall to buJiness and the tax 

havens---have arisen in almost every discussion of tax reform. 

Admittedly, business will benefit from the local property tax 

reduction. While there are those who argue that New Jersey 

must offer this relief to maintain its economic competitive­

ness, particularly in the uncertain economic climate of today, 

there are others who maintain that business can thrive without 

a tax cut. Often this group also argues that, under the local 
I 

property tax reform program, business will not be paying its 

fair share. 

The issue is complicated by the need to decide which 

businesses have indeed received a windfall, and which have 

received justifiable relief. The fact that not all businesses 

are the same cannot be ignored. Some already bear a heavy tax 

burden, while others are not taxed so heavily~ A large share 

q~f j;:he _legal~ p~pp~l:'."ty tax_relief will fall on urban businesses, 
-~:.c;i.,,.:j. 

which already are being taxed at excessive rates. Our plan 

focuses much of the local property tax relief 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 property, the figure is 42%, and for·apartments 

it is 50%. Such relief should be of considerable aid in spurring 

the revitalization of the cities. 

., 
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!we; re~ommend a novel soluticm--'....the Business 
' . . 
I 

. . • I • . . 

Stabilizat.ilon Tax:-:...-to this difficult problem. The State 
i 
I· 

will imposa.an equalized business property tax of $3 .. oo; 
. .I .. ·. 

• ! •· .. 

from which )businesses will subtract 3/4 of .its· equalized 
' 1 .:· ·. ..· . : . .. .' 

local tax ~ate 'tb determine its ·$tab1lization Tax rate. . ·1. . . . ·. . ·. I .. ..• . . , ·. 

For exampl~, a business.· in a mu.nicipali ty with· an eqtialized 
. . I 

$4. 00 tax ~ate will subtract $3. 00> ·(3/4 of $4. 00) from the 
- I I-' 

State prop~rty tax rate of $3.0Q and will be left: with a 
. I . . 

. I . . 

Stabilizat~on, Tax rate of zero.· So.this busin.ess would .. 
•, . : : .· : 

. On the' other hand, a business· 
. .. . i. . ·. .. .' . 

pay,noStabilization Tax. . '. . . • i ·.. > . .. . 
.. located in \a municipality with low Joc·al tax rates ·woµld 

. . . I ,· . . . 

· be treated !differently. ·· Teterboro·, for ins1:ance, 11p'.S a 
. . I 

tax rate o~ $0.70 .. After.subtracting'.$0.53 (3/4 of $0.70) 
. · I .. · i•, 

from $3. 00 ,i we find a Stabilization Tax rate for Teterboro 

of •$2.47. ·•· '• . ·.. ·. ·_: . ·. : " .. - ·-

. . . . . . 

- . .. -: · __ ·.< . ·, . : . . - ·. :_ ,· . ·. .,· ·.. . . 

I 

jThe average. equalized tax rate in 1974 is·· $3.69. 
. •, . . ._.·,., 

This average rate,would be reduc:ed by.slightly over 25% under 
. ·. I 

. •. 1. . 
. . I . ·. 

oµr eciucat~on.-tax relief prog.ram. Theprop9sed average equalized 

rate .for bclsiness would then be about $2. 69. 'J:'he aver~ge busi­
.,. . I 

. I . . . . . . 
ness would :subtract 3/4 of this. $2.69, or $2 .. 00, from the $3~00 · 

I •• 

·.• 1· .: •. 

State rat~ -/and thus estahlis1;1 a Stabilization Tilx ·rate of $1 .. 00. 
• I • ' • 

•·•. A busin~ss' l~aying the ave~age equalized locai prop~rty tax rate .' 
. . . I . . 

l 
will there:fiore continue to pay the same amount of property tax;, · 

with the S~abil~zation 'i'ax. offse~ting the local property tax reli.ef. 
I 

' •. : •:. . .. · 

-'----,.;.,-,~~--:.~~-~~~--..... ~~- c.-,.;,,c:..._i.,~-.Z .... ,;. .. ,~. ·, . ...., ....... ; .. -. 
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The following table shows how busine~ses in a 

handful of municipalities will fare under the S_tabilization 

Tax. 

EFFECT OF PROPOSED BUSINESS STABILIZATION TAX 
ON SEVEN SELECTED MUNICIPALITIES 

1974 RATES -

(2) (3) (4) (5) 

t' ~-

Proposed _ Total Proposed 
Current Proposed Stabilization Business Property 
Equalized Equalized Tax Rate Tax 

Municipality 

Bayonne 

Atlantic City 

Englewood 

Teterboro 

Tax Rate Tax Rate [$3 - Column 3x$. 75] [Column 3 + Column 

$ 5.07 $ 3.93 $ 0.05 $ 3.98 
I 

6.29 4.93 0.0 4.93 

4.23 4.05 0.0 4.05 

.70 .64 2.52 3.16 

Montclair 5.24 4·_ 07 0.0 4.07 

Paterson 4 •- 76 3 .15 0.64 3.79 

Jersey City 6.10 3.98 0.0 3.98 

~ ~ --A-cornpariso!'l-ef-CoJ.i-runn 2 with Column 5 reveals the 

real impact of __ our total tax plan on the businesses in the 

municipalities shown. The plan includes a $200 credit against· 

the Stabilization Tax to mitigate its impact on small, neighbor-

hood business. 

Chane 
-1.0§ 

-1. 3E 

. .lf 

+2.4E 
" l 

.., 

-1;1'7 

- .97 

....;2 .12 

,, 

11." 
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Clearly, the Business Stabilization Tax focuses 

on those l:>usinesses with low tax burdens---many of which 

are found:in tax havens~--and raises their tax rate to 

about theaverage level. Businesses already paying $4 or 

more, on dn 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 regard to the 

distribution of the tax burden between households and 

business, . but it also provides for a greater equity of 

of taxatic;m among businesses. The Stabilization Tax 

would be imposed after local tax rates are established, 

so the municipalities will continue to derive the full 

tax beneftts 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 

$200 million. 






