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INTRODUCED MAY 7, 1979
By Assemblyman VAN WAGNER
Referred to Committee on Taxation

Ax Act to amend and supplement ‘“An act imposing an excise tax
upon savings banks, savings and loan associations and building
and loan associations; defining certain words for the purpose
of the act; prescribing the method of collecting the tax imposed;
providing penalties for violations; and making an appropriation
therefor,”” approved February 16, 1973 (P. L. 1973, c. 31).

Br 1 enacrED by the Senate and General Assembly of the State
of New Jersey:

1. Section 2 of P. L. 1973, c¢. 31 (C. 54:10D-2) is amended to
read as follows:

2. Definitions. For the purposes of this act, unless the context
requires a different meaning:

a. ‘“‘Director’’ means the Director of the Division of Taxation
of the Department of Treasury, State of New Jersey.

b. ““Savings institution’”” means any State or Federally-char-
tered building and loan association, savings and loan association
or savings bank.

c. ‘“‘Subsidiary investment’’ means ownership (1) of at least
80% of the total combined voting power of all classes of stock of
the subsidiary entitied to vote and (2} of at least 809 of each class,
if any, of nonvoting stock.

d. “Net income’’ means total income from all sources, whether
within or without the United States, and shall include the gain or
loss derived from the employment of capital or labor, or from both
combined, as well as profits gained or losses realized through sale .
or conversion of capital assets, less costs, bad debts, ordinary and
necessary business expenses or other expenses incurred in the pro-
duction of such income. For the purpose of this act, the amount of
a taxpayer’s net income shall be deemed prima facie to be equal in
amount to the taxable income, before net 6perating loss deduction

and special deductions, which the taxpayer is required to report

ExPrLANATION—Matter enclased in bold-faced brackets [thus) in the above bill
is not enacted and is intended to be omitted in the law.
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to the United States Treasury Department for the purpose of
computing its Federal income tax; provided, however, that in the
determination of such net income,

(1) (a) Net income shall exclude 100% of dividends which were
included in computing such taxable income for Federal income tax
purposes, paid to the taxpayer by one or more subsidiaries owned
by the taxpayer to the extent of 80% or more ownership of invest-
ment deseribed in subsection c¢. of this section. With respect to
other dividends, net income shall not include 50% of gross divi-
dends included in computing such taxable income for Federal
income tax purposes.

(b) ENet income shall also exclude

(1) Interest or dividends on obligations or securities of the
State of New Jersey, its political subdivisions and aunthorities;
and

(i1) Interest or dividends on obligations of any authority,
commission, instrumentality, territorial possessions of the
United States which by the laws of the United States are
exenipt from State income taxes.] Deleted by amendment.

(2) In arriving at net income for purposes of this act, savings
institutions shall be allowed the same deductions for bad debts as
allowed in computing their Federal taxable income.

(3) Net income shall be determined without the exclusion, deduc-
tion or credit of:

(a) The amount of any specific exemption or credit allowed in
any law of the United States imposing any tax on or measured by
the income of savings institutions; |

(b) Any part of any income from dividends or interest on any
kind of stock, securities or indebtedness, except as provided in sub-
section d.(1) of this section; ‘

(¢) Taxes paid or acerued to the United States on or measured
by profits or income, or the tax imposed by this act, or any tax
paid or acerued with respect to subsidiary dividends excluded from
net income as provided in subsection d.(1) of this section;

(d) Net operating losses sustained during any year or period
other than that covered by the report;

(4) The director may, whenever necessary to properly reflect the
net income of any taxpayer, determine the vear or period in which
any item of income or deduction shall be included, without being
limited to the method of accounting employed by the taxpayer.

e. ““Tax year’’ means the calendar or fiscal year on the basis
of which the taxpayer is required to report for Federal income -

tax purposes.
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f. “Taxpayer’’ means savings institution, as herein defined, sub-
ject to taxation under this act.

g. ‘“Financial business’’ means all business enterprise which
employs moneyed capital with the object of making profit by its
use as money; buying and selling exchange; making of or dealing
in secured loans andf /or} discounts or either of them; dealing in
securities and shares of corporate stock by purchasing and selling
such securities and stock without recourse, either upon the order
and for the account of customers or for its own account; receiving
moneys for deposit and payment of interest thereon; and all other
business in which financial institutions as such generally engage in.

2. Section 3 of P. L. 1973, c. 31 (C. 54:10D-3) is amended to
read as follows:

3. Excise tax imposed. There is hereby imposed upon every
savings institution, as herein defined, for the privilege of doing
a financial business, in this State, an annual excise tax, payable
in the [year] years 1973 through 1979 fand each year thereafter,]
at the rate of 5% and payabdle in the year 1980 and in each year
thereafter at the rate of 3% npon its net income as of the close of its
preceding tax year, but in no event less than $50.00 for savings
institutions with assets under one million dollars and no less than
$250.00 for savings institutions with assets of one million dollars
or more. Such tax shall be in lieu of any State franchise tax or
of any State or local taxation of, upon or measured by tangible
personal property.

3. Section 4 of P. L. 1973, c. 31 (C. 54:10D-4) is amended to
read as follows:

4, a. When tax payable; returns. The tax imposed by this act
upon savings banks, savings and loan associations and building and
loan associations, shall be due and payable with respect to any
fiscal or calendar accounting years ending in 1973 aud thereafter
to be computed as herein provided, on a report which shall be filed
on or before the fifteenth day of the fourth month after the close
of such fiscal or calendar accounting year or 105 days after the
effective date of this act whichever is later. In the case of a tax-
payer whose fiscal accounting period ends at any time during the
calendar year 1973, its first return due under this act, shall be
based upon its net income from January 1, 1973 to the end of said
fiscal year, and shall be filed on or before the fifteenth day of the
fourth month after the close of such fiscal year and the tax there-

under shall be due and payable at said time. Fach taxpayer shall,

together with the payment of tax due hereunder, duly execute and
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4
file a tax return with the director, in such form and containing such
information as he may prescribe, which return shall truly and
accurately set forth its liability under this act.

b. Partial payments. With respect to its fiscal or calendar ac-
counting years ending after September 30, 1979, every taxpayer
shall annually pay as a partial payment of excise tax wm addition
to the tax payable under subsection a. of this section, an amount
equal to 80% of the tax payable under said subseclion a. In the
calculation of the tax pertaiming to each succeeding accounting
period, due in accordance with subsection a. hereof, every taxpayer
shall be entitled to a credit in the amount of the tax paid under this
subsection b. as a partial payment and shall be entitled to the re-
turn of any amount so paid which shall be found to be in excess of
the total amount payable in accordance with said subsection a. and
this subsection b.

4. Transition provisions. For purposes of this act, the Director
of the Division of Taxation shall be empowered to promulgate such
rules and regulations as may be necessary to assure the proper
calculation of tax with respect to those taxpayers which have ac-
counting period which begin before and end after the effective
dates of sections 1 and 2.

5. This act shall take effect immediately except that section 1
shall be retroactive to January 1, 1979.

STATEMENT

This bill would amend the Savings Institution Tax Act to meet
the objections raised by a recent opinion of the Attorney General
of New Jersey that the present law violates the Federal Public
Debt Statute in discriminating against the United States Treasury
obligations. To avoid such taxation, this bill would include, in a tax
base, income from both Federal and State obligations. Because of
the increase in the tax base caused by the inclusion of this income,
the rate of taxation is reduced from 5% to 3% and provision is
made for an 80% tax pre-payment beginning in April for returns
filed in calendar year 1980. As a result of these amendments, all
savings banks and savings and loan associations will continue to
pay at least the same total amount of tax to the State, in most
cases more, and the State will suffer no revenue loss. Without
these amendments there would be a revenue loss to the State that
would exceed $3 million annually. This bill will not only insure.
against such revenue loss, but also will provide through the pre-
payment mechanism, sufficient funds to pay any possible refund

claim that may arise because of the Attorney General’s opinion.
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INTRODUCED MAY 7, 1979
By Assemblyman VAN WAGNTER
Referred to Comnittec on Taxation

Ax Acr to amend and supplement ‘“An act imposing an excise {ax
upon savings banks, savings and loan associations and huilding
and loan associations; defining certain words for the purpose
of the act; preseribing the method of collecting the tax imposed;
providing penalties for viclations; and making an appropriation
therefor,”” approved February 16, 1573 (P. 1. 1973, c. 31).

BE 1t evacTED by the Senate and General Assembly of the Siate
of New Jersey:

1. Section 2 of P. L. 1973, ¢. 31 (C. 54:10D-2) is amended to
read as follows:

2. Definitions. For the purposes of this act, unless the context
requires a different meaning:

a. ‘‘Director’” means the Director of the Division of Taxation
of the Department of Treasury, State of New Jersey.

b. ‘“Savings institution’’ means any State or Federally-char-
tered building and loan association, savings and loan association
or savings bank.

c. ‘‘Subsidiary investment’ means ownership (1) of at least
80% of the total combined votling power of all classes of stock of
the subsidiary entitled to vote and (2) of at least 809% of each class,
if any, of nonvoting stock.

d. ‘““Net income’’ means total income from all sources, whether
within o1 without the United States, and shall include the gain or
loss derived from the employment of capital or labor, or from both
combined, as well as profits gained or losses realized through sale
or conversion of capital assets, less costs, bad debts, ordinary and
necessary business expenses or other expenses incurred in the pro-
duction of such income. For the purpose of this act, the amount of
a taxpayer’s 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 rveport

EXPLANATION—Matter enclosed in bold-faced brackets {thus} in the above bill
is not enacted and is intended to be omitted in the law. '
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to the United States Treasury Department for the purpose of
computing its Federal income tax; provided, however, that in the
determination of such net income,

(1) (a) Net income shall exclude 100% of dividends which were
included in cempnting such taxable incore for Federal incoume tax
purposes, paid to the taxpayer by one or more subsidiaries owned
by the taxpayer to the extent of 80% or more ownership of invest-
ment deseribed in subsection e. of this section. With respect to
other dividends, net income shall not include 50% of gross divi-
dends included in computing such taxable income for Federal
Income tax purposes.

(b) ENet income shall also exclude

(1) Interest or dividends on obligations or securities of the
State of New Jersey, its political subdivisions and authorities;
and

(ii) Interest or dividends on obligations of any authority,
commission, instrumentality, territorial Possessions of the
United States which by the laws of the United States are
exempt from State incoine taxes.J Deleted by amendment.

(2) In arriving at net income for puipcses of this act, savings
institutions shall be allowed {he same deductions for bad debts as
allowed in computing their Federal taxable income,

(3) Net income shall be determined without the exclusion, dedue.-
tion or credit of:

(a) The amount of any specific exemption or credit allowed in
any law of the United States Imposing any tax on or measured by
the income of savings institutions;

(b) Any part of any income from dividends or interest on any
kind of stock, sccurities or indebtedness, except as provided in sub-
section d.(1) of this section;

(¢) Taxes paid or accrued to the United States on oy measured
by profits or incone, or the tax imposed by thig act, or anv tax
paid or accrued with respect to subsidiary dividends excluded from
net income as provided in subsection d.(1) of this section;

(d) Net operating losses sustained during any year or period
other than that covered by the report ;

(4) The director may, whenever necessary to properly reflect the
net income of any taxpayer, determine the Yyear or period in which
any item of income or deduction shall be included, without being
limited to the method of accounting employed by the taxpayer,

e. “Tax year’’ means the calendar or fiscal year on the basis
of which the taxpayer is requiredb to report for Federal income

tax purposes.
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f. “Taxpayer’ means savings institution, as herein defined, sub-
ject to taxation under this act.

g. ‘‘Financial business’ means all Dbusiness enterprise which
employs moneyed capital with the object of making profit by its
use as money; buying and selling exchange; making of or dealing
in secured loans andf/or] discounts or cither of them; dealing in
securities and shares of corporate stock by pnrehasing and welling
such securities and stock without recourse, eithier upon the ovder
and for the account of customers or for its own account; receiving
moneys for deposit and payment of interest thereon; and all other
business in which financial institutions as such gencrally engage in.

2. Section 3 of P. L. 1973, c¢. 31 (C. 54:10D-3) 1s amended to
read as follows:

3. Excise tax imposed. There is hereby imposed upon every
savings institution, as herein defined, for the privilege of doing
a financial business, in this State, an annual excise tax, pavable
in the [year] vears 1973 through 1979 [and each year thereafter,]
at the rate of 5% and payable in the year 1980 and wn euch year
thereafter at the rate of 3% in the year 1973 and each year there-
after, at the rate of 5% upon its net income as of the close of its
preceding tax year, but in no event less than $50.00 for savings
institutions witli assets under one million dollars and no less than
$250.00 for savings institutions with assets of one million dollars
or more. Such tax shall be in lieu of any State franchise tax or
of any State or local taxation of, upoun or mmeasured by tangible
personal property.

3. Section 4 of P. L. 1973, ¢. 31 (C. 54:10D—4) is amended to
read as follows:

4. a. When tax payable; returns. The tax mmposed hy this act
upon savings banks, savings and loan associations and building and
loan associations, shall be due and pavable with respect to anvy
fiscal or calendar accounting years ending in 1973 and thereafter
to be computed as herein provided, on a report whicl shall be filed
on or before the fifteenth day of the fourth month after the close
of such fiscal or calendar accounting vear or 105 days after the
effective date of this act whichever is later. Tn the case of a tax-
payer whose fiscal accounting period ends at any time during the
calendar year 1973, its first return due under this act, shall be
based upon its net income from January 1, 1973 to the end of said
fiscal year, and shall be filed on or before the fifteentli dav of the
fourth month after the close of such fiscal vear and the tax there-

under shall be due and pavable at said time. Each taxpayer shall,

togéthef with the payment of tax due hereunder, duly exéctite and
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file a tax return with the director, in such form and containing such

information as he may prescribe, which return shall truly and
accurately set forth its liability under this act.

b. Partial payments. With respect to its fiscal or calendar ac-
counting years ending after September 30, 1979, every taxpayer
shall annually pay as a partial payment of excise tax in addition
to the tax payable under subsection a. of this section, an amount
equal to 80% of the tax payable under said subsection a. In the
calculation of the tax pertaining to each succeeding accounting
period, due in accordance with subsection a. hereof, every taxpayer
shall be entitled to a credit in the amount of the tax paid under this
subsection b. as a partial payment and shall be entitled to the re-
turn of any amount so paid which shall be found to be in excess of
the total amount payable in accordance with said subsection a. and
this subsection b.

4. Transition provisions. For purposes of this act, the Director
of the Division of Taxation shall be empowered to promulgate such
rules and regulations as may be necessary to assure the proper
calculation of tax with respect to those taxpavers which have ac-
counting period which begin before and end after the effective
dates of sections 1 and 2.

5. This act shall take effect immediately except that section 1
shall be retroactive to J anuary 1, 1979.

STATEMENT

This bill would amend the Savings Institution Tax Act to meet
the objections raised by a recent opinion of the Attorney General
of New Jersey that the present law violates the Federal Public
Debt Statute in discriminating against the United States Treasury
obligations. To avoid such taxation, this bill would include, in a tax
base, income from both Federal and State obligations. Becaunse of
the increase in the tax base caused by the inclusion of this income,
the rate of taxation is reduced from 5% to 3% and provision is
made for an 80% tax pre-pavment beginning in April for returns
filed in calendar year 1980. As a result of these amendments, all
savings banks and savings and loan associations will continue to
pay at least the same total amonnt of tax to the State, in most
cases more, and the State will suffer no revenue loss. Without
these amendments there would be a revenue loss to the State fchét
would exceed $3 million annually. This bill Wﬂlrnot 6n1y insure
against such revenue loss, but also will provide 'through t,h,é pre-
payment mechanism, sufficient funds to pay any possible refund

claim that may arise because of the Attorney General’s opinion.

73326 ( l"”]
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STATE OF NEW JERSEY

DATED: MAY 14, 1979

This bhill would amend the Savings Institution Tax Aect to meet the
ohjections raised by a recent opinion of the Attornev General of New
Jersey that the present law violates the Federal Public Debt Statute
in diseriminating against the United States Treasury 0b1igations. To
avoid sucl taxation, this bill would include, in a tax base, income from
both Federal and State obligations. Because of the increase in the
tax base caused by the inclusion of this income, the rate of taxation is
reduced from 5% to 3% and provision is made for an 80% tax pre-
payment beginning in April for returns filed in calendar year 1980.
As a result of these amendments, all savings banks and savings and
loan associations will continue to pay at least the same total amount of
tax to the State, in most cases more, and the State will suffer no revenue
loss. Without these amendments there would be a revenue loss to the
State that would exceed %3 million annually. This bill will not only
insure against such revenue loss, but also will provide through the pre-
payment mechanism, sufficient funds to pay any possible refund claim

that may arise becanse of the Attorney General’s opinion.



A~3326, spousared by Assemblyman Richard Van Wagner (D-Monmouth) which
L ]
amends the Savings Institution Tax Act to eliminzste income from federal and state
obligations from an institution’s tax base.

The bill also lgwers the rtate of taxation on the obligations from 5 per cent

A-31311, sponsored by Assemblyman Raymond Lesniak (D-Union). which permits
counties specifically to contribute funds to the County Officers Association of
New Jersey for membership dues and services. Counties are now statutorily authorized

»

to contribute to the XNow Jersey Association of Counties.

Under prioxr law, the counties could pay the Association of Counties directly.
- Howaver, becausa there was pa specific authorization for counties to comtribute ta

the County Officers Association, the members were paid on a reimbursable basis.
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Siate ul New Hersey

DEFPARTMENT OF LAW AND PUBLIC SAFETY STERC I SrmLman
BIV] B ASSISTANT ATTOANSY GENERAL
SION OF LAW DiReCTOR

FINANCIAL SECTION
385 WESYT STATFE STREET HERACHT K. GLIZKMAN
TRENTON 086523 CDEPUTY ATTORINZY GENERAL

rELapuoN S _L__Oq) 292 1519 SECTION CriHEF

March 6, 1979

Sidney Glaser, Director
Division of Taxation
State and Willow Streets
Trenton, New Jersey 08625

Re: Whether interest derived from U.S.
Treasury notes and bonds, Commonwealth of
"Puerto Rico bonds, and Federal Natiomal
Nortva:e Assocliation notes is to ba included
in the net income tax base under the New
Jersey Savings Institution Tax Act,
N.J.S.A. 54:10D-1 et seq.-M77-3509

Dear Director Glaser:

You have inquired whether interest income derived
from United States Treasury notes and bonds, Cormonwealth
of Puerto Rico bonds, and Federal National Mortoage Asso-
ciation (FINMA) notes is to be included in the net income tax
base under the New Jersey Savings Institutlon Tax Act,
M.J.S.A. 54:10D-1 et seq. You are advised that 1nfeves
income derived from U.S. Treasury notes and bonds and
Commonivealth of Puerto Rico bords is not proverly in:zlu
in the net iIncome tex base under the Savings Institutio
Act, but that interest income derived from FNYA no
proparly includable in the net income tax bass unaa
5 statute..

is detliped as an
d bullding and leoan as
i saviugs bank. N

N .
"~

o
o, Savings
5

leL'lly char ’ >
o £-10D-2(h).

1 lcan &asso

n
o
=~

B T T S P

e s




Page 2 Director Glaser
Re: N.J.S.A. 54:10D-1 et seq.

This excise tax upon savings institutions is imposad in lieu
of any State fsgkcbise tax or of any State ox local taxation
of, upon or measured by tangible personal property.
N.J.S.A. 54:10D-3. The tax is pL"ﬁblg at the rate of 5%
of the net income of th2 savings institution as of thz closa
of the preceding tax year. N.J.S.A. 54:10D-3. HNet incone
is defimed under the Act as:
", . . total income from all socurces, whether

within or without the United States, and
" shall include the gain or loss derived from
the employment of capital or labox, oxr from
both combined, as well as profits gained

or losses realized through sale or conversion
of capital assets, less costs, bad debts,
ordinary and necessary business expenses or
other expenses incurred in the production of
such income. For the purpose of this act,

the amount of a taxveyer’s neb incomes sLﬂ17
be deemed prima facie to be equal in amount to
the taxable .income, before net operating

loss deduction and special deductions, which
the taxpayer i1s required to xeport to the
United States Treasury Department for the
purpose of computing its Federal income tax;

. . . " N.J.S.A. 54:10D-2(d).

¥

The Act further provides that net income shall exclude:

"Interest or dividends on obligaticns
authority, commission, inatrUﬂDnta, t
territorial possession of the Unite
which by the laws of the United St:
exempt from prte income taxes.

N.J.S.A. 5Z;10D-2(d) (L) (b) (11) (Eﬂaﬁ asis added).

determine whetherint:
sasury notes and bon
g is to ba incliudsd

% base under the saving
nust bea made to fedaral law.
54:10D-2(d) (L) (b) (i1), if the
from state income tax under the laws of tt
it must be excluded from the tax base under
Institution Tax Act.
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United States Treasury notes and bonds

31 U.S.C.A. §742 provides:




Page 3 Director Glasex
Re: N.J.S5.A. 54:10D-1 et seq.

"Except as otherwise provided by law, all stocks,
bonds, Traasu*y notes, and other obligations
of tbe United States, shzll be exempnt from taxation

by oxr under State or municipal oxr local zuthority.
This exemption extends to every Iorm of taxation that
would require that eithar the obligations or

intexrest thereon, or both, be conSLdered, directly or
indirectly, in the computation of the tax, except
nondiscriminatory franchise or other HOﬁDvopDrty
taxes in lieu theresof iwposed on corporations and
axcept gst_bz taxes or inheritance raxes .

Thus, by federal law, United States Treasury notes and bonds

and LpLereSt income deflved therefrom are clearly exempt

from state income taxation. Pursuant to N.J.S.A. 54:10D-2

(d)(l)\b)(ll) such interest income is tLureF01e _exclude d
rom tone net inceme tax base of the s e

-
s

b

Commonwealth of Puerto Rico bonds

48 U.S.C.A. §745 exexpts all bonds uwed by the

iss
Government of PLDrLO Ri or by 1Lts zuthority, frowm taxation
z 2
by any state. Thegz ore; poersuant so-NoJLS AL D4 10D-2
(a) (1) {p){ii), the interest incocme derived froo Commanwealth
of Puerto Rico bonds is not includable ig the net income
tax base of the savings instituticen tax.4-

2. 1Ic appears that for intercst on a Unitsd States obligation

to be excluded, N.J.S.A. 54:10D0-2(a) (L) b)Y (ii) only reyuires

that the United States obligation be exemnt by federal law

from Stabte income taxa lOﬂ. ho*ever it mav

interest on the Unit lgation is wh

N.JUSUAT 54:10D-2(d) Leq“l*e» to b

fadaral law. 48 TS doss not svec

interest on CJAm7n7€ f. sond

Jersay Realty Insures 2Eten of L >

N.J.L. 444 (N.J. Sup reyv o d 1 oiilJ. (

rev'd 338 U.S. 665, 70 S. Cr. +13, 94 I, Ed. 439

(1950), the omission of the words "and the interest thereon

was not deemed to be 310ﬂLFlc1uL vltn re erence to a federal
exa

statute (an earlicr version of 31 U.S5.C §742) nr
federal securities from state tdxarLon. SIWL*QLly the
onission of Yand the interest thereon® from 48 0.5.¢C. §745
should not be deemed to be significant, and thexrefore the
statute should be deemed to also exemnt incoma derived from
Commonwealich of Puerto Rico bonds.
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Federal National Mortgage Association notes
23
In its preseat form,” FNMA is a governmeni-spoasored
private corporation dQSLgnod by Lonvress to p?OVlda
secondary market facilities for home mortgages. 12

U.S.C.A. §§1716, 171éb, 1719. FTNMA is privately owned and f£i
(12 U.S.C.A. §1718); however, the Secretary of Housing and .
Urban Development does have general regulaLory powers over

FMMA in order to effectuate the intent of Congress to provida

secondary market facilities for home mortgages. FMIA has
therefore been held to be an "instrumentality" of the United
States. Federal National Mortgzge Association v. Lefkowit:

390 F. Supp. 1364, 1368 (S.D.N.Y. 1975); First National
Bank of Washington v. District of Colwumbia CCH D.C. Tax

+

l\.

o
g

e

10.201 (D.C. Superior Ct., Tax Division 1978).

Fwven if FIMA 1s an "'instr
States, to be excluded from the
FNMA notes or interest derive
federal law from state inccme ta
(b) (i1). Significently, while wi
estate taxes, FNMA and its incc re specifically excluded
from state taxatLon by 12 U.S.C. §1723a(c) (2), no federal
provision spec1L1cally exempts FMNMA notes or interest income
daerived therefrom from state taxation. First Mational Bank
of %aahlugton v. District of Columbia, supra at 10.203.

Unil
on tax,
e eAeth by

H
O
s

the exception of real

il

3. For a thorough discussion of the background
and history of FIMA, see Background and History of the
Federal National Mortzage Association (19869). See also

12 U.S.C.A. §1715, l7l7, Pub. L. 50-448, [1968] U.S. Code
Cong. & Ad. News 2873-2872, 2942-2948. »

o~

. See £

oot

L)

te 2, sunra,

nanecec

ion. N.J.S.A. 54:10D- 2(d) (L)
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In the absence of a specific exempiion, it must then

be detexrmined whather interest 11co 2 derived from TIMA
notes 1s exempt frem state taxatlica by 31 U.S.C.A. §742,
wnich, except as otherwisa provi ide d by law, exempts from
state taxation "all stocks, bonds, Treasury notes, and other
obligations of the United States.'5. The term "other obli-
gations” includes only goverpmoht obligations similaxr in
character to those specifically named aﬂd exempted because
of the general power granted Congress by U.S. COWSL., Art. 1,
§8, ¢cl. 2, to borrow money on the credit of the United
States and to issue in return thereior obligat

h "a
e §
T'mitad S=at2s. EBiberriza Savings and Loan Soc. v. Sa

e D - e LU S e G S R S S

Froncisco 200 U.S. 310, Zo ST Cc. &3, LD LTEQ. 4AYS (L99a3);
smitn v. Davis 323 U.S. 11il, 65 S. Ct. 157 8% 1.. Ed. 107
(ISZ4) . See also Board oI Commissioners of Montgomery County

v. Elston 32 Ind. 2/, 2 Am. Rep. 327 (1869), holding thzt natiomal
bank notes issued by bmnks under the authorﬂty of the United
Sctetes which guarantead thai LY payment upon fallure of the
benk were not "othexr obligations of the bnltec States” in
that the notes did not rest primarily on the promise of the
government to pay them. Notes iSuLDd by FNMA “are not
guaranteed by the United States and do mot constitute a d@o
or obligation of the United States or of any aUency or
instrumentality thereof other than [FNMA].
12 U.S.C.A. §§17190).&). Therefore, the interest income derived
from FNMA notes does not appear to be within the gensral

5 exemption from state taxation provided by 321 U.S.C.A. §742
Indeed, Background and Hjbtory of the Federal National
HMortgage Assoc iziicon, the o'avc referanc2 Work on INMA,
indicaces tnat onggations issued by FNMA to private
iﬂves*ora are sub%ect to Stabc Laxaulon B ckground and

q

-[‘

Washiazton v

3

s Cha |.,.

tax on

i

the court referxring to Co 1gress’ exc ezisl
for the Dlerlct of Columbiz, decline shether
FMMA notes are ''obligations of the United States' within tha
mesning of 31 U.”.C.A. §742 aand hence constitutionally exempt
from state taxation. Instead, the court basad its holding

on its determinations that FxMA 1s a federal instrumentality

and that Congress did not intend to suhject interest on
securities and obligations 1ssued by the United States and
its agencies and instrumentalities to the District of Colum-

bd 1 - . . o
bia's gross earningzs tax.
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!1 Al9 (19569). Therefore, interest on FNMA notes is not
exe ﬂpt by ¥.J.S.A. 54:10D-2(d) (L) (b)) (i1) freom the net incoma

tax base of the savings institution tax.
Summary

You are therefore advised that the interest incoma
derived from United States Treasury notes and bonds and
- from Commonwealth of Puerto Rico bonds i1s to be ewcludad
from the net incem2 tax base oI the savings lostitudion
tax. The interest inccme derived Zrom PN notes is rto be
included in the met inccme tax base of the savings
institution tax.

Very truly yours,
JOHN J. DEGNAN

Attorney Genesral of New Jersey

By : CEZA;ii/éfQHZCLLQLLL’

Elise Goldblat
Deputy Attoimey Ceneral

FG:ar
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