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Jt2015 d.208, effective November 24, 2015. See:· Soutce and Effective 
Date, . 
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StJBCI!Al:ITER 1. . CoNTR.dLtl'.NG iNTERESt 
TRANSFER TAX 

18:16A-1.1 Definitions .ofwords and.terms 
. . 

the followirtg w9rds an~ fo01-ls, When u'ed iti this sub-
chapter,. shallhave t11e following meanings, unless the context 
clearly indicates otherwise: · · 

"Beneficial. ownership'~ ftlea11s ownersh,i~ of tangible or 
intangible property by a perso11 or entity that ~oe~ dot have 
legal titfo to the propertybut has ultintate c~nfrol of the 
property in regardto the transfer of a conµ-olling interest in 
class 4A commercial real property between that person or 
entity and a: separate legai entity'. 

··. "C1ass1fied. real·.property" means commercial ptOJ>erty .as 
defined. in N,j.A:c .•... 1s:12-2.2(e). that .. is .. income~produdng 
real property other thllll propeli)' classified as v~cant lan?i 
residential·propetty, farm property, industrial properties. and 
apartments . designed . fot. tlie. use. of five . or• .. more . families 
including re$ide11tial·coopeiatives and mutual housing coipor-
atiobs. 

"Consideration"· means the actual amooot of money and. the 
monetary value of any other thing . of value constituting the 

entire. com.pe~s~tio11 paid. or t~ be paid fof the trahsfer inciud: 
utg the remaining atnount ot any prior mortgage to which.tlie 
ttansfer is subject or which is to be assumed a11d agreed to be 
paid by the pur~hasef. · 

"Controlling iliterest" means, with respect to entities: 
1. .·. 111 tlie case of a c?ri,otatio11,i1i<>re thatiso percent of 

the tqtal contbuted voting power of aiI classes 6f stock of 
that corporation; ot . . 

. . 2. In th~·. case of.an entity that is a partnership'. assoda'-
tioli, trust or othef orgam~lltioµ, I11ot~ than 50 percent of 
the beneficial ownership of that partnership; . associati<>ft, 
trust dr other organlzatioti. 
With fespect to dassifi~d r~al property, "co~ttol~ inter-

est'' m~ans tnorethan. 50 p~certt of the fee simple ownership 
of the classified real property. . 

. . ' ' 

''Equalized assessed value;; 11ieat1$ the ass~ssedvalue or the 
pfopertydti the year thatthe transfer. is11n1de dividedhrthe 
I)itecto!!s eqtializati~n ra~o;)vhich qhanges.·eachyear oasea 
on a stiles < stutly. 111~ resultutg amoFl is. tlie ~qualized 
assesse<l value.Tlte E>it:~~ror's equ~~!i()ft t11tio is.published 
81l11Ufilly. on or before October. I by theJDitect9r, I)ivisfoh of 
Taxatio~ puts~ant to NJ.SA: 54:1 .. 35.L. Since assessed 
value, which Is .the.value 011 the t~ roll$, ooes not change 
9ften~ the calculation is .needed to apptoxiiit11te the current fair 
market value of the property. 

''!elated partfo!i' fileahs .· pattl~s that. lii•!e the fel~dorisliiv 
11eCeSS!U'Y.f0f ~~ributi~ll ~f.fOtistructivf ownershii, bf stock 
r~stiant to 'IJ.lC §318 a11.d1t1ept~ets of an a£tiliated group ot a 
con.trolled group pursuanHo m.c § 1504 or IR.Cl § 1563, 
Attiendt\dhy it.~oio &009, effective January 4, 2010. 
$¢e: 4JJ>,T.J,:R.. 3{8~(a),42 N.J,~. 84(a), . ·• · .. ¥1 ... 4efiliitio,~. "Beneficial . own~hip", ins~~ "in regard . to. tlie 
transfei- t;f .~ .contfoUing interest m: class .4A ~rtlltlercial real property 
between that person or tintity aridaseparate legal entity". 

18:l(iA:-t.2 Calculation of the tax 
(a) C)n and ~et .August·.~· 2006, a tax.is imposed on the 

tra~fer df ceifain .. controUin~ interests, Thet~ . are two dif--
fer¢nt tneth~ds ~or calculatilig tliti t~ tliat are used wtder 
differntg citcunistances. Under ·both· methods the tax is paid 
by the purchlis~. · 

.... 1: . Tlitifttst11ietli?d is used if ¢onsi~etatiolihi tlXcess .bf 
$1,000,00°,is paid fot co~troUili.g ititerestin an en.ti,, atid 
th! .enti~ possessing; dire~tly dt itt~itectly, the conttotlirtg 
interest. iti . classified real fiOperty owus ~iily !he c(assi~ed 
realprdperty. In ttil~ cas~ t~e tffit is. °:alculated by ttiul-
tiplyitig the.cohsideration paid by one percent. 

i. . The s.econd method fa used ff a conirolliiig interest in 
an enti~ is . sold or transferred a11cl the . etitity MssesseS; 
directly or iµdirectly; . a controllmg interest in. cl~ssified foal 
pro.petty and also.~ interest i11 other. property, real· or 
persotial In this secood method, the equalized assessed 
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18:16A-1.2 

value ·. of the classified property, not the amount of 
consideration paid for the controlling interest itself, is used 
in the calculadon of tax .. In this situation, the tax is paid 
only if the equalized aSsessed value of the classified teal 
property exceeds $1,000,000. The tax is calculated by 
multiplying the equalized assessed value of the classified. 
real property by one percent times the ownership percen-
tage transterred. thus, the tax is measured by the portion of 
the equalized assessed value that . isproportional . to the 
percentage of the total interest in the property transferred. 

18:16A-1.3 Exceptions to tax 

(a) No tax shall apply to any sale or transfer: 

1. By or to the United States of America, · the State of 
New Jersey,· or any instrumentality, agency . or subdivision 
thereof; · 

2'.. To a purchaser that is recognized as qualified under 
IRC §501(c)3; 

3.· Having .the· chatacteristics of transactions listed in 
NJ.S.A. 46:15 .. 10; which concerns deeds excluded from 
the additional recording tee; 

4.. That is subject to the fee imposed tax pmsuant to 
N,J.S.A. 46:15-7.2; or . 

5. That is incidental . to a corporate merger or acqui-
sition if the equalized assessed value of the classified real 
property transferred is less than 20 percent of the total 
value of all assets ex.changed in the merger or acquisition. 

18:16A-1.4. · Filin.g and recordkeeping 

(a) On or before the. fast day of the month following the 
month when the sale or transfer of a controlling interest was 
completed, the purchaser/transferee must file a retlltn (Form. 
CITT-1) with the Director, Division of T~xation. Paym.ent of 
the tax shall accompany the retlltn. A copy ofthe return shall 
be filed as a supporting attachinent and accompany the 
purchaser/transferee's business. tax return :filed with New 
Jersey. 

(b) The purchaser/transferee ·. shall . supply a. copy of. the 
CITT-1 to the seller/transferor and a copy of suc:h re~ shall 
be filed as a supporting attachment and accompany the 
seller/transferor's business tax return for the entity filed with 
New Jersey. 

(c). If sale or transfer of a controlling interest inan entity, 
which owns . classified real property occurs, the entity shall 
keep a . record of .each transfer of, or connected with, a 
controlling interest in its stock or in its capital, profits,· or 
beneficial interests as the case may be. 

( d) ff an exemption from tax is daimed and an exemption 
box is checked 011 form CITT-1, Part 6 or Part 7; a properly 
executed CrTT-JE "Statement of Waiver" must be attached to 
Form ClTT--1, artd both forms must be filed. The completed 

TREASURY·.· TAXATION 

CIIT• lE documents why no tax is. paid .. If an exemption is 
claimed, calculations must nevertheless be shown on Part 6 
and/or Part 7 of the CITT'-1. 

( e) . Administration of the .. controUing• interest transfet tax is 
governed. by the provisions .of. The· State Uniform Tax 
Procedure Law, N.J.S,A. 54:48•1 et seq. 

18:16A-1.5 Application ot'the tax; examples 

(a) The tax may apply to the transfer Ofcoiltrol of an upper 
tier entity of a chain where a lower tier entity owns classified 

· real property, as well as to a transfer of control of the. direct 
owner of real property. N,lS.A. 54:ISC~la(l) refers to 
possession "directly or indirectly'' of a C()ntrolling interest. 
However, in the event that the transfer of control ofa part-
nership, association, trust or other organizatio11 that directly 
owns classified real property· by way of title. interest; to 
another entity, and does not effectuate a change in more than 
50 percent of the beneficial ownership of that partnership, 
association, ttust or other organization, to the· other entity, 
then the tax will not apply to such transfer of control. 

(b) ln a transaction where a corporation is going private, 
the value of the stock acquired may include assets not on 
books such as going concern value or intangible good will, 
for example, and riot just the book value of the aSsets that are 
depreciable. If the value of the real property transferred is less 
than 20 percent of the total value of all .as$ets exchanged in 
the acquisition, no tax would apply. 

( c) 1'he following examples illustrate the calculation and 
application of the tax. 

Example 1: Individuals J and K each own 50 percent of the 
shares in Corporation A. Corporation B is a 100 percent 
owned subsidiary of Corporation A. Corporation B is the sole 
member· of an LLC that ·<>wns ·classified. property with an 
equalized assessed value is $1.2 million and cOltltllon stock 

. worth $2 million .. 

lf J sells his stock to L, for$2 million, notax Is due. He has 
not sold a controlling interest since the percentage of shares 
sold. is not greater than 50 .. Percent of ·the total combined 
voting power of all classes of stock of A. 

Example 2; J owns 60 percent and K owns 40 percent of 
the shares in.Cotpotation A. CorporatiottB is a 100 percent 
owned subsicUary of CotpotationA. Corporation B is the sole 
membet of. an LLC that .. owns classified property with an 
equalized assessed value is $1.2 million and common stock 
worth $2 million. · 

If J sens his stock to L for $L4 mi1Hon, ta,c isdue. lle has 
sold a controlling interest in the. classified property be?ause 
the percentage of sharess~ldis greatertha~}O per?ent of the 
total . combined voting power of all classes of stock of A. 
Since J • transferred controlling·. interest of an. entity owning 
classified property ancl other property, the tax due is c:al- · 
culated. using the second method as tollows: 1 percent x $1.2 
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