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Authority 
N.J.S.A. 54:lOA-27. 

Source and Effective pate 
R.1999 d.116, effective March 12, 1999. 

See: 31 N.J.R. 266(b), 31 N.J.R. 893(a). 

Executive Order No. 66(1978) Expiration Date 
Chapter 7, Corporation Business Tax Act, expires on March 12, 2004. 

Chapter Historical Note 
Chapter 7, Corporation Business Tax Act, was filed and became 

effective prior to September 1, 1969. 

Pursuant to Executive Order No. 66(1978), Chapter 7, Corporation 
Business Tax Act, was readopted as R.1984 d.95, effective March 19, 
1984. See: 16 N.J.R. 229(a), 16 N.J.R. 746(c). 

Subchapter 15, Urban Enterprise Zones Act, was adopted as R.1984 
d.496, effective November 5, 1984. See: 16 N.J.R. 1325(a), 16 N.J.R. 
3057(a). 

Subchapter 16, International Banking Facilities, was adopted as 
R.1984 d.453, effective October 15, 1984. Sec: 16 N.J.R. 1327(a), 16 
N.J.R. 2827(a). 

Pursuant to Executive Order No. 66(1978), Chapter 7, Corporation 
Business Tax Act, was readopted as R.1989 d.196, effective March 14, 
1989. See: 21 N.J.R. 14(a), 21 N.J.R. 1019(b). 

Pursuant to Executive Order No. 66(1978), Chapter 7, Corporation 
Business Tax Act, was readopted as R.1994 d.186, effective March 14, 
1994, and Subchapter 6, Valuation, was repealed by R.1994 d.186, 
effective April 18, 1994. See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Pursuant to Executive Order No. 66(1978), Chapter 7, Corporation 
Business Tax Act, was readopted as R.1999 d.116, effective March 12, 
1999. See: Source and Effective Date. See, also, section annotations. 
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CORPORATION BUSINESS TAX ACT 

SUBCHAPTER 1. CORPORATIONS SUBJECT TO 
TAX UNDER THE ACT . 

18:7-1.1 Corporation business tax; general provisions 
For all returns where the accounting period begins after 

June 30, 1986, the tax is measured by the portion of entire 
net income allocable to New Jersey, subject to the minimum 
tax described in N.J.A.C. 18:7-3.4(c) .. 

Ainended by R.1970 d.121, effective October 5, 1970. 
See: 2 N.J.R. 78(a), 2 N.J.R. 95(a). 
Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1983 d.62, effective March 7, 1983. 
See: 14 N.J.R. 1206(a), 15 N;J.R. 343(d). 

Added "accounting period before July 1, 1986" to (a). Addyd 
"accounting period before April 1, 1983" to (a)l.i and ii. Added (3) to 
(a). Also added (b). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 
See N.J.S.A. 54:lOA-5 as to how taxpayers ·should compute the 

amount of franchise tax payable. 

Case Notes 
Authorized share schedule is to be used only where it results in a 

lesser amount to add to a taxpayer's net income than ail. amount based 
on total corporate assets, in determining annual corporation franchise , 
tax; corporation business tax liability not avoidable where taxpayer 
belatedly realized adverse tax consequences of decision to increase 
number of authorized shares, even though decision had no _apparent 
business purpose, brought ho advantage to the taxpayer and caused no 
disadvantage or detriment to the State. General Trading .Co., Inc. v. 
Director, Div. of Taxation, 83 N.J. 122, 416 A.2d 37 (1980). 

18:7-1.2 Total tax self-assessed 
The _total tax is self-asse_ssed and payable by each taxpay-

er. 

Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N~J.R. 1696(b). 

Cross References 
See Section 1.1 (General provisions) of this chapter .. 

18:7-1.3 Definition of taxpayer 
(a) The term "taxpayer''. shall mean any corporation re-

quired to report or to pay taxes, interest on penalties under 
this Act. 

(b) Any receiver, referee, trustee, assignee or other fidu-
ciary, or any officer or agent appointed by any court to 
conduct the business or co.nserve the assets of any corpora-
tion shall be subject to the tax imposed in the same manner 
and to the same extent as a corporation. 

Statutory References 
See N.J.S.A. 54:10A-4(h) as to official definition of "taxpayer." 

/ See N.J.S.A. 54:lOA-:ll as to receivers and others subject to the tax 
imposed by this Act. 

18:7-1.6 

18:7~1.4 Definition of corporation 

The term "corporation" shall mean any corporation, joint-
stock company or association and any business conducted by 
a trustee or trustees wherein interest or ownership is evi-
denced by a certificate of interest or ownership or similar 
written instrument and includes any corporation created or 
organized under the laws of New Jersey and any foreign 
corporation which is authorized to do business, or is doing 
business, or employs or owns capital or property or main- . 
tains an office in New Jersey in a corporate or organized 

· capacity by virtue of creation or organization under laws of 
the United States or any state, territory or possession there-
of, the District· of Columbia, or any foreign country, or any 
political subdivision of the foregoing, which provided a 
medium for the conduct of business or the sharirig ~f its 
gains. 

Statutory References 

See N.J.S.A. 54:10A-4(c) as to definition of "corporation". 

18:7-1.5 Limited partnersJ}ip associations subject to the 
Act -

Limited partnership associations formed under N).S.A. 
42:3-1 are subject to tax. under the Act. No new limited 
partnership associations shall be formed in New Jersey in 
accordance with N.J.~.A. 42:3-1 et seq. after September 21; 
1988. . 

Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 

N.J.S.A. 54:10A-4(c). 

Case Notes 

Taxpayer holding company did not q1,ialify as investment· company 
that could elect to have its corporation business tax calculated on 25% 
of its net income and net worth, due · to provision of services to 
. subsidiaries and participation in day-to-day operation of subsidiaries, 
and failure to show that such activities represented Jess than 10% of 
total activities or that qualified investment activities represented 90% or 
more of total activities. . International Thomson Business Information, 
Inc. v. Director, Division of Taxation, 14 N.J.Tax 424 (1995). 

18:7-1.6 Subjectivity to tax; how created 

(a) Every corporation not expressly exempted is deemed· 
to be subject to tax under the Act and is required to file a 
return and pay a tax thereunder provided it falls within any 
one of the following: · · 

1. Existing under the laws of the State of New Jersey; 
or 

2. If a foreign corporation, 

i. Holding a general certificate of Authority to do 
business in this State issued by the Secretary of State; 
or 
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18:7-1.6 

ii. Holding a certificate, license or other authoriza-
tion issued by any other State department or agency, 
authorizing the company to eµgage in corporate· activity 
within this State; or 

m. Doing business in this iState; or 

iv. Employing or owning c;apital in this State; or 

v. Employing or owning property in this State; or 

v1. Maintaining an office in this State. 

Amended by R.1996 d.518, effective N~~ember 4, 1996. 
See: 27 N.J.R. 3913(a), 28 N.J.R. 4795(~)-

Statutory References 

See N.J.S.A. 54:lOA-2 as to what acts constitute doing business. in 
State of New Jersey for purposes of acquiring a taxable status. 

Case Notes 

Nonresident corporation's commercial, activities in state amounted to 
the "solicitation of orders". Pomco Graphics, Inc. v. Director, Div. of 
Taxation, 13 N.J.Tax 578 (1993). 

Failure to permit allocation tb New Jersey corporation which owned 
rental property in Connecticut but had ho regular employees working 
outside New Jersey held neither contra111 to the scheme of the Business 
Tax Act, a burden on interstate commer~e nor double. taxation. S.M.Z. 
Corp. v. Director, Div. of Taxation, 5 N.J.Tax 232 (Tax Ct.1982), 
reversed and remanded 193 N.J.Super. · 305, 473 A.2d 982 (App:Div. 
1984). 

Presence of property in New Jersey, ;maintenance of workplace in 
New.Jersey employee's home, employee's encouragement to customers 
to pay due bills, handling of customer domplaints and adjustments by 
employee and employee's supervision of.

1
corpmation personnel exceed-

ed the mere solicitation of orders and rendered a Pennsylvania corpora-
tion liable for payment of New Jersey corporation business tax. Ring-
gold Coal Mining Co. v. Taxation Div. Director, 4 N.J.Tax 321 (Tax 
Ct.1982). 

18:7-1.7 Domestic corporations subject to tax 

(a) The tax is imposed on every domestic corporation, 
with specified exceptions, for the: mere possession of . the 
privilege of having its corporate fr~nchise. 

(b) A domestic corporation not otherwise exempt is sub-
ject to tax for every fiscal or calendar accounting period, or 
part thereof, whether it does business, owns capital or 
property, maintains an office, or: engages in any activity, 
whether within or without New Jersey. · 

(c) A domestic corporation is subject to tax even though 
it carries on its business entirely outside New Jersey. 

Statutory References . 

See N.J.S.A. 54:lOA-2 as to domestic corporations subject to New 
Jersey annual franchise tax. 

DEPT. OF TREASURY-TAXATION 

Case Notes 
, Failure to permit allocation to New Jersey corporation which owned 
rental property in Connecticut but had no regular employees working 
outside New Jersey held neither contrary to the scheme of the Business 
Tax Act, a burden on interstate commerce nor double taxation. S.M.Z. 
Corp. -v. Director, Div. of Taxation, 5 N.J.Tax 232 (Tax Ct.1982), 
reversed and remanded 193 N,J.Super. 305, 473 A.2d 982 (App.Div. 
1984). 

18:7-1.8 Foreign corporations subjectto tax 
(a) Qualifications for subject corporations. The tax is 

imposed on every foreign corporation subject to tax as 
described in RJ.A.C. 18:7-1.6, and includes every corpora-
tion which does business, employs or.owns capital or proper-
ty, or maintains an office in New Jersey in a corporateor 
organized, capacity, regardless of whether it has formally 
qualified or is authorized to do business in New Jersey. 

Example I 
A foreign manufactµring corporation has its factory 
outside New Jersey. Its only activity in New Jersey is 
the maintenance of an office within the State. The 
orders are forwarded to its home office outside the 
State for acceptance and the merchandise is shipped 
from the factory direct to the purchasers. The corpora-
tion is subject to the Tax Act because it maintains an 
office within the State. 

Example 2 
A foreign corporation which operates several retail 
stores outside New Jersey, leases an office in New 
Jersey for the convenience of its buyers when they 
come to New Jersey. It has several employees perma-
nently assigned to such office. Salesmen call at the 
office to solicit orders from the buyers, and the mer-
chandise is shipped to such.office by the sellers. Upon 
receipt the merchandise is examined, separated by them 
to the various . stores of the corporation outside New 
Jersey. The I corporation is subject to the Tax Act 
because it maintains an office, is regularly doing busi-
ness through its constituted representatives, and owns 
property in New Jersey. 
Note: The foregoing examples illustrate conditions giv-
ing rise to subjectivity to the tax without regard to 
whether or not the corporation· holds a general or 

. special certificate. of authority to do business in New 
Jersey. 

Example 3 
A foreign corporation has applied for and has received 
a certificate of authority to do business in New Jersey 
by the Secretary of State, but does not actually do any 
business in New Jersey, nor does it have any office or 
property or any employees in New Jersey nor does it 
own or employ capital here. The corporation has 
sought and received the privilege of exercising its cor-
porate franchise in New Jersey and is therefore subject 
to the tax and must file a return and pay the minimum 
tax. 
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(b) Mandatory submission of affidavit; proof of authori-
zation to · do business. A foreign corporation which is 
subject to tax under the Act must submit an affidavit by a 
duly authorized corporate officer, stating whether or not the 
corporation at any time prior to the date of admitted 
subjectivity under the Act held any authorization to do 
business in New Jersey or carried on in this State any of the 
activities set forth in N.J.A.C. 18:7-1.6 (a). 

Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b) .. 
Administrative correction. 
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See: 28 N.J.R. 4509(a). 
Amended by R.1996 d.518, effective November 4, 1996. 
See: 27 N.J.R. 3913(a), 28 N.J.R. 4795(a). _ 

Statutory References 

18:7-1.8 

See N.J.S.A. 54:lOA-2 as to foreign corporations subject to New 
Jersey annual franchise tax. 

Case Notes 
Nonresident corporation's commercial activities in state amounted to 

the "solicitation of orders". Pomco Graphics, Inc. v. Director, Div. of 
Taxation, 13 N.J.Tax 578 (1993). · 

Supp. 4-19-99 
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.. - . . . . . . . 

. . Exam;le 2 .•. 
A foreign · manufacturing coi:poration :has its '.factory .· 
outside New Jers.~y; Its oriiy: activity .in Newl~rseY is. ·. 
the maintenance of an :offite· within·· the State .. · The ·. 
order~ a.re··•. fof\lVarded )o. its .· ho~e office 9~tside the·. 

· State for acceptance and the merchandise is ~hipped 
. from the, factory directtothe purchasers; The c9rpora-. 
tion is si:ibject to th_e }'ax Ac:(becaus¢ it mairfrajns an 

. office within the State. · ··· · ·. · · · ·· · .·. · · 

. ' Statutory References · · . . 

-·. . . 

. Cas~ Notes . 

.. Foreign. corporation's conta~ts establishe~ min:iiriai ne~us With New 
Jersey to· ~Uow taxation ,withotiJ :vfofating commerce clause; Mark 
Andy,)nc. V. Taicatiori Div. Dir.edor, 8 N.J:Tax 593 (1986): . ' 

18:7~1.U Exempt corpora~ions . 

. (a) Corporations exempted from taxation under the Act 
include:.· · · · ·· · · · · · 

1:· Telegraph, teh::phone: cable or telecmtimunjc~tirins' 
companies. subject tot~ under N.J.S.A. 54:36:A.::16 et seq .. 

. (including, .without litnitatiori; N.J.S.A. 54:30A-18.6); ·.or .. · 
any statute o,rlaw imposing asimilar tax or taxes; . 

2. ·· Railr~ad companies subject-'to. tax under. N,J.S.A 
54:29A-l, et seq.; ·. · .· · · 

3; . Energy, gas and electric- companies ~µbject. to tax·.·· 
under·N.J.S.A 54:~0;\~9,··et seq.; or .any statute or 1a:w· 
imposing a similar tax or taxes; .. .. . . . . 

. 4. . Corporations s~bject to a tax upon th~ basis .of 
gross receipts; or insurance premiums toliected{ 

,5, · RaHroad, canal .corporations,_.savi'ngs bank§;· agritul~ .. 
- tural cooperative. associations jncorporated or domesticat-

ed under N;J.S~A 4:13.:..let seq'. and exempt u.nderSec-
tion 521 of t'1e Federal foternal Revenue· Code. (26 U ,S·.c. · 
521), or building and loan or. savings and_ loan associa-: . 
tions· . . . . ' .. 
... ' 

. .. ·. i. The ~X~ll)ptio~ undetthisiu~se~tions~~u c;Qritin-· 
1ie only as long as:. . - . . . . . . 

, . (1) :+lie -~o;pot~tions rewai11 subjec;t JO '.mles.aml . 
•· regulations of tlie FedetaLHousing f\uthdrity; and: 

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

< • .• hr Th~ Commissibner . of the: Federal Hdusing . 
... Authority holds membership certificat~s in the oorp6~ · 

·_ ra'.tlo_n$; 1J.nd. -': .... :· ." .-,._·. · · -

(3) Th~ '.corporate . p~o;~rty. is encumbenfd: by: a· 
··· ... mrir:tgage' de¢d or deed ·.9f tri)sJ i11sufed under tlle 

National Housing.Act (48 .Siat.:•1246)-as amended'IJy: 
. subsequent Acts of Co_ngress;· (See 12. U.S:C.A. 

§ 1701, et seq:) • · · · · 

. · .. H ...• In: 6,r~er :tO,)be, b,empted ~nde;)~is .. subsection, .· 
corporations shall,· · ·· · · · 

· .. (l}An11u~lly file'a r¢porton or before Aligus~ 15 
with the Dfrectqr,, in the form reqt1fre:d by the Di-

. rector,to;daimexempth:m; aild. ' ..... ··.• . . 

.•>(2) .:Shallpay a filingfeeof$25;00 .. 

:9_ A corporatio'n not Jorprofif organized wider any·. 
law. .;of this State wl:iere 'the primary- pllrpose of it is . to•. 
provide for its shareholders or mein;ber$ housing in a 

. · · retirement community as· defined tindet the "Retirement 
CcimmuQity full Di.sclosure Act/' f\l'.J.S.A: 45i22A,:1, et 

.. seq.;-

.· · -10. . Corporati~ns Which are Hc:ensed as irisuran~ ccini~ 
;" .. . . . \ . : . . 

panies.under the la~s <lf·another_state,. iJJcluding corpora~. 
tion~ which are surphis .Hriesinsurers declared ·eligible by 

·· the Commissioner_ of-lrisuran.ce pursuant.to· section 11. ()f., 
. · , P,;L J990,c32 (~J:sA: 17:22~A5).to insur~ dsks vvith_in' · .· ·. 

this State; ancl , · · · ·· · · · · · · · · 

· .. fl.· Corporations ·exempt front tll~ corporation busi~ 
11ess· tax by virtue of the provisions of another New Jersey 
statute.· · 

. (b) Se~ N.J'.f\;¢. l8:l-L4 for.the procedure tQ obtain · .·. 
exemption·opfoion letters.' 

6. Cemetery ,cqrporati'ons not conducted for pecuni~ry • .. . Amended by Rl979' d'.'45, ·eJfectiv'e Feb~afy 6/1979 •. 
profit of l!ny pri.va_te shareholder or individual; . ' .. See: 11 NJ.RAO(d), U N:J.R.'150(b), . . . . 

Ainended by R.1994 d,186; effective April 18, 1994, . 1: Nonprofit corporations; associations or ~rg~niz~~ See: 26N.J.R.: 761(~); r,i.JJt t69~(t,,). ·· .· .. 
. tions not ·conducted for ·pecuniary• profit. of•· any . priv~te 
sha,reholdef i:)r Jndividual, anci established, · organized 'or • , statutory Referimcl!s . . 

. chartere~ without capital:· Stock. under the provisions of · . Se~ N . .J.S.A 54:JOA-:3 as t~ th~se corporations declared exempt from .. 
Titles 15, 15A; Hi or 11'· of the Revised Sfatutes; . or a . ·. the anpuaINew Jersey franchis~ tax, ·· 
special chatter; or any similar general >qr'. special Jaw of 
th,is or any other state (see N:J.AC. 18:1;:,:1.4(a) for . · · · · · · · · Case.Notes exemption opinioil procedures);·" . . :· · .. ·. ·. · .· .. ,_ :, .. ·· .· ·· .. _. 1 · · . • . . 

· · , · · · • · ···· · · ·Dent11I service corporatiort, though entitled tq exemption from sales 
.• . 8: .. Nonstock ~~rporations: oiganiz~d u~der th~· law~- of . true, was not fax ;exempt until it actually .applied. and was approved for 
this State .or of ·any. other state of the ·unite~ States ··to··. ~hat status: corporation nqt entitled to refimd of sales tax paid prior to 

· · · · · Stl\tUS; approval.., New Jersey D!,!ntal Service Plan, Inc, v. Baldwin, 7 · 
provide mutual, ownership. housing urider Federal la~ by> .•. N.J.Taic 421 ·· (Tax· Ctl 985); affirmed per .curiam 8. N.J.TllJ( 335 (App. 
tenants, but:. . . . . . . , ,Div.1986); . . . .. . . .. · . ·. . . 

. . 
. .. ,. 

• .· Supp. :-6-16~9.7 
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. -, ' . ', ' i . . 
18:7-1.13 Regulated investmenf company; definition 

. I 

"Regulated investment compainy" i,neans any corporation 
- . ' . ' . '--,1 .. __ ,- ·, :- ·_ ,"_·,-, -_ . ' 

which for a period covered by jts return is registered and 
regulated under .the Investment I Company Act . of· 1940 .· ( 54 
Stat 789), as amended. (Seel~ US;CA. §,80a,-,-1 et seq.) 

, I 

Amended by R.1994 d.186, effective AJril · 18, 1994. 
See: 26 N.J;R. 761(a); 26 N.J.R. 1696(0). , , . . . . I 

I 
Statutory Refirences 

I 
See N.JcS'.A. 54:lOA~(g) as to. of

1

ficial definition of ''.regulated 
investment company". , 

18:7~ 1.,14. Subjectivity of foreigni banks and foreign . 
national banks 

I 
·· (a) The following tent1s, as use~ in this section, shall have 

the following meanings: ' ' I ' 

. . I . . ' . , . 
L . '':Banking corporation" m~ans those banking corpo.:. 

rations subject to tax under N.J\S.A 54: lOA-34, which are 
defined in_ N.J.S.A 54:lOA-361 as Ne~ Jersey chartered· 
banks, national banks headquartered m New Jersey, a(ld 
foreign na.tionalbanks.. . ' 

2. "Foreign bank" means commercial banks chartered 1 

in foreign states ofthe United lstat~s or in foreign coun-
' tries; I 

i 
3. "Foreign national Mnk" ~eans ~ation!!l banks he;).ds 

quartered .in foreign·.stiltes ofthe United States. 

,, '' ·.. i • ' .. : 
(b) AppHcable rules dealing with tax nexus and subjectivi-

ty to the Corporation. Business Tilx which are contained in 
this chapter shaJlapply to foreig~ banks ;).swell as to any 
other taxable entity including banking corporations. In 
particufar, but without· limitation thereto, foreign banks and 
fqreign'.national banks shall be su~jecuo NJAC. 18:7~1.6 
and l.8 through 1.11. ' 

I 

' ' ' i ' ' 
(c) Anyforeign bank or foreig~ n;).tional bankwhich 

engages in any activity. des~ribed\ Of contemplated h1 P.L. . 
1996, c.17, effective April 17, l99p, shall be subject .to the 
Corporation Business Tax in this State. · 
' ' ' ' ' '' i 

I 

(d)Foreign banks subject to the Corporation Business 
' ! ' . ' . Tax shall file form CBT-100 an4 pay the applicable tax 

.thereon to the Di.rector of Taxation. 
! 

. , I . 

( e} Foreign national banks· subject to the Corporation 
Business Tax shall file form BFC-~ and pay the applicable 
tax thereon to the Director of Taxation. • . I 

. . I , . 

(f) Examples of bank ;).Ctivity in1 New J~rsey include the , . . , . I . . . . . . 
following: · · i .. · · . 

I 
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DEPT. OF TREASURY--'-TAXATION 

1. APennsylvania State chartered bank reports on the 
calendar year basis .. It began doing business in Pennsyl-
vania. prior to: 1996 and it begins cloing business in New 
Jersey on July l; 1996;. It .isrequ,ired tofile on April 15, 

' 19Q7 its first,. annual Cmporati,on ,Business Tax return 
(CBT---100) ctnd to pay the 1996 Corporation Business Tax 
f,qrthe short period July 1, 1996 tn December 31, 1996. 
Thereafter, it,would cm;itinue to file retl1rns for a 12 
month calendar yeiu period and pay the annual tax due. 

2. A national bank that will report on the calendar year . 
basis has its principal office in New Jersey, It begins 
doing business on Ju:ly 1, 1996. Pursuant to N.J.S.A: 
54:lOk-34, it is required to file its first annual Corpora0 

tion Business Tax retur11 (BFC-1) for the privilege period. 
1997 withan assessment date of January 1, 1997 and to 
pay a 1997 5=orporation Business Tax off AprH 15, 1997 
based on income from Jµly 1, 1996 to December 31, 1996. 
Thereafter, it would continue to file returns for a 12 
month calend;).r year period ;).nd< pay the annual tax due. 
1 3. · A riational bank thatfeports on the calendar year 
basis has its prir1cipal office in Philadelphia; Prior to July. 
1, 1996 it was not doing business anywhere. On that date 

· it began doing bu,siness in both Pennsylvania and New 
Jersey. Pursuant to N.J.S.A. 54:lOA:,_34 it is required to 
file its first annual Corporation Business Tax return 
(BFC-.:1) for the privilege period J997 w'ith an assessment 
date of January l, 1997 and to pay a 1997 Corporation 
Business Tax ori ApriL 15, 1997 based on income from 
Julyl, 1996. to December 31, 1996. 'Thereafter, it would 
continue to file returrisfor a l2 month calendar year 
period a11d pay the an11U:al tax due. 

. . ' ·. ' . . . . . 

4. A national bank that reports on the Calendar year 
basis and has it~· principal office in, Philadelphia began 
doing businessprior toJan~ary l, 1996 .. It begins doing 
business in. New Jersey on July 1,, 1996. < Pursuant to 
NJ.S.A. 54: lOA,-34 it is ..required to file its first annual 

.. Corporntion Business Tax retqri1 (BFC-1) on April 15, 
.199Tfor the privilege period 1997 with an assessment date 
~fJamiary 1, 1997based on its income from July 1,1996 
to December 31, 1996. 

· 5. A calendar year New Jersey ,State chartered bank . 
begins doing business on July l; 1996. Pursuant to 
J'll.J.S.A54:10A-34, it is required to file its first armual 
Corporation Business Tax retµrn (BFC-1) for the privi-
lege period 1997 with an assessment date of fanuary 1, 
1997 and to pay ·a 1997 Corporation Business Tax on 
April 15, ,1997based on income from July 1,}996 to 
December 31, 1996. Thereafter; it would continµe toJile 
returns ,for a 12 morith calenclar ye~r period and pc1y the · 
annual tax due. , . . . 

(5. On June 30, 1997 a New Jersey State chartered bank .· 
merges into another New Jersey State chartered bank. 

. Under N.J.S.A. 54:lOA-34(5), the surviving bank's return 
(BFC-l) for the 1998 privilege period will be bas.ed on its 
income from January 1, 1997 to December 31, 1997 and 
the, income ofthe, bank that merged into it from January 
1, 1997 to June 30, 1997. 
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7. On July 31, 1997 a Pennsylvania state chartered bank 
merges into a New Jersey chartered bank. Prior to the 
merger, the Pennsylvania state chartered bank was doing 
business in New Jersey and reporting on the calendar year 
basis using a CBT-100. The New Jersey State chartered 
bank will file on April 15, 1998, under N.J.S.A. 
54:lOA-34, a BFC-1 return for the 1998-privilege period 
that will be based on its income from January 1, 1997 to 
December 31, 1997.; In addition, the Pennsylvania state 
chartered bank will file on November 15, 1997, a 
CBT-100 return for the pre-merger short period covering 
January 1, 1997 to July 31, 1997 under N.J.S.A. 54:lOA-2 
that will be based on its pre-merger 1997 income. 

8. On July 31, 1997 a New Jersey State chartered bank 
merges into a Pennsylvania state chartered bank. Prior to 
the merger, the Pennsylvania state chartered bank was 
doing business in New Jersey and reporting on the calen-
dar year basis. The Pennsylvania state chartered bank's 
1997 CBT-100 return filedApril 15, 1998 for the calendar 
year 1997 will be based on its income from January 1, 
1997 to December 31, 1997. In addition, the New Jersey 
State chartered bank will file on November 15, 1997 
under N.J.S.A. 54:l0A-2 a 1997 CBT-100 return report-
ing its pre-merger 1997 income. This retl)rn will be in 
addition to the BFC-1 return required to be filed, under 
N.J.S.A. 54:lOA-34, by April 15, 1997 by the New Jersey 
State chartered bank for the 1997 privilege period that is 
based on its income for 1996. · 

9. On July 1, 1997 a national bank headquartered in 
New Jersey merges into a national bank headquartered in 
Pennsylvania. Prior to the merger, the New Jersey na-
tional bank was only doing business in New Jersey and the 
Pennsylvania national bank was only doing business out-
side of New Jersey. The Pennsylvania national bank 
reports for Federal tax purposes on the calendar year 
basis. The Pennsylvania national bank is required to file 
its first annual corporation business tax return (BFC-1) 
on April 15, 1998 for the privilege period 1998 with an 
assessment date of January 1, 1998 based on its income 
from July l, 1997 through December 31, 1997 and the 
income of the New Jersey national bank that merged into 
it from the short period covering January 1, 1997-June 30, 
1997. 

New Rule, R.1997 d.254, effective June 16, 1997. 
See: 29 N.J.R. 850(a), 29 N.J.R. 2708(a). 

18:7-1.15 Investment company; definition• 
(a) "Investment company" means any corporation: • 

1. · Whose business for the period covered by its return 
consisted to the extent of at least 90 percent of "qualified 
investment activities" which are: investing or reinvesting 
in stocks, bonds, notes, mortgages, debentures, patents, 
patent rights, and other securities or the holding thereof 
after investing or reinvesting therein for its own account. 
As used in this rule, "qualified investment assets" are 
stocks, bonds, notes, mortgages, debentures, patents, pat-
ent rights, and other securities and cash on deposit; 

2. Which had for the period covered by the return 90 
percent or more of its arerage gross assets in New Jersey, 
at cost, invested in "qualified investment assets" referred 
to in (a)l above; 
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3. Which meets the numerical tests in (f) below; 
4. Which is not a. banking corporation as. defined by 

the Act; 
5. Which is not a financial business c6rporation as 

, defined by the act; and 
6. Which is not a merchant or dealer in stocks, bonds, 

or other securities, and which is regularly engaged in 
buying and selling such securities to customers. 

(b) "Qualified investment assets" are measured by the 
taxpayer's assets as reported for book purposes at cost on a 
separate legql entity basis . for balance sheet purposes. 
"Qualified investment activities" are measured by gross 
receipts and expenses as reported for Federal income tax 
purposes, and by adding thereto, Federal, state, municipal, 
and other obligations included in determining New Jersey 
entire net income, but not otherwise included in Federal 
taxable income. "Qualified investment activities" and 
"qualified investment assets" do . not include the following . 
specific assets or activities;-' The receipts, direct and indirect 
expenses and assets connected with the following will not be 
included in the numerator of any test: 

1. The making and/or negotiating of loans. These 
activities are generally considered as either banking 
and/or financial business activities; 

2. The renting or leasing of real or tangible personal 
property. These activities are generally considered finan-
cial business activities or .other than investment activities; 

3. The investment in general partnerships since the 
status of a general partner is not considered as consistent 
with a qualified investment activity and investments in 
general partnerships are not statutorily enumerated as-
sets; 

4. The direct day-to-day management of operations of 
affiliated corporations or the actual providing of services, 
directly or as an intermediary, for the benefit of affiliated 
corporations; 

5. The· buying and/or selling of stocks, bonds, notes, 
and other securities for the corporation's customers; 

6. The. buying and/or selling of real or tangible per-
sonal property whether it is classified as · inventory, as 
operating assets, or as capital assets; 

7. The direct investment in collectibles, including but 
not limited to stamps, pottery, cars, gold coins; or 

8. The direct investment in trademarks or similar 
assets. 

(c) "Receipts" include, but are not limited to, the gross 
payments received from others (affiliated or not) regardless 
of whether the receipt is accounted for as an item of income 
or reduction in expense: 

1. For services performed; 
2. For the sale or transfer of assets; 
3. For income recognized from the liquidation of lia-

bilities; and 

Supp. 6-16-97 



.18:7-'-l.15 

4 .. From the iiwestment. pJ reinvestment .of capital in · 
stocks, bonds,. notes, mortgag~s, clebentures, patents, pat-
ent -rights and other secllriti9s, indudible in coillputing 
entire net income. · I . . · · 

(d) "Reimburse~ents" receiv~d"are.payrnentshaving.no 
• elen1ent · of prnfit in a transactipn or element .. 9f covering 

··•·· indirect costs; and are. received• from others. for expenses 
made on their behalf and are the] true expenses ofthe entity 
making the reimbursement; . heJlfe, neither the. expense nor 
its recovery should appear on the taxpayer's income states 
ment fof Federal purposes. Wjhere taxpayer's accounting 
method clisplays such )fems on its income. statement, such 
items will be re01ov.ed fromany takulationsrequiredm;1der 
the reg4lationsfor thetaxpayerrfceiving the ·reimbursement 
and included on. the reimbursing company's return. . . . . ·. . . . . . 1 · 

( e) A corporation electing to' \file. as an investment CO)n-
pany shall make its election on al timely filed original retµm 

. or onia timely filed amended return,. and ·shall substantiate .. 
its claim in accordance with thb tests enumerated in this 
rule ..... · Where . th.e taxpayer dpei not clearly document its 

·• claim t9 investment compaµy sta~us through .11ttachectfiders, 
the claim will be denied; . An election made on an amended 
return shall be filed in· accordanc~ with the periods shown in 
N.J.A.C.l8:7-1J.8(a) to be. eligible for any refund claimed. 

·. An election to file as an investrhent company, once made, 
. may only be revoked byJhe taxpa~erwithinfouryears of the 
filing ofthe origina.L return. The election to file as an 
investment company is ataxpaydr election and may not be 
initiated by the Division o.f T~xation or granted by the 
Division .outside the time frame ~rescribed .. · · 

I 

DEPT. OF TREASURY---TAXATlON 

· (f) In order for acorporation to qualify as. an investment 
company, it must. meet the three-part business test afld the 
assettest: • 

L Business test(three parts): 

i. (Income adjusted): For purposes of the 9Oper-
.cent requirement provided. by (a) above, taxpayer, durc 
ingthe entire period covered by its report, must have 
derived 90 ·percent· or more of its total income . before . 
deductions as· reported fgr Federal income t.aX pur~ 
poses, from cash and/or investment assets. 'I'otal in-
come before deductions as reported for Federal income 
tax. purposes must. be !id justed as follows: 

(l) Addgross receipts or gross saies adjusted for · . 
gross· profi L(io~s) ·. reported . for F'ederat income taxes; 

. . . ' ' . . - . 

(2) Add gross sales price froin the disposition of 
. assetsadjusted for capit~l gain or 1oss or net gain or 
loss reporfed forFederaLinco111e taxes; .. 

. 7-8. I 
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(3) Add interest on Federal, State, municipal and 
other obligations included in determining New Jersey 1 

new income, but not otherwise included in Federal 
total income; 

( 4) Do not add any capital loss carry back or carry 
forward in computing total income. 

ii. (Income unadjusted): For purposes of the 90 
percent requirement provided by (a) above, taxpayer, 
during the entire period covered by its report, must 
have derived 90 percent or more of its total income 
before deductions, as reported for Federal income tax 
purposes, from cash and/or investment assets plus inter-
est on Federal, State, municipal and other obligations 
not otherwise included in Federal taxable. income and 
exclusive of any capital loss carryback or carryforward. 

(1) A gain resulting from the disposition of an 
asset and reported on the installment basis for Feder-
al income taxes is considered income for purposes of 

'18:7-1.15 

the investment company statute in the year in which 
the installment is received under both ( c) li and ii 
above. Income reported on the installment basis is 
treated as investment income only if it is generated 
by the sale of an investment asset. Interest 'income 
received in conjunction with each installment . is 
deemed investment income. 

) 

lll. (Deductions): For purposes of the 90 percent 
requirement provided by (a) above, taxpayer, during the 
entire period covered by its report, must have incurred 
90 percent or more of its total deductions as reported 
for Federal income tax purposes, for holding, inv~sting 
and reinvesting in cash and/or investment assets. 

2. Assets test: For purposes of the 90 percent require-
ment provided by (b)2i and ii above, at Ieast 90 percent of 
the taxpayer's gross assets located in New Jersey, valued 
at cost, must consist of cash and/or investment assets, 
during the period covered by its report. 

Example No. 1 
Corporation A 

Adjusted Income Test: 
Sch. A-6 Other Interest 
Sch. A-29 Interest on Exempt Securities 
Total Investment Income 
Sch. A-9(a) Capital gain (*) 

$56,205 
31,385 

$87,590 
8;947 

Sch. A-11 Total Income 
Sch. A-29 Interest on Exempt Securities 
Sch; D-Selling Price $71,000 Less Gain-$8,947 

Total Income $96,537 Total Income-Adjusted 
(*)From sale of non-investment type assets . 

. Ratio of Investment Income ($87,590) to Total Income Adjusted ($158,590) equals 55% 

Unadjusted Income Test: 
Sch. A-6 Other Interest 
Sch. A-29 Interest on Exempt Securities 
Total Investment Income 
Sch. A-9(a) Capital Gain (*) 

Total Income 
(*)From sale of non-investment type assets .. 

$56,205 
31,385 

$87,590 
8,947 

$96,537 

Sch. A-6 Other Interest 
Sch, A-9(a) Capital Gain 
Sch. A-29 Interest on Exempt Securities 

Total Income-Unadjusted 

Ratio of Investment Income ($87,590) to Total Income Unadjusted ($96,537) equals 91 % . 

Deduction Test:· 
Sch. A-13 Salaries 
Sch, A-17 Tax (Investment related) 
Total related to Investments 

Sch. A-17Taxes (Real Estate) 
Sch. A-27 Total Deductions 

. $24,000 
1,000 

$25,000 

1,200 
$26,200 

Sch. A-13 Salaries 
Sch. A-17 Taxes 
Sch. A-27 Total Deductions 

Ratio of Investment Related Deductions ($25,000) to Total Deductions ($26,200) equals 95% 

Assets Test-CBT-100 Schedule B (restated at cost) 
Cash 
Bonds, Notes & Mortgages 
N.J. State & Local Governmental Obligations 
All Other Governmental Obligations 
Total Intangible Personal Property 
Land 
Buildings 
Machinery & Equipment 

· Total Real and Tangible Personal Property 
Total Assets 

(*)Sold· during accounting period 

$21,558 
123,821 
27,140 

1,067,874 
$i,240,393 

5,000* 
30,000* 
17,000* 

$52,000 
$1,292,393 

Ratio of Total Intangible Assets to Total Assets equals 96% 
· Corporation A does not qualify since it did not meet the adjusted· Income Test. 
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$65,152 
31,385 
62,053 

$158,590 

$56,205 \ 
8,947 

31,385 

$96,537 

$24,000 
1,000 

$25,000 

· · Supp. 12-18-95 
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Example No. 2 
Corporation B 

Adjusted Income Test; 
Sch. A6 Other Interest $82,722 Sch. A6 Other Interest 
Total Income from Investments ( $82,722 Sch. A-11 Total Income-Adjusted 

Ratio of Investment Income to Total Income~Adjusted equals 100% 

Unadjusted Income Test: 
Sch. A6 Other Interest $82,722 Sch. A6 Other Interest 
Total Income from Investments $82,722 Sch. A-11 Total Income-Unadjusted 

Ratio of Investment Income to .Total Income-Unadjusted equals 100% 

Deductions Test: 
Sch.A-17Taxes , $1,709 
Sch. A-18 Interest Expense _)] 
Total Investment related deducti~ns $1,746 Sch. A-27 Total Deductions 

Ratio of Investment Related Deductions equals 100% 

Assets Test: CBT-100 Schedule B (restated at cost) 
Cash $26,482 
Bonds, Notes & Mortgages · 365,444 
All Other Governmental Obligations 499,254 
Total Investment Type Assets $891,180 
Total Real and Tangible Personal Property ..,0-
Total Assets. , . $891,180 

Ratio of Investment Type Assets to Total Assets equals 100% 
Corporation B qualifies.as an investment company since ifmet each test. 

Adjusted Income Test: 
Sch. A-5 Inierest on Gov't Obligations 
Sch. A-6 Other Interest 
Sch. A-8 Gross Royalties · 
Sch. A-9(a) Capital Gain 
Sch. A-29 Interest on Other Obligations 
Total Income from Investm<;:nts 
Add: Basis of Asset Sold 
Gross Investment Income 

(*)Investment type ass~t 

Example No. 3 
Corporation C 

$9,000 
$5,000 
8,000 
2,000 

_.iQQ 
$24,500 

· 8;000* 
$32,500 

Sch. A-11 Total Income 
Sch. A-2 Cost of Goods Sold 
Sch. A-9(a) Sales Price $10,000 
Gain 2,000 equals 
Sch. A-29 Interest on Other Obligations 
Total Income-Adjusted 

Ratio of Gross Investment Income to Total Income-Adjusted equals 78% 

· Unadjusted Income Test: 
Sch. A-11 Total Income 
Sch. A-3 Gross Profit 
Sch. A-7 Gross Rents 
Sch. A-29 Interest on Other Obligations 
Total Income-from Investments 
(*)Non-investment income · 

$32,000 
(1,000)* 
(6,000)* 

_.iQQ 
$25,500 

Sch. A-11 Total Income , , 
Sch. A-29 Interest on Other Obligatidns 

Total Income-Unadjusted 

Ratio of Investrnerit Income to Total Income-Unadjusted equals 78% 

Deduction Test: 
Sch. A--12 Compensation of,Officers 
Sch. A-13 Salaries & Wages 
Sch. A-17 Tax 

Total Investment Related Deductions 
(*)Includes $2,000 real estate tax 

$2,000 
10,000 
10,000 

$22,000 

Sch. A-12 Compensation of Officers 
Sch. A-13 Salaries & Wages 
Sch; A-17Taxes 
Sch. A-21 Depreciation 
Sch. A-27 Total Deductions 

Ratio of Investment Related Deductions to Toial Deductions equals 88% 

Assets Test: CBT-100 Schedule B (restated at cost) 
Cash 
Bonds, Notes & Mortgages 
NJ State & Local Gov't Obligations 
All Other Gov't Obligations 
Patents & Copyrights . 

Total Investment Type Assets 
Land 
Bldgs. & Improvements 
Total Real and Tangible Personal Property 

Supp. 12-18~95 

$5,000 
50,000 
10,000 

100,000 
_l,QQQ 
$166,000 

50,000 
200,000 

$250,000 (non-investment type assets) 
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$82,722 
$82,722 

$82,722 
$82,722 

$1,746 

$32,000 .·, 
$1,000 

(Basis) 8,000* 
_.iQQ 
$41,500 

$32,000 
$500 

$32,500 

$2,000 
10,000 
12,000* 
1,100 

$25,100 
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Total Assets . . . . . $416,000 
Ratio of Investment Type Assets to .Total Assets equals 40% .• 
Cqrporation C does not qu~lify as an investment. company since it did not meet all tests. 

Example No; 4 
Corporation D 

Adjuste·d Income Test: 
Sch. A-4 Dividends , 
Sch. A~S Interest on. Gov'tObligations 
Sch. A-'-6 Other Interest 
Sch. A-8 Gross Royalties 
Sch. A~ll Totai Income 
Add: Sales price of assets sqld 
Total Investment Income 
(*)Investment type asset sold at a loss · 

. $14,000 · 
12,000 
11,000 
11,000 

$48,ooo· 
50,000 · 

· $98,000 

Sch. A~ll Total· Income 
Deduct: Capital loss per Federal S~h, D 
Add: Basis of capital asset sold 
Total Income-Adj~.sted , . 

. Ratio of Investment Income to Total Income~Adjusted equals 100% 

Unadjusted Income Test: . . 
Total Income from.investments . . , . . $48,000. Sch: A-11 Total Income Unadjusted 

Ratio of Total Investment Income to Total Income-Una.~justed equals 100% 
$48,000 

. /. 

' Deductions Test: 
Total Investment Related Deductions $30;2so Investment Reiated Deductions 

Sch. A-17 Real Estate Tax 
$30,250 

675 
_.llQ 
$31,045 

Sch .. A-2.1 Depreciation 
Sch. A-27 Total Deductions, 

Ratio of Investment Related Deductions to Total Deductiqns equals 97% 

Assets. Test:. CBT-100 Schedule B (rest~ted at cost) 
Cash , · $11,000'' · 
Accounts & Notes Receivable 12,000 , 
Corporate Stocks . 30,000 . 
Bonds, Mortgages &. Notes . 30,000 
NJ State & Local Gov't Qbligations · 15,000 
Patents & Copyrights 20,000 
All Other Intangible Personalty . $60,000 

Total InvestmeiltType Assets $178,000 · 
Land . $15,000 
Furniture & Equipment 1;200 
TotaLI~ea!and Tangible Property . $16,200 
Total Assets $194,200 

Ratio of Investment Type Assets to Total Assets .eqgals 92% . . 
Corporation Ll qualifies as an investment company since it met each test. 

Exaµiple No .. 5: Corporation A negotiatesand discounts 
loans as opposed to merely investing in notes that were · 
negotiated by others. It may not include the income from 
that activity in the numerator in determining whether its 
business "consisted to the extent of at least 90 percent of 
holding, investing and · reinvesting in stocks, bonds, notes,· 
mortgages, debentures, patent rights and other securities for · 
its own account" since it is, in fact, in 1competition with the 
business of national banks· in employing moneyed capital 
with the object of making profit by Jts use as money and as 
such is a financial business for p~rposes of the Act. 

Example No. 6: Corporation B makes or deals in secured. 
or unsecured loans and discounts. It may not include the 
income from that activity in the numerator i1.1 determining 
whether its business "consisted to the .extent of at least 90 
percent of holding, investing and reinvesting . m stocks, 
bonds, notes, mortgages, debentures, patent rights or other 
securities for. its own account" since it is, in fact, in cdri:J.peti-
tion with the business of national· banks .in employing mon~ · 
eyed capital with the object of making profit by its use as 
;noney and as such is a financial business prohibited by the 

/Act from qualifying for the election. · · 
i 

' ' . ' ' ' 

Example No. 7: Corporation C rents or leases property in 
transactions that approximate secured loans. It may riot 
include the income from· that activity in the numerator in 
determining whether its business "consis,ted to the extent of 
at least 90 percent of holding, investing and reinvesting in' 
stocks, bo1.1ds, notes, mortgages, debentures, patent rights or 

· other . securities for its own account" since this is considered 
a finandal .business activity; 

Example No. 8: Corporation D provides and ch~rges ·• 
Corporation O and other affiliates for general and adniinis0 · 

trative servicesitperforms on behalf of Corporatinn O and 
the affiliates .. The charges cov~rthecost, which includes a 
percentage of Corporation D's wages, depreciation expense, 
as well as other direct and indirect expenses incurred by 
O>rporation D to provide these services. Corpor:ation D 
must include such receipts in the denominator; but not the 

· numerator, in calculatmg the tests provicled under the rule. 
The charges made to ·o go. beyond actual · reimbursements ·. 
and, while considered receipts,. are not considered receipts 
from qualified· investment .. activities within. the meaning of 
the. rule. Where such inclusion causes the percentage to 
drop below the 90 percent requirement, the corporation will 
be denied its claim to investment company status. 

7-11 



18:7.:::1.15. 
: . . . . . .· ·. . . I .· . . 

· Arn.ended by R.1979 d.45, effective FWrµary 6; J979; · 
See: ·11 N.J.R. 40(d), 11 N.J.R. 150(b~ .. ·· I · : . · , · 

· As amended, R.1982 d.34, effective F\lbruary Hi, 1982) 
See: 13 N.J.R. 684(b), 14 N.JR 209(p). . . 

(c) added: · . · · ·... .. . .· . ! . . 
Amend~d by R.1985 d.561, effectivel'jlovemper4, 1985. 
See: 17 N.J.R.1537(a), 17 N.J.R. 267r(a). ·. . .. 

· · Substantially amended. · · i , . . .. 
Amenc,led by R:1990 d.4~7, effective <Dctober 1, 1990. · 
See: 22,N.J,Rd904(a), 22 N.J.R. 3159(a). . . . ..· . . . . ·. 

. Definition of investment company restructured; investment activities 
· and assets,. receipts, reilllburSements,[.and timelim;:ss•cifelections claris 
. ·. :fied ftirther,. pursuant to the holdings of. the court. in National. Wax 
. •·. Paper Companjiv. Director, ·mvision 'of Taxation M.C~53~78 (Tax Cou~ 

1981) and Milton Management, Inc.! v. Director, ,Division of Taxation 
· i\i'C-386-72 (Pivisioq of Tax Appeal~, 1975), a11dpepartment of. E'nvi-. 

ronmenttil Protection. v .. Franklin· Township, 3 N.J. Tai ms; 119 (Tax . 
· · Court 1981), ajf'd 5 N.l Tax 476 (Apij,.Div;l983),; · ·. · 
. Am~n~e~ by R.1994 d .. 186; ~ffectiveJpril 18, 1994. 
. ,,See .. 26 N..J.R 761(a), 26 N.J.R. 169~(b), 

' , ! 
• • ,1 Statutory References . . . .. . .. 

, c'see}tis,8 54:10A-4(t) as.to th~Je corporktio;~ incl~deq ~nd t\)ose . 
riqt incl.udeo within the definition of~ investmentcompany. 

.· •. ' , , ' \ . , , , 
.. - . . . . . . '_ . . . . -· ·: ·' .. - .. 

. . DEPT .. OF TREASU~Y~TAXATION 

, .· iii. The. lease inust be a netlease .. •· · · ·•·· . 

. i'7, . The. lessor must recover its. full iii vestment ·. p}us.' · (. ,1 
' its cost of financing, .throu·gh the rental payments, tax ·. · 

. benefits,. and the residual value of th,e .Pr()perty'., . J 

. (b) For purposes of this s~ction: .. 

, , L "Tax benefits" nie!lDS those benefits derived from . 
depreciation and: aµy, iµvestment tax credit related to the 
financed property/.. ' · · 

· · I • I 

2.. "Re~idual value d( the . prnperty" · weans. 'the esti-
.. lJlated value of the leased property at' the . end of the 

.. origin'af lease as determined at the time th~ foase is 

. executed. · · . 

3.' "N~t lease" means a lease ·und~r which-the iessor 
\Viii not, directly, 0( indirectly, provide or, be obligated to.· 

·. provl<ldor: ., •· ·· ··. · • < · · , .•· ·.. .. · 
i ' / - ·. . . , . 

.. . . ' . . •I·. , ··. ( 

· ... , '18:7-1.16 Financi~l businessJorporation(detinition 
' • . . . i .. • •. . . . . 

.. \ i .. ; The servicing, repair or maint.enartce·of the leased. 
property .during the. lease term. · . . 
.. ·': ' ' (. ·-, 

:, 

. . . (a) ''Financial business corpdradon" mearis a corporation 
· · ~at, is, in fact,· in sul:>stantial · c~inpetition With the business 
· of national banks, and which ·also employs mcineye,d c;apital , ·. . I ·• . ,. . with the object of makingprofi, by its µse as money through 

any of the following: · · · i · · 

. L ... Discotmung 'and neiodating. promissory , : ~otes, . 
drafts, .bHls bf excliapgf aqd other evidences of debt;. 

· , . , . .. , . · " .i: I ·•· . . · , · . •, .. · . 
2. Buying and selling exchange; . ·. ·. , · · .·. · · • · .. . · . 

•. 3 ... M~g 'of or dealini J sectired 0~ unsecur~d lo~ns 

ii.· · The purchasing ·of parts and ~accessories for the 
_ leased property; however; the miprqvements and addi- .· 
tions to the leased property I)lay b~ Jeased to the lesse:e 
·upon its request. '·. . , 

. I\ 
. . . . . , . , 

·. iii.• The loan of replacement .or substitµte, property• .·/~ 
. while the leased propertyis being serviced. ·. . •,. ' V 

. ' . ·,. .. ·,. ·: .·,. , .· .. ,.: ", / 
iv. The purc.{~sing of insurance for, the lessee, e:x;~ :.• 

cept .wliere . the lessee has. failed in its ·contractual. 
:obligation Jo purchase or maint,l;liri · the .. required ins1im · ·.· 

.. ance. arid discounts; , .. ] I . . . 
. ·· ·. · i · · · ·. · . . 'v, The renewal of any license .orregistration for the / 4. · · Dealirtg,in securities 0Jr1.share,s of corpurate stock by, · ·· · .· .. · · 1 . · · . · · . · ·•. . . . . property ulllesssucl.1 action by the. taxpayer is dea~ly 

r purchasing and selling stt~h.!secutities and, sto~lc with().ut .· '. necessary to ptotecfits interest as an owner or ffuancier 
recourse, Sc:i!ely 'tipon the o~der ,and ~or the. a~count: of ofth. e P. roperty. · · · · 
customers· . ·. · · ·. · . . ! • ' ' . · 

.. s. ·· .. Inv~sting ~d- 'r~~vesJibg in marketab~e . oblig~ti~J,lS , ( C) A fiti~cial b~siiless ~orporation shall not include:. ·. 
· · / · ·~videncing : . indebtedness of] any. person, copartnership, . .· . · ' · . . . .· . . 

. association or corporation in/ the form of bonds, note~ or , 1. AnY enterprise that is not a corpc:ira!ion; 1 . . .. ·, 
debent~es commonly know4 as inves~en~ securities; or ?• National banks; ·, 

6;, .. Dealing fa or underwriting obligations of the Units · . · . 
e.d States, any. state or any p~iitical subdivision:thereof or · 3,. . Production credit associations organized uild,er . the . ·.· • · 

· .... Farm CreditActof 19a3'or the Fann Credit Act of 1971, 
! of a corporate instrumentality of any of them. . . ' . . . , . , . . , . •, . I ,· ·. • , . • • ·., .• • 

. . \ 1 , • .·• . • , ·c- · • ..• . ·. Pub. L .91-181 (12 U.S.C. §. 2091 et seq.); .... · .. .·.· , · 
· 7: Certain leas41g _transaftions whiph app~oximate _se- 4 •. Sto~k o. t mtitu~ in~urance ~omp~i~. s authorized to.· 

cured loans by meetmg eaah of the followmg reqmre- , · . • • • ' ' . I ' . . •· fiarisacfbusiness in this State; . , . , . . ·.. .·. .. ' ' , · men ts: , . · , . . .· · ·. I . . ··. · · . . : . . . . , 
. i. 1-,essor must look pH.marily til the creditworthi~ 5. Securities brokers ~r dealers, invesbiient cc:impa- . 

. n.· e.·. sh .. ·s·· .. ' o. fLe ... ths·· ·seo····rl·ems.•·saey.e.nin·o·t oret.,dly.rl root··· or•.·erpe.·ec. to ... itv.1···eo.·.· ru.·• .. ·s.1.: t.· lse· .. ains .. 1v·ne·gs. tom····fe·.tn·,.ht .. e··: .. ; .· .. ·. .. . nies·; :or iil.ves~ment. bankers not employing moneyed. C!ipi- . ·. !al witf the_ 9bject of profit by its. use as, lllon~y or· /~"'. 
m· substantial competition with the , business of national •·. , ~=~!:~~- ! . . . ·.·.. . • ~-ll b~ .1. . . . . ·. •~ 

, I 
I 
! 
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6. Real estate investment trusts; 

7. Credit unions organizedundei; the laws of this 
· State; 

8. Savings banks organized under . the· · 1aws of this · 
State; 

9. Savings and loan or building and loan associations 
organized underthe laws ofthis State; 

10. Pawn brokers organized under t)le laws of this 
State; and 

p. State banks. and trust companies organized under 
the laws of.this State. · 

( d) A financial business corporation may not qualify as an 
investment company as that term is used in N .. J.AC. 
18:7-1.15. 

( e) The business of national bank is defined, and may be 
redefined from time to time, by the Congress of the United 
States at 12 U.S.C.A. 21, et seq. (The National Banking 
Act). 

1. "The business. of national banks" as used in . 
N.J.S.A. 54:10A-4(m) and this section means the business · 
of the bank itself and does not include bank subsidiaries, 
holding.comp'anies or affiliates. 

(f) A corporation may qualify as a financial business 
· corporation provided that 75 percent of its gross income is 
derived from the activities enumerated in (a)l through (a)7 
above. For purposes of maki!):g . this computation, gross 
income shall be the sum ofthe amounts reported on line 1 
and lines 4 through 10 of Schedule A on Form BFC-1, 
adjusted as follows: · 

1. "Gross in9ome" for purposes of this subsection and 
N.J.A.C. 18:7-5.2( a)7iii means the result .of adding Jhe .. · 
income amounts for gross receipts, or sales, dividends, 
interest, gross rents, gross royalties, capital gain,. net 
income, net gain o~ loss from line 14(a), Part II, Federal 
Form 4797 and either income as adjusted for interest on 
Federal, state, municipal and other obligations not inch.id~ 
ed inline 5 above and the dividend exclusion; 

2. Gross income arrived at (f)l above is the denomi-
nator; 

3. The gross income included in {f)2 above resulting 
from the activities setforth in (a)l through (a)7 above is 
the numerator; . and 

18:7-1.17 

4. Ifthe resulting percent11ge 9f (f)2 and 3 above is 75 
percenfor niore,such f:Orporation is a firlancial business . 
corporation. 

(g) A corporation that qualifies as a .financiaL business 
corporntion must file a Corporation Business Tax R.etum . 
for Bank~g and Financi;tl Corporations, Fortn BFC-1 and 
complete Schedule · L apportioning the financial business 

. . . . . . . . . . I . . .. 
· conducted in New Jersey consistent witq N.J;S.A. 54:l0A-38 

(Section 38 9f the Corporation :Susiness Tax Act) .. 

• Repe~led by R.1979 d.45, effective February 6, 1979. 
See: 11 NJ.R. 40(d), UN.J,R. 150(b). 

Formerly entitled "Motion to report as investment company". 
N~w Rule R.1987 d.335/effective August 17, 1987. 
See:. 19N.J.R. 712(a), 19 N.J.R. 1568(b); • 
Amended by R.1993 d.364, effective July 19, 1993 . 

. See: 25 N.J.R. 1841(a), 25 N.J.R. 3239(a). 

18:, ... 1.17 Application of the tax to. licensees under the 
Casino Control Act; casino business \ 

· consolid~ted return 

(a) Pursuant to N:J.S.A.. 5:12-148(b), any business con-
. ducted by an individual, · partnership, corporation, or any . 
other entity, or any combination thereof, ,holding a license 
pur~uant to the Casino Control Act shall, in addition to all 
oth~r taxes imposed by that ad, file a consolidated corpora-

. tion business .. tax return · pursuant tc:i the Corporation Busi-
ness Tax Act and pay the taxes indicated thereon. 

· (b) The consolidated return to be filed under the. Casino-
Cortrol Act is in addition to, and not in .lieu of, any return 
due tinder the Corporation Business Tax Act. Provided, 
however, that where any corporation is a.licensee under the 
Casino Control Act, it mayr exclude from the returr{ due 
under the Corporation Business Tax any item of income,· 
loss or deductio~ appearing on its consolidated return, ·but 
which would have been. reported on its own separate return 

• under the Corporation Business Tax Actfor the year for 
which that·item would otherwise have been reported. Pro-
vid~d .further, that where any. corporation is a partner in a 
licensee under the Casino Control Act, it may similarly 
exclude its share of distributable income or loss attributable 
to its partnership interest in the licensee which would 

. ot~erwise have been reported by it qn its own separate 
retarn under the. Corporation Business Tax Act. 

L 'In no event may the tax reduction arising out of any 
such.exclusion exceed the portion of the tax paid with the . 
consC>lidated return which is clearly attributable to the net 
effect of the existence of the amount· which· is duplicated 
in entire. net income op the separate return filed under 
the Corporation· Business Tax Act. 

7-13 . Supp. 12-18-95 
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2. The return .filed · urid~r the Corp0ration Business 
Tax Act shall .. reflect . iaxa:ble), income . before pet operating 
loss deduction· and special deductions Which is required to 
be reported to the .. United. i States Treasury Department . 
for the purposes of compu!ting its Federal. income tax. 
c:Iaims for• exclusion for. any !duplication shalt be separate-
ly identified in computing ! entire Iiet income and be 
documented and· reconciled 1onthe return due under the 
Corporation Business T~A~t. 

:~ . - ·-· --. - . , I - : . 
3; The amount of net w~rth reported on the .. · separate 

: ,I ._ ·.: ·_ .,:···-__ . - _-

return filed under the Corpqration BusinessTax Act by a 
corporate member of a cori.solidated group inay be re• 

! •.•.· ·.. ·. /. .• . .• 
duced by an' amount also r,eported. on tlie . consolidated 
corporation business taxi ret~rn of the casino business to 
the extent that such net wor,h would have been duplicat-
ed on both returns. j 

I 

I 
< ·1 .) ' 

. ( C )The principles of ·. cons~Hdation are detefinined'by 
fegarding each casino . hOteL 1as though it were . a single 
corporation reporting inits 0wil right under the Corporation 
Bu.sin.ess Tax. Act. The rules ioverning · consolidation urtder 
the. IriternaL Revenue Code 10 not apply. . The business 
conducted by each casino hot~l shall give ri~e to an obli~ 

.\ gation to filt a separate cons0Hdated corporation business 
tax return based on all the business activities conducted with . --· ' . . - . . ',. . 
respect to that casino hotel. l,\11 licensees subject to com-
mon effective control, without respect to their form of 
organization or the form of lic~nse held, . exsept for.· lic.enses 
issued • to individuals in their :capacity as employees; must 
join in filing the consolidated lret~m .. All transactions be-. 
tween or among them are to b;e eliminated in consolidation 

. and s~all not appear on the ,cpnsolidated return ... Accords 
ingly, where the same license~ is a participant· in the pusi~ 
ness conducted by more than ?ne cash10 liotel; itmustj?,in 
ihfiling a consolidated return 1 with each ~uch b~siness. A 
change }n common . effective j:ontrol terminates the fiscal 

yFar for purposes of filing the 9onsolidated return. 
I 
i 
i 

l. Common effective coq.troHs the power• exercI~able . 
by any person or entity arising outof ownership or a 
contractual arrangementwhi~h joins.rii:ore than one licen-
see and permits dominationi in the· mam1gement of more .. 
thru,i one licensee_ for the PUf pose of eng~ging in a. single 
casmo . h0tel buslhess; Co~mon effective control · also 
occu~s where · a contractual! .. arrangement. permits more 
than one licensee to operate jointly a single casino hotel· 

. . . . I -. . . . 
. I 

Supp .. ·. t:~-18,95 
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busihess .. · For exalllple, where thesan1e persons or~nti-
.ties simµltaneously control voting stock, boards pf di0 

' ., .. r~ctors o'r serve as or nominate . ~anaging partners or are 
employed! as managers or executives in more. tpan one 
licensee· which . participates/in the· b.usiness activities .. con, 

- ducted by. the same casino hotel, or where · a licens~e 
executes a.sale and leaseback of its property with another 
licensee .and . reserves by. cqntract the option to recover its 
property, all such licensees shall join in filing the consoli-
dated return. Notwithstanding . an absence of common 
ownership, licensees joined in the operation of the busi0 

ness conducted·by a casino.hotel bymanagement contract 
or partnership arrangement shall join in filing the return. 

2.,...:.Consistent with N.J.A..C. 18:7-U:15(a), the sepa-
rate return due under the CorpoI'ation Business Tax Act 
may not be consolidated. 

(d) Where a licensee is engaged in_ a business wholly 
µnrelated. to"tl:ie casino hotel, or is engaged· in the operation 
of rii:ore. than one casino hotel, common costs must be 

. apportioned . in a reasonable . manner. consistently . applied. 
The method of apportionment shall be disclosed· on· the 
consolidated return and may be adjusted by tlle Director 
where it shalt appear to him to result in a distortion of tax 
liability. 

( e) · Where the licensees joining . in filing the consolidated 
return do not have a comm.on fiscal year, th,e return may be 
based upon the. fiscal year. ofthe casino operator a:s · defined 

. at N.J.A..C. 19:54-1.2 where all licenseesjoin in making such 
~n election.. .• The . other _ licensees may.· then< include their 
respective finahdal co.ridition and operations on the basis of 
their own. fiscal· yearswithin which the consolidated year 
ends.1 Separate schedules reconciling timing differences in 
elimination. of balance. sheet items and items of entire net 
incorne. attributable to the lack o( a com~on fiscal year 

'must be submitted as part ofany. such consolidated return. 
In the absence of this election, the· return shall· be based on 
a calendar year· ending. December 31. The reporting meth-

> od, once adopted,is effective for aff future returns unless 
the prior consent of the. Director is ·obtained for a change. 

,· '" -

(f) Alegend shall be prominently displayed on the face of 
any . retunf filed under· this section identifying the retµrn as a 
casino. business consolidated return, 
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EXAMPLE 

Manage-
Elimina-·Hotel· mentCo. Consoli- Duplications 

Entity 1 Entity2 tions • dated Entity 1 Entity 2 
Dr. Cr. Dr. Cr. / Dr. Cr. Dr; Cr. Dr. Cr. Dr. Cr. 

Gaming Revenue $ $1000 $ $-0:... $ $ ' $ $1000 $ $1000 $ $-0-
Other Income 200 -0- . 200 200 -0-
"Management Fees -0- 500 500 -0-: -0- -0-, 
Total Income 1200 500 1200 1200 -0~ 
Management Fees 500 ·-0."- 500 -0- -0- -0:--
Payroll· Deductions -0- 200 .. ·200 -0- 200 
Other Deductions · 200 -0- 200 200 -,-0-
Total Deductions 700 200 400 200 200 
Net Income 500 300 800 
Duplications 1000 (200) 

Entity #1 . . 
Net Income ......................... $ ·500 
Adjustment for duplication ........... /(1000) 
Tax Base ..... ; .................... : .. $ -0-

Entity #2 . 
Net Income ......... , ................ $ 300 
Adjustment for duplication ..... , ; ..... ( 200) 
Tax Base ........................... $ 300. I Entity #2 may elect not to exclude dupHcations 

New Rule, R.1985 d.453, effective September 3, 1985. 
See: 17 N.J.R. 901(a), 17 N.J.R. 2145(a). 

18:7-1.18 (Reserved) 

SUBCHAPTER 2. NATURE OF TAX 

18:7-2.1 Nature of tax; in general 

(a) The Act imposes a franchise tax on every domestic 
corporation· not otherwise exempt, and upon every f9reign 
corporation not otherwise exempt, falling within any of the 
taxable categories enumerated in. N.J.A.C. 18:7-1.6. 

(b) All corporations incorpo_rateci in New Jersey aridall 
foreign corporations acquiring a taxable status in New Jer-
sey immediately become subject to the tax. 

Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 

See N.J.S.A. 54:lOA-2 asJo those domestic and foreign corporations 
deemed to have acquired a taxable status. ·· 

18:7-2.2 Calendar and fiscal years; definitions 
I 

(a) The term "calendar year" means an accounting peri0 

od ending on December 31. 

(b) The term "fiscal year" means an accounting period 
ending on the. last day of any month other than Decemb~r. 

Statutory References 
See N.J.S.A 54:10A-4(i) as t9 definition of "fiscal year." 

18:7-2.3 Federalcalendar or fiscal yearfor reporting 
(a) In general, the calendar or fiscal year .on the basis of 

which the ·taxpayer is required to report for Federal income 
tax purposes is th6 calendar or fiscal year on the basis of 
which it is required to .. report for purposes of the Act 

(b) Repol'ts based on a 52-53 we.eks account year will be 
· accepted where that method of reporting is permissible and 
. used for Federal tax purposes; ff that method is used, a 
'fiscal • year which begins within seven days from the begm- . 
ning of any. calendar · month shall be deemed. ·. to have begun 
on· the first day of that. calendar month, and any fiscal. year 
which ends within seven days from the end of any calendar 
month shall. be deemed to have ended on the last day of 
that calendar month. · 

18:7-2.4 Proof of Federal accounting period 
· Every do.mestic and every foreign corporation which ac-

quires a taxable status in New Jersey shall submit proof to 
the Division of Taxation,. within 90 days of the date . of 
incorporation or the · date of acquisition · of such .taxable 
status, of the accounting period established by it for Federal. 
income 'tax purposes. 

· Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), UN.J.R. 150(bf 

. . . ·1 .. 

'18:7.,.2.5 Proof of accounting period other than Federal 
· basis 
A ~ubject corporation which is ndt required to file a I 

Federal income tax return shall also . submit prnof to the · 
Division of Taxation; within 90 ·days of the date of incorpo-
ration or the dateof acquisition of a taxable status, of the 
accounting period on the , basis of which to report for 
purposes of the· Act. 
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. •· . . .· i . 

Amended byR.1979 d.45; effective february 6, 1979. 
See: p N.J.R40(d), 11 r:,l.J.Rl50fb). 1 ? 

. . I 
18:7-2.6 Subject corporations must tile on basis of 

calendar year, peritjd unless otherwise.permitted 
I 

A ·subject. corporation whi~h is not required · to file a 
Federal iI).cometax return mu~t file its Cm;poration Business 
Tax Return on the bas{s, ot a calendar year accounting 
period unless permission . to employ a fiscal. year· basis has 
been granted in writing by tije Division of Taxation upon 
applfoation having been made.i 

. .. . I 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), ll N.J.R. 150~b). · 

18:7-2. 7 Eff~ct of failure by a corporation to establish 
accounting period i . 

· A corporation which has. ~ot es~ablis~ed an accounting 
period for Federal income tax1 purposes shall be deemed to 
be operating on the basi.s o~ a calendar year accounting 
period · until proof has been submitted to the Division of 
Taxatipn of the· establishment of a fiscal year accounting 

' ·· period for Federal income tax purposes. , 
• 1. 

Amended by R.1979 d.45, effective ijebruary 6,1979 .. 
. See: 11 NJ;R. 40(d), 11 N.J.R. l50(b) .. 

, . I . 

· , 18:7-'2.8 Effect offailure by 4 corporationto submit proof 
1 of · an established fiscal·. year ac<!ounting period 

. i ' . . . . . . 
Every .corporation which hll.s not imbmitted1 satisfactory 

proof to the Division of Taxa~ion that it. is operating on a 
basis other than a. calendar 1

1 year accounting ·period for 
Federal income tax purposes, span be deymed to be operat-
ing on the basis of a calendar year accounting · period, · 

. . 'i . 
Amended by R.1979 d.45,effective F~bruary 6, 1979. 
See: 11 N.J.R40(d), 11 N.J.R. 150(9). · \ • 

I 
' 18:7-2.9 Effect of proof of est~blished fiscal year 

accounting peri<>d su~mitted · late 

, Upon due proof of the_estaijlishment of a fiscal account-. ' 
irig period and the filirig of a lproper retur,n coveririg such : 
period accompanied by paymetjt of the tax liability, a corpo: 
ration shall ·. be credited with a*y payment· made in . connec" ···· 
tion with a return previously filed on the basis of a calendar 
year (period by reason of this re~ulation. 

I 

i 

18:7-2.10 Peri<>d of application of tax 
. -: . ··... I . .· .· 

The. tax is. imposed . for each! calendar or . fiscal period · of 
the taxpayer, or any part thereM, during whichthi taxpayer 
had a tax:i.ble status as describ¢d in N.J.A.C. 18:7-1.6. See 
N.J.A.C. 18:7-1.6, (Taxable staths; how created.) 

·. I .· . 
• 1 . 

.. I . 
Statutory References 

See N.J.S.A. 54:10-15 as to annual ~ayment of.franchise tax for all or 
part of a ta,xpayer's annual or fiscally#ir aceounting period, · · 

I 

DEPT. OF TREASURY-TAXATION 

.Case Notes 
' , ) I 

· · Rule provides that corporation busiriess tax be imposed upon. each r 
calendar year or fiscal period of tlie taxpayer; business held subjecno 
tax despite its winding down because it remained an enterprise employ-
ing money capital. coming into competition with the business of national 
banks and still generating interest income: J.H.E. Financial Corp. V; 
Taxation Div. pirector, 3 N.J.Tax 375 (Tax Ct.1981). · 

18:7-2.11 Component factors of tax base 
. . ·. 
The tax for the period or partial period prescribed in • 

. ' _- . . 

N.J.A.C. 18:7-2.10 is measured by taxpayer's allocable entire 
net iricome. . ' · · · · · - · · · · · ' 

As amended, R.1970 d.121, effective October 5, 1970. 
See: 2N.J.R, 78(a), 2 N.J.R. 95(a). ·. 
Amended by-R.1994 d.186, effective April 18, 1994 .. · 
See: 26 N.J.R 76l(a), 26 N.J.R, 1696(b). • 

Statutory References 

N.J.S.A. 54:l0A-5, 15. · 

18:7-2.12 Applicati7n ~f State franchise tax to 
corporations . • , 

_ · The franchise tax is imposed for all or any part of each 
calendar or fiscal year during which the taxpayer possessed a 
New Jersey franchise or otherwise has a taxable status as set 
forth iri N.J.A.C. 18:7°--1.16. . 

Amended by R.1994 d.186, .effective April 18, 1994. · 
.see: 26 N.J.R. 76l(a), 26 N.J.R.1696(b). · 

Cross References ·. · 

·As to taxable status, see N.J.A.C. 18:7-1.6. 

Statutory References 

· See NJ.S.A. 54:lOA-15 as to paymeritof franchise. tax forall or' p~rt 
of eacb . of a· taxpayer's fiscal or calendar year accounting period 
(beginning January 1). · 

. . . . 
, ' - - . - . .. . ' I . ·· .. , . 
18:7-2.13 · Conditions destroying franchise and fram;hise . 

·~ . . . . -. 

. A.domestic corporation may c~ase to possess a franchise 
as a result of: · ' · 

\ 

1. Its dissolution; 

2. Its consolidation or,merger into another corpora-
. tiori; 

3. J;'he surrender, revocation or annulmelit ofits char~ 
ter;or L 

4. The expiration of the term of duration prescribed 
in its charter. · 
I . . . . 

Amended by R.1979 d.45, effective February 6; 1979; 
·· See.: 11 N.J.R. 40(d), 11 N.J.R. 150{b), . 

\ . . I 

I 
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CORPORATION BUSINESS TAX ACT . -· 18:7-3.4 

18:7-2.14 Allocation of payments received with CAR-100 ·. Amended l>y .R.1983 d.62, effective March 7, 1983 .. 
· . . . ·. ·. See: ~4 .. N.J.R. i206(a)~ is ~tJ.E.;3~3(<;1.).-._· ; ..... • · . ·-· 

(a) The GAR,-100. serves both as a corporation's annual . Added "accounting period b#ore· July l;:-1986'.' to (a:) ... Also added 
report and' also as a voucher with which.to remit the t.otal (b)-(e): .· .. . · ·. . . . ..•· . 
corp'oration. business tax balance due and the an.nu. al rep·· ort - .Amended by R.1994 d:I86, effective April 18; 1994". 

See: 26 ~U.R. 76l(ii), 2(i N.J.R.1696(b). 
fee payments. Payments r~ceived in . connectior1. with . the .... 
joint Corporation Business Tax/Corporate Annual Returh. -•· . .Statutory Refere!}~S . 
filing and payment~program shall first be used to satisfy the. . . I 

· · · · See N.J.S.A.. 54:10.i\-'5. as· to how taxpayer ,,shou.ld compute the total · 
Corporate Annual Report Fee and/or the Registered Agent amount of franchise ta.x payable. · · ·· · 
Change filing fee pursuant to NJ.S.A 14A:15-Z-(5) m:· ((i)~ ' · · · · 

· Any remaining credit shall,then be used to satisfy• taxpayer's · 18:7-3.2 _ (Reserved) 
Corporation. Business; Tax liability pursuant to. N,J.S.A · · Amended by.R.i~o i:J.lZl; effective ottober 5, 1970. 
54:lOA-1 et seq. · · · See: 2 N.J.R. 78(a), 2 N.lR. 95(a). · · .· ... 

(b)-.Und~rpayinents relating to unpaid Corporate Annual 
Report -fees are not subject to· imposition of penalty and 
interest pursuant to the Corporation Business ·'tax Act~ · 
N.J.S.A 54:lOA-1 et seq., or the State Tax Uniform Proce-
dure Law, N.J.S.A. 54:48-1 et seq. 

. .../ . . . . .. ·. 
( c) Corporations filing .Corporation Business Tax Returns · 

that are foreign ·corporations not authorfaeq.t9 do business 
in New Jersey (cf. N.J.S.A 14A-13.3) or corporations that 
have had their corporate charters voided or revoked or that 

- have withdrawn. their corporate authorizat.ion shall have tlit:: 
. Corporate Annual Report Fee a:nd/ot · Registered Agent 

Change fee satisfied only ,if the tax return as file:d reflects 
the fee 0n the appropriate line. · .. ' . 

( d) Corporations filing· Corpqration Bqsiness Tax Returns 
for an initial short period return covering a period of· 1es~ 
than six months .shall not. )l.ave payments applied to ,the 
Corporate A,nnual Report Fee; Other short period returhs 
of less than-.six ·months shall have the Corporate .Annual 
Report Fee and/or Registered Agent Change Jee satisfied 
only if the tax return. as filed re:(lects the fee on the -
appropriate line. For purposes of this section only, returns 
filed for periods irt excess of six months shall be deell].ed '.Jun 
year filings. -· .· · · · · ' · ··· · 

. . . . 

Repealed by R.1994 d)86, effective April 18, 1994. · 
_See: 26 N.J.R.. 761(a),.26N.J.R. 1696(b). ·. , .· ·. . 
, Section was "~mnputation oftax on entire net worth".· 

. .•. . 

_ 18:7-3:3 (Reserved) 
.• Amended by R.1979 d.45, ~ffe.ctive J?ebrual:y 6, 1979. 
See: 11 N~J.R. 40(d), Ii N.J.R. 150(b) . 

. . As amended, R1983 d;62; effective March 7, 1983. 
See: 14 N:J.R. i206(a), 15 N.J.R. 343(d). _ .. · 

Added "accou.nting p_eriod before April. :J., 1983": 
Repea]ed by R.1994 <;1.186, effective April :18, 1994. 
See: 26 N.J.R. 76l(a), 26 N.J.R. 1696(b). . . 

Section was •~computation of ta.x pn average value of real and 
tangible personal property''. . . ' 

I 
. 18:7-3.4 Mirdmm:n tax . . . . 

(a) 'fhe tax paid in Jhe oas~ ofan investment company, a 
· regulated investment cpmpany ot' real estate invesup.ent 

· - · trust shall. not_ be less than $250.00, •.. The "minimum. tax for 
qther corporations is set forth in (b) through (g). below. 

·. . . .,._, _. . . -:· . ·.·.. ; · ... 

· . (b) For accounting or privilege periods beginning prior to · 
,. calendar year.1994,Ahe·tax paid.pursuant to the corporation . 
business tax in the case of ·a domest;ic corporation, shall' i;tot . 
:be less than· $25 .00 and. hi• the case of I a foreign corporation 
. shall n9t be less thap. $50.00'. . / · · 

. . • ( c). For ac.count~g m pri~ileg~ p~riods beginning in . 
. endar year 1994, the tax prud piu;~uant to the corporation· 

· ~usiness tax in the case of .a domestic CClrporation shall .not ( e) Subsequent payments made to sa:tisfy Corporation, 
Business· Tax deficiencies will. first.be applied to the oldest 
year where a deficiericy exists satisfying the required. Coipo~ 
rate Annual Report Fee and/or Registered Agent · Change 
fee and then any remainder shall be used to satisfy Corpora~ 

-· .. be less tqan 1$50.00 and in thecase'qf a fQreigq corporation 
shall.not be Ies~ than $100.00:, ·· .-· ' .. • ·• · . .·. ..·-

1 tion Business Tax, penalties, or interest du~. · · 
• •• : •:·• I -.• • • •; 

New Rule, R.2001 d.260, effective August 6, 2001. -
See: 33 N.J.R. 1344(ah33 :N.J.R: 2678(a:). . . . .·'1. :· 

SUBCHAPTER 3. . COMJ;>UTATION .OF TAX: ··/1. 

18:7-3.1 Gener~l bases for computatio~ of tax 
. . . . . 

On a return for any acc;ounting peri~d which begins aft~r ... ·. 
June 30, 1986; no portion.of the tax iqneasured by net 
worth. · · · · ·· 

. . . -.: . . . : -. -. . . . 

(d) Fcir a:ccountingor privilege periods begirining in cal~ 
endar year 1995, the tax paid pursuant to tM corporation 
business t;1x in the case of a domestic corporation shall not 

1 be less' than $100.00 and in the case of alforeigrtcorporation 
shall not be le&s than $200.00. . - . 

(e) For atc6unting or privilege ·p6riods beginning in cal-
endar year 1996, . the·. tax · paid . pursuant to the corporation · 

· .,business (ax in the case of a domestic corporation shall not 
_ be less than $150.00 and in the case of a f j:)reign corporation 
shall not be less· than $200.,QO. 

' . . . . '' . . .. 

(f) ~or acco~ntirig or privilege periods beginning in cal, 
•endar year 199.7, the tax paid pursuant to the corporation 
1 business ;~ax in th'e c,~se of. a domestic. corporation _ shall not 
, , • . • • • • • I > • ' \ 
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be less than $200.00 and in the case of a foreign corporation 
shall not be less than $200.00. · · 

(g) The Director shall adjust the minimum tax for ac-
counting or privilege periods beginning in· each fifth year 
following c,alendar year 1997 and each fifth year thereafter 
by multiplying· the minimum tax for periods beginning in 
1997 by an amount equal to one : plus 75 percent of the 
increase, if any, in the annual average United States produc-
er price index for finished goods published by the Federal 
Department of Labor, Bureau of Labor Statistics, fdr the 
year preceding 1th9· determination year over such index for 
calendar year 1996. 

Amended by R.1970 d.121, effective Oct. 5, 1970. 
See: 2 N.J.R. 78(a), 2 N.J.R. 95(a). 
Amended by R.1983 d.62, effective March 7, 1983. 
See: 14 N.J.R. 1206(a), 15 N.J.R. 343(d). 

Changed "New Jersey" to "domestic" corporation. Added "account-
ing period before April 1, 1983". Added $250.00 tax for investment, 
regulated investment and real estate investment companies. · 
Repeal and New Rule, R.1994 d.186, effective April 18, 1994. 
See: ?.6 N.J.R. 76l(a), 26 N.J.R. 1696(b). 

Section was "Computation of tax by doll;1estic corporations", 

Statutory Refere*ces 
See N.J.S.A. 54:10A-5(e) as a minimum amount of franchise tax 

which may be assessed. 

Case Notes 
Provision for computation of tax based on number of shares autho-

rized as of the close of the calendar or fiscal accounting period covered 
by a return, in' the absence of a statutory determinative date, not 
challenged; provision compared to real and personal property alterna-
tive tax as mean average value on a quarterly basis in N.J.A.C. 18:7-8.6. 
General Trading Co., Inc. v. Director, Div .. of Taxation, 83 N.J. 122, 416 
A.2d ~7 (1980). 

18:7-3.5 · (Reserved) 
Amended by .R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1982 d.395, effective November 1, 1982. · 
See: 14 N.J.R. 826(b), 14 N.J.R. 1221(b). , 

Added (c). . 
Amended by R.1983 d.219, effective June 20, 1983. 
See: 15 N.J.R. 320(a), 15 N.J.R. 1038(e). : 

Deleted and reserved (a). In (b), addep 2-4. Also deleted old (c). 
Repealed by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Section was "Computation of tax by short tax table". 

18:7-3.6 Tax rates-corporations, ,S corporations and 
surtax 

(a) Except as may be provided in (c) below, for all fiscal 
periods beginning. on or after January 1, 1980, the net 
income tax rate is nine percent, for la corporation that is not 
a New Jersey S corporation. 

(b) Except as may be provided iµ,(c) below, for a foreign 
corporation acquiring a taxable status in New.Jersey· on or 
after January 1, 1980 and filing its New Jersey return Form 
CBT-100 on a short period basis, · the tax rate is nine 
percent on adjusted entire net in~ome after proper pro-
ration. · 

Supp. 8-6-01 
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(c) For pri\,ilege periods beginning on or after July 1, 
1996, a taxpayer that is not a New Jersey S corporation that· 
has entire net income of $100,000 or less for a 12 month 
privilege period, the rate for that privilege period shall be 
7¼ percent. A corporation having an accounting period of 
less than 12 months may qualify for this reduced rate if its 
income when prorated does not exceed $8,333 per month. 

Example:' A taxpayer having a five month accounting 
period-'qualifies for the 7¼ percent rate if its income for. the 
period do_es not exceed $41,666. 

(d) For a New Jersey S corporation with a fiscal year 
beginning after July 7, 1993 but before January 1, 1994 the 
tax rate for a New 1ersey S corporntion is two perceht. 

(e) For-~ New Je~sey S corporation whose taxable year 
begins on or after January 1, 1994 but before January 1, 
1995 the tax rate for a New Jersey S corporation is 2.350 
percent. 

(f) For a New Jersey S corporation whose taxable;year 
begins on or after January 1, 1995 but before January 1, 
1996 the tax rate for a New Jersey S corporation is 2.42 
percent. 

· (g) Except as may be provided in .(h) below, for a New 
Jersey S corporation whose taxable year begins on or after 
January 1, 1996 and ends on or before June 30, 1998 the tax 
rate, with respect, to. its entire net income not subject to 
Federal income taxation ( or such portion thereof as may be 
allocable to this State) is 2.63 percent. .See also (k) below; 

(h) For privilege periods beginning on or after July 1, 
1996, and ending on or before June 30, 1998, a taxpayer that 
is a New Jersey S corporation that has entire net income of 
$100,000 or less for a 12 month privilege period, the tax rate 
for that privilege period with respect to its entire net income 
not subject- to Federal income taxation ( or such portion 
thereof as may be allocable to 'this State) shall be 1.13 
percent. A corporation having an accounting period of less 
than 12 months may qualify for this reduced rate if its 
income when prorated does not exceed $8,333 per month. 
See also (/ ) below. 

(i) Except as provided in (j) below, for a New Jersey S 
corporation whose taxable year ends on or after· July 1, 
1998, the tax with respect to its entire net income not 
subject to Federal income taxation ( or such portion thereof 
as may be allocable to this State) is two percent. See also 
(k) below. 

(j) For privilege periods ending on and after July 1, 1998, 
a taxpayer that is a New Jersey S corporation that has entire 
net income of $100,000 or less for a 12 month privilege 
period, the tax rate for that privilege period .with respect to 
its entire net income not subject to Federal income taxation 
( or such portion thereof as may be allocable to this State) is 
0.5 percent. A corporation having an accounting period of 
less than 12 months may qualify for this reduced rate if its 
income when prorated does not exceed $8,333 per month. 
_See also (l) below. 
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(k) Except as may be provided in (l) below, for a New 
Jersey S corporation the tax rate is nine percent multiplied 
by any of its entire net income. that is subject to Federal 
income tax.ation or such portion thereof as may be allocable 
to this State. (See, for example I.RC. 1374, 1375). 

(l) For privilege periods beginning on or after July 1, 
1996, a taxpayer that is a New Jersey S Corporation that has 
entire net income of $100,000 or less for a 12 month 
privilege period, the tax rate is 7.5 percent multiplied by any 
of its entire net income that is subject to Federal inccime 
taxation or such portion thereof as may be allocable to this 
State. (See, for example, I.RC. 1374, or 1375). A corpora-
tion having an accounting period ofless than 12 months may 
qualify for this reduced rate if its income when prorated 
does not exceed $8,333 per month. 

(m) In addition, a surtax calculated pursuant to N.J.S.A. 
54:lOA-5.l and 5.2 shall be computed and added to the 
applicable tax, provided that on and after January 1, 1994 
there shall be no surtax imposed. The adjusted surtax rate 
for accounting periods ending between January 1 and June 
30, 1994 is determined by multiplying the surtax rafe for the 
period (.00375) by a quotient, the numerator of which is the 
number of complete calendar months in the taxpayer's 
accounting period ending before January 1, 1994,·-and the 
denominator of which is the total number of complete 
calendar months in the accounting period. This calculation 
ensures that the surtax rate is reduced proportionally for 
those taxpayers with a tax year ending after January 1, 1994. 
The surtax is then completely eliminated for fiscal year 1995 
and thereafter. 

. 00375 X Months ending before January 1, 1994 = Adjusted Surtax Rate 
Total months in accounting period 

Example 1. A taxpayer whose tax year covers a 12-month 
period ending on January 31, 1994 determines the adjusted 
surtax rate as follows: .0035 x 1¾2 =.00344. Note: For 
ease of computation, the calculation is rounded to the fifth 
decimal place. 

Example 2. The adjusted surtax rates-for taxpayer with 
accounting periods covering 12 months are listed below. 
Taxpayers with accounting periods covering less than 12 
months must compute the appropriate rate using the formu-
la indicated above. 

Fiscal Year 
Ended 
1/31/94 
2/28/94 
3/31/94 
4/30/94 
5/31/94 
6/30/94 

Adjusted Surtax 
Rate 

0.00344 
0.00313 
0.00281 
0.0025 
0.00219 
b.00188 

Amended by R.1979 d.45, effective February 6, 1979. 

r 

See: 11 N.J.R. 40(d), 11 N.J.R. 150(b}. 
Amended by R.1980 d.146, effective April 9, 1980. 
See: 12 N.J.R. 159(b), 12 N.J.R. 293(b). 

18:7-3.9 

Repeal and New Rule, R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Section was "Method of computing part two of tax; net income 
base". " 
Amended by R.1995 d.134, effective March 6, 1995. 
See: 27 N.J.R. 57(a), 27 N.J.R. 935(c). · 
Amended by R.1996 d.495, effective October 21, 1996. 
See: 28 N.J.R. 3056(b), 28 N.J.R. 4592(b). 
Amended by R.1998 d.193, effective April 20, 1998. 
See: 30 N.J.R. 605(a), 30 N.J.R. 1426(a). 

Rewrote (g) and (p.); inserted new (i) and U); and recodified former 
(i) through (k) as (k) through (m). 

Statutory References 
See N.}.S.A. 54:lOA-5( c) as to computation of tax on basis of entire 

. net income. 

18:7-3.7 (Reserved) 
. . I 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1982 d.6, effective January 18, 1982. 
See: 13 N.J.R. 688(a), 14 N.J.R. 105(d). 

(a)2: Added "but before June 30, 1974"; (a)3: Added "but before 
December 31, 1980". 
Repealed by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 t'U.R. 1696(b). 

Section was "Corporation tax prepayments; amounts due". 

18:7-3.8 Investment company; tax self-assessed and · 
~ayable 

(a) The tax self-assessed and payable by ari. investment 
company entitled and electing · to report as such is a tax 
measured by 25 percent of its entire net income at the rate 
provided by law . 

•."\ 

(b) In no case shall the total tax be less than $250.00. 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1990 d.489, effective October 1, 1990. 
See: 22 N.J.R. 1871(a), 22 N.J.R. 3147(a). 

Tax rate amended to conform to statutory tax rates. 
Repeal and New Rule, R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Section was "Investment company; tax assessed and payable". 
\ 

Statutory• References 

See N.J.S.A. St10A-5(b) as to method of computing amount of 
franchise tax payable on taxpayer's entire net worth. See N.J.S.A. 
54:10A-5(d) as to method of computing amount of franchise tax 
payable by an investment ,company which has elected to report as such. 

18:7-3.9 (Reserved) 
Amended by R.1982 d.6, effective February 18, 1982. 
See: 13 N.J.R. 688(a), 14 N.J.R. 105(d) .. 

"By" was "for"; added "on and after"; deleted ·"and thereafter"; 
added "but before December 31, 1980"; added "N.J.A.C. 18:7-3.7"; 
deleted "section 3.7"; deleted "of this chapter". 
Repealed by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 
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Se.ction was "Investment company tax. prepayments; amounts, dates 
due". 

18:7-3.10 Regulated investment company; t!lX payable. 

( a) The tax payable by a regulated investment company, 
entitled and electing to report as such, is $250.00, 

(b) This rule is applicable to regulated investment compa0 

nies whose accounting periods end on or· after December 31, 
1982. 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R 150(b). 
Amendedby R.1983.dA96,.effective N,ovember7; 1983. 
See: 15 N.J.R. 1365(a), 15 N.J.R. 1872(b). . . • 

Deleted old (aHc). In (a), added $250.00 tax. Also added new (b). 

, Statutory References 
See N.J.S.A. 54:lOA-5 as to how taxpayer should cdmpute the. total 

amount of franch,ise tax payable. 

18:7-3;U (Reserved)· 
. . . 

Amended by R:1982 d.6, effective January 18, 1982. 
See: 13 N.J.R. 688(a), 14 N.J.R. 105(d). · . 

Added "on and after"; deleted "and the7eafter"; added "but before 
December 31, 1980"; add,ed "N.J.A.C. 18:7-'3.7"; deleted i'section 
3. 7"; deleted ''of this chapter". · 
Repealed byR.1994 d.186, effective April 18,1994. 
See: 26 N.J.R. 761(a), 26 N,J.R. 1696(b). 

Section was "Regulated investment company; . tax prepayments, 
amounts and dates due". 

18:7'-3.12 Method ofaccounting 

In general, 1 the method of accounting, whether cash, 
accrual or other basis, used in computing net-income for 
Federal income tax purposes is to .be used in computing 
entire net income under the Act. · ' 

· Amended by R.1994 d.186, effective April 18; 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References··· 

See N.J.S.A. 54:10A~(k)(3) as to Director's right to redetermine the 
period in which income should be included despite.method of account,. 
irtg used by the taxpayer. · 

18:7-3.13 Estimated tax 

(a) For any 'accounting perfod beginning on or after 
January 1, 1985, each taxpayer shall pay its estimated tax in 
four installments as follows: 

1. Twenty-five percent on or before the 15th day of 
the fourth month; and 

2. T~enty-five percent on or before the 15th day of 
the sixth month; and . 

. . 
3. Twenty-five percent on o.r. before the 15th. day of 

the ninth month; and · 

4. The balance on or before the 15th day of the 12th 
month of its current accounting period: 

18:7--3.14 · 

. (b) When the tax liability for the preceding tax year is 
less than $500.00 a taxpayer may, in lieu of making the 
installment payments otherwise required, discharge it.s entire 
obligatio11 with respect to estimating its tax by making a 
single payment on . or before . the•· original due · date • for filing 
its return. The single · payment is 50 . percent of· the tax 
shown on the face of its return. Such tax must be deter-
mined with reference to the tentative return or final return 
which was filed or should have been filed on •or. before the 
\?riginal date of such return. . The single payment should be 
compµted by taking into accountany payment which may 
have been made on the 15th day of the first month of hs 
current tax year. 

(c) For purposes of applying this rule, it is necessary that 
the preceding tax year be a full calendar or fiscal year, or 

> where such return is for a short period of le~s than 12 · 
months, the actu~l tax liability-for imch short period must be 
divided by the number of whole months covered by the 
return arid multiplied by 12 to. impute a tax for a fuU 
calendar or fisfalyear .. For the purpose of this computation 
a fraction of a month .. is to be disregarded. · 

· . ( d) .· A :taxpayer shall be entitled to a creditin the· amount 
of the estim1atedtax payments 111ade and shall be entitled to 

. the return of any amount . so paid which is in excess . of the 
total tax payable under N,.J.S.A. 54:lOA-'-lS(c) and N.J.A.C. 
18:7--'-3., 

! --a... • 
' . . . 

(e) Any amount overpaid and appearing on . the face of 
r tlie retum CBT-100 for the immediate preceding y~ar may 
: be applied in lieu of any payment of.estimatedtaxotherwise· 
· due under. this section where the taxpayer indicates on .the 

· face of such return that it elects to have such overpayment 
so applied. Such amount •Will be co~sidered to be a pay-

. ment of the· first . installment of the estimated tax for the 
. next· succeeding year unl~ss ·. the taxpayer designates other-· 
:wise on the face . of the return for rthe year in which the 
overpayment was made. 

(f) The term "taxpayer" as used in this section is defined 
at N.JA.C 18:7-1.3 and includes corporations as defined fa 
N.J;S.A. 54:10A-4(c), investment companies, regulated in-

. vestment companies, real estate investment. trusts, financial 
business corp6rations, banking corporations and limited · 
partnership associations. 

(g) The due date for ariy payment ofestimated tax cannot •· · 
be extended.· · 

. New Rule, R.1982 d.6,effective January 18, 1982. 
See: 13N,J.R688(a), 14 N.J.R. 105(d) .. · . 

· Amended by R.1990 d.2,96, effective June 18, 1990, 
See: 22 N.J.R.1045(a); 22 N.J.R. 1946(a). . · 

In (f): .added last sentence. Added form number CBT-100. 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N,J.R.1696(b), 

18:7-3.14 • (Reserved) 
N~w Rule'. R.1982 d.6, effective January 18, 1982. 

· 7-19 . . Supp. 12~18-95 



18:7~3.14 
• I 

See: 13 N.J.R. 688(a), 14 N.J.R. 105(d). . · 
Repealed by R.1994 d.186, effective A1pril 18, 1994. 
See: 26 N.J.R. 761(a),.26 N.J.R. 1696(b). 

Section was. "Equitable relief frqm certain otherwise mandatory 
installment payments of corporation business tax", . . . , I .. 

18:7-3.15 Interest onunderpayment of installment 
payments · . ·. 

', i ' . ' • 
(a) N.J.S.A 54:lOA..:.15.4 imposes an addition to the tax 

. . I on the amount of the underpayment of any installment of 
estimated tax by a corporatioq (with certain exceptions). 
This addition to the tax is itjiposed irrespective of any 
reason for the underpayment. iThe amount· of. the 'under-
payment for any installment dat~ is the excess of: 

: . 
. . . I / 

1. . Tlie amount of the installment I payment which 
would be required to be paidl if all installment payments 
. were equal to 90 percent of the tax shown on the return 
for the accounting year or, :if no return was filed, 90 
percent of the tax for that yea~, over 

, I ) 

2. The amount; if any, of i the installment paid on or 
before the last day prescribed for such payment. 

(b) Interest is determined at the annual rate referred to 
in (c) below ~ased upon the amount of the underpayment of 
any installment, of estimated true for the period from the 
date such installment was requir~d to be paid un~il the 15th 
day ofthe· fourth month following the close of the. tax year, 
, or the date such underpayment was received by the Di-
rector, whichever is earlier. For. purposes of det~rmining 
the period of the underpayment: I , 

I 

1. The date prescribed for \payment of any installment 
of estimated tax m?y not be extended; and 

_ 2. A payment of estimat~d tax on any installment 
date, to the extent that it exceeds the amount of the 

. installment determined under.i (a)l above for such date 
.shall be considered a paymeritj of any previous underpay-
ment. 

I • I .. 
( c) The 1r'ate tQ b~ used in (b) i above is an annuai rate of 

five percent above the prime ra~e, compounded daily_ from 
the date the tax was originally !lUe. and payable until the 
dak of payment. On and after July 1,) 1993, the rate is 

;three percent above the prime ~ate "compounded annually. 
Each such underpayment shall i bear interest at the .rate 

. , , . I· . ; . . ( 

pr~scribed above. The following is an example of under-
payment interest computation: i 

···. I . . . . 
1. Assume the average predommant pnme rate for 

. . ... I . . . 
January 1, 1994 is six percent. j Therefore,, the applicable 
interest on underpayment pur~uant to .this subsection is 
six percent plus three percent or nine percent on the 
amount 9f any underpayment ~f estimated tax due on or 
after Aprill, 1994 but before/uly 0l, 1994. The method 
prescriqed for computing the 1).ddition to the tax may be 
illustrated by the following exarpple: 

I 
I, 

DEPT. OF TREASURY-TAXATION 

i. A corporation reporting on a calendar year basis 
estimated,on' its Statement of Estimated Tax fqr 1994, 
estimated tax in' the amount of $50,000. .It made 
p~yments of$12,500 each on April 15, 1994, June 15, 
1994, September 15, 1994 and December 15, 1994. On . 
April' 15, 1995, it filed its tax return, CBT-100, showing 
a. total tax of $200,000. .Since the am,ount of each of 
the four installments paid by the last date prescribed . , 
for payment thereof was less than 90 percent of the tai 
shown on the return, the addition to the tax under this 
rule is applicaple and is computed as follows,' assuming 
that no exception applies: 

Item (l) Tax on return for 1994 ................. . 
Item (2) Ninety. percent of item (1) .............. . 
Item (3) Amount of .estimated tax required to be 

paid on each jnstallment date (25 percent 
\ of $180,000) .. , .. : ................... , . 

Item ( 4) Deduct amount paid on each installment 
date.·._ ... _. .... · ........ , ................ . 

1 Item (5) Amount of .underpayment for .each installs 
ment date (item (3) minus item (4)) ..... . 

Item ( 6) Interest shall be charged on each underpay-
, ment at the rate as prescribed in this sub-
section 

$200,000 
180 000 , ' ,, ., 

45,000 

12,500 

$ 32,500 

Firs( installment: Interest period April 15, 1994 to April 15, 1995 
Second inst/lllment: Interest period June 15, 1994 to April 15, 1995 
Third installment: Interest peribd September 15, 1994 to April 15, 1995 
Fourth installm~_rtt: Interest period December 1~, t994 to April 15, _ 1995 

(d) Ifthere has been an underpayment of estimatedtax 
·as.of the installment date pres\_:ribed for its payment' and th.e 
taxpayer believes that one or more of the exceptions de-
scribed. in ( e) below pr$!cludes the imposition of the addition 
to the t~, it should attach to its tax return, CBT.:...100, for 
the taxable year a Form CBT-160 showing the appHcability 
of any exception upon which the1 taxpayer relied. · 

( e) Exceptions to imposition of interest ()n underpayment 
of an installment payment. The addition to the. tax_ under 
this .rule will not be imposed for any underpayment of any 
installment of estimated. tax if, on or. before the date pre-
scribed for payment of the installment, the total amount of 
all payments of\i!stimated tax made equalled or ~xceeded 
the amount which would have been tequired to be paid on 

, or before such date if the estimated tax were theleast of the 
· following .amounts: 

1. An amount equal to the , tax determined on the 
basis,Qf th~ tax rates for the taxable yearbut othe~ise on 
the basis of the facts shown on thereturn for the preced-
ing taxable year and( the law applicable to _such year. If 

' the tax .rates for the current taxabl.e year with respect to 
which the. underpayment occurs differ from the rates 
applicable to the· preceding taxable year, the exception 
,will only apply to installments due on .or after the change 
in tax rates. Uthe pre,ceding return was a short period 
return filed pursuant to'. N.J.A.C. ,18:7-12, the tax comput-
ed on the . basis of the facts .shown on such return for 
purposes of determining the. applicability of the exception · 
shall be the tax appearing on such short period .. return 
multiplied by 12 and then divided by the number. of whole 
months covered by .such short period return; or · 
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2. An amount equal to 90 percent of the tax deter-
mined by placing on an annual basis the taxable income 
and taxable net worth for: 

i. The first three months of the taxable year, in the 
case of the installment required to be paid in the fourth 
month; 

ii. Either the first three months or the first five 
months of the taxable year (whichever results in no 
addition being imposed), in the case of the installment 
required to be paid in the sixth month; 

iii. Either the first six months or the first eight 
months of the taxable year (whichever results in no 
addition being imposed), in the case of the installment 
required to be paid in the ninth month; and 

iv. Either the first nine months or the first eleven 
months of the taxable year (whichever results in no 
addition being imposed), in the case of the installment 
required to be paid in the twelfth month. 

3. The tax so determined shall be placed on an annual 
basis by first multiplying it by 12, and then dividing the 
resulting amount by the number of months in the taxable 
year. 

New Rule, R.1982 d.6, effective January 18, 1982. 
See: 13 N.J.R. 688(a), 14 N.J.R. 105(d). 
Amended by R.1984 d.322, effective August 6, 1984. 
See: 16 N.J.R. 1043(a), 16 N.J.R. 2152(b). 

Section substantially amended. 
Amended by R.1988 d.407, effective September 6, 1988. 
See: 19 N.J.R. 2255(b), 20 N.J.R. 2310(c). 

Substantially amended ( c ). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

• 18:7-3.16 Banking corporations and financial business 
corporations 

N.J.A.C. 18:7-3.13, 3.15, 11.12 and 13.6 apply to banking 
corporations and financial business corporations. See · 
N.J.S.A. 54:lOA-34 et seq. regarding their general taxability 
under the Corporation Business Tax Act. 

New Rule, R.1982 d.6, effective January 18, 1982. 
See: 13 N.J.R. 688(a), 14 N.J.R. 105(d). 
Amended by R.1994 d.186, effective April 18; 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

18:7-3.17 Coordination of tax credit 
(a) The priority of credits for a taxpayer under the 

Corporation Business Tax Act shall be the priority of statu-
tory credits set forth in this section. The tax imposed for a 
fiscal or calendar accounting year pursuant to section 5 of 
P.L. 1945, c.162, shall first be reduced by the amount of any 
credit allowed pursuant to section 3 of P.L. 1993, c.170 
(N.J.S.A. 54:lOA-5.6), then by any credit allowed pursuant 
to section 19 of P.L. 1983, c.303 (N.J.S.A. 52:27H-78), then 
by any credit allowed pursuant to section 12 of P.L. 1985, 
c.227 (N.J.S.A. 55:19-13), then by any credit allowed pursu-
ant to section 42 of P.L. 1987, c.102 (N.J.S.A. 54:lOA-5.3), 

then by a credit allowed under section 3 or 4 of P.L. 1993, 
c.171 (N.J.S.A. 54:lOA-5.18 or 54:l0A-5.19), then by any 
credit allowed pursuant to section 1 of P.L. 1993, c.175 
(N.J.S.A. 54:lOA-5.24), then by any credit allowed pursuant 
to section 1 of P.L. 1993, c.150 (N.J.S.A. 27:26A-15), the 
ride share tax credit. Section 1 of P.L.1993, c.150 (N.J.S.A. 
27:26A-15) shall reduce the taxes listed in section 1 of P.L. 
1993, c.150 (N.J.S.A. 27:26A-15). 

(b) The total amount of the credits listed in this section 
that are allowed against the· tax imposed pursuant to section 
5 of P.L. 1945, c.162 for the tax year shall not exceed 50 
percent of the tax liability otherwise due and shall not 
reduce the. tax liability to an amount less than statutory 
minimum provided in subsection (e) of section 5 of P.L. 
1945, c.162. 

( c) Any credit carryover should be taken in the manner 
set forth in the section granting the relevant credit and 
should be applied in the sequence that the credits are listed 
in (a) above. If the credit carryover section is silent about 
whether a carryover should be allowed, no carryover is 
allowed. 

New Rule, recodified from 18:7-3.20 by R.1995 d.459, effective August 
21, 1995. 

See: 27 N.J.R. 472(a), 27 N.J.R. 3207(a) .. 
Former N.J.A.C. 18:7-3.17, Enterprise zone employees tax credit, 

. recodified to N.J.A.C. 18:7-3.20. 

18:7-3.18 Recycling tax credit 

(a) As used in this section: 

"Cost of recycling equipment" means the "invoice cost" 
or "purchase price" of the eligible equipment itself. The 
term does not, for example, include peripheral or indirect 
costs associated with the purchase, installation or construc-
tion of the eligible equipment. Ineligible costs include, but 
are not limited to, sales tax, shipping costs, design and 
engineering costs and site preparation. 

"Maximum yearly credit" means the maximum amount of 
the tax credit allowable in a tax year. 

"Qualified recycling equipment" means. that recycling 
equipment used in New Jersey which is certified in writing 
by the Commissioner of the Department of Environmental 
Protection as qualified for the corporation business tax 
credit. 

"Total credit allowable" means the total corporate tax 
credit that a taxpayer can take on equipment certified by the 
Department of Environmental Protection. 

(b) A corporate taxpayer which purchases qualified recy-
cling equipment is entitled to a corporation business tax 
credit equal to 50 percent of the cost of the certified 
equipment, subject to the following limitations: 
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18:7-3.18 1. 

. I 
·. 1. The taxpayer must receive certification. from the 
Commissioner of the Depar~ment of Environmental Pro-
tection prior to clai~ing the Jredit. 

. . I - . . 
2. The maximum yearly dredit shall not be more than 

20 percent of the total credi~ allowable in any one given 
full tax year. j · 

i . . . . . 
3. The credit shall be based on amounts paid for the 

equipment less the amount 9f any loan made pursuanfto 
section 36 of P.L. 1987, c.1021(N.J.S.A. 13:lE..,.96). 

J I 

4. The credit_ allowable lin a given. tax year cannot 
exceed 50 percent of the tk. liability otherwise due on 

. . I 
that return. See N.J.A.C. 18:7-3.17. for priority of tax 
credits. _ · j . . 

. . . i . . 
5. The amount of the t~ credit shall not reduce the 

tax Hability_ below the statut4ry minimum tax provided at 
N.J.S.A. 54.10A-5(e). I . . . 
( c) No. tax credit may be ta~en by a taxpayer in the year 

that the equipment is disp_osed bf. · 
I 
I 

(d) The basis for computatior of the tax creditamount is 
cost exclusive of any loans received bythetaxpayer pursuant 

. . I . . . 
to section 36, P.L.1987, c.102 (f.J.S.A. 13:lE-96). 

I .. 

· (e) The tax credit shall be ~rorated based on .months or 
the fraction thereof that the eq~ipment is used in the state. 
The base period for this proratibn is 12 months. I . . . . 
, . , I 

(f) Taxpayers who purchase dJ.ualified recycling equipme11t 
and have unused cr~dits on D

1

ecembe.r ~l, 1996_ can carry 

forw ____ ar·d_ t.he _t_ax __ .c_r.ed1.t to __ s·u_b· .. s·eJquen.·t p_· .er_10 ____ ds subJe·.·ct to .t.he limitations contained in (b )2, 3, 4 and 5 above. . · 
. ·' . 

· · (g) The equipment must be used in New Jersey during 
the year to be eligible for the t j credit. . . · 

• • . . I . . 
Example: XYZ Corporation/begins to use·qualifiedrecy-

cling equipment in this State on January 2, 1990, The cost 
of the equipment, excluding sal1es · tax, shipping and installa-
tion; is$100,000 and the taxpa~er did not receive any loans 
from the recycling fund to , help with the purchase -of the . . . . . . . . I . . . . . . . . . 
equipment. The taxpayer rec~ives an enterprise zone em-
ployee_ tax credit of $5,000 anq ·their. corporate . tax liability 
after the credit is $30;000. T'e credit for the taxpayer is 
the lesser of $10,000 ($100,000 aost x 50 percent(total credit 

I • 
allowable) x 20 percent maximum yearly credit), or $15,000 , 

. (50 percent of the tax liability ~fter the enterprise zone tax 1 

credits). In this case the allo"jable credit for XYZ Corpo-
ration is $10,000, the lesser oft e two amounts. · 

DEPT. OF TREASURY_;_TAXATION 

(h) The C:ommissioner oLthe Department of Environ-
mental Protection's certificate and an affidavit from the 
taxpayer representing use in New Jersey must be a part of 
the return claiming any credit, 

New Rule, R.1988 d.413, effective September.6, 1988. 
See: 20 N.J.R48(b), 20 N.J,R. 2318(a). 
Amended byR1992 d.479, effective December 7, 1992. 
See: 24N.J.R. 2809(a), 24 N.J.R. 441l(b). 

(a): Added "Cost of recycling equipment"; (g): Added text to 
Example. · .. _·. . · · _· 
Amended byR1995 d.459, effective August 21, 1995. 
See: 27 N.J.R. 472(a); 27 N.J.R. 3207(a). 

In (b)4, added reference to N.J.A.C. 18:7-3.17 for priority of tax 
credits.· 

18:7-3.19 Smart moves for business program (formerly 
employer trip reduction program) tax credit 

(a) Corporate taxpayers are allowed a credit under 
N.J.S.A. 27:26A-15 fo.r the cost of commuter transportation 
benefits provided to employees. See N,J:A.C. 16:50-9 for 
information• on the tax credit. 

. (b) F~r the pu~poses of verifying eligibility for the credit, 
the Director of the Division of Taxation will compare the 
claim with a list of those employers certified by the Commis-
sioner of the Department of Transportation or have regis-
tered with the Department .of Transportation or have an 
approved compliance plan or an approved amended compli-
ance plan. 

(c) To claim the credit, the taxpayer must complete Form 
307 and attach it to the Cprporation Business Tax return 
(Form CBT--100 or CBT-lO0S) being filed. 

New Rule, R.1995 d.148, effective March 20, 1995. 
See: 26 N.JiR. 4976(a), 27 N.J.R. 1201(a). ·. · 
Amended by R.1999 dJ16, effective April 5, 1999. 
See: 31 N.J.R. 266(b ), 31 N.J,R. 893(a). . 

In (a), changed N.J.A.C. reference; and iri (b), dejeted a former first 
sentence. ·· 

18:7--3.20, Enterprise zone employees tax credits 
. See N.J.A.C 18:7-15 for credits against the total tax -
applicable for "qualified businesses" located· within "urban 
enterprise zones". 

New Rule, R.1984 d.496, effective November 5; 1984. 
See:.16 N.,J.R. l325(a), 16 N.J.R. 3057(a). . . 
Recodifieo fro111 18:7-3.17 by R.1995 d:459, effective August 21, 1995. 
See: 27 N.J.R. 472(a), 27 N.J.R. 3207(a). · 

18;7-3.21 Manufacturing equipment and employment 
investment tax credit 

(a) The following words and terms,- as used in this sec-
tion, shall · have the following meanings unless the context 
clearly indicates.otherwis~: · · 
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"Base year" means the tax year immediately preceding 
the year in which a qualified investment was placed in 
service. 

"Cost of qualified equipment" means, and is determined 
according to, the following criteria: 

1. ;With respect to self-constructed equipment, the 
term means the cost amount properly charged to the 
capital account for depreciation in accordance with the 
Federal income tax law. This includes all charges in-
curred to produce a particular manufacturing piece of 
equipment. Costs include engineering designs, drafting, 
and . other consultations required, as well as the physical 
construction costs associated with the finished product. 

2. With respect to purchased equipment, the term is 
determined to be the net cost or net monetary consider-
ation provided for acquisition of title and/or ownership of 
the subject property. 

3. With respect to equipment acquired by written 
lease, the term is the minimum amount required by the 
agreement to be paid over the term of the lease, provided 
that the minimum amount shall not include any amount 
required to be paid after the expiration of the useful life 
of the equipment. Property which a taxpayer leases, rents 
or licenses to another person is not qualified equipment. 

4. The cost of qualified equipment shall not include 
the value of equipment given in trade or exchange for the 
equipment purchased for business relocation . or expan-
sion. 

"Credit allowable" means the credit available after apply-
ing limitations listed under (b )2i and ii below. 

"Credit available" means the credit earned plus any un-
used carryover from prior years. 

"Credit earned" means the manufacturing equipment por-
tion of the credit plus the employment investment portion of 
the credit in a given tax year. 

"Employee equivalents" means the aggregate hours of 
qualified part-time employees who worked for the taxpayer 
for at least 20 hours per week for at least six months. This 
amount is used to determine the total number of full-time 
employees and equivalents necessary when calculating the 
employment investment portion of the credit. The employ-
ees must be New Jersey residents domiciled in this State 
who are working at locations in New Jersey. 

"Measurement year" means the tax year immediately 
following the year in which a qualified investment was 
placed in service. 

''Placed in service," with respect to qualified equipment, 
means and occurs in the earlier of the following tax years: 
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1. The tax year in which, under the taxpayer's depreci- . 
ation practice, the period for depreciation with respect to 
such property begins; or 

2. The taxable year in which the property is placed in 
a condition or state of readiness and availability for a 
specifically assigned function. 

"Qualified equipment" means machinery, apparatus or 
equipment acquired by purchase for use or consumption by 
the taxpayer directly and primarily in the production of 
tangible personal property by manufacturing, processing, 
assembling or refining, as defined pursuant to N.J.S.A. 
54:32B-8.13a, having a useful life of four or more years, 
placed in service in this State. Qualified equipment does 
not include tangible personal property which the taxpayer 
contracts or agrees to lease . or rent to another person or 
licenses another person to use. Lease renewals, subleases, 
or assignments shall not be considered as qualified equip-
ment. See N.J.A.C. 18:24-4.2. 

"Useful life" used to distinguish three-year property from 
all other property, is determined in accordance with section 
168 of the Federal Internal Revenue Code. 

(b) A corporate taxpayer that acquires qualified manufac-
turing equipment either by purchase or lease and/or has an 
increase in New Jersey employees due to the equipment 
investment is entitled to a corporation business tax credit. 

1. The credit earned is subject to the following limita-
tions: 

i. The manufacturing equipment portion is limited 
to two percent of the· cost of qualified equipment 
placed in service up to a maximum credit for the tax 
year of $1,000,000. 

ii. The employment investment portion is limited to 
three percent ofthe cost of qualified equipment, not to · 
exceed a maximum allowed amount of $1,000 multi-
plied by the increase in the average number of qualified 
employees and/or employee equivalents. It is valid for 
each of the two tax years next succeeding the tax year 
for which .the manufacturing equipment portion is al-
lowed. 

2. The two portions combined plus any carryover (the 
credit available as defined herein) is also subject to the 
following limitations: 

i. The amount of the tax credit shall not reduce the 
tax liability below 50 percent of the tax liability other-
wise due for any tax year or below· the statutory mini-
mum tax provided at N.J.S.A. 54:10A-5(e). 

ii. See N.J.A.C. 18:7-3.20. 

Supp. 1-6-03 



. ( c:). ·. If the total credi(f)i:trp,ed in the ~r~ent or miot ye~rs :. 1~96: . ·_ Qualified equipment . is• placed; in ~ervice dqring . 
is: uriu$ed:due to the· limitations corit.~ed.'in (b)2i;and i{. 1996 at a cost, of $1;000,000. Th,e>iaxp~yer is.n6t'eligiple for., . ·u_;,.--_·_,:: _•--• · 
above;. the lllll:lsed portion. may h carried ovet:to the seven . any other:Jax crndits, ~d its corppr~te: t~ lial:>ility is r 

. t11,Xj'ears -~ucceeding the'. yearjn wnich the credit:\v'as ~ii:mect:-' •. ·.· $350;000. · Tlie. ·· manufacturing _· equipmerif p9ttion of. the •. 
·. c / ... , ·-·: ·_. ·-· . ·; · · · i · . I · .: ·_ ·; ': < ;.: .: i . . . . .. credit is $2Q,OOQ.($1;000,000 totaflease, cost x two perce:pJ/ 
'.-.-(~)' The;cre~it,assjgned to pt1p~~ty thiJ,t_ ~as J'>~f~ ~it . not· to ·-e~i;:eed ·$1,000,000). ;The: employme~t wvestµient ' 
posed of; or which ceasesto:be q~alified eq1.iip'tllentpn9r .to · · ·. portion is $45,000, ba~ed OJ,r:calculatio11s: for th.eJQ94 atid · 

·.· ·-_ the end :of its · categorfa:ed, useful life, shoul4 be redeter-' _1995 investment~ (150 · · me~suremen,t _ :Y~ar average. ~.- _ 125<· 
nri,ned µsingJhe ratios sp'~~ifieq b~low:._ ·- S.{· : i O : .· · 'base year average = average m.crease' oL2S x $1,000 or·:,; -

THREEc~ J>ROl>E~TY . j ALL OTHE~ PRO_J>E~TY $25~000 for t]J.e 1994 \investtnent AND 160. tneasur~tnent · 
Number ,of mo~t qualified µse . : _. Number of Iil~!t~qu!llified use yeat av~rage_ - . 140 bas¢ year ;,a,yetage = ave rag~ inerei:tse· i _. 

of 20 x $1,000 or $2C).,00o' for tlie 1995 inv~stm~ntj/ There- ; . 
_ . (e) Property ~ulJjec;t_ to )ea~e agreements shall·:'tiave a . fore, the c.redit is)he lesser of.$80,0QO .($20;000 + $45,000 _ . 

niinimlim terin of four jiears . .with a maxitti~:n_ofto :ex:ceed + $15,000 c~o.ver from .1_995). 6r $f7s,ooo (50 pete~nt df ' .•. 
20-•· · .. ·t' b ·-.. ,···ct· .·.d·. lif· 1· · .. •· :··•1'·• · .. • .. ·. .the tax)ia __ b_:_ili_ty)_·. __ In this.c_· aset~e.aU~wable_:cre.ditforXYZ·• . . . ·, __ year~.---_o__ e consi ere , q ___ u __ .-~ i_e : equ_i_pme_,Il. ··.: : ; .... ... ,:.·_ .·.·. . . .. · - - Corporatiqn,, i~ $80,000/ tl}e lesser of the - two · ainounts. ·. '<~ Tiie f ollowirig example m11iktrat~s the ;app~icatio~ •of . . . . . . . . 

. the credit': .• -. · · ., _-•. __ _ · · · · • New: Ri.iie, R1995 c:L460, effectiveAugrisr 2~; i995. 
·-:.·.·. __ See: 27 N:t;R.' S38(aj, 27NJ.R. 320$(a). •· · · 

. Exanjpl~: . . , . 1993 · .· . {99( 1995 · ·. . . • 1996 · 
. Cost qf qu!llified-equipment . · : • i . • - . · . 
. placed in setvjce . . . · ... •.Nolie . ·,. $3,CIOO;OOO . $5,000,000 . . $J,Ooo,ooo 
Average ell}ployees im,Pi!lr · · · · J · ·' . -· . . ·-·:-· . . . 

emplciyee'e'quivateiits · ... 125 ··i· 40. • .• 150· < 160. . . _ _ .(a) Corporatf taxpayers ar~.'alfowed a· c~eclit againsfthe .. 

. ·. .. . 19 ___ 94:_· ·_x_ Y __ ·_ z_ b_•--~_-_rpo_ •. r_a_\_;io __ n··.p·l.ac.·,• .. s_·:_:q••-~-·: __ a __ ·1m_·· __ ;~a_ ·-·~~ll.:_uf_.--. a_·_::_ctu_r_in_.g·_' pOrtion ofthe ·corporation b11sine_$S taithar is atti:ibqt~ble. 
. to, . arid the direct consequence of, (he taxpayer's qualified •·· 

· · eqmpment. W, seMce m. New Jer~ey q:urmg t99,4. :··. The co~t. · ·· · _ investment_•· _in a . new or.- expanded·_ busin_ ess: facility in this , 
· of the J:Aap.ufacturii:J.g ·equiptrient, exdq.ding: ~hippip.g ·a:ncl. · · · · · · · · · · · · · 
instailation; ii($3;000,000. The tawayer receiye~ \i r¢cycling -_ _ State which results in the creation of tiew_j,ohs> . . ·- . 
. e·q~iptnent tax_credit of. $10,oqo·+<.l its c~rporat(tax:~i~biII:: _ · • -1. .• For, a:, small, Pusin.ess taxf:>ay;r; a:,· defined ,in: 

· · • _· ty lS, $~?.0,_000. -. The- n1anufacturring eqU\P~.e~t portion of _·.·. · . ·-Nj.s.A· 54:lOA-5.S; at least· fiv'e ni:,wjobs;'iimst' be crea.t• . 
· the credit is $60,00~ (~3iOO?;O~O fost X ~op_ercen.ti.not_t9 .. __ ¢cl. Foi any other taxpayer, at least 50'riewjobs must l;Je; .· 
, e]!:ceed $1~000,000),an.d.the_eTT1plpymentlnVestt:µ.e:nJportmn created. The median.annual compensation for the. new· .. _·. 

.. _, is .• unavailable· until. 'the. two years.following :;i,1aceme11t. of. · .· · j()~S :n;iust, be at least $27,000; ;:idjuste~ fof' lprjatjop begm~ , 
·. equipmen,tin service. Therefore\ the credit is the lesser of · . nii1g January 1, 1994 as provided iri •N;J,S,A. 54:10A.:.S.6e. __ 

$q0,,~0(;)r;$1?Q,000(5Q p~rcenf[of t~e tax li1biiity)ess'the . . Notice.of.the adj'ustfuenf sha:ii be'.pµblishedin the .New· __ · 
recycltn~. ,eq1.11pment .c~eQit). · lljl- th1s case, tl).e aUowabl~ ·· · · Jersey ltegister .. _ The empioyet' ·sµould · rank the new .· ·•-~::~J~:-XYZ Corporati9n_ig~60I ;?D(), theJesser,:pf;the·~o _ .. :emp)oyees hr annual comperi.~~tion/$, lftb.e :middle em--

. ·· · · pfoyee has _ compensation.· le.s_s _ than .. ___ 27 ;ooQ; the _ lowest ·. 
· . · . -.· · · ·· · · · : . · · ·... · · .. · . •- •.· · ·•-· > · O ·' · · .. ·· . . . _ra_ nkin.·_g :_·1·.o_bS_:·_should._ be deie_t_ ed_ fy_o_ m_: the : h_·st until the · .. 1995: . ~z Corporation ;places_ additj.onal qualified · 

equipm~pl in : service< ,q.uring 1f95; ,whic,f:was ;,°a,c:q1n.1°~d : . median. of th~J'eTT1aii#.ng lis(is_ iit l~a~f $27,000. (If there. · 
through .a.· lea.se, agreetllent. ·. : ::T.he lea_se agr~em.ynt .reqlJlfed. _ .• ,_ . . . . are . art . even __ nwnber. Qn-· th~ list; ;the .top ·h~f must be··_·. 
$5,000'.000 ·tq •pe: pa1d. t:wer thel :term, of _the;' least, ·_:The• . ·. . . greatedhan $Z7;,000.) The ntiriiber of employees on this . 

_. ~::::eist:\:tr~~e ._fsor $;il;a°&.er .f~e·c::~f~~{!!t• --6~~:1s\~:~::. the·numl}et of tiew\obs· qeated for purposes 

equipment portfon ?f the creditip;Qfl,000 ($5j00Q,QPO•total _ . · ·· ··. -.. --· ·.- · · · 
lease cost X twQ percent, not ,to exceed $1,000;000). ; ;The . (b) The amount of: the cn,dit shalL be 4eJei;mi:iied by 
'emplo~ent . i~vestment, portion I is ... ~~S)QOQ,. (lSQ Ineasure~ ·.. mi.iltiplying the·. amount of t~e- taxpay~rls : quhlified invest• .. 
. ~ent year av~ta~e - 125 b,as9 year avera.ge. = _ayera$e_ - ment,- as 'defineq iii N.J.S.A 5:4:lOA"-'5}~, in ,property ptir-
inc,:eas,e of~\~ ${,?QO~ not to 1Xffe(,i ~ee percert of the ·. chased for, business relocation ot expansion; .as' defined in 
.cost· of qualified eqwpment placed m set:v1,ce. in New Jersfly••· N.J.S.A. 54:lOA-55, by the taxpayer's ;l}ew' jot,· factor qeter0 •. 

in 1994). Therefore,· the credi~ •is tp:e · lesser of $125,000 . _. mined under N.J.S,A_ 54:lOA-'-5.9. · · · · · · 
· (_$1~,000 + $~5;000) .or $1tg,qoo ·(50 ~ercent Qfthe;, tax __ 

liability) ... ln this case. the allow~l:>le credit for XYZ Corpo-
ration, is $110,000, the lesser df the two amounts. The 

. cJiff~reri~ b_etw~en the ?otal ~r the !\yo ,~redit porticms --· -· 
-· ($125,000) and the credit allow~ble ($l19,.ooo), _: or $15,000 

may b¢ .car:ded over for a maximun:i of seve1:ryears. · 
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'. .. 1. ' ·. The amou~t of the cr~dit shallb~ tak:eh\over a five. 
year period; a(the raty o{on¢~qfth'OHhe amount'·p~rta:g:-•· 
year, beginning with the tax year in which .the. ti:ixpayer. <7-"\-
placeS the qu·~lif!ed investment info· service or l1se· iii tJiis .. \0 · 

· State. · ·· · · · 
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(c}· The Mgregate: 'annual~e9it alio\\'e_d for ,a 'tax. ye~ - · __ <: (e) 1:Ii~ \lllllSed portion ~fth; creditshillhy f~~fei~;d if-_ -
shall be an aniourtt equal t6 the :sum , of one.fifth of the , the pibp~rty is disposid :of-.prior Jp,the e~d ofAS recovery 
. allowable -credit for qualified.· investment placed -into · service . period; ·or .. ceai;ie& · to '.be used .in a new or expavdyd b.iisiness -· -· 
or use: during a prior tax year1 · plus one~fifth of th.e allowabie . facility,·. except where, the cessation is . due. to: frr~,. -flood, 
credit for qualified inv:estrp,entplaced into service'or use stonnt,or other casua\ty, pursuant to Jhe provisioris'Qf 
during ihe currenttrui; year: . ' ' , , . , . ' N:J.S;A> 54:lQA-5.10 'and s:11. Except whe11·the cessation , 

-- . - · ·.•. · · •- - . · - ·. ·._· - . •.· - .. _ is due· t_o·fue, flood, stormot oth~r·casua}ty, the -trocpayer··. · 1. . The amount: of the .credit shall not reduce the tax - . - - - · -
liability by mote. than 50 percent. 9f that portion •Of. tlie' >s:!1i:tll_ redetenn_ine ·the .. amount. of .credit allowed in. eadieJ; ·. 
taxpayer's tax Habiiity otherwise due 'for alt taJC years ' years pursuant to' )the calculatl.on , Wider N.J;S;A., 
which isi-attributabfo to and, the direct result of. the 54:10A"-5JOb. The f_axpayer shaHthen file' a_ reconciliiition · .. _ 
taxpayer'~ qualifiec(jnvestment.. •.·: ·statement \.\Tith its· arinualcorporatiofi busµiess ti,lx tetum fo,:c, · .. _, , 

- - -- · · , · - - - 'the year in .wnich the forfeiture occur~, ancl pay any addi· : 
2. _ · Th~ a.,'nim;uit'of the, tax credit sliaii nor reduce the ,, - tiorial taxes owed clu.e .to the reduction of the amount: b( 

tax liability below the statutory minimum, tax provided at ' : ·i;:i-~dit' aliowabie for 'such' e~rlier yehrs, together \Vi.th aiiy 
N.J.S.A. 54:l0A...:5;7b. · . . · penalty arid interest >for failure to pay a~y .st.Jch tax as 

3. Jf thi creclit exceeds_ the liinitati6iis .. in ( c) Jhrou~h • provided in tile, State Tai Uniform Proeedµre Law.'. · · ' 
. ( c )2· above,. the; 'an:iount of credit t~II).aining sh~l. be ,. ,, . · ,·. · · ' . . · .... _·_,· - , · · . . . .·· · · .... - . 

-.. .. l. · If the, averMtf 'i1µmb¢r of employees attributable to 
refunded to . the taxpayer. . The .. amount .tefunded to the .. : · .the qualified investment fails below the minimum number 
taxpayer-shall not exceed.SO percent of the suni 6f the __ . : of new,jobs created upcm which, the t!lXPayei-;~ annual 
amount of property taxes timely paid iri the taxable year -.- credit was basedi the, tredit shall be, redetei-mined and the 
pursuant to ~.J:S,A 54:+-l et seq. and the amount .. of . ,excess forfeited for the .curr~nf tax year and.for each -
implicit propertytaxes paid through rent or lease piiy- i succe,editlg year pursuant :tq the .calculations· required .. 
i:nents in respect of property taxable. pursuant to N:J.S,A,. · · · · · -- · · · · - · · · · d · · · h. · · · · · h. ,_._ · - · un9er N,J.S;A. 54::10A--5JOc. . . 
54:4-1 et seq:, an for.whic taxes another party t atis 
not a related P.erson is liable; which is attributable to ~d •-·-- · ·· - · ·.. . · 1 ' • - . · , -

· the qirect result.(:>f the taxpayer's qualified investmerit_. -··-_ ·., · (f) N.J.S.A. 54:10A.,.S.l3 requires the :taxjJayer. to make 
- - .. \Vl'jtten iipplicatiqii tc:fthe Director of the Division·of Taxa-

Any excess . a~cmnt may not be carriecl forward. . . -. _ . _ tiq11 fob· allowance of_ the· c:redit, - No, prior ~pproval will · be 
( d) · The credit shhll _ only be_ applied a~a:inst corporation .· required jf the• returri. and Fo.tm 304 dainiing the creclit ah~ 

business tax liability attributable to; ,and the direct. result of, .· 'filed ori-. or before ··the•.•. original_ d~e, date .of the••_refum 
the taxpayer's qualified investment. · · · . · However, the return will be reviewe~ upon filing,. and the 

, ; ' ' - . ' Di~sfon'will notify the taxpayer ifthe crediLis disallowed, 
1. ·, ff the taxpay~r'.s liability' fcir corpdra,tiori bu~iness ·.•· If the .taxpayer applies for' an extension' to file Fortn 

- tax, local_. property tax, -and implicit ,prqperty tax: paid· .... CBT-'-100 or CBT-100$/a 1¢tierJpplicati~ri fron{the· tax-
through rental or)ease on prop_erty subjecqo local tax - payer,. requesting allowance of the credit must . ac;colllpany. . 
and for which taxes another party that' is not it' relat{id ~e request fot e~tension, J1orin C:BT-200T. '.fh.e record~ · · · 
person is liable, ate not solely attributable to.'the·taxpay- ··• :kyeping·iequiremeiits·of N.J,,SA. __ 54;10A-:-5~1.2 for ·qualified · 
er's qualified investment, t)len th_e amount of sti;ch taxes . property must befoUowed.. · · · ·. 
so attributable; may be determined by: ~iiltiplying th~_ 
amount of tax due under those tax acts for the tax year bY . 
the ratio of com,peilsatio11. paid during th~ taxable year tci 
all employee~ -of the taxpayer employed jn New· Jersey 

· whose positions .• are directly attributable to the qualified . 
investment, to total coinpe11sation pajd during the taxa~le . . 
year .to all employees of -the taxpayer employed jti N,evv -•· 
Jersey. . ' .·• ·_. ', ' , ' , ' 

New Jersey Investment' Tax Credit CalcuJ~ti~n' 

'c::orporation ABC . in -1994 Pµr2hases . arid in&tails · the 
following at location n in NewJersey: '. . . . 

·.-.· 1. A,iiewlyconstructe~·build~g for $1,0QO;ooO; 

2. ;Equipment with three year Iif,ef9r $10Q,OOQ;. , . ,, 

3. . Equipme~t with fiye year life fod~oo;ooo; a.nd -, 

4. An airplane for $100,000. 

. _At location . E in New Jetsey, the corporation makes 
'repairs on existingfacilitiesfor $250,000 .•.. _·; ··-·. 

. . ' ·. . -, . .' •: ·. ,· .. ·, 

2; Any credits allowable urtder RJ.S;A 54:lOA..:5.3 
(recycling 'tax credit), N.J.S.A. 52:271f..:.7g {urban enter, 
prise zone credit), and N.J~S,A 55:19:.:13 (llrban ;develop~ 
ment corporation · credit) -shall. b~ applied against and 
reduce only the amount of cqrpotation business tax not .-·. 
·apportioned -to · the qualified investment .under, this a~t _ 
Any excess of . those credits inay. be applied· against tl:J.e ·_ 
amount -of corporation -business tax apportioned to the 
qualified investment under this -act thatis not offset by 

. the amount of annual credit agains,t the. tax allowed un,~er •, , · .. ·, ":At location_ F in New.Jersey,. 1:1:).e corporation: purchases a 
the act. for' the tax year, Q.riless their•· application, is·· others - building, . _ owned: _ and used ... by an· unrelated party; for. 
wise prohil;>ited by the applicable cre9if statutes. . --. . $$09;QOO, . . 

. Supp. 1-6-03 
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· All locations are in New Jersey. None of the locations 
are in an urban enterprise zone. 

ABC in 1993 had 50 employees, all at location E, with 
annual payroll of $2,000,000 and . gross receipts of 
$5,000,000. In 1994 ABC employs 120 people, 50 at location 
E, 65 at location D, and five atlocation F, all with income 
above $30,000, and has gross receipts of $10,000,000 and 
payroll of $5,000,000. The 65 employees at location D are 
all newly hired New Jersey residents with total compensa-
tion of $3,000,000. The corporation business tax liability for 
ABC in 1994 is $10,000. ' 

ABC should compute its 1994 New Jersey investment tax 
credit this way: (Line reference numbers are to Form 304 
(1-95) New Jobs Investment Tax Credit.) 

First, calculate the allowable investment base as follows: 

Qualified investment: 
line 4( a) with three year 

life 0.35 X $ 100,000 = $ 35,000 
140,000 line 4(b) with five year life 0.70 x 200,000 = 

line 4( c) with seven year or 
more life 1.00 X 1,000,000 = 1,000,000 

line 5 Sum of lines 4( a), 
4(b), and 4(c) . 

The investment base is $1,175,000. 
$1,175,000 

(The airplane purchase does not qualify; the repairs at 
location E do not qualify; artd the purchase of existing 
property at location F does not qualify. See N.J.S.A. 
54:lOA-5.5 and N.J.A.C. 18:7-322(b).) 

Second, calculate the number of eligible new jobs created 
as follows in order to arrive at the new jobs factor: 

line 6(a) Average New Jersey employment for 
this tax year · 

line 6(b) Average New Jersey employment for 
last tax year . · 

line 6(c) Subtract line 6(b) from line 6(a) 
line 6( d) Divide line 6( a) by 2 · 
line 6( e) Number of eligible new jobs 
line 6(f) Smaller of 6(c), 6(d), or 6(e) 
line 7(a) Divide line 6(f) by 50 with no remainder 
line 7(b) Multiply line 7(a) by .p05 
line 7(c) Enter,the smaller of .10 or line 7(b) 

120 

50 
70 
60 
65 
60 
1 

.005 

.005 

(The number of eligible jobs isi limited to 60, one-half total 
employment. ABC is, with $10,000,000 in gross receipts, 
not a small taxpayer in 1994.) 

The new jobs factor is .005. 

Third, calculate the maximum annual credit: 

line 8 Multiply line 7(c) x line 2 x .2 
. 005 X $1,175,000 X .2 = $1,175 

line 9 Qualified investment from prior two years 0 
line 10 Aggregate Annual Credit: 

(Sum oflines 8, 9(a), 9(b), 9(c), and 9(d)) $1,175 

Supp. 1-6-03 
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Fourth, calculate tax attributable to new investment which 
is eligible to be offset by the credit (which is proportional to 
compensation of new employees relative to all employees). 

line 11 Compensation of all new jobs in New 
Jersey attributable to the qualified invest-
ment 

line 12 Total compensation of all employees in 
New Jersey 

line 13 Divide line 11 by line 12 
line 14 Enter tax liability from front page of 

CBT 
line 15 Multiply line 13 by line 11 CBT-100 

page 1 

Fifth, arrive at the allowable credit: 

line 16 Multiply line 15 by 50 percent 
line 17 Enter the smaller of line 10 or line 16 

New Rule, R.1995 d.461, effective August 21, 1995. 
See: 27 N.J.R. 840(a), 27 N.J.R. 3209(a). 
Administrative correction. 
See: 27 N.J.R. 4908(a). 
Public Notice: Inflation adjustments. 
See: 27 N.J.R. 4921(a). 
Public Notice: Inflation adjustments. 
See: 29 N.J.R. 708(a). 
Public Notice: Inflation adjustments. 
See: 30 N.J.R. 1330(c). 
Public Notice: Inflation adjustments. 
See: 31 N.J.R. 1112(a). 
Public Notice: Inflation adjustments. 
See: 32 N.J.R. 1087(b). 
Public Notice: Inflation adjustments. 
See: 33 N.J.R. 903(a). 
Public Notice: Inflation adjustments. 
See: 34 N.J.R. 1057(a). 

$3,000,000 

$5,000,000 
.60 

6,000 

$3,000 
1,175 

Public Notice: Notice of Corporation Business Tax; New Jobs Invests 
ment Tax Credit Revised Inflation Adjustment. 

See: 35 N.J.R. 280(a). 

18:7-3.23 Research credit 

(a) A taxpayer shall be allowed a credit against its corpo-
ration business tax liability in an amount equal to 10 percent 
of the excess of the qualified research expenses for the fiscal 
or calendar accounting year over the base amount, and 10 
percent of the basic research payments determined in accor-
dance with IRC Section 41 as in effect on June 30, 1992, 
provided that IRC Section 41(h) relating to termination of 
the availability of the credit in 1995 shall not apply. 

(b) For purposes of this section, the term "qualified 
research expenses'' means the sum of the following amounts 
which are paid or incurred by the taxpayer during the 
taxable year in carrying on any trade or business of the 
taxpayer: 

1. In-house research expenses; and 

2. Contract research expenses . 

( c) In general, the term "in-house research expenses" 
means: 

7-26 Next Page is 7-26.1 



CORPORATION BUSINESS TAX ACT 

1. Any wages paid or incurred to an employee for 
qualified services performed by such employee; 

2. Any amount paid or incurred for supplies used in 
the conduct of qualified research; and 

Next Page is 7-27 7-26.1 

18:7-3.23 

3. Under Federal regulations prescribed, any amount 
paid or incurred to another person for the right to use 
computers in the conduct of qualified research. 

Supp. 1-6-03 



CORPORATION BUSINESS TAX ACT 

Example 1: A corporation owns 100 percent of the stock 
of B Corporation and C Corporation, and these subsidiaries 
are engaged in their· respective businesses: . B Corporation 

. has generated unneeded cash from its operation or has sold 
some bf its securities to third persons ( other than to the 
parent corporation) and the prqceeds • are available for 
loans. B Corporation then advances some of thatmoney to 
C Corporation. C Corporation's indebtedness is not indi- · 
rectly owed to A Corporation. 

Example 2: D Corporation owns 100 percent of, the stock 
of E Corporation. and F Corporation and· these subsidiaries 
are engaged in their respective. businesses. D Corporation 
sold securities and advanced the proceeds to E Corporation, .· 

. which in turn made loans to F Corporation.. This indebted-
ness would be indirectly owed to D ·corporation. · · 

. . . . 

Example 3: G Corporation owns 100 percent of the stock 
of H Corporation and K Corporation. and these subsidiaries. 
are engaged _in theJr respective businesses. -. G Corporation · · 
inade advances to H., Corporation that had· also ' obtained 
funds by borrowings from non-related creditors; K Corpo-
ration borrows from H Corporation. · It is presumed that _K 
Corporation's indebtedness. is. indirectly owed to G Corpor1:1~ 
tion. However, the presumption is not 'conclusive, To the 
extent that KCorporation can establish that its indebtedness . · 
to H Corporation is in. no way funded by the advances froin 
G Corporation to H Corporation, that indebtedness_ would. 
not be owing indirectly to the parent G Corporation'. 

(f) For the purpose of determining the degree of stock 
ownership of a corporate creditor, the shares. of the taxpay-
er's capital stock held by all c:orporations bearing the rela-

- tionship of parent, subsidiary, or affiliate of the corporate 
creditor shall not be aggregated. 

Exar,nple: L corporation owns 100.percent'of M corpora~ 
tion which in turn owns 100 percent of N corporation.. M 
corporation . has a valid business purpose. L corporation 
made loans or otherwi~e provided funds directly to N corpo-
ration. The source of such funds is not from M corpora-
tion. The -indebtedness from N corporation to L corpora-
tion is not indebtedness owing directly or indirectly to a 10 
percent stockholder. · - · 

Amended by R.1985 d.561, effective November 4, 1985. ,; 
See: 17 N.J.R. 1537(a), 17 N:J.R. 2677(a). 

Substantially amended. 
Amended by R.1987 d.118, effective March 2, 1987. 
See: 18 N.J.R. 2004(b), 19N.J.R. 410(c); 

Examples 1 and 2 added to (t), . . _ 
Amended by Rl 992 d.289, effective June 20, 1992. 
See: 24 N.J.R. 175(a), 24 N.J.R. 2628(b), 

Revised (f). .. · . ' . . . . 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 76l(a), 26 N.J.R. 1696(b). ·-

Statutory References 

N.J.S.A. 54:WA-4(d), (e). 

'18:7--4~6 

. .· _ Case Notes 
Taxpay~r was entitled to exclude from its net income eiilculation 

interest expense pajd on notes. Rollins Leasing C::orp. v; Director, Div .. 
of Taxation, 14 N.J.Tax 289 (A.D.1994), published 14 NL Tax 289. 

- indebtedness was direct, not indirect,- and under··Corporation Busi-
ness tax Act taxpayer had to include loan in its net worth arid could · 
not deduct interest_ on loan· to extent prohibited by the Act. . Rollins 
Leasing Corp. v. Director, Div. of Taxation, .13 N,J.Tax 359 (199~), 
reversed 14 N;J.Tax 289. . 

. Corp~ration was not .holder of taxpayer1s stock, and, thus, debt owed 
to owner did not affect taxpayer's net worth. centex Homes of New 

. Jersey, Inc. v. Director, Div .. of Taxation, 10 N.J.Tax 473 (1989), 
· . affirmed 241 N.J.Super. 16,574 A.2d 448. · 

Rule governing corporate debt for net worth purposes was ultra vires. · 
ceritex Homes of New Jersey, Inc. v; Director, Div. of Taxation, 10 
N.J.Tax 473 (1989), affirmed 241 N.J.Super.16, 574 A.2d 448. · 

Division. of :taxation can not make inquiry to determine loan is loan 
or contribution to capital. Centex Homes of New Jersey, Inc. v·. 
Director, Div. of Taxation, lQN.J,Tax 473.(1989), affirmed 241 NJ.Su0 

per. 16; 574 A.2d 448. 

Iriquirymay be made irito source of funds, for purposes of calculating 
m;t worth. Centex Homes of New Jersey, Inc. v .. Director, Div. of • 

• Taxation, 10 NJ.Tax 473 (1989), affimied 241 NJ.Super. 16, 574 A.2d 
448. . . - -

Taxpayer corporation, which po'ssessed 100 percent ownership of 
investment in French and Brazilian corporations directly and through . 
its wholly-owned Dutch subsidiary; was entitled to 100 percent exclu-
sions for the dividends received frcim the. French and· Brazilian corpora" 
tkms. International Flavors & Fragrances, Inc. v; Taxation Div. Di-
rector, 5 N,J.Tax 617 (Tax Q.1983), affirmed per curiam 7 N.J.Tax .. 652 

. (App.Div.1984), affirmed 102 NJ. 210,507 A.2d 700 (1986):. 

·. Liability owe.cl by taxpaye~ to sister corporation was includable _in the 
taxpayer;s net worth for purposes of determining the -amount of fran- .. 
chise tax, notwithstanding the fad that the indebtedness originated 
prior to affiiiation; ninety percent of the interest ~n the indebtedness . 
could not .be excluded as a deduction iri net worth base tax computa-
tion. Skyline Industries; Inc~ .v. Taxation Div. Director, 3 N.J.Tax.612 
(Tax Ct.}981). · · · 

Liability owed . by taiq:iayer' to affiiiate was riot includable in 'the 
ta1{payer's net worth tax base where the affiliate was a mere conduit 
through wh.ich indebtedness was owed and paid to unrelated real 
creditor third parties and where opportunities for balance sheet nianip-

. ulations were ininimal; ninety percent of interest paid was not disallow-
able for -computing corporation business tax liability .· ( also cited as 
N.J.A.C. l8:7-5(a)(7)). Mobay Chemical Corp. v. Taxation Div. Di-
rector; 3 NJ.Tax 597 (Tax-ct.1981), affirmed per cµriam 6 NJ.Tax 445 
(App.Div.1982). · · 

Liability owed wholly-owned·. subsldiary by taxpayer w~ich was a 
wholly-owned subsidiary of another corporation was includable iri the 
taxpayer's -net worth base for purposes of the. franchise· tax; 90 percent 
of the interest paid to the subsidiary by the taxpayer was not deductible 
(citing former rule). Fedders·Financial Corp. v. Taxation Div: Director, 
3 NJ.Tax 576 {Tax Ct.1981), affirmed per curiam 6 NJ.Tax 444 
(App.Div.1982), reversed. 

18:7-4.6 · Receivables offset against indebtedness owing 
directly or indirectly . 

(a) · The· taxpayer may offset aga:inst includible indebted~ . 
ness owed to at1y creditor the amount of any receivable due 
from that creditor. · -

Example 1: P Corporation owns 100 percent of the 
capital stock of S Corporation. S Corporation has indebt-
edness· owing. directly or . indirectly to P· Corporation as well 
as a lesser receivable due from them. Indebtedness ow.ing 

Supp. 6-17-96 
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. direcUy or·. indirectly to p CorporJti~ri i~ th~: aniouµf ·of, the' , , Section Wa,s. ;,Total Property base;,·. alternate method of computing .· 

,indebtedness reduced by the receiyable due from that cr~dP net worth tax?. . . .•o·. .·. -~.~ 
· to.r. . I , . , , \ 18:7-4.11 Subsidiary col'porations; de~nlti~n · 

. '. example · 2: P Corporation o~ns . ioo :. percent, ,of\~ (a) A subsidiary• is. defined as any ~orporation in which .·• . 
. [~apital stock: of both Sl Corporatio,n and: S2 Coi'poration. the t~ayeds the owner of: 

. Sh Corporation has indebtedness tjwing' directly or indirectly , · · · · . L. AtJeas( 80 pe:rcent of, the. total combined voting · 
, . to P Coffiora:tion,. S~1C°.rp9ratiory also h~s a teceivabledue powei: ofa1l chisses.of stock of the subsidiary erititleq tci . 

frqm S.2 Corporattop, which, had 1rbeep, a debt, would also , . · · . . . . . .. . . 
have· becm indebtedness. 'owing djrectly or ip,directly to · p · · vote; ru:id · .· · 
Corporation. Sl Corporation may not.offset the teceivable ·. . .•2. •. Atle~st 80 percept of the totafnumber <>f shares.of•· .. 
due ,from_ S2 Corporatiozy. from its in4ebtedness · owing·· di.: . all other classes. of stock except nonvoting stock. w,hich is .. 
rectly ~r indirectly fo P Corpofatfo11 since it i(•nqt' a , limited and preferred as·to cliyidends;, . . 
receivable dtie from that creditor; I , . , · .· .. , : ·• . · · ·· · · · · · · · - · · · · ·. · .• : · ·, .· i . . . . 3. The investmentshal~ be dete;rinined only with refers 
.' &ample 3: p c;oiporation owns 100 percent of the 1 ,· ence to investmep,t i,n capital stock aiid shall~;exclude any 

,, capital stock of,Sl C:::Qrporation, ~1 Corponition OWJ?,S 100 . l)an~ or a~vances to ~y SUCh su~sidi~ries. . . . . 
percent ofthe capital stock of 82 (J:orporation._ Sl Corpora, . 1 -(b) Ail. entity ..• orglµiized · un. de.r the.', laws o. f a i .. ore. ign ·. 
ti. on;. has ind. ebte. dness owin. g d_ i~1e. ctly -0r in. dir.ectly .. to P.. \ · . country shall be considered. a, s. upsi.· d.iary.. )f the. foregoir)g. · . Coiporatiop, and"has a receiv!lble flue from S2' Corp.· cira,tion · · · ·, · · requisite degree of ownership is met and 'if.the entity is 
which; h~dit ?eel?- adeb~, y~1ould lalso have been i~dep~eqs considereda corporation foranypurpose,uildettbe United·• 
ness owiµg directly .or mdirectly1 to P Corpo,:abon. .Sl • · · · . · • · . 
Corpm:ation may not offset: the I receivable due. from s2 . States Federal fucome,tax laws, such as (but not by w,ayof ,, , 
Corporatioll from ·its. indebted1,1e~s owing' directly. qr· in&:. · .. sole. exam.ples) for· the 'p:µrpose ·• of supplying \1,eemed~paid . · 
,:ectly:to P ,Corporation since it isiliot a receivable due from , . foreign tax ¢redit~ of purpose of ·status as .·a controlled 

. tliat ,creditor. I : · . foreign corporation. · · · · 

. -' I . A~ended by R;1979- ~;45, e(fe~iye February 6; 19;9, 
Amended by R.21987(d.U8, effective Marjeh 2, 1987. .· . See: UNJ.R. 40(d); Jl N.J.R; 150(1~)., .. ·•· ·• " · ·,· 
See: 18 N.J.R. 004 b), 19 N.J.R. 410(c). Amended.by R,1985 q.561, effective November 4, 1985 •. 

Examples 1 through 3 added. 1 .. See: 17 N.J.R. 1537(b), 17 N,J.R. 2677(b ). · · · 
'.Sµbstantially amended ... · . . . · .. · · .. ··. · 

18: .. 7-4.7 .G. overn.'m .. ,en·1·tal·obliga. t.i·o. · Is and·.·· !_~cu.ri.ties,. · .. · <: ·. •• .. ·;··• Amended by R.1994 d."t86, effective April 18, 1994. See: 26 N.J.R 76l(a), 26 N.J.R.1(i96(b), . ' ' 
In the deterrnmation of. net mcome, mterest an:d other 

41,come t'frk,m go.vemmental oblig~tions . and securities are 
includible. · · .· · · · ·. :\ ·· · · > 

. I 

/, 

St~tutory R,eforeilces · 
See NJ.$.:..\. 54:lOA-9 as to. d~finiti~il ;~f "subsidiary/' 

,J . . ,• -. . . . 

Arpe11ded byR.1994 d.186, effective ,i\pri\ 18, 1994. 
See: 26,,N.J.R. 761(a), ,26 N.J;R. 1696(b).:

1 
•. · . . .. · 18:7'4.l~ (Reserved) , . . 

··. Amended byR.1970 d;l21, effective October 5;1910, 
. .Statutory Refe~~nces See: 2 N.J.'R,;-78(a),s2 l':f.JR 95(a)i . • .. · .• , . . . 

·' 1 • • • • , • Amended by R.1979 c;l,45, eff~ctive February 6, 1979, 
.. · · Se~ :N+SA;_ 54)0A-4(k)(~)(~) as t~ (nterest a11d intome fr~tj'i , . See: UN.J.R. 40(d), H N .. LR. l50(b). ; .• · ·· .· 

secunt1es mclud1blem determmat1on of.net 111come. · · : · , ,. · ·. · Repealed byR.1994 d.186, effe#ive April,18, 1994. 
, ', J ,' 

· .. 18:7-4.8 (Reserved) 
Repealed by R.1994d.186, eff~ctive;April 18,'1994'. 

···see: 26 N:J.R'76l(a);26JN,J,R. l696(b}. '<. ,.·,·•.· · . · 
Section was "J'reasury·stock;, when incl dible iil, net wort,h''. , , , , 

18:7--4.~ ··.··. (R~seiied) · · 
. Repealed by R.1994 d.i8'6, effective April 18, 1994i·· . 

See: \26 N.:rn. 761(a),' 26 N,J.R. 1696(b): ·· ·.· •. . : · 
·· ,~ectio~ •~as "Treasury stock; certified 1ider ~eq~ired'\ 

See: 26 N.J.R. 7(il(a),.26 N.J;R. 1696(bf > 
Sec~ion w!l,S /!Subsidiary de~uctio,ns fr<>Jll .net wo~th''. 

·· 18:7-4.13 (Reserved), 
. Rep~aled byR.1994 d:186, effeptive Apriil8; 1994 .. 'i · 
. See: 26 N.J.R. 761(a), 26 N.J,R; 1696(b). . .·. ;·. · ,' , · 

· · · Section was "Effect of shorttillc table· on subsidiary deductions'' .. 
' ' . : ·. .. ·. ': .. . . . '· 

' . . 

. 18:7-4.14 (Reserved} . 
- . -~ .. ·. : .. :. ' . . . 

Amended by 1(1979,d.45, effective FeQruacy 6,.1979. 
See: ·11 N.J.R. 40(d), 11 N,J.R. 150(b).: , . · ' 

18:7-4.10 (Reserved) i · .· , . 
Amepded by· R.1983 ii.:62;. ~ffective Marc~ 7, • 19~3, • -

· Repeal~d by R.1994 d.186, effectiye·AprH is, 1994. 
See: 26 N.J.R. 76i(a); 26 NJ,R;, 1696(b),. . . . . . , .. .·. · . .. · 

., .. Section· was '"Parent must. report book value of subsidiary corpora- .... 
, S~e: i4 N.JJl, t206(a), 1$ N.J,R. 343(d). i · . ; ., .. , . .· · . . 

.. , @ang1;:d ''total"fo. "the .averp~e value ?f'_ real and tangible personal 
pr(). perty.. :A.dded. re.al esta.te.·.!nvestm~lt. trust. · Ac;lded 3., ti} (b). 

•. , . Repealed:by R.1994 d.186, effective April 18, 1994. 
. ' Se¢: 26 N.J.R,; 76l(a~, 26 N).R. 1696(b), · · 
.·. ·. . . •. · . .,_ . . ·_ .·_ .. _.) . . ·: '. . . . .. . . • . . i . ' ' . . .. ' .: · ": 

tion''. · 
. , 

18:7--4.15 ~R~serv~d} · 
· Rep~a,led by R.l994 d.186, effe~tive Ap~il 18,19'J4: 

'/··. 



____c./ 

coRPORATioN -liusmEss 'iM:Acr ·-:< -. 
See: 26 N.J.R76i(a;;26.N.J.R. l696~b): > ; .. · ._. ._ • . ···• 

Section was "Consolidated returns.for subsidiary corporations''. 
. ·- . . . . ,i . '·. ~- .. . ' . 

·: _____ . . ; -. :.,··_:·._-.' .--.... 
'· .·ts:,~s.2·-. 

. '. $15,000 is taken int9 acc9µnti Bas~d on a se~atate, non;: C 

· ·c(?ilstilidatecf cru.culati':)n-: 111i<fe(' the Internal. Reve11.ue 
·. Code; and ·the .coritribiitiortifunitations appJicable. io all · . 
_corpo,rai:ions for )lie p~rfod itnder,-review (tiiatis, 10 ·. 

Taxpayer corporation, • which possessed lOO pel"celit ownership cjf 
investment in Frerich anii Brazilian coiporatiQns dir~ly and through 

. its wholly-owned Dutch subsidiary, WIIS eittit1e4. to 100 percenr~xclu- _ 
sions for the dividends re_ceiv,e({Jrorn the frenc):j an_d Brazilillll CQrpol'a.-

. ; tiol'.is. · Inteniatfonal Flavors & Fragrances, Inc; v. Taxation Div. Di- .. 
rectoti S N.J.'.l'ax 617 {l;ax a.1983); affirmed.pefcuriam 7 NJ.Tax 652 

•·,peri;ent), Corporatlqn A'~- rep<>Iti.l?le llet income for New, 
Jersey p1:1rpo,ses is $90,000 <~100,990 :~ ($100,000 _>< .1op. · 

. Ex~pl~ 2: Corporaticfo:: B js part qf a consolidated ,. 

. (App:Div.19~4), affi{lil~d'102 NJ; 210; 5~7 .t2~ (198~). . . 

18:i-4i6 , (Reserved) · . . . . _ ... -._· . _. 
Repe!lled by R:1994 d.~~6, effective April 18(1994> 
See: 26 N,J.R. 761{a), i6 N.J.R. 1696(b). < 
. Section was "Valuatioirofsecunties''. -· .. ·· 

18:7-4.17 · (Reserved) _ . . . ... . 
.. New Rule; :R.1984 d.496; effective November 5,. 1984. _· 
·. See: 16 NJ.R; 1325(a); i6N.J.R: 3057(a); · · · · · 

·. Repealed l>y R.1994 d;l86, effective April 18, 1994. : - . 
··. See: 26 N.J.R. 761(a); 26 NJ.R.)696(b). . . . · • · 

· Seption was '.'.Urbarf enterprise zo11es'\ 
... . 

18:7-4.18 . (Res~rv~) _· . 

' grQUP filing {pr Fedei;iifpµrppses ':iln.::h ~Ql~ gpods' in the . 

:ifIJUS~~\tJJ~~:F 
lengtp a,nd included a pro~t~el¢m..ent: _in it: :'fhe :Feder_aL · 

. . corporate 'coµsolidated filing woidd recognize but defer 
· the gain on: die sale_ ofth~ gpods bet\Veen' Corporatiqn B 

.•·_.· and C 11ince- ,· Corporation C '· 4ao· t.tOt. :dispo~ect. Pf: the 
.-··_. pi'6perty outside theigroup afyeai eµ.d; For New·Jersey 
· c pu.q:,oses, hdwever, Corporation B musfrepoi.1 the gl,lin · 
. ' oii the sal,e of the pr<;>perty for net in.collie purposes, and ' ,~f ;;!:1;scm!1!:lo;1!!t~\full sales price ot the 

.·. ___ ' (d)-,Eritjren~f;hif6in~:shallbedete~~d.~ifno ei~-
·•- .,'.ti6n ··had been. made under 26 U.S.C.1371 {Subcliapter· S·-of 

. the ];<'ederalI11temal){eve11ue Code),: . . . . . . . . 
•. -__ Amert~ed by ll,1.985 d.562/effectiveNpve~be~ 4, 1985i'' 
· See: 17NJ;R. 'l538(a), 1'7 N;J;R. 2Ci7~(a): •_ .. · . , . . .· · · · . - ntr ._·. -·T. · ·· -· -· · ' · · •· · . (c) added • · . _·. · •-•. ·.•. ·- . _·. ·. . - _ .. -·._ ·· 

SUBCHAP'l'IIl~ 5;-;,. ENTI.i:u:. NE_ IN90~; . · ._ · ·· · _-·.. Amended by R,1992 d:231, effectiv1Uune 1,Jm. · · 
DEFINITION, COMPONEN'I'.SAND RJJLES • · . See; 24 N.J.R.·1522(a);~z.4- N.J.R; 20?4(cj. · . ' ., 

· -• FOR COMPUTING ·· · · · · · · · · , ·.· · · Added example~ to (ck deleted (e)_'. : · _ 

18:7~5.i ' Entire 11et inco..-e; definiti~n . ' l.Aiw lleview~ ' i . 
. ' . -' . . How New· Jef$eYtreats the acquisition of ;iSsets, John M.- Metzger, ' . (a) "Entire .net irl~ome" means t<>tal netinconie from ~l •·--• <147 N.J.L;J; 1356(1997); · ··- -· -·· · · · ·-

sources, whether within or without the United· States/and 
- . includes: > . ·- . . . . 

l. ._ The.gain derived from the employme~tcfr:capifat---
. or labor~ or from both combined, 3:S· well as . . ' .. . . 

2. Profit gain~~ throtigl1a sale ~r conyers~on -of capital , ·._ -· . ._· . : . . . ·-.·•. < Case No~s _ ... · • / . -·. _ • ··. . · 
assets. · Regulations wei:e valid. GeneraLB!dg. Products Corp; v>State, D/y. ·. 

· · · .c;ifTiixation, 14:NJ.l)ix 232(1994); affinn:eo 15 N'.J>Tax 213: . __ > ,-.•. -_.·.· .. _ 
(b) For the p~rpo~~ 6f the Ne~ J~~ey' hut, the ·ariio11nt of ·_ . > Sta~i ~~ohi~itiorr against fiilng cifcons~ildated. income'tax retti;ns ·_ 

a t_axp· a:ye ___ r_'s e_ntire n,et•iricome_·sha11. be._deeme_d_-p· dma: fac:ie • by related corporittiomi do.es riot immµnize subsidiary corporati_on from 
state taxa,tion of any gain realizefas result of deeriied. sa1¢ o(its asse_ts. 

to be equafm aniouni to:the taxable income; before net•· . Genel'.al Bidg. :Pr9ducts <:o"rp. ·v. State, Div, of.Taxation, 14N;J.Tax, 
operating loss deduction and special '.deductions, which the ~2 {t994); affirmed15 Nj.Tax 213. . . . . . . . '.. . . 
taxpayer is required to report to the United States Treasury ·. . New York $ ~rpciratiori's distrillution to New Jersey taxpayer wo~ld 
Department for the purpose•--of. computing its Federal · in-' -• ·_· .be. treated iis oeirig from" corporation's. accumulated e1U"11ings. ,> Laurit~ , 
come tax, subiect to the ad1'u_ s_tments se_t_f:_o_. rtb_ iii_. this Sub- ·. · · v. Director, Div; .of Taxation, 12, N,J.Tax 483 (1992); liffin_necl 1_4 

J N;J.Tax 166,.certiffoation d~nied 1~5 N.J. 391, ~39 A.2cl 30,1.: 
chapter. . ·. ' ' . . > Ab~ent sho\ving that ~- corpor~tionYinccnn:e was- frQro CU:rrentearn•" . . • -- -· · · · · · · · · · · > ' : , ings ·it would be assumed :that distribution· was 'from, 11CCUmulated 

( c) Consis~ent with NJ.A.C 18:7.:..u.is, ~niire net in- earnings; Lauritej. Directo_r, Div:; of Taxation, 12 N.J.Tax 483 (1992); 
come shall b~·determined on .ll separate elititybasis ~.if the·-. ___ g~rm-· ed 14.N.J,Tax 166; certifica~i<>ii. denied 135 N.J: 301, 639 A.2d· .· 
contemporarieous Federal return had not been a cc:>nsolidat• · • · . ed return. ·_ .. · . ' . . .. . ,. . . . .. ' .......... ·. . . . . ·. . ·. . ' .. 

. · . ·• 18:7-,.5~2 Entire nef lncome; . how ~omputed · 
Example l: . • Corporation .A is part· .of :a ccms0Ud1tt~d :· .. (a) Wfaxable income befor~ net operating loss. deduction. 

group filing for Federal purposes: which •as a group in-:... and special ·c:Ieductions'," hereinafter referred toas Federal 
curred a riet operating loss for the year. Gorporatiori A, :.taxable income, is the.,starting point in the computation of 
however; on a $eparate entity: ba~is had.nefincom¢- of , )he entire nefincome. After :determining Federal t!)Xable 
$100~000 before_• its charit~ble contributi9t1 ~:xpense•_ of. . ·. -inbofuititmusi be adjusted as follows:- .· ' 



: . _..·-:_· _··.-,-,-:. 

'· 18:7~.2 
. . . I . --:::· .. ··,_·:.-· :_· · .. _ 

. . ' . 
.. . . . '., - ... . · .. :>- .... 

• . . . . •• . · .•• · .• . •• 1 ·· · •.• 
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. · .. (1) Any-partot a de<111ctionfor mterest'on·~i~en r: i. ,Add to ;Federal taxableJnpome: . ·• .· · •·. ··•· .. ··. ··. ·. ·· .· . ·· · .. ·· .• . . .. ·· . 
.· J ... The ~~unf of 'any 'Specj!i.¢. ~emption iji; credit . . 
. •· allo)Ved µ,: any law of the ljJ'nited States .imposing ap.y 

tax on ,or ~easured by th~ income ·of corpcfratio~ .. · 
. where such specifi¢ · exem.ptton qr ctedj(has been. de• 

evidence· of indeb~edness: issued;·with .stock,. j:>llrsuant.··· • ' ... r---~·..:;__: 
. ·. ···. to a bona fide plan ofreorganization to.pers<>D$ who 

. . . is prior to. sllch reorganizatioil .were bona fide ,cr~dii · ... \ . 
tors of the, t~ayet or 'any pt¢decessof COi'potitiop.~. ·• · . 

7 . 

ducted in computing .Fecleral taxable income; . . . 
.. : .... · .. : ... I· ..• · . . .. • :", [ · .. · •.. ... :; .:• 

· · ii. All interesti:iicome: from $Ources within the Unit- • 
eel States which has not bqen µicluded Ill CO_l!lpu,ing .I .... 

· ·Federal taxable,income, iricludingiJlterest onsta:te.and 
Municipal. bonds .. aod certaui obligati.ons•. of th~ .•tJnited 

• States -and its instrwnentalities;> less interest expense 
.• incurred t<> ~arry such in~ents/to t~_e extent such, .. 

interest expense has not be~il deducted in computing . . 
· · ·•· Federaj taxable mcome; . . I - . . . 

.. ·. . -m: All dividend inconiel from sources within the 
United States which h~ ,n1>ti'been, inci~cted;in:6qmpui- · 
i.ilg Federal taxable.income; 1' . . . . . . . . : .·.. .. . .. . . . 

.· .. ·.·. prtfits•:i~ed:!~~!ci:r~·::;:=g,e~~~!f~i~·• ·. 
a~l~in~nte; _ : ·. • :j / \ :I • _ . . . . 
. . v. \ All New Jersey frariclµse taxes paid. or accrued 

·• under the (::orpotation BU:siµ'.ess Tax.Act, whether mea: •··. 
· sured · by net . WQrth, _net inc,qm,e or otheiwise, Jo the . 

> extent such.: taxes were deducted· in'.computing .federal · · . 
. . taxable income; imd, with r~spect to •accounting years · . . . . . . .1 ··. . . ( . 

· beginn!fig after July 7,. 1993, Jaxes. p~d o,r accrued .to a .· 
· po~sion or territory oftM .United states, a state, a: .. 

bufwere not stockholders thereof; and . . . 
. . (2). Any pfu, ~fa deductio11:for )nte;~st that · •·· 

· · lates .to financing of motor vebjcle inventory held for 
sale to· custome.rsr ptov~ded that the underlying in-.· •· 
debtechte~$. is 6\V:in,g .to. a taxpayer, customa:rily and·. 

. routinelf providing this type ·of financing. ·nic{por~ . 
tion pf si,ich ,interes~ wh4:h maY, be deducted isJimit~ .. 

·· · ed· fo interest on iridebtedn~s relatjng tci floor- • · 
· plannblg of motor ve~icles .. evid,enced by · a: tr:ust re-

.. . ceipt or . sinillar docume~t and is also ~fted to ' 
•· . .interest on. unso!d: inve,itory items. ··.·The Jn,tetest · 

must be,paid oi accrued directly t<> ciedjtQf,which . 
· .. is a: t~iyer µnder:.t~e .act and not indirectly'to any·•· 

related entity;• Th~t'taxpayer, or a c'orpotaticiri :which. 
is a p~eri( Or sµbsidiary:of that t~ayei: must ije the · 
~lllluf~urer or the mqtot ·vehicles financed; apd 
· (~) Any·.deductjonfrir intei~st.that relates t6;debt;. 

of·· a •''.financial business. corp<>ratioii" .owed · to an . 
. affiliate coj;poration but only where '.the,. interest- rate : ' 

. ' ..... does noletceed. two percent,age• points OY~~· a ptime. ·. 
. rate to be determined bjrthe CoQlillissiorietof ijank-·.· ··. 
.. jng,i, Iniet~s(p.aid or accrued tQ such, ail attil_iate. is .. 

/ 

. . political subc:livisio~ thereof; .\or the District of Colwn• . ., 
, bia on or measured by pt.ofi,ts ,<)r in.come; or business 
. ~es~ce or_ b~sm~. activity! ?1cludingf wi.thou~ :limita- .. 

·· tion; the Michigan ~mgle Bu~ess Tax andtaxes mea-

.. · an ,unresti-tcted d~<J*tion only when a corporation is · , 
.. a fin~dal, business corporation as determine(J at ·.·. 'U 
·· ·N.i.A.c.·.-18:.7~-:~t~t(t' A debris owed io- ah: 4~affiliate" · -... . _ ., .. · 

CQrpOiatiOilW~en it is. olVing directly or. indirectly to 
· ... • surecl in wl:J.ole o~ ~" part by 'inet ~axal;,l~ c~~ital''.to th,e . · 

, ~ent such taxes were deducted ·m 00.mputing ;Federal · 
. taxa~le in9(>J.tie; . . ,_. . -J . . , . . 

~- ·. r-{etoperating 1~. s4stafued durblg any ye.ar or' .. · 
petic;,d other thao .that coveted . by th~ . return; which . 

. were deducted in computing Federal tiooible . income, 
./ " ,, but i net op¢ratrog loss ded~~ion shall be allo~ed to. 
· · the ~ent provided l,y N;J,A~. 18:7""5'.12 through 5.J6. 

holders often ·percent or more of the,, a~egat~ · 
·. outstanding shares of the taxpayer's .capital stock ·of . 

•. all:dasses .as -:defined .. in. N.J;A.C. 18:7-4.5. The .. · .. · .. 
·.· ·•. ded~ctioµ "fuaino1 be claimed on the . Coiporation ·. 

··. Business Tax Retµrn; FOQll · CBT~lOO .. Any·corpora~ 1 ·'. 

· · tion. whicti is a financiaf business corporation must 
file. the CQipcmitic,ri Business. T~ Return for .a~~•.·• 

• ing and Fii)Elllcial COq,o!ations, Form· BfC4, and 
.. • ··•· ' vil. For accounting:or pi:i\iilegtLperiods ;ericlillg on or •. · 

before Janu~ry 10~ 1996; .tJie ~owit deducted, in coni~. 
• puting Federal taxable income, for .interest on indebted- · , .... · . · 

. . . ·. ness wheth_er or not eviden¢1d by. a Jvritten statement.- .·. J ·· 
........ 1)> ~e ~d~ed. b~clc,. ~ch iilte~~st.~ust be•·•9We4 clirectly 

o~ IQ.du-ectl~ ~1ther to _an ip<!iv1dual ~t?ckhol~er, or 
meJDbe~- of his or· her unmerd1ate family who, :m the 
aggregate;. own beneficially .10 percent of mote of the, 

com,plete ScheduJ.e. t: apportioning the_ finan~ial t,usi~ 
. ness. ·•conducted, iil • Ne.w Jetsey consistent with 
. N .. :tS;A. 54:lOA-38;.' aiid . . '.. ·• '; , -. •·· 
·•·•· .•.. · (4) J\.ny part of~ dedJ~tion:for hlteres~ thatrel~t-

.. ,taxpayer's outstandirig sharesj of capit~: sto,ck or to a 
·•·. corporate stockholder whic,::h- bwiis 10 percent or m:oi'e ; ' ' o( tlle taxpayer's outstanding shares of capital stock; ... 

1be amourit deducted shall b~ reduced by 10 percent of ·• 
.. ·.· :. the. amo-.mtso deductecl Qr $1,000, wµichever isJarget. 

· .. ·· .... •. Thus/if ·the amounfof such ;interest is st,ooo orless, .i .. 
' •· ,: then,;n~ne oLsaicl'~ountii~~ bead~e~back: (Por .. • .. · .· 

de(init~on of · and ~dance, 1.p : detetmmmg ','ditectly" · • 
and "indirectly'' see N.J.A.C, 118:74.S(d), (e) and (f).) 

. H.-er, there shall be all""f as a deduttion: . . . 

Supp. g,;4,.97 . \ .· 7~6 
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ed t() debt of· Ii: banking corporation. O\Ying airectl,y to 
.... • a bank holding co~p~y as defined in)2JJ.$.C:. l841 : .. • 

of· which the banking corporation • is subsidiary;· .. ·.· · 
... ·.·.· The allowable. ~eduction fc,r' iilterest . is,, iimited to< , 

·· _inte*est pilid or accrµed directly by the• subsidiary to 
its bank holc;ting , ~mpany; parent notwithstanding 

.. that .related:in(l~btec:fness :may be ~"1ded frorii net ' · 
wortµ whe~e it is indirectly owing to su~ . bank 
holding company; ·.·. · ·· · 

... ··• ,, viii.·/~ecoveties·with respect-towar lo~s, r~gard~ 
. · less ofwhethet ,such w~r losses' \\'.ere dequcted :in any. 

return Previously made (or :the .pu,rpose of comp.uting 
the New JersefO>rporation Busmess Tax; . . . . 
. - ..... , . ., ,_ 

,r\)·· 
·~. 

·:-1 
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CORPORATION BUSINESS TAX ACT 

ix.. All income from. sources outside the ·· United 
States which ha~ riot been included in to01ptiting Fed-

. eral taxable income less all allowable deductions fo the 
extent that such allowable decl~ctions were <11ot taken 
into.· account in computing Federal taxable. income. 
See ( a )2iii below for Hmitations respecting foreign tax: 
deduction; · · · 

x. In any year or short period which eQds .after 
1981,with respect to property placed in service on and 
after January l, 1981, llut prior to tax:payer (iscal. or 
calendar accounting years beginning on orafterJuly 7, 
1993, any depreciation or. cost recovery (ACRS or 
MACRS)·whl.ch ·was· deducted.·in arriving. at Federal 
taxable inconie and which was determined in accor~ 
dance with Section 168 of the Federal Internal Revenue 
Code in effett after December 31, .1980. See(a)2iv 
below for depreciation allowable in computing entfre 
net· income. - . 

xi. Ih any year or short period ending after 1981, 
with respect to property placed.in service 9n and after · 
January 1~ 1981, but prior to tax:payerfikal orcalendar 
accounting years begiribing on or after July 7;J993, any 
interest, amortization or transactional costs, rerit, or arty 
other deduction which was claimed in arriving at Feder-
al taxable income as a result of a "safe harbofleasirigl' 
election made under Section 168(f)8. of the Federal 
Internal Revenue Code; provided, however, that. fora 
fiscal year or short period which begins in 1981 and 
ends in 1982, any such amount which relatesfoprnpet~ 
ty placed in service dming that part of the return year 
which.occurs in 1981. shall be.allowed as a deduction in 
arriving at entire income for that year only; 'and provid-
ed · further t.hat . any such amount With respect · to ._.· a 
qualified mass commuting vehide pursuant to Federal·· 
Internal. Revenue Code Section 168(f)(8)(D)(v) (for~ 
merly · 168(f)(8)(D)(iii)). shall be allowed in arty event. 

(1) .· Where . the "user/lessee" of qualified. l~ase 
property which. is precluded from claiming a deduc- · 
tion for rent under this rnle would have been entitled 

' • .' ',- -- . • < 

to cost recovery on property which is subject to such 
· "safe harbor lease" election in the absence of that 
election,it may claim depreciation on that property 
under the provisions of (a)2iv and v below.. See 

. (a)2vi below for the treatment to be accorded related 
income on such "safe harbor lease'' transactions. 
xii. All inconie, from whatever sources derived not 

included· in computing' Federal taxable income• and not 
otherwise . required to be added back under ( a)li 
through ix above, less all allowable deductions attribut-
able thereto, to the extent that those aUowable deduc-
tions were not taken into account in computing Fedeta.1 
taxable income. 

xiii. The amount deducted from Federal taxable 
income for any civil, civil administrative, or criminal 
penalty or fine, including a penalty ocfine .under an 
administrative consent order,. assessed and cqllected .for 

7-37 
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. . violation of.a State or FederaFenyirnnmentatlaw,.an, · 
administrative consent order, or an environmental ordi-

. nance . or. resoluti.on of a, local goverillllentaLentity, ancl 
,any intere§t earned. on the penalty or __ fine, l;lrid any 
economic benefits having accriI~d to the ,vio\ator as a 
result of a violation, which benefits ~r.e assessed and 
recc>Vered in a civil, Qivil ad!p.inistrative, or criminal 
action; ·Of pursuant. to an act,Illinistrnthre consent order, 
The provisions of this subsection shall not apply to a 
penalty or fine, assessed or collected for a violation of a 

, State or Federal . environmental Jaw, orJocal environ-
mental ordinance or resolution, if the ·penalty or fine 
was, for a violation that resulted from fire, riot, sabo0 

tage, flood, storm event, natural cause, or other act of 
God beyond the reasonable control CJf the violator, or 

· caused by an . act. -Or omission of a person who was 
outsidethe reasonable conttol of the violator. .. ' . ' . ' "' 

'. . . . . . 

xiv. The amount deducted from Federal taxable 
income of treble damages paid to the Departmentof 
Environmental Protection and Energy pursuantto sub-
section a of section 7 of P.L.1976, c.141 {N'.J.S.A. 

. 58;10-23. llf) for costs· in.curred by the Department in 
removing, or arranging Jor the removal of, an unautho~ 
rized discharge upon failure of the discharger to· comply 

· "7ith. a directive from the Department to remove, or 
ar~ange for tbe removalof,the discharge> · 

2. DeducUrom Federaltaxable income: 
J L 100. percent of. all dividends included in Federal 
taxable income which were received from subsidiaries 

. •meeting the definition of a. subsidiary under N'.J.AC. 
18:7-4;11 (Subsidiary corporations; definition) of this . 
Chapter and 100 percent of all dividends from those 

· subsidiaries which were added li:o Federal taxable in-
come in accordance with (a) l above; · 

iL Fifty percent ~f all other dividet1cis ·. included in 
Federal taxable income .or added. to Federal taxable 
income in accordance.with (aJ·· above.·•-•·· J)ividencisre-

.. ceived from· a regulated ·investment··• company \\'l}ich are 
. treated as interest for purposes of the Internal Revenue 
Code and/or which· are not considered qualifying divi~ 

. dends ., for . Internal . Revenue purposes <are not. eHgible 
for' deduction or exclusion .from entire net income 
Under this .StibSection~ · - ----:-

- . 

iiL Income, war-profits,. and excess prnfits taxes im-
posed by (oreigncountries ot possessions of the United· 
States, allocable to income included in Federal taxable 
inc.;ome:subject to the following limitations: 

(1) .To the extent that these income, war-profits 
and excess profits taxes were allowed as a credit , 
against the F edetal inc:ome tax under the applicable 
provisions of the Internal Revenue Code; 

(2) Provided, that suchtax:es were not refles;ted in 
ded_uctions ma.de in cqn1puting Federal taxable in-
come or ta.ken under ( a) lxi above; and 

·, 

'l 
\ 
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- '{3) Als<> pro~ided -tbatlthe am,oupt .. of the deduct-> 
.ible incqme, vvar-profits aµd excess profits iaxes paid _ 
to e_ach foreign coun.tcy 9f p9s~essio~ _9f the United 
States shall not exceed the net-_mcome earned by the . ·. . . .·. . . . . ·1,: ....... , . ' . 

taxpayer 'in su~h foreign c<i>untry or possession; - _· · -.. . 

- (1) Where income relating to such safe harbor 
leasing _election wo:uld ,have been included in' Federal 
taxable income whether or not the election is made, 
no e;,cclusidri is p~rmitted. . - . . ' . - -. 

iv; Depre·ci~tion on .;la~ed iA se_rvice afte~ 
_ J 980 bµt prior _to taxpayer f\~cal or cale11d~r. ,accounting _-

-- ·, ~~nipl~; ,- A corpor~ticm. whidb finances the acquisitibn of_-
--m~chinefy :and equipment is not permitted .to excitide mter- ·. 

est income merely because itis one of the parties to a "saf¢ -
ha!'.'b,<>r leas~•; whe_rebf it' agreed, that ajl parti~s to the 
transaction chiu-ac~~rizejt as a lea~e for Federal iricoine tax 
-purposes. 

- -years beginning on _and _ a!Jer July 7, _1993 ort which 
- ACRS -cir MAC~S -has be~n disaUowed' U,:Oder -(a)lx 

above using any method,- life- and salvage value which 
would have been allowable [under the Federal Internal 
Reveriu~ Olde atOecembef[ 31,_1980, A methoq, once-· 
adopted, _must __ be used : fof all . succeeding years for · 
purposes of cmnputirig d~preciatioh on that, partkular) 

- t~overy property, · except pnly . th.at a t~ayer niay make ta,. change in method jwhich would not' have r_e-
quired the. consent_ of- the 1coinmissi?11er o! inte~lil __ 

__ -Revenue. \Perso,nal property Riaced m serv1a) dunng · 
• 1 _. any year after 19~oroustbe1 treated us~g.th(? h,alf ye·ar 

conve~tioq by claiming a h,Wf year cif. depreciation in 
the .year th,at property is plated 'in service,_ -No 'd~preci, · 

- ,· - - .. - . , I .-. - . - - .. 
· ation is allowable .- in th!:I y~ar _ of aisp_o$at . _ -Aggregate· 

depi:eciatioii claimed under ~his .paragraph for all years -- -
i~ limited -to_ the, basis for· depreciation under the<Feder~ ... · -
al Internal : ~evenue · Code . at tl:ie date the. property. i~ · _· 
placed in ser:vice less.,;whalever salvage value' vvould' -

· -have _been reqliited to pe. coµsidered under the_ Federal · 
· _- Intem~lR~~~~ue p,de. at 9ece:mber .~J/1980. . · _ _ ·-

.. v, _-_ GaiA or loss on property_ sold or. e,rchanged is to 
be detennined with .reforenbe to tlie iµrtol.lllt properly 
to be recognized in deterrriination of FederaLtaxable · 

. ··inconie,· However; qn the_~hysicafdisposal of recovery. 
-- property, whether or .not a, g\ain or los~ is pr_operly to ~e 
-- recognized, underthe- Fede~al Internal Revenue Code,. --•-

there shall be allowed as !i deduction any excess or · . - .. -_ . - . - ·I .. - - - - - ,· .. 
there must be restored as an item of income any _ 
~efi~iency bf depreciation. Qi~allowed 'under (a) lx above·_--- --
<>ver ~ela_t~d depreciation ~aiilled Oll that prnp~rty -
under (a)Z1v above; A statµtory- merger or consohda- · 

1 
· tion sh~ll riot ~onstitute a dif posltl of recovery property'. 

.• . ·1- . ' . ' 

vi. In ,any year or short! period, ending after 1981; ·• 
with respect to property pla,ced fu ·service on and af~er ·· 
January l; 1981, but prior td taxpayer fiscal.pr calendar 

._ accounting years beginning ~nor after July 7, 1993_, any 
~tem of incc>me included in:larrivirig at Fed~ral tax~b_le 
mcome solely· as a result of a· ''.safe -.harbor leasmg'' 
election made under Sectjof: ~68(f)(8)_ of the F~~eral 

--I11temal Revenue Code; ,provided, however, ,that for 
-- the accouiiting period which! begins iii 1981 and ends in -

income in_ any event. -

(2) For treat~ent of dedticti61is relating Jo ·such . -
· _· safe harbor lease transactions, see (a)lxi above, · 

vii., -• :Any -banking. cprporatio~ _ which is oper!ltirig _ an · 
·. in.ternationai banking facility (IBF) __ as pait ,of its 'bµsi~ · 

ness may eiclude the eligible net income ,of theJ~F, as 
_- herejn descl'!bed, froi:n its enth-e net irtconie, ·as follows: 

-_ : (1) Any- deductions under thi~ sectio1.1- can only be-· 
claimed to th¢ -extent thaLthey are not ded11ctible in -

> determirting Fecforal taxable income,<or not deduct-
-. _ ible under•N;J~S:A. 54:10A--4(k)(l) thi'ough.(3). . 

(2) The eligibie -net , inco~e of an IBP; is the 
, . amount of inc<>me -remaining after sUl:>tracting the 
-_. applicable expenses,- as defjned .by (a)2vii(4) .below: _ 

: .. : ': ~-. ; ·_··. :· · .. ·:· .. --:';': • ··:. .·· ·. ·.: ·.: \>- ·. ·· .. : · .. ,. . . I 

__ _ {3):Eligible 'gross income is the gr9ss income de-, 1,-~, 
-rived from an IBF: This will inch1de gross income 
· derived ,fro1n the followfu_g: · · · ' · · - \.,.,,...1 · 

_-_· ·- (A) Making, arranging, for; placing or carryilig 
· 1oans foforeignpersons, provided; however, that ir1· 

-_- the case of a foreign -person vvhich is· ari · individµal, -
or which is a foreign-branch of a dQmestic CC>tpora~ . -. 
iion (other than a .ba9k), or. which 'isa foreign 

_ corp()ration or· foreign partnersliip w,hich is .cons 
· trolled, by _. op,e •• or _ more <;lomestic : corporations 
· (other than banks), <ic;>lllestic .partnel'~hips 01'. :re.Si• 
qent individuals, all the: Proceeqs of -the loan -are ' .._' 
for ;use outside-of the United ·states; ·. · 

. : . 

.. (B)' Malting' oi. placing ;deP,osits with fbreign per~. · 
sons whith are:banks 6r foreign_btan.ches of blinks· 
(~chiding foreigµ su,bsidiariei) or for~igrt branches -
of the ·taxpayers or with o.ther international bank._;· 
ing facilities; or . · · -- · · · · · · ·_- · · · · · · · 

' - -

' (C)Enterin~ ~tt> foreign excliange o; h~clging 
transac;tions relating to any transa~tio11s .\lnder 

_ (a)2vii(3)(A} and (B) above or (:P) below.' \;. . . 

.(D) Any other activities which __ an. IBF may be, -at any tiri;te, aµthoriied to· engage in by Federal or 
'state law,· the Board of Governors of th~ Federal 

- -,- _Resetv6; the Comptroller or°the Currency, the New 
• Jersey .Banking Commission,: or any other a\ithoj,i". --_, ty: - - -· - - _/ - ·- ,,.-- ,. -

198~, ~uch-:inconie .~hich r9lates to property placed. in 
service dur111g19811s_not to be. excluded; and, provid~ 
ed,.further, that any s'uch·income which te~ates to ·a 
Ql}allfied mass -commuting ~ehicle p\irsu_ant to Federal _.-
Internal Revenue · Code S~ctioJ;J, 168(f).(8)(D)(v) (for-
merly 168(f)(8)(D)(iii)} shar be. included in entire net 

· Supp. 5-19-97 7.33 
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( 4) Applicable expenses are any expenses or de-
ductions which are directly or indirectly attributable 
to eligible gross income as defined in (a)2vii(3) 
above. 

. (See: N.J.A.C. 18:7-16 regarding international banking 
facilities.) 

Amended by R.1983 d.62, effective March 7, 1983 
See: 14 N.J.R. 1206(a), 15 N.J.R. 343(d). 

Added new 10 and 11 to (a). Recodified old 10 as new 12 and 
added 4-6 to (b ). . 
Amended by R.1984 d.453, effective October 15, 1984. 
See: 16 N.J.R. 1327(a), 16 N.J.R. 2827(a). 

(b)7 added. 
Amended by R.1985 d.562, effective November 4, 1985. 
See: 17 N.J.R. 1538(a), 17 N.J.R. 2678(a). 

Substantially amended. 
Amended by R.1987 d.335, effective August 17, 1987. 
See: 19 N.J.R. 712(a), 19 N.J.R. 1568(b). 

Substantially amended. 
Amended by R.1992 d.289, effective July 20, 1992. 
See: 24 N:J.R. 175(a), 24 N.J.R. 2628(b). 

Revised text. 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 
Amended by R.1997 d.204, effective May 19, 1997. 
See: 28 N.J.R. 5158(a), 29 N.J.R. 2467(a). . . 

In (a)lvii, inserted "For accounting or privilege periods ending on or 
before January 10, 1996,". 

Case Notes 

.~ Benefits from safe harbor leases do not constitute "real intangible r ~· '\personal property", for purposes of corporate tax. Reuben H. Donnel-
\ ley Corp. v. Director, Div. of Taxation, 128 N.J. 218, 607 A.2d 1281 

(1992). 

Interpretation of amendment to corporate tax governing safe harbor 
leases was not an administrative rule. Reuben H. Donnelley Corp. v. 
New Jersey Dept. of Treasury, Div. of Taxation, 11 N.J.Tax 241 (1990), 
reversed 12 N.J.Tax 255, certification granted 127 N.J. 551, 606 A.2d 
364, reversed 128 N.J. 218, 607 A.2d 1281. 

Corporate owner of safe harbor ·leased property could not include it 
in owner's business allocation factor. Reuben H. Donnelley Corp. v. 
New Jersey Dept. of Treasury, Div .. of Taxation, 11 N.J.Tax 241 (1990), 
reversed 12 N.J.Tax 255, certification granted 127 N.J. 551, 606 A.2d 
364, reversed 128 N.J. 218, 607 A.2d 1281. 

State's inclusion of Federal obligations in taxpayer bank's tax bases 
under the Corporation Business Tax Act complied with the Federal 
public debt statute since the tax was nondiscriminatory; taxpayer bank's 
net worth and net income bases appropriately included the value of ahd 
income from the bank's holdings of state and local obligations. Gar-
field Trust Co. v. Director, Div. of Taxation, 6 N.J.Tax 462 (Tax 
Ct.1984), affirmed per curiam 7 N.J.Tax 663 (App.Div.1984), affirmed 
102 N.J. 420, 508 A.2d 1104 (1986), appeal dismissed 107 S.O. 390, 479 
U.S. 925, 93 L.Ed.2d 345. 

Federal minimum tax for tax preference was not properly excludable 
from the taxpayer's entire net income in the calculation of New Jersey 
corporation business tax, since the Federal minimum tax is .on income 
and not an excise tax on capital. Texaco, Inc. v. Director, Div. of 
Taxation, 4 N.J.Tax 63 (Tax Ct.1982). · 

18:7-5.3 Tax paid to foreign country or United States 
possession; when deductible from net income 

J (a) Where the taxpayer claims deducticinfor a tax paid to 
a foreign country or possession of the United States on a 

18:7-5.4 

dividend received from a source without the United States 
this tax is deductible only if: 

1. The tax was paid by the taxpayer itself, except that in 
the case of foreign taxes included in income pursuant to 
Section 78 of the Internal Revenue Code, (b) below shall 
apply; .and 

2. Such tax :was not deducted in computing Federal 
taxable income; and 

3. 100 percent of the dividend received is not .deduct-
ible under N.J.A.C. 18:7-5.2(a)2i; and 

4. To the extent that the portion deducted shall not 
exceed 50 percent of the gross dividend. 

(b) With respect to foreign taxes required to be included 
in income as dividends received under Section 78 of the 
Internal Revenue Code, no deduction from Federal taxable 
income is permitted if 100 percent of the dividend received 
amount is deductible therefrom under •N.J.A.C. 
18:7-5.2(a)2i. 

1. However, if 100 percent of the foreign tax a~ount is . 
not deductible from Federal taxable income as dividends 
received under N.J.A.C. 18:7-5.2(a)2i, th.en 50 percent of 
it may be deducted from Federal taxable income; and 

2. In addition, 50 percent of the foreign tax amount 
may be deducted from · federal taxable income, even 
though these foreign taxes were not. paid by the taxpayer 
itself. 

Amended by R.1999 d.116, effective April 5, 1999. 
See: 31 N.J.R. 266(b), 31 N.J.R. 893(a). 

In (b), changed N.J.A.C. references throughout. 
Administrative change and correction. 
See:. 31 N.J.R. 1818(a). 

18:7-5.4 Factors not adjustable to Federal taxable income 
(a) No adjustment to Federal taxable income is permitted 

under this rule for: 

1. Gains or losses not recog11ized Jor Federal income 
tax purposes under Section 351 or similar sections of the 
Internal Revenue Code but only to the extent that recap-
ture or other provisions of the Code are not paramount to 
these sections. 

2. The general business credit allowed or allowable 
for Federal income tax purposes under Section 38 of the 
Internal Revenue Code. 

i. This may not be taken as a deduction in comput-
ing the New Jersey net income tax base, nor as a credit, 
in any manner, in computing tax liability under the Act. 

ii. Upon disposition of assets which qualified for a 
general business credit under Section 38 of the Internal 
Revenue Code, taxpayer must use the same basis for 
computing gain or loss for New Jersey net income tax 
purposes as employed for I<edera1'income tax purposes. 

. 7-39 Supp. 7~6-99 
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3. Depreciation attributable to a decrease in the. basis 
• of depreciable property for federal income tax.purposes, 

as a result of the generaL business credit allowed or 
allowable under Sectiori 38 of the Internal Revenue Code. 

i. This depreciation m~y dot be tctken as a deduc• 
tion in computing the New Jersey net income fax base. 

I J • 

ii. Depreciationtaken j for New Jersey net income 
tax purposes must be rep~rted at the. same amount as 
reported for Federal incotjie. tax purposes for the same 
period. · · 

Amended by R.1985 d.562, effective ~ovember 4, 1985. 
See:, 17 N.J.R. 1538(a), 17 N.J.R. 2618(a). 

(a)2 deleted; (a)l amended; 3 and, 4renumbered as 2 and 3. 
Amended by R.1994 d.186, effective 4'-pril 18, 1994. 
See: 26 N.J.R. 761(a), 2_6 N.J.R. 169~(b). 

i 

18:7-5.5 • Entire net income; d~termining stock ownership 
(a) The provisions -of N.J.A.C. 18:7-4,Sand 4,6 relating 

to the manner or degree of di~ect or i.ndirect stock owner• · 
ship by a·creditor are applicabl¢ in determining deductibility 
of interest paid or ctccrued to h1)lders of 10 percent or more 
of the aggregate outstanding shares of the taxpayer's capital 
stock of all classes. I 

. (b} In determining the ~ercJnt ownership of investinent 
for purposes of computing the ~ividend exclusion, a taxpay0 

er can aggreg'ate its ~wnership 6f stock by basing its compu-
tation on its ownership equity id the payor. Nq part of such 
investment may be determined] with. reference tO loans or 
advances but · must be based :Upon· investment in capital. · 
stock: I 

i 

Example 1: · Corporation Al received a dividend from 
Corporation B and a dividend ~rom Corpon1tion C. Corpo0 . 

rationA owns 90 percent of Cqrporation B. Corporation A 
owns 20 percent of Corporatfoq C. Corporation B owns 70 
percent of Corporation C. The !remaining. shares of Corpo- · 
ration B and Corporation C a~e owned by tmrelated per0 

sons, 

By literal terms of the Act1 the dividend received by 
Corporation A from its 90 perc~nt owned Corporntion B is 
excludible from entire net income. 

\" i 

Since the equity of CorporatiJn A in Corporation C is 80 
percent or more ownership, it.jmay also .exclude the 'divi-
dends received from Corporation C from entire net\ income. 

· ... · ·.· ... · I .· ·. . ·. . ·. 
· Ownership equity of Corporation A in Corporation C: 

. . . .. I 

Direct investment in Corporation C · . 20% 
Investment in Corporation B . I 90% 
Investment of Corporation Bin O:irpo-
. ration C · • j · 
Indirect investment in Corporation' C 
Aggregate ownership by C?rporatipn A 
· ofthe stock of Corporation C 1 • 

I 
I 

70% 
~90· ·x .70 = 63% 

83% 

DEPT. OF TREASURY,,;_1:AXATION' 

Example 2: Corporation D received a dividend from . 
Corporation Eand a dividend froin Corporation F. Corpo-
ration D owns 90 percent of Corporation E. Corporation D 

. owns 20 percent of Corporation F. Corporation E owns 60 
percent of Corporation F. The remaining shares of Corpora-
tion E and Corporation F are ow;ned by unrelated persons. 

By literal terms of the Act, the dividend received by 
Corporation D · from its 90 percent· owned Corporation Eis 
excludible 'from entire net income. · 

' . . 

Since the equity of Corporation D in Corporation Eis less 
than· 80 percent ownership, it may only· exclude 50 percent~ 
ofthe dividend received from Corporation F from entire net 
income. 

Ownership equity of Corporation Din Corporaticm F: 

Direct investment in Corporation F · 
Investment in Corporation· E 
Investment of.Corporation E in Corpo-

ration.F · 

90% 

'.@%_ 

20% 

Indirect investment in Corporation F 
Aggregateownership by Corporation D 

of .the stock of Corporation F 

.90 · X .60 = 54%· 

. New Rule, R.1987 <;1.118, effective March 2, 1987. 
See: 18N.J.R..2004(b), 19 N.J.R. 410(c). 

Old rule repealed. · 

Cross References 
See N.J.A.C. 18:7-4.5 (Nl'.,t worth; indebtedness includible) and 

18:7-4.6 (Receivables offset . against includible indebtedness) as .to 
computing net worth: 

Statutory References 
See N.J.S.A54:10A-4(e) as to what may be inchided.in "indebted0 

ness owing directly or indirectly," · 

18:7"-S.6 · Adjustment of entire net income to.period 
covered hr return; \ how co111puted 

(a) If the entire net income required to be reported is for 
a period other than a period covere,d by the taxpayer's 
Federal income tax return, the taxpayer shall compute its 
net income as follows: · · 

L Its Federal taxable income is first adjusted in the 
manner set forth on N.J.A.C 18:7-5.lthrough 5.4; · 

2. The result is then divided by the number qf.calen-
dar months or parts thereof covered by the Federal , 
income tax returri; 

. 3. The result is then multiplied by the number ofthe 
calendar months or 'parts thereof 'covered' by the return 
under. the Act A part of a month shall be deemed to be 
a month. 

Amended.by R.1994 d.186, effective April 18,1994. 
See: 26 N.J.R 761(a), 26 N.J.R. 1696(b). 

. I 
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(b) The application of this section is not limited to an 
agreement, understanding or arrangement existing between 
a taxpayer and any other corporation or any person or firm 
for the purpose of avoiding or evading tax under the Act. It 
is also applicable where adjustments and redeterminations 
relate to transfer pricing and other transactions between 
related persons or entities where evasion or tax avoidance 
are not a consideration. The Director may initiate adjust-
ments under this section solely in the interests of determin-
ing a fair and reasonable tax, and without respect to any 
benefit arising out of inter-corporate relationships or the 
relationships of any person holding a substantial portion of 
the stock of a taxpayer. The Division shall not be limited to 
indices, trade practices, cost sheets, Internal Revenue Re-
ports or any other factor in determining the appropriate 
transfer price for goods, services, intangibles or other dispo-
sitions made to related parties. Where the Director deter-
mines, that there· is an adjustment to' net income under this 
section, he or she may also make a corresponding adjust-
ment to the allocation factor. · 

( c) Where any taxpayer conducts its activity or business 
under any agreement, arrangement or understanding in such 
manner as either directly or indirectly to benefit its mem-
bers or stockholders, or any person or persons directly or 
indirectly interested in such activity or business, by entering 
into any transaction at more or less than a fair price which, 
but for such agreement, arrangement or understanding, 
might have been paid or received therefor, the Director may 

1 adjust and redetermine items on any affected taxpayer 
report or return as may be necessary properly to reflect the 
taxpayer's adjusted entire net income apportionable to New 
Jersey. The following example is an illustration only and in 
no way shall be interpreted as a standard for calculating 
wages in a particular case. 

Example: Corporation D entered into an employment 
agreement with its sole shareholder's spouse for the perfor-
mance of services as an accounting clerk. The agreement 
called for the shareholder's spouse to monitor 10 accounts. 
For the service performed, the spouse is to receive an 
annual salary of $100,000 along with a substantial benefit 
package. The Director, upon audit, learns that the spouse 
works only five hours per week in completely performing the 
duties. The Director, based upon the going wage for such 
services, determines that the total compensation package 
would not exceed $10,000 a year and adjusts the taxpayer's 
expense to determine properly the net income and the 
taxpayer's wage fraction of the allocation factor and to 
provide dividend treatment for the disallowed wage compen~ 
sation. 

( d) Where any taxpayer, 20 percent or more of whose 
capital stock is owned either directly or indirectly by or 
through the same interests as those of the taxpayer, con-
ducts any activity, transaction, or business with such interests 
which either directly or indirectly creates an artificial loss, 
net income, or allocation factor, the Director may adjust 
and redetermine such items on any taxpayer report or 

18:7-5.10 

return as may be necessary properly to reflect the taxpayer's 
adjusted entire net income apportionable to New Jersey. 

Example 1: Corporation E, the great grandparent of the 
taxpayer, borrows $1 million from the taxpayer. The agree-
ment calls for the principal and interest at the rate of two 
percent per annum to be paid at the end of one year. Upon 
audit, the Director determines that a market interest rate 
given the economic conditions at the time of the loan and 
the circumstances of the borrower is 13 percent per annum. 
Therefore, he adds the additional income to the taxpayer's 
net income a~ reported, and adjusts the expense on the· 
great grandparent's return, if it-files in New Jersey. 

Example 2: Corporation F is the parent company of over 
10 subsidiaries and provides all administrative services for 
the 10 subsidiaries. Corporation F receives dividend in-
come from its subsidiaries, interest income fro~ other in-
vestments, and service fee income from the subsidiaries for 
the administrative services it performs on thefr behalf which 
are an integral part of the business activity of the parent. 
All costs incurred by the parent are charged to the subsid-
iaries based solely upon the total assets of each subsidiary. 
Upon audit, the Director determines that the service fee 
includes no profit element and that the allocation of the 
costs of the administrative services bears no relationship to 
the services provided to each subsidiary. Accordingly, the 
Director imputes . an element of profit, and assigns the 
charges tq each subsidiary by a method reflecting the actual 
costs incurred in providing the services to each subsidiary. 

( e) The following examples are merely illustrative and· are 
in no way intended to limit the scope of the Director's 
discretion to inquire into transfer pricing or the determina-
tion of a fair and reasonable tax: 

Example 1: K Corporation, the manufacturer of a pro-
prietary product, sells goods to its distributors and wholesale 
customers at a 50 percent profit. It also sells goods to 
related foreign corporations at a 5 percent gross profit for 
marketing by them overseas. 

On a separate entity basis, in an arm's length transaction 
these sales would yield a 50 percent gross profit and the 
price which might have been paid or received for the goods 
includes an amount sufficient to reflect that 50 percent gross 
profit. 

The Director may include. additional profits in entire net 
income sufficient to reflect the arm's length price which 
might have been paid or received. 

Example 2: L Corporation is the parent corporation in a 
vertically integrated oil company. Its marketing subsidiary 
is a taxpayer. The marketing corporation reports a signifi-
cantly lower gross profit than other taxpayers selling the 
same generic products in volume. 

7-43 Supp. 3-17-03 -
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LCorporation has. set its tr~nsfer prices to its marketing · 
subsidiary at a price $0.02 per 1gallon higher than.published 
New York tanker port prices! for its prnduct b~cause it 
deems, in .good faith, that its brand .name value and econo0 

mies of scale.·.are more properly attributable to .. the parent · 
corporation. It also uses this transfer price to sell its 
product to aff its independent r¢taileis .. 

! 
..• I 

The fair price which might ha\re been paid for the product 
· sold by the marketing subsidiazy would not be based upon 
. "NewYork tanker prices" plus!the lesser of representative 
contract carrier costs or the actual costs focurred for deliv-
ery. The Director would rec~gnize the · $0.02 per gallon 
higher price since that is the sa)me price used for compara-
ble sales to all uncontrolled entities for the audit period. 

. . I . . 
(f) Whenever the Director· ~eems it necessary; in order 

properly to reflect entire net in~ome of the taxpayer, he or 
she may determine the year or \period in which an item of 
income,: deduction,. asset or liab~lity shall be included, with-
out regard to the method ofactjounting used by the taxpay-

. i· er. 
I 

. . I 

(g). The. Director may requir~ · any person or corporation 
to submit whatever. informationi under oath or affirmation,· 

. or to permit whatever examin_atipn of its books, papers a.nd 
documents, as may b~ necessary to e11able him ~r her to 
determine the existence, nature 1or extent of an agreement, 
understanding or arrangement t9 which· thi$ section relates, 

· whether or not the person. or corporationis subject to the 
tax imposed by the Act. · . I . · · · 

, ,_ '· 

Amended by R.1992 d.231; effec:tiye fo~e 1, 1992. 
See: 24 N.J.R. 1522(a), 24.N.J.R 2074(c). 

Revised section. · · . · -> \ 

Amended by R.1999 d.116, eff~ctive April 5; 1999. 
See: 31 N:J.R. 266(b), 31N.J.R. 893(a\ .. . . 

In ( a )8, added iv through vi; !Ind in 1( a )9i, deleted "three" preceding 
"methods in" in the first sentence; arn;I substituted "first five" for 
"three" preceding "methods" in the sec;ond ~entence. 

I 
I 

Statutory References 1 
' ' ' i SeeN.J.S.A. 54:10A-4(k)(3) as tq rightof'Qir~ctor to determine .the 

year in which an item of income oda deduction shall be included 
without regard to taxpayer's method of~ccounting, and 54:lOA--lOas to 
Director's right to redetermine tax due when. taxpa,yer's. business rec' 
o'rds app~ar distorted. I · 

Case Notfs 

DEPT. OF TREASURY-TAXATION 

18:7-5.ll (Reserved) 
New Rule,R.1978 d.30, effective January 27, 1978 .. 
See: 10 N.J.R40(b),10 r-U.R. 128(b). . 
Repealed byR.1994 d.186, effectiveApril 18, 1994. 
See: 26 N .. J.R. 761(a), 26 N.J.R. 1696(b). . 

Section was "New jobs credit; salaries deduction''. 

18:7-S.12 ··Net operating loss deduction 
A taxpayer may deduct a New Jersey net operating loss 

carrym~'3r as defined in N.J.AC. .18:7'-5.13 in computingjts 
entire net income before exclusions and before the net 
opera.ting loss deduction. 

New Rule, .R.1986 d.26, effective February 3, 1986. 
See: 17 N.LR. 2096(:i.), 18 N.J.R. 309(a). 
Amended by R.1994d.186, effective Aprill8, 1994. 
See: 26 N.J . .R. 76l(a), 26 N.J.R. 1696(b). 

18:7-5.13 New Jersey .net operating loss carryover · 
' (a) A New Jersey net opera.ting loss as defined in 
NJ.AC. 18:7-5.15 for any taxable year ending after June 30, 
1984 becomes a net operating loss carryover. · The · riet 
operating loss carryover is carried to . each ofthe succeeding 
taxable years and is reduced in each such succeeding yearby 
the amount of entire net. income before net operating loss 
deduction and before exclusions, and is. further reduced to 
zero seven years following the year of the loss1 taking into 
account the normalor extenped due date for filing the 
return forthe s~venth year succeeding the year of. the loss, \ 
The net opernting loss carryover may not be carried back to 
any year preceding the year of. the loss. For this. purpose, 
taxable year sha,U mean the accounting period covered by 
the taxpayer's return. In no event may a net operating loss . 
carryover tie used for anet operating lQSS deduction on the . 
eighth r.eturn succeeding the loss year. . ·. \ ._. 

(b) The net operating loss may only be carried over by 
- the actual corporation that sustained the .loss. The net 

operatingloss may,however, be carded over by the corpora-
tion that sustained the loss and which is the surviving 
corpor<!:tion of a statutory. merger. The net operating loss 
may riot be carried over by a taxpayer that changes its state 
of incorporation or is a. part of a statl1tory consolidation. · 
Section 4-(k) of the Act defines entire net inco111e in terms of 
a specific corporate franchise. · 

(c) Corporations acquired underJnternal Revenue Code 
Section 338. do not lose their net operating Joss carryover 

because the corporate franchise remains unchanged to the 
extent it. does not fall within the provisions of N.J.A.C. 
18:7-5.14. 

Rule that a corporation's "net income" can be reduced by only· rn 
percent .of the interest on indebtedne{s to a person or entity which 
owns 1Q percent or more of the cqrporation's capital stock held 
applicable to corporate in.debtedness o~ed to a corporation's parent; Example l: A domestic corporation dissolves pursuant to 
Division Director held without . aµthorjty to recompute corpqratiou's 
taxes to exclude such indebtedness frori/. income; 10 percent mle held laws Of the Stateof New Jersey and incorporates in another 
nof violative of due process or equal pr<\Jtection; statutory amendments' state. This newly formed corporation of another state is a 
eliminating the 10 percent rule couldi not be applied retroactively. 1 1 fty. f · f b · t d 
GATX Terminals Corp. v. Taxation Div. Director, 5 N.J.Tax 90 (Tax new ega en I .··· or corpora ion usmess ax purposes an 
ct.1982}, affirmed in part, remanded inl part percuriam 7 N,J.Tax 659 the net operating loss carryover of the domestic corporation 
(App.Div.1985), certification denied 102 IN.J. 3371 508 A.2d 213. is not ava.ila:ble fo the. new i;mtity. 

. . . i . . .· . .·. . . . . . · .... •· .. . . . .· 
. Example 2: The example below illustrates the net operating lqss carryover for the foll term of seven 

years and demonstrates:the application of.net operating loss deductions in the proper sequence. I . . . . .. .· . ... . . . . . .• 

Supp. 3-17-03 
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Amounts From Returns 
Return Year 1984 1985 1986 
Fiscal Year Ended 31-Dec-84 31-Dec-85 31-Dec-86 
Line 28 ($100,000) (6,000) (8,000) 
NJ Adjustments 5,000 5,000 5,000 
ENI before NOL ded. or 

exclusions (95,000) (1,000) (3,000) 
NOL Deduction NA 0 0 
ENI before exclusions 0 0 0 
Dividend exclusion & 

IBF exclusion 2,000 2,000 2,000 
Entire Net Income 0 0 0 
NOL Carryovers Applied 

1985 0 
1986 0 0 
1987 0 0 0 
1988 55,000 0 0 
1989 13,000 0 0 
1990 0 0 0 

•. 

1991 7,000 0 0 
1992 1,000 3,000 
1993 0 
1994 

· 1995 
1996 
1997 
1998 
1999 
Unused 20,000 0 0 
Total 95,000 1,000 3,000 

( d) The following explain and/or define the above table: 
Line 28 is the amount of the taxpayer's taxable income, 
before net operating loss deduction and special deductions 
which the taxpayer is required to report to the United States 
Treasury Department for the purpose of . computing its 
Federal income tax. NJ Adjustments are the statutpry 
additions and deductions to line 28 that are· peculiar to the 
New Jersey corporation business tax. · 

1. "ENI" means entire net income as qefined in the 
Act and in these rules. 

2. "NOL'.' means net operating loss. 

i. Exclusions are the exclusions from entire net 
income for dividends received _and the eligible net 
income of an international banking facility. 

3. "IBF" means the eligible net income of an interna-
tional banking facility. 

New Rule, R.1986 d.26, effective February 3, 1986. 
See: 17 N.J.R. 2096(a), 18 N.J.R. 309(a). 

Administrative Correction to (c), removing Examples 1:B and 2:C 
from Code. · · 
See: 23 N.J.R. 1024(a). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Law Review and Journal Commentaries 
Tax Law. Robert J. Alter, Jay A. Soled, 138 N.J.L.J. No. 1, S64 

(1994). 

Taxes. Steven P. Bann, 136 N.J.L.J. No. 8, 53 (1994). 

Case-Notes 
. ----.,,, Corporate Business Tax Act's (CBT's) regulation, under which net 

) operating costs did not carryover when domestic corporation was 
dissolved and incorporated in another state such that new corporation 
could not take deduction, applied to surviving corporation that attempt-

18:7-,-5.14 

1987 1988 1989 1990 1991 1992 
31'.nec-87 31-Dec-88 31-Dec-89 31-Dec-90 31-Dec-91 31-i>ec-92 
(10,000) 50,000 8,000 (5,000) 2,000 10,000 

5,000 5,000 5,000 5,000 5;000 5,000 

(5,000) 55,000 13,000 0 7,000 15,000 
0 55,000 13,000 0 7,000 9,000 
0 0 0 0 0 6,000 

2,000 2,000 2,000 2,000 2,000 2,000 
0 Q 0 0 0 4,000 

0 
0 0 
0 0 0 
0 0 0 Q 

5,000 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

0 0 .o 0 0 
0 0 0 0 

0 0 0 
0 0 

0 
0 0 0 0 0 0 

5,000 0 0 0 0 0 

ed to take merged corporation's net operating losses, despite claim that 
regulation contemplates disallowance of future net-operating-loss · de-
ductions when a domestic corporation dissolves pursuant to state law 
and incorporates in another state whereas surviving corporation was a 
foreign company before and· after reorganization; statute did not ex-
pressly state that it only affected company's incorporated in state. A.H. 
Robins Co., Inc. v. Director,· Div. of Taxation, 2002 WL 31932043 
(2002). 

Successor corporation; net operating losses of merged corporation. 
Richard's Auto City, Inc. v. Director, Div. of Taxation, 270 N.J.Super. 
92, 636 A.2d 572 (AD.1994), also published at 14 N.J.Tax 43q, certifis 
cation granted 137 N.J. 167, 644 A2d 614, reversed 140 N.J. 523, 659 
A.2d 1360. 

. Regulation governing net operating loss carryovers was not autho-
rized. Richard's Auto City, Inc. v. Director, Div. of Taxation, 270 
N.J.Super. 92, 636 A.2d 572 (A.D.1994), also published at 14 N.J.Tax 
436, certification granted 137 N.J. 167, 644 A.2d 614, reversed 140 N.J. 
523, 659 A.2d 1360. 

Surviving corporation could not carryover loss of a merged corpora-
tion. Richard's Auto City, Inc. v. Director, Div. of Taxation, 12 
N.J.Tax 619 (i992), reversed, 14 N.J. Tax 436, certification granted 137 
N.J.' 167, 644 A.2d 614, reversed, reinstated 140 N.J. 523, 659 A.2d 
1360. 

Change in 50% or more of ownership of corporation may remove 
corporation's right to carryover net operating losses. Richard's Auto 
City, Inc. v. Director, Div. of Taxation, 12 N.J.Tax 619 (1992), reversed, 
14 N.J. Tax 436, certification granted 137 N.J. 167, 644 A2d/614, 
reversed, reinstated 140 N.J. 523, 659 A.2d 1360. · 

18:7-5.14 . Limitations to the right of a net operating loss 
carryover . 

(a) The net operating loss carryover automatically be-
comes zero when the cumulative effect of all its capital stock 
redemptions ancj. sales after June 30, 1984 is a 50 percent~ge 
point change in the ownership of its voting stock and the 
corporation changes from the business giving rise to the loss . 
For this purpose the exchange of stock is a sale. Further, 
solely for this purpose and no other purpose in the Act, a 
business is defined in terms of the economic factors of 

7-45 Supp. 3-17-03 
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· production. The sequence iri change of ownership and 
change in the business and the '.taxability of an exchange for 
Federal income tax purposes are irrelevant. The economic 
substance of the transaction is, however, paramount and 
may indicate forfeiture of a ~et operating loss carryover. 

(b) The Director may disallow the carryover in those 
instances where the facts suppdrt the premise that a corpo-
ration was acquired for the primary purpose of the use of its 
net operating loss carryovers. I;n this context, to prevent the 
trafficking in loss corporations, the Director will consider 
the following facts: 

1. Whether the physical lpcation or other fixed assets 
of the loss corporation wer~ used in a new business; 

2. The extent of the termination of the existing work 
force of the loss corporation; , 

3. A pdce paid for the loss corporation in excess of 
the market value of the assetsj and 

4. Any other material deemed appropriate to the 
determination. 

(c) No single factor ,shall be. deemed on its own to be 
dispositive of the issue. 

Example 1: B Gorporation w~s wholly owned by a single 
stockholder. It operated a notably unsuccessful restaurant 
and built up· significant net operating loss carryovers. The 
stockholder transferred 49 perctjnt of his stock to an inves-
tor who has access to a recognized and uniformly profitable 
fast food franchise.. B Corporation releases substantially all 
of its existing . employees, disp6ses of its equipment arid 
undertakes the fast food franchise business at a new loca-
tion. Notwithstanding that B Cbrporation's sole stockhold-
er sold less than 50 percent of his stock and. the corporation 
still sells food in a heated sta:te, the net operating loss 
carryovers to B Corporation becbme zero. The disposition 
of land, labor and capital until 1nothing remains except an 
empty corporate shell whose pdncipal attributes are the · 
apparent existence of an unused pet operating loss carryover 
and some liquid capital in quest 1.of an entirely new business 
is deemed to support the P,femi~e that the corporation was 
acquired for the primary purpose of the use of its· net 
operating loss carryover. The economic substance of the 
transaction would have been to transfer the loss carryovers 
to a new business which is precluded by the rule. 

DEPT. OF TREASURY-TAXATION 

1 Example 2: C Corporation was a manufacturer of buggy 
whips and button hooks. Due to a declining demand for its 
products it has built up significant net operating loss carry-
overs. C Corporation has on\y one stockholder who sells 50 

· percent of his capital stock to a woman who has invented a 
cheap and well-styles perpetual motion machine for which 
there is a clamorous demand. C Corporation changes its 
name to D Corporation, retools and hires additional em-
ployees. It expands its plants, closes out its old product 
lines and realizes huge profits in its rejuvenation. D Corpo-
ration's net operating loss carryovers from its buggy whip 
days are unaffected by any of the above circumstances and 
may be claimed as a net operating loss deduction. The 
economic substance of the transaction is a mere restructur-
ing of its manufacturing product line, It did not change its 
business where it only reallocated its economic factors of 
production. · 

Administrative Correction to (c), added Examples to section. 
See: 23 N.J.R. 1024(a). · 

Case Notes 
Surviving corporation could not carryover loss of a merged corpora-

tion. Richard's Auto City, Inc. v. Director, Div. of Taxation, 12 
NJ.Tax 619 (1992), reversed, 14 N.J. Tax 436, certification granted 137 
N.J. 167, 644 A.2d 614, reversed, reinstated 140 N.J. 523, 659 A.2d 
1360. 

' Change in 50% or more of ownership of corporation may remove 
corporation's right to carryover net operating losses.. Richard's Auto 
City, Inc. v. Director, Div. of Taxation, 12 N.J.Tax 619 (1992), reversed, 
14 N.J. Tax 436, certification granted 137 N.J. 167, 644 A.2d 614, 
reversed, reinstated 140 N.J. 523, 659 A.2d 1360. 

18:7-5.15 Net operating loss 
(a) A net operating loss is the excess of allowable deduc-

tions over gross income used in computing entire net in-
come. 

(b) Neither a net operating loss deduction nor any exclu-
sions from entire net· income are allowable deductions in 
computing a net operating Joss. 

( c) There is no net operating loss for any year that a 
Corporation .Business Tax Return {CBT-100) is not filed or 
if filed does not report entire net im~ome as a negative 
amount. 
New Rule, R.1986 d.26, effective February 3, 1986. 
See: 17 N.J.R. 2096(a), 18 N.J.R. 309(a). 

18:7-5.16 Effect of audit adjustments 
An audit adjustment to entire net income· shall serve to 

revise the amount of any net operating loss for the year of 
the change and the net operating· loss carryover to which it 
relates. 

New Rule, R.1986 d.26, effective February 3, 1986. 
See: 17 N.J.R. 2096(a), 18 N.J.R. 309(a). 
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CORPORATION BUSINESS TAX ACT 

SUBCHAPTER 6. (RESERVED) 

SUBCHAPTER 7. ALLOCATION 

18:7-7.1 General instructions regarding allocation of net 
income 

(a) No corporation, foreign or domestic (other than a 
corporation entitled and electing to report as an investment 
company, regulated investment company or real estate in-
vestment trust) is entitled to allocate any part of its entire 
net income outside New Jersey unless during the period 
covered by the return it maintained a regular place of 
business outside the State. 

(b) In the absence of a regular place of business, 100 
percent of its entire net income must be allocated to New 
Jersey. 

(c) The mere ownership of assets outside New Jersey 
does not constitute a basis for allocating less than 100 
percent of the taxpayer's net income to New Jersey. 

18:7-7.1 

( d) Where the taxpayer does not maintain a regular place 
of business outside New Jersey and its allocation factor is 
100 percent an.ct the taxpayer in fact pays a tax based on or 
measured by income to another state, see N.J.A.C. 18:7-8.3 
which provides for the eligibility and method in computing a 
reduction in the tax for such taxpayer. 

Amended by R.1985 d.54, effective Febmary 19, 1985. 
See: 16 N.J.R. 2999(b), 17 N.J.R. 476(b). 

"Corporation" substituted for "taxpayer" and added "or real estate 
investment trust." 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 

See N.J.S.A. 54:lOA-6 as to how to determine allocation factor for 
taxpayer maintaining regular place of business outside. New Jersey. 

Case Notes 

Failme to permit allocation to New Jersey corporation which owned 
rental property in Connecticut but had no regular employees working 
outside New Jersey held neither contrary to the scheme of the Business 
Tax Act, a burden on interstate commerce nor double taxation: S.M.Z. 
Corp. v. Director, Div. of Taxation, 5 N.J.Tax 232 (Tax Ct.1982), 
reversed and remanded 193 N.J.Super. 305, 473 A.2d 982 (App.Div. 
1984). 
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CORPORATION BUSINESS TAX ACT 

18:7-7.2 Regular place of business; definition 
(a) A regular place of business is any bona fide office 

( other than a statutory office), factory, warehouse, or other 
space of the taxpayer which is regularly maintained, occu-
pied and used by the taxpayer in carrying on its business and 
·in which one or more regular employees are in attendance. 
The following will assist in the determination of what is a 
regular place of business. 

1. Bona fide office: An office in which an employee 
in attendance performs significant duties related to the 
business of the taxpayer. A token office, space of the 
taxpayer or any place where an employee does not actual-
ly perform significant duties constituting part of taxpayer's 
business does not constitute a regular place of business. 

2. Space of the taxpayer: The taxpayer must be di-
rectly responsible for the expenses incurred in maintain-
ing the regular place of business and must either own or 
rent the facility in its own name and not through a related 
person or entity. The regular place of business should be 
identifiable as belonging to the taxpayer by, for example, 
reflecting the taxpayer's name on the exterior and interior 
of the building and being listed in the taxpayer's name in 
a telephone book. 

3. Regularly maintained, occupied and used by the 
taxpayer in carrying on its busines~: The taxpayer must 
regularly maintain, occupy and use the premises by em-
ploying one or more regular employees who are in attend-
ance during normal working hours. Premises are not 
regularly maintained, occupied and used in the event 
employees are in attendance only on a part time basis 
and, in their absence, telephone messages are received by 
an answering service or recording device. 

4. Regular employee: A regular employee must be 
under the control and direction of .the taxpayer in trans-
acting the taxpayer's business and/or performing work on 
behalf of the taxpayer. The officers of the taxpayer are 
generally deemed to be regular employees of the taxpayer 
while independent contractors and members of the tax-
payer's board of directors are not regular employees of 
the taxpayer. The method or procedure by which a 
taxpayer reports the compensation paid to an individual 
(such as a W-2 form) shall not be conclusive as to 
whether the individual is a regular employee (See 
N.J.A.C. 18:7-8.14.): 

i. The facilities of a public warehouse located out-
side New Jersey and utilized to store property of the 
taxpayer prior to shipment to customers shall not con-
stitute a regular place of business of the taxpayer where 
the warehouse is not the space of the taxpayer. 

ii. The facilities of an independent contractor locat-
ed outside of New Jersey and used to store, convert, 
process, finish and/or improve the- goods of the taxpayer 
prior to shipment to customers shall not constitute a 
regular place of business of the taxpayer. 

18:7-7.2 

m. A job site, field office or other facility which is 
not regularly maintained, occupied and usc;d in taxpay-
er's business or where administrative duties, such as 
performing payroll functions, telephoning, recordkeep-
ing, banking, accounting, the hiring and firing of em-
ployees and similar functions are not performed, is not 
a regular place of business. 

iv. The location of inventories outside of New Jer-
sey in the possession of employees in their homes, or in 
trucks, or in coin-operated machines do not represent 
space regularly maintained, occupied and used by the 
taxpayer in carrying on its business. 

v. In the event the taxpayer's business is conducted 
by an independent agent or independent contractor, the 
place of business of the independent agent or indepen-
dent contractor shall not be considered a regular place 
of business of the taxpayer. In addition, any employee 
of such independent agent or independent contractor 
shall not be considered a regular employee of the 
taxpayer. 

(b) A taxpayer does not have a regular place of business 
outside New Jersey solely by consigning goods to an inde-
pendent factor outside New Jersey for sale at the direction 
of either the consignor or consignee. 

(c) The mere fact that a taxpayer is subject to an income 
or franchise tax in other jurisdictions shall not be determina-
tive as to whether the taxpayer maintains a regular place of 
business outside of New Jersey where taxable status in that 
jurisdiction is based on criteria other than a regular place of 
business. 

Amended by R.1985 d.54, effective February 19, 1985. 
See: 16 N.J.R. 2999(b), 17N.J.R. 476(b). 

(a)l-2 deleted and new text (a)l-4 substituted; (c) added. 

Statutory References 
See N.J.S.A. 54:lOA-6 as to how to determine allocation factor for 

taxpayer maintaining regular place of business outside New Jersey. 

Case Notes 
Apportionment of franchise tax for multi-state corporations which 

maintain a regular place of business outside New Jersey other than a 
statutory office is not applicable to a corporation whose out-of-state 
offices consist of space in corporate engineers' personal homes used for 
their own convenience in connection with their employment. Hoega-
naes Corp. v. Director, Div. of Taxation, 145 NJ.Super. 352, 367 A.2d 
1182 (App.Div.1976) and dissenting opinion. 

Corporation which did not pay rent out of state did not maintain 
regular place of business out of state. Hess Realty Corp. v. Director, 
Div. of Taxation, New Jersey Dept. of Treasury, 10 N.J.Tax 63 (1988). 

Reduction in corporation business tax based on an allocation of tax 
basis due to maintenance of a regular place of business outside of the 
State denied because New York office was not a "regular place of 
business", since it was leased in the name of the parent corporation, the 
taxpayer paid no rent and di~ not maintain control over the premises, 
and because the. full time employees at the office were all employees of 
the parent corporation. Shelter Development Corp. v. Taxation Div. 
Director, 6 N.J.Tax 547 (Tax Ct.1984). 
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Failure· to permit allocation. to New :Jersey corporation which owned 
rental property in Connecticut but hall no regular employees working 
outside New Jersey held neither contrary to the scheme of the Business 
Tax Act, a burden on interstate comme\-ce nor double taxation. S.M.Z. 
Corp. v. Director, Div. of Taxation, I, 5 NJ.Tax 232 (Tax Ct.1982), 
reversed and remanded 193 N.J.Super. 305, .473 A.2d 982 (App.Div. 
1984). 1

1 

Corporation held not entitled to ap~ortion part of its net incqme to 
other states because .it did not maintain a regular place of business in 
other states; "regular place of business" test · held not to· violate 
commerce clause. Rocappi Inc. v. T31Cation Div. Director, 3 !'i'.J.Tax 
311, 182 N.J.Super.163,440 A.2d 96 (T,ax Ct.1981). 

I 

18:7-7.3 "Allocating" and "nonJanocating" companies; 
definition I, 

(a). A taxpayer which allocates\ a portion of its .entire net 
income outside this State is referred -to as an "allocating'' 

I taxpayer. I 

(b) A taxpayer which does ntjt alloc8:te any part of its 
entire net income outside this State is referred to as a "non-

• I . 
allocating" taxpayer. i . · 

I ' 

Amended by R.1994 d.186;effective Ap~il 18, 1994. 
See: 26 N.J.R. 76l(a), 26 N.J.R. 1696(b). 

. , . I 
I Statutory Refe11ences 

See N.J.S . .A. 54:10A-4(b) as to definition of "allocation factor," and 
54:lOA-6 as to how to determine allodtion factor for a taxpayer who 
maintains a, regular place of business out~ide New Jersey. · 

I 
I 

.Case Notes 
. I , 

Failure to permit allocation to New J~rsey corporation which owned 
rental property in Connecticut but had· po regular .employees working 
outside New Jersey held neither contraryi to the scheme of the Business 
Tax Act; a burden on interstate commerce nor double taxation. S.M.Z. 
Corp. v. Director, Div, of Taxation, S! N.J.Tax .232 (Tax. Ct.1982), 

. reversed and remanded 193 NJ.Super. i305, 473 A.2d 982 (App.Div •. 
1984). · ', i 

I 
I, 

18:7-7.4 Allocation factor; definition.· 

"Allocation factor" means the I proportionate part of a 
taxpayer's entire net income .used tp determine a measure of 
its tax underthe Act. I . 

i 

Amended by R.1994 d.186, effective April\ 18, 1994. 
See: 26 N.J.R.761(a), 26N.J.R.1696(b). \ . 

I 
I 

Statutory, References 
See N.J.S.A. 54:10A-4(b) as to definitioh of "allocation factor." 

- I 
18:7-7.5 Allocation factor; applic~tion 

. I 

If the taxpayer had a regular piace of business outside 
New Jersey during the period coveted by the return, its tax 
liability under the New Jersey Corp4ration :BusinessTax Act 
is measured by that part of its entir~ netjncome allocated to 
New Jersey according to a formula called the business 

I 
allocation factor. 1 • 

I 
i 

Amended byR.]994 d.186, effective April 18,1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). I 

I 

. DEP'L OF TREASURY.....;..TAXATION 

Historical. Note 
Laws. of .1968, Chapter 250 eliminated the · use of the · asset factor for 

the. purpose of allocating net worth, effective with respect. to privilege 
periods commencing after December 31, 1968. · 

Statutory References 
See Laws 1968, Chapter· 250 as to elimination of asset factor for 

purpose of allocating net worth, effective with respect to privilege 
· periods commencing after December 3?, 1968. See N.J.SA 

54:10A-4(b) as to definition of "allocation factor." See N.J.S.A. 
54:lOA-6 as to how to determine allocation factor· for taxpayer main-
taining regular place of business outside New Jersey. 

18:7-7.6 Corporate partners 

(a) A foreign corporation that is a general partner in a 
generalror limited partnership or is deemed to· be a general 
partner in a lim'ited partnership doing business in New· 
Jersey satisfies the subjectivity requirements set forth in 
N.J.S.A. 54:lOA-2. Aforeign corporation that·is a·general 
partner of a general or limited partnership doing business in 
New Jersey is subject to filing a corporation business tax 
return in New Jersey and paying the applicable tax under 
the terms of the corporation business tax to New Jersey. 
Such a corporation is also deemed to be employing or 
owning capital or property in New Jersey, or maintaining an 
office in New Jersey, if the partnership does so. The 
ownership of a membership. interest in a limited liability. 
company does not satisfy the subjectivity requirement of 
N.J.S.A. 54:i0A-2 unless the foreign corporate member 
(that is, partner) is manager of a limited liability company, 
takes part in the control of a Hmited liability company 
business, the business of the limited liability company and 
the corporate m,ember are part of a single unitary business, 
or the foreign corporate member meets the criteria of 
N.J.A.C. 18:7-1.9 . 

(b) Subsection (a) above shall not apply to foreign corpo-
rations, otherwise not subject to the New Jersey corporation 
business tax, whose only connection to this State is restricted 

. to owning one or\ more limited partnership interests in. orte 
or more limited partnerships doing business in New Jersey, 
except as provided in (c) below. 

(c) A foreign corporate limited partner of a limited part-
nership doing business in New Jer~ey is considered. exercis-
ing its franchise to do business in this State, doing business 
in this State or employing capital in this State, and, theres 
fore, is subjectto tax under N.J.S.A. 54:10A~2 and filing a 
corporation business tax return, if: 

:,· 

' 1. The limited partner is also a general partner of the 
limited partnership; 

2. The foreign . corporation limited partner, in addition 
to the exerdse of its rights and powers as a limited 
partner, takes an active part in the control of the partner-
ship business; or 

3. The foreign corporate limited partner meets the 
criteria set forth in N.J.A.C. 18:7-1.9. 
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( d) The exercise of one or more enumerated limited 
par;tner rights or powers as set forth in N.J.S.A. 42:2A-27(b) 

, shall not provide a basis for a finding _of subjectivity. How-
ever, a limited partner shall be considered to be taking part 
in the business only if that limited partner has liabilities to 
third parties, pursuant to N.J.S.A. 42:2A-27(b ). 

( e) It shall be the burden of the taxpayer to prove to the 
Director by clear and cogent evidence that the facts and 
circumstances surrounding its involvement with the limited 
partnership or limited liability company do not subject it to~ 
tax under the Act. 

(f) For purposes of this section, tlie term "partnership" 
has the same meaning as is set forth under I.RC. 
§ 7701(a)(2) and the regulations issued thereunder. Part-
nerships that are not treated for Federal tax purposes as 
pass-through entities are also not treated as pass-through 
entities under this section. The term "partnership" shall 
include limited liability companies treated as partnerships. 
See (a) above regarding treatment of membership interests 
in limited liability companies. 

(g) For purposes of apportionment (allocation) of corpo-
rate income, where the subject corporation and the partner-
ship are not part of a single unitary business, including a 
business carried on directly by the foreign corporate partner, 
separate accounting apportionment should be used to arrive 
at corporate income. If the New Jersey business of the 
partnership is part of a single unitary business including a 
business carried on directly by the foreign corporate partner, 
flow through accounting apportionment should be used with 
respect to the incomes ofthe two entities. 

1. Separate accounting apportionment, for purposes of 
this section only, means use of the following method: The 
corporation's distributive share of the partnership:s busi-
ness income would be apportioned to New. Jersey by 
computing the applicable N.J.S.A. 54:lOA-6 apportion-
ment factor for that business by only taking into account 
the corporate partner''s share of the receipts, payroll and 
property of the business that the partnership carries on 
directly. Second, the corporation's entire net income, 
excluding its distributive share of the partnership's income 
is apportioned to New Jersey by computing the applicable 
N.J.S.A. 54:lOA-6 apportionment factor for that business 
by only taking into account the receipts ( excluding re-
ceipts from the partnership namely, receipts from inter-
company transactions), payroll and property of the busi-
n_ess that the corporation carries on directly. Third, these 
two amounts would be added together to arrive at the 
corporation's entire net income apportioned to New Jer-
.sey. 

2. Flow through accounting apportionment, for pur-
poses of this section only, means use of the following 
method: Taxpayer shall separately compute the property, 
payroll and receipts fractions attributable to the partner-
ship activity. The taxpayer next computes the property, 
payroll and receipts fractions attributable to the corporate 

18:7-7 .. 6 

activity. An allocation factor combining the factors of the 
corporation and the partnership is then applied to the 
corporation's entire net .income including its distributive 
share of the partnership's income. 

3. Facts that either singly or in combination may sug-
gest that the corporation and partnership are part of a 
unitary business and hence that a flow through approach 
may be appropriate include, without limitation thereto: 

i. Substantial intercompany-partnership transactions; 

ii. The partnership interest is the only or the most 
substantial asset of the corporation; 

iii. The partnership interest produces all or most of 
the income of the corporation; 

iv. The corporation and the partnership are in the 
same line of business; 

v. There is substantial overlapping of employees and 
offices; and/or 

vi. There is sharing of operational facilities, technol-
ogy and/or know-how .. 

4. For purposes of determining the application of the 
small corporation tax rate, the entire net income of 
general partner ( actual or deemed) should include the 
partner's proportionate share of the unapportioned net 
income of the partnership and the entire net income of a 
limited partner should include the partner's proportionate 
share of the unapportioned net income of the partnership. 

(h) The accounting methods described in (g) above are 
also applied to domestic corporate partners. If a domestic 
corporation is a partner in a foreign partnership that does 
not conduct business in New Jersey, and the corporation's 
own business and that of the partnership are not unitary, 
then the corporation's income from the partnership shall not 
be included in the corporation's tax base, and the partner-
ship's receipts, payroll and property shall not be considered 
in determining the apportionment factor to apply to the 
corporation's income from its own business. If, however, 
the two businesses are unitary, then· the flow through meth-
od should be used in apportioning the corporation's income. 

1. Solely for purposes of this section, each regular 
place of business of a partnership. which is unitary with a 
corporate partner is to be treated as a regular • place of 
business of the corporate partner. Relief pursuant to 
N.J.A.C. 18:7-8.3 is permitted to domestic partners with 
respect to partnership income duplicated on a return of a 
domestic corporate partner filed with another state. By 
virtue of its subjectivity under the Corporation Business 
Tax, a corporate partner may seek relief under N.J.S.A. 
54:lOA-8 if taxpayer believes that tax computed does not 
result in a fair apportionment. 
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(i) '"tiered partn~rship;" f r the-purposes ofthi~ sec~ _- (k) Any Ne; Jersey, corporate tax credits for w~ich a __ 
-__ tion; is a partnership whose partners are par~ersbips. 'A ' subject corporate parttjer may qualify other than the credit' 
' • corporation that is a partner in la partnership that in turn-_ is pursuant -to -N .i.S.A. _-27 :26A-l5, Comm.titer' Transportation 

-a partner in yet another partnbrship is, not immune froin Rideshare Credit; which is a. reduction cff partnership' iris 
-•New_ Jersey taxation simply be4ause of the tiered• partner- - -come, ;~hall Pass through to 'the corporate partner. -The 
-_ shiJ). The ultimate_ tax burden ~nd · loss benefit falls• on the -;t~ri:~mj~!;t0:cfr~ifu~rt~~f!:s:h: ~{t:~~ :- -

- _ corporate partner. _ The corpor*tion shall file a ~ew Jersey - - .- - -- -
corporation business tax return'. taking account of its ultis __ 1. ff the p~rtneiship is unitary with the corp~ratiort .• _ .-
mate distributive 'share of the tiJred partnership's iricome'.or; •- __ -- then the amount of the total credit permitted to the• --

-_ 'loss'_from New Jersey· activities. 11! - - - - - _. ,- -•- __ corporate taxpayer after flo\Y throu$11 is subject to the 
- - percent cap as provided in N.J,A.C.18:7-3;17(b). - -

· __ , -G) -The c~assificatiori of -· pa)\tnership item~ of incom~, _- : • · _ 2, -- Where the corporation is not unitary with the part- -_ 
e;xpense or loss as operationaf or_ nonoperational is to bc:l _ - _nership, the credit will flow through to the corporation 
- --- - .- d · -- d ' ·th N S - 4 lOA~ -and may be used to offset up to 50 percent -of the 
determme m accor ance -'Y1 - .J. .A. 5 : -•· ,L· · incrementaUax attributable to thepartnership-'s income 
Whether or -not a partnership ;i~ unitary or'.. non unitary _with -_ - - -- - - - - - -
its corporate partper is a -differ~nt: issue from the_ issue of· contribution to the c<>rporate taxpayer. - -
taxability of operational or ,norloperationar income or the ' (/ ) Tllese rules s_hall ~pply to cotporatio~ business 'tax 
deductit:,ility of operational of ?orioperatfonal expense~_ or returns ·med for privilege periods beginning ·after July 31, 
losses. I · 1997. · --- -

,J 

i 
I EXAMPLE I 

'_- - ' ,- i ' -· -- ' ' ' 
- · _Corporation ABC is a forei~I corporation- which allocates to New Jersey; and also has 50 percent share in :a p11rtnership -- · 
that is doing business in New Jdsey,' but is not unitary with the corporation. The corporation would calculate it_s allocation 
fa¢tor and allocated iricome.·exo~usive- of the• activities of-the p~tnerslµp. • Thepart11ership -woul_d- ca:lculat~ its allocated 
income l>ased upon its own attributes, ·and the allocated inco~e from both entities are coro:bined to make Allocated Net 
income. - - -I -- i' --- - - -- -

I -

l 
••l Property N,J 

Everywhere 
Receipts NJ 
Everywhere -

.. Double Weighting of 
Receipts Fraction 

r 
--__ - Payroll NJ 

Everywhel[e 
Total . 
Allocatioii _ Factor -_ • 
{Totaldivided by4) -- _,. 
Net Incop:ie of Corporation 
Corp~tation's Distributive 
Share of f artnership Incom~ --- \ 
Tota~ r-{et Income -
Corporation's Income ! 

-- Corporation's.Allocation Factor - 1. 
Corporation'.s Allocated Net Income 

_ Partnership Income - - -_ - I 
_ Par_ t-n.er_shi_) __ Allo-cat-_ion F __ act_or . _1

1 
_ -Partnership Allocated Income 

- Tot~IAlfoc~ted Net Income - -· _ - ' ' - ' i 
! 

ABC 
Corp. 

- 9,000 ·•--
10000 

3:000 - ---
rn,ooo -

. 6,000 
•- f0,000 

( 

Fraction i_Ii NJ 

.900000 

.300000 

.300000 '-_ ' 
' ' 

.600000-.------ -2.woooo 
-.5isooo --

s;ooo 
.$25000 

-'General 
Parmership 

,_j 

500 
1,000 
5,000 

20,Q00 

,, -

250 
1,000 

Fraction in NJ 

;~00000 -

.250000_-. 

.250000 
l.250000 

.312500 -

1,000 
.312500 

- $5,000 

- $1;000 
$6,000 ---\-, 

$2,625 

$313 ------
' ~2;938 

EXAMPLEII 
- - I - - . - --- - - - - --- -- - - -__ - -

-. Corp~ration DEF is_ a for~ign;c9rporn~i01.J w~ich has no _nexu~ with New Jersey ?ther th!lD a 50 perc~ntgener:it partnership-• 
mt_erest m. a partnership, which 1s not- umt!lry w1tp. the corpo~at1on. • · The corporatton woµlq calcul_ate its allocation factor _and 
allocated income ~xclusi~~ _of_ the ~cti:vities _ of tl1e p~rtn-• ershij). •In th~s case, the alloc_at~c:>11 _factor is zero am;! th,e· corp or_ a:tion . _ -o· ---._-_ -, 

· does not ~.llocate any of its mcorrl1~ to New Jersey; ~e partnership would ~o~~te lts mcome liS 1~ separ_ate enttty'. The 
allocated income from both calcula~1ons are then com_bmed to compute the. tax lii~bihty oftl'!-e corporation. -• , - . _ - - - -

Supp. U~l7-97 

I 
I 
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Property NJ 
Everywhere 
Receipts NJ 
Everywhere 
Double Weighting of Receipts Fraction 
Payroll NJ . 
Everywhere · 
Total 
Allocation Factor 
(Total divided by 4) 
Net Income of Corporation 
Corporation's Distributive 
Share of Partnership Income 
Total Net Income 
Corporation's Income · · 
Corporation's Allocation Factor 
Corporation's Allocated Net Income 
Partnership Income · 
Partnership Allocation Factor 
Partnership Allocatedlncome 
Total Allocated Net Income 

EXAMPLE III 

9DEF 
Corp. 

0 
10;000 

0 
10,000. 

0 
10,000 

Fraction in NJ 

0.000000 

0.000000 
0.000000 

0.000000 
0.000000 

0.000000 

5,000 
.000000 

General 
Partnership 

750· 
1,000 

10,000 
20,000 

750 
1,000 

Fraction in NJ 

.750000 

.500000 

.500000 

.750000 
2.500000 

.625000 

1,000 
.625000 

$5,000 

$1,000 
. $6,000 

$0 

$625. 
$625 

Corporation XYZ · is . unitary with . a . partnership and . holds . a 50 percent·· general partnership interest iii a general 
partnership. The taxpayer should use the flow through method of allocation· since th~re is a sufficient jntegration of assets 
and business activities between the corporation and partnership, · 

Property NJ· 
Everywhere 
Receipts NJ 
Everywhere 
Double Weighting of 
Receipts Fraction 
Payroll NJ 
Everywhere 
Total 
Allocation Factor 
(Total divided by4) 
Net Income of Corporation 
Corporation's Distributive 
Share of Partnership Income 
Total Net Income 
Combined Allocation Factor· 
Allocated Entire Net Income . 

XYZ 
Corp. 

·.9,000 
10,000 
3,000 

10,000 

6,000 
10,000 

50 Percent 
. Partnership. Interest 

750 
·1,000 
10,000 · 
20,000· 

750 
1,000 

Combined 

. 9,750 
11,poo 
13,000 
30,000 

6,750 
11,000 

Fraction in NJ 

.886364 

.433333 

.433333. 

.613636 
2 .. 36666 

.591667 
$5,000 

·. $1.000 
$6,000 

.591667 
$3,550 

The numerator. and denominator of each fra~tion is determined by taking the. corporation's property, payroll· orTeceipts in 
State and everywhere and adding them to its share of the partnership's property, payroll or receipts in State and ev~rywhere. 
The partnership's fractions are based on the corporation's percentage ownership interest without regard to special 
allocations. The colu111Il' in the example headed "Fraction in NJ" represents each combined fraction in deciinal form. 

EXAMPLE IV 

Corporation GHI is a foreign corporation which has no nexus with New Jersey other than a .10 percent general partnership 
interest in. a limited partnership, whi~h is unitary with the corporation. GHI is subject to. Corporation Business. Tax. Since 
the corporation }las a unitary relationship with the partnership, theJJ,ow through method should be used to calculate the 
correct amount of income to be allocated to NewJersey. Corporation L,MN holds a limitec:I partnership interest in the same 
limited partnership .. The.corporation and the partnership are not part of a unitary business, and the liinited.partnership does 
not have liabiHties to third parties. LMN is not subject to corporation business tax in New Jerseysince it is a true liinited 
partner, not a "deemed general partner"pursuantto (c) above, · · 

7-46.5 Supp. 11-17-97 



18:7-7.6 

Property NJ 
Everywhere 

• Receipts NJ 
Everywhere 
Double Weighting of 
Receipts Fractibn ·. 
Payroll NJ 
Everywhere 
Total 
Allocation Factor 
(Total divided by 4) . . . 

.. GHI Corp.· 
0 

10,000 
'' 0 

10,000 
I 

0 
10,000 

10 PercentGeneral 
Partnership Interest 

750 
1,000 

10,000 
20,000 

750 
1,000 

. DEJ>T. OF TREASURY-TAXATION 

Combined 
750 

11,000 
10,000 
30,000 

750 
11,000 

Fraction in NJ 

.068182 

.333333 

.333333 

.068182 
· .803030 

.200758 
. $5,000 Net Income ofC::orporation 

Corporation's Distributive · 
Share of Partnershi,p Income I, $1,000 
Total Net Income I $6,000 
Combined Allocation .Factor . .200758 
AllocatedEntireNet Income · ! . . , · . .· , · · • •. $1,205, 

Jhe numerator and denominatJr of each fraction is determined by taking the cbrporation'$ property, payroll or receipts in 
State and everywhere and adding themto its share of the p1:1rtnership's' property, payroll or recdpts in Stateand everywhere. 

· The partnership's fractions are I based on · the corporation's percentage ownership. interest without regard to special .· 
allocations: The .column inthe !example headed ''Fraction .in NJ!' represents each combined fraction in decimal form. 

I ·,· 

Repealed by R.l994 d.186, effective Aprl) 1;8, 1994, 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b)f .· 

Section .\Vas "Optional short tax table in lieu of allocation of net · 
worth". . . · i 
New Rule, R.1997 d.430, effective October 6, 1997. 
See: 29 N.J.R. 1686(a), 29 NJ.R. 4327(a~. 

I 

18:7-,7.7 (Reserve1d) 
! 

! 

SUBCHAPTER 8: BUSINESS [ALLOCATION 
FACTOR. . . . i 

. . ...... ·· I . • .· . 

18:7-8.1 . Busiµessalle>cation fa~ttjr; computation 
• • . . . . •. · .· I .... ·• 

(a) .The. businei;s .. allocation. fadtor· is ·compu{ed on· the 
basis of the average percentage resulting from the' f9llowing 
three fractions: . . l · . . · . 

· 1. Average value· of real andJangible personal proper-
ty in New Jersey over· the average· value· of such property 
both within and without New J~rsey (this ,is usmµly re-
ferreclJo as the propet,ty fraction); · • ,· · · · 

' I 

. · .. 2. Receipts allocable to New Jersey over re~eiptsboth 
within and without New Jersey (thisis usually referred to . . I . I 

as the receipts fraction in this su~chapter but· may also · be 
referred ~o as the sales fraction; I The ternis may be used 
interchangeably· for fiscal period~ . beginning. on · or · after 
July 1, 1996); .. l · 

I . 
3. Payrolls. allocable to New Jersey QY:er. payroll~ with-

in and without New Jersey (this iis usually r~ferred to as 
the payroll fraction). · . · 1 ·- .. . . . 

I . . .. . 

(b) The business allocation factor J. is weighted as follows: 
I 

_ 1. For fiscal OJ.' calendar accounting years beginning 
byfore ,July 1, 1996, thy business allocation factor is 
computed by• adding together the .percentages derived 
from. the. foregoing three_ fractions for the period cover.ed 
by. the return, and dividing the· total of the perceritagys by 
three, 

2. For fiscal or calendar accounting years beginning on 
or after July 1, 1996, the business allocation factor is 
computed by adding together the percentages derived by 
adding the . property .. fractiqn, · the payroll · fraction, and 
twice the receipts for the period covered by the return, · 
and dividing theJotal bf the percentages by four. 

. ' . . . - . . I , . . 

( c) Jf the 1.'eceipts fraction is missing, the other two 
percentages are added and the sum is divided by two, and if 
both the ;receipts fraction and one other fraction are miss, 
· ing, the remaining. percentage may be used as the business 
aHocation ·factor. · If the receipts · fraction; is present and 
either the _property or payroll fraction is absent, then the 
percentages represented by the two fractions · present are 
added tqgether and divided by three. A fraction is not 
missin:g merely because its . numerator is zero, but it is 
missing if .both its numerntor and denominator are zero. 

. ·Amended by R.1997 d.429, effective October 6, 1997 .. 
See: 29 N.J.R. 3426(a), 29 N.J.R4324(a) . 

Substantially amended section. · 
\ 

Statutory References 
·See N.J.S.A 54:l0A-6 as to how to compute business allocation 

factor. · · 

, Ca§e Notes 
Ch;mge in interpretation of safe harbor Ie1ising provision did not 

require administrative rule making. Reuben H Donnelley Corp. v. 
Director, Div. ofTaxation, 128 N.J. 218, 607A.2d 1281 (1992). 

Supp. Jl-17•97 
I 

1. 
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CORPORATION BUSINESS TAX ACT 

( c) The average values used in determining the property 
fraction of the allocation factor are normally based on book 

: . value with respect to property owned, including property on 
· -r consignment (consignor). Leased or rented property is 

valued at eight times its annual rent, including any amounts 
( such as taxes) paid or accrued in addition to or in lieu of 
rent during the period covered by the return. Subrents do 
not reduce annual rents, but rather enter into the determi-
nation of the receipts fraction. Property that is used which 
is neither owned, leased or rented should be valued at book 
value but if the books do not disclose a fair value or disclose 
a minimal value then that property should be shown at fair 
value, which for this purpose would be market value, includ-
ing, but not limited to, loaned property, bailments, etc. 
Property on consignment held by the consignee is consid~ 
erect property used. Leasehold improvements are treated as 
owned by the taxpayer. The numerator and the denomina-
tor shall take into account depreciation disallowed at 
N.J.A.C. 18:7-5.2 where the taxpayer accounts for its prop-
erty on a Federal income tax basis on its books. , 

( d) The overriding objective is a fair and reasonable 
apportionment of entire net income by weighing the alloca-
tion factor for the portion of the real and tangible personal 
property owned, leased, rented or used in this state. 

Example 1: Taxpayer is the lessor of equipment. 
Consistent with generally accepted accounting princi-
ples it accounts for its capital leases as·completed sales. 
Consistent with principles of tax accounting, it accounts 

"--,,; for that same leasing as net rental income which is 
reported as entire net income. 

That entire net income is apportioned by use of the 
allocation factor which must include the property frac-
tion. That property fraction must reflect the percent-
age of the taxpayer's real and tangible personal proper-
ty within New Jersey, including the leased property, 
despite the fact that the property no longer appears on 
the books of the corporation in order to effect a fair 
and reasonable apportionment of entire net income. 

Example 2: Taxpayer is engaged -in long term con-
struction contracting. It has elected to recognize in-
come for tax purposes on the completed contract meth-
od of accounting. It recognizes income on a contract 
in a tax year where its property was removed to other 
taxing jurisdictions to work on unrelated construction in 
progress. 

That property fraction must reflect the average value 
of the taxpayer's real and tangible personal property 
inside the. state and everywhere during the period of 
construction to fairly and reasonably apportion the 
entire net income reported for the period covered by 
the return. 

As amended, R.1983 d.62, eff. March 7, 1983. 
See: 14 N.J.R. 1206(a), 15 N.J.R. 343(d). 

Added 3. to (a). 
Amended by R.1986 d.284, effective July 21, 1986. 

See: 18 N.J.R. 627(a), 18 N.J.R. M87(a). 
Substantially amended. 

Law Review and Journal Commentaries 

Taxes. Steven P. Bann, 136 N.J.LJ. No. 15, 78 (1994). 

Case Notes 

18:7-8.6 

Regulation adjusting calculation of franchise taxes on corporations 
doing business in state was authorized. Brunswick Corp. v. Director, 
Div. of Taxation, 135 N.J. 107, 638 A.2d 805 (1994). 

Regulation governing computations from property leased by multi-
state corporate taxpayer did not exceed Director's authority. Bruns-
wick Corp. v. Director, Div. of Taxation, 13 N.J.Tax 136 (A.D.1993), 
certification granted 134 N.J. 476, 634 A.2d 523, affirmed 135 N.J. 107, 
638 A.2d 805. 

Delegation to Director of Division of Taxation authority to compute 
interstate income applicable to New Jersey was not improper. Bruns-
wick Corp. v. Director, Div. of Taxation, 11 NJ.Tax 530 (1991), 
affirmed 13 N.J.Tax 136, certification granted 134 N.J. 476, 634 A.2d 
523, affirmed 135 N.J. 107, 638 A.2d 805. 

Tax imposed on mtiltistate corporate taxpayer was not limited to 
owned property. Brunswick Corp. v. Director, Div. of Taxation, 11 
N.J.Tax 530 (1991), affirmed 13 N.J.Tax 136, certification granted 134 
N.J. 476, 634 A.2d 523, affirmed 135 N,J. 107, 638 A.2d 805. 

Determination of constitutionality of allocation corporate income to 
various states requires examination of evidence. Silent Hoist & Crane 
Co., Inc. v. Taxation Div. Director, 9 N.J.Tax 178 (1987). ' 

Administrative fairness in allocation of corporate income requires 
determination of whether allocation property reflects corporation's 
activities. Silent Hoist & Crane Co., Inc. v. Taxation Div. Director, 9 
N.J.Tax 178 (1987). 

Evidence that allocation of corporate income to state is required to 
invalidate allocation. Silent Hoist & Crane Co., Inc. v. Taxation Div. 
Director, 9 NJ.Tax 178 (1987). 

Lack of rational relationship between corporation's New Jersey pres-
ence through a real estate operation and its out-of-state manufacturing 
operations which the State sought to tax precluded taxation of the 
latter; no rational relationship found between the corporation's New 
Jersey presence and its securities portfolio to permit taxation of the 
portfolio's income; other factors of corporation's operation held insuf-
ficient indicia to warrant taxation of the corporation as a unitary 
business. Silent Hoist & Crane Co., Inc. v. Director, Div. of Taxation, 
5 N.J.Tax 242 (Tax Ct.1983), affirmed per curiam 6 NJ.Tax 348 
(App.Div.1984), reversed and remanded 100 NJ. 1, 494 A.2d 775 
(1985) certiorari denied 106 S.Ct. 409, 474 U.S. 995, 88 L.Ed.2d 359, on 
remand 9 N.J.Tax 178. 

18:7-8.6 Average value; computation period 

(a) Average value is generally computed on a quarterly 
basis where the taxpayer's usual accounting practice permits 
such computation. 

(b) At the option of the taxpayer or the Director, a more 
frequent basis (monthly, weekly or daily) may be used. 
Where the taxpayer's usual accounting practice does not 
permit computation of average value on a quarterly or more 
frequent basis, a semi-annual or annual basis may be used 
where no distortion of average value results. If any basis 
other than quarterly is used on the return, such basis and 
the reasons therefor must be fully explained on a separate 
rider. 

7-49 Supp. 10-6-97 



18:7--8.(j 

. . · . · . : . . Case No ts ·. · ·.. . . . . 
· ·p.rovision in N.J.A.C. 1~:7-3.4 for tomputation of tax .based upon 

:_numbe_r. of. shares authorized comparetl\ to real and p.erso~al p. ropei-iy · 
alternative· tax a:s mean .. average value on a quarterly basis. General·. 

· Trading Co., Inc. v. Director, Div. of Taxation, 83 N.J. 122, 416 A.2d.37 
(1980). · ., .: · .·· · I .. · , · · · ... I ; 

I ·· 1s:1-s:1 · Business allocation fatjtor; determinatfo1,1 of ·· 
receipts fraction j 

(a) The percentage ~f tJ:!e taxpayet's receipts witbfu New 
Jersey· is determined by ascerta~ing the tawayer's receipts. 
allocable to New Jersey during ~he period covered by the 
return and dividing the sum oftb'e receipts by the taxpayer's ·. 
t°'t~l receipts within and ·witlio~t New Jersey during such . 
penod. . .·· , I , . 
.• (b) '.fhe receipts of the taxpa~er am to be c~mptited ~ri 

the cash, accrual or other metliod of accountmg used m · 
,computation of. its net ·. incomel ·. for Federal income . tax 
purposes. However, the numerator and denominator of the 
receipts fraction- must, in any evdnt, relate. to. the entire. net 
income recognized during the pef iod covere~ by 1;11,e return. . i . . ·. . 

. Example Ii: 
: . .·I-.. . .. · . . .. 

Taxpayer is en.gaged in long-t~rm construction: contract-
. i;ng. Ithas elected tofecogniz:e f.l come fortax purposes on 

t.he. co?1ple_t~d con!ra_ ct meth°'d o.f acc~un_!_irig w_:he.re~y it 
recogmzes the r:iet · mcome on its contracts m their entirety 

, in the year of completion. •. . . ·. . . . . · : · · .... · · 

The cfimposition ofthe recei~s fractionmust be deter~ 
mined ill· hf:l:rmony with: the ent{e n~t income to wbic~ it 
relates ... The numerator, and denoµimator of the receipts .. • 
fraction must reflect the entire doritract. revenues on com- . 
plet.ed. contract;. recogn~. ed -~ enl~e net income durfug the 
-period covered by the return. ·. • · • · · . ' · . · . · 

. .·· ·. _; .... •· :. 
. I. . . i . . . 

Example 2: 

. Taxpayerrecogn~es income on a sfl.le fortax purposes ori 
the installment method. · The numerator and denominator .· ,_ . . . . 1-· . .·. 

of the receipts fraction shoµld include the· same proportion 
.J of the sale as is_ prorated-as recognized income to the year 

covered by the retulJi. · i . · 

OEPT. OF TREASURY.....,T~TION 

Example: 

Dividends rec9g11ized as income for p~tpo~es of deter~. ,(-) 
mining Federal. income tax. but. which are excluded from '-v_,.... 
entire net income under Section 4(k)(l) of the law must also 
· pe ex~lttded in colilputing the receipts fraction.·.· · · · 

· Amended by R.1985 d.43, effective Febmary 19; 1985°. 
See: 16 N.J.R. 3420(b), 17 N.J.R. 477(a). . . 

(b) substantially amended and Examples added. 

Statutory References 

· See N.isA 54:10A-6(B) •-~ to factqrs incl~dible in deterinination of 
. receipts fraction. . . . . / 

· 18:7-8.8 Scope of alloc11ble receipts ·· 
. . . 

(a) Unless otherwise noted ber~in; receiptsfrom tliefol-
lowing are allocabl.e to New Jersey: · ·· 

. . 1. Sales of tangible personal prop~rty wh~re ship-
ments are made to points in New Jersey. Delivery of 
goods to a purchaser .in this State is . a shipment made to 1a. · 

. point in New Jersey regardless qf the F.O.B. point or°the 
iact that the goods may subsequently be resold and trans-
shipped to a- point outside this State.• .·· · · 

r The sale of goods shipped to a Ne'wJers~y cus-
tomer where possession is transferred in New Jersey ~-·. 

. resuits h1 a receipt allocable to New Jersey: . ·· l/1 
Example: 

-Taxpayer, a manufacturer loca:ted ~utside of New Jersey; . 
tran§ports goods>directly to acustomer's location in New 
Jersey. S,ince possession ofthe goods is transferred iri New · 
Jersey, shipment i~ · deemed . to be in this State resultmg in .. 
receipts allocable to this State .. · · · · 

iL The sale of goods shipped to a non~New Jersey 
customer wliere ·possession· is transferre!i in New. Jersey 
results iri a receipt allocable to New Jersey. 

. . . 

(c) Entire: n~t income shall bJ included· o~ excluded. a$· .. · 
Taxpa~er, a manufacturer locat~d outsfrie of New Jersey, 

transports goods into New Jetsey where such. goods are 
picked up by a qon~NeWJersey customer or a customer's 
representative in New Jersey for further transportation out~ i. follows: · . .. l _ . · . , · _· _ 

1. All income which is incl'lltded in entire net income 
. . I . . . 

en!e:rs into_ the numerator. anq denoinipator .of t~e re~ 
ce1pts fraction. I . . · · · .·· · · 

I 

2. Any income which is dxcluded from entire .net .· 
income is also excluded ffom. tlie numerator and denomi-. I . . . . .. 
nator of the receipts fraction, e1cept for banking corpora-
tions with_ international banking fac~lities as· provided in 
P.L.1983, c.422. See N.J.S:A 54:lOA.:..6; . . . 

Sqpp. 10+97 

side of this State: Since possession of the goods passed 
between the taxpayer and its customer in New Jersey, the 

· · sale results in receipts allocable to New Jersey. · · · 

. :Hi: .. The sale a/goods shipped by a taxpayer from 
outside of New Jersey to .a New Jersey customer by a . 0 .. ·._-.,,.· .· .. 
common carrier results in a receipt allocable to New 
Jersey .. The common carrier is deemed an agent qf the 
seller regardless of the_F.0.B,~ point.· . 
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Example: 

Taxpayer, a manufacturer located outside of New Jersey, 
transports goods by a common carrier to a New Jersey 
facility where the customer takes possession • of the goods. 
Since the common carrier is deemed to be an agent of the 
taxpayer, the common carrier's transportation of the goods 
into the possession of the customer in New Jersey results in 
receipts allbcable to New Jersey. 

iv. The sale of goods shipped from outside of New 
Jersey to a New Jersey location where the goods are 
picked up by a common carrier and transported to a 
customer outside of New Jersey results :in receipts 
which are not allocable to New Jersey. 

•Example: 

Taxpayer, a non-New Jersyy manufacturer, transports 
goods from outside of New Jersey to a New Jersey location 

. by either a common carrier or a private transporter. The 
goods are picked up in New Jersey by a common carrier and 
transported further to a customer out~ide of New Jersey. 
Since the common carrier is deemed an agent of the seller 
regardless of the F.O.B. point, the~ shipment by the common 
carrier from a point in New Jersey'to a point outside of New 
Jersey results in receipts not allocable to New Jersey; 

2. Services performed in New Jersey; 

3. Rentals from property situated in New Jersey; 

4. Royalties from the use in New Jersey of patents or 
copyrights; 

5. All other business receipts earned in New Jersey. 
See example in N.J.A.C. 18:7-8.7(c). 

Amended by R.1985 d.43, effective February 19, 1985. 
See: 16 N.J.R. 3420(b), 17 N.J.R. 477(a). ; 

Substantially amended. 

I 

7-51 

Amended by R.1989 d.311, effective.June 19, 1989. 
See: 21 N.J.R. 438(b), 21 N.J.R. 1744(c). 

18:7-8.9 

Exceptions to receipts allocable to New Jersey added at (a)li-iv, with 
examples. 

Statutory References 

See N.J.S.A. 54:10A-6(B) as to factors includible in computing 
receipts fq1ction. 

18:7-8.9 Receipts from sales of capital assets; when 
includible 

(a) The gross receipts from sales of capital assets (prop-
erty not /held by the taxpayer for sale to customers in the 
regular course of business) either within or without New 
Jersey should not be included in either the numerator or 
denominator of the receipts fraction. The net gains from 
such sales which are included in entire net income are the 
amounts which are properly to be included in the computa-
tion of the receipts fraction. For the purposes of the 
numerator i.n the computation of the receipts fraction, a net 
loss should not offset a net gain. 

Property #1 
Property #2 
Property #3 

ILLUSTRATION 
FACTS 

Selling Price 

$1,000 
2,000 
3,000 

$ 600 
2,200 
2,900 

Amount of gain appearing on Schedule A 

Net Gain Net Loss 

$400 
$200 

__1QQ_ 
$500 $200 

'..L1® 
$300 

The $300 net gain is ineluctable in the denominator of the 
receipts fraction in all cases. The computation to arrive at 
the amount to be included in the numerator is given in the 
following examples: 

Supp. 2-1-99 
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18:7-8.9 i DEPT. OF TREASURY_;_TAXATION 
I 

I • • Example I: 

At ~he time of sale. Prorerty #l was locatedwithin New Jersey whereas 
Prnperty #2 and #3 were located outsidr NewJersey. _ . 1 

Am:ount of N.J. Gains $400 = 80% x $300 (ne~ gain) = $240 
Total Gains $500 

! 

Thei amounlof $240 is to be included in the numerator of the receipts 
fraction.[ 

I 

I 

Example 2: 

At the time of sale; Property #1 and #3 were located outside New 
Jersey, 'fhereas Property #2 was located within New Jersey. 

Am{rnnt of N.J. G;1ins . -0- · "" 0% x $300 {net gain) = -0-
. Tot~1I Qains $500 . . 
There is nothfog attributable to this transaction which will affect the 

', J . ,., . . '•'. ' ' . 

numerat~Jr of the receipts fraction. . . 

I Example 3: 
I .. . .. .• 

r At tpe ti~,e of sale, Property# Land #J wereJocated within New Jersey, 
whereas troperty #2 was.located outside New Jersey. · 

Am6unt ofN.J. Gains $500 . = JOO% x $300 (net gain) = $300 
Tottll Gains · · $500 

I 
• I 

(b) Where the taxpayer's business is the buying and sell-
_ing ofn~al estate or the buying or selling of securities for 
trading pwposes, these assets are not deemed. to be capital 
assets · and -the gross I receipts from the sales. thereof are 
included in the same manner ~s other includable. receipts. 

. I 
Amended by R1985 d.43, effective Felj>ruary 19, 1985. 
See: 16 N.J;R 13420(b), 17 N.J.R. 477(!11). 

(a) substantially amended and examples added. 
I \ . 
I 

Statutory References . ._· I· . . . -
See N.J.S.A. 54:10A-6(B) as to what tangible personal property, shall 

be includible when computing taxpayets receipts fractio~. .· . 

. I 
Case Nores 

18:7-8.10 Receipts; compensation for services 
(a) The numerator of the receipts fraction developed in 

accordance with this section includes receipts from services 
not· otherwise appqrtioned under this section if the service is 
performed ._within. this State. If' the service is performed 
both within and outside this State, the numerator of the 
receipts fraction· includes receipts from services· based upon 

· the cost of perfon:nance or amount of time spent in the 
performance of such 1services or by some other reasonable 
method which should reflect the trade or business practice 
and economic realities µnderlying the generation of the 
compensation for services. Cost of performance is defined 
as all direct costs incurred in the performance of the service, 
including direc;t costs of subcontractors. 

L All amounts received by .the taxpayer in payment for 
such services are allocable, regardless of whether such 
services were performed by employees or agents of the 
taxpayer, by subcontractors, or by any other persons and 
regardless of whether the receipt is accounted for as an 
item of income or a reduction in .expense. 

2. It is immaterial where the amounts were payable or 
where they actually were received. 

Rule held to impose restriction not warranted by statute; only net 
gain from sales of tangible personal I property includable in receipts 
fraction of the business allocation formula of the Corporation Business 
Tax Act; income derived from the sale or redemption of short-term 
obligations and· the interest increme* realized upon· the sale or re-
demption of such obligations issued at a discount were includable in 
receipts fraction of the business · alloc~tion formu\a; American Tele-
phone & Telegraph Co. v. Director, IDiv. of Taxation, 4 N.J. Tax 638 
(Tax c;;t.19~2), affirmed 194 N.J.Super. 168, 476 A.2d 800 (App.Djv. 
1984), certification.denied 97 N.J. 627, ~83 A.2d 157 (1984). ·. ·_ · 

Example l: Taxpayer derives advertising revenues in the 
course of broadcasting television or radio programs. It sets 
its advertising rates based upon the listening audienc~ it has 
succeeded· in reaching. The appropriate method of assign-
ing the portion of its advertising revenues att~ibutable to 
services performed in New Jersey is based upon the propor-
tion ofits listening audience in New Jersey; · · 

\ 

Supp. 2-1-99, 7-52 
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Example 2: Taxpayer earns income from the sale oflong 
distance telephone communications service. It bills the · 
originators of long distance telephone cans . directly and for 
all calls placed by . them. The appropriate method of allo-
cating its long distance toll revenues attributable to services . . I 
performed in New ··Jersey is based upon billings for calls 
originating in New Jersey. 

(b) Commissions received by the taxpayer are allocable to 
New Jersey if the services for which the commissions were 
paid were" performed in New Jersey. If · the taxpayer's 
services for which commissions· were paid were performed 
for the taxpayer by salesmen attached to or working out qf a 
New Jersey office of the taxpayer, the taxpayer's services will 
be deemed to have been performed in New Jersey .. 

Example 
The taxpayer is a New Jersey sales agent of a Pennsyl-
vania Iiianufacturer and receives in New Jersey an· 
order from a New York customer. The order is for-
warded to the manufacturer which accept~ it and fills it 
by shipment direct to the customer. The taxpayer's 
commissionis allocable to New Jersey; 

(c) Certain service fees from transactions having contact . · 
with this state are .allocable to New Jersey based upon the 
following: · · 

1. Twenty-five percent of such fees are allocated to the 
state of origination. 

2. Fifty percent of such fees are allocated to the state 
in which the service is performed. 

3. Twenty-five percent of such fees are allocable to the 
state.in which the transaction: terminates. 

Example 1: A taxpayer issues credit cards to its cus-
tomers allowing funds to be obtained through the use of 
authorized machines located within New Jersey; A cus-
tomer originates .a transaction. at a N~w Jersey lotation, 
and the taxpayer's computer, located outside this State, 
performs a credit check. Funds (or a bank draft) are 
received by the customer at the point of origin in New 
Jersey, where the transaction terminates. Taxpayer must 
allocate 50 percent of the service• fee income earned from 
this transaction to New Jersey based upon the points of 
origination and termination~ For purposes of this exam-
ple the issuer of credit cards has nexus with New Jersey 
through physical presence in New Jersey. 

Example 2: Taxpayer earns income by providing .on-
line internet access to customers located ~ithin New 
Jersey and outside New Jersey. Taxpayer's physical 
equipment allowing such access is located outside New 
Jersey. Taxpayer must allocate 50 percent of its revep.ue 
from internet access charges to New Jersey based upon 
the origination and termination of such access from p'oints 
within New Jersey. Absent specific identification of 
points of origination and termination, the customer's bill-

18:7-8.10 

ing address will serve to locate these activities. For 
purposes of this example, the internet service provider has 
physical presence through a home office located in New 
Jersey. 

4. Certain lump sum payments for services performed 
within and without New lersey must be apportioned in 
the· following manner. in ' order to result in a fair and · 
reasonable receipts fraction. 

i. Securities and commod,ities brokers executing or-
ders on an exchange are to allocate commissions de-
rived. from the execution of purchases or sales orders 

· .. for the accounts of customers to New Jersey as follows: 

(1) 80 percent of comm'issions on orders originat-
ing at any New Jersey place of business; plus 

. . 

(2) 20 percent of commissions on orders executed 
onan:y exchange located in N.ew Jersey. 

./ 
ii. Transportation revenues . of an: airline are from 

services performed in New Jersey based on the ratio of 
. . I ' 

departures from New Jersey to total departures. , De/ 
partures may be weighted as to cost and value of 
aircraft by type where weighting would give a more fair 
and reasonable business allocation factor. 

iii. Inland freight revenues must be segregated. into 
two components. The numerator of the receipts frac-
tion! attributable to receipts from services performed 
within New Jersey is the sum of: 

(1) A portion of such freight attributable to long 
distance hauling is calculated based upon: the propor-
tion of the taxpayer's costs of long distance hauling to 
the sum of the costs of long distance hauling, termi-
nal operations and local • pickup and delivery during 
the period covered by the return and included in the 
receipts fraction based upon the proportion of reve-
'nue miles in New Jersey to revenue miles every-
where; plus 

'. (2) The balance of freight revenue,s are in the 
numerator of the receipts 'fraction . based. on the 
proportion of total revenues from goods consigned to 
points within New Jersey to total freight revenues.' 

(3)' The computation of the receipts fraction must 
accompany the return. 

Illustration 
Local pickup and delivery' costs and terminal 

operation· costs 
Long distance hauling costs 
Total 
Revenue miles in New Jersey 
Total revenue miles 

. Consignments to points in New Jersey i 

Total freight revenues . 

$ 525,000 
225,000 

$ 750,000 
100,000 
500,000 
450,000 

$1,000,000 

7.53 Supp. 2-1-99 
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I 
1. --
1 

I 

i 
$1,000,000 X 225,000 X 100)000 = $ 60,000 

750,000 500;000 
I 

i 
$1,000,000 x 525,000 x 450JOOO = $315,000 

750,000 1,000;000 
Receipts .from services perfonped 
within New Jersey . . . i . • $375,000 ... 

Assuming no· other receipts .· enter into the • computation, the 
receipts · .·· j · 

fraction is $/375,000 or .. 375000 
.,· I 

1,000,000 , · 

( d) If· a taxpayer receives J lump . s~m in payment for 
services and also for Illaterialsl or other property, the sum 
received must be apportioned 011 a reasonable bas.is. 

! • 

! 

1. That part apportioned to services performed is in-
cludible in receipts from services; and · 

.· I 

2. · That part apportioned t~ materials or other property · 
is includible in receipts from sales; 

. . I 
. . . . I . . . . 

3. Full details must be s~bmitted with the taxpayer's 
return. 

I . 
( e) Receipts arising from the jsale of management, admin-

istration. or d. istribution service~ to a regulated investment 
I 

compa:ny shall be allocated to :t-,ew Jersey to the extent that 
sha,reholdets ofthe regulated investment company are dom-
iciled in New Jersey in accotdance with the procedure 

" . I 
prescribed in this subsection. 

' . 
1. . The portion of receipts I deemed to arise from ser-

vices performed within New Jyrsey shall be determined by 
multiplying the total of such rbceipts from the sale of such 
services by a fraction. The 4umerator ·. of the fraction. is 
the average of the sum of th~ beginning of the year and 
the · end of year balance of sh!res owned by · the regulated 

I 
investment company sharehol~ers domiciled in New Jer- · 

. sey for the regulated investment company's taxable year 
I . . . 

for Federal income tax purposes which ends within the 
I . 

taxable year of the taxpayer.j The denominator of the 
fraction_ is the average of the sum of the beginning of the 

·.. I . . . . . . 
year and end of year balan9e of shares owned by the 
regulated investment company shareholders. . A separate 
computation is made to detetmine the allocation of re-
ceipts from each regulated inv6stment company. c 

i 

2. For the purposes of this s
1

ectiori: 

i. "Administration servi9es" includes clerical, ac-
counting, bookkeeping, data processing, internal audit-
ing; legaf and tax services 1f.erformed for a regulated 
investment company but Oli/,lY if the provider of such1 

service or services during the taxable year in which such 
service or servids are sold\ also sells managemep.t or 
distribution services, as defined 1herein, to such compa-
ny. · I ·· 

I 
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ii. "Distribution services'.' means the services of ad-
vertising, servicing investor accounts (including redemp-
tions), marketing ,shares or selling shares of a regulated 
investment company, but, in the case of advertising, 
servicing investor, accounts (including redemptions) or 
marketing·· shares,' only where.· such service is performed 
by a person who is ( or was in the case of a closed end 
company) also engaged in the service of selling such 
shares: .· In tlle case of an open end. company, such 
service of selling shares must be performed pursuant to 
a contract entered into pursuant to section 15(b) of the 
Federal Investment Company Act of 1940, as amended. 

iii. "Domicile" shall have the meaning ascribed to it 
under N.J.S.A. 54A:1-2m in the case of an individual 
and under N.J.S.A. 54A:1-20in '.the case.of an estate or 
trust and in the .case · of a business entity where th~ 
actual seatof manlgement or control is located in the 
'State; provided, however, "cl,omicile" shall be pre-
sumed to be the shareholder's mailing address on the 
records. of the regulated investment company. In the 
case of a nominee holding the investment on behalf of 
its customers, the mailing address of the customer shall 
be deemed to be the domicile of the shareholder. 

iv. "Management services" means the rendering of-
investment advice to a regulated investment company, 
· making determinations as to when sales ~nd purchases 
of securities are to be made on behalf of a regulated 
investment company, or the · s~lling or purchasing o{ 
securities constituting •assets of a regulated investment 
company, and related activities but only where such 
activity or activities are performedpursuant to a con-
tract with the regulated · investment company entered 
into pursuant t.o section .15(a) of the Federal Invest-
ment Company Act of 1940, as amended. 

v. "Reteipts" shall include amounts received.directly 
from a regulated im1estment company . as well a~ 

· amounts received directly from the shareholders of such 
regulated investment company in their capacity as such . 

vi. "Regulated investment · company" means a regu-
lated frivestment company as defined in N.J.S.A. 
54:1QA-4(g) and meets the requirements of Section 851 
of the Federal Internal Revenue Code. 

. ' . 
Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R, 40(d), il N.J.R. lSO(b). . . ... ·. 
Amended byR.1985 d.43, effective February 19, 1985. '· 
See.: 16 N.J.R3420(b), 17N.J.R. 477(a). . 

(c) substantially amended arid examples and illustration added. 
Amended by R.1989 d.439, effective August 21, J989. · 
See: 21 N.J.R. 1106(a), 21 N.J.R. 2527(a). 
. Added subsection ( e) 1-2vi. ' 
Administrative Correction to (c). 

See: 21 N.J;R. 3477(a). 
Administrative Correction to (c) and Example 1. 

See: 22 N.J.R. 363(a). . 
Amended by R.1997 d.429, effective October 6, 1997. 
See: 29 N.J.R.3426(a), 29 N.J.R. 4324(a). 

Rewrote (a) and1(c). 
Administrative correction. 
See: 30 N.J.R. 3660(a). 
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Statutory References 

See N.J.S.A. 54:10A-6(C) as to includability of compensation for 
personal services in receipts fraction. 

18:7-8.11 Receipts; rents and royalties 

(a) Receipts from rentals of real and personai property 
situated in New Jersey, and royalties from the use in New 
Jersey of patents or copyrights, are allocable to New Jersey. 

1. Receipts from rentals include all amounts received 
by the taxpayer for the use or occupation of property, 
whether or not such property is owned by the. taxpayer. 

2, Receipts from royalties include an amounts re- · 
ceived by the taxpayer for the use of patents or copy-
rights, whether ot not sue:µ patents or copyrights were 
originally issued to or are owned by the taxpayer. 

3. A patent or copyright is used in New Jersey to the 
extent that activities thereunder are carried on in New 
Jersey. 

(b) Receipts. from royalties derived from trademarks uti-
lized in business in New Jersey are deemed located in New 
Jersey. 

Example 1: Corporation B is a Delaware corporation 
having legal title to certain trademarks. B licenses those 
trademarks to affiliated entities, and the affiliates pay B an 
arm's length royalty for their use. The trademarks are used 
by the affiliates within and outside New Jersey. Allocation 
of Corporation B's income from trademark royalties paid to 
it by affiliates is based upon the use of the trademarks in 
New Jersey by the affiliates. If an affiliate generates 10 
percent of its sales revenue from the use of a trademark 
within New Jersey and 90 percent in other jurisdictions, 10 
percent of the royalty paid by the affiliate to Corporation B 
for that trademark is apportioned to New Jersey by Corpo-
ration B. 

Amended by R.1997 d.429, effective October 6, 1997. 
See: 29 N.J.R. 3426(a), 29 N.J.R. 4324(a). 

Added (b). 

Statutory References 

See N.J.S.A. 54:10A-6(B)(5) as to includability of rents and royalties 
in computing receipts fraction. 

18:7-8.12 Other business receipts 

(a) All other business receipts earned by the taxpayer 
within New Jersey are allocable to New Jersey. Other 
business receipts include all items of income entering into 
the determination of entire net income during the year for 
which the business allocation factor is being computed and 
is not otherwise provided for in these rules. Examples of 
such business receipts include, but are not limited to, inter-
est income, dividends, governmental subsidies or proceeds 
from sales of scrap. 

7-55 
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(b) For treatment of dividends see N.J.A.C. 18:7~8.7(c)2, 
Example. 

( c) For treatment of receipts from sales of capital assets, 
see N.J.A.C. 18:7-8.9. 

( d) Receipts from the sale of real property situated in 
New Jersey are earned in New Jersey. 

( e) Intangible income not apportioned by other 'provi-
sions of these rules is included in the numerator of the 
receipts fraction where the taxable situs of the intangible is 
in this State. The taxable situs of an intangible is the 
commercial domicile of the owner or creditor unless the 
intangible has been integrated with a business carried on in 
another state. Notwithstanding that the commercial domi-
cile is outside this State, the taxable situs is in New Jersey to 
the extent that the intangible has been integrated with a 
business carried on in this State. 

Example:, Taxpayer has its domicile outside this State. It 
is in the business of lending money, some of which .is loaned 
to New Jersey residents. Interest income recognized from 
such loans is income derived from sources within this· State 
and, as such, is earned in New Jersey. That interest income 
is ineluctable in· the numerator of the receipts fraction. , 

(f) For treatment of non-operational income, see 
N.J.A.C. 18:7-8.17. 

Amended by R.1985 d.43, effective February 19, 1985. 
See: 16 N.J,R. 3420(b), UN.J.R. 477(a). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Case Notes 

Place to or from which shipment is made is not relevant to the 
determination of whether receipts must be included in numerator of 
receipts fraction under statute requiring inclusion of 'all other business 
receipts' earned in New Jersey in receipts numerator for computation 
of corporation business tax for taxpayer which does business in New 
Jersey and maintains regular place of business in another state; issue is 
solely whether receipt was earned . by taxpayer within New Jersey. 
Stryker Corporation v. Director, Division of Taxation, 773 A.2d 674 
(2001). . 

Cross References 

See subsection (g) of section 8.8 (Scope of allocable receipts) of this 
chapter as to treatment of dividends received from subsidiaries. See 
section 8.9 (Receipts of capital assets; when includible) of this chapter 
as to treatment of receipts of capital assets. 

Statutory References 

See N.J.S.A. 54:10A-6(B) as to includibility of all business receipts 
earned within New Jersey in receipts fraction. 

18:7-8.13 Business allocation factor; payroll fraction 

(a) Wages, salaries and other compensation include all 
amounts paid for personal services rendered to the taxpayer, 
but do not include amounts paid of the taxpayer which do 

Supp. 9-4c0l 
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not have in them the element of compensation for personal 
seryices actually rendered or to ~e rendered. 

(b) The percentage of the'ta_wayer's payroll allocable to 
New Jersey•is determined by div~ding the wages, salaries and 
other personal service compen~ation of the taxpayer's em-
ployees within New Jersey durin:g the period covered by the 
return by the total amount of compensation of all the 
taxpayer's employees during the period. 

1. All executive salaries ~re includible . in both the 
numeratpr, as applicable, and the denominator. 

' 
2. In general, a taxpayer · lieporting to the Division of 

Employment Security in the )'Jew Jersey Department of 
Labor must allocate. to New Jersey all wages, salaries and 
other personal service compensation, and :other items 
reportable to that Division, including the portions thereof, 
in individualcases, over $6,200 for the calend~r year 1978 
and $6,600 for the calendar year 1979 and for subsequent 
years the amount prescribed by the New Jersey Depart-
ment of Labor. (As-a point o( reference, such base wage 
amount for 1992 was $15,300 :and for 1993 was $16,000;) 

(c) Wages, salaries and other 1compensation are comput-
. ed · on the cash or accrual basis, in accordance with the 
.method of accounting used by the taxpayer in reporting for 
Federal income tax purposes. 

Amended by R.1979 d.45, effective Feb)."llaiy 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b).; 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R; 761(a), 26 N.J.R. 1696(b). . 

' • I 

Statutory R.ef~rimces 
See N.J.S.A 54:10A-6(c) as to treat~ent of wages, salaries and other 

p(lrsonal service compensation .of taxpa*er's. employees. 

18:7-8.14 Definition of officers and employees 
(a) Those officers and. employees whose wages, salaries 

and other personal service compensation are required to be 
included in the computation of the payroll fraction of the 
business allocation factor include every individual, officer 
and general executive officer whose relationship with the 
taxpayer is that of employee and employer. 

(b) Generally, the relationship of employer and employee 
· exists when the taxpayer has the right to control and direct 
the individual not only as to the ;result to be accomplished 
by him but also as to the means by which such result is to be 
accomplished. If the relationship .of employer and employ-
ee exists, the designation or desctiption of the relationship, 
and the measure, method· or designation of the compensa-
tion, are immaterial. 

( c) Compensation paid to officers, such as the Chairman, 
President, Vice-President, Secre'tary, Assistant Secretary, 
Treasurer, Assistant Treasurer, Cbmptroller, arid any other 
officer charged with and performing gener_al executive duties 
of the corporation must also be in¢:luded. 

Supp. 9-4-01 

. DEPT. OF TREASURY-TAXATION 

( d) A director of a corporation is not an employee; . 
· therefor compensation paid to directors for acting as such 
should not be included in either the numerator or denomi- i \~' nator in computing the payroll fraction. 

Statutory · R.eferences 
See N.J.S.A. 54:10A-6(c) as to includibi11ty of wages, salaries, and 

other personal service compensation of officers of taxpayer, and 
54:lOA-7 as to definition and scope of ''compensation" of officers and 
employees. 

18:7..;8.15 ·. Compensation of officers and employees within 
New Jerse;r · 

(a) Compensation of officers and employees within this 
State shall include the entire amount of wages,· salaries and 
other personal .service· compensation. for services performed 
within or both w.ithin and without this State if:· 

-1. The service is performed entirely within this State; 
or 

2. The service is performed· both within and without 
this. State, but the service performed without the State is 
incidental to the individual's service within the State. For 
example, service which is temporary or transitory in na-
ture or which consists of isolated transactions; 

3. The service is not performed entirely in any state 
but some of the service is performed· in this State; and 

i. The base of operations, or; if there is rio base of 
operations, then the place from which the service is 
directed or. controlled, is in this State; or 

ii. The base of operations or place from which the 
service is directed or controlled is not in any state in 
which some part of the service is performed, but the 
individual's residence is in this State; 
4. Contributions are not required or paid with respect 

to such service under an unemployment compensation law 
of any other state. 

Statutory References 
See N.J.S.A. 54:10A-6(C) as to includibility of compensation .of 

officers of taxpayer, and 54:lOA-7 as to definition and scope of 
"compensation" of officers. ' 

18:7-8.16 Allocation: International Banking Facilities 
Any banking corporation, having an international banking 

facility, which maintains a regular place of business ( other 
than a statutory office) outside of New Jersey, which elects 
to take the deduction from entire net income provided by 
N.J.A.C. 18:7-5.2(a)2vii, shall complete the allocation factor 
under this subchapter in the usual way. For the purpose of 
allocation, however, all amounts attributable, directly or 
indirectly, to the' production of the eligible net .income of an 
international banking facility as defined in N.J.A.C. 
18:7-16.1, shall :be included in both the numerator and 
denominator of the fractions described in this subchapter, 
whether or not such international banking facility income 
amounts are otherwise attributable to New Jersey. 
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(See: N.J.A.C. 18:7-16 regarding international banking 
facilities.) 

R.1984 d.453, effective October 15, 1984. 
See: 16 N.J.R. 1327(a), 16 N.J.R. 2827(a). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

18:7-8.17 Non-operational income 

Non-operational income of taxpayers other than those 
that have their principal place from which the trade or · 
business of the taxpayer is dire~ted or managed in this State 
is not subject to allocation. See N.J.S.A. 54:lOA-6.l. 

New Rule, R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Law Reviews and Journal Commentaries 

Unitary Taxation in New Jersey. John Mackay Metzger, 28 Seton 
Hall L. Rev. 162 (1997). 

18:7-8.18 (Reserved) 

SUBCHAPTER 9. (RESERVED) 

Repealed by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 

Formerly "Assets Allocation Factor". 

SUBCHAPTER 10. SECTION 8 ADJUSTMENTS 

18:7-10.1 Discretionary adjustments of business allocation 
factor by Director 

(a) Generally, the allocation formula described in this 
chapter will result in a fair apportio~ment of the taxpayer's 
net worth and net income within and without New Jersey. 
However, experience in this and other sta~es which impose 
similar franchise taxes has shown that due to the nature of 
certain businesses the formula may work hardships in some 
cases, and not do justice either .to the taxpayer or the State. 
Accordingly, provision is made in such cases for the Di-
rector to use some other formula which will more accurately 
reflect the business activity within New Jersey. · 

(b) Section 8 of the Act provides that where it shall 
appear to the Director that the business allocation factor, 
determined pursuant to Section 6 of the Act, does not 
properly reflect the activity, business, receipts, s;apital, entire 
net worth or entire net income of a taxpayer reasonably 
attributable to New Jersey, he may in his discretion adjust 
the business allocation factor by: 

1. Excluding one or more of the fractions therein; 

18:7-11.1 

2. Including one or more other elements, such as 
expenses, purchases, contract values (minus subcontract 
values); 

3. Excluding one or more assets in computing entire 
net worth; 

4- Excluding one or more assets in computing an 
allocation factor; or 

5. Applying any other similar or different method 
calculated to effect a fair and proper allocation of the 
entire net income and the entire net worth reasonably 
attributable to the State. 

(c) Adjustment of the business allocation factor may be 
made by the Director upon his own initiative or upon 
request of a taxpayer. 

1. No taxpayer may vary the regular statutory formula 
without the prior consent of the Director. 

2. A taxpayer making application for an adjustment of 
its business allocation factor must file its return and 
compute and pay its tax in accordance with the regular 
statutory formula. 

3. The taxpayer must also attach a rider to the return 
with a Form A~3730 setting forth in full the data on 
which its application is based, together with a computa-
tion of the amount of tax which would be due under the 
proposed method .. 

Amended by R.1989 d.508, effective October 2, 1989. 
See: 21 N.J.R. 1503(b), 21 N.J.R. 3177(a). 

Addition of form number to requirements at ( c )3. 
, / , , 

Statutory References 
See N.J.S.A. 54:lOA-8 as to right of Director to readjust taxpayer's 

business allocation factor when he believes it to be inaccurate. 

Case Notes 
Three-factor formula would be used in determining fairness of 

Director's adjustment of allocation of corporate income. Hess Realty 
Corp. v. Director, Div. of Taxation, New Jersey Dept. of Treasury, 10 
N.J.Tax.63 (1988). 

Statutory three-factor formula was applicable when evaluating alloca-
tion where corporation received partial credit for taxes paid to other 
states. Hess Realty Corp. v. Director, Div. of Taxation, New Jersey 
Dept. of Treasury, 10 N.J.Tax 63 (1988). 

Failure to permit allocation to New Jersey 'corporation which ·owned 
rental property in Connecticut but had ·no regular employees working 
outside New Jersey held neither contrary to the scheme of the Business 
Tax Act, a burden on interstate commerce nor double taxation. S.M.Z. 
Corp. v. Director, Div. of Taxation, 5 N.J.Tax 232 (Tax Ct.1982), 
reversed and remanded ,193 N.J.Super. 305, 473 A.2d 982 (App:Div. 
1984). 

18:7-10.2 through 18:7-10.3 (Reserved) 

SUBCHAPTER .11. RETURNS 

18:7-11.1 Returns; corporations required to file 
(a) Returns are required to be filed annually by the 

following: 

7-59 Supp. 2-16-99 



18:7-11.1 
I 
I 

1.. Every ~orpor:ation subNct to tax, regardless of the 
amount of its entire<net inco~e. (See NJ,A.C. 18:7-1.6, 
Taxable status; how created.)!· 

2. Every · receiver, referee,I trustee, assignee or pther 
fiduciary, or any officer or ag¢nt appointed by any court 
to conduct the business Or 90Iiserve the · assets. of any 
corporation subject to tax und4r the Act. 
. ' I . 

Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N;J.R. 761(a), 26 N.J.R. 1696(1)). . 
.· I . 

I 
. . . .. Statutory Reffrences . . . . . 

See N.J.S.A. 54:lOA-2 as to those corporations deemed liable to tax 
under the Act; 54:lOA-4 as to defirtitio11 of "corporation" and .of 
"taxpayer", and 54:lOA-11 as to recejvers ,md others conducting the 
business of a corporate taxpayer who fe subject to tax under the Act. 

18:7-11.2 Returns.where Fed.erJ1 net income is changed 
I 

If the amount ofthe Federal 11et income. of any taxpayer 
is changed or corrected by .a £inal determination of the · 
Commissioner of Internal Reveriue or other officer of the 

. United Sf ates or other corp.peten~ auth,ority,or if arenegoti-
ation of ·a contract or subcontract with the United States 
results in a change in said net in~ome, or ,where a recovery 
ofawar loss results in a compu~ation or recomputation of 
any tax imposed by the Unitea States, the taxpayer is 
required to report its changed ot- corrected net income or 

. • I ' . • . 
the results .. of· teriegotiation and to concede its accuracy or 
state where it is erroneous. 1

1 

· · 

. . · . Statutory References . . · ... 
See. N.J.SA 54:lOA-13 taxpayer reJ;lort any change· correction, or 

recomputation'ofits amount of Federally taxable income to New Jersey 
Corporation Tax Bureau. ..[ 

I 

18:7-11.3 •. Effect of deficiency no(ice 
(a) Any deficiency notice (inclu.ding a notice issued pur-

1suant to a waiver filed by a taxpayer) pursuant Jo the 
provisions of the Internal Revenue Code is J final determi-
nation unless a timely petition to redetermine; the deficiency 
is filed in the Tax Court of the United States, in which event 

• I • 
the judgment of the court of last resort affirming the 
deficiency, or the redeterminati~b. 110Uhe deficiency pursuant 
to the judgmeI1t of the , court of last resort, is 'the final 

• - • , I . _\ determmation. 1 . ,. ' . r 
I . 

(b) The allowance by the ComlI\issioner. of Internal Reve-
nue of a refund of any part of the tax showri on the 
taxpayer's return or of any defic1ency thereafter assessed, 

· whether the refund is made on \the . Commissioner's. own . 
. motion or pursuant to judgment' 9f a court, is also a final 
determination. i 

. ( c) A taxpayer who for any reasbn accepts any portion of 
a deficiency (including a notice is~ued pursuant to a waiver 
filed by a taxpayer) made pursuan1t to the provisions of. the . 
Internal Revenue Code is required to report that portion of 
the deficiency accepted within 90 I days in accordance with 

• I . . 
N.J.A.C. 18:7-11.~ and N.J.S.A. 54:,lOA-13. 

Supp. 2-16-99 J 
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. (d) Only the portion ofany deficiency (including a notice 
issued pursuant\ to a waiver filed by a taxpayer) made 
pursuant to the ·provisions of. the ·internal Revenue Code. 
that is the subject of a timely petition for redetermination in . 

. the Tax Court of the United States may delay the reporting 
. requirements set forth in N.J.A.C. 18:7-11.8 and then only 

tOthe extent permitted by (a) above. · 

Example: The Intemal/ Revenue Service redetermined 
the net income of a taxpayer's 1983 tax return based on 
three separate issues, A, B and C. These three issues 
resulted in increases in net income• for New Jersey purposes 
of $5,000, $30;000 and $110,000 respectively. The taxpayer 
accepted Issue A-resulting in a $5,000 increase in income for 
New Jersey purposes and requested a hearing before · the 1 

I:RS on IssuesB·'and C. The taxpayer has 90days from the 
issuance of the . deficiency to report Issue A to the Division 
of'Taxation. · 

Six months later, the IRS issues a determination that it 
intends to hold to the entire amount represented by Issues 

· B and C. The taxpayer accepts the determination on Issue 
ij, but appeals Issue C . to the Tax Court of the United 
States. The taxpayer h::is 90 days from the issuance oft):ie 
IRS determination to report the ·· $30,000 increase · in riet 
income represented py Issue B to the Division. 

One year later, the Tax. Court. issues an unfavorable 
decision to the. taxpayer on Issue. C. The taxpayer· accepts 
the verdict and decides not to appeal the issue any further. 
The $110,000 represented .by Issue C must be reported to 
the Division ~ithin 90 days of the court decision, 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.199Od.102,.effecth".efebruary 5,1990. 
See: 21 N.J,R. 3079(a), 22 N.J.R. 36~(b). 

Aclded subsections (c) and (d) and example. 

Statutory References 
See N.J.S.A. 54:lOA-13 as to requirement that taxpayer report any 

change of amendment in his federally taxed net income to Division of 
Taxation. 

18:7,-11.4 Amended return i . ' ,.· ' 

Any . taxpayer filing an amended return with the United 
States Treasury Department . shall also file an amended 

• return with the Division of Taxation. See N.J.A.C. 
18:7-11.8. 

Amended byR.1979 d.45, effective F~l;,ruary 6, 1979. 
See: 11 N.J.R.40(d), 11 N.J.R150(b). . 
Amended by R.1994 d.186, effective April 18, 1994 . 
See: 26 N.J.R. 761(a), 26 N.J,R. 1696(b). 

Statutory References 
See N.J.S.A. 54:lOA-13 to requirement that taxpayer report any 

amended return for. his Federally taxable net income to New Jersey 
Division of Taxation.' 



CORPORATION BlJSINESS TAX ACT , 

18:7.;.. iUl Extension ~f tiine to tilt J."etimi; i~te~is( and ; · .. 
penaltyl. ·.. . . •· .: i .• ., .. . ... . •. 

.. ( a) No extension will J,e, gr~ted iml~ss request is made / . 
on Tentative Return- .Form CBT'.':"200T· and. is actually _re~ .. •.·. 
ceived by the Division or postmarked on or before· the dJie 
date of the return. Tl)e Tentative Return must: . 

18:7-U.12 .. 

. St In general, extension requestf shall not be granted . 
for any pJrioµ ex~eeding five moilths froin. the original 
du,e date. · · · · · ·· 

. 1, Shmv the illformatio11 n:1quired, incliiding the ~ct ·. ·· 
. name, address,. New J'ersey senal. number, .· the Feder'lµ .. 
~mployer'identification number, if my, and the amo'1rit0f ·· ·. 

· ··• -,, 6. Where ttie'taxp~yer has'_requ¢sted fiFederalexten~ 
• • sfon; the Pivision shall graritthe taxpay¢r ·1ID exteri$ion for 

it peri.<>d nof e:ii:ceedµig five tnonths: Jri cases wh,ere t~e · 
. · t~ayer . has failed Jo obta:in 'a Federal ~xteQSion, the 

- taxpayer; u:pon reqllest, ~ay, be ·granted' a two month • 
·. extei;ision.for filing tlte return if sufficient ~use is' submit-; · 
. , ted. ·•.·Sufficient 'cause, should be . 4iterprete4 · so tha.t it # • • .·. the estim,ted tax liability; > . . . . 

· r Be ~mpanied by. a temittance to co:ver the: uti~ 
·· paid balance of the estimated tax due for the. accounting: 

year for which an. extenijQn ~f time to file th~;retunijs 
requested; and . ·_ .. ' ._· · · · · ·· ·.. ·•• · .. • · < . •. • , _••- ... · · • 
. 3. · Be accompanied by the. payment 0~ lltt()UDt of i~ 
tentative tax which is diie bn or before.the original_ due 
date for filing of. the return for which' an extenstcm is requested. . . . .. . . . . '·• 

. .. _· impossible or wholly imp~acticable to file~.a return wi~ 
. . two months fi;oni the o~~inal dµe da,te of t,!ie return~ 

... · ··•-· ( d) Extensions may be confirmed in writing by the. Diyi~- .. 
ston, if necessary. .· . . .... . ' 

. .(e) I( the' tjriginal iet4¢ '. i$ ~ofsubpiitte4 withfu: the •· 
· · extended period, penalty for delinquent filing will be applied -as if.n~ extetisioPhas .been ·gr~ted, .' .-.. > . ·• ', < :. · 

(b) Taxpayers using the. New Jersey Corporatton.Busin~ss,' : <' . (t) Interest and penalty are chargeable. as follo~: 
Tax Return Fom1CBT-100 may.iequest an extension for.a , .,. . J. The totaiamou.nt of thetax due inusfbe paid.on c:>r ·. 
period not exceeding six.·months:and will receive aiutomatic- · ... before the .. orlginal due datefor.fililig the i:etuni'. . . . 
approval, provided that the tupayer bas complied with: the · 
instructfons . set.· forth on the{.· Tentative.. RetuTT1 · _ . Ponti 

· · CBT.;,,.200T,. and has paid any unpaid balance of its estimat_~ .. · 
.. ... . 

C 1n general, extension requests shall not he gtiti!-ted 
. for·llll}'·period exceeding six !ll6nthsfrom·the origin~ due 

date. . I 

2. Initial extensi~~ will 'be confirmed in writing by the 
Division. · · '. · · · · · · · 

3. ..· U the final ·. r~turn ls not subniitted within :the •. 
extended· period, penalties · for delinquent• filing will: . be · 
applied as. if no extension has been granted, · · · 

. _ 2~ . :Afly. unpaid portion · 6f .th~ tax Oll the· final retuni 
' .:, which. is in, excess of. the.· l\lllOunts paid .shiUI bear interest . 

·. at ilie rate -ofone and <>iie~half percent per ,month, or :. 
. fraction' thereof:frmn the original due date of the return · 
. -. to tlie date of actual .payµient or r>ecemher 8, 19,87. On 
.. and after Oeceoibet 9, 19,87 the. utip~d pdrtion of the tax . 

shall beat.interest 'l:).t the' annual rate Qf five percentage 
· · poi.qts ~ove the·· prin:le rate,· coqipolindeci ·dail}r from . the 

date ~he tm(was originally due c,r Decembef 9, 1987, 
whichever is later, to the date of actual paynient .. Qn arid .. 

. afterluly 1; 19,93, th~. unpaid portion of the. tax shall bear. 
· interestat .the rate,of,three'per®ntage points al;>ove the.• 
: prime rate ~ssessed for each month or fraction thereof, • 
-· e<>mpound~d faimua.lly at ~e end b(eacli ye~· fr~m, ~e . . 

date such; t~. was originally due tQ tb,e: date of actual (c) Banking lllld financial corp6ratio~imay reqrie~f,~ 
extension of time to file return subject to the · following payment ' ' .. · ·.··. ·• . . . . .··. . . . . ' .· .. 
conditions. · · · - · · · ·. / .. : · 

. . . . · . · ·. · · . . · · · ' : G ' 3; hi additioli, if the amounts paid up to and including · 
1. No . extension will be . granted. unless request' is ·. (the time for filing of the tentative returi;l total Jess than. 

actually· teceivetl . by the -Division or posnnarked on . or· . .: . th_ e_ le_sser of_ 90 pe_ r __ cent of_ th_e m.o_unt of.ta}[ due,_ oi: for_ a before the. due date of .the return; -· . . . .· · · , - · · · • · · ·· · t~ayer thafhad a prec.edfng &cal or calendar accoµitk 
2. ' The extensio11 shall be made on a CQPY of pag~ lof . ing year Qf 12 months and ftled)l return for th~t year 

Follli BFC-1, including)he exact 11ame; address, New showlJig a tax liability: equal to:'.th~ ·tax: computed:at the 
Jersey Serial nwnber; if applicable, the Federal employer ra.tes .applicable to the current accouniitlg year applied ,to > · · •. 
identification riumberi if any, and. the afu9u11t of ~entatjve . · -t,Qe facts shown on'the return for and the law_ applicable 
tax liability. · · . . ·. · •_. . _ . · .· •· . ·.··• ·' · .. _. · · .· . to the piece<iing accounting year, the taxpayer shat). be 

· ·. ·· ·· • ·_ · ·, < ·.·.· · > · -· ·· ·- : 'liable for· a pe11al.ty offive'percentper month, or fraction · 
> 3. ·· Be accompanied by a remittance 'to cover the :un~ . thereof, QD- the amount of underpaym·· ent. · In this context; 

paid balance of the tentative tax due for the accounting · · · · · · · 
yeador which ·an extension of time to file . the returii is . "filing <>f tbe return'' means fili,.Ilg its- tentative retu.111 
requ¢sted; a.nd · , · ·· · · · ·. · ·· · · illcident to i~ request -for.'extensi<:m; '~the time for filing'' 

. me~s .the Qr~gii}~;:due,date forfili~~ the ,retwn~ and 
4. . Be acc<>mpanied by a compl¢ted copy <>f. Schedule .. .O'amount ofuilderpaym,ent''. mean_s the difference between 

L from Follli BFC-1, and :a copy of the taxpayer'.s F~<,ieral 100 percent of the' t&Jt shown on the finlll rett1111 and the 
extension request: . .. . . . . ' ' ;t<>t~·-of all ~~mi~rts of_estimatc,d tax paid OD, or before 

. . Supp. 8-4-97 



·18:7-11~12 
' ' ' ' ' ' ' ' ' j ' ' " ··, ,' •· '' 

. . ·. . .·. I •. ·. " , . :-
the· original du,e_ daJe. for fil~g the · return, .as well as any 
amount paid with the tentativrretum. , 

. ' i ' - "' .. -
(g) WhereJaxpayt)r makes.an elect~on on Federal form 

8023, it will be granted an ~xtension of time t6 file a 
cqrporation business tax return iuntffthe F~derai eJedion is 
filed, prqyideli that a .CBT;...2Q0T has been properly filed in ·•· 
accordance with these rules. i, • 

I 

(h) Warning: i 
I 
! 

i. No request for extension will be considered unless · 
taxpayer has. complied with all the· filing requireIDents for· . 

. extensions set forth in the nil{ · · .. 
.·. . I .·. . . 

. Amended by R.1970 d.121, effective O¢tober 5, 1970, 
See: 2 N.LR. 78(a), 2.N.J;R. 95(a). I 

Amended by R.1979 d.45, effective Fetiruary 6, 1979. 
See: )lN.J.R. 40(d), llN.J.R. 159(b)i _ .· .. 
Amendedon an emergency basis; R1~81 d:163, effective May 11, 1981. 
Expired July rn, 1981, without readopt~on. . . . 
See: 13 N,J.R. 377(a). ·. • i · · · . •. .· .. · · 

Rule substantiaHy amended to provide for the imposition 9f iritereSt 
arid penalties on Corporation BusinJss Tax payments . made _ during 
.additional extended period for which an additional extension was 
granted, . ·_. . . . · · :J · •• , · , 
As amended, R,1982 d,6, effective)anu

1
ary 1,8, 1982. 

See: 13 N.J,R688(a), 14 N;J.R. 105(4). 
Section substantially amended,. I 

Amended.by R.1983 d.497, effective Nqvember 7; 198~ .. 
See:· 15 N.J.R. l366(a), 15 N.J,R, 1872Gc). 

·.· . Text substantially amended. ·.. '1 • . . . 

Amended by R.1988 d.407, effective September~. 1988. 
See: 19 N,J.R. 2255(b), 20 N;J.R. 2310(c). 
·. AddedJext to (f) ''or December 8, 19~7 .. On .. ;"; 
Amended by R.1991 d.35, effective Jan~ary 22,1991. 
See: 22 N.J.R. 2125(a), 23 N,J.R. 221(a~. 

Added (g), recodified old (g). ·'· I 

. Amended by R.1994 d.186, effective April 18, 1994; · 
.. See: 26 N.J.R. 761(a), 26 N.J,R. 1696(b~. 

Statutory References 
. . .. •. ·.·. I· 

See N.J;S.A. 54:lOA-:-15 as to Jhe requirement to file an .. annual 
return; lOA-17 as to penalties for late !filing of returns; )0A;..15 as to 
necessity ofcertification of taxpayer'.s return by an authorized c:orpo,rate 
officer; J0A-19 as to extension of. th~ due date and interest to be 
assessed during such extension period; and 49-:-(i as to right of Director 

. issue deficiency assessments~or · reassessments after final return is 
filed.. . I . ; 

I 
i •, ' 

18:7.;.. 11.13 Place for tiUng returns and payment of tax 
. ' ·. • . . I ..•. .· . ·. 

' ( a) The return together with re~ittance payable to ''State 
of New Jersey" must be foiwarded to. the· New Jersey " ' '' ,, ' . ! ' ' '', ' ' ,· . 
Division of Taxation, CN666, Trento~, .New Jersey 08646. 

. ·. ·.·•. • II < . . · .... 
(b) A, separate remittance is J~quired . to be • made with · 

each return. , · · 1
1 . . · · · · 

. ' ' ' . ' i ,, . 
Amended by R.1979 d.45, effective February 6,.1979 .. · 
See: 11 N.J.R; 40(d), 11 N,J.R. 150(b). I 

• ,, I . 

! 
. Statutory Refer~nces . . . .· ... I 

See. N.J.S.A. 54:lOA-45, 18 as to mariner and form of tax payment. 

Supp. 8-4-97 
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18:7,-11.14 Secrecy of.returns . · 
The returns are. deemed secret and confidential and New 

Jersey iaw_ prohibits the unauthorized disclosure of informa~ 
·· tion obtained' from the returns or. the records pertaining 
·. tberetp; ·· 

Amended by R.1~79 d:45, effective February 6,1979. ·.· 
See: llN.J.R 40(d), 11 N.J.R. 150(b). . 

Sfatutory • References 
See N.J.S.A. 54;:50-8 3$ to prohibition against. Director or· any . 

employee of the Division ofTaxation. divulging, disclosing, .or permit-
ting another to inspect any records or,files pert~ining to the administra:0 

. tionofthe tax under the Act . . 

18:7-.,H.15 Consolidated returns 
• I • 

. . (a) Corporatfons are not permitted to fil~ consolidated 
retums. . Provided, however, any business conducted by an 
indiviclual, partnership, or corporation or any other entity, 
or any combination thereof holding a license pursuant td the 

. Casino ·Control· Act --shall file a consolidated ·corporation 
bu_s~ess tax return as describeclatN.J.A.C. /8:7-1.17. 

'(b) Except !lS provided in (a) above; where a ta~ayer has 
' filed a consolidated return \Vith the Intemal Revenue Ser-
' vice for E~d'eral .i1.1come tax purposes,)tmust coinplete its· 
return urider the act and must reflect 'its· entire riet. income 
and entire net worth as if it had filed its Federal ret~rn o~ 
its ,owri separate basis. 

' . ' 

' ' ' 

(c) A taxpayer under.(b) above shall also fil.e a copy of 
the Affiliations Schedule Form 851, whichis filed With Form 
1120 for Federal income tax purposes. . . 

Amended by R.198; d;453, effective S;ptember 3, 1985. 
See:. 17 N.J.R. 901(a), 17 N.J.R. 2145(a) .. 

Added text to (a): •~Provided; however, any. ; . at N.J.A.C. 
18:7,-1.17.'.'· . .· 
Amended by R.1991 d.35, effective Jaquary 22, 1991, 
See: 22 N.J.R. 2125(a), 23 N.JR 221(il). . . 
' Added (d) and (e); ', . . 

Amended by R;1996 d.378, effective August 5, 1996. 
See: 28 N.J:R. 2515(a); 28 NJ.R. 3810(a): · · .· .. < 

Deleted provisions relating to gain on the sale of target stock under 
lRC 338(h)(10). ..· · · . · 

. Law Reviews . 
How New .Jersey treats. the 1:1cquisition of assets. John M: Metzger, 

147 N,JL.J. 1356 (1997), 

Statutory References 
SeeN.J.S.A, 54:lOA-2 as to require111ent for annual payment of tax 

and 10A-:-14 as to right of Director to. require copies of pertinent 
extracts of its Federal income tllX return or other records if taxpayer has 
filed a consolidated Federal income tax .return. ·· 

Case N~tes . 
Gain recogrii:i:ed by wholly ~~ed subsidiary as res,ult of parent 

corporation's federal tax law electioff to treat sale of subsidiary's stock 
as. sale of subsidiary's assets, and to file consolidated .tax return, was . 
subject to tllX under Corporation Business Tax Act. General Bldg. 
Products Corp, v; Director, I)iv. of Taxation; 15 N.J.Tax 213 (A.D. 
1995). . . . . . 



CORPORATION BUSINESS TAX ACT 

Regulations were valid. General Bldg. Products Corp. v. State, Div. 
of Taxation, 14 N.J.Tax 232 (1994), affirmed 15 N.J. Tax 213. 

State's prohibition against filing of consolidated income tax returns 
by related corporations does not immunize subsidiary corporation from 
state taxation of any gain realized as result of deemed sale of its assets. 
General Bldg. Products Corp. v. State, Div. of Taxation, 14 N.J.Tax 
232 (1994) affirmed 15 N.J. Tax 213. 

Taxpayer that separated from consolidated group was not required to 
file two short-term returns. Drake Bakeries, Inc. v: Taxation Div. 
Director, 12 N.J.Tax 172 (1991). 

The term "books of .the corporation" includes firia:ncial statements 
prepared in accordance with applicable regulations in .the sense encom-
passed by the term "financial reporting"; definition of the term by rule 
not necessary due to adequate legislative standard; Director's equity 
method of accounting in valuation of corporation's investments and · 
subsidiaries not demonstrated to be unfair. Cities Service Co. v. 
Director, Div. of Taxation, 5 N.J.Tax 257 (Tax Ct.1983}. 

18:7-U.16 Return to be filed by an S Corporation 

(a) Except as may be provided otherwise by this Section, 
an S corporation, that is, one which has made an election 
under Section 1361 et seq. of the Internal Revenue Code of 
1954 as amended and supplemented, must complete its New 
Jersey Corporation Business Tax Return on its own separate 
basis as though no · election had been made under the 
Federal Statute. 

(b) Except as may be provided otherwise by'-this section, 
in preparing its Corporation Business Tax Return the tax-. 
payer cannot assume that ordinary income or loss (Federal 
taxable income) is equal to Federal taxable income before 
net operating loss deduction and special deductions for New 
Jersey Corporation Business Tax purposes, when the taxpay-
er has elected Federal S corporation treatment. Certain 
amounts not necessarily limited to I.RC. Section 179 ex-
penses, and 1120-S dividends that qualify for the dividend 
exclusion are not included as part of the · S corporation's 
ordinary income (loss) computation, but rather are passed 
directly through to the shareholder on the Federal Form 
K-1 Schedule. For Corporation Business Tax purposes 
these amounts are included in the computation of entire net 
income, as if the corporation were a C corporation and. no 
Federal S corporation election were made. 

Example 1: S Corporation has 1985 taxable income for 
Federal tax purposes of $100,000. However, not included in 
computation of such amount is a $5,000 Federal I.RC. 
Section 179 expense and $10,000 of S Corporation dividends 
received from a different corporation which qualify for the 
Federal dividend exclusion. Barring any other difference 
between Federal taxable income and New Jersey taxable 
income per Schedule A, Form CBT-100, New Jersey taxable 
income before net operating loss deduction (NOL) and 
special deductions is computed as such: 

$100,000 
(5,000) 
10,000 

$105,000 

f 

Federal Taxable Income 
I.RC. Section 179 Expense 
Qualifying S Corporation Dividends 
New Jersey Taxable Income Before NOL and Spe-

cial. Deductions 

18:7-11.17 

Example 2: S Corporation is liquidating under I.RC. 
Section 337. When disposing of its real property during the 

. 12 month distribution period, the corporation recaptures for 
Federal tax purposes $5,000 of I.RC. Section 291 expenses 
which an S Corporation does not include as part of Federal 
taxable income if it were an S Corporation for the three 
preceding years before the Federal I.RC. Section 337 elec-
tion and the I.RC. Section 1363(b) election. Since the S 
Corporation is treated as a C Corporation for State tax 
purposes, the I.RC. Section 291 recapture is part of taxable 
income before net operating loss and special deductions on 
Schedule A, Form CBT-100. 

( c) With respect to tax years beginning after July 7, 1993, 
S corporation status may be elected for New Jersey pur-
poses by the shareholders of a Federal S corporation. The 
filing of an election form CBT-2553 with the Division to be 
recognized as a New Jersey S corporation is required. A 
New Jersey S corporation is entitled to pay its tax at a 
preferential rate as provided in N.J.S.A. 54:10A-5(c)(2) and 
(3) and to report and pay its tax liability on Form 
CBT-lO0S. 

Amended by R.1979 d.45, effective February 6, 1979. 
See: HN.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1986 d.464, effective November 17, 1986. 
See: 18 N.J.R. 1686(b), 18 N.J.R 2332(a). 

(b) added. 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 
See N.J.S.A. 54.:lOA-2 as to requirement for annual filing of return 

under this Act despite other arrangements for filing a Federal return. 

Case Notes 
Foreign S corporation's distribution to New Jersey taxpayer would be 

treated as if received from accumulated earnings. Laurite v. Director, 
Div. of Taxation, 12 N.J.Tax 483. (1992), affirmed 14 N.J.Tax 166, 
certification denied 639 A.2d 301, 135 N .J. 301. 

Absent other evidence, distribution from foreign S corporation to 
New Jersey taxpayer would be treated as from accumulated earnings. 
Laurite v. Director, Div. of. Taxation, 12 N.J.Tax 483 (1992), · affirmed 

· 14 N.J.Tax 166, certification denied 639 A.2d 301, 135 N.J. 301. 

Pass-through losses and gains are to be excluded when calculating net 
gains and losses. Walsh v. State, Dept. of the Treasury, Div. of 
Taxation, 10 N.J. Tax 447 (1989), affirmed and remanded 240 N.J.Su-
per. 42, 572 A.2d 222. 

18:7-11.17 Copies of tax returns or other information 
required 

(a) The Director may by general rule or by special notice 
require any taxpayer to submit copies or pertinent extracts 
of its Federal income tax returns, or of a:ny other tax return 
made to any agency of the Federal Government, or of this 
or any other state, or of any statement or registration made 
pursuant to any state or Federal law pertaining to securities 
or securities exchange regulation. 

(b) The Director may require all taxpayers to keep what-
ever records he may prescribe, and he may require the 
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18:7-11.17 
. . 

· production of books,· papers, do: µments and other data, to 
provide .or secure information 1krtinent to the deterrnina~ 
tion ofthe tax and its enforceme!t apd collection .. · · · ·. 

i . . . . 1 . . 
( c} The Di.rector may, . also lpy •.. general rule · or special 

notice, require any taxpayer to .lmake and. file information 
• • . ..· . • • . . . •I ·• . . . . 

· feturns, µnder oath, of facts pertinent to the determination 
of the tax. or liability for tax pursµant to such regulations, at 
whatever times . and in whatever form ·or· manner and . to . . . . I . . . 

. whateve: extent he may _prescribe\ under law. 

· ·. Statutory References. . 

... See N.J.SA 54:lQA-14 a~ to rigtt ~f the Dfrector tb require 
taxpayer to submit pertinent extracts fqr its Federal income tax return, . 
oth~; returns to government agencies, 1r other records. 

. I . . 

18:7-11.18 Reproduction offorrits • 

· ( a) Subject to _conditions· and I requirements of this sec-
. tion, the ·Director· will accept foi · filing purposes reproducs · 
tions of the New Jersey Corporition Business ·Tax· Return 
FormsCBT-'-100, CBT-100-X, and CBT-200Tinlieu ofthe 
official forrns printed.· and furni~~ed by the Director: Any-
one contemplating the Use of reproduced forms is cautioned 
to observe. that the conditions hdrein stated may vary frcim 
the Federal regulations relating to reproduction of Federal 
tax forms, . . . ' f ·. · · . • ·. · · 

. . . . . . I .. ·.· .. · . ·. 

.• (b) ln order to l:)e acceptable lfor filing purposes, repro-
. duction · nf Forms .. CBT-lQ0, · CBr-100-'-X, and CBT _:_zo0T 
must meet the following conditio11s and requirements: 

·.· ·- .-· .. -•·· .. -_ .. --. I L Reproductions must befacsimilesofthe cc:,mplete. 
official ·for1?,· produced·by_p~d

1
to-offset, ·ph?to~engraving, 

photo~copymg ~r other_. s1md,r reproductI~n processes; 

2· _ Reproductions must ._.be \on paper of substantially 
the · same color,_ weight and .textur.e and _of. a quality. at 

. least as good as tha.t used in th,official forni; . -. . • . 

3. Reproductions must be of the same size as that of 
the official form, both as to pverall dimensions of the 
paper and the imagery produced; · · 

. . . . ·•- .. ·_ - I 
4. Format of pages shall adliere to following: 

i. It is preferable that bbth sides of the paper be 
usedjn making reproductionk However, reproduction . 
ori one side will be acceptable. . · . . 

ii. All reproductions mus~ result in the same page 
arrangement as that ofthe official form and the spacing 

. ·_ . ·. . . .. 1.. . ·. ·. . . 
of the printed matter on eacp. individual page and the 
fold must be the _same as on tpe official form. · . . · 

· iii. Se.parate pa~es mµst_il- be fastened together in: 
numerical order. · ·._ . · · · • 

I 
I. ' 

iv. Each separate page milist be clearly identified, by 
listing at the top of the pag I the corporate name and 
New Jersey serial number. 

QEPT. OF TREASURY-TAXATION 

5. . The color and quality of the reproduction ofthe 
printed matter must be substantially the sanie as .. that• of 
the official Jorm, anctthe filled-in information must be 
entirely legible; 

. ·-. ' •., ' . 

6. The taxpayer's full and correct natrie and address .· 
and identifying seri.al nu111ber as it appears on the pre~ 

· stenciled fo~mfurn:ished by the Director must be typed or. 
. printed on the 'reproduction; · 

7. All filled-in information on: Page 1 of the Return 
must be typed or printed; 

8. 'Reproductions of forms may be_ made after inser-
tion of the tax computations and the · other required · 

· information; 
. . 

9'. All signatures ort forms tp be tiled must be original 
signatures, affixed subsequent to the reproduction pro-
cess; 

. . 
10, The Director does not undertake to approve or 

disapprove the specific equipment orprocessjn reproduc-
ing.official -forms,but requires ·_pnly that· the.-reproduced·. 
forms satisfy the stated conditions .. ·. It should be noted, 
however, that photostat~, do llot meet all the above condi-
tiorisf 

. . :·· ' 

11. · The Directqrcjoes not undertake tn approve or. 
qisapprove the.specific writing• mediutri. or .style·. of writillg . 

• to be u~~d, put fequires that the filled.in information on 
the' reprpduced form be of good quality black-on-white· 
with hand writing of satisfactory legibility. 

' ' ' ' . . 
Amended byR.1979 ~.45, effectiveFebruary 6, 1979, 
See: 11 N,J.R. 40(d), 11 N.J.R. 150(b). . __ . 
Amended by R.1994 d.186, effective ApriU8, 1994. 
See: 26 N.J.R. 76l(a); 26 N.J.R. 1696(b). . 

. :- . 
Statutory References 

See N.J.S.A. 54:10A~18 as to authority of.Director to design tax 
return forms.and determ.ine·the information to be_required _thereon. 

18:7--11.19 through· 18:7-11.21 (Reserved) 

SUBCHAPTER 12. SHORT PERIOD RETURN. 
} 

. 18:7 ..... 12.l, Short period returns;-,whentequired 
i 

(a) In general, every corporntion must file a return for . 
each fiscal or calendar accounting period or part thereof 
during which it has cir had a taxable status in New Jersey; 

. In certain cases, the taxpayer will be required to file a return , 
covering an: accounting period of less than 12 mont.hs. This 
may necessitate an adjustment of entire net income. . 

(b) Some of the circumstances which require the filing of . 
short period returns are: . 
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CORPORATION BUSINESS TAX ACT 

( d) If the amount of the taxable income for any year of 
any taxpayer as returned to the United States Treasury 
Department is changed or corrected by the Commissioner of 
Internal Revenue or other officer of the United States or 
other competent authority, or if a renegotiation of a con-
tract or subcontract with the United States results in a 
change in the taxable income, or if a recovery of a war loss 
results in a computation or recomputation of any tax im-
posed by the United States, the taxpayer shall file a report 
of' the change or correction or an amended return within 90 
days after the final determination of any change, correction, 
renegotiation, computation, or recomputation. 

( e) For reports or returns filed prior to July 1, 1993, and 
within five years from the date of filing the report of change 
or correction or an amended return, the Director may 
reexaminy the return, recompute and reassess the tax, but 

18:7-13.1 

without changing the allocation of entire net income within 
and without New Jerssy as previously computed, and shall 
so notify the taxpayer. For tax liabilities accruing on and 
after July 1, 1993, the period of limitation to make a 
deficiency assessment runs for an additional four year peri-
od from the date of filing the report of change or correction 
or an amended return. The additional period of limitation 
will only be applicable to the increase or decrease in tax 
attributable to the adjustments in the changed or corrected 
income. 

Amended by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). 
Amended by R.1988 d.407, effective Septembe, 6, 1988. 
See: 19 N.J.R. 2255(b), 20 N.J.R. 2310(c). 

Added text in (a)3 "December 8, 1987. On ... "; changed percent-
age points in (a)4 from "three quarters of one percent per month" to 
"three percentage points above the prime rate, compounded daily." 

Next Page is 7-69 7-68.1 Supp. 4-5-99 



CORPORATION BUSINESS TAX ACT 

Administrative Correction: bicorporated (d)l into (d) and deleted 
(d)2-3. 

See: 22 N.J.R. 3504(a). 
Amended by R.1992 d.404, effective October 19, 1992. 
See: 24 N.J.R. 3275(a), 24N.J.R. 3733(a). 

Revised (a)4. 
Amended by R.1994 d.186, effective April 18, 1994. 

· See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 1 

Amended by R.1995 d.499, effective September 5, 1995. 
See: 27 N.J.R. 645(a), 27 RJ.R: 3379(b). 

Cross References 

See Additional tax; change in Federal tax, N.J.A.C. 18:7-11.2, 
18:7--'11.3, 18:7-11.4, 18:7-U.6, 18:7-'13.7. 

Statutory References 

See N.J.S.A. 54:lOA-13 as to requirements and time limits for filing 
amended tax returns· under the Act should a change, correction,·. or 
recomputation of Federally taxable income occur, and 49-'-6 as to 
Director's right to recompute and reassess any such deficiency assess-
ment filed by taxpayer. 

Case Notes 

Computation of interest mitigated by absence of fraud. General 
Trading Co., Inc. v. Director, Div. of Taxation, 83 N.J.122; 416 A.2d 37 · 
(1980). 

Taxpayer who s<;mght corporate business tax refund while assessment·· 
periods for relevant tax years remained open was entitled to offset prior 
year deficiency against its overpayment. Sharps,. Pixley, Inc. v. Di0 

rector, Div. Of Taxation, 16 N.J.Tax 626 (1997.) 

(__) 18:7-13.2. Hearing; protest 

(a) Rules concerning the right oftaxpayer to a hearing 
are: 

1. Any taxpayer aggrieved by any finding or assess-
ment of the Director may, within 90 days ofthe date of 
the notice of .assessment or finding; file a protest .in 
writing, in the ·form and manner described in .N.J.A.C. 
18:1-1.8, and may request a hearing; . 

2. Thereafter the Director shall grant an informal 
hearing to the taxpayer, if requested, 

(b) Hearings before the Division· of Taxation· are to be 
conducted on an informal basis, with · or Without representa-
tion on behalf of the taxpayer or · other party in · interest. 

Amended by R.1979 d.45, effective February 6, 1979: 
See: 11 N.J.R. 40(d), 11 N.J.R 150(b). 
Amended by R.1991 d.23, effective January 22, 1991. 
See: 22 N.J.R. 1995(a), 23N.J.R. 219(a), 

Reference to N.JAC. 18:1-L8 added; (b), regarding powers of 
Director, deleted; (c) recodified to (b ). · · 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 

See N.J.S.A. 54:49-18 as to procedures and time limits for filing a 
1 protest against any assessment under the Act, and taxpayer's right to a 

hearing thereon. · 

· 18:7-13.4 

18:7'--13.3 Appeal· 

Any aggrieved taxpayer may, within 90 days after any·final 
decision, order, finding, assessment or action of the Director 
m.ade. pursuant to the provisions of the Act, appeal there-
from to the Tax Court in. accordance with· pertinent provi0 

sions of .the State Tax Uniform Procedure Law (see. N.J .S.A. 
54:51A-13 etseq.). 

Amended by R.1989 d.508, effective October 2, 1989. 
See: 21 N.J.R. 1503(b), 21 N.J.R. 3177(a). · 

Reference to State Tax Uniform Procedure Law added. Text at (b) 
and (c) deleted in entirety. 

Case Notes 

Time and secuxity requirements · for Corporation• Business Tax Act 
appeal (citing former rule as N.J.AC. .17:18-1.23); failure to post 
security did .not deprive Division of Tax Appeals of jurisdiction. Gena 
era! Trading Co., Inc. v. Director, Div. of Taxation, 83 N.J. 122, 416 
A2d 37 (1980). ' · · 

18:7-13.4 Service of notice on taxpayers 

(a) Any notice required to be given by the director 
pursuant fo the State Tax Uniform Procedure Law, N.J.S.A. 
54:48.:.. Let'seq., may be served personally or by mailing the 
same to the person for whomit is intended,. addressed to 
such person at the address given in the last report filed by 
. that person pursuant to .. ·· .the· provisions · of · the State Tax 
Uniform Procedure Law, or of any State tax law, or if no 
report has been filed, then to such address as may be 
obtainable. The mailing of such notice shall be presumptive 
evidence of the receipt of the same by the person to whom ir Was addressed. A notice may atthe presqiption of the 
director include on its face a designation which shall identify 
the notice for purposes of communication. 

(b) An assessment notice pursuant to N.J.S.A. 54:49-5, 
N.J.S.A. 54:49.,-6 or N.J.S.A. 54:49-7 shall contain the state-
ments required pursuant to subsections a, b, and f of 
N.J.S.A. 54:48-6. 

(c) An assessment notice pursuant to N.J.S.A. 54:49-5, 
54:49-6 or 54:49-7 shall include a statement of the reason 

" . . . ' ' - . 

for tlle .. assessment sufficient to inform a reasonable lay . 
person of the statutory requirementswhich in the opinion of 
the· Director· require .the assessment,. the actions or .omis~ 
sions of the .taxpayer which require the assessment, or the 
nature of the insufficient documentary evidence, .if any, 
which has prompted the assessment,· including: 

i. Jn .. the case of an underpayment hr failure· of pay-· 
ment, a statement of the corresponding alleged correct 
amount and cprrect date of payment; and . 

2. In the case of a failure to file a return, a statement 
of the alleged·required filing date. 

(d} A refund. determination notice pursuant to ~U.S.A. 
54:49-15 • shall include the statements required pursuant to 
subsections b, d and f of N.J .S.A. 54:49.,-6. 
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18:7-13.4' 

· ·. ( e) A final determin~tion \notice pursuantto N.J.S.A 
, 54:48-18 shall include the . sta~ements requiJ"ed pursuant to 

···. subsections c andf of N.J.S.A ~4:48:...6. . , 
' ' . ' '' ' ·_ -· i . .· \. ··--' ·• 

. (t) The lack of any. statemernt otherwise reqµired to be 
included with a notice pursuant to this section or thelack of 
any descriptio9 otherwise reqJIµed pursuant to ( c) of above 

· · shall not invalidate such notice!, · 
. . . ·. , I . . .. 

(g) All notices of assessment related to final audit deter~ 
mination arid "Notice and D¢niand. for. Payment of Tax'' 

· · letters will be sent by registered or certified niail. , 

Repeal ~nd New Rule, R.1994 d.186; \effective Ap;il 18, 1994. 
. . See: 26 N.J.R. 761(a), 26 N.J.R. 169~(b). 

. ' . ' . . . 

~-

DEPT., OF TREASl,JRY-TAXATION 

_.· · (c) Ataxpayer whicb,ceases to be subject to tax under the 
Act .must pay the entire tax f9r each fiscal · or cal~ndar 
accounting period 9r part of a period during which it had a 
taxable status. See N.J.AC. 18:7-\1.11. 

Amended by R.1982 d.6, effective J;muary rs, 1982. 
See: i3 N.J.R. 688(a), 14 N.J.R.105(d). . .· 

(a) Added "on and after";- deleted "and thereafter"; ·added "but 
before December 31, 1980"; added ''For accounting periods ending on 
or after'December 31, 1980 ... return". · 

(b) added. 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J:R. 761(a), 26 N.J.R. 1696(b). 

Statutory References 
See· N.J.S.A. $4:i0A-'-15 as to ~q~irements fo,r use of fiscal or_ .. 

calendar year accounting periods and <Jue dates thereunder. · ' ·, ' ' . . ' . 'i ' ·, ' 

. ' · . . . Statutory References - . . · · . · · l 
See. N.JS.A. 54;50-6 as to form o{ service of ~otice required of the 18:7-lJj Addltional tax; change in Federal. tax; interest · 

J_ i ' 

Dire~tor ~o be given to the taxpayer. -
1 

. . . to be charged . . . 
(a) If the taxpayer is notified by the Director that an 

18:7-13.5 . Closing"agreements I additional tax is payable as a: result of an amenqed Federal 
·-. · (a) '.fhe Director is autho~ed to ente~ into a written return c>r a change or correction in taxable income by the 
agreementwith any taxpayerreiating to the liability of such Commissioner of Internal Revenue or other office of the -
!axpayer in respect to ~y t~ fee, penalty or :interest United States or other competent authority, or where a 
unposed by the Act, which agreement. shlµlbe final and renegotiation of a contract or subcontract with1 the United 

· conclusive, and except upon a\ showing of fraud, malfea~ . States or,a recovery of a war loss results in a computation or 
sance, or misrepresentation ofa material ~act: ·. .·. . . . recomputation of any tax imposed by the United States~ 

·. li The case shall not be teoperied as to' the matters . · witlun 15 days 'after the. date of the Pivision's assessment -
agreed upon or -ttje agreemeiit modified, by any officer," · letter to_ the taxpayer, the taxpayer must .remit that _addition-. 

.. employee, or: agent .of this. State; and ·• · . _ . . . - . -al tax together with interest thereon at the rate of three 
· · ·· I · · · · ·. quarters of·one pe.rcent per mo)lth or fraction thereof from 

2, Iµ any suit, actiqn or PfOceeding; 'the abo!e agree- - the original due date of the New Jei:seyCorporation ·Busi-
ment, o, any d,etermination, ~ssessment,. colle~tion, P!lt ·· ness Tax Returri: for the accountjng period involved to the 
inent, cancellation, refund, abatement or credit made date of payment· on December 8, .1987, whichever. is earlier, 
accordance w_ ith it sh-alL not 11be' annull. e_. d, · modifie. d, · set ·._and on or after December 9, 1987 at the annual rate c:if five 
aside or disregard,ed. · · . • · .· .. · percentage points above _the prime rate to be compounded 

. . - · .- • · · · · · • . · · · · · · , daily from the date such tax was 'originally due to the date of 
Amended by R.1994 d.186, effective AJ?ril 18; 1994: . · · · • , actual payment, and on or a:(te(_ July_ 1, 1993 at th_ e rate of 
See: 26 NJ.R. 761(a), 26 N.J.R. 1696@. . -

· 1 • three percentage points abc:iye the prime rate assessed for 
· ; · [ ·· each month or fraction thereof compounded annually at the 

. St&tutory, Ref~ren~s · · • · ) erid of each year; from the daie such_ tax was originally due 
· See N.J.~.A5~:53-1 through 54:534-6

1
·. as_to effect.of closing_agree-

ments between Director and taxpayer. •• · . to, 'the _date of actual payment. ' · · 
. - - . . - r • - - . - ·• , 

. ,18:7-13.6 Time for payment of~ . .. . __ .. _ . ... . (b) However, if the taxpayer failed to· notify the Director 
. . · • • 1 _ - . • of any change in Federal n_et -income 'within 90 day~ as 

(a) _The annual_franclµse tax rqust be paid to the Director · required by the Act and its provision, any additional tax 
in full on or . before. the due ~ate of the . return. · For resulting from a 'change, plus interest thereon computed as 
accounting periods ending on ·orl after December 31, 1980, ·. indicated in (a) above,' shall be deemed to have been due 
the annual franchise tax, incl1:1diqg arty estirilated or. mstall~ within 15 • days after notification was required tc:i be filed ·. · 
ment payments required ~o be qiade pursuant .to J'\U .A.C. · · with the Pirector .. 
18:7..:.3 ... 13 must be p;iid to the :Director in full on or .before 

· the due date of the return. · I 
. - . I 1 · ..... , , 

· 1. For due dates of returns see N;J.AC. 18:7-11.7; 

2. For penalties upon f~il~re to file returns or pay _ 
taxes when due, see N.J.AC. 181:7-14.1 and 2 .. ···.- I • 

• , • I ~·• • , 

(b) Installment payments are ~U:e on or before · the re~ 
spective due dates as set forth in N.J.A.C.18:7--'-3.13,., 

' (c) Fbi:penalties in case of'failureto pay,tax when. due 
see N.J.A.C. 18:7•44.1 and 14.2. · , , I 

Amended by R.1'986 d'.284, effective July 21, 1986., 
See: 18N.J.R.'627(a); 18 N.J.R. l487(a). · 

(a) substantially·1amended. _ 
Am.ended by R.1988 d.407, effective ~eptember 6, 1988. 
See: 19 N.J.~. 2255(b), 20 N;J.R. ~10(c). 

Substantially amended (a). 

. Su,pp. 1-5-98 - 7-70 
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CORPORATION BUSINESS TAX ACT 

( d) No corporation may either distribute any of its assets 
in dissolution or in partial or complete liquidation; or 
merge or . consolidate, under the laws of any jurisdiction, 
into a foreign corporation which is not an authorized foreign 
corporation; and no domestic corporation may dissolve, and 
no authorized · foreign corporation 'may withdraw as an 

• authorized corporation (except only where that withdrawal 
is affected by its merger or consolidation under the laws of 
another state into a domestic corporation or into another 
foreign corporation which, itself, is an authorized corpora~ 
tion), unless it shall have applied for and received a Tax 
Clearance Certificate from the Director which is dated not 
earlier than 45 days prior to the effective date of the 
corporate action or transaction described. , · 

(e) The Tax Clearance Certificate is issued by the Di-
rector upon application in good form which is accompanied 
by a statutory fee of $25.00. The Certificate is dated and it 
voids and becomes a nullity 46 days after that date. The 
Certificate is evidence that the corporation business taxes 
have been paid· or provided for only during the 45-day 
period succeeding its issue. 

(f) A Tax Clearance Certificate may be issued under any 
one of three conditions: · 

1. Where an amount is deposited or paid on account 
which, in the judgement of the Director, is adequate to 
cover estimated taxes up to the date of the relevant 
corporation action. The amount which is deemed to be 
adequate is described in the instruction sheet accompany-
ing the estimated summary tax return to be filed with the 
application; or 

2. Where the application is accompanied by a written 
undertaking and a certification; or 

3. Solely in the case where: 

i. A domestic corporation intends to dissolve or 
where any corporation proposes to distribute any of its 
assets in dissolution or in partial or complete liqui-
dation, and 

ii. The application is accompanied by a written 
undertaking by the corporation or corporations which 
either own 50 percent or more of all classes of the 
applicant corporation's capital stock, or are a party 
together with the applicant corporation in the type of 
reorganization described at Sectiori 368(a)(l)(C) of the 
Federal Internal Revenue Code, and the application is 
accompanied by a legal opinion signed by art attorney 
at law of the State of New Jersey who states that he or 
she is familiar with the facts of the transaction to the 
effect that all of the above requirements are met. 

(g) The Director may require as a condition of ,issuing ·, 
any Tax Clearance Certificate· evidence by affidavit, or by 
any _means that seems. to him or her appropriate, that any 
foreign corporation which is not an authorized foreign 
corporation and which is a party to the transaction causing 

18:7-14.18 

any corporation to seek a Tax Clearance Certificate has, 
itself, paid all taxes which it owes. 

Example: A foreign corporation which is not subject to 
the corporation business tax or any property tax in New 
Jersey may be obligated to withhold personal income taxes 
or to remit sales and use tax. Such taxes . must be paid 
whether or not withheld from employees or charged to 
customers. 

(h) The Director may, whenever . necessary to properly 
reflect the entire net income of any taxpayer, determine the 
year • or period in which . any item of income or deduction 

· shall be included, without being limited to the method of 
accounting employed by the taxpayer. 

Ex~mple: A foreign corporation sold a piece of property 
located in this State at a substantial gain that it has elected 
to report on the installment method of accounting for 
Federal income tax purposes. Before it has recognized all 
of the gain on this sale, it withdraws from the State and 
cancels its certificate of authority to do bµsiness. 

(i) In order properly to reflect the entire net income of 
the taxpayer, the Director may include all the unrecognized 
gain on the taxpayer's final return, notwithstanding any 
inconsistency in the timing of income for Federal and State 
tax purposes. 

Repealed by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). · 
New Rule, R.1985 d.383, effective August 5, 1985. 
See: 17 N.J.R. 1252(b), 17 N.J.R. 1909(a). 
Amended by R.1988 d.407, effective September 6, 1988. 
See: 19 N.J.R 2255(b), 20 N.J.R. 2310(c). 

Statutory fee raised from "$10.00" to "$25.00". 
Amended by R.1992 d.231, effective June 1, 1992. 
See: 24 N.J.R. 1522(a), 24 N.J.R. 2074(c). 

Revised (g); added (h) and (i). 
Amended by R.1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

18:7-14;18 Actions not requiring the prior issuance of a 
Tax Clearance Certificate 

(a) A corporation may merge under the laws of New 
Jersey or any other jurisdiction without applying for a Tax 
Clearance Certificate only where the survivor is a domestic 
corporation or an authorized foreign corporation: 

. (b) A corporate dissolution before commencing bus,iness 
may be made without applying for a Tax Clearance Certifi-
cate pursuant to N.J.S.A. 14A:12-2(3). · 

. ( c) ·. A _dissolution of a corporation without assets may be 
made without applying for · a Tax Clearance Certificate 
pursuant to N.J.S.A. 14A:12-4.1(3). 

Repealed by R.1979 d.45, effective February 6, 1979. 
See: 11 N.J.R. 40(d), 11 N.J.R. 150(b). · ' 
New Rule, R.1985 d.383, effective August 5, 1985. 
See: 17 N.J.R 1252(b), 17 N,J.R. 1909(a). . 
Amended by R.1989 d.196, effective April 17, 1989. 
See: 21 N.J.R. 14(a), 21 N.J.R. 1019(b): 

7-77 Supp. 12-18-9~ 



18:7-:,14.18 

Added(b ), corporate.· dissolutio~ before commencing business and, 
(c), dissqlution of a corporation wit~out assets. · 

! 
18:7"-14.19 Actions andtran~actions requiring ~Ile prior 

issuance of a Tax\ Clearance Certificate in . 
· order. to avoid a personal Iiabilicy to certain 
officers, and dfrec~ors . . . . , . . . , . . . I .,· . 

. . No corporation may either 1

1
distfibute 'a~y of its asset~ in 

dissolution or in partial or. complete liquidation, or consoli-
date with another corporation:toform a qew corporation or 
merge into· a· foreign corpora~ion ,which is an unauthoriz.ed 
foreignicorporation, and no qomestic, corporation may disc 
solve ( except as maybe provid~d by law), and no authorize.d 
foreign corporation may withdraw. its. authority to do busi--
nessin 'New JerseyOunless it shall have applied for and 
received a Tax Clearance drtificate from. the Director. . . ' . i . , ..... 

· Repealed byR.1979d.45, effective F;ebruary 6, 1979. 
See: Jl N.J.R. 40(d), 11 N.J.R. 150(p). . ... 
NewRule,R.1985 d.383, effective A1,1gu~t 5, 1985. 
See: 17 N.J.R. 125i(b)(17 N.J.R.J9P9(a). · 
Amend~d by R.1989 d.196, effective' )'\prill 7, 1989. 
See: 21 N..J.R. 14(a), 21 N.J.R. 1019{b). 

Added ''(except as may be provided by law)". 
. , I .. 

i 

. . I • . . . .·.. . ... 
·· 18:7~14.20 Forms and, instniitions regarcUng procedure to 

· _;btain a·TaxCleailance Certificate 
, . , , / ·, .·. / ·' .. ·. i .· . , . '. . , 

(a) Application forms and 
1
instructions relating to Tax 

Clearance Certificates ¢ay be qbtained by writing to: · 

. New Jersey.Di;ision o~ Taxation 
Tax· Clearance Section! ,. . . ! 
CN -~77 . _t_ _ J 
Trenton, NJ 08646--02VJ 

I 
i. 

or by making.·· a· telepllone c~ll to Taxpayer \Information 
Servic~. at • (609) 1292-6400., 1

1 

· · 

'. ' . . ._· .·· __ - ·:-- . _·' - ·._ ... 

(b) The consequences of failing w obtain the Ta)( Clear-
ap.ce Certificate pursuant to this section .are described, at 

. . .· • .. · , . .• ... I ' . . I 

. N.J.A.C. 18:7:--J4.12. · ·. ! . · ' 

I 

New Rule, R.1985 d:383, effective Aukust 5, 1985 ... 
• See: 17 N.J.R 1252(b), F N,J.R. 1909(a). . 

Amended by R.1988 d.407, effectiv!! S~pte1pher 6, 1988. 
See: 19 N.J.R. 2255(b), 20. N,J.R. 231()(c). 

Changed the address. . . i 
Amended by R.1989 d.437, effective J~ly 21, 1989. 
See: 21 N.J.R. 2526(b). I 

Address changed, -- I 
i 

SUBCHAPTER 15. 
I . .· . , . 

URBAN] ENTERPRISE '.?ONES 
ACT I 

l 
Authorilty · 

, ' . · . . .',',. - -_: i ' . ,'' . . 
P.L.1983; c.303, section 221 (N'.J.S.A. 52:27H-81) · 

and N,J;S.A. Sf lOA-27. . . 
I 

I 

. DEPT. OF TREASURY--T/\XATION 

18:7~15.1 General. 

( a r The New Jersey Urban Enterprise Zones Act, Chap-
ter 303, Laws of 1983,. N.J,SA 52:27H-60. et seq,, approved 
August 15, 1983, provides for the, establishment• pf up to· 10 • 

. · urban enterprise zones. in urban areas suffering from high 
unempl,oyment and economic distress. P.L. 1985, c391 
made certain changes to eligibility requirements for designa-
tion as azone. P.L 1988, c.93 modified the definition of a ... 

, qualified business; made adjustments to the elig;ibilify re-
quirements for the employee tax credit, and provided for an 
alternative. investment tax, credit. PL. 1993, c.367 further 
modified the definition of a qualified business. and provided · 
for. the designation of 10' · additional enterprise zones .. _ 
Zones are designated by an Urban Enterprise Zone Author--

.. ity. · .. The ·Authoritymay .. grnnt· certain. corporation .. tax and 
<:>therbenefits to businessesexisting:in, .or formed ip, enter~ 

. prise ~ones, which have met the definition _of a qualified 
business. This sµbchapter of the corporation tax rules sets 
forth the possible benefits, the necessary definitions, and the 
procedures for quaHfying for any or all ofthese corporation 
tax benefits. Rules OQ the sales and use ta)( and url:>an 
e11terptise zones. are in N,JA.C 18:24-31. For Urban 

· 'Enterprise Zone Authority rules .and policies,. see N.J.AC:. 
12A:120 andl2A:12L · . . . 

(b) No business canobtain tax benefits under this sub--
chapter·.unlessjt meets the definition of a "qualified busi--• 
ness'' in N.J,A.C . .18:7-15.2. · 

. ,, . 

Amended by R.1994 dA19, effectiveAµgust15, 1994. · 
~ee: 26 N).K 2203(a),26N.J:R. 3462(a). · 

18:7-15.2 ·.··.Definitions 

· The following words ancl tefmS; when used in this sub--
chapter, shall have the foUowing meanings, unless the con- / 

. text clearly indicates otherwise: 

A ''qualified business'' means either: 

L . Anentityauthorizedto do business _in New Jersey 
which, at th.e time of designation as an enterprise zone, is 
engaged in the active conduct of a trade or business in 

·. that zone; ·. or · 
, . . 

2. An entity which, after, thai designatiop buLdufing 
the designation period of 20 years, becomes newly en-
gaged in the active conduct of a trade or business in)hat 

.. zone, ·and has at least 25 percent of its fuU~time employ~ 
ees. emp!oyed.at a.business .. locationin the zorie,who nieet 

1 a.t least one of the following criteria::. 
' . . . . ' . 

· f Resident within the zone; within another Zone, o:t 
within a qualifying Il}unidpality; ·· · · · 

; .. ·. iL . Eitht!r .uneinployed(while residing in N.ew J er~ey, 
for at least six months piidrto being hired, or recipient~ -~• 
6f New Jerser public. assis~ance programs, for at le&st\ \ · . 
SIX months pnor to bemg hired; ··.. . , , . ',ccJ 
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CORPORATION BUSINESS TAX ACT 

iii: Determined .. to be·. economically disadvantaged 
pursuant to the Jobs Training Partnership Act, P.L 
97-300 (29 United States Code 1501, et seq.). Section 
1503(8) of that Act defines the term as follows: 

. . , 
"The term 'economically disadvantaged''means an individ-

ual who (A) receives, or is a member ofa family which 
receives, cash welfare payments under a Federal, state or 
local welfare program; (B) has, or is a member of a family 
which has received a total family iµcome for the six-montl! 
period prior to application for the progrnm involve,d (exclu-
sive of unemployment compensation, child . support pay" 
ments, and welfare payments) which, in relation to family 

· size, was not in excess ofthe higher of (i) the poverty level 
determined in accordance with criteria established PY the 
Director of the.· Office of Management and Budget, or. (ii) 
70 percent of the lower living standard income level; ( C) is 
receiving food stamps pursuant to the Food Stamp Act of 
1977; (D) is a foster child on behalf of whom state orlocal 
government payments are made; or (E) in cases permitted 
by regulations of the Secretary (U.S .. Secretary. of Labor), is 
an adult handicapped individual whose own income meets 

· the requirements of clause (A) or (B), but who is a member 
of a family whose income,/does not meet such require~ 
ments." · · · 

For purposes of the corporation business· tax credits, the 
"qualified business" must be a corporation. The credits 
shall not be passed through a partnership doing busiriess in 
a, zone to ah unqualified corporation which is• a partner in 
the partn9rship. · · · · ·· 

. "Enterprise zone" or '1zone1' means an urban enterprise 
zone designated by the Urban Enterprise Zone Authority 
under N.J.S.A. 52:27H~60, et seq. 

"Qualifying municipality" · nieans any municipality in 
which there was, in the Jast full calendar year immediately 
preceding.the·year in which themunicipality makes applica-

. tion for enterprise zone designation, an annual average of at 
least 2,000 unemployed persons, and in which the municipal 
average· annual unemployment rate fqr that .year. exceedeq 
the state average annual unemployment· rate; except· that 
any municipality which qualifies for. state aid pursuant to 
P.L. 1978, c.14 (C.52:27D--l78, et seq.) shall qualify if its 
municipal average unemployment rate for thatyear exceed-
ed the state average annual unemployment rate. Th_e annu-
al average of unemployed persons and the avernge annual 

. unemployment . rates -shall be estimated for · the relevant 
calendar year by the Office of Labor Statistics, Division of ·_ 
Planning and Research of the State Department of"Labor. 
For purposes of P.L 1983, c::.303.(N.J;s:A 52:27H--90 et 
seq.), the seven municipalities in which the six enterprise 
zones are ·. to . be designated. pursuant to . criteria · aqcording 
priority consideration for designation of these zones pursu-
ant to section 7 of P,:L;_ 1983, c.303 (N.J.S.A. 52:27H-66) 
shall be deemed qualifying municipalities. · 
Amended byR.1994 d.419, effective August 15, 1994. 
See: 26 N.J.R. 2203(a), 26 N.J.R.J462(a). · · · , 

18:7-15.3 (Reserved) ' 
Amended byR.1994 d.186, effective April 18, 1994, 

• See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b) .. 
Repealed byR.1994d.419, effective August 15, 1994. 

See: 26 N.J.R. 2203(a), 26 N.J.R. 3462(a); 

18:7~15.4 Credits against tota1··tax for µew employees/and 
investments in urban enterpris~ zones 

(aY SectiQ~i 19 of the Urban ErtterpriseZone8c Act 
(N.J.S.A. 52:27H-78) is applicable to_a qualified business in 
an enterprise zone, only if the Urban Enterprise. Zone 
Authority ·specifically made section 19 applicable .when· the 
enterprise zone was designated: Under sectio-11 19, any 
qualified business {as defim,d in N.J.A.C. 18:7 .. 15.2} which 
is actively engkged in the conduct of a business from a 

· location within an enterprise zone (as defined in N.J.AC. 
18:7.:.._15.2), · which business -in that foca,tidn consists. pdrnar,ily 
of ma,nufacturing or. othec business which · is not primarily 
considered as a retail sales business, or as a wa:rehqusing 
business, shall receive an ente~prise zone employees ta.x 
credit _ against._ the amount of tW( impqsed . under N.J.S.A. 
54:l0A-5 (N.J.S.A. 54:lOA-l, et seq:, the Corporation Busi-
ness TaxAct). The credit shalLonly be available for new 
employees hired on or after the date of designation of the ; 
enterprise zone, or the date of commencement of business ·-· 

· · in t!].e enterprise zone, wliicheveris later, ,· 

_ (b} A o~e-time credit againstithe tax of $1,sqo shall be 
allowed for each new full-time, permanent employee em-
ployed at that location who_ is a r_esident o(the qualifying 
municipality (as defined in N.J.A.C.18:7~152) in which the 
clesignated enterprise zone is loq1ted; or any other qualify- . 
ing municipality in which an urban· enterprise zone is1ocat- · 

. ed, :whowas, immediately before employment by the taxpay-
er, unemployed for at least 90 days, or dependent 'upon ' 
public.·assistan.c:eas the primary source of income. Further 
qualifications for this benefit are in (e) and (f) below. 

(c) A one-time credit aga:insLthe tax of $500;00 shall be 
allowed for .each new full~time, permanent employee _em-

, ployed at that· location who is a resident of the. qualifying 
nmnicipaHty (as definedin N.J.AC,J8:7-15.2)in which th_e 
designated enterprise zone is located, , or· any other· qualify-
ing municipality in Which an urban enterprise zone is locat-
ed, who does-not meet the •requiremen,ts of (b) above,and 
who was not, immediately before employment by the taxpay-
er, employed ata location within the qualifying municipality 
in whkh the. qualified business· is focated. Further qualifica-
tions for tl}is credit are in ( e) arid (f) below. · · · 

'' ·• ; .. 

(d) See RJ.S.A. 52:27H--78c for alternate tax benefit · 
The statut~ allows a corporationtax credit .td qualified small 

1 businesses (under 50 employees) that were in business.in the 
zone prior to designation ofthe zo11e ahd, that make an • 
investlllent in the zone. These businesses!may obtain an 
eight percent· investment credit, to be· applied against corpo-
rationbusiness tax, by entering into an agreement, approved 
bythe.Urban Enterprise Zone Authority,.with the zone city, 
to make an investment in the. zone whkh contrib11tes sub- .. 
stantially to the· economic attractiveness of ihezone. . These·· 
expenditures• may·. include imprqvement ··. of the appearance 
or customer facilities of its place of b~siness . or improve-
ments· in landscaping, recreation, police and· fire protection, 
etc:, in the zone. 

7-79 Supp. 12-18-95 



18:7-15.4 .• DEPT. OF TREASURY__:_TAXATION 

( e) The enterprise zone e$ployee tax credits provided in Example 2: · Same facts as above except thaJ · in March 
(b) and (c) above, shall be aµowed in the tax year immedi- 1996 ABC Company terminated two of the etnployees hired 

. ately following the tax yeai in which the new full-time, . in 1995, and in April 1996 hires three ne\V employees. The 
permanent· employee was firs~ employed by the· taxpayer, but . " new employees reside in the qualifying municipality in which 
shall only be· allowed if the i employee for whom credit is the zone is Jo.cated and, although they were not un~mpl9yed 
claimed was employed by )he taxpayer for at least six I for at least 90 days prior to employment by the qualified 
continuous months during th~ tax year fol" which the credit _.· busin,ess or ~/public assistance, they were not employed,·_. 
is claimed; The credit shaHfue permitted in any tax year of · immediately prior to employment by the qualified bu~iness, 
a. ·20 year period from thd date I of designation of the I within the qualifying municipality , in which the qu~lified 
enterprise zone, . or in any t~ year . of a period of 20 tax business is 'located. . .. The . new employees remained with 
years from the date within :rhat designation period upon , ABC through December 1997. ABC may claim the $1,500 

. which the taxpayer is first sU:bject to the corporation busi- credit for taxiyeaf 1996 only for the three employees hired 
· •· ness tax under N.J.S.A. 54:lOA-'-l et seq.; whichever is.later: in 1995 wbo were noLterminated, since the two terminated. 

The terminationofdesignatid1n as an enterprise zone at the employees would not have worked for six ,continuous 
end . of the 20 year designatijm period shall not terminate months during .. the year fot which the -credit is claimed. 
the eligibility period ui:J.derthi~ section; ABC may claim the $500.00 credit for tax year 1997 for each 

· _· . · I · · · . · of the tp.ree employees hired in 1996 since they remained 
· _ (f) The e!t!-ployee)tax credi~

1 
is available qnly for ~ew full- ;with ABC for six continuous months in 1997 and tl;le highest 

. time,permanentemployeeswho have been employed by the ·number of employees· in 1996 (106) ·exceeded the. highest 
qualified business for at least\six 1continuousmopths during 11umber offull-time permarientemployees (105) in prior. 
the yeat for which the crepit. is claimed. for a new calendar years .. The $1,500 credit·could not be claimed for 
employee to ,be considered af'1ll-titne, permanent ~mployee, t.he three employees hired in 1996 because they were 11ot 
the total number of full-time, permanent employees, includ- unemployed or on public assistance .. · · 
ing the new employee, employed by the qualified business 
during the calendar year nmsi exceed the greatest nuniber 

' 
(g) Enterprise zone employee fax credits or . enterprise 

Z011e in.vestment tax credits. under this ~ection shall not · 
reduce the tirxpayer's tax lia~ility under N.J.S.A. 54:lOA-1 
et seq. in any tax year t,y more than 50 percerit .or the 
amount_2!herwise due, but any unused employee or invest-

. ment tax credits may be·.carried forward by .. the taxpayer to 
the next succeeding tax year and. be applied a,gainst 50 

' pe~cent of that year's tax, but not beyond the 20 year totals . 
set forth in( e) apove. · 

·. of full-time, permanent empfoyees employed in-the zone_ by 
the qualified busiµess during any·prior calendar year since 
the zone was designated. ~~C4lendar year" means the year 
the.new employees are· hired.! The comparison is made to 
the peak employment on any date during the calendar years , 
prior. to the calendar .year in which the new empioyees are 
hired, notthe employment leyel on the lastdat~ of prior 
calendar years. The new employees must then continue. to 
be employed . during the followirg year in which· the credit is .. (h) Tlie credit shall. not 'excee_ d an amount whic.h would 
claimed for six continuous months. · · i . reduce the total tax liability below the statutory minimum. 

• .-·, , • , 
1
• - _Fq( nifuitnum tax· ~ee N._J~A._C/ 18-:7-3~4. 

Amtlndect'by R.199.4 d.186, effective Aprih8, 1994; · 
See: 26N.J.R. 76l(a), 26 N.J.R. 1696(b). 
Amended byR.1994 d.419, effective August 15, 1994. 
See: 26 N.J.R. 2203(a), 26 N.J.R. 3462(a). 

18:7.:...ls.s . Qualification for benefits 

Example 1: ABC Company ~s a qualified'business. The 
highestnuniber of full-time permanent employees the com-
pany has• employed .in any, pr~or calendar years_ since 1the· 
zone w~s designated was 100 .. :ABC Company employs· 100 
employ~es in 1985 and hires five new employees in June 
1995. . The five new employ~es i~side in the qllalifying 
m~nicipality in which the zone': i~ ~obi.ted_ and, immediately 
pnor to employment by the quahfaed business, were unem- . . . There isno formal procedure for registration as .a quali-
ployed for at least 90 days. ,Th~ five new employees remain fit<d business for the purpose 'of obt~ining the. corporation 
withthecompany ~cmgh.jun~ 30, 1996. ABC may claim tax.benefits.· However, each·annual CBT-100 Corporation 
the emplqyee tax credit for the,. 1996 tax. year for the. Business Tax. 'Return which claims any url:>an enterprise · 
emplorees ·. hired in 1 .. 995, . Th~ · employees reIUained. em- zone· corporation tax benefits must include proof that it· is a 

. ployed by ABC Company for at\ least six,continuous months, qualified business. This proofmay cons'ist of a certificate or 
during the yea,r for which the cr

1
edit is claimed (lQ96}. The other proof of status as a qualifiec;l business for-•sales tax 

fiye. new.· emp .. loyees are consi
1

dered . fu.ll-time per.manent purposes·under N.J.A.C. 18:24-31:. If a sales tax certificate 
1 b h 1 or some other fonn of proof has not been obtained, the 

. emp oyees . ecause t e tota nmpber of full-time permanent taxpayer should. attach a. statement setting . forth how it 
em~loy~es, including the new etitployees, employed by ABC · 1 during .the 1995 calendar year {10~) exceeded the greatest / qua ifies as a ''qualified business" as defined in. N.J.AC. 
number of full-time permanent employees employed in the lff:7-15.2, with sufficient detail to permit verification by the . · 
zone by ABC in prior cale11dary~ars (100). The total credit Division 9f Taxation, . ·· · .· 
is $7500 ($1500 X 5). . 1

1 . • 1 

, Supp. 12-18-95 
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Amended by R.1994 d.186, effective t\pril 18, 1994. 
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CORPORATION. BUSIN1£SS '.TAX ACT .. · . 
See: 26N.J;K76l(~);26NJJ,f16i6(b):. · ·••·· .. · 
Amended by R.1994 d.419, effectiveAugtist 15, 1994. 
. See: 26 N.J:R. 2203(a), f6N;J:R, 3462(a), '. ·. 

SUBCHAPIBR 16. INTp:~ATIONAL SANKING. 
. FACILITIES. 

18:1-16~1 riennitJ.ons····· 

.....•. <If the·Uriit~d 'States ertadt~ a-1aw~,Oi' the bovernors -of the . 
. . '.Fe9eral Reserve·. System adopt a iegulatiqn -chat1ging: the 

··.: ·difinititms ··of Jntern'ational C banlong. facility; inteniatiotial .· 
. < ba~killg facility #fue deposits 9r inttrnaHortal bf!.Illting fa~ili~ : . 
_ , : ty •exte.risfons of credit,set forth in $is rril~,Jbe N~w Jersey 

. , · C91I1ntlssibne.r: of· Bai:tkmg shailpron:iptly adopt 1:-egulati~n~ 
.·. ·conforming these cle.finitibn:s to the revis~d .United States .. · .. 
. liiw ·or Federal Reserve regµlatipns, :and't]:ic#'Banking COlll". · .. • .. ·• 
. missim;ier's regulations shaH)hen, µndei J:L, 1983; c;422, 
. provide the applicable definitions. . 

l . . 

. Th6 follmving words aiJ.d ~enns: Whe~ tised in this sub-_ 
chapter sli~U have· the following meanings, unle~s th,e con-

.. ; '.· "tnternation'al' Bapklng Fa~ility Extension. Qf. Credit" is a 
' 'loan . or deposit by .an :intetnation~l .banking fa.cHity to a. 
',qeposif'atcoont, reptesented.by aptcm:µ~socy\110tt? or other· text dearly indicates othecyise. _· · · 

.·•. ~~d.itcarfarigement, ·extended qµIy to a foreign office> 9f ·• 
''Agreement Co1:-p9ration'' is defined und6r uscATitll:) . anotherUnited States deposifory, or ·AA :E:d.ge or Agreement .. ' . 

. 12; section. 601, et seq .. as. a national. banking assochitipi:i . · ''Corpoi'atio~ dr foreign offi¢e of a foreign bank, . or anotlier 
which; undef regulation of the, Federal ~eserve Bqpxcf of' .· office of the international banking fac;ility;·ai;iptfo::r interriac .... 
·Governors,.· fa· autho'rized • to establish. foreign . branches, or •.• '.. tiortar~anking facility)or 11-i:i instituti6n exempt ftom Federal .. ·.· · 
branches inJJnited .states ,depei;l.dencies or insular. posses~ •·. Ii:i.t~rest rate li.xnitations; ,o,r a foreigµ Je~fd.ent.f.,<>r. a fore~gn 
sions, for tlie furtherarice of United States foreig11 com- i branch <>r affiliate controlled by a domestic cp1:-porati~q; .. 
merce; or to invesf not· over•· 10 percent of . its'. capital·· in .. ·. The, ·funds .· IIlUSf. be. U&ed. ,· Qnly to finance tJ1e . foreign ()p~ra ~- . 
United States domestic cotpoi:a,tions which are principally , tion's of the borrower; qrJts fqreigii affiljatis:<. . 

· erigaged; drre¢y or.through controJied instithtions,in:.inter, 
national .or :foreign bankiqg or bankfng fo lJriited States.: · ·. /''Inter~atimi~ Bruiknlg Fa¢iUty 'riJlpeppsit''is defhled; 

. dependencies' orjrisularpossessioris; · Qr to. hold ·-stock irt < in. (United States Federal). fa CRR' 2q4J~(i)(2,) .. It_ is a 

.·. banks organized u:iider foreign: laws, or United Sta'l:es'depen:: / qeposit ·or Federal obligation i;epresent¢d :by aJ,rointssory 
dencjes .. or·· uisular. ·possessions,. laws; which bcµ)ks are'. not·•• ··: /note ot · other :.obligation· ot instrume11tj'. npt )n. rii::g9tiable ·or 
engaged in. United. States 11ctivify; except fucideritaily; and . beii.rer fdmi. . The deposit must ren1ain'#i tlle d6pqi\it6ry. at . 
to extend credit to such foreign: br,Onited States;dependen- Jeasfo\ier night,, and.be issue<ito either ari.'office)?utsi'de of. 
des ba~. · Agreement Corporations shall operate ijnder iUl · .. · the• lJiµteci ·Sta~es of.another depqsitory, <>fan office· of an .. 
agreement :with the'Fedeial. Resenke Board of. GoVernqrs, · ·. ,Edge or Agieement · Corponiticin; :!'.>r. aforeign officl of a .. 
and .shall furpish irifonnation concerning their coriditioii fo foreign bank, · or.·.· any. _offi~e .·. ailywhete· o( the estaplishlrig ·• ·· ·.·. 
the .Cqmptroller' of_ the Ciu:rency as well as tci the Federal iriternatfotj.al banking facility, or .of :a11otlier .international . 
Reserve Bp~d ()f Governors;: . , . . . . 1.banking far;ility,, or an insti'.tutio11 e:xenipt. f,rotn . Jleder&J, 

· · · · ·· · ·. · · _,jµterest·rate limitations .. The obligation :inµst'be payable no 
"Edge Cmpotatio11'' is defined und~r <USCA, Titl~ 12,'.' . sooner< than two business days .later, ajid must ;represent 

. section 611; et seq. as acqrpciration organized to engage in . nin~s 9eposite_d to: credit ofa fo_reigr resid_e1ft1 cir ·a ·. 
· :international or foreign hanking . <li other fuiancfal . oper1:1,- ' ·. fQreignbranclt or affiliate of a don;iest1c c.01:-porat1011. . The. 
pons, or to . engage in su6h operations · in' United States . funds lllust be used fqr foreign operatfons of ihe depositor 
dependencies: or insular. J)OSSeSsi~ns, eitqer .. directly o(. ; or its foreign affilia(e; and deposits ~or withqra:walsJn.USt l:,e/ 
. through local institutjo.11s, An Edge O:u:poration js operat~ . • ~t least $100,000.00, exc~pt when cfosing an acco9nti ·. 
ed under Federal supei:vision..with sufficiently hfoad powers .. . . . . . . . 

· to be able to· ccirtipet~ effectively with siinilar fqreign-owried . · . ... · ··.. · ·. . . · 
institutions, in the United Stat(;lS or abtoad: nie }'edeial'.' 18=7--16;2 . (Reserved). 
Reserve Board of Qpvemdrs shall issue :i;egwaticfo,s:to assist ·, 'Repealed by R.1994: d.is(~ffective April 18,.1994 ..• 
an Edge Corporatio.n in providiilg'°banking ancf financial See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b): .. . . ,-, ·. . 

··. services to foster international trade.· . · . . · ·. , .· ··•. Section. was '1Intemational. Banking facilities: . cpi;tiputatiqn .of entjre 
riei wortlt: . · , ·.. . · . . . .. .• 0 . · •.. . . :. . . · . . 

"International Banking Facility'' lrieatis a ~epafate; segrea 
gated set of 'as~et apd liapility accoun~s, set apart on the. 18:7:..16;3 . · Inte~aticin~l B~nldng Fa~fiiii~s: contputationj,r,. 
books of a bapk, · a banking corporation or pther depository · entire n.efjnconie 

. institu_tioti,· ... in .. chiding· .a. Uru.·_·.t.ed S.ta __ .te_s_ ba_.nk.· .•:or .a_gency_· .. o.r_•.•· .. ···· ·F /t.•t· - · f ' .··t· / ·•·.t:·· .. ·. • .. · ·.. N. ·'1··.A•· c· ,.·· ·· : or compu a ton o :. en ire . ne • mcome; see. . . ; ; 
foreign bank; or an Edge or Agt;eenienf Corporation as <ls.a,2,2(a)2vii. . . . . , 
defined belqw. The separate accounts may iiidu.de only 
international banking• .facility time deposits, or international .· . Adtrunistiati~e co'rrettionf • · •. 
bankingfacil,ity e:rie~sions of credit, as defined below. See: 32 NLR: 717(a) .. · ·. · · 



18:7-16.4 
.. ,' • ,. . j .. . .. 

18:7-,-16.4. Intenuiti()nal Banking.~acilities: business.\.· 
· allocation factor - I 

Regarding the. busines~ allocaion factor, •See N.J.A.C: 
_ 18:7-~-R16. · . ' 

Administrative correction. 

Sµpp. 2-22,00 

DEPT. OF TREASURY-TAXATlON 

See: 32N.J:R. 717(a). · 

18:7-16.5 (aeserved). 
Repealed by R.1994 d.186, .effective April 18, 1994. 
See: 26 N.J.R, 761(a), 26 N.J.R. l696(b). . · 

Section was "Phasing in International Banking Facility tax changes". 
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