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CHAPTER ..)d?? ...LAWS OF N. J. 19..ZS? 
APPROVED 2;....I:i;,;-Z r 

CORRECTED COpy 

ASSEl\1BL Y, No. 3326 
--_.- .. -- 

STATE OF NEW JERSEY 
• 

INTRODUOED MAY 7, 1979 

By Assemblyman VANWAGNER 

Referred to Oommittee on Taxation 

AN 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). 

~ 
1 BE IT ENACTED by the Senate and General Assembly of the State 

2 of New Jersey: 

1 1. Section 2 of P. L. 1973, c. 31 (0. 54:10D-2) is amended to 

I
 2 read as follows:
 

3 2. Definitions. For the purposes of this act, unless the context 
j 

4 requires a different meaning:
 

5 a. "Director" means the Director of the Division of Taxation
 

6 of the Department of Treasury, State of New Jersey.
 

7 b. "Savings institution" means any State or Federally-char


8 tered building and loan association, savings and loan ass.ociati011
 

9 or savings bank
 

10 c. "Subsidiary investment" means ownership (1) of at least 

11 80% of the total coml)ined voting' power of an classes of stock of 

12 the subsidiary entitled to vote and (2) of at least 80% of each class, 

13 if any, of nonvoting stock. 

14 d. "Net income" means total income from all sources, whether 

15 within or without the United States, and shall include the gain or 

16 loss derived from the employment of capital or labor, or from both 

17 combined, as well as profits gained or losses realized tbrough sale 

18 or conversion of capital assets, less costs, bad debts, ordinary and 

19 necessary business expenses or other expenses incurred in the pro

20 duction of such ineome. For the purpose of this act, the amount of 

21 a taxpayer's net income shall be deemed prima facie to be equal in 

22 amount to the taxable income, hefore net operating loss deduction 

23 and special deductions, ,vhich the taxpayer is required to report 
EXPLANATION-Muller enclosed in bold-fnccd b'"ac!<cts [thus] in fhe above bill 

is not enacted and is intended to be amilied in the law. 
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24 to the United States Treasury Department for the purpose of 

25 computing its Federal income tax; provided, however, that in the 

26 determination of such net income, 

27 (1) (a) Net income shall exclude 1000/0 of dividends which were 

28 included in computing such taxable income for Federal income tax 

29 purposes, paid to the taxpayer by one or more subsidiaries owned 

30 by the taxpayer to the extent of 800/001' more ownership of invest

31 ment described in subsection c. of this section. Vlith respect to 

32 other dividends, net income shall not include 50% of gross divi

33 dends included in computing such taxable income for Federal 

34 income tax purposes. 

35 (b ) [Net income shall also exclude 

36 (i) Interest or dividends on obligations or securities of the 

37 State of New Jersey, its political subdivisions and authorities; 

38 and 

39 (ii) Interest or dividends on obligations of any authority, 

40 commission, instrumentality, territorial possessions of the 

41 United States which by the laws of the United States are 

42 exempt from State income taxes.] Deleted by amendment. 

43 (2) In arriving at net income for purposes of this act, savings 

44 institutions shall be allowed the same deductions for bad debts as 

45 allowed in computing their Federal taxable income. 

46 (3) Net income shall be determined without the exclusion, deduc

47 tion or credit of: 

48 (a) The amount of any specific exemption or credit allowed in 

49 any law of the United States imposing' any tax on or measured by 

50 the income of savings institutions; 

51· (b) Any part of any income from dividends or interest on any 

52 kind of stock, securities or indebtedness, except as provided in ,sub

53 section d.(l) of this section; 

54 (c) Taxes paid or accrued to the United States on or measured 

55 by profits or income, or the tax imposed by this act, or any tax 

56 paid or accrued with respect to subsidiary dividends excluded from 

57 net income as provided in subsection d. (1) of this section; 

58 (d) Net operating losses sustained during any year or period 

59 other than that covered by the report; 

60 (4) The director may, whenever necessary to properly reflect the 

61 net income of any taxpayer, determine the year or period in which 

62 any item of income or deduction shall be included, without being 

63 limited to the method of accounting employed by the taxpayer. 

64 e." Tax year" means the calendar or fiscal year on the basis 

65 of which the taxpayer is required to report for Federal income 

66 tax purposes. 
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67 f. "Taxpayer" means savings institution, as herein defined, sub

68 ject to taxation under this act. 

69 g. "Financial business" means all business enterprise which 

70 employs moneyed capital with the object of making profit by its 

71 use as money; buying and selling exchange; making of or dealing 

72 in secured loans and[/or] discounts or eithe1' of them; dealing in 

73 securities and shares of corporate stock by purchasing and selling 

74 such securities and stock without recourse, either upon the order 

75 and for the account of customers or for its own account; receiving 

76 moneys for deposit and payment of interest thereon; and all other 

77 business in which financial institutions as such generally engage in. 

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

2 read as follows: 

3 3. Excise tax imposed. There is hereby imposed upon every 

4 savings institution, as herein defined, for the privilege of doing 

5 a financial business, in this State, an annual excise tax, payable 

6 in the [year] years 1973 through 1979 [and each year thereafter,] 

7 at the rate of 570 and payable in the year 1980 and in each year 

8-9 thereafter at the rate of 3% upon its net inoome as of the close of its 

10 preceding tax year, but in no event less than $50.00 for savings 

11 institutions with assets under one million dollars and no less than 

12 $250.00 for savings institutions with assets of one million dollars 

13 or more. Such tax shall be in lieu of any State franchise tax or 

14 of any State or local taxation of, upon or measured by tangible 

15 personal property. 

1 3. Section 40f P. L. 1973, c. 31 (C. 54:10D-4) is amended to 

2 read as follows: 

3 4. a. When tax payable; returns. Tho tax imposed by tllis act 

4 upon savings banks, savings and loan associations and building and 

5 loan associations, shall be dne and payable with respect to any 

6 fiscal or calendar accounting years ending in 1973 and thereafter 

7 to be computed as herein provided, on a report which shall be filed 

8 on or before the fifteenth day of the fourth month after the close 

9 of such fiscal or calendar accounting year or 105 days after the 

10 effective date of this act whichever is later. In the case of a tax

11 payer whose fiscal accounting period ends at any time during the 

12 calendar year 1973, its first return due under this act, shall be 

13 based upon its net income from January 1, 1973 to the end of said 

14 fiscal year, and shall be filed on or before the fifteent11 day of the 

15 fourth month after the close of such fiscal year and the tax there

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

17 together with the payment of tax due hereunder, duly execute and 
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18 file a tax return with the director, in such form and containing such 

19 information as he may prescribe, which return shall truly and 

20 accurately set forth its liability under this act. 

21 b. Partial payments. With respect to its fiscal or ca'zendar ac

22 counting years ending aftM' September 30, .1979, every taxpayer 

23 shall annually pay as a partial payment of excise tax in addition 

24 to the tax payable under subsection a. of this section, an amount 

25 eq'ual to 80% of the tax pnyable under- said subsection a. In the 

26 calculation of the tax pertaining to each succeeding accounting 

27 period, due in accordance with subsection a. hereof, every taxpayer 

28 shall be entitled to a credit in the amount of the tax paid under this 

29 subsection b. as a partial payment and shall be entitled to the re

30 turn of any amount so paid which shall be fo~md to be in excess of 

31 the total amount payable in accordance with said s'Ubsection a. and 

32 this subsection b. 

1 4. Transition provisions. For purposes of this act, the Director 

2 of the Division of Taxation shall be empowered to promulgate such 

3 rules and regulations a11J may he necessary to assure the proper 

4 calculation of tax with respect to those taxpayers which have ac

5 counting period which begin before and end after the effective 

6 dates of sections 1 and 2. 

1 5. This act shall take effect immediately except that section 1 

2 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, l
the rate of taxation is reduced from 5% to 3% and provision is Imade for an 80% tax pre-payment begi.nning 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 I 
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 ~fAY 7, 1979 

By Assemblyman VAN W AGN1DR 

Referred to Committee on Taxation 

AN ACT to amend and supplement" An aet imI10sing an excise t<1.~~ 

upon savings bunks, savings and loan associations and huilding 

and loan associations; defining certain ~words for thn purpose 

of the act; prescribing the method of conecting the tax imposed; 

providing penalties for violations; and making an appropriation 

therefor," approved February 16,197'3 (P. L. 1973, c. 31). 

1 BE IT ENACTED by the Senate and Generol Assel1Lbly of the ,'..j!((tr 

2 of New Jersey: 

1 1. Section 2 of P. L. 1973, c. 31 (C. 54 :10D-2) lS amended to 

2 read as follows: 

3 2. Definitions. For the purpose,s of this act, unless the context 

4 requires a different meaning: 

5 a." Director" means the Director of the Division of Taxation 

6 of the Department of Treasury, State of New Jersey. 

7 b. "Savings institution" means any State or Federally-char

S tered building and loan association, savings and loan association 

9 or savings bank. 

10 c. "Subsidiary investment" memlS ownership (1) of at least 

11 80ro of the total combined voting power of all classes of stoel-:: of 

12 the subsidiary entitled to vote and (2) of at least 800/0 of eacll class, 

13 if any, of nonvoting stock. 

14 d." Net income" means total income from all sources, wlletLcr 

15 within or without the United States, and shall include the gain or 

16 loss derived from tLe employment of capital or labor, or from botu 

17 combined, as well as profits gained or losses realized through sale 

18 or conversion of capital assets, less costs, had debts, ordinary and 

19 necessary business expenses or other expenses incurred in the pro

20 duction of such income. For the purpose of this act, the amount of 

21 a taxpayer's net income shall be deemed prima facie to be equal in 

22 amount to the taxable income, before net operating loss deduction 

23 and special deductions, which the taxpay81' is required to report 
EXPLANATION-Maller enclosed in holel·faced brackets [thus] in the above hill 

is not enacted and is intended to he omitted in the law.' ~ 
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24: to the United Stat\~s Treasury Department fOT the purpose of 

25 computing its Federal income tax; provided, however, that in the 

26 determination of such net in00rne, 

27 (1) (a) Net income shall (Oxclude lOO~1r, of dividends which were 

29 included in computing snch lilxablc income for Federal income tax 

29 purposes, paid to the taxpayer by one or more subsidiaries oWlled 

30 by the taxpayer to the pxtent of 80% or morc ownership of invest

31 ment described in subsection c. of this section. With respect to 

32 other dividends, net income shall not include 50% of gross divi

33 dends included in computing such taxable income for Federal 
34 income tax purposes. 

33 (h) [Net income shall also exclude 

36 (i) Interest or dividends on obligations or securities of the 

37 State of New Jersey, its political subdivisions and authorities; 
38 and 

39 (ii) Interest or dividends on obligations of any authority, 

40 commission, instrumentalit:v, tClTjt~orial lJossessions of the 

41 United States which by the laws of the United States are 

42 exempt from State i1100111e taxes.] Deleted by amendment. 

43 (2) In arriving at net income for purposes of tbis act, savings 

44 institutions shall be allowed the sallie deductions for bad debts as 

45 allowed in computing their Federal taxable income. 

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

48 (a) The amount of any specific exemption or credit allowed in 

49 any law of the United Shetes imposing any tax on or measured by 

50 the income of savings institutions; 

51 (b) Any part of any income from dividends Or interest on any 

52 kind of stock, securities Or indebtedness, except as provided in sub
53 section d. (1) of this sectioll; 

54 (c) Taxes paid or accrued to the United States on or measured 

55 by profits or income, or the tax imposed by tbis act, or any tax 

56 paid or accrued with respect to subsidiary dividends excluded from 

57 net income as provided in SUbsection d. (1) of this section; 

58 (d) Net operating losses sustained during any year or period 

59 other than that covered by the report; 

60 (4) The director may, whenever necess.ary to properly reflect the 

61 net income of any taxpayer, determine Ole year or period in whicb 

62 any item of income or deduction shall be included, without being 

63 limited to the method of accounting employed by the taxpayer. 

64 e." Tax year" means the calendar or fiscal year on the basis 

65 of whicl1 the taxpayer is required to report for Federal income 
66 tax purposes. 
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67 f." Taxpayer" means savings institution, as herein defined, sub

68 jed to taxation under this act. 

69 g." Financial business" means all husiness enterprise which 

70 employs moneyed capital with tlw object of making pront by it:,; 

71 use as money; buying and selling exchange; making of or dealing 

72 in secured loans and[/or] discount~; or either of thCfJ'/; dealing in 

73 securities and shares of corporate stoel by pnrchasing and i:'el1i1Jr~ 

74 such securitio's and stock without reC,0111'SO, pithcl' npon the order 

75 and for the account of customers or for its own account; receiying 

76 moneys for deposit and payment of interest thereon; and all other 

77 business in which financial institutions as such generally engage in. 

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

2. read as follows: 

3 3. Excise tax imposed. There is hereby imposed upon ever~

4 savings institution, as herein defined, for the privilege of doing 

i
 
1
 
~ 5 a financial business, in this State, an annual excise tax, pa~rabll~
 

6 in the [year] years 1973 tMough 1979 [and each 3~ear thereafter,]
 

7 at the rate of 570 and payable in the year 1.980 and in each year
 

8 thereafter at the mte of 370 in the year 1973 and each year t11ore


9 after, at the rate ,of 5'/'0 upon its net income as of the close of it;-;
 

10 preceding tax year, but in no event less than $50.00 for ;-;avings
 

11 institutions with assets under one million dollars and no less than 

j 12 $250.00 for savings institutions with assets or one million dollars 
I 

13 or more. Such tax shall be in lieu of any State franchise tax or 

14 of any State or local taxation of, upon or measured by tangible 

15 personal property. 

1 3. Section 4 of P. L. 1973, c. 31 (C. 54 :10D-4) is ameuded to 

2 read as follows: 

3 4. a. When tax payable; returns. The tax imposed hy this act 

4 upon savings banks, savings and loan associations and building and 

5 loan as,s,ociations, shall be due and payable with respect to any 

6 fiscal or calendar accounting years ending in 1973 and thereafter 

7 to be computed as herein provided, 011 a report which s1a11 be filed 

8 on or before the fifteenth day of the fourth month after the close 

9 of such fiscal 01' calendar accounting year or 105 days after tlw 

10 effective date of this act whichever is later. Tn the case of a tax

11 payer whose fis,cal accounting period ends at any time during the 

12 calendar year 1973, its first return due nnder this act, shall be 

1 13 based upon its net income from January 1, 1973 to the end of said 
I 

14 fiscal year, and shall be filed on or before the fifteenth day of the 

15 fourth month after the close of such fiscal year and the tax there

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

11 together with the payment of tax-due hereunder, duly 'execute and 
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18 file a tax return with the director, in such form and containing such 

19 information as he may prescribe, which return shall truly and 

20 accurately set forth its liability under this act. 

21 b. Partial payments. With respect to its fiscal or calendar ac

22 counting years end'ing after September 30) 1979) every taxpayer 

23. shall annually pay as a partial payment of excise tax in addition 

24 to the tax payable under su,bsection a. of this section) an amount 

25 equal to 80% of the tax pttyable under said subsection a. In the 

26 calculation of the tax pertaining to each succeeding accounting 

27 period) due in accordance with subsection a. hereof, every taxpayer 

28 shall be entitled to a credit in the a'inount of the tax paid under this 

29 subsection b. as a partial payment and shall be entitled to the re

30 turn of any amount so paid which shall be fonnd to be in excess of 

31 the total amount payable in accordance with said subsection a. and 

32 this subsection b. 

1 4. Transition provisions. For purposes of this act, the Director 

2 of the Division of Taxation shall be empowered to promulgate such 

3 rules and regulations as may be necessary to assure the proper 

4 calculation of tax with respect to those taxpayers which have ac

5 counting period which begin before and end after the effective 

6 dates of sections 1 and 2. 

1 5. This act shall take effect immediately except that section 1 

2 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 8070 tax pre-payment begiJming 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. ·Witbout 

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 tbrough the pre-. 

payment mechanism, sufficient funds to pay any possible refund 

claim that may arise because of tbe Attorney General's opinion. 

fl33U. { /9-rtI 



ASSEl\IBLY TAXATION COMMITTEE
 

STATFJMENT TO
 

ASSEl\'lBL Y, NOG 3326 

STATE OF NEW JERSEY
 

DAT'ED: MAY 14, 19'79 

This hill would amend the Saving's Institution Tax Act to meet the 

ohjeetions raised by a recent opinion of the Attorney General of New 

.T ersey tliat the present law violates the Federal Public Debt Statute 

in discriminating against the United States Treasury obligations. To 

avoid suell taxation, this bill would include, in a tax base, income from 

both Fe(lC'ral 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 ;)7r and provision is made for an 80ro tax pre

payment beg'inning 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 !ea:->t the same total amount of 

tax to the State, in most cases more, and the State will suffer no revenue 

los:->. vVithout these amendments there would be a revenue loss to the 

State that woul(} exce'ed $3 million annually. T,his bill will not only 

insure against such revenue loss, but also will provide through the pre

payllwnt mechanisrn, sufficient funds to pay any possible refund e:laim 

that ma.y arise because of the Attorney General's opinion. 



A-3326, sponsored by Assemblywan Richard Van Hagner (D-}!orunouth) which 

amends the Savings Institution Tax Act to eli~inate in~ome from federal and state 

obligations from an institution's tax base. 

The bill also lqwers the rate of taxation on the obligations from 5 per cent 

to 3 per Co2:'-t:. 

A-l311, sponsored by Assemblyman Raymond Lesniak (D-Union), which peroits 

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 Ke~ Jersey Association of Counties. 

Under prior la~~ the counties could pay the Association of Counties directly. 

However, because there was ~o specific authorization for counties to contribute to 

the County Officers Association, the members were paid on a reimbursable basis_ 

" 

fffffJ 
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DIVISION Or LAW 
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FINANCIAL SECTION 

35 WeST srAr~ 5iREF.T tle:R:-l~;-~r K. GL''':.K1''.. ..\~ 

..... r;IE:NTON 03525 . DEPUTY ~ra.4;'>,f=Y G:=.i'l=rl#\L 

S~C7:0""'. Ci-tlEF 

Harch 6, 1979 

Sidney Glaser, Director 
Division of Ta...,"'{.ation 
State and Willow Streets 
Trenton, New Jersey 08625 

Re:	 Whether interest derived from U.S. 
Treasury notes and bonds, Comw.onwealth of 

'Puerto Rico bonds, a~d Federal National 
Mortgage Association notes is to be included 
in tIle net inC();~2 ~-8.}~ bas e llnrler t-h2 ~IIe~·7 

Jersey Savings Institution TeL"'>: Act, 
N.J.S.A-. 54:10D-l ~t ~~-H77-3509 

Dear	 Director Glaser: 

You have inquired whether interest income derived 
froQ United States Treasury notes and bonds, Corw.om;,.ealth 
of Puerto Rico bonds, and Federal National Hortgage Asso
ciation (Fj:-;rJIA) no tes is to be included in" the net inco:ne tax 
base under the rIe,;,; Jersey Savings Instituti.on Ta::o;: Ac.t J 

N. J . S .A. 54: 10D-l e t ? e~_ You Qre advi?2d that interes t 
inco~ederived from U.S. Treasury notes and bonds and frc~ 
C:orr-:cno':l.uealti-} of ?uerto Rico b0uJ,s is not properly in.::luca"'Jle 
i:l the net incoffie tax base under the Savings Instituticn 
'I2x Act) but that interest inc.o['le d2rivecl r.co:::J. F~ii>~.:'\ nCrt.;:~s 
is properly inc ludab1e in. the net income t["0: b::i3 e U:lG.;o~ c 
this statute .. 

Tt:18 S =1~.fi 1:"1.g.s 1:::3 i:= itLt t i_ O~ rc' ':,~:: }\ c. t i~~ ~_) .::.3 .-~.3 ~:.2 2..ri.~_l;.2.1. 

excise tc::L\r:' UPO!! e\lf~~CY~ sa\iiI1gs ir:sti-t!..lt~LQ~Ll.~or Lr~~~ 
Iiri"'"rj_l.Qge ()£ C~OiIlg 2.. fi-r:12L:tci21 O(1.s1,r:..2ss irt ~:r:?:~i J-~~rs2~/ .. 

1. Savings institution is defined as any stelte or 
federally-charte~ed building and loan association, savi.n~s 

and loan assoc.iation or sclvingf; bank . N.J.S.A. 54:l0D-2(b). 

.. -......,... " .. ~ ~. -.~- ...---. : - -~-- "'~ 



Page 2	 Director Cl2.ser 
R(~: N.J .S.i\.. 5!~:lOD-l et se..'1..:_ 

.. 
This excise t2....':: llPOil savings institutions is iEposec! in lieu 
of 2.ny State frarrchise tax or of any St~ate or local taA.ation 
of, upon or measured by tc:ngible ?ersonal property. 
N.J.S.A. 54:l0D-3. The tax is p2yable at the ra~e of 5% 
of the net inccce of the savings institution as o~ the close 
of the preceding t~~ year. N.J.S.A. 54:l0D-3. Net income 
is defined under the Act as: 

If • total income frow all sources, whether 
't-lithin or -';'lithout the United States, 2.J.""ld 

shall include the gain or loss derived fran 
the employ-ITJ.ent of capital or labor or froIT'.7 

bot:h combined, as Fell as profits gained 
or losses realized through sale or conversion 
of capital assets, l~ss costs, bad debts, 
ordinary and necessary business expenses or 
other expenses incurred in the production of 
such income. For the purpose of this act, 
·t1.... C> dJ..l..~mo'un........ L,.. of' c-t..., t ~-::'--.J"yr, ,-,vcn.... : o-J ~ n"'" ~ ..lo-.-lL"--- ... ~~_0 s~""'''' _l!._ -'- ......_L L • -i ~~o·n.:>" .L 11 

be deemed priu8. facie to be equal in amOlli....... t to 
the t~xable .income, before net operating 
loss deduction and special deductions, l;vhich 
the taxpayer is required to report to the 
United States Treasury D2part~:1ent	 for the 
purpose of computing its Federal income tax; 

" N.J. S .A. 5l~: lOD-2 (el) • 

The Act further provides that net	 income shall exclude: 

l'Interest or dividends on obligations of any 
authority. cOIi'.mission, instrLG1entality, 
territorial possession of the United States 
v7h::'c.h by the la;·;s of thE :.Jni ted St<J.tes are 
exempt :troIT'. State incoE'.e taxes. If 
N.J.S.A. 54:10D-2(d)lr[)0)){ii) (E~ph2Sis added). 

Accordingly, to determine ,'Thethe:L interes t incc:-::2 from 
Urtited States T:C22~~llr)T i.'l.otes o.I1'~ bond3, Fl-~~·I.:\ 1I.0t23 1 2.~:i 
?l.~erto Rico boncls 1_5 to 02. i71Clll·::l2c1 (Jt' e.:{(_:1;..:--=.l2·i ~~?_~",):::l L~:'2 

ne.t income tex b2.o;/2 under the s2.vings institi..'.ti.:J':l t.ax, 
:cefereDce Elu.:;t be illad2 to rec.2ral	 la~·r. Pu:c~1..lc,~~ to 
N.J.S.A. 54:l0D-2(d) (1) (b) (ii) , if the income is exempt 
from state income tax under the la~vs of the United St2.tes, 
it must be excluded from the tax base under the S~ving3 

Institution Tax Act. 

United States Tre2~Ury_~otes_an~ b~nds 

31 U.S.C.A. §742 provides: 
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"Except 28 othenlise provided by 12.-;;-, > all stocks> 
bonds, Treasury notes, 2nd other obligations 
of the Dr-ited States, sh;211 be eX22Pt £ro2 t2.xation 
by or under Stac2 or mQ,i~ip2.1 or l;cal authority_ 
This exemption extends to every forE!. of taxation that 
would require that eith2r the obligations or . 
interest thereon, or both, be considered, directly or 
. d· 1 ., ......c hln lrect y, In tne compuLatlon OL t e t~x, except 
nondiscriminatory franchise or other nonprcperty 
ta.xes in lieu. thereof iG.;josed on corporatiorls 2.."'1d 
except estete t2.xes or inherite.r'-ce ::2.:-:25. Jl 

Thus. by federal laY7, United States Treasury notes and bonds 
and interest income derived therefrom are clearly exempt 
from state income taxation. Pursuant to N.J.S.A. 54:10D-2 
(d) (1) (b) (ii) , such interest income is therefore excluded 
fro~ the net incc22 t~x base o£ the s~iirrgs i'nstituticQ ta:~. 

Cor:r:::rromJeal th of Puerto Rico De>ncls 

48 U.S.C.A. §745 exempts all bonds issued by the 
Governme.nt of Puerto Rico, O~ by its authority, from t~{atiorr 

by any staLe. Th2.cefore·, P~I's'U:0n~ ~o~;·.·.J.S.}>..,5/;. :.lOD-2. > 

, ~'. t"""l'.''''''' ~ .•• ) t1'~. :_.__.L-,_ - ....., ....... ..: .......\.~r-, ......I'- ...... ~ ...J,.....~r"tTCJ..d -C"'-n---' r 7""',- 1T" o-1,-h
lCl) \...L) 1.0) \..ll. lle .Ll.1Lere;::'L -'-c~'-'-"".;:: '-.~~_.~ > J..~_L.-. ·_Ck:~G~1,·L_d.~.... l 

of Puerto Rico bonds is not in~ludable iR- the net income 
tax base of the savings institution tax. L • 

2. Ie Cippears that for interc3t on a Unit~d States obligatioc 
to be excluded, N.J. S .A. 54: 100-2 (ci) (1) (b) (ii) on::'y reliuir'es 
that the. United States obliS;;;cc~ion be exempt-by feder2.1 1m·; 
from State income taxation-.-Ho,;.7e-\rer, it nay be tha.t 
interest on the. United States obligatio:\. is r,.;hat: 
N.3.S.A. SLr:l0D-2(d) (l)(b) (ii) requires. t":J be e:·:e=:pc b>' 
.f~Je~~l la~l. 48 ~.S.C.A. §7~5 does ~C)t s~eci_fic211y e~:c:~;t 
interest ()L! Co..-::L::.:J:--t.~·7f'~a_l~::' of _?ll ..::~t() :ZiCo:J ~2:'?C:3. ~.-.. ~ ..'-:-:-.,,~ 

.~~:~~:L_~_e-f 1 t~;i-! ns~~~,-"c~_;=-C°-o~_Q~~-_zi2~~~~~f-~nc~_~.~~~~~,.~:?:;-f~;-~;:~ \~:J-': 
1'1 • .J • L . -~ L, -~ ~l\;. ~j. ::.; J J!. CL. 1., ..,()), ~ "'--.. c. 1 ~....... .-' J 0 ,~ ~ ." J) , 

r,,-;v'd 338 u.s. 665, 676, 70 S. Ct. {;.13, 94 L.Ed. {~39 
(1950), the omission of the \'lOrds "2nd the interest thereon" 
'-Jas not deemed to be sig::.ificant \'Jith reference to a federal 
statute (an earlier version of 31 U.S.C.A. §J~2) eX28?ting 
federal securities froiTt s·tate taxation. Similarly, t:1::e 
o~is s ion of IIand the interes t there-on" fyom {~8 U. S . C. § 7 !~5 

should not be deeCClecl to be significant) Cln.cltheYeforc the' 
statute should be deamed to also exempt income derived from 
Com-'Ll.oi:r..7ec~1(h of Puecto Rico Do;-"ub. 
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Federal National NOTtf.age Association note::; 
'J 

In its present fOrD, -l-Fi'<!'·L\ is a gover::2en~-sporrsored 
private corporation designed by Congress to provide 
secondary ~arket facilities for ho~e mortgages. 12 
U.S.C.A. §§17l6, l7l6b, 1719. FN>IA is privately mmed -and financec 
(12 U.S.C.A. §17l8); however, the Secretary of Housing and 
Urban Development does have general regulatory pm·;ers over 
Fr~l~ in order to effectuate the intent of Congress to provid~ 
secondary market facilities for hC2e mortgages. Fm·lli has 
therefore been held to be atl. tlinstrlEneIltality" of the United 
States. Federal National Mortgage Association v. Le£ko~itz 

390 F. SUppa 136 /+, 1368(S.D.N.Y'. 19/5); First National 
Bank of Hashington v. District of Colu:.nbia gCH D.C. Tax: Rep. 
10.201 (D.C. Superior Ct.,	 Tax Division 1978). 

E-.....en lJ: Ft1}IP\. is an 11 ins truG2n-tali.tjr ll of the U:l.i.tecl 
States, to be ~xcluded fror: the .;; avings tns ti tution. teL"\(,
 

F}J}TA notes or Int~res t derlved tnerefrom . must: be exempt by
 
federal Im'1 froill state incc22 taxation. N. J . S.A. 5l~: 10D-2 (d) (1)
 
(b) (ii) . Significantly, Hl1ile 1;-lith the exception of real 
estate t~xes. F~~i4 and its incc82 are specifically excluded 
from state taxation by 12 U.S.C.I,. §1723a(c)(2), no federal 
provision specifically exempts Fm1A notes or interest inco~e 

derived therefrom from state t2xation. First l:ational Bank 
of H2shington v. District of Columbi~, supra at 10. 2(~--

3. For a thor:~lUg1~ dis cuss ion of the b2.ckgrotmd 
arld his tory of Ff';}ft.\, see Background and History of the 
'ti'.:>d"'r""c... ..L I'T..,t-io""::ll_ J.L:::- ~1·KLO~~'J2""O .1.""'."::::>·~-soc';::1:-':;on... ~.L0<q) .. ('0""J" L\G,. J-L,}! _6_ ...!-:...'_.!.... \.L"./v_ L) ...... _~ also 
1 r) - r S'C' 1 § - 16 1 7 j 7 P	 - )--"~"L-/ 8 ( - 0 r Q" 'U" Co r1 eL U... \. 1/ , ,.; liD.~. ~u- ,'+, l.JOuJ .;:-,. '-' 

Congo & Ad. News 2873-2875, 2943-2948. 
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In the absence of a specific exemption, it must then 
be determined "vhethe.c interest. income derived from FN~·IA. 

notes is eXG.llpt frccn st2.te t;:l.-X2.tiOll by 31 U.S.C.A. §71~2. 

",]hicn. except 2.S oth2~"ise provided by 1m;, exeerpts fr-o'Il 
state ta..xatiorl If all stocks, bonds) Tree.sury notes, and. otheJ::" 
ob ligations of the United States. "S. The term "other obli 
gations" includes only governnent obligations similar in 
character to those specifically r.3l!!ed and ex.empted because 
of the gen.eral pm,ier granted Congress by U. S. Canst .• Art. 1. 
§ 8, cl. 2, to bo:crm..J money on the credit of the United 
States <L.tdto issue. i£1 return therefot" obli;aticJns of tl:e 
TJ:;ited 5':2t25. Ei"j~~.~3. S2.'J';_P'~s .3.:1d LO?rl Soc. v. San 
F::- 2....Tlcis co 200 t.;. :;'-.-J 10. 2OS-:--CC -:-16 S, ~-=i-t.~Zu.~·i~lS:i(L9~1;5) 
Swith v. Davis 323 U.S. 111,65 S. Ct:. 157,89 I .. Ed. 107' 
-(I~44). See also Board of COD.L:Jissioners of NontgoGlery COtmt:y 
v. Elston 32 Ind. 27, 2 AD. Rep. 327 (1869), holding that: national 
bWLk notes issued by banks uader the authority of the United 
SC2.tes \.·;-}1icll gU2.~2.t1_teed t~~ir paJ"'~-r;.2:lt "LLpOn failllre of -the 
bank "'Jere not "other obligations of the. United States" in 
that the notes did not rest primarily on the promise of the 
government to pay them. Notcs issue.d by FN~lA II are not 
guara~teed by the United States and do not constitute a debt 
or obligation of the United St2tes or of any agency or 
instrumentality thereof other than [Fr-.~IA]. II 

12 U.S.C.A. §§17l9Co),(e). Therefor~.. J the interest income derived 
from FNj>L4. notes does not appear to be 1;'lithin the general 
exemption from state ta.xation provided by 31 U.S.C.A. §742. 
Indeed, ;eackgroul.~d_~~·ld His tory of the Fes1eral National 
Hortgage Associat.=ioLl., the basic re£erencc~ \.;ork on FN~l.\, 

IndIc2..:::es that oblig2.tions issued by FI·)LvLA to priv2.te 
i TlVes ~0rs are sUD_i ect to s ta t2 tax2. tion. BackgoLJ.nd 2.!ld 

history of the Federal N2.L::i.clnal l<:ortg2.~e AS5.Jci2~-icn-----

:1. ~·.1-1il2. ~irs[ :":;~::~_cr:l::.l ?I.~:-:'~:	 c!~ :.J.~:'~~~~:1~to~ ..... ~J2.-St!:""iCL o=: 

~-~~~·.!S·~ ~~.~ i';{;~·~~~<':.T~~~~i;.\ :J~f;~~-;:\ ~:..~~:: ~~':' l~·~-,~:~-:{~:.-~~ C~~' ~-~:~,-':~~.--~ 
?~~·s ~otes is c:(~c~?~ frG:~: che ~~_~tricc of Col~~ji~ g~035 
earnLcrg::; t2:( O~l Dc-:":lk.J (!;.~'-1-iC:3, D.C. Cr:-d-,:·, J,'JD7 c:,:~.), 

, court, reLerr1ngc' to C.ongress ' excl'US1ve powertDe to legislate 
for the District of Col~~biz, declined to deterwine whether 
Fl't'fA notes are "obligations of the United State::.;11 Hithin th:~ 

TIle,"'.ning of 31 U. S . C.!I.. § 7l ;.2 Clad hep'co2 cons titut iO~211y e:;-;:elUp t 
from. st2te taxation. Instead, the court DJs-2d its holding 
on its determin2.tions that 'E,n-lA is a federal ins trt'-~12ntality 
CL."Ld that Congress did not intend to suhj ect inL~er2st on 
securities and obligatio~s issued hy the United States and 
its 2geucies and in~;trl'lI~<~;:lt21.itiE:':~ to th(~ Dis::'::',~ict of COhcD
biD-Is E~J~O:;S ealTl·Lrt~;S tG:-:~ 
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A15, A19 (1969). Therefo=c, interest on FN~~ notes is not 
.- . b ,,1 J S ~ <::/ '0') ?(l)(l)(" \ ( .. )e ,,,," e:J.p t yr. . . . .M. • _) ,.~ :.L L -". C ':J ) 1.l. fro~ the net i~ccn2 

t~~ base of the s~vings iTIstitution tax. 

You are therefore advised that the inter'est incoc:!.~ 
deri',,"ed frara United States Treasu:::-y notes cmd bonds &Ld 
f ::::-0::'. CO::;::r::::!onwealt~ 0 E Puerto Rico 'bor!.c.s is to be e:,:ch.:cl~d 

frc~ t~e net i~co~e t~, b2S~ 0= t22 s2.vi~;s institution 
t~:,.. The int2::--est ..i.:1cc~::e d~=-i..\.~·2(l '=rQr~". F~;:~-\ :1()tes is to be 
included i'1 the net incase tax base of the savings
 
institution tax.
 

Very truly yours, 

Jot-eN J. DEG::,;A0;
 
Attorney General of Ne~., Jersey
 

By: r!3v~ &?--CLL~ 
Elise Goldbl2.t 
Deputy Attorn~y General 

EG:ar 
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