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CHAPTER 16A
CONTROLLING INTEREST TRANSFER TAX

Authonty
NJS.A. §4:15C-1. €(4) and 54:50-1.

- Source and Effective Date
R.2015 d.208 efféctive November 24 2015.
See 47 N.J. R 1934(a), 4TNIR: 3159(a).

Chap‘ter E'xpir'ation Date
Chapter 16A, Controllmg Interest Transfer Tax, expires on Noveinber
24,2022

Chapter Historical Note .

Chapter 16A Controlling Interest Transfer Tax, was adopted as new
rules by R.2008 d.180, effectlve July 7, 2008. See:. 39 N.J.R: 4556(2),
40NJR. 4222(3).

Chapter 16A; Controlhng Interest Transfer Tax, was readopted as

R.2015 d.208, eﬁ”ectrve November 24, 2015 See: Soutceé and Effectlve
Date . .
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SUBCHAPI’ER 1. CONTROLLING INTEREST
TRAN SFER TAX
18: 16A-1 1 Deﬁmtrons of words and terms

The followmg words’ and terms, wheén used in this sub-
chapter, shall have the: followmg meanmgs, unless the context
clearly indicates otherwise:

“Beneﬁcral ownershlp” ‘iheafis ownershrp of tangible or

: mtangrble property by a person or entity that does not have

legal title to the property but has ultimate control of the
property in tegard to the transfer of a controllmg interest in
class 4A commercial real property between that person or
entrty and a separate legal entity. :

“Classrﬁed real property” means commerclal propeity as
defined in N.J.A.C. 18:12-2. 2(e) that is mcome-produclng

* real property ‘other than property classified as vacant land,

residential property, farm property, industrial propertles and
apartments designed for the use of five or more families
including res1dent1al cooperatlves and mutual housmg corpor-
atiohs. -

~“Cbnsideration” means the actual amount of money and the
monetary value of any other thing of value constituting the
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entire compensatlon paid or to be pa1d for the transfer iciud:
ing the remaining amount of any prior mortgage to which the
transfer is subject or which is to be assumed and agreed to be
paid by the purchaser

“Controlling mterest” theans; with res‘pect to entities"

1. In the case of a corporation, more than 50 percent of
the total combined voting power of all classes of stock of
that corporation; or

2. In the case of an entity that is a partnersth, associa-
tion, trust or other organization, moré than 50 percent of
the beneﬁclal ownershlp of that partnership, assocratron,
trust or other organization.

With respect to classified real property, “controlhng inter-
est” means more than 50 percent of the fee simple ownershlp
of the classﬂied real property

: “Equahzed assessed value® means the assessed valiie of the

property-in the year that the transfer is made divided by the
Directot’s equalization ratio, which changes each year based
on a siles study. The resulting amount is- the equahzed,
assessed value. The Director’s equahzatlon ratio is pubhshed
annually on or before October 1 by the Director, Division of
Taxation pursuant to N.J.S.A. 54:1-35.1. Since assessed
value, which is the value on the tax rolls, does not change
often, the calculation is needed to approxrmate the current fair
market value of the property.

“Related partles” mieans parties that have the rélationship
necessary for attribution of constructive ownerslnp of stock
pursuant to IRC §318 and membefs of an affiliated ¢ group or a
controlled group ‘pursuant to IRC §1504 or IRC §1563

Ainended by 1 R.2010 d: 009, effective January 4,2010.
See: 41 N.J.R. 3789(a), 42 N.J.R. 84(a).

In definition “Beneficial ownershrp inserted . “in, regard to the
transfer of a eontrollmg friterest in class 4A commetcial réal property
between that | person or entlty and. a separate legal entrty”

18: 16A-1.2 Calculatlon of the tax

(a). On and after August 1, 2006, a tax is 1mposed on the
transfer of certain controlling interests. There are two_dif-
ferent methods for calculatmg the tax that are used under
differing circumstances. Under both methods the tax is paid
by the purchaser

1. The first method is used if consideration in excess of
$1,000,000 is pald for -controlling interest in an entity, and
the entlty posséssing, directly ot indirectly, the controlling
interest in classified teal property owns only the classified
real property. In. this case the tax is calculated by mul-
tiplying the: consrderatron paid by one percent.

2. The sécond method is used if 4 controlhng interest in

.an entlty is sold or transferred and the entlty possesses;
. directly or indirectly, a controllmg interest in classified feal
property and also an interest in other property, real or
personal. In this second method, the equalized assessed

Supp. 12-21-15



1816412

__TREASURY—TAXATION

value of the classified property, not the amount of
- consideration paid for the controlling interest itself, is used
- in the calculation of tax. In this situation, the tax is paid
only if the equalized assessed value of the classified real
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 transferred. Thus, the tax is measured by the portion of
the equalized assessed value that is proportional to the
percentage of the total interest in the property transferred.

18:16A-1.3 - Exc‘eptioos to tax v
(a) No tax shall ”app'ly to aily sale ot transfer:

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

¥ 2. Toa purchaser that is recognized as qualiﬁed. under
IRC §501(c)3;

3. Having the characteristics of transactions listed in
N.J.S.A. 46:15-10, which concerns deeds excluded from
the additional recording fee;

4. That is subJect to the fee imposed tax pursuant to
NJSA 46:15- 72 or

5. That is mcldental to a corporate merger ot acqui-
sition if the equahzed assessed value of the classified real

property transferred is less than 20 percent of the total -

value of all assets exchanged in the merger or acqu1s1t10n

18:16A-1.4 Flhng and recordkeeping
(a) On or before the last day of the month following the
month when the sale or transfer of a controlling interest was

completed, the purchaset/transferee must file a return (Form

CITT-1) with the Director, Division of Taxation. Payment of
* the tax shall accompany the return. A copy of the return shall
be filed as a supporting attachment 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 such return 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 in an 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, ot
beneficial interests as the case may be.

(d) If an exemption from tax is claimed and an exemption
box is checked on form CITT-1, Part 6 or Part 7, a properly
executed CITT-1E “Statement of Waiver” must be attached to
Form CITT-1, and both forms must be filed. The completed
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CITT-1E documents Why no tax is pald 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 controlling’interest transfer tax is
governed by the provisions of The State Uniform Tax
Procedure Law, N.J.S.A. 54:48:1 ¢t seq. .
18:16A-1.5 Application of the tax; examples

(a) The tax may a’pply to the transfer of control of an upper

 tier entity of a chain where a lower tier entity owns classified
‘real property, as well as to a transfer of cortrol of the direct

owner of real property. N.J.S.A. 54:15C-1a(1) refets to
possession “directly or indirectly”. of a controlling interest.
However, in the event that the transfer of control of a part-
nership, association, trust or other organization 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, trust or other organization, to the other entity,

- then the tax will not apply to such transfer of control. -

(b) In 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 not 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 assets exchanged in
the acqulsltlon, no tax would apply.

(¢) The following examples illustrate the calculatlon 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 owns classified property with an
equalized assessed value is $1.2 million and common stock

- worth $2 million. .

If J sells his stock to L, for $2 million, no tax 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 Corporation A. Corporation B is a 100 percent
owned subsidiary of Corporation A. Corporation B is the sole
member of an LLC that owns classified property with an
equalized assessed value is $1. 2 million and common stock
worth $2 million.

IfJ sells his stock to L for $1.4 milliOn, tax is due. He has
sold a controlling interest in the classified property because
the percentage of shares sold is greater than 50 percent of the
total combined voting power of all classes of stock of A.
Since J transferred controlling interest of an entity ownmg

classified property and other property, thé tax due is cal- -

culated using the second method as follows: 1 percent x $1.2
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