Closing corporate loopholes key to increase revenue and boost small businesses
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“Some highly-profitable companies exploit tax laws like a corporate shell game to avoid paying their fair share,” said Sen. Raymond Lesniak, prime sponsor of the legislation. “They create phantom subsidiaries to ‘shift profits’ away from New Jersey. By closing this loophole the state could generate as much as $200 million a year. This will help address the fiscal needs of the state.” “Every year when we sit down and work out New Jersey’s budget, we have to make hard spending decisions based on available revenues,” added Senate Budget Chairman Paul Sarlo, a co-sponsor of the bill. “Closing tax loopholes would ensure that multistate and multinational corporations doing business in New Jersey are paying their full tax bill, resulting in a modest boost to the budget and a big help to small businesses throughout the state.” How does combined reporting work? Here’s the quick explanation: It treats the parent company and subsidiaries of multistate corporations as one entity for state corporate income tax purposes. Their nationwide profits are added together and the state then taxes the share of the combined income generated in the state. While this doesn’t prevent profitable corporations from shifting profits to dummy corporations in Delaware and other states, it does eliminate the New Jersey tax break they currently get if they do so. “We need to close these loopholes, capture this revenue, and hold multistate companies to the same level of accountability as the rest of New Jersey,” said Sen. Linda Greenstein, a co-sponsor of legislation. “This is an issue of fairness and shared responsibility.” The majority of states that tax corporate income – 25 of 45 – currently mandate combined reporting, as does the District of Columbia. Many of these states have had this policy on the books for decades, but a growing number of states – most recently Connecticut – have joined them in recent years. “Combined reporting, quite simply, is a policy that works,” said Assemblyman Jamel Holley, who has sponsored the Assembly version of the legislation. “I hope that more of my colleagues in the Assembly will soon join me and Assemblyman Dancer in advocating for this essential step to level the playing field for small businesses and better invest in the assets that are proven to grow the economy.” The press conference coincided with the release of , which shows that nearly all of New Jersey’s largest employers are already subject to combined reporting in other states. “Most of New Jersey’s largest employers already operate in combined reporting states and, in some cases, have been doing so for decades. For them, combined reporting is nothing out of the ordinary and is accepted as another cost of doing business,” said Sheila Reynertson, Senior Policy Analyst at NJPP and author of the report. “This is the clearest evidence yet that adopting combined reporting would not harm New Jersey’s business climate. In fact, it would greatly improve the business climate by allowing small and locally owned businesses to better compete with their multistate and multinational counterparts.” “The money I earn goes back into my community and so do the taxes I pay,” said Erick Cedano, the owner of Graphic Core LLC and Fast Photo Plus in Elizabeth. “Unlike multistate corporations, I don’t hide my earnings in other states. A combined reporting bill would ensure a level playing field for everyone and ensure that communities across the state served by small businesses have the funding they need to prosper, and that we can meet the challenges facing us with success.” Cedano is a member of the New Jersey Main Street Alliance, a statewide organization representing more than 1,500 independently owned businesses. Closing corporate loopholes is a top priority of the small business community across New Jersey. 
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