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NEW JERSEY ·GR<>ss: INCOME T.AX" 18:35-1.12 

9. A· N~w.· Jersey i:esiderit_ taxpayer in' determining the. Ne~YotkGtyTruG:$225 . ,, C .· ... ,\ 
· · · · · · · · : New Jersey Tax (Lirie 25; NJ 1040) resident ~redi~ ~owed against the tax due 11.nd~rth,iSAct · . $2,690 · ··· · 

for the amount of any income tax or wage tax impose~ for · · · · 
tl;le taxable year by.·another state dr poHticaLsubgivision .• ·. Calculation df Credit ' 
of such state or by the District of,Colum,bia, s)fall not STEP N(J:1 ·. . 

. combine iri the 1111.nierator (Jin~ 64; N.J. 104;0): th~ $anie .Line 6,'1 · · (4) above · 
income subject fo:tax by the jurisdictio_n arid/or political .· Lin~ 68 (1) above · 
subdivision. ·.·The. amoiuit of income or wage: tax. during Line 69 _$4_0_,o~ $2 690 . 
th~ tax year shown on lirie 70, :N.J. A040 f,orthe taxpayer . ·•r- mo 000 . ' · ··. · · 

. payingiboth a taxto another state arid political subdivisionc Line 7o ~Ne~ :Yor.k Sta,te •· (bas:ed. on 
· of such. state' would be the .fatal amount of State income ,$40,000 as indicated pn line ( 4) • 
tax an_· d income_ tax ~r w_ age \l:iX_ paid to th_ e o_ ther_sta_ te __ .·_~cl > / above) .· , . . . . 

• New York City _4/5 x $225 
political. subdivision. of such state where the .same am9urit •··. . (based on. $40,900 as indicated i. 
of income is subj~ct to tax in both the other state':aud/ ... ,... . on)ine(i) above) 

. political subdivision of such state. . Wp.ere .the income . Line 71 . 
. . subject to tax .in both the other state1 and politic!'!( subdiyi- .· : . 
. sion · of such state ~re not equal, a separate calculation .. 
shall be made of the Cexcess. income to arrive at the'., . 
limitation of the credit for ·the in~ome tax or wage tax ·· 

.·• .•• ·· • • ·,,· ( ' • • ··• f. • . • •• 

paid to the· other .,state a'nd poli(ical subdivision of such . 
state. .· · · · :; -.. 

For example! · · 
- . , . , . 

StEPNO.1 
l.ine67 Income· subject to tax in both the other state 

Line 68 
and· its political subdivisions _ , •' 
New Jersey Gross Income '· 
(Line 17c', NJ1040) 

Line 69 .· Line 67 · 
_· _. x>New Jersey Tax (Line 25, N .. J. i040) 
Line 68 · , ·.· · ·. ·.· · .··, · ... 
;=<Maximum allowable ~edit . ··"-'---

Line 70 Tax paid on. amount in Line . 67 to each . 
jurisdiction ... · ·. · ,, • · · · · 
State Pdlitical Subdivisions 

Line 71 1.esser of Line 69 or 70 . 

STEP NO"'2 .·.· . . . _ 
Line 67 . Amount subject-to tax iri· onejutisdiction 

· and-riotin the othei-(s) : , ·· , · 

• .. __.. 

Line 68. New Jersey Tot!ll Gross Income . · 
· · · · · (Line 17c, NJ 1040) . 
Line'69 Line 67 · 

_· _. _:. x New JerseyTax (Lijle 25, NJ1040) 
Line68, ·. · 
. · == Maximum allowaJ:>le credit . •. . . . . 

Line 70 .Tax paid to the jurisdiction on fill!.Ounrapc 
pearing on Lirie 67 ·. · . 

Line 71 , . l,.esser of Line 69 ot 70 

STEPN0.3 . . .. · . . .· ... ; . . . 
: · Step No. r Ljne7l plµs Step No, 2 Line 7L , 

The following exam:pl~s illustrate the apove outlined ptoce~ 
. . ' ' 

Ex11.mplel · 

Taxp&yerA 

(1) Total Gross Income (Line 17i NJ .•·. 
·. . 1040) · . . · : ' · .. \. ·. 

' ' ' Income subject to tax)ri other juris-
dictions: · ... . · · 

(2): New York State:, $40,000 ·. 
(3) New York City: $50,000 .. ·. ·. 
(4) Identical inconie -subject to: tax. in 

.$1.00,000 

.. both jurisdictions: ; $40;000 . . 
(5) New York StateTax: $2,7~0: ,.. . ,• i ~-. 

.· , ... .... 

,·. 

ST,EPNO. 2. ..·.· 
·· Line 67 ·. (3H2f 

: · Line68 • · · .\ - · 
. .. ·. Lm· ·e· 69$'10 oo·o · 

. ' · .. $2·69() .. · 
' ·' . · 100;000 

.. ·Line70 ·/15 x $225 · 
Line 71. 

. ; STEP NO. 3 -' .. : 
Line 71 .Step _No. :1 ,._.,·.:-.. ;: 

· , Step~d. 2 
Llne 26 Total New Jersey Tax Credit . 

Allowed 

. .E~aritp1e 2 . () .. 

i'faxpayer . ' ' . 
..(1) · J'otaLGross Income (Line .17c;, NJ : 

.·.. 1040) · ,' . ', ', . ' •·· 
· Income. subject to tax in othei-jurisa 
, dictions: ·· ·. . · · · · 

· :r (2) . New York State: $50;oD0 ,, 
.(3)· New York City: $40,000 · .. · · • .·· .,.· · .·· 
(4) lde'ntical income suoject to (ax,.Jn 

bo.t.h jurisdic;tions: $40,000 . . ' . 
Tax paid to 9ther jurisdictions: . 

. '(5)' New Y!J~ State Tax: $4,200 · 
(6) New1 York City Tax: $180 .·· .. ·• . . · 
(7) • New Jersey Tax (Line25,;NJ 1040). · 

$2,690 .•. . . 

Calrufation. of Cred,it .. . '•· 
. . ' 

· ·-S'iiPNQ.1,. 
Line 67 (4) above 
Line 68 ;(1) above, . '/· 

· · Line 69 .$40,000 ·· 
___ x $2,690 

. , lOQ,000 . . . . ' ( .·• 
Line·70 New, York State> (based ori 

. Line71 

$40,000 as indicate~ on line (4)' 
above) ·.· . . ........ ·. 
~ew .. York City . (based . on ··.·. 

· $40,000 as indicated on line. (4) ... 
•. iibov~) · 

. ' . . 
. L .· 

STEPN0.2. 
• Llne 67 ·· (ij-(3) . 
. Line 68 ·: ,. : 
Liµe·62. $10,000 

':_·_ ;._. _ _,·· ... · . 

$ 40:000 
'.: 100:000 

' 1,076 

.. · $2;700··· 

180 ·.· . '.2880 . 
' $i;076 

. $ io,ooo 
iQ0,000/ .. 

.· .. · .... 269 

45 
·.·' $ . 45 

$1,076 · 
45 .. 

$1,121 

.· , ·. $ 4.ci,000 
·· 100;000 · 

1;076 

~2,700 

\· 

. 180 2,$80 . 

.j. 
.J . $1,076 · , 

'.·. $ 10,QOO 
<100,opo ( . 

. '. 
•·•Supp:. 2-20-96. 
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--'-- X $2,690 
100,ooq. 

Line 70 (5) Above Less: Step 
No. 1, Line 70 

Line 71 

STEP NO. 3 
Line 71 Step No. 1 

Step No. 2 
Line 26 Total New Jersey Tax Credit 

Allowed I 

Example 3 

Taxpayer C 
Income the same in both state and city 

Line 67 
Line 68 
Line 69 $40,000 

___ X $2,690 
100,000 

Line 70 New York State 
New York City· 

Line 71 (Line 26, NJ. 1040) 
Tax Credit 

$4,200 
2,700 

$1,076 
269 

$1,345 

$2,700 

269 

1,500 
$ 269 

$ 40,000 
100,000 

1,076 

-----=18=0 .. 2,880 

$ 1,076 

i. When claiming a credit for the taxes paid to 
. another jurisdiction and/or political subdivision, the 
taxpayer shall file with the. New Jersey tax return, a 
signed copy of the tax return filed with the other 
jurisdiction and/or politica~ subdivision showing the 
amount of the tax paid. A W-2 form or its equivalent 
which. indicates the withholding of income tax in anoth-
er jurisdiction and/or political subdivision is considered 
prima facie evidence of such amount of tax paid where 
the taxing jurisdiction and/or political subdivision im-! 
posing an income tax or wage tax does not require the 
filing of a return by the taxpayer claiming a credit. 

ii. Where a taxpayer ciaims credit for taxes paid to 
more than one state on income earned in that state, a 
separate computation for the maximum allowable credit 
shall be made for each such state. 

iii. Example 1: Taxpayer Income is as follows: 

Husband and Wife File Jointly-2 Exemptions 

NEW YORK 
Wages 
Standard Deduction 

Exemption 
2 X 66.6% ($700) 

New York State Tax 
New York City Tax 
Total Tax 
NEW JERSEY 
Wages 
Interest 
Dividends 
Other Income 

Exemptions 

Supp. 2-20-96 

$20,000 
_MQQ 
$17,600 

933 
$16,667 
$ 1,027 

81 
$ 1,108 

$20,000 
1,000 
2,000 
7,000 

$30,000 
2,000 
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New Jersey Tax 
Tax Credit 
Line 67 Income Subject to Tax by Other Jurisdiction 
Line.68 Income Subject to Tax by New Jersey 
Line 69 Maximum Allowable Credit 

$20,000 + $30,000 x $600 (N.J.Tax) = 
Line 70 Income or Wage Tax Paid to Other Jurisdic-
tions · 
Line 71 New Jersey Tax Credit Allowed 

$28,000 C 

$ 600 

$20,000 
$30,000 

$400 

$1,108 
$400 

iv. Example 2: Taxpayer Income is as follows: Hus-
band and Wife File Jointly-2 Exemptions 
OTHER STATE 
Wages 
Assume 

State Tax· 
Local Wage Tax 
Total Tax 

Wages 
Interest 
Dividends 
Other Income 

Exemptions 

New Jersey Tax 
Tax Credit 
Line 67 Income Subject to Tax by Other Jurisdiction 
Line 68 Income Subject to Tax by New Jersey 
Line,69 Maximum: Allowable Credit 

$20,000 + $30,000 x $600 (N.J.Tax) = 
Line 70 Income or Wage Tax Paid to Other Jurisdic-
tions 
Line 71 New Jersey Tax Credit Allowed 

v. Example 3: Taxpayer Income is as follows: 

250 
75 

$ • .. 325 
$20,000 

1,000 
2,000 

__l,QQQ 
$30,000 

2,000 
$28,000 
$ 600 

$20,000 
$30,000 

$400 

$325 
$325 

Huspand .and Wife File Jointly-2 Exemptions 
OTHER JURISDICTION 
"7ages 
Local Wage Tax 
NEW JERSEY 
Wages 
Interest 
Dividends 

Exemptions 

Tax 
Tax Credit 
Line 67 Income Subject to Tax by Other Jurisdiction 
Line 68 Income Subject to Tax by New Jersey 
Line 69 Maximum Allowable Credit ' 

$20,000 + $24,000 x $450 (N.J.Tax) = 
Line 70 Wage Tax Paid to Other Jurisdiction 
Line 71 New Jersey Credit Allowed 

$20,000 
$ 800 

$20,000 
2,000 
2,000 

$24,000 
2,000 

$22,000 
$ 450 

$20,000 
$24,000 

$375 
$800 
$375 

vi. Example 4: Taxpayer Income is as follows: 

Husband and Wife .File Jointly-2 Exemptions 
OTHER JURISDICTIONS 
State A-Wages 
State B-Wages 
Assume 

State A-Tax 
State B-Tax 

$11l,000 
$15,000 

$ 150 
$ 600 



NEW JERSEY GROSS. INCOME TAX 

NEW JERSEY 
Wages · 
Interest 
Dividends -

· Exemptions 

New Jersey Tax 
Tax Credit 
State A , 
Line 67-Income Subject to Tax by Other Jurisdiction 
Line 68-Income Subject to Tax by New Jersey 

· ·Line 69-Maximum Allowable Credit 
$10,000 + $28;000 x $550 (N.J.Tax) = 

Line 70-,-Income or Wage Tax Paid to Other Jurisdic-
tion - I 
Line 71-New Jersey Tax 'Credit Allowed 
State B ' 
Line 67-Income Subject to Tax by Other Jurisdiction 
Line 68-Income Subject to Tax by New Jersey 
Line 69~Maximum Allowable Credit 

$15,000 $28,000 x $500 (N.J.Tax) 
Line 70-Income or Wage Tax Paid to Other Jurisdic-
tion 
Line 71-New Jersey Tax Credit Allowed 
Total New Jersey Tax Credit Allowed 

State A-$150.00 
State B-$294.65 

R.1979 d.433, effective October 26, 1979. 
See: 11 N.J.R. 525(b); 11 N.J.R. 650(b). 
As amended,-R.1983.d.618, effective January 17, 1984. 
See: 15 N.J.R. 1566(a), 16 NJ.R. 149(a). · 

Section substantially amended._ 

Case Notes. 

$25,000 
1,000 
2,000 

$28,000 
2,000 

$26,000 
$ 550 

$10,000 
$28,000 

$196.42 

' ) $150.00 
. $150.00 . 

$15,000 
$28,000 

$294.65 

$600.00 
$294.65 

$444.65 . 

Rule upheld. against equai protection chailenge; credit for New York 
state personal income tax found to have exhausted New· Jersey tax on 
taxpayer's New York income, notwithstanding that the taxpayer was 
also subject to New York City earnings tax. Jenkins v. Taxation Div. 
Director, 4 NJ.Tax 127, 184 NJ.Super 402, 446 A.2d 217 (Tax 
Ct1982). 

Rule interpreting "resident credit" as.requiring exclusion for income 
which is· excluded· or deducted from taxable gross income by another 
jurisdiction held valid; application of 1979 rule to 1976 tax return held 
proper. Sorensen v. Director, Div. of Taxation, .2 N.J:Tax 470, 184 
N.J.Super 393,446 A.2d 213 (Tax Ct.1981). . 

Net gain from partnership activities taxed by foreign jurisdictions but 
completely offset by allowable partnership loss deductions ih state; not 
included in numerator of tax credit fraction. Kanarekv. Director, Div. 
of Taxation, 14 N.J.Tax 589 (1995). · 

_ In calculating credit fraction numerator, gross income subject to tax 
in other jurisdiction would be reduced by taxpayers' capital loss, which 
was deductible in New Jersey but not in other state but not by 
additional lesser amount of taxpayers' rental loss, which was deductible 
in other state but · not in New Jersey . Allen v. Director Div. of 
Taxation, 14 N.J.Tax 385 (1994). 

Instructions on computing resident credit for· inc_ome tax purposes 
were not erroneous. Widder v. Director, Div. of Taxation, 14 N.J.Tax 
349 (1994). . .-, 

Income not actually taxed by another state, but which was used by 
that state in calculating applicable tax rate for income from that state, 
would not be included in numerator. of resident credit fraction . Chin 
v. Director, Div. of Taxation, 14 N.J.Tax 304 (1994). 

Credit" fot foreign income tax; Joss disallowed by New Jersey tax 
statute. Berlin v; New Jersey Div. of Taxation, 13 N.J.Tax 405 (1993). 

Resident credit was properly calculated separately for eac4 New 
York City and state tax. Willett v. Director, Div. of Taxation, 10 
N.J.Tax 402 (1989). . 

· Only income subject to tax by another state also taxed tiy New Jersey 
·· could be used to determine maximum gross income tax credit. Stiber v. 

Director, Div. of Taxation, 9 N.J.Tax 623 (1988). · 

, 18:35-1.13 

Foreign city income tax that did not exceed minimum credit available 
could be credited against New Jersey income tax. Stiber v. Director, 
Div. of Taxation, 9 N.J.Tax 623 (1988). · · 

Siµce alimony paid by taxpayers residing in New Jersey but working 
in New York was a deduction in New York, Director held to have 
properly excluded alimony payments from the numerator of the fraction 
used to calculate the credit for tax paid to. New York. Nielson v. 
Taxation Div. Director, 4 N.J.Tax 438 (Tax Ct.1982). · ·, 

18:35-1.13 One-time election to exclude up to $100,000_of 
gain on sale of principal residence; rollovers 

(a) The rules concerning one-time election to exclude up 1 
to $125,000 of gain on sale of principal residences and 

_ rollovers are as follows. · 
1. General rule: Capital gains one-time · exclusion; 

where taxpayers 55 years or older sell. a principal resi- _ 
dence on or after January 1, .1979 which they have owned · 
and used as . principal residence for at least three ye!lrs 
during the five year period_ ending on the date of the sale, 
they may make a one-time election to exclude up to 
$125,000 of gain realized on the sale. · 

2. Prior election: ·Toe fact that a taxpayer age 65 or 
older made the prior election to exclude gain on a pre-
January 1, 1979 sale of residence will not prevent him or 
her from electing the new $125,000 exclusion. · 

3. Joint return: In the case of jointly owned property 
wher.e a: joint return is, file<;!, if one spouse meets the age, 

_ holding, and use requirements for. the exclusion, both 
spouses are treated as meeting such requirements. 

I 
4. Deceased spouse: Taxpayer over 55 years of age 

whose spouse is deceased will be treated as satisfying the 
holding and use requirements .if the taxpay,er was at least 
55 years of age prior io the d~te of the sale and has not 
remarried,_ and the- deceased .. spouse must have satisfied 
the_ holding and use requirements and must not have 
made a prior · electi_on to take -the exclusion on another 
residence. · 

5.. Coupling one-time exemption with residence roll-
. over exclusion: This one-time _ election may be coupled 
with the residenee rollove_r exclusion _described below, for 
deferring all or part of the gain not excluded under the, 
$125,000 exclusion rule. · · · 

6. Residence · rollover exclusion: Gains derived from 
the sale or exchange of. principal residence where a new 
residence . is purchased within tvvo years after the sale of 
the prior residence are not includible in gross income if 
the purchase price of the new principal residence is equal 
to ~r greater than the adjmited sales price of the principal 
residence sold. _ - · -

7. - Multiple rollover provision-Applicable only to res-
idence rollover-exclusion: If a taxpayer had excluded gain 
from the sale of a residence within 24 months prior to the 
sale of a subsequent principal residence, the tax free 
rollover of the second sale will be permitted only where 
the sale of the residence is in connection with relocation 
and employment at a new principal pl~ce of work, and the 
taxpayer satisfies both the geographic and length of em-
ployment requirements for the deductibHity of moving 
expense for Federal purposes. 

35-11 Supp. 2-20-96 
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i. Example: On January 1, 1979, a taxpayer sold his 
personal residence in Englewood at a gain and pur-
chased a more expensive residence in the same city on 
February 15, 1979. The gain derived from the sale of 
the first residence qualified for deferral under the law 
and the taxpay~r was not required to report the gain for 
tax purposes. In August, 1979, the taxpayer's employer 
permanently transferred him to a new principal place of 
work in Cherry Hi\! which transfer qualified the taxpay-
er to deduct his moving . expenses for Federal income 
tax purposes. On September 1, 1979, the taxpayer sold 
his Englewood residence at a gain and purchased a 
more expensive residence at the new job location in 
Cherry Hill. Ordinarily, a taxpayer cannot defer the 
gain derived from two personal residences if he has 
already elected to defer a gain during a two-year peri-
od. However, in this situation, the. taxpayer qualified 
again to defer the gain derived from the sale of the 
second home which he purchased in Englewood by 
reason of the fact that his purchase. of a new personal 
residence in Cherry Hill was necessitated in connedlon 
with relocation in employment at a new principal place 
of work and because .geographic and federal moving 
expense requirements were met. 

ii. Where the multiple rollover provision applies, 
the basis of each new residence must be reduced by the 

· amount of gain deferred on the preceding sale. 

. R.1979 d.475, effective December 5, 1979. 
See: 11 N.J.R. 594(a), 12 N.J.R. 56(c). 
Amended by R.1987 d.476, effective November 16, 1987. 
See: 19 N.J.R. 1182(a), 19N.J.R. 2201(c). 

18-month changed to two0year. 

18:35-1.14 Partnerships and partners 
(a) The following words and terms, when used in this 

section, shall have the following meanings: 
1. "Partnership" means and shall include a syndicate, 

group, pool, joint venture and any other unincorporated 
organization through or by means of which any business, 
financial operation or venture is carried on and which is 
not a corporation, trust or estate within the meaning of 
the New Jersey Gross Income Tax Act. "Partnership" 
shall not include: 

i. A publicly traded partnership; 
u. ('. limited partnership association; 
iii. An unincorporated organization whose members 

properly elect to exclude such organization from the 
application of Subchapter K of Subtitle A of the Inter~ 
nal Revenue Code; or 

iv. Any 01ther entity which is not taxed as a partner-
ship for Federal income tax purposes. 
2. "Partner" means and shall include any person or 

entity subject-to the Gross Income Tax who shall be a 
member of a partnership, whether as a general partner or 
a limited partner. 

DEPT. OF TREASURY-TAXATION 

(b) Partners, not partnerships shall be subject .to tax and 
resident and non-resid.ent partners treated as follows: 

1. A partnership as such is not subject to the Gross 
Income Tax. However, each partner of a partnership shall 
be subject to Gross Income Tax on his or her distributive 
shares of the categories of New Jersey gross income, 
whether or not distributed, realized by the partnership for 
its taxable year ending within or with such partner's 
taxable year. Each partner shall account for and report 
his or her distributive shares of the partnership's catego-
ries of New Jersey gross income in the manner provided 
in (c) below. 

2. A partner who is a resident taxpayer of New Jersey 
shall report and be subject to Gross Income Tax upon 
such partner's full distributive shares of the catygories of 
New Jersey gross income of each partnership in which 
such partner is a member, regardless of the sources from 
which such.income was derived by each such partnership. 

3. A partner who is a nonresident taxpayer of New 
Jersey shall report and be subject to tax upon the distribu-
tive shares of the categories of New Jersey gross income 
of each partnership in which such partner is a member, 
but only to the extent such income was derived by the 
partnerships from sources within New Jersey. 

i. Where a partnership's business is carried on sole-
ly within New Jersey, all items of the income, gain, 
expenses or losses of the partnership are deemed to 
have been derived from sources within New Jersey . 

ii. Where a partnership's business is carried on both 
within and outside of New Jersey, the portion of the 
partnership's income, gains, expenses or losses attribut-
able to sources within New Jersey shall, except as 
provided in (b )3iii below, be determined by use of the 
New Jersey Business Allocation Schedule (Form 
NJ-1040-NR-A), as prepared by the partnership. 

iii. Where a partnership's business is carried on 
both within and outside of New Jersey, and the partner-
ship believes that the determination of the portion of 
the partnership's income, gains, expenses or losses at-
tributable to sources within New Jersey by use of the 
New Jersey Business Allocation Schedule. does not 
provide an equitable allocation of such items to sources 

, within and outside of New Jersey, and the books and 
records of the partnership will disclose to the Director's 
satisfaction a more appropriate method of allocation of 
such items, the partnership may request from the Di-
rector an exception from the use of the New Jersey 
Business Allocation Schedule. Any such request shall 
be made in writing and shall set forth the basis of the 
request and the substitute method of allocaticm request-
ed to be used in lieu of use of the New Jersey Business 
Allocation Schedule. The substitute method of alloca-
tion may not be utilized prior to the submission of the 
partnership's exception request and the approval of 
such request by the Director. The partnership's excep-

. tion request, once approved, shall be made every three 
years, unless the Director or the partnership requests a 
change sooner. 

Supp. 2-20-96 35-12 



NEW JERSEY GROSS INCOME TAX 

(c) The determination of a partner's distributive shares of 
the partnership's items of gross income shall be as follows: 

1. Each partnership which has one or more New 
Jersey resident partners, or which derives any item of 
gross income from sources within New Jersey, shall com-
pute its New Jersey gross income in the same manner as 
would an individual taxpayer. Such gross income shall be 
allocated according to its character among the categories 
of gross income specified in N.J.S.A. 54A:5-l. Each 
partner's respective distributive shares of the partnership's 
various categories cif gross income shall be determined by 
the partnership agreement of the partnership in the same 
manner the partner's distributive share of partnership 
income is determined for Federal income· tax purposes. 

2. Each partner shall report as such partner's "distrib-
utive share of partnership income" described in N.J.S.A. 
54A:5-lk the net aggregate amount of: 

i. The partner's distributive shares of the net profits 
( or loss) from each partnership of which such partner is 
a. member derived from the conduct by such partner-
ship of a business, profession or other income0 produc0 

ing activity, provided such business, profession or in-
come-producing activity constitutes the conduct of a 
trade or business, plus 

ii. The amount of the partner's guaranteed pay-
ments, as determined for Federal income tax purposes, 
from each partnership of which such partner is a mem-
ber. 
3, A partnership shall determine its net profits ( or 

loss) from the conduct of a business,. profession or other 
income-producing activity for purposes of this subsection 
in the. same manner an individual taxpayer determines his 
or her "net profits from business" pursuant to N.J.A.C. 
18:35-1.25, provided, however, in the case of tiered part-
nerships, a partnership shall take into account its distribu-
tive share of partnership income from any partnership of 
which it is a member. 

4. Each partner shall report such partner's distributive 
shares of each category ofNew Jersey gross income of the 
partnership, other than the partnership's net profits ( or 
loss) from the conduct of a business, profession or other 
income-producing activity described in ( c )2 and 3 above, 
as an item of income attributable to such category of 
gross income in the same manner as if the partner had 
derived such item of gross income directly from sources 
other than a partnership. Each such item of gross in-
come attributable to any category of gross income shall be 
reported on a consolidated basis with the partner's other 
items of gross income which are attributable to such 
category and which are derived from sources other than a 
partnership. 

5. In the case of any category of gross income which 
pursuant to the Gross Income Tax Act is to be deter-
mined on a net income basis, a partner's distributive share 
of partnership income, gain, loss or expense attributable 

18:35-1.14 

to such category shall be reported on a net consolidated 
basis with the partner's items of income, gain, loss or 
expenses derived from sources other than a partnership 
which also are attributable to the same category of gross 
income. 

6. A parther may not report a distributive share of 
partnership income or loss on a consolidated basis with 
the partner's net income or loss from business derived , 
from sources other than a partnership. 

7. In determining a partner's distributive share of 
partnership income or loss, no deduction is allowed for 
expenses which are not incurred by the partnership. 

8. The provisions of this section are illustrated by the 
following examples: 

Example 1: A partnership shows the following income on 
its Federal Partnership Return of Income (Form 1065): 

Partnership ordinary income ( derived from 
the conduct of a trade or business): 

Included in the partnership's ordinary 
income is interest income of $500 de-
rived from U.S. Treasury bills and ex-· 
eluded from the partnership's ordinary 
income is interest income of $300 de-
rived from State of New York· bonds 

Dividend income (non-business source): 
Long term capital gain on .sale of partner-

ship capital assets: 
Total 

$25,000 

1,200 

1,000 
$27,200 

Partner A has a 50 percent interest in the partnership and 
is · entitled to a 50 percent share of partnership profits or 
losses. How does partner A report his share of the partner-
ship income or gain on his New Jersey Form NJ.-1040? 

_Partner A reports this income for New Jersey Gross 
Income Tax purposes as follows: 

Distributive share of federal partnership or, 
dinary income 

Adjustments for New Jersey Gross Income 
Tax purpos~s: 

Add: Interest on New York State 
bonds 

$12,500 

150 
1 $12,650 

Deduct: Interest on U.S. Treasury bills (250) 
Partner A's distributive share of partnership 

income: 
Dividends: 
Net gains from disposition of property: 
Total New Jersey Gross Income: 

Example 2: A taxpayer has the following income: 

Distributive share of partnership income, in-
cluding $5,000 of guaranteed payments: 

Distributive share of partnership capital ga\n 
(non-business): 

Salary and wages from employment: 
Capital loss on sale of individually owned· 

stock: 
\ 

$12,400 
600 
500 

$13,500 

$12,000 

2,000 
15,000 

(4,000) 

35-13 Supp. 2-20-96 
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How is this reportable for New Jersey gross income tax 
purposes on taxpayer's Form NJ-1040? 

The taxpayer will report this income for New Jersey Gross 
, Income Tax purposes as follows: 

Salary and wages from employment: 
Distributive share of partnership income: 
Capital loss on ·sale of individually owned 

stock: i 
Plus: Distributive share of partnership gain: 
N'et gain from disposition of property: 
Total New Jersey gross income 

($4,000) , 
2,000 

$15,000 
12,000 

ot 
$27,000 

t Note: The taxpayer may offset the capital loss on the sale of individually 
owned stock against his distributive share of the partnership's capital gain, 
but may not apply the resulting net loss from the disposition of property 
against income attributable to other categories of New Jersey gross income. 

Example 3: A taxpayerhas the following income: 

Salary anq wages. from employment: 
Distributive share of partnership loss: 
Distributive share of partnership capital loss 

(non-business): 
Capital gain on sale of individually owned 

stock: 

$10,000 
(3,000) 

(2,000) 

5,000 

How is this income reportable for New Jersey Gross 
Income Tax ptfrposes on Form NJ-1040_? 

Salary and wages from employment: 
Gain on sale of stock: 
Less: Share of partnership capital loss 
Net gains or income from disposition of 

property: 
Distributive share of partnership income: 
Total New Jersey gross income 

$5,000 
(2,000) 

$10,000 

3,000 
Qt 

$13,000 
t Note: The taxpayer cannot apply his distributive share of partnership loss 
against his income attributable to .other categories of New Jersey gross 
income. The taxpayer may only net a distributive share of a partnership 
loss agains.t_a distributive ·share of partnership income derived from another 
partnership. 

Example 4: The Federal form Schedule K-1 (Form 1065) 
issued to a partner of a partnership actively engaged in the 
practice of medicine contained the following information: 

Partnership net ordinary income ( all of 
which is derived from business activities): 

Interest income realized on · money market 
accounts holding required working capital 

Interest income realized on security deposits 
held by lessors pertaining to medical 
equipment leased by the partnership and 
used in its trade or business 

Portfolio (i.e., non-business) income: 
Interest (Includes $500 from U.S. Trea-

sury bills and. does not include $300 
from New York State bonds held by 
the partnership): 

Dividends: 
Royalties: 
Net long term capital gain: 
Gain on the sale of property described 

in I.R.C. § 1231 

$25,000 

300 

100 

1,800 
1,200 

500 
600 

400 

The taxpayer will report this information on his NJ-1040 
as follows: 

Distributive share of partnership income: 

DEPT. OF TREASURY-TAXATION 

Business ordinary income 
Interest on working capital 
Interest on security deposits 

Net distributive share of partnership income 
reportable on NJ-1040: 

Interest: 
Adjustments: 
Less interest iri~ome from U.S. Trea-

sury bills 
Plus interest income from New Y Ork . 

State bonds 
Interest income reportable on NJ-1040: 
Dividends: 
Net income from rents, royalties, etc.: 
Gains from disposition of property: 

Long term capital gain 
§ 1231 gain 

Net gains from disposition of property: 

$25,000 
300 t 
100 

1,800 

(500) 

300 

600 
400 

25,400 

1,600 
1,200 

500 

1,000 
t Note: Interest income realized by the partnership with respect to its 
working dpital and security deposits may be taken into account in deter-
mining the partnership's net income or loss from trade or business only if 
the partnership annexes to its tax return the statement described in N.J.A.C. 
18:35-1.14(f)4. -Absent such statement, the interest income must be sepa-
rately reported as "interest'' by the partnership and will be taxable to the 
partners as "interest." 

Example 5: The Federal form Schedule K-1 (Form 1065) 
issued to a partner of a partnership actively engaged in a 
trade or business of dealing in and trading securities con-
tained the following information: 

f artnership net ordinary income ( aH of 
which is derived from business activities): 

Other classes of partnership income: 
Interest (Includes $500 from U.S. Trea-

sury bills and does not include $300 
from New York State bonds) (real-
ized in the ordinary course of busi-
ness): . 

Dividends (realized in the ordinary 
course of business): 

Trading gains treated as capital gain 
(realized in the ordinary course of 
business): 

Net gain under I.R.C. § 1231: 
Royalties (non-business): 

$25,000 

1,800 

1,200 

600 
400 
500 

The taxpayer will report this income on his NJ-1040 as 
follows: 

Partnership items of income derived from 
the conduct of a trade or business: 

Partnership net ordinary income: 
Interest: 
Dividends: 
Net trading gains. treated as capital 
gain: 

Adjustments: 
Interest income from U.S. Treasury 
bills . 
Interest income from New York State 
bonds ' 

Distributive share of partnership income: 
Net Gains from the disposition of property: 

§ 1231 Gain 
Net income from rents, royalties, etc.: 

$25,000 
1,800 
1,200 

__§QQ, 
$28,600 

(500) 

300 
(200) 

$28,400 

400 
500 

Supp. 2-20-96 · 35-14 
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Example 6: Taxpayer is a partner· in two·. partnerships: . 
PartnershipAis a medical partnership and Partnership Bis . 
a securities, partnership ... Each pi;1rtnership's ac;tivities. con• 
stitrite active trad,e or busin~ss·. The; Federal Schedules , 
K-1 (Fo:r;m 1065) issued to· the. taxpayer by the partnerships 
contained the following information: 1 · 

• •. I .• , :, • \ 

Partnership net ordiil~ry income_ 
Other income: 

. I~terest: _ 
'Oividends: ·. 
Capital gain: 
Net gain or loss under I.RC. 

• § 1231 -· - - ,, . . 
· The taxp11yer also' incurred With re-

spect to his partnerships . the• fol-
lowing unreimbursed business ex-
penses:· 

' ' . 

t Business income.··• . 
tt Non-bus'iness inco!lle. 

· Partnership . . A -

. $100;Qoot • · 

5;000 tt · 
1_· 

- 12,000tt:.> 

.15,000 

I 
· Partriersbip 

B 
($240,000) t . 

· 1,000 t 
·, 25,000 t 

zo,ooot 

·. (5,000)tt 

The Taxpayer 1will report thi; income on)1is NJ-1040 as,;, · 
follows: · ·· · · 

Partnership A .. 
Partnership Ordinary Income . 
Partnership B · 
Partnership net ·ordinary income 
Interest · · 

. Dividends 
capital gain 

. . •·. - ,• :· .. - . . 

Distributive share of partnei:ship 
income: 

Interest income (Partnership. 
A): . . 

Gains from disposition of prop-
erty:· . . . . - . 

Capital - gain - (Partnership 
A) - - . - . -

§ 123i · l~s. (Partnership B) 
Net gain from disposition of 

($240,000) 
. 1,000 

( 
25,000 
20,000 

I /, 
·I 

$100,000.· 
: _: __y' 

(i94,000) . 
. l94,ooo) 

12000 · 
(5,000) 

's,900. 

/ 
1··1 . · .. JS:35-l.14 

. Th~taxpayer also incurr~ci urireimbursed \Jusiites; expen~es vyith 
respect tq his parrijership_ in the am.punt of $3,000. 

. . . . 
. ' . . . . . . 

·• The taxpayer will report this informatiqn' on his NJ-1040 
as-foliows: · · ··· · · 

' ) 
$10,000 .-. Partnership net ordilJary income 

Guaranteed paym~n,ts · ·· . ,' •. -5,000. 
. $15,000 • 1 .. 

Adjustments .. 
Taxes Based on Income · · 
§ .179 Deduction 

Distributive' share of pa~nership •. 
·. ·income: 
· Iriterestinc~me 

Adjustments: 

2,000 
(1,000} .• 

- . - 1,000 

·s;ooo 

16,000t 

·· Interest· income fr~m. U.S. 
. . Treasury bins (2,000) 
Interest income from New ' 

_ . . .. York Stiite bonds ·. f et Adjustments;, 
Interest: . . 
Net Gains. from the disposition of 

property: . --
\§ 1231Gain 

2,000 
. Ml-'-'. -

1 
· .. s,qOci tt. 

" 4,000 
· -t Note: Keogh Plan contributions for partners, charitabl~ contributions not.: 

deducted under I.R.C. § 162 and unreimbur~ed business expenses are not 
deductible for Gross Income· T~ puriiose~. ·. ·. . . . . · . 
ttNote: The <!X)St to carry the New York State bonds cajuiot. be deducted 
be~_au:,e the expense was not incurrect' /ii the ordinary cour~ of a trade or 
business conducted by .the partnership. ·, · .. · ·· · . . . ' . ~-

Ex~ple 8: Th~:,taxpayer is a Newiersey resident wpo is 
_. a partner in two partnerships. Partnerslµp A is a New York 
base_d securitie_s partnership and Partnership B is a New i 
Jersey ~based: accounting partnership. - Each partnership's 

· activities constitute an active trade or business. The Feder-
alJotms -Schedule K-1 (Form .1065)'•issued,:to the taxpayer 
by the partnerships , contained the follovving iiifortnation: 

).' 

. '. . . . . 

Partnership Ordinary Income: . 
. Guaranteed payments: . 

- Interest · . 

:.- ·. ·. -· . 

Partnership. .A Partnership . 
i B . .. 

($15,000) f 

property:_ ,, . . . · 1,000 · 
t Note: . Taxpayer would report "0" on the line pf his NJ"-1040 calling, for 
the taxpayer's distnbutive share of partnership income. However, if the 
taxpayer µad been l partner of a third partnership, llP to $94,000 of the 
.taxpayer's distribuyve share · of in':°me realizeq by the. third partnership 
from the conduct of a _trade. or business could be offset by the net $94,000 

'\·· Jnterest from U,$.. Treasury 
· Bills. included in the interest 

'. '($10,000) t 
---... 2,000 

8,000 t 3,ooo-ft ·_ 

loss frm~ Partnership~-A and B. · ·· · · · 

above.· . . . 
Interest . from · · Pennsylvania 
, State bonds riot 1incfoded in 

interest above •. · . . _ · 
· I>ividends: · · · · _ . · · 

Net short term· capital. gains pr foss-
~s:. • .. -.· .. : -. . - . ·. ·. 

7,000t 

i 
5,000 t 
5,000 t 

. '(1,000) tt 

Ex~mple 7: The Federal form Schedule K~ 1 · (Form 1065) . 
issued to. a ~ew Jersey reside;nt partner of aC partnership 
actively engaged. in the practice of law. in New York con-, 

·. tained the following information: ' . . . 
.Nei long teii:n capital gains or-losse~:; 
Net Gain under §. 1231: · . 
Taxes based on income (UBT): -· .·-. 
Cost to carry Pennsylvania- bonds: . 

(2,000)t · 
J&,000 t -· 

1,500 tt 
·i,soo t 

·.1,ooot · 
Partrie~hip net ordinary ipcmi~e: ' 
Guaranteed payments: · . . . ., . _ 

.. Interest (Includes $2,000 froin US. Treasury bill.s and. 
does not im:l~de $2,000 from New York State bonds) 
(non-business): . · · . . · · · 

Net gain under I.R.C; § 123t: ' 
J,R.C. § 179 deduction: · 
Taxes based on iricoriie (UBT): 4 . 

Expense incurred to carry New York State bonds: 
. Keogh qeduction: • - ·_ ·• ·•· - ·. · · · 
Charitable contributions (non~bµsines~): 

$10:omi _ · 
?;000 . 

.. 5,000 
4;000 

···. l,000 
.. 2,000, 

.··:1,000 
. t,ooo 

i" 3,000. 

· · Keogh deductions: ·· _ ·. , . , 2;000 
Charitable contribution incurred as a · 

business expense:. · · · · 3,000 

t Business income. . 
· tt Non-business income: · 

' The taxpayer ts alsb' a Shareholder in a New York s 
corporation. The Sc;hedule K-:-i 'issued :t,y the s c;orporation 
showed an ordiJiary loss of ($5;ooOf 

·.•. 3545' i· 
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Thetaxpayet will rep~rtthis informafion on his NJ4040 
as follows: 

· PartnershipA 
Partnership or!linary .income 
Guaranteed payments 

. Interest . 
'Dividends 
Ne.t short term capita!Joss 
Net long term capital gain 

Adjustments: 
Interest income from U.S. 

Treasury. Bills 
Interest income from .Penn-., 

sylvania State Bonds 
Taxes based on income 
Cost to carry Pennsylvania . 

bonds 

. · Distributive share· of partnership 
income fromPartnershipA: 

• Partnership B 
.Partnership ordinary income 

· Charitable - contribution incurred 
as a ,business expense: 

Adjustments; 
I:>istributive share. of· partnership 

loss from Partnership B 
D,istributiv~'-share of partnership·. 

income:. . .. · · 
1 · Interest (Partnership B): · 
· Ga.iris from disposition of proper~ 

. ty: ...... · . . . . · .. 
Net gain imder § 1231 
· (Partnersjlip A) · 
Net long term capital loss 

(Partnership B) · 
. Net gains from. the disposition. of 

property: 

(10,000) 
2,000 
8,000 
5;000 

(2,000) 
'· 18,000 

(7,000) 

• 5,000 
2,500 

{15,000) 
,. 'i 

(3,000) 
'-0-

i,soo· 

. > 

(18,000) 

2,500 
3,000 

t Note: S Corporation. status is nqt recognized for New Jersey Gross 
Iricoine . Tax purposes. An.· S · Corporation shareholder's share of the 
corporation's loss is not de9uctible for-New Jersey Gross Income·Tax 
purpos~s. 

. . ' : 

(d) If a partner's taxable year differs fnmithat of the 
partnership, the partner is to report the partner's distribu- · 
tive share ofincome, gain or loss for the taxable yiar of tlie 
partnership which ends with ot within his or her taxable 

••. ••• ' • •, I 

year. 

&amply ·.1: . A partner's· .taxable year ends 011,December · 
31,1979,while. the partnership's fiscalyear ends onJune 30, 
· 1979. The partner is to report the partne,r's entire distribu-
tive share ofthe incon1e, gain or loss from the IJartriership's 
taxable year ended .J:1me 30, 197Q .on the partner's 1979 
NT--'104O, . . . . 

(e) The following apply .to partners .who are part0year 
residents: ·· · · · 

) . . ~··. •· 
1. A partner who isa resident taxpayer for part of any 

_ taxable year. and a 'noriresidenuaxpayerfor part of such 
taxable year is required to report his. orhefdistributive 
sh'are of partnership income as follows: 

35-16 

DEPT. OF' TREASURY~TAXATION 

The pad-year resident return shall inch1.de: 
. . (l)The portion of ·the partner's distributive share 

ofpartnership income determinec} by multiplying the 
-partner's· entire. __ distributive ,share of. partnership in: 

•. come (including guaranteed payments) by the per-
centage which the.number of days of t.he partners 
sh,ip'.s Jisial year ,that the part11er w&s a New Jersey 
,residentbears"to365; plus · ·. . ·. • 

(2) The partner's>distribtJtive share of each other · 
category of New Jersey gross income (orloss) reah 

· izedbythe partnership duri.llg- the period covered by 
the return. . . . . - 1 

ii. The part-year nonresident fetufn shall include: . 
(l)'Thy·.p~rtion of thepartner's distributive.share 

ofpartnership u;icome as follows: · 
'·"- ' .. _. ' ," ' . ;·. 

(A) Jf the distributive share of partnership in- · 
come. was -derived entirely fronl New . Jersey 
sources, the portion of that distributive share of 
partnership income . (incluqing . guaranteed pay~ 
mertts)\deten;nined by··•multiplying the·. partner's 
e11tire distributive share of . partnership .• income by 

· the percentage whigh. the number· Qf days of the 
partnership'sJiscal yea.r that the,partner was .not a 

· New Jersey resident bears to 365; or . •. .·. 
(~) If the distributive share·.of partnership in-

come was derived partly within New Jersey and 
partly outside . New Jersey, the portion· of sugh '. 
di~tributive share qetermined 'by multiplyi11g . the 
partner's Jmtire distributive s.hare of partnership 
incoltle deriyed by the partnership ftom sources 
within New Jersey (determi.lled as provided in 
(b)3ii ·. or (b )3iii .. above), by t11e percentage• which• 
thenu~ber of days of the partnership's fiscal year 

. that the partner was .. not:a New. Jersey r¢s,ident 
bears 'to 365; and-. . .. ·. . . .. 
{2) · The partner's distributive share of each other·· 

category of New Jersey· gr9ss inc01ne ( or Joss} teaj-
. ized by the· partnership and derived ,from New Jersey 
sources during thatpefiocl covered by _the return. 

.2i. Ifthe ... p&rtner can,demonstrate .. ·to. the Director's· 
satisfaction that the above reporting method 'does not 

· properly'leflec:t thepartner's report,able income, gains a:11d 
·losses·· incurred during the partner's periods .. of residency 
and nonresiden% then the partnerJhay allocate to the . 
part year resident and part year nonresident returns the . 
portions-. of the partner's . distributive· share.· of. partnership 
income realized by the partnership · during each such 
period. . . . - . . 

' · 3 .. • .·. In all cas~s, a partner who is a resident taxpayer for 
part. of tl1e t~ year. __ a11d a nonresident. taxpayer for,. the 

.· remainder of the. tax year nmst attaqh. a schedule to the _ 
· partner's part· year ·- NJ--1040_., and the .. · part year 

NJ"-1040-:NR showing• the. calculati9ns µsed to. determine 
the amounts niported on each return with respect to 

· income; gains, or losses ofa pa.rtnersh.ip. · · · 
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,-, .. (f) :;arfuership filing req~~em~nts are .as follows: 

l_~1 
. ,. 

. · ii. . Reconciliatio11··of his 0~ her share . of partnership . 
lll<;!Clll1e as . determhfod: for ged'eial. income tax purpos~s, 

) 

1~ · P~erships havµig· a New ·Jersey resi~~:ii.r partrie(, .. ·· . in accordance with (c)abov,e;; and . . . . . .. 
. . ·or havi.rlg- any income derived. from Newjersey _source~::.. ·, iii.;-Toe··partnership;S New·Jersey BusirteSs Alloca~, 

shall file with the Division a complete copy of the f ed~ral .· • .. ·-.·. . tioQ .· Schequle (NJ.:_194~NR-:A)r as JJrovi~ed bY;' the· .. 
Form 1065; U.S'. Partnership Return of Income; reqttirecL> partnership~< _ . . . , ., ··. . ·. . . j _ 

. to . be filed·_ with . the· Internal Re~enue Service; . along with'. .2: ..• •· Each resident taxpayer shall faclm;le · with the, New. , · . 
. the requisite. sch~ciules: and· attac~~nts. Speh_ imofma- . . Jersey /l-~sident true return a copy tjf each• of the·. items . 
tion filing must, be )llade . oir pr . befo're .. the date of .... · .•. ·specified in (g)H thfotigl) ii above; for each partn~rship in. ·. : 
expiration of the permitted f~g pedod for the p~rtn:er-· · .. · .. vvhich the taxpayer, is a: partrufr; regardless of the source 
ship's }<'.ederal. Form 1065, including · any extertsions of ·. . . . • from which the partnership's. income, gains, or losses ~e .. 
such period allowed for. Fe,deral 'income tax purposes., . derived. . . . . . . ' . .. . . . . . 

2. · Except as _mafbe a~thoi:ized by the Director pursu- •.. ·. · (Ii~ Th,e follb¼~g appiy i:o Keogh Plan~: · : . · _ , , , 
ant to (b)3iii above; ·every r partnership which· ,derive~ . . . : L Partnership cpn'l:ributions to a Keogh Plan made on 
income both from. sources within, and outside -of New>, : behalf of employees of the < partri~rship an:d 'Yhich are 

· Jersey and· which has one ;or· more nonresident partneis ·. · , . iieductible ·as. ordinary 1and necesslifY ·business .ej{penses , 
., shall ~omplete a New Je~sey Business Allocation, §.chedtile : · , for' FederaLin,come tax purposes also ·shall be· deductible 

· · · · · · · ·· · . for New Jersey ·dross Income t~ purp9sesindetermining 
(NJ_:l040_:NR··:A) .. The 1partnership shall attac~ ii copy of.· the: net incom_ e of the_ .partn_ er.s .. hip~, Th. ec·_erti_pfo_··y·_ ees 611· 
the Schedule'to the Federal Form 1065 whichit files with , . ':. whose behalf sucl:i contributioris;:wei-~ made arb/not ·sub~ : the. Division, and must, also provide a copy of the Alloca~i 
tion, Schedtjie to .each nonresident partner. . . 

•. ject to gross incoµie tax on. the amounts contiibµt~_g. ill the . 
··· taxable year in which they are cortfributed td- tlle Keogh, . .. .. .. . . · . , , · > · . = . . - > Plan, unless withdrawn in such~taxabie year by the em> 

·'3.· Each .partnership shall clistribtiteJqi .each,'of jts:· · · ._ ployees· fr•m tjie 'J>lan;i, . Toe. employees -are_ no_ t colisid" 
partI1.ers their respective. Schedule .K.;_1 of the 1Partner- ered to have actuiilly or constructively received.the contri~ ' 

. ship's Federal Form 1065. '. Each partnership also ·shall ln1tions a:t the time they were lll~de to the J<eogh Plan~ · .. : 

. distribute to any partner requesting same any materials . When an employee makes a withdrawa.i, from the KC:?ogh .· > 
required, tcf be (iled by the partner with the partner's Plan, both, the untaxed einpfqyer 'contribution and. aceu;.c, -: · 

. rettirn,pursuantto (g) below.· .. ··. . . , . mulated interest earned thereon are Jaxable to: 'the ein~ . . 
. - ... -. . ployee. 

4. ·_.·. Any pa,rm:ership which for Federal iricome tax pur-. · .. 2, Part~ei;ship contributioris.to a:K~ogh Plarimade o~ = . 
Poses includes interest or dividends in the ordinary in- · · · · · ·· · · · · · · · ·. behi;lif of a partner are not deductible· bu.~iness expenseii', · · 
come or ,loss of the ;par;tnersh_ip, shall; aiµiex to its,tax Stich contributions ~e to lJe takenintp:account in deter-

·. return. which· it files. with the Division a. statement such as·· . . niinirig the· distributive shi;tres · of· part11ership income··• of 
that d~scribed µ1. N.iA.c .. 18:35-1.25(1:>)2. which justifies ·. ·;tll~ ;-individual partnersfoi: :New,Jer~ey gros{indome ·tax .. 
the inc;.lu,sion of such. incotp.~ items in the p~tner~~ip's purposes .in the taxable years in which they a.re. contribut" 
ordinary,mcome or lo~s for New J ei-sey 'Gross Income:Tax , . · ... _· ed to the· Keogh Pliin, Previously tax~tt eniployer. coritri0 .·. 

purposes, ... Any ·partnership which_. fails • to 'annex such a·•·.· -· ·' tiu.tions to·. a Keogh Plan_· _are. not·_.· subject'. to tax when·· . 
: statemen~ fo. its rehirn shall separately. state on. its reforn '.. subsequently withdrawn by the patitners... . ..• 'l 

the full a.mounts of its .. dividend and interest inconie. . •. . . . _3. . The ,interest income ~ccu'mulated on . the Keogh 
·•. : . 'Pl~ contributions :qiade by tlie partnership= on_ behalf of 1 · . 

the/partners is not subjectto fax during tlie period' of a 
partner's participation, Such interest shall become tax- · 

(g) . Partner filing requii:ements. are as,follows: •· . 

1: Each noriresidenLtaxpayer who is a pa,itner.l.n a 
partriersb,ip having income,;g~s or, losses derived from. 
New Jersey sources shall, for each' such partnersliip, -in~ 

. elude a copy of e~ch o(the following with, the partqer's · 
New Jei:sey non~iesidenttax.rettirn: . ·. . ..... 

i. The, partner's fe~eral Scpedule Kc.'.:l; 
. ... . .· .. . . . ,· 

-·<. 

( 

!. '--1•··.····· 

.... - able when the partner withdraws it from the '1\-eogh Plan: · 
. . When a partner ·rtialces p_eriodic withdrawals, the accuniu~ 

·'fated interest in' $e Keogb Plan:' is subject to tax in the_ 
ratio thi,tt. ~e interest . bears to the. total aµiount · in the .. · . 
partner's account,: . 

4. The :pro\'.iSions of this. subsecti~n are illustrate cl by . ·.· . 
the foUowing examples: ._ . • · · · · · · 

.l 

I 
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. DEPT .. OF TREASURY~TAXATlON 
. I . 

·Example. 1: A partner's accumulated Keogh contributions 
held in his account: ) 

Accumulated interest in partner's Keogh account.: 
$7,500 

500 
. $8,000 Total aDlount in partner's Keogh account: 

Assume periodic ·payments to the ··partner from the account during 
the taxable year of $1,600. · · 

The amoun( of interest withdrawn would be .calculated as follows: 

$ 500 
$8,000 

. ) ' 

X $1,60() = $100 

Note: Under the above facts, if a periodic withdrawal of $,1,600 were made by an employe~ 
(rather than by a partner),during the taxable year, the full amount of $1,600 is subject to 
tax since the employer contribution component of the amount withdrawn. was not includable 
in the employee's incoine at the time the partnership made the contribiition on his behalf. 

Example .2: A partnership makes a contribution to 'a 
Keogh Plan on behalf of the partners for $3,000 and on 
behalf of the employees for $4,500. The. partnership. may , 
deduct the $4,500 contribution on behalf of .the employees 
as a business .expense for the taxable year and the employ-
ees will not include the $4,500 as income until withdrawal is 
made from the. Keogh Plan. The partnership' cannot deduct 
the 1$3,000 contribution .made on behalf ·of the partners as a 

, business expense for the taxable year. .Each partner must 
include· the portion of the $3,000 contribution made on his 
behalf in his computation: of his distributive share of part- · 
nership income in the taxable year the .. contribution was 
made. The amount of the contribution thus taxed to the 
partner will not · again be taxable. to the partner when such 
mon~ys are withdrawn by the partner frpm the. Keogh Plan. 

. / . 
~ended by IU981 d.6; effective January 8, 1981. 
See: 12 N.J.R. 676(a), 13 N.J.R. lll(d). 
Repeal and New Rule, R!.1994 d.110, effective March 7, 1994. 
See: ... 25 N.J.R. 677(a), 26.N.J.R. 1241(b). 

S\ection was "Partnerships". 
' ./ 

Case Notes 
Regulation could not exclude from partnership net income dividends 

and capital gains. · Smith v. Director, Div. of Taxation, 108 N.J. 19, 527 
A.2d 843 (1987). . . 

Partnership, 1:>usiness · expenses could. be deducted from partnership 
i11c:ome when determining taxpayers'. distributive share. Smith v. Dis 
rector, Div. of Taxation, 108. N.J. 19, 527 A.2p 843 (1987). 

Re'gulation relating to deductibility: of reimbursed expenses of lridi-
vidual partner for purposes of co)Jlput'ing partner's distributive share of 
partnership income; void. Sabino v. Director, Div. of Taxation, 14 
N.J.Tax 501 (1995). 

Paragraph (c)4 held incon~istentwith st.atute: ·in determining liability.··· 
for parfn~r's distributive share of partnership . inc:ome, partnership 
expenses incurred in connection with •tax exempt income were deduct-
ible; expense incurred by securities .partnership in the conduct, of its 
business may be deductible against .. a\l othe.r forms of partnership . 
income,. including dividends and capital gains, 'in determining partner's 
distri\Jutive shares of partnership income. Smith v. Director, Div. of 
Taxation, .7 NJ.Tax 187 (Tax Ct.1984), affirmed per curiam 8 N.J.Tax 
319, affirrried 108 N.J.19, 527 A.2d 8,43 (App.Div;l986). 

Depletion expenses of partnership engaged in oil. and gas production 
are properly deductible by a partner subject to New Jersey gross income 
tax; .since ~percentage depletion, to the extent it exceeds cost depletion, 
is not attributabl!::. to· production. of income for the purpose of N.ew 
Jersey gross income tax, it is ,not deductible· in computing New Jersey 
taxable income. Lee v. Director, Div. of Taxation, 6 N.J.Tax 385 (Tax• 
Ct.1984). \ , . . 

18:35-1.15 Employee accident (Ir health insurance 
exclusion from taxable gross income 

I ., ' 
I <\11 •, 

(a) Amounts received by an employee through an acci-
dent or health insuranceplan for personal injuries or sick-
miss are not subject to tax under the New Jersey Gross 
Incbme Tax Act. · 1 

(b) .Amounts rec~ived by an employee on account of 
personal in{ury or sickness qualify for exclusion frOJ?J taxable 
grnss . income when received under the provisions of an 
employee accident or health insurance plan which satisfies 
the following requirements: ' · · 

1. . The payments must be compensation for wage loss 
which re1mltsJrotn absence due to. injury or sickness of 
the employee;, and , 

) / . 
·· 2. The payments must have a requisite c~rtainty under 

'an enforceable contractual obligation underthe plan ( see 
N.JAC; 18:35-1.1.S(e) ); and ,, , \ 

3. The payments must, not relate to sick lea~e wage 
· continuation, the . taking of which is largely discretionary 
and the payments are . made regardless of the reason · for 
~bsence from work. 

(c) \The exclusion from'taxable gross income~ applies to 
payments to employees under a health or accident insurance 
plan regardless of whether insu~ance coverage is with a 
commercial insurance company to which premiums are paid 
by bpth employees and ~mployer or solely by the employer; 
or whether insurance co~erage isprovided by an employer's 
selfsinsured plan.for which no insurance·premiums are paid 
by the. employees, 

Supp, 2-20-96 35-18 


