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. Authority 
N;J.S.A. 54:50-1, 54A:9-8.2 and 54A:9-17(a). 

Source and Effective Date 
. R.2008 d.282, effective August 21, 2008. · 
See:• 40N.J.R. 2222(a:), 40N.J.R; 5245(b). 

Chapter Expiration Date 
lil accordance with N.J.S.A. 52:14B-5.lb, Chapter 35, NewJersey 

Gross lilcome Tax, expires o°: August 21, 2015. See:· 43 ;N.J,R. 1203(a), 

Chapter Historical Note 
Chapter 35, New Jersey Gross facome · Tax, was adopted prior to 

September 1, 1969. · ·· · · 

Subchapter 2, Setoff of lildividual Liability, was adopted as R.1982 
d.161,c::ffectiveMay 17;1982. See: 13 N.lR. 940(a),l4N.J.R. 474(b) . 

. _. Pursuant. to Executive Order No. 66(1978), Chapter. 35, • New Jersey 
Gross lilcomeTax, was readopted asR.1983 d.353, effective Augustl2, 
1983. See: 15. N.J.R. l091(a), 15 N.J.R. 1488(c). . . 

Pursuant to Executive Order No .. 66(1978), Chapter 35, New Jersey 
Gross lilcome -Tax, was readopted as R.1988 d.299, dfective June. 7, • 
1988, See:_ WN.J.R. 514(a),20N.J.R. 1571(b). 
· · Pursuant to Executive Order No .. 66(1978), Chapter. 35, New Jersey 
Gross facome Tax, was readopted as R.1993 d.315, effective June 4, 
1993. See: 25 N.J.R. l500(a), 25N.J.R .. 2906(b), 

Former Subi:hapter 3, lilformation Return for Business Employment 
lilcentive Program/Business Relocation Assistance Grant Program of the 
.New Jersey Economic :Oevelopment Authority, was adopted as R.1997 
d.533, effective December 15, 1997. -see: 29 N.J.R. 4076(b), 29 N.J.R. 
5313(a). 

'Pursuant to Executive Order No. 66(1978), Chapter J5, New Jersey 
Gross lilcome Tax, was readopted as R.1998 d.195, effective.March 26, 
1998. See: 30 NJ.R 6p(a), 30 N;J.R.1428(a). 

Chapter 35, New Jersey Gross lilcome Tax, was readopted as R.20q3 
d.285,, effective June 20, 2003. S!:le: 35 N.J.R .. 1384(a), 35 N.J.R. 
3386(a). · · 

Subchapter U, Filing Fee Payments by Partnerships,was adopted as 
Special Adopted and Concurrent Proposed New Rules by R.2003 d.13 5, 
effective February 17, 2003. (fo expire August 26, · 2003). See: 35 N.lR. 
1573(a), The concurr!;lnt proposal ofSubchapter 11, Filing Fee Payments 

. by Partnerships; was adopted as R.2003 d.370, effective August 22, 
2003. $ee: 35 N.J.R. 1573(a), 35 N;J.R. 4310(a).. . . . . 

Subchapter · 2, Excludable lilcome, was renamed Exclusions and De~ 
ductions by R.2007 d5~; effective February 5, 2007. See: 3.8 N.J.R; 
4658(a), 39 N.J.R. 546(a); · 

. ·- Chapter 35, New Jersey Gross lilcome. Tax, was readopted as R.2008 
d,282, effective August 21, 2008. 8ee: Source and Effective Pate. See, 
also, section annotations. . · · 
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· SUBCHAPTER 1. GROSS INCOME--:-CATEGORIES 
AND CALCULATION 

18:35-1.f Net profits from busjness· 

(a} Each taxpayer. is subject to gross income tax on the . . . I . . . . . . . . 

taxpayer's ''net profits·froni business"·within·the meaning •of 
RJ.S.A, 51A:5-lb, which shall be determined as provided in 
this subchapter, 

(b) For purposes of the Gross IncoJ:Be Tax Act, a sole pro~· 
prietorship,· ·.which shall include self-employed ·.individuals 
and independent contractors; is a fonn of business in which 

· one taxpayer owns all the assets of abusiness and which is 
not · a. partnership or corporation. A· single . member·· limited 
\iabHity company whose me111ber .is an individual, estate, or . 
·trust. shall be treated as a sole. proprietorship, unless. classified 
otherwise for· Federal tax purposes, Bole. proprietors shall 
report their income or loss. as net profits from business, .· · · 

. ( c) Ataxpayer'Bnet profits from business shall be deter~ . 
mined by taking into .account all income of the taxpayer . 
derived from the conduct of a business, profession or any 

. other activity intended. to produce income, provided such 
activity qualifies for and reports as a1 trade .or bu,siness for 
Federal income tax purposes. All income. attributable to · the · 
taxpayer's conduct . of a trade or busilless, reduced by costs 
and expenses as proyided in (d) below, shall be taken into 
account in determining the taxpayer's net profits from busi-
ness. All other income/ of the taxpayer subject to gross . 

TREASURY-'-TAXATION 

income tax that is not attributable to the conduct of a trade or 
business shall be .included in orie or more of the other 
categories .· of gross. income specified in · N.J.S;A. 54A:5-1 
according to its character and shall not be includable in the 
category of income "net profits.from business." The d.eter-
mination ofwhether income is derived from the conduct of a·· 
trade, business or profession· shall be based upon an exami~ 
nation offacts and circumstances of the taxpayer's activities. 
' . ,,•' '. '. 

1. . Income· derived·. as . retnuneration for services . ren-
dered inthe sole proprietorship's conduct of a trade or 
business shall be taken into account in<determining a self-
employed taxpayer's net. profits from· business. In.come 
derived by a taxpayer in the. taxpayer's capadtyas an em-
ployee, as defined in :J\T.J,A.C; 18:35~7.1, shall not be taken 
into account indeter111inlng the taxpayer's net profits from 
business, but rather shall be taxed under N.J.S,A. 54A:5-la 
(salaries, wages, etc.} · 

2. Interesf and dividend income derivedhy a taxpayer 
iri the conduct ofa trade or business shall be taken into 
account in det~g a taxpayer's net profits from busi- · 
ness. 1J1e taxpayer shall annex to the taxpayer's return a 
statement demonstntting that the interest or dividends were 
realized in the conduct of the trade or business. Interest and · 
dividends from investmeµt activities or other income-pro-
ducing activities which do not constitµtethe condqcf of a.• 
trade or businegs shall be separately stated on the taxpay-
er's rejutn. and taxed either as interest described in N.lS.A. 
54A:5-le or divi.dends described in N.J.S.A.•54A:5~lf, 

. . . . ' . 

3. Rental income derived by a taxpayer in the conduct 
of a trade or business shall. be taken into accourtt in deter" 
mining a taxpayer's net profits from business. Rental in-
come of a taxpayer which is not received in the conductof 
a trade or business shall be taken into account in deter-
mining thetaxpayer's net gains or netinc~me from rents, 
royalties, patents and copyrights described in N.J.S.A. 
54A:5~ld .. 

4. Royalty, patent, or copyright income derived by a 
taxpayer in· the· .c:onduct. of a trade or business that licenses 
intangibleproperty shall be taken into account in ·detennin- ·. 
ing the tax,payer's>nt:t profits from business. Income de-
rived from royalties, patents or copyrights ofataxpayer 
which is not derived from a trade or business . shall be taken 
into accountindetermining the taxpayer's net gains or net 

. income from J1t in the form ofrent&, royalties, patents and 
copyrights described in N,lS.1\. 54A:5-ld. 

5. CJ:ains from the sale, exchange or other disposition of 
trade or business property shall be taken into account in . 
determining a taxpayer's net profits .from business. The ·· 
taxpayer shall annex to the taxpayer's return a stateinent 
which.•. demonstrates that gains and losses from the sale, 
exchange;· or other. ~isposition pf property were realized. in 
the conduct ofa trade or bu&iness. The sale, exchange or 
other disposition of property which is not directly ire lated to 
or einployed in the conduct of a .trade or bµsiness must be 

. reported as qescribed in N.IS.A,. 54A:5-lc, netgains oi-
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income from the disposition of property. Gain or loss from 
the sale or disposition of assets employed in a trade or 
business as a result of a complete liquidation of the busi-
ness must be reported as described in N.J.S.A. 54A:5-lc, 
net gains or income from the disposition of property. 

i. A complete liquidation of a business is deemed 
to occur in the tax year when the business discontinues 

Next Page is 35-3 35-2.1 

18:35-1.1 

all business activities and all its assets have been dis-
tributed. 

6. A taxpayer's distributive share of income or loss 
from a partnership, S corporation, or estate or trust shall 
not be taken into account in determining a taxpayer's net 
profits from business, regardless of the character of the in-

Supp. 9-15-08 


