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CORPORATION BUSINESS TAX ACT 

. . 

See: 26 NJ.R.. 76l(a), 26 N.J.R. 1696(b). ·. , 
Section was. "Consolidated returns for subsidiary corporations". 

Case Notes 
Taxpayer corporation,. which possessed. 100 percent ownership of 

investment in ·:French and, Brazilian corporations directly. and through 
its wholly-owned Dutch subsidiary, was entitled to. ioo percent.exclu-
sions for the divi_dends received from the French ahd Brazilian corpora-
tions. International Flavors. & Fragrances, Inc. v. Taxation Div. Di-
rector, 5 NJ.Tax .617 (Tax Ct.1983), affirmed per curiam 7 NJ.Tax 652 

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

18:7-4.16 (Reserved) 
Repealed by R,1994 d.186, effective April 18, 1994. 
See: 26 N.J.R. 761(a), 26 NJ.R. 1696(b). 

Section was "Valuation of securities". 

18:7-4.17 (Reserved) 
New Rule, R.1984 d.496, effective November~; 1984. 
See: 16 NJ.R. 1325(a), 16NJ.R. 3057(a). 
Repealed byR.1994 d.l86, effective April 18, 19% 
See: 26 N.J.R. 761(a), 26 N.J.R..1696(b). 

Section was "Urban enterprise zones". 

18:7-4.18 (Reserved) 

SUBCHAPTER 5; ENTIRE NET INCOME; 
DEFINITION, COMPONENTS AND.RULES 
FOR COMPUTING 

18:7-5.1 Entire net income; definition 
(a) "Entire net income" means total net income from all 

sources, whether within or without the United States, and 
includes: ' · · · · 

1. The gain derived · from the employment of capital 
. or labor, or trow bothcombined, as well as 

2, Profit gained through a Sale or conversion of capital 
assets. 

(b) For the purpose of the New Jersey tax, the amount of 
a taxpayer's entire net income shall be deemed prima facie 
to -be equal in amount to the 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 in-
come t~, subject to the adjustments set forth in this Sub-
chapter. · 

(c) Consistent with N.J.A.C. 18:7~11.15, _entire net in-
come shall be· determined on• a separate entity basis. as if the 
contemporaneous Federal return had not been a consolidate 
ed return. · 

Example 1: Corporation A is part of a consolidated 
group filing for Federal purpose~ which as a group m-
curred a net operating loss for the year; .. Corporation A, 
however, on a separate entity basis had net incqme of 

I 
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$100,000 before its charitable contribution expertse .of 
,$15,000 is takep. mto account. Based 6n a separate, norr-
cons91idated calculation under the Internal Revenue 
Code, and the· contdbution limitations applicable· to all'. · 
corporations for the period under review (that is, JO, 
percent), Corporation A's reportable net income for New 
Jersey purposes is $90,000 ($100,000 - ($100,000 x .10))'. 

Exaniple 2: Corporation Bis part of 1a consolidated 
group filing for Federal purposes which sold goods in the 
ordinary course . of 1:>usines's to Corpo.ration c, also a 

· member of . the same consolidated gr:oup filing: . The 
selling price between .Corporation· B · artd C w~s at arm's 
length and included a profit element in it: The Federal 

. corp9rate consolidated filing would recognize but defer . 
the gain on the sale of the goods ~etween Corporation B 
and C since Corporation C had not disposed of the 
property outside the group 'at year enq, For New Jersey 
purposes, however, Corporatibri B m)ist report the gain 
on the sale of the property for net income purposes, and 
Corporation C must include the full sales price of the 
property in.its inventory value. 

{d) Entire net income shall be determined as if no elec-
tion had.been made under 26 U.S.C. 1371 (Subchapter S .of 

the Federal Intei;naLRevenue Code). · 

Amendeclby R.1985 d.562, effective Novem)Jer 4, 1985. 
See: 17 N.J.R. 1538(a); 17 N.J.R. 2678(a). · 
' (c) added. 
Amended byR.1992 d.231, effective'June 1, 1992. 
See: 24 N.J.R. 1522(a), 24 N.J.R. 2074(c) . 

. Added examplesto(c); deleted (e). 

Statutory References 
See N:is.A. 54:lOA~(k) as t~ · definition and scope of "entire net 

income." · · 

Case Notes 
Regulations were. valid. General Bldg. Products Corp. v. State, Div. 

of,Taxation, 14 NJ.Tax 232 (1994), affirmed 15 N.J. Tax 213. . - ' . \ 

State's prohibition ag!)inst filing of consolidated income tax returns 
by related corporations does hot immunize subsidiary corporation. fron1 · 
state tax,ation of any gain realized as result of deeni.ed sale of its assets. 
General Bldg. Products Corp: v. State, Div. of Taxation, 14 NJ.Tax 
232 (1994), affirmed 15 NJ.Tax 213. 

·J\few York S corporation's distribution to New Jersey taxpayer would 
be treated as being from corporation's accumulated earnings. Laurite 
y. Director, Div. ofTaxation, 12 NJ.Tax'483 (1992);,affirmed 14 . 
NJ.Tax 166, certification denied 135 N.J. 301, 639 A.2d 101. 

Absent shQwing that S corporation's income was from .current earn~ 
ings it would be assumed that distributiort' was from accumulated 
earnings. Laurite v. Director, Ojv. of Taxation, 12 N.J.Tax 483. (1992), 
affirmed 14. NJ.Tax 166, certification den.ied 135 NJ. 301, 639 A.2d 
30L . · 

18:7--5.2 Entire netincome; how ¢omputed 
( a) "Taxable income before net operating loss deduction 

and special deductions;" hereinafter. referred t~ as .Federal 
taxable income, is the starting point in the computation of 
the _erttire net income, After determining Federal. taxable 
income, it must be adjusted as follows: .. . 

7-35 Supp. 6~17-96. 
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1. Add to Federal taxable income: 1 

L The a.mount of any specific exemption or credit 
allowed in. any law of the:United States imposmg any 

1/.tax 9n or · Illeasured by the incbme of cbrporations; 
where _such specific_ exemptiotJ or credit ·lias ·been ·de~ 
ducted in computing Federal taxable iricome; 

ii. All _interest irn::ome from ~ources within theUnit-
ed · States .. which ha1> not been included .j.n cbmputing 
Federal taxable income, including interest on. State and 

·Municipal.· bonds and· certain. obligations of· the JJnited 
States and·· its instrumentalities, less interest expense 
incurred to carry· such investments, to the extent such 
interest expense has not been deducted in computing 
Federal taxable income; .. .. · · l . . . 

iii. All dividend income from sources within the 
United St~tes ~hich has noJ been included in comput-
ing Federal taxable income; 

iv.·· All Federal taxes on.or mea.sured_byincome ·or 
. profits which were deducted in COIIlputing FedefaLtax-
. able income; · · 

v. All New Jersey franchise taxes paid or accrued 
under the CorporatiQn Business Tax Act, whether meaT 
sured .. by net worth; net income or otherwise, to the 
extent such . taxeswere deducted in. colllputing Federal 

.. · taxable income; and, with respect to accounting years 
beginning after July 7, 1993, taxes paid or accrued to a 
possession or territory of the United States, a state, a 
political. subdivision thereof, of the District· of Colums 
bia on oLmeasuredby profits 9r income, br business 
· presence or business activity including, without limita-
. tion, the Michigan Single Business Tax arid· taxes mea-
s~red in ,whole or in part by "nettaxable capital" t,o t.he 
extent !uch taxes were deducte_d in computing Federal 
taxable income; 

vi. Net operating losses sustained during any year or 
period other than that covered by the return, which 
were deducted in computing Federal taxable income, 
but_ a net -operating loss dedµction shall be _·allowed to 
the extent providedby N.J . .ti:C. 18:7-5.12through5.16. 

vii. The amount deductedi in ~Computing Federal 
taxable income, for interest on indebtedness whether or 
not . evidenced by a· written · instrument. · 'fo . be. added 
back, such · interest must be owed dir~ctly . or indirectly 

· either to an indiyidua.l stockholder or members of his. or · 
her immediate family who, in the aggn:gate,,own bene-
fic;ially _ 10 percent or more of the taxpayer's outstanding 
shares of capital stock or to a corporate stockholder 
which .owns 10 percent ·or more of the taxpayer's out-
standing shares of capital stock. The. amqunt deducted 
shall- be reduced by 10 percent of the amount so 
deducted or $1,000, whichever is larger. Thus, if the 
amount of such interestis $1,000or less, then none of 
said amount .need be added ·back. __ .(For definition .of 
and guidance in determining "directly"· and ''indirectly" · 
see N.J:AC. 18:7-45(d), (e); and (f);) However, there 
shall beallowe<i·a.s a deduction: 
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(1). Any part ()fa. deduction for interest on written 
evidence ofindebtedness issued, with stock, pursuant 
to a bona fide p}an of reorgariizationto persons who 
is prior to such reorganization .were bona fide. credi-
tors of tl-Ie taxpayer or any predecessor corpbration, 
but were not stockholders thereof; and 

I ,. , . ·, 

(2) Any part of a deduction for ,interest that re-
lates to financing· of motor vehicle inventory held for 
sale to customers, provided that the underlying in.::_ 
debtedness is owing to .a taxpayer customarily and 
routinely. providing this· type of financing .. The por-
tion of such interestwhich may be deducted is l_imit-
ed to interest on indebtedness ·relating to -flbor-
planning of motor vehicles evidenced by a trust re~ 
ceipt br similar document and . is a.lso limited to 
interest. on . unsold· inventory items. The interest 
inust, be paid or accrued directly to a creditor which . 
is a taxpayer under the acf and not indirectlyto any . 
related entity. ·· Tl}aHaxpayer, or a corporation Which 
is parent or subsidiary of that taxpayer must be. the 
manufacturer or the motor vehicles financed; · a11d ·· 

(3) Any. deduction for interest that relates to debt · 
of a "financial business corporation" owed to· an · 
affiliate corporation, but only where the interest rate. 
does not exceed two percentage points pver a prime 
rate, to be~determined by the Commissioner of Bank, 
ing. Interest paid pr accrued to such an affiliate is 
an unrestricted deduction only when a corporation is 
a ·. financial business cbrporatidn as determined · at . 
N.JA.C. 18:7-1.16. A, debt is owed to an "affiliate" 
corporation when it is owing directly. or indirectly to 

.. holders of ten percent or more of the aggregate 
outstanding shares of the taxpayer's capital stock of 
a.ll · classes as defined in N.J.A.C. 18:7-4.5. The 
deductionmay not be claimed on the Corporation 
Business Tax Return; Form CBT-100. Any corpora-
tion which is a financial business corporation must 

· file the Corpbration Business ·Tax Return··for Briilk-
ing and Financial O~rporations, Form BFC-1, and 
complete Schedule L apportioning the financial busi-

' ness. conducted in_ .New Jersey consistent with 
. N.J.S.A,54:lOA-38; and 

(4) f,\ny part df a deduction for interest that relat-
. ed to debt of a banking corporation owing directly to 
a bank holding company as defined in lZU.S.C. 1841 
of which the banking corporation is a subsidiary. 
The allowable deduction for interest is limited to 
interest pafd or accrued dir~ctly by the subsidiary to 

·· its bank hplding .··company parent notwithstanding 
that related. indebteclness may be. excluded from net 
worth where it is indirectly owing to such bank 
holding company. 
viii, Recoveries with respect to war losses, regard-

less of whether such war losses were deducted in any 
return previously. made· for ·.the· purpose of comp11ting 
\he New Jersey Corporation Business Tax;. 

-~ 
J,:1, 

~-
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ix. All income from sources ,outside the United 
States which has not been included in compu.ting Fed-
eral taxable income less all allowable deductions to the . 
extent that such allowable deductions were not taken · 
into account µi computing Federal · taxabie income. 
See (a)2iii IJelow for limitation~ respecting foreign tax 
deduction; · 
· x. In any year 'or short period which ends after 

1981, with respectto property placed in service on and 
afte_r January 1, 1981, but prior to taxpayer fiscal or 
calendar accounting years beginning on or after July 7, 
1993, any depreciation or cost recovery (ACRS or 
MACRS),which was deducted in arriving. at Federal 
taxable income and which was determined in accor-
dance with Section 168 of the Federal Internal Reyenue 
Code in effect after December 31, 1980. See (a)2iv 
below for depreciation allowable in computing entire 

. net income. 
xi. In any year or short period ending after 1981, 

with respect to property placed in service on and after 
January 1, 1981; but prior to taxpayer fiscal or calendar 
accounting years beginning on or after July 7, 1993, any 
interest, amortization or transactional costs, rent, or any 
other deduction which was claimed in arriving at Feder-
al ta,xable income as a result of a "safe harbor leasing" 
election made under Section 168(f)8 of the Federal 
Internal Revenufl Code; provided, however, that for a 
fiscal year or short period which begins in 1981 .and 
ends in 1982, any such amount which relates to proper- · 
ty placed in service during that part of the return year 
which occurs in 1981 shall be allowed as a deduction in 
arrivi_gg at entire income for that year only; and provid-
ed further that any such· amount with respect to a 
qualified mass commuting vehicle pursuant to·. Federal · 
Internal Revenue Code Section 168(f)(8)(D)(v) (for-
merly 168(f)(8)(D)(iii)) shall be allowed in any .event. 

(1) Where the "user/lessee". of qualified lease 
property which is precluded .from claiming a deduc-
tion for rent under this rule 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 Ipay 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 income, froni 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 allowable deduc-
tions were not taken.into account in computing Federal 
taxable income. 

xiii. The amount deducted from Federal taxable 
. income . for any civil, civil administrative'. or crim~al 
penalty or fine, including a penalty or fine under /an 
administrative consent order, assessed and collected for 
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violation of a State or Federal environmentaL law, an 
administrative consent qrder, or an environmental ordi-
nance or resolution of a focal governmental· entity, and 
any interest earned on the penalty or fine, and any 
economic benefits having accrued to the violator as a 
result of a violation, which benefits are assessed and 
recovered in a civil, · civil administrative, or criminal 

·. action, . or pursuant to an administrative· consent order. 
The provisions of this subsection shall not apply to a 
penalty or fine assesseg or collected for a_ violation ,of a 
State or . Federal environmental law; or local environ-
mental ordinance or resolution, if the penalty or fine 
was for a violation. that resulted from fire, riot, sabo- ) · 

· · tage, flood, storm event, natural cause, or other act of 
God beyond the reasonable control of the violator, or 
caused by an act_ or omission of a person who was 
outside the reasonable col).trol of the violator. 

~iv. The amount deducted from Federal taxable 
incdme of treble damages paid tc;i the' bepartmenl of 
Environmental Protection and Energy pursuant to. sub-
Syction a of section 7 of P.L.1976, c.141 (ij".J.S.A. 
58:10-23.llf) for costs incurred by the Department in 
removing, or arranging for the. removal of,. an unautho-
rjzed discharge upon failure of the discharger to comply 
with a directive from the Department to remove, or 
arrange for the removal of, the discharge. 

2. Deduct from Federal taxable income: 
,I • ' • > 

i. 100 percent of all dividends. included in Federal . 
taxable. income which were received from subsidiaries 
meeting the .definition of. a. sub~idiary under N.J.A.C. 
18:7-4.11 (Subsidiary corporations; definition) of this' 
Chapter and 100 percent of all . dividends 'from those 
subsidiaries which were added to Federal taxable in-
come in accordance with (a) 1 above; 

ii. Fifty percent of an· oth~r dividends included in 
Federal taxable income or added to Federal taxable 
income in accordance with (a) above. pividends re-
ceived from a· regulated• investment company which are 
treated as interest for purposes of the Internal Revenue 
Code and/or which are not considered qualifying divi-
dends for Internal Revenue purposes ar~ not eligible 
for deduction or exclusion from · entire net income <· 
under this. subsection. 

iii. Income, war-profits, and excess profits taxes .im-
posed by foreign countries or possessions of the United 
States, allocable to. income included in Federal taxable 
income subject to the following limitations: 

(1) To the extent that these income, war-profits 
and exce~s profits taxes were allowed as a credit 
against the Federal income tax under the applicable · 
provisions of the Internal Revenue Code; 
) 

(2) Provided, that such taxes were not reflected in 
deductions made in computing Federal t~able in-
come or taken under (a) lxi above; and 



- ',· .. 
J. 
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.--,. .DEPT.'.OF TREASURY-TAXATION 
, . . .. ,.. . . : :, , . - . - . ·- . . . ., - . . -.' 

_ _ , ',{$} Al~~ piovideci.that the amQunt,qf tl:ie d~d:uct- ,(1) \Vh~r~>ijlcome .r~iatingil to' sJ~h' Sfil,e hirboi: i .... ·. '. . 
< ),,ible ll,),CQDle, wai.-profits and excess pr<>fits taxes paid' leiising electioJ.lWOUld hitve: been includedJtf' Fed~ral · . ' .. 

/ to· eai;:h foreign country· or .possessi011 of lhe United' ·taxable income whether or not the ileciion.'is made ·~ 
. ./ .. States, shall not exceed the net fucome-,i~amed by the .. . no ~x~lu~i~n i~::peritiitted> ? ; C •• :; : ,; \ .;', ·--· • - • ' >~3/",1 

< r./:;P.::;:::0~:::::r. ;~;;: a!t¢r .•. . EJample: A corj,Oratiol\ .,lili:h fujop.;. ~• ll!,'lujsitjon of. 
· - - · · · · machinery and. equipment 1sJ1otperniitted'to excbideinfer-
'i980'but prior ~9 tmcpayer-fisc;al,or calen<lar·accountilig - . estincomeQierely be~ause itis one ofthej,arties tcra~ "safe_: 

.· > years tieginning on• aJid after July 7/ 1993 · on, which • harbor leasei' ._ whereby·· it -ag· reed· that. all parties to th,e 
' ACRSc or MACRS has be¢ri: clisalloweq unger ,(a)1x:: 1 -

. ·,. above -#s'jng anfinethod, life ·and s!l),vage valub which . . transaction ·chai:acteriz~ it as a iease for -F~deral ¥.coine tax, 
. \ .:.Wimld have been allowable under Qie Federal Internal 'purposes,_ 
\ . ~everiue Gode it December '31,, 1980> Ametliod, once . - . (2) For tfeatrne11C of ded~ctloris' ':i:efatirig . to such .. 
. i :adopted! must , be used for : 'all suc~eeding yearsOfor ;; _' ' safe harbor lease transadioris, see ( ailxi atiove'. . . . .· 
- purposes of corIJ.pu_ting depreciation on that particµlar 

. ·. i;icovery j:,roperty,, except onlyJhat a tazj,~yer _:inay · 
. · .. :IIi.itlce a:ch~geiii tnethc:,d ~hicl1 wo~d nqt have re-

.quired the·· c<msent of the Cqr#missionei- of Internal . •· 
•.. . -, . . · :Reyenue .. ·. Pers9rial property .. pla~d' fa. service .• during .. 

·,~hy year after 1980 inusf be treatec(µsing the·half year_ 
· convention by dlaiming a half year of depreciation in · 

thibyeat thatproperty\s placed'iil service;. No clepteci- .•. 
·• ation is allowable in the year 'ofdisposaL Aggregate 

· · .. depi:eciaJion thtimed under. tllis paragraph for all years 
.· is)iJ:nited \o the 'basis for depreciatfoti under tll_e Feder_; 
_ al Internal . Revenue Code at-the. Jfate • the .prqperty . is 
. pla9ed _in ~ervice less: whatever ·salvage value• would 

. . vii: Any bariki1lg corp~raticfo whichis operating an ' 
mternational bankµigJa~nify• (Il3F)- as part Of its' busi- -
. ness pay' exclude the eligible qet income' of, the: rBF, .as, ' ·.· . 
her.em described;Jrom it(entire riet incoine; as• follows; 

. ''. .. 

I_ . . . (1) ,Any deductions urider this section c.~ ortly \,e .•. 
.. claim_ed to the ~xtent 1~at ~~y:are not.deductibl~.:in-
. . determining Federal; taxable iQcome/dr not deduct-

·. ible under N.J,S.J\'.S4:10A-4(k)(1) through (3).-. ·-
... ,, • . .-. •·.,. . - , ' ' 

(2) The eligible. net income oL.an J.BF is the -, . 
-· · amount of incoine remaining af~~r subtracting ·th~ .·. · 

applicable expenses, as defined by,(a.)2vii(4) below. 

} .' 

have been required to be considered under the Federal 
·Int€:lma.l Reveri:rie Code at December 31; 1980.• .· 

-·. v/ -Gain or loss on,property ioid :or ~changed is tp ·. 

.. · .. --.. . - . · .. :.--,, ... ( . .. ··. - . . ·,, . . .. · .. 

· .... (3) Eligible :gross incoine 'is- the gro~sincome', d~- •. · · 
- riveclfrofu ,an' IBF. 'This will include gross: incom~' ~:. 

; ' ctbrived fro~ tile following: . ' • > ·•. . . . - \,_:: __ ) .· -be"cd¢termiried with reference .to· the amount pti:>p.erly . 
to be recognized in determinati9n of FederdL•taxable 

. . income.: However; on the· physical dispC>s.al of rec,oyery 
' ·· prt;>perty, whether or noca gain or los~ 'is' ptoperly Jo be 

···•.·-· .. recQgriized under the ·Fedei-~l'IntemalRevbnµe .Code, 
•·•·. there·· shall be allowecr as a• deduction -.any excess or 

. th.et~ ' mµsLbe •·· restored -as a.ll · iteirt .. of ' iricoirte any . 
de:fici~ncy· of depreciation disalfowed u,nder (a) ix aqove 

. oyet related depreciation, clantjed Qn_ that property · 
·.··. i .u~cler .{a)2iv above. . A st~tutory.·· riletgecot ·consolida-'--
. tion shall not constitute adispo:saloftec,overy property. 

~i ... -In. ariy year, or short period 'endirig, afi~/1981, . 
-\Vitn tespecttp property pfaceoJn ~eryit:e 9n and after .. 
, . January ·1~ l98l,. bqt pi-iqrto taxpayer fiscal ()r calendar 
, •. · accot1ntii:_ig .Sf eaig beg~g on .or aftet·Jµly 7, 1993, arty• 

it,~lll <>f mcome include!f 'in arriving 0at--Federal ,taxable 
. ·.' .. •. )Jicqti}~ . solely as. a result ()f a "safe:,hatb.<>r, ieasing''. 
' ... · election, :made um:ler Section _16.8(f)(8) .of, the. Federal · 
. ,. -Iptemal ,:~evenue . Code; _pi-oviqed, .. however; J~at. fc>r 

- the aecouri:ting perio!i which begins in-1981 and ends in . 
1982, such incom~ which relate~ to . .property placed ·in, .•.. 

. .. seryitje during l9Sl is not\o bl excluded; . amfprovid'- .. 
ed, further; 'that any such iµc_om(} which i·elates to a · 

{qualified, lllllSS 1iommut,ing vehide pursuant to FeqeraL, 
··.·. .Jnterrial R,evenue Cocle. Secti9p. l.~8(f)(8)(P)(y) (for.: . 
. / -~~rJ! 16§(f)(8)(D)(#i)) shall hi;¢9lu4e_d in.eil.tire ne~•. 

., , ~foine in !nY: ~vent · · · · · · · 
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- .. ·.··•·>· .. ··,(A) Mitking/:atranging for; placing or carrying ·_ . 
- . - loans toforeigri persons, prgvided; howe,ver, that in -.. ·. 

· , . the case of a foreign'•person ~hi¥ is an ,ingividual, .. ·• i 
.or wliifh is a.foreigpbranc::h"bf.a.dbmestic ¢~rpqrai.: 
tion~ {0ther Jll.an a bank), ot whtcll is'·-a foreign 

_ corpotatioii or .foreign partnership" which· is coii'.: - . 
·.:frolled/ by one ot, mor~ 'dome·stic corporations 
(Qthyr;Jhan banks). domestJc partnerships . or tes:i- -
dentincliyiduals; an the-proceeds of the loan are 
for use•outsi<,.ie of the United States; · · · · · · 

. . •·:• .,l , .· . , ', .-

·· •- {B)-fyfll$ing or plac,:ing deposits wiili,for~ign pet,· 
. .• sons- which are bankioi: foreign prnnches of banks·· 
. · · •· (includiri.g_ foreign subsidiariis) or foieigri branches . , 

.. :C>f the_ taxpayers or .with other intemational bank;; . 
.( :ingfacilities; or . . -

. ·;_ ,_. -_-:-.. ~~--: - ·::, .. -_. _._-,..·_, .. " -. :- - ·,' , _:·::·· ·:; ',_- -~ ; . -. ". ·. 

,1 (C) E.,ntering into foreign: excllange or hedging· 
transactions··• relating;Jo aiiy trapsactions unde( 

· (a'.)2vii(3)(A)~and(13):abov;~?t.(D)befow.> 

. . •··• ·(D},(Anf ~ther ,activities\vhich'a11 mflfiay be{ ·- at any fime~authotjz¢d to:eiigageinby Fedei:al,or 
. state law, the Bbard 'of (.}oy~rnois ,of the Federal .. ··, 
··.·. · Reserv6; the Comptroller qf the Currency, the New, · . 

.Jersey 13.~nking Cdmniission; br any otlier authoii-\ J ~- ·~· . 
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· (4) Applicable expenses are any . expenses or de-
ductions which ··are dite~tly. ?r ·• 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 U to (a). Recodified old 10 as new 12 and 
added 4-6 to (b }. . .. . . . . . .· 

. , Amended by R.1984 d.453, effecJive October 15, 1984. 
See: 16 N.J.R. 1327(a), 16 N.J.R. 2~27(a). 

(b)7 addedC . . 
Amended by R.1985. d.562, effective November 4, 1985; 
See: 17 N.J.R; 1538(aj, 17 N.JJl. 2678(a). 

Substantially amended. . .·.·.·. ·•··. · . · : ... 
Amended by R.1987 d.335, effective Augustl 7, 1~87. 
See: 19N.J.R. 712(a), 19 N,J.R. 1568(b). 

Substantially amended. 
Amended by R.1992 d289, effectiveJuly 20; 1992; 
See: 24 N.J.R; 175(a), 24 N.JK 2628(b): · · 

Revised text. . . · .. . 
Aniendedby R.1994 d.186, effective April 18,19% ·· 
See: 26 N.J.R. 761(a), 26 N.J.R. 1696(b). 

Case·Notes 
Benefits from: safe harbor· ,eases do not constitute ''real 'intangible 

personal property", for purposes of corporate tax. Reuben. ij. Donnel-
ley Corp. v .. Director; Div. of Taxati<;m, 128 N.J. 218, 607.A.2d 1281. 
(1992). . 

Interpretation of amendment to ~orporate tax governing safe harbor. 
leases· was· riot an administrative rule. Reuben H. Donnelley Corp. v. 
New Jersey Dept of TreasuryODiv. of Taxaticm; 11 N.J.Tax24l (1990), 
reversed 12 N.J.Tax 255, certification granted )27 N.J. 551, .606 A.2d 
364, reversed.128 N.J. 218, 607 A.2d 1281. 

Corporate owner of safe harbor leased propertycould not inch1de it 
in owner's business allocatioi;i factor. Reuben· H: Donnelley Corp. v. 
New Jersey Dept. of Treasury, Div. of Taxation, l1 N:J.Tax 241(1990), 
reversed 12 N.J.Tax 255, certification granted, 127 N.J. 551, 606 A.2d 
364, reversed l28 N.J. 218, 607 A.2d 1281. · 

. ' ' . . - . . 

State's. inclusio~ 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 and 
income from the bank's holdings of state and local obligations; Gar-
field Trust Co, v. Director, rnv. of Taxation, 6 NJ.Tax 462 {Tax 
Ct.1984), affirmed per curiam 7N.Hax 663 (App.Div.1984), afffrmed · 
102 N.J .. 420, 508 A.2d .1104 (1986), appeal dismissed 107S.Ct. 390, 479 
U.S. 925, 93 L.Ed.2d 345; 

Federal niinimum 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 mininmrh tax is ()n income 

. and not an excise taxon capital; Texaco, Inc. v. Directo~, Div,. of, 
Taxation, 4 N;J.Tax 63 (Tax Ct.1982). 

18:7..:.5.3 Tax paid to foreigncountry or United Sta.tes 
possession; when deductible from net income 

(a) Where the taxpayer claims deduction for, a tax paid to 
a foreign country or possession of the United States on a· 
dividend received from. a source without the United States 
this tax is deductibleoµly if: 

L The tax was paid by . the . tai;ayer itself,. ~xcept tllat 
in the case oUoreigntaxes included in income pursu4nt 

. I 

· to Section 78 of the Irtternal Revenue Code,· subsection 
(b )of the Section shall apply; arid 

2. Such tax . was not deducted in computing Federal 
taxable income; and · 

3. mo percerit ofthe dividendreceived is npt deduct-
ible under paragraph 1 of subsection (b) of Section5.2 of 
this Chapter; and · · 

4, · To the exte,nt. thaf the portion deducted shall not 
exceed 50 percent of the gross dividend, ' 

(b) With respect to foreigli taxes requitedt~ beincluded 
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 paragraph l of sub-
section (b) ofSection 5.~ofthis Chapter. . 

L . Ho~ever, if 100 percent of the foreign tax a01ount 
is not deductible from federal taxable income. as dividends 
received under paragraph l.. subsection (b) of Section 5.4 
of this Chapter then 50 percent of it 01ay1 be .deducted 
frorrdederal taxable income; and · · · 

2. . In addition; ~o percent of the foreign tax amount 
. 111ay be 1, deducted · from, federnl iaxable income, even 
though these foreignJaxes were not paid by thetaxpayer · 
itself. · · 

18:7:-5.4 \Factors not adjustable to tederal taxable·• i)!COllle 

. 1 .( a) No adjustment to .Fed:e~al taxable income is permitted 
under this rule for: . 

I : , ;·•_'. : . : - . ·- , 
1. Gains. or losses not recognized for Federal income 

tax purposes under Section .. 351 .. or. similar· sections .. of the. 
InteI"nal Revenue Code but only to the extent thatrecap-
ture oi other provisions of the Code are no.t paramc:mntto 
these sections; ·. . . . . . . 

2. The general business creditallowed or allowable 
for.Federni.income. tax.purposesurtder.Section38 of the. 

. Internal Revenue Code. · · · 

i. This may not be taken a$ 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 ofthtlnternal 
Revenue Code, taxpayer must use the .same basis for 
computing· gain·or lossfor New.Jersey net mcome.tax 

. purposes as employed• for Federal inc:ome tax purposes. 
• • ; I 

3. · ])e~reciation attrib1.1table to' a decrease inf lie basis 
of depreciable property for Federal income tax purposes'. 
as a :result of the general· business credit ,allowed or 
allow~ble under,Section 38 of the Internal Reve11ue Code. 

i. / This depreciation may. not be t~ken •. as a deduc-
tion in computing the New Je'rsey net income tax'base, 
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18:7-5.4 

ii. Depreciation taken (or\New Jersey net income 
tax purpo~es must be ,reported at the same, amount as 
reported for Federal income tax purpose's for the same 
pbriod. ' 

Amended by R.1985 d.562, effective November 4, 1985. 
See: 17N.J.R: 1538(a), 17N.J.R. 2678(a). 

(a)2 deleted; (a)l amended; 3 and 4 renumbered as 2 artd 3; 
Amended by R.1994 d.186, effective April 18, 1994,. 
See: 26 N.J.R. 761(a); 26 NJ.R. 1696(b). 

18:7-5.5 Entire net income; determining stock Qwnership 

(a) The provisions of N.J.A,C. 18:7-4.5 and 4.6 relating 
to the manner or degree of direct ·or indirect stock owner-
ship. by a creditor are applicabl~ in determining deductibility . 
ofinterest paid or accrued to .holders of 10 percent or more 
of the· aggregate outstanding shares o~ the taxpayer's capital 
stock of all classes. · 

(b) In determining the percent ownership of investment . 
for purposes of computing the dividend exclusion, a taxpaya 
er can aggregate its ownership of stock by basing its compu-
tation on its ownership equity in thepayof.. No part of such 
investment may be determined with reference to loans or 
advances but must be based upon investment in capital 
stock 

. ) 

Example 1: Corporation A received a dividend from 
Corporation B and a div1dend from Corporation e. Corpo-
rntion A owns 90 percent of Corporation B. Corporation A 
owns 20. percent of Corporation C. Corporation B owns 70 i 
percent of Corporation C. The remaining shares of Corpo-
ration B and Corp!)ration C are owned by unrelated per-

r sons. 

DEPT. OF TREASURY...;..TAXATION · 
,· 

By . literal terms of the Act, the dividend received by 
Corporation D from its 90 percent owned Corporation E is 
excludible from entire net income. ( · · '· >~ 

Since the equity of Corporation D in Corporation F is less 
than 80 percent ownership, it may only exclude 50 percent 
of the dividend received from; Corporation F from entire net 
income. 

. . 
Ownership .equity of Corporation D in Corporation F: 

Direct investment in <Sorporation F 
Investment[in Corporation .E 
Investment of Corporation E in Corpo-

ration F · · · 

90% 

60% 

20% 

Indirect investment in Corporation F 
Aggregate ownership by Corporation D 

'.90 X .60. = 54% 

I. .• I ( • of the· stock of Corporation F 
'-~....._ 

New Rule, R.1987 d.118, effective March 2, 1987. · 
See: 18 N.J.R. 2004(b), 19 N;J.R; 410(c). 

Old rule. repealed. 

eross References · 
c' 

See NJ.AC. 18:7.:..,i.5 (Net worth; indebtedness. includible) and 
J8,:7-4.6 (Receivables offset against includible indebtedness)· as to 
corriputing net worth. 

Siatutory References 

See N.J.S.A. 54:10A--4(e) as to whatmay be ip~luded in "indebted~ 
ness owing directly or indirectly." · · · 

18;7-5.6 Adjust~ent of entire·net income to period 
· covered by return; how computed 

• I • • • By literal terms of )he Act, the dividend . received · by 
Corporation A from its 90 percent owned Corporation B is 
excludible from entire net income. 

Since the equity of Corporation A in Corporation C is 80 
percent or· mote ownership,, it, may alsq exclude the divis 
dends received from Corporation C from entire net income[ 

\ (a) If the entire µet income required to be reported is f6r 
1 a period other than a period covered by the taxpayer's 

Federal income tax return, the taxpayer shall compute its 
net income as follows: · 

' . . . 

Ownership equity of Corporation A in Corporation C: · 

· Direct investment in Corporation C 
Investmentin Corporation B 
Investment of Corporation B in Corpo-

raJion C · , 
Indirect investment in Corporation C 
Aggregate.ownership by Corporation A 

of th~ stock of Corporation C · 

90% 

.70% 
.90 X .70 

20%. 

Example 2: Corporation D · received a dividend from 
Corporation E and a dividend from .Corporation F. Corpo-
ration D owns 90 percent of <;:orporation E. Corporation D 
.owns 20 percent of Corporation F. Corp,oration E owns 60 
percent of Corporation F. The remaining shares of Corpora~( 
tion E ancl Corporation F are owned by unrelated persons. 

··• 

1. Its Federal taxable income is first adjusted in the 
manner set forth on N.J.AC .. 18:7.:..5,1 through 5.4; 

2. The result is. then divided by the number of calen-
dar months or · parts thereof c6ver.ed. by the Federal 

: inco~e tax return; 
/ 

3. The resul~ is then multiplied by. the number of the 
calendar months or parts thereof covered by the ·return 
unde/the Act. ·A·pah·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). 

Statutory Referen~es ' 

N.J.s,A. 54:toA..,17. 
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