Synopsis.

Type of Impact:

FISCAL NOTE
SENATE, No. 2981

STATE OF NEW JERSEY
214th LEGISLATURE

DATED: JULY 6, 2011

SUMMARY

Decreases the minimum corporation business tax on certain New
Jersey subchapter S corporations by 25 percent.

Reduces revenue from the corporation business tax, impacting the
General Fund and the 4 percent Constitutional dedication for
environmental programs.

Agencies Affected: Department of the Treasury. Department of Environmental
Protection.
Executive Estimate
Fiscal | mpact Year 1 Year 2 Year 3
State Cost $13,000,000 $23,000,000 $23,000,000
Office of Legidlative Services Estimate
Fiscal | mpact Year 1 Year 2 Year 3
State Cost $27,000,000 $27,000,000 $27,000,000

The Executive Branch estimates that the bill would result in a corporation business tax

revenue reduction of $13 million for State FY 2012, $23 million for FY 2013 and $23 million
for FY 2014 based on 2007 data.

The Office of Legisl

ative Services (OLS) concurs with the general methodology used by the

Executive, but using more recent data estimates a corporation business tax revenue reduction
of $27 million for State FY 2012, cautioning that this revenue impact may be expected to
grow in future years based on trends in business organization choices. The OLS notes that 4
percent of any revenue loss from the corporation business tax under this bill would also
impact resources Consgtitutionally dedicated to certain environmental mitigation programs.

BILL DESCRIPTION

Senate Bill No. 2981 of 2011 decreases the minimum corporation business tax on New

Jersey subchapter S corporations.

New Jersey subchapter S corporations are corporations,
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regardless of where they are organized or headquartered, that have made the federal subchapter S
election to be exempt from taxation on their regular income and have made the New Jersey
election to be exempt from corporation business tax on their regular income.

Currently, all corporations subject to corporation business tax, including New Jersey
subchapter S corporations, are subject to minimum tax based on the New Jersey gross receipts of
the taxpayer corporation as follows:

New Jersey Gross Receipts. Minimum Tax:
Less than $100,000 $500
$100,000 or more but

less than $250,000 $750
$250,000 or more but

less than $500,000 $1,000
$500,000 or more but

less than $1,000,000 $1,500
$1,000,000 or more $2,000

The minimum tax of corporations that are members of affiliated or controlled groups with
total payrolls of $5 million or more is $2,000 annually.

The bill provides a 25 percent cut in the minimum tax payable by a New Jersey subchapter S
corporation, other than a corporation that is a member of an affiliated or controlled group with
total payroll of $5 million or more, for taxable periods beginning on or after January 1, 2012.

FISCAL ANALYSIS

EXECUTIVE BRANCH

The Budget Summary for the Governor's FY 2012 Budget estimates for a recommended
initiative to reduce the minimum tax on subchapter S corporations, a $13 million corporation
business tax revenue reduction for State FY 2012, $23 million for FY 2013 and $23 million for
FY 2014 based on 2007 data.

OFFICE OF LEGISLATIVE SERVICES

The OLS believes the Executive estimates of annual revenue losses under this bill to be
generally consistent with data available to it at the time of the estimate. With the advantage of
more recent preliminary 2009 data made available to it through the budget process, the OLS
estimates that the revenue reduction pursuant to this bill for FY 2012 will be $27 million. The
OLS believes that this is not due to more previously existing corporations becoming subject to
minimum tax, but of a trend (noted by the State Treasurer in testimony before the Assembly
Budget Committee) of newly created business to organize in non-traditional forms. This would
seem to reflect an 8.5 percent increases from 2007 to 2009, and an increase in minimum
corporation business taxpayers estimated to be about 45 percent over the last decade. The OLS
notes that this continuing trend suggests an increasing fiscal impact of the changes made by this
bill in future years.

The Executive estimation methodology as to the first year of operation of the bill, suggesting
that the bill would have about 44 percent of the effect as in later years, is unclear. This result
could be expected if, for example, 44 percent of all S corporations were known to have non-
calendar tax accounting and payment years, but no such information is available to the OLS.
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The OLS also notes that 4 percent of any revenue loss from the corporation business tax
under this bill would also impact resources Constitutionally dedicated to certain environmental
mitigation programs.
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