
NEW JERSEY GROSS INCOME TAX 

(h) This section applies to distributions of interestor gafn 
from qualified investment funds which are made on or after 
January 1, ·1987, · 

. - . 

New Rule, R.1989 d.94, effective Feb;uary 21, 1989. 
See: 20 N.J.R,742(b), 21 N.J.R. 457(a). · 

18:35;-l.25 Net profits from business . . .· 
(a). Each taxpayer . is subject . to gross income tax on. the 

taxpayer's "net profits from business" within the meaning of 
N.J.S.A. 54A:5-lb, which shall be determinedas provided in 
this subchapter. · 

(b) A taxpayer's net profits from business shall be ,deters · 
mined by taking into .account all .. income . of the taxpayer 

, derived from the conduct of a business, profession or any 
other income0producing activity, provided such busim~ss, 
profession· or other income-producing activity constitutes tl}e 
conduct of a trade. or business. Such income shall be taken 
into account iii determining the taxpayer's net profits from 
business, regardless of its source or character, provided it is 
directly attributable to the conduct of a trade or business by 
the taxpayer. All other income of the. taxpayer which.is 
subject to gross income tax, that is,that whkh is not directly 
attributable to the con.duct of a trade or business, shall be 
included in one or more of the other categories of gross 

! income specffied in N.J.S.A..54A:5-l according to its char-
acter and. shall not be· includable in the category of income 
"net profits from business." · 

1. Income derived by a taxpayer in the taxpayer's 
capadty as . an employee shall not be . taken into· account in · 
determining the .taxpayer's .net profits from business,. but 
rather shall be taxed as salary, ·wages, etc., described in 
N.J;S.A. 54A:5-1a. Income derived by a selfomployed 
taxpayer as remuneration. for . services rendered in the 
conduct of a trade or business shallbe taken into account 
in determiningthe taxpayer's net profits from business. 

?• Interest and 1ividend income derived by a taxpayer 
shall not be taken into accountin determining a taxpay~ 
er's net profits from business, :qnless: · · · 

i. The taxpayer shall annex to the taxpayer'.s tax 
return a statement which demonstrates that the interest 
or dividends, as the case may be, were realized i'n the 
conduct of a trade or business by the taxpayer,· and not 
from jnvestment ac;tivities ·· or other income-producing 
activities which do not constitute the conduct of a trnde · · 
or business~ An adequate demonstration shall have 
been made where it is shown that: 

(1) The iriterest is derived fromloaris made in the 
ordinary course .· of a . trade .. or business of lending 
money;• 

(2) The interest or dividends are realized with . 
respect. to. shorHerm · liquid investments of money• in 
an amount /which does not. el{ceed . the · reaspnably · 

. anticipated working/capital needs of the taxpayer's , 
trade or business; · 
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(3) The interest is clerlved in respect of accouqts 
. receivable or installment obligations acquired in the 
· ordinary course of a 'trade · ot business," bu~ only 
where credit is ordinarily offered to customers of the 
business; . . 

( 4) The inter.est or dividends are realized with · 
r~spect to investm~nts. held, to tneef requirements 
· imposed ,by law with r'1spect to, the conduct· of a trade 
or business (for. example, minimum capital require- · 
ments imposedby regulatory agencies); or with re, 
spectto deposits made in the ordinary course of 

. business {for example, ,security dep~sits pertaining to 
leases by the taxpayer 9f property used by the taxpay-
er in a trade or business, or deposits pledged by the 
taxpayer to secure loans incurred by the taxpayer fn 

·· the conduct of a trade. or busi11ess ), . or with respect to. 
other interest or,dividend-be.aring co.ntracts or in~tru: 
ments held in the ordinary course of busjness (for 

.. example, interest received on life . insurnnc~ policies 
owned by a taxpayeririsuring the lives of key employ-
ees of the taxpayer's trade or business); · . · •. 

(5) The interest or dividends are deri:ved in the · 
ordinary course ofan activity of trading or dealing in· 
any property which generates such income; if such 
activity constitutesthe;conduct of.a trade or business; 
or 

(6) The hiterest or dividends .. are . otherwise ~eal-
ized directly in the conduct of a trade or business, as 

· demonstrated to the satisfaction of the Director. 
3, Where no statement is attached tothe taxpayer's 

return, or where such · statement fails to· demonstrate that · 
th'1•interestordividends fa question have been realized in 
the conduct .of a, trade or oiisiness, such items ?f inco,me 
shall be separately stated on the taxpayer'sreturn and 
taxed eithen(s interest described in N.J.S.A. 54:A:5~ le or 
dividends described in N,J;S.A. 54A:5-lf, as the case may b~ . .. - . 

. . 
4. Rental. income shall not be taken into account. in 

determining a.taxpayer's net·prnfitsfrom business, unless. 
the rentals ·are ,received . by a taxpayer in the ordinary 
course of the conduct.of a trade or business of dealing .in 

. orleasing property. of a character in respect ofwhich the ..... 
rentals are received. A taxpayer shall not be deemed to ./ 
be engaged in the conduct of a trade o,r business of 
leasing property unless substantial services are rendered 
in connection with the .. leasing· activities.·.· The activity.·. of 
net leasing property shall not constitute the conduct of a 

• trade or business, unless the taxpayer shall be in the. trade 
or business of dealing in such property and such property 
shalLconstitute inventory or stock-in-trade of the taxpay- · 
er. Rental income of a taxpayer whichjs notreceived in 
the ordinary course of the conduct of a trade or busin.ess 
shall be taken ipto ~ccount in determining the taxpayer's 
net gains or net income trom or in the form of rents; 
royalties, patents and. copyrights described in N;J.S:A. 
54A:5.:..ld. 
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5. Royalty. incQm~ and income .derived from patents . ( d) A taxpayer's xi:e(p~ofifs fto01 business shall be deter- 4 . 
or copyrights of a taxpayer sli.aU not be taken irifo account lnined in a,cc9rdance witli,the method' of accounting utilized. c' 
in determining the faxpayer;s. net .profits from business, •·· in reporting the taxpayer's business income or loss for ·· \ ._,I 
unless th.e royalties or the income derived from patents' or · Fed~ral income t~ purposes. · 

. copyrigh!s are derive~ by the taxpay~r in. the qrdinaty · ·. · · · 
. course, of a trade or 'business of licensing intangit>le i. ·. A taxpayer's net profits from 'business shall· be 
, property: A taxpayer shall be considered to. be engaged , determined by including any income which is' subjectto ,, 

in' a trade or business -of 1icerising intangible property only · • '· . tax tinder th~ Gross Income T~ Act but :which is exempt •· · 
ifthe t~a,yer created the property or performedsubstan- , .. from Feperal_ income .taxation (for example, interest. on .. 
·tial services or incurred substantial costs with respect to ,non~New Jersey municipal obligations) and by excluding 

· :the\ d¢v€:llopment or marketing of s11ch property.; Royalty · any iricorrie which is exenipf from tax under th.e Gross 
. incorp,e or in,come. derived froin patents or copyrights of a . Income Tax Act but :which is subjeft. to Feder~ income 
'taxpayer which is not derived in ·the ordinary course of a · t1:1Xation (for example'; interest or gains . attributable to: 
trade or business of 1icensi4gJi11,tangible··propei:ty\shall tie > ob!i&ations ~escribed N'.J.S.A.; ?4A:~:-14). . 
,talceil futoaccount in detennitling the tilxpayer's,net gains···1 . 2., A taxp~yer's net profits fi-oni business shall be 

, I · or net income from m irt the form of rents, royalties,_ deter:rpfaed ·bY, tala:Q,g into ac;ccn:11it expenses or loss¢s , 1 

paien!s a~d · copyrights · descri~ed . ~' N.i:~.,'\ ,54,t\:S-ld; ·. · • incurred iri the conduct of the taxpayer's trade or business . 
. . · . . 6. •. • Gains, profits and iosses from the sale, exchange or · which .. a11e pr,opetly .. decfuctible .. in. a,ccordance with , the' 

I ' q.isposit!<m of property shall rtcit be taken' into account in , taxpayer's, method of accounting, everi; if, such, deductions, 
·. · determining a taxpayer's riet profits .from business, tinless: . relate . to ·expenses• incu.r1:ed · in·· e~ning business · income ·· 

. .. · ' ·.. .· .• · · ' · •. · . . · . · . · e.J!:emp~ frointaxation under the Grpss· Income Tax Act, J 'The gain, profit ot loss.is.realized by the tµpayer · · 
in the ordinary course 0~ the- conduct ofan activity of or ,expens~s, which are partly or, wholly norideductible for 

, trading or dealing ii:i such property and such activity .· . Federal income tax. purposes under.rules which limit .th.e 
, CC>nstitute~ the conduct of a trade or business; or ·. , , , , d~ductipility of particular busmess , expenses under the , : , 
· ·· ·.· •. · · ··· -· .· Int~rna1 Revenue Code> for example, JD¢itl arid enter- . 

ii.,, The g~, p~ofit or loss is realized bf.the taxp~yer, , ·. tainmenf'expenses which' constitute ordinary and, neces-. ,, 
........ , on :~. sale, e:irch~ge or other . dispositi~p. of property sary . expense~ facutred 'in the con.duct of a trade or - . ~< . . . 

which, m the hands of the taxp,ayer; ·constitutes property business. are fully decluctible in d~terrriinip,g a taxpayer's ./ ,1 . · 
. whicl,J, is Stock~in-tr~de, inventory-or property helci pri~ . · net profits from business for Gross ~n¢ome Tax purposes ... I _ / · 
marilyfor sale'to-custoriiers in the ordinary, course of a .,, ,, ', ,,, , ; ,I , , , ' , , ~-

, trade or business. , ' , ', , ' (e) In th~ 'case of a•taxpayefwho is engaged in niore than 
· 7. Gain~, or ~rofits and lo~~es 'fr~~ the .sale,' e~change;. one tr.ac:le qr · business, the_ taxpayer's.· net profits frotn . bm;i-

ot disposition 'of property desc;ri~eg_.it\ LR.C •. §'.. 123lshall . ness shall he determined -by .taking ipfo account ·the inc,001e,' 
not be takenfoto account in detennining'a taxpayer's net . profits, expenses .and·losses of all $ti.ch activities· on a'net 
.profits from business. · Garns; qr profits an.cl .loss~s not consolida:teci basis; . . . . . ' .. . . . .. . ·. . • 
taken into account in determining a taxpayefs _nefprofits. 
from bqsiness · shall be_ taken into· acco:unt in determining. a 
taxpayer's net gains or · income · from the. disposition of 
pr,operty desc:r;ibed iri N.J.s.A ,54A:S:-ic. , 

. .., : . .. ,, . - . . . ·a: A t~ayer's distributive ·sharfl .9f partpership in-
~ome or loss shall not be ~ake:p, lll~? a~ount in. determin- . 
mg a taxpay~r•s . net profits from. b9smess, regardless . of 

. the character of the p,aitnership's; activities. , Fol' rilles . 
governing the taxation of fucome derived by a taxpayer . 
from a p~ership; see N.i.A.C: 18:35:""L14. · .. ·. ' . 

· .. ' , ( c) A ta:xpaye~;s net profits from>busijie~s shall;, be deter- ', 
mined byiaking into accqun:t all costs and expenses incurred . 
in the conduct thereof, except 'lio deduction shall. be allowed 

. for ~axes based_ on iµcome; a:ny civil, civil administrative or 
· .. · criminal penalty or fme assessed.· and collected fo_r · a yiola-

.. 'tion ofa st~te or Federal environnienial law, or any other. 
,- assessme.nt described. in N.J.S.A. 'S4A:S-Jb(2)~ or.any treble 

. NewR;ule, R1994 d,110, ~ffective March 7, 1994. ·· · 
See: 25 RJ.R, .677(a); 26 N.J.l~ .. 1241(!:, ). · · · ' ... _') 

·· 18:3s1i~26 · Comb~t zone; extensionoftime to file and pay. 

(a) M~mbers pf the Armed ;Fqrces oi th~ United States· 
and civilians providing ,S\J,l?J)Orl to the Aimed Forces \'.VhO " 
are· ~erving .in a designated comb11t :zone or were hospital-
ized . outside the Urif ted States as ' a r.esult of an injury ··.··• 1 
received :w~e serving in''. a colllba,t zone ¥e granted \an · 
extensio~ · of . time ,for: filu:1g -. ~dividual -inco~e. · t~1 . ret~rns • 
and ·paymgtax fonhe period of combat service or hospital-
ization, ·plus 180 days. This extension is also granted Jo' 

.. such a taxpayer's spouse who files jointly. • Nq penalty, 
·· · interest or addition to .tax will be assesse.d for fate filing ·or . . 

late·. paynient· of the tax· pursuant to. this· subsection (a); 
,, , ., , , , ,) , '•, , . 

, \, 

. ·damages paid pµrsuant to N.J.S.A.58:10~23Jlfa.,No-de-. 
· ciuctio:nshall be all9wed for any e~en~e, 9r-losS'which isnot 

incutred 'in. the ordinary course . ;Of th~,· c9nduct ,'the'. 
taxp11yer's tr;;i.de ·or bus~ess; 

, (b). T~ayers who .file mdividu,al ,~come tax· returns and 
pay . gross. income tax· late should attach a statement to the 
return which ind,icates thefr qualification for .the· tax relief 

. grant'eq pursuant to {a)a.~ove. The Director may request 
· supporting iqformatiort ... , . · . . . . . 

.~· :u 
,- . ··~· -~· 
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