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THE FY 2000 AND FY 2001
REVENUE ANALYSIS

Introduction

his analysis has been prepared by theTOffice of Legislative Services (OLS) to
assist the Senate Budget and

Appropriations Committee and the Assembly
Budget Committee as they develop the FY
2001 general appropriations act.  The OLS
revenue estimates reflect a careful review of
current State revenue collections, historical
revenue collection patterns, and a variety of
economic data and forecasts.

The revenue analysis begins with a review of
trends in budgeted tax revenue over the last
several decades, focused primarily on growth
patterns during the 1990's.  Not surprisingly,
the gross income tax plays a primary role.  

On pages 5 to 7, the OLS presents a summary
of the FY 2000 and FY 2001 revenue estimates.
The analysis then shifts to a discussion of FY
2000 year-to-date revenue collections for a
selection of the major revenues.  Actual
revenue data are intrinsically significant and
also serve as an economic indicator.  This
section is followed by a more detailed review
of selected revenue sources.  The impact of the
OLS's revenue estimates on the projection of
the State budget surplus is shown on page 19.

Finally, a series of appendices focus on specific
economic and tax issues.  In particular, the OLS
has, for the first time, included in the appendix
the annual economic report prepared by the
New Jersey Council of Economic Advisors.  The
Council's report, released in January, provides
a comprehensive economic overview and
forecast for the State, the region and the nation.
The OLS would like to thank the Council for
permitting the inclusion of their analysis in this
report.
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Figure 1

he final third of the 20th Century was same period.  In FY 1969 the State collectedTparticularly eventful for New Jersey State $1.2 billion; collections had risen to $18.2
tax policy and State revenue collections. billion by FY 1999.  Figure 1 displays State

Enactment of new taxes as well as changes in revenues for FY 1969, FY 1979, and FY 1989
tax rates and structures over the last thirty years through FY 1999. 
reflected evolving policy considerations,
changing economic circumstances, and State revenues more than doubled during the
external pressures. Indeed, the period under 1970's and again during the 1980's, but the
review saw the enactment of the sales tax growth rate slowed in the 1990's.  The most
(1966) and the gross income tax (1976), as well rapid recent revenue growth occurred in FY
as significant rate increases and decreases over 1991 and FY 1992, increasing at annual rates of
the years.  Moreover, public utility taxes have 11 percent and 17 percent respectively.
been reformed several times, new revenue Increases in sales tax and gross income tax rates
sources such as casinos, the State lottery, and produced sharp revenue gains during this two
the petroleum products tax have been added, year period, despite recessionary economic
while other taxes, such as the parimutuel tax conditions.  Fiscal year 1993's slow revenue
and the business personal property tax have growth is attributable to the rollback of the
been repealed.  The combination of all of these sales tax rate from seven to six percent.  Fiscal
influences on State tax policy has dramatically year 1994's weak growth is related to the
changed New Jersey’s State revenue picture in slowly recovering economy.  Fiscal year 1995
just a few decades. was affected by the start of the three year

During the last 30 years, total State revenues As the State recovery began to accelerate in the
have increased more than 1,500 percent.  In last years of the decade, State revenue growth
contrast, New Jersey’s population has increased accelerated as well, rising by just over six
by 15 percent and the consumer price index percent in both FY 1998 and FY 1999, about $1
(CPI) has increased by 460 percent over the billion each year.

phased-in reduction in gross income tax rates.
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Figure 2

The composition of State revenues has changed In addition to the gross income tax, sales tax,
significantly as well during the period.  Figure and corporation taxes, there are dozens of
2 compares major categories of State revenues additional revenue sources bundled together
in 10 year intervals.  In FY 1969 the sales tax here in the “Other” category.  In FY 1969, more
accounted for about 22 percent and than three of every five dollars of State revenue
corporation taxes accounted for nearly 17 came from these “Other” sources, with motor
percent of total revenues.  Sixty one percent of fuels taxes and motor vehicle fees accounting
revenues came from other sources.  There was for about 26 percentage points.  Nearly 10
no personal income tax at that time. percent of State revenues were derived from

By FY 1999 a very different pattern is apparent. gaming revenues from the parimutuel tax
The sales tax had grown to about 28 percent of (casino and lottery revenues did not yet exist).
the total while corporation taxes had declined By FY 1999, the portion of State revenues from
to less than 10 percent and all other revenues Other sources had fallen to less than one of
had dropped to just under 20 percent. every five dollars of State revenue, with motor
However, the gross income tax, which first fuels taxes and motor vehicle fees accounting
took effect in FY 1977, accounted for 35 for about 5 percentage points, cigarette taxes
percent of revenue collections as the decade of just over 1 percent, and gaming revenues about
the 1990's came to an end. 6 percent (from the State lottery and casino

cigarette taxes and about 3 percent from

funds -- the parimutuel tax was repealed).
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Figure 3

Figure 3 displays State revenue growth for the by temporary budgetary revenues (such as
past 10 years.  Between FY 1989 and FY 1999, certain pre-payments of public utility tax
total annual State revenues grew by $7.2 revenues) and the addition of new revenues
billion, or about 66 percent.  The income tax, (such as Federal Medicaid uncompensated care
the largest component of this revenue growth, reimbursements).  Since then, the Other
increased by $3.4 billion, a jump for the category has remained relatively unchanged.
decade of an even stronger 118 percent.

The sales tax was the next largest component of
growth, increasing by $2.0 billion, about 65
percent.  Corporation tax revenues grew by just
under $200 million since FY 1989, about 13
percent.  Through FY 1995 corporation tax
revenues actually lagged behind FY 1989
levels.  Other State revenues increased by $1.6
billion between FY 1989 and FY 1999, about
46 percent.  In fiscal years 1992 through 1994,
revenues in the Other category were inflated

Overall, the income tax accounts for 47
percent of State revenue growth since FY 1989
and the sales tax accounts for 28 percent of
the total growth.  Combined, the State's two
largest revenues have generated three quarters
of New Jersey revenue growth during the
1990's.  In fact, these two tax revenues
account effectively for all the State's revenue
growth since FY 1992.

Appendix pages A29 and A30 display significant tax changes since 1969.

Note: State revenues as used in this section include the General Fund (and in later years the
Property Tax Relief Fund, the Casino Control Fund, and the Casino Revenue Fund) that support
appropriations in the budget. 
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Figure 4

or the fourth year in a row, the Treasury Figure 4 below displays total State revenuesFhas reacted to strong economic growth by from FY 1998 through the estimates for FY
increasing its midyear revenue estimates 2000 and FY 2001.  Both the Treasury's

above the amounts certified in the estimates and the OLS's total estimates are
appropriations act.  The record long period of shown.  Each set of estimates anticipates the
economic expansion has generated strong strong growth pattern of recent years will
consumer spending, job growth, and income continue, albeit with some moderation. While
increases which are expected to continue. there are differences between the two estimates
Retail sales grew by 6.5 percent, total non-farm on individual taxes, the aggregate difference in
employment grew by 1.7 percent, or about the projection of revenues available for the FY
65,000 jobs, and personal income increased by 2001 budget is less than 1 percent.  This is an
5.8 percent in calendar year 1999.  The stock insignificant difference from the perspective of
market indexes continued their remarkable a revenue forecaster, but any revenue
increases, particularly the NASDAQ, whose differences can be significant in the budget
composite index rose by 86 percent.  The tax drafting process.
revenues generated by this strong economic
performance continued to grow at a rapid pace.
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Figures 5 and 6 compare the major components a reduction in the corporation business tax
of the Executive and the OLS revenue estimates estimate ($44 million less), and an $81 million
for FY 2000 and FY 2001 (for greater detail, net increase in estimates for all other revenue
refer to pages A2 and A3 in the appendix).  In
January, as part of the Governor's FY 2001
Budget proposal, the Treasury reacted to the
strong economy and robust revenue
collections by increasing  revenue estimates
for FY 2000 by $503 million, a 2.6 percent
change. 

The Treasury’s additional $503 million resulted
from upward revisions in the gross income tax
($215 million) and the sales tax ($243 million),

sources.

The OLS estimates for FY 2000, listed in the
fourth column of Figure 5, total $99 million
less than the revised Treasury estimates.  The
largest differences are for the income tax ($35
million less), the sales tax ($25 million less),
the corporation business tax ($16 million less),
and the State lottery ($28 million less), a
component of the Interfund Transfers category
shown in the figure below.

Figure 5
Fiscal Year 2000 Revenue Estimates

($ millions)

Approp. January
Act Revised

(7/1/99) Treasury

Treasury Office of OLS vs.
Changes Legislative Revised

March Difference

Services Treasury

Gross Income Tax $6,820 $7,035 $215 $7,000 ($35)

Sales Tax 5,333 5,575 243 5,550 (25)

Corporation Business Tax 1,440 1,396 (44) 1,380 (16)

Other Major Taxes 2,358 2,392 34 2,392 0

Miscellaneous Taxes, Fees,
Revenues 1,853 1,907 53 1,913 6

Interfund Transfers 1,070 1,064 (6) 1,036 (28)

Other Funds 389 397 0 397 0

Grand Total, All Funds $19,263 $19,766 $503 $19,667 ($99)

See Appendix for additional detail.  Numbers may not add due to rounding.
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The Treasury anticipates $20.927 billion in FY The largest differences between the OLS and
2001, as shown in Figure 6.  This is a $1.161 the Treasury estimates in FY 2001 are for the
billion increase (5.9%) over its FY 2000 GIT ($30 million more), the sales tax ($53
estimates.  The OLS is projecting $20.885 million less), the corporation business tax ($16
billion in FY 2001, an increase of $1.188 million less) and the inheritance tax, a
billion (6.2%).  The OLS is estimating a slightly component of the Other Major Taxes category
higher growth rate going into FY 2001, from a shown in the figure below ($30 million more).
somewhat lower estimated base in FY 2000.
The OLS total revenue projection for FY 2001
is $42 million less than the Treasury estimate.

The Treasury anticipates solid, but slowing
growth in the gross income tax (GIT).  GIT
collections in FY 2001 are anticipated to
increase $545 million, 7.7 percent over FY
2000.  The sales tax is anticipated to increase
$418 million, 7.5 percent over FY 2000, and
the corporation business tax (CBT) is
anticipated to increase $90 million, 6.4
percent.

Over the two fiscal years, the OLS projects
State revenues will be $141 million less
than the amount estimated in the
Governor’s budget submission. 

Fuller discussion of current year-to-date
revenue trends and more detail on specific
revenues such as the income tax and the sales
tax begins on page 8.

Figure 6
Fiscal Year 2001 Revenue Estimates

($ millions)

Treasury Change Legislative Change OLS  vs.
% Office of % Difference

00 to 01 Services 00 to 01 Exec.

Gross Income Tax $7,580 7.7% $7,610 8.7% $30

Sales Tax 5,993 7.5% 5,940 7.0% (53)

Corporation Business Tax 1,486 6.4% 1,470 6.4% (16)

Other Major Taxes 2,533 5.9% 2,538 5.5% 5

Miscellaneous Taxes, Fees,
Revenues 1,821 (4.5)% 1,827 (4.5)% 6

Interfund Transfers 1,105 3.9% 1,092 5.5% (13)

Other Funds 409 408 (1)

Grand Total, All Funds $20,927 5.9% $20,885 6.2% ($42)

See Appendix for additional detail.  Numbers may not add due to rounding.
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igure 7 on the following page displays FYF2000 year-to-date revenue collections for
selected sources through the end of

February.   Those figures are compared to the1

same period in FY 1999 and current  growth
rates through February are compared to the
growth rates necessary to reach the Treasury's
revised year-end targets.  The gross income tax State's second largest revenue after the income
(GIT), the sales tax, and the transfer
inheritance tax have shown the most robust
growth through the first eight months of the
fiscal year. 
 
GIT receipts through the end of February are
6.8 percent greater than for the same time last
year.  While this growth rate is below the
growth rate required to reach the Treasury's
revised year-end target of 11.2 percent growth,
the disparity apparently is due to accelerated
refund payments in February and an unusually
weak first quarter of the fiscal year (July-
September 1999), when receipts grew by only
about two percent.  Treasury attributes the
higher refund payments this early in the tax
filing season to increased taxpayer use of
electronic programs such as PC File and
Telefile.  Driving the weak first quarter
numbers was a one percent decline in
collections from employer withholding of taxes
on employee wages.  Since then withholding
collections have risen nearly 10 percent,
suggesting technical factors such as accounting
adjustments or delays in processing tax returns
may be responsible for masking otherwise
strong growth during the first quarter.  Indeed,
quarterly estimated tax payments are up by 17
percent, a promising indicator of growing
income levels.  

The sales tax has been the biggest surprise of
FY 2000, growing at 10.7 percent during the
first four months of the fiscal year, almost twice
as fast as was anticipated in the appropriations
act.  While the pace has slowed somewhat
since then, the sales tax is still growing by 9.7
percent through February.  Since this tax is the

tax, each additional percentage point of growth
is worth about $60 million.

The transfer inheritance tax revenue is running
24 percent above the same time last year, the
second year in a row with growth of more than
20 percent.

Two other significant tax revenues are running
behind the growth rates required to reach the
revised year-end targets.  The corporation
business tax is below expectations, in part due
to increased refund payments in recent months.
Lottery collections have been running at less
than half the expected growth rate all year.  

Most of the remaining tax revenues are
performing close to their performance targets
through the first seven to eight months of
collections.

While the year-to-date collections are valuable
data, revenue estimating is more complicated
than simply taking the year-to-date growth rates
and extending them to the end of the year.
Changes in payment schedules and processing,
tax law, and the economy all affect the flow of
collections. The OLS notes it has been
particularly difficult to analyze revenue
collections in FY 2000 because of apparent
anomalies in the processing and reporting of
some tax returns and refund payments.

  These 14 revenue sources account for about 801

percent of the State’s annual budgeted revenues.
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Figure 7
Selected Year-To-Date Revenue Comparison
Through the End of February 2000 vs. 1999

($ millions)

Revenue Source Actual Actual Actual Treasury
FY 1999 FY 2000 FY 2000 Year-End

Year-To-Date Year-To-Date % Growth % Growth

FY 2000

Target

Gross Income Tax $3,636.6 $3,885.2 6.8% 11.2%

Sales Tax * 2,903.9 3,184.8 9.7% 10.3%

Corporation Business Tax 697.0 680.7 (2.3)% (0.5)%

Lottery 425.5 438.1 3.0% 9.3%

Motor Fuels * 280.4 298.9 6.6% 4.5%

Motor Vehicle Fees 242.3 247.0 2.0% 1.5%

Casino 212.7 221.5 4.2% 3.4%

Transfer Inheritance 278.5 343.9 23.5% 22.9%

Insurance Premiums 103.2 101.0 (2.1)% 3.9%

Cigarette (Budgeted) 121.7 107.2 (11.9)% (10.4)%

      Cigarette (Total)** 276.7 262.2 (5.2)% (9.4)%

Petroleum Products * 119.9 124.9 4.2% 1.7%

Alcohol Excise * 41.6 42.9 3.2% 2.7%

CBT -- Banks & Financials 12.4 12.0 (3.8)% (12.5)%

Realty Transfer * 44.2 46.5 5.1% 5.2%

Sources:  Year-To-Date revenues are from Treasury monthly cash reports.  The Executive year-end percentage
growth target is based on the January revised revenues for FY 2000 contained in the proposed FY 2001 budget.
*  Revenues represent seven months of cash collections.  All others represent eight months of cash collections.
**  Cigarette (Total) includes $155 million deposited directly into the off-budget Health Care Subsidy Fund in
both FY 1999 and FY 2000.
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Figure 8

GIT Components

In analyzing the GIT, it is helpful to break
up the revenue stream into four basic
components:
1. Withholding collections are paid by
employees through their employers as a
deduction from each paycheck throughout
the year;
2. Estimated quarterly payments
generally are paid in the months of
September, January, April, and June by
taxpayers with significant non-wage
income;
3. Final year-end payments are the
familiar payments made by April 15th each
tax filing season.  As with estimated
payments, taxpayers who must make large
final tax payments generally have
significant sources of non-wage income;
4. Refund payments are paid by the State,
largely in the spring and summer, to
taxpayers whose April 15 tax filings show
payments exceeding their tax liability.  

Gross Income Tax

he gross income tax (GIT) is theTState budget's most important
revenue source, accounting for

35 percent of total budgeted revenues
by FY 1999.  The GIT accounts for
nearly one half of all budgeted revenue
growth since FY 1989.  

Figure 8 displays annual growth rates
for the GIT from FY 1990 through FY
1999.  The high growth rates in FY
1991 and FY 1992 were due primarily
to the increase in tax rates in 1991,
which affected both fiscal years.  Fiscal
years 1993 and 1994 were marked by
slow income and job growth as the
economy gradually recovered from a
three year recession.  During FY 1995
through FY 1997, the economy
steadily improved and the Legislature enacted
a phased-in a reduction in tax rates of between
9 and 30 percent for certain tax brackets.
Finally, fiscal years 1998 and 1999 reflect
strong income and job growth and the absence
of major tax changes.  

Income growth by upper income taxpayers in
the last few years propelled the GIT surge.
Data from the Department of the Treasury's
Statistics of Income, indicate that nearly all the
income growth from State tax returns during
the 1990's has occurred in the income brackets
above $100,000 (for an expanded discussion
see appendix A17).  Since these taxpayers are
taxed at higher marginal rates, their income
growth generates larger increases in tax
revenue.  In tax year 1997, 11 percent of
taxpayers with income over $100,000 paid
nearly 70 percent of the gross income tax.

Collections from employer withholding of taxes
on employee wages remain the largest
component of the GIT, but estimated quarterly
payments and final year-end payments are
increasingly crucial given the strong recent
growth in non-wage income.  Capital gains
have increased by more than 30 percent
annually for several years, and income from
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Figure 9

business profits and Subchapter S-corporations
also are up sharply.  Income from bonuses and
stock options (which are recorded in the tax
system as regular employee compensation but
are functionally quite different) have also
reportedly been growing, but tax return data do
not separate these components from regular
earnings.  These sources of non-wage income
are driven heavily by stock market activity,
both in terms of the rapidly increasing level of
stock values and in the remarkable surge in the
volume of transactions.  For example, the
NASDAQ composite index rose a record 86
percent in 1999, with share trading volume up
35 percent.  Share trading volume on the New
York Stock Exchange rose over 20 percent.  

Most GIT revenue collected from upper income
taxpayers comes through quarterly estimated
tax payments and through final tax payments in
April.  These two categories of income tax
revenue have grown rapidly in recent years.
Figure 9 shows the growth rates for estimated
quarterly payments and final payments for
fiscal years 1998, 1999, and currently available
figures for FY 2000.  The growth in quarterly
payments has been consistently strong during
this period.  Final payments also have grown by
high rates, but they have been subject to more

pronounced fluctuations.  Because of this
remarkable growth, estimated quarterly
payments and final year-end payments now
account for about 40 percent of annual GIT
collections, as compared with about 30
percent only five years ago.

FY 2000 GIT

While receipts from employer withholding of
taxes on employee wages are up 6.8 percent in
FY 2000, the growth rate has actually been
about 10 percent since unusually low growth
was reported during the first quarter of the year.
Treasury anticipates about 9 percent growth in

withholding collections for the
rest of the fiscal year, as does the
OLS.

The current FY 2000 figures show
that quarterly estimated payments
are up 17.2 percent over the same
period last year.  Both the Treasury
and the OLS anticipate the strong
growth in quarterly estimated
payments will continue, as it has
for the past several years.

Likewise, strong growth in
estimated payments suggests final
payments in April will be strong
again this year.  Treasury is
anticipating about 18 percent
growth in final payments for the
remainder of this year, and the
OLS expects similarly strong
growth.

Unlike withholding collections, which come in
throughout the year, final payments occur only
once a year, making it more difficult to identify
trends.  The importance of and the uncertainty
surrounding the April tax payments has
increased as non-wage income has grown.  In
the last several fiscal years, the State has
benefitted from unexpected additional
revenues in April and May, following the
receipt of final year-end payments.  Another
such positive April windfall is possible, but a
shortfall may also occur some year.  In either
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Figure 10

case, predicting final payments and total GIT FY 2001 GIT
revenues is subject to increasing uncertainty.

State income tax refund payments have grown
by more than 10 percent during the spring each
of the last several years.  Treasury is estimating
refund payments for the remainder of the
fiscal year will grow by only about 4 percent.
The OLS anticipates refunds will grow by
approximately 10 percent.

Primarily due to a higher estimate for refund
payments, the OLS's overall income tax
estimate for FY 2000 is slightly lower than the
Treasury's overall estimate.  The OLS projects
$7.000 billion, $35 million below Treasury's
estimate of $7.035 billion.  As a result, the OLS
is estimating about 10.7 percent growth as
compared to Treasury's 11.2 percent.

Treasury is forecasting a slowing in the income
tax growth rate in FY 2001.  The total estimate
of $7.580 billion assumes a growth rate of 7.7
percent from FY 2000.  Based on its projections
of the four components of the GIT, the OLS is
estimating $7.610 billion in FY 2001, 8.8
percent growth over FY 2000.  The difference
is not a fundamental difference in the views of
the economy, job growth or increases in
income.  Both the Treasury and the OLS
anticipate slowing growth in FY 2001.  The
OLS, however, anticipates that the strong
growth in GIT revenues during the last several
years will not slow as quickly as anticipated by
the Treasury.
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Figure 11

Figure 12

Sales Tax

he sales tax is the StateTbudget's second largest
revenue source.  Over the

years, this tax has regularly
accounted for between 25 percent
and 28 percent of total budgeted
revenues.

Figure 11 displays the annual growth
rates for the sales tax between fiscal
years 1990 and 1999.  The two years
in which the sales tax rate changed
are clearly visible in the figure.  In
FY 1991, the Legislature increased
the tax rate from 6 to 7 percent, and
expanded the base of the tax.
Accordingly, revenues increased by
25 percent that year.  Two years
later, the Legislature reduced the tax
rate to 6 percent, and revenues declined by
almost 10 percent.  

Excluding the two tax change years, the
average growth in the sales tax during the
1990's was about 4.8 percent.  The lowest
growth was 0.6 percent in FY 1992, at the end
of the State's long recession.  The strongest
annual growth (9.4 percent in FY
1995) occurred during the early part
of the economic recovery.

FY 2000 Sales Tax

Sales tax revenues through the first
four months of FY 2000 grew at a
remarkable 10.7 percent growth rate
over the same period in FY 1999.
Retail sales during 1999 grew by a
robust 6.5 percent in New Jersey.
Accordingly, the Treasury is
forecasting the sales tax will raise
$5.575 billion this year, or 10.3
percent more than in the prior fiscal
year.

However, sales tax growth has
slowed in recent months, including

about 6.5 percent growth in February.  The
seven month growth rate is 9.7 percent ahead
of last year.  The Treasury's year-end sales tax
target will require growth of 11.2 percent for
the remainder of the fiscal year.  The OLS
believes a somewhat more conservative
estimate is warranted.  The OLS is estimating
the sales tax will raise $5.550 billion in FY
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Tobacco Settlement Funds

According to the Governor's Budget
Recommendation, the State anticipates
receipt of $471.2 million this year and next
year from the national tobacco settlement,
subject to the terms established under the
Master Settlement Agreement.  This amount
represents the second and third annual
installments of the State's share of the
settlement to be deposited into a separate,
non-lapsing "Tobacco Settlement Trust Fund"
pursuant to budget language.  Payments
totaling $228 million are anticipated during
the current fiscal year and they will be
carried forward to FY 2001.  An additional
$243 million is expected in January and
April, 2001.

Of the combined total available in FY 2001,
$174.3 million is recommended to be
transferred to the General Fund as State
revenue to support various budgeted
expenditures within the Departments of
Health and Senior Services, Human Services,
Treasury and The Commission on Higher
Education.  The balance, approximately $297
million, would remain "off budget" as non-
State revenue.   The Budget proposes that off-
budget tobacco revenues be allocated for
transfer to the Health Care Subsidy Fund, NJ
Family Care, and the NJ Insolvent HMO
Assistance Fund, with $50 million to remain
in reserve.

2000, a year-end growth rate of 9.7 percent, by 4.8 percent in 2000 and 5.0 percent in 2001
$25 million less than the Treasury's estimate. according to the New Jersey Council of

FY 2001 Sales Tax

The Treasury projects a slowdown in the
growth rate of sales tax revenues to 7.5 percent
for FY 2001.  The OLS anticipates a slightly
lower growth rate of 7.0 percent.  The OLS is
estimating $5.940 billion next year, $53
million below the Treasury's estimate of $5.993
billion.  Strong consumer confidence figures
suggest a sudden drop in sales growth is not
likely; retail sales are projected to moderate
from 1999's strong (6.5%) growth, increasing

Economic Advisors (see appendix page A31 for
additional detail).  The Council also projects a
decline in new vehicle registrations and in the
number of residential building permits during
the next two years.  Accordingly, growth in
sales tax revenues closer to the recent 5 percent
historical average is more likely than a repeat
of FY 2000's strong growth.  The impact of
Federal Reserve interest rate policy on
economic activity such as home sales and the
possible impact that higher fuel prices may
have on automobile purchases is consistent
with the expectation of moderating sales tax
revenue growth for FY 2001.
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Other Revenue Differences

Corporation Business Taxes

he Office of Legislative Services and theTTreasury differ on three business related
taxes:  the corporation business tax,  the

corporation tax on banks and financial
institutions, and the savings institutions tax.
These business taxes (and the insurance
premiums tax, for which there is no difference
in the revenue estimates at this time) comprise
the third largest source of State tax revenues,
nearly 10 percent of budgeted revenues.

In January, the Treasury reduced its estimate of
corporation business tax (CBT) revenues for FY
2000 by $44 million to $1.396 billion, due

largely to an expected $50 million reduction
for the initial expense of the CBT Benefit
Transfer Program.  This program permits certain
small bio-tech and high-tech firms to sell
unused tax credits to other corporations.  This
$50 million loss is not expected to occur until
later in the Spring.  Treasury’s revised CBT
estimate essentially matches FY 1999 revenues,
declining by only 0.5 percent.

The OLS is estimating $1.380 billion this fiscal
year, $16 million below the Treasury's amount.
CBT revenues have declined for two
consecutive months (January and February), in
large part due to significant refund payments. 

Figure 13
Other Fiscal Year 2000 Revenue Estimates

For Which the Treasury and the Office of Legislative Services Differ
($ millions)

FY 2000 FY 2000
Treasury OLS Difference

Cigarette Tax $223.0 $230.0 $7.0

Investment Earnings 9.0 15.0 6.0

Transfer Inheritance Tax 520.0 525.0 5.0

Motor Fuels Tax 505.0 510.0 5.0

Petroleum Products Gr. Rec. 208.0 210.0 2.0

Gubernatorial Elections Fund 1.5 1.0 (0.5)

Savings Institutions Tax 17.0 12.0 (5.0)

Corporation Business Banks & Fin. 54.0 40.0 (14.0)

Corporation Business Tax 1,396.2 1,380.0 (16.2)

State Lottery Fund 713.0 685.0 (28.0)

FY 2000 Net Difference ($38.7)
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The Treasury attributes the increased CBT OLS concurs with the Treasury's moderate CBT
refunds to recently undertaken tax return growth rate for FY 2001, but its estimate is
processing efficiencies.  It is not clear if the growing from a lower FY 2000 base.
additional refunds are only accelerated
processing, a clearing out of delayed refunds,
or a more significant increase in the total level
of refunds.  In any case, the CBT is now
running about two percent below the same
period in FY 1999 and the $50 million in tax
credit payments is still pending.

For FY 2001 the Treasury is estimating 6.4
percent growth in CBT revenues to $1.486
billion.  One third of the $90 million estimated
increase is due to growing receipts from the
CBT on energy producing companies.

The OLS is estimating $1.470 billion in FY
2001, $16 million less than the Treasury.  The

The OLS also is estimating lower CBT banks
and financials tax (CBT B&F) collections and
savings institutions tax collections than is the
Treasury.  The decline in these revenues
appears to be related to changes in the structure
of interstate banking and the banks’ allocation
of net income between states.  While the CBT
B&F appears to be running only a few percent
below the same period in FY 1999 and ahead
of Treasury’s year-end target, refund payments
traditionally made in February were recorded
in the first week of March this year.  As a result,
the OLS anticipates a weakening in collections
in March.

Figure 14
Other Fiscal Year 2001 Revenue Estimates

For Which the Treasury and the Office of Legislative Services Differ
($ millions)

FY 2001 FY 2001
Treasury OLS Difference

Transfer Inheritance Tax $620.0 $650.0 $30.0

Cigarette Tax 199.0 215.0 16.0

Investment Earnings 9.0 15.0 6.0

Alcoholic Beverage Excise 76.0 78.0 2.0

Gubernatorial Elections Fund 1.5 1.0 (0.5)

Tobacco Products Wholesale 14.0 13.0 (1.0)

Realty Transfer 78.0 75.0 (3.0)

Motor Fuels Tax 530.0 525.0 (5.0)

Savings Institutions Tax 19.0 12.0 (7.0)

State Lottery Fund 713.0 700.0 (13.0)

Corporation Business Tax 1,486.2 1,470.0 (16.2)

Corporation Business Banks & Fin. 67.0 40.0 (27.0)

FY 2001 Net Difference ($18.7)
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Corporate Tax Behavior and
Tax Revenues

The U.S. Treasury Secretary recently
commented on the increasing use of tax
shelters to avoid corporate taxation.  While
federal personal income tax collections
have risen strongly in recent years,
corporation tax collections have declined.
Since the New Jersey corporation business
tax is based on a company's net income for
federal tax purposes, tax shelters may be
part of the explanation for the steady
decline of New Jersey State corporation tax
revenues as a percentage of total budgeted
revenues (as discussed on pages 2 and 3).

To slow or reverse this trend the Internal
Revenue Service has issued new rules
designed to discourage sheltering
behavior.  Such changes might reverse this
trend in future years.

The savings institutions tax has been running
negative all year.  While the OLS notes that the
majority of collections for this tax are received
in April and June, collections would have to
exceed collections last April and June to reach
the Treasury's year-end targets.  Given current
collection trends, it appears unlikely that such
strong growth will occur.

Therefore, the OLS is estimating $40 million for
FY 2000 CBT B&F revenues, $14 million below
the Treasury's estimate.  The OLS is estimating
$12 million for the savings institutions tax in FY
2000, $5 million below the Treasury's estimate.

In FY 2001 the OLS is estimating the CBT B&F
and savings institutions collections will remain
stable at the FY 2000 figures of $40 million and
$12 million each.  Those amounts are $27
million and $7 million below the Treasury's
estimates respectively.

Transfer Inheritance Tax

The strong collections growth from the transfer
inheritance tax is continuing.  Revenue from
this tax grew by 8 percent in FY 1998 and by
25 percent in FY 1999.  So far this year,
collections are up another 25 percent over the
same period last year.  The consensus
explanation for this remarkable growth is the
sharp increase in the value of estate assets,
particularly stocks. 

The transfer inheritance tax consists of two very
different parts.  One part is the inheritance tax,
which is applied to the transfer to certain
individuals of all personal property and New
Jersey real property having an aggregate value
of $500 or more.  The second part (constituting
approximately one-third of total collections), is
the estate tax which absorbs the value of any
federal estate tax credit remaining after transfer
inheritance taxes have been paid.  While the
growth rate of this component has been robust
in recent years (perhaps in part because estate
planning by individuals has not kept up with
the growth of assets), future collection rates
could be tempered by a scheduled increase in
the exclusion allowed under the federal estate
tax credit, from $675,000 currently to $1.0
million by 2006.

Treasury projects growth of 23 percent in FY
2000 and 19 percent in FY 2001.  Based on the
continued growth in the value of assets, the
OLS projects somewhat stronger growth in both
years.  As a result, the OLS estimates are $5
million above Treasury's in FY 2000 and $30
million above Treasury's in FY 2001.

State Lottery Revenues

State lottery revenues have underperformed
expectations in every month of the fiscal year
thus far.  The lack of rollovers that produce
large prizes and consumer interest may have
played a significant role in this weakness.
Nevertheless, lottery collections are up only
3.0 percent as compared to an expectation of
9.3 percent growth.
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An Automatic Statutory Increase in the Petroleum Products Tax?

The Petroleum Products Gross Receipts Tax,
in effect since 1991, contains two parts.
Certain petroleum products, such as
lubricating oils, are subject to a tax equal to
2.75% of the gross receipts derived from the
first sale within the State.  Liquid fuels, such
as gasoline, diesel, fuel oil, aviation fuel,
propane, etc, are taxed at a  per gallon rate. 

The minimum per gallon tax rate is set at 4
cents (2.75% of  $1.44, the average price of a
gallon of gasoline in 1991). The law provides
that the per gallon tax rate is to be adjusted
twice annually (January 1 and July 1) by the
Director of the Division of Taxation based
upon the most recent survey of gasoline
prices conducted by the Office of the
Economist of the Board of Public Utilities.

Since 1991, gasoline prices have been lower
than $1.44 per gallon. As a result the tax rate
has remained at the statutory minimum of 4
cents. However, if the survey conducted later
this Spring finds that prices are higher than
the 1991 benchmark, an upward adjustment
to the tax rate could occur as early as July 1,
2000.  The law provides that the tax rate
equal 2.75% of the average price, rounded to
the nearest tenth. For example, if  the average
price is $1.50 per gallon, the tax rate would
increase to 4.1 cents per gallon. A $2.00 per
gallon price would result in a 5.5 cent tax
rate. During a six month period, each penny
that the tax rate rises will increase State
revenue by approximately $25 million.

The expectation of 9.3 percent growth was involve small differences based largely on
predicated on the introduction of The Big current revenue growth patterns.  The OLS
Game multistate lottery, which New Jersey believes that cigarette tax revenue and State
joined in May 1999.  Revenues from this new investment earnings will be somewhat higher
game were anticipated to more than offset any in both years than does the Treasury.  The OLS
possible "cannibalization" of revenues from estimates that motor fuels tax collections will
pre-existing lottery games.  However, overall be slightly higher in FY 2000, but slightly lower
sales and revenues have not matched in FY 2001.  The OLS expects petroleum
expectations.  If lottery sales continue at products gross receipts tax revenue to be higher
current rates, year-end receipts will fall well in FY 2000, but agrees with the Treasury's FY
short of Treasury's estimates.  As a result, the 2001 estimate.  In FY 2001, the OLS projects
OLS is estimating $685 million in FY 2000, $28 lower realty transfer tax and tobacco products
million less than Treasury's estimate.  The OLS wholesale tax revenues.  The OLS's projects
notes the odds favor a return to more typical higher alcoholic beverage excise tax revenue in
jackpots next year and anticipates some FY 2001.  Finally, the OLS expects slightly less
revenue growth going into FY 2001.  Therefore, in taxpayer dedications to the Gubernatorial
the OLS estimates $700 million in FY 2001, Elections Fund than does the Treasury.  Such
$13 million below Treasury's estimate. designations have not exceeded $1 million in

The Remaining Revenue Differences

The remaining differences between the OLS
and the Treasury are relatively minor and

more than a decade.
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ach year the OLS recalculates the State's annual appropriations act and the end of theEyear-end budgeted surplus based solely fiscal year and a review by State auditors.
on the revenue estimates contained in this Figure 16 below displays the "budgeted"

report.  Figure 15 assumes that the spending surplus amount based on the annual
plan and tax law changes in the FY 2001 appropriations act passed by the Legislature
Executive budget will be followed.  However, and signed by the Governor each June.  The
any calculation of actual surplus must take into figure also displays the final surplus amount at
account spending (appropriation) decisions as the end of each fiscal year.  The differences
well as anticipated revenue.  Decisions on between the budgeted surplus and the final
these and other matters will be made by the surplus each year are significant, and in recent
Executive, both appropriations committees and years have grown significantly during the year.
the full Legislature over the next three months. Accordingly, the OLS urges caution in drawing

As is shown in Figure 15, the Treasury
estimates an FY 2001 year-end surplus of $850
million.  The lower OLS revenue estimates
would produce a surplus of $709 million, $141
million less than the Treasury.

Figure 15
Adjusted FY 2001

Year-End Combined Surplus
($ millions)

Treasury Estimate $850

OLS Revenue Adjustment ($141)

OLS Adjusted Surplus $709

Because this analysis does not address possible
changes to appropriations, Executive spending
patterns or other non-tax revenues, it is
premature to draw conclusions about actual
year-end surpluses from this analysis of State
revenues.  

The annual estimates of the State's surplus are 2000* $783 $1,176
point in time estimates chasing a moving target.
Because of the large number of changes that
occur in both spending and revenues
throughout any fiscal year, the surplus changes
significantly between the enactment of the

conclusions about the FY 2001 year-end
surplus.

Figure 16
Fiscal Year Combined Surplus

Since FY 1990
($ millions)

Fiscal Year Approp. Act Final 

1990 $426 $162

1991 $322 $371

1992 $514 $836

1993 $142 $1,151

1994 $411 $1,265

1995 $456 $950

1996 $549 $880

1997 $550 $1,108

1998 $550 $1,257

1999 $701 $1,268

Source:  Annual New Jersey State Budgets.
*  FY 2000 Final amount is the Executive's
estimate as of January 2000.


