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CHAPTER 40, LAWS OF N.J. 1977

APPROVED 3-16-77 REFEREN CE
NLy

[FOURTH OFFICIAL COPY REPRINT]

SENATE, No. 1709

STATE OF NEW JERSEY

INTRODUCED OCTOBER 7, 1976
By Senator MERLINO

Referred to Committee on Revenue, Finance and Appropriations

Ax Acrt concerning certain exclusions from gross income under the
New Jersey Gross Income Tax Act, **[and]}** amending sections
54 A :5-1**[[J** **and** 54A:6-10 and **repealing™* 54A :6-12
of the New Jersey Statutes.

1 BE 1T ENACTED by the Senate and General Assembly of the State

2 of New Jersey:

1 1. N.J.S.54A :5-1 is amended to read as follows:

2 54A :5-1. New Jersey Gross Income Defined. New Jersey gross

3 income shall consist of the following categories of income:

4 (a) Salaries, wages, tips, fees, commissions, bonuses, and other

5 remuneration received for services rendered whether in cash or in

6 property;

7 (b) Net profits from business. The net income from the opera-

8 tion of a business, profession, or other activity, after provision

9 for all costs and expenses incurred in the conduct thereof, deter-
10 mined either on a cash or accrual basis in accordance with the
11 method of accounting allowed for Federal income tax purposes but
12 without deduction of taxes based on income;
13 (¢) Net gains or income from disposition of property. Net gains
14 or net income, less net losses, derived from the sale, exchange or
15 other disposition of property, including real or personal, whether
16 tangible or intangible as determined in accordance with the method
17 of accounting allowed for Federal income tax purposes. For the

174 purpose of determining gain or loss, the basis of property shall be
178 the adjusted basis used for Federal income tax purposes.

18 ****For the tax year 1976, any taxpayer with a tax liability under
184 this subsection, or under the ““Tax on Capital Gains and Other
18¢c Unearned Income Act’’ (P. L. 1975, c. 172), shall not be subject
18p to payment of an amount greater than the amount he would have
18 paid if either return had covered all capital tramsactions during

18 the full tax year 1976; provided, however, that the rate which

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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shall apply to any capital gain shall be that in effect on the date
of the transaction. To the extent that any loss is used to offset
any gain under (P. L. 1975, ¢. 172) it shall not be used to offset
any gawn under the ‘““New Jersey Gross Income Tax Act’” (P. L.
1976, c. 47).****

The term ‘‘net gains or income’’ shall not include gains or in-
come derived from obligations which are referred to in clauses (1)
or (2) of section 54 A :6-14 of this act. The term ‘‘net gains or net in-
come’’ shall not include gains or income from transactions to the
extent to which nonrecognition is allowed for Federal income tax
purposes. The term ‘‘sale, exchange or other disposition’’ shall not
include the exchange of stock or securities in a corporation a party
to a reorganization in pursuance of a plan of reorganization, solely
for stock or securities in such corporation or in another corporation
a party to the reorganization and the transfer of property to a
corporation by one or more persons solely in exchange for stock or
securities in such corporation if immediately after the exchange
such person or persons are in control of the corporation. For
purposes of this clause, stock or securities issued for services shall
not be considered as issued in return for property.

For purposes of this clause, the term ‘‘reorganization’’ means—

(i) A statutory merger or consolidation;

(ii) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation) of stock of another corporation if, immedi-
ately after the acquisition, the acquiring corporation has control
of such other corporation (whether or not such acquiring corpora-
tion had control immediately before the acquisition) ;

(iii) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation), of substantially all of the properties of
another corporation, but in determining whether the exchange is
solely for stock the assumption by the acquiring corporation of a
liability of the other, or the fact that property acquired is subject
to a liability, shall be disregarded;

(iv) A transfer by a corporation of all or a part of its assets to
another corporation if immediately after the transfer the trans-
feror, or one or more of its shareholders (including persons who
were shareholders immediately before the transfer), or any com-
bination thereof, is in control of the corporation to which the assets

are transferred;
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(v) A recapitalization;

(vi) A mere change in identity, form, or place of organization
however effected; or

(viil) The acquisition by one corporation, in exchange for stock
of a corporation (referred to in this subelause as ‘‘controlling
corporation’’) which is in control of the acquiring corporation, of
substantially all of the properties of another corporation which in
the transaction is merged into the acquiring corporation shall not
disqualify a transaction under subclause (i) if such transaction
would have qualified under subclause (i) if the merger had been
into the controlling corporation, and no stock of the acquiring cor-
poration, is used in the transaction;

(viii) A transaction otherwise qualifying under subclause (i)
shall not be disqualified by reason of the fact that stock of a cor-
poration (referred to in this subeclause as the *‘controlling corpora-
tion’’) which before the merger was in control of the merged
corporation is used in the transaction, if after the transaction, the
corporation surviving the merger holds substantially all of its
properties and of the properties of the merged corporation (other
than stock of the controlling corporation distributed in the trans-
action) ; and in the transaction, former shareholders of the sur-
viving corporation exchanged, for an amount of voting stock of
the controlling corporation, an amount of stock in the surviving
corporation which constitutes control of such corporation.

For purposes of this clause, the term ‘‘control’’ means the own-
ership of stock possessing at least 80% of the total combined voting
power of all classes of stock entitled to vote and at least 80% of
the total number of shares of all other classes of stock of the cor-
poration.

For purposes of this clanse, the term ‘‘a party to a reorganiza-
tion’’ includes a corporation resulting from a reorganization, and
both corporations, in the case of a reorganization resulting from
the acquisition by one corporation of stock or properties of another.
In the case of a reorganization qualifying under subclause (i) by
reason of subclause (vii) the term ‘‘a party to a reorganization’’
includes the controlling corporation referred to in such subclause
(vii).

Notwithstanding any provisions hereof, upon every such ex-
change or conversion, the taxpayer’s base for the stock or securi-
ties received shall be the same as the taxpayer’s actual or attributed
base for the stock, securities or property surrendered in exchange

therefor.
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100 (d) Net gains or net income derived from or in the form of
101 rents, royalties, patents, and copyrights.
102  (e) Interest, except interest referred to in clauses (1) or (2) of
103 section 54A :6-14 of this act.
104 (f) Dividends. ‘‘Dividends’’ means any distribution in cash or
105 property made by a corporation, association or business trust,
106 (1) out of accumulated earnings and profits, or (2) out of earn-
107 ings and profits of the year in which such dividend is paid.
108 (g) Gambling winnings.
109 (h) Net gains or income derived through estates or trusts.
110 (i) Income in respect of a decedent.
111 (j) Pensions and annuities *except* to the extent [that the
112 proceeds exceed the contributions made by the taxpayer *[as
113 provided}* *of exclusions* in **[sections]** **section** 544:6-10
114 and **[544 :6-12]** *hereunder, notwithstanding the provisions of
115 N. J. 8. 184:66-51, P. L. 1973, ****[c. 30L]**** ****c. 140****,
116 s. 41 (C. 43:64—+41), P. L. 1954, ¢. 84, s. 53 (C. 43:154-53), P. L.
117 1944, c. 255, s. 17 (C. 43:16A-17), and P. L. 1965, c. 89, s. 45
118 (C. 53:54-45).*
1182 Distributive share of partnership income.
119 (1) Amounts received as prizes and awards, except as provided
120 in sections 54A :6-8 and 54A:6-11 hereunder.
121  (m) Rental value of a residence furnished by an employer or a
122 rental allowance paid by an employer to provide a home.
123 (n) Alimony and separate maintenance payments to the extent
124 that such payments are required to be made under a decree of
125 divorce or separate maintenance but not including payments for
126 support of minor children.

9. N.J.S.54A :6-10 is amended to read as follows:

54A :6-10. Pensions and annuities. Gross income shall not in-
clude [that part of any amount] *[amounts]* *that part of any
amount* received as an annuity under an annuity, endowment, or
life insurance contract [which bears the same ratio to such amount
as the investment in the contract (as of the annuity starting date)
bears to the expected return under the contract (as of such date).

Where (1) part of the consideration for an annuity, endowment, or

W W =~ S O ke W N~

life insurance contract is contributed by the employer, and (2) dur-
ing the 3-year period beginning on the date on which an

—_
)

amount is first received under the contract as an annuity, the

—
[

aggregate amount receivable by the employee under the terms of

—
@

the contract is equal to or greater than the consideration for the

—t
S

contract contributed by the employee, then all amounts received

—t
[}

as an annuity under the contract shall be excluded from gross
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income until there has been so excluded an amount equal to the
consideration for the contract contributed by the employee] *[or
amounts received as pension, disability or retirement bemefits,
under any public or private plan, whether the consideration therefor
s contributed by the employee or employer or both, to the extent
of $10,000.00 in any one year]* *which bears the same ratio to
such amount as the investment in the contract as of the annuity
starting date bears to the expected return under the contract as of
such date. Where (1) part of the consideration for an anmuity,
endowment, or life insurance contract is contributed by the em-
ployer, and (2) during the 3-year period beginning on the date on
which an amount 1s first received under the contract as an annuity,
the aggregate amount recewvable by the employee under the terms
of the contract 1s equal to or greater tham the consideration for the
contract contributed by the employee, then all amounts received
as an annuity under the contract shall be excluded from gross
income until there has been so excluded an amount equal to the
consideration for the contract contributed by the employee.

¥*¥x[**In addition to that part of any amount received as an
annuity which is excludable from gross mcome as herem provided,
gross income shall not include payments of $7,500.00 for a married
couple filing jointly, $3,750.00 for a married person filing separately,
or $5,000.00 for a single taxpayer, receiwed as an annuity, endow-
ment or life insurance contract, or payments of such amounts or
less for each class of taxpayer as heretofore designated, which are
recewved as pension, disability or retirement bewnefits under any
public or private plan, whether the consideration therefor is con-
tributed by the employee or employer or both, provided that the
taxpayer either by virtue of age or disability is or would be eligible
to receive payments under the Federal Social Security Act. **]****

****I'n addition to that part of any amount received as an an-
nuity which is excludable from gross income as herein provided,
gross imcome shall not include payments of up to $10,000.00 for
a married couple filing jointly, $5,00000 for a married person
filing separately or §7,500.00 for a single tawpayer, which are re-
ceived as am amwnuity, endowment or life insurance contract, or
payments of any Such amounts which are received as pension,
disability, or retirement benefits, under any public or private plan,
whether the consideration therefor is contributed by the employee
or employer or both, by any person who, either by virtue of age
or disability, is or would be eligible to receive payments under
the Federal Soctal Security Act.****



58

59

60
1
1a

=1 S O P W N

T
= W D= O W W

e
(=2 ) |

O W N O OB W =

6

Gross income shall not include any amount received under any
public or private plan by reasom of a permanment and total
disability*,

3. N. J. S. 54A:6-12 is **[amended to read as follows:J**
**hereby repealed.**

**[54A:6-12. Pensions of persons not covered under Social
Security. [Gross] In addition to the exclusion provided under
N. J. 8. 544:6-10*[, gross income shall not include pension, dis-
ability or retirement programs of the Federal Government or of any
State or its political subdivisions, or agencies thereof, for persons
not covered under 54A :6-2 or 54A :6-3 hereof ; provided, however,
that the total amount of benefits to be allowed exclusion herein shall
not be in excess of the maximum amount of benefits payable to and
allowable for exclusion in 54A :6-2 and 54A :6-3]* *any taxpayer
not covered under 544 :6-2 or 544 :6-3, but who would be eligible
in any year to receive payments under such act if he or she were
covered thereby, shall be allowed an exclusion from his or her gross
income in such year the amount of $3,000.00 for a single taxpayer
or a married taxpayer filing separately and the amount of $6,000.00
for a married tazpayer filing a joint return* J**

4. This act shall take effect immediately and shall be retroactive
to **[July 1, 1976]** ***[**January 1, 1977**J*** ***July 1,
1976*** ****except that with respect to payments heretofore de-
clared exempt from the act to which this act is amendatory by
virtue of the provisions of N. J. S. 184:66-51, P. L. 1973, c. 140,
section 41 (C. 43:64—41), P. L. 1954, c. 84, section 53 (C. 43:154-53),
P. L. 1944, c. 255, section 17 (C. 43:164-17) and P. L. 1965, c. 89,
section 45 (C. 53:54~45), this act shall be effective retroactive to
January 1, 1977 ****
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AN Aot concerning certain exclusions from gross income under the
New Jersey Gross Income Tax Aect, and amending sections
54A :5-1, 54A :6-10 and 54A :6-12 of the New Jersey Statutes.

BE 11 ENACTED by the Senate and General Assembly of the State
of New Jersey:

1. N.J.S.54A :5-1 is amended to read as follows:

54A :5-1. New Jersey Gross Income Defined. New Jersey gross
income shall consist of the following categories of income:

(a) Salaries, wages, tips, fees, commissions, bonuses, and other
remuneration received for services rendered whether in cash or in
property;

(b) Net profits from business. The net income from the opera-
tion of a business, profession, or other activity, after provision
for all costs and expenses incurred in the conduct thereof, deter-
mined either on a cash or accrual basis in accordance with the
method of accounting allowed for Federal income tax purposes but
without deduction of taxes based on income;

(¢) Net gains or income from disposition of property. Net gains
or net income, less net losses, derived from the sale, exchange or
other disposition of property, including real or personal, whether
tangible or intangible as determined in accordance with the method
of accounting allowed for Federal income tax purposes. For the
purpose of determining gain or loss, the basis of property shall be
the adjusted basis used for Federal income tax purposes.

The term ‘‘net gains or income’’ shall not include gains or in-
come derived from obligations which are referred to in clauses (1)
or (2) of section 54 A :6-14 of this act. The term ‘‘net gains or net in-
come’’ shall not include gains or income from transactions to the

extent to which nonrecognition is allowed for Federal income tax

EXPLANATION—Matter enclosed in bold-faced brackets [thusl in the above bill
is not enacted and is intended to be omitted in the law.
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purposes. The torm > <ale, exehanee or other disposition” shall not
inelnde the exclinnee of stock o scenrities in a corporation a party
oo reoreanization i parsnance of a plau of veorganization, <olely
for stock or seenrvitiex i sneli corporation or in another corporation
a party to the reorganization and the transfer of property to a
corpurafion hy one or more persons xolely in exchange for stock or
securifies iu osueh corporation i immediately after the exchange
~iehr person or persons are in control of the corporation. For
prrposes of this clanse, stock o1 securities issued {or serviees shall
nol be considered as 1=sved in return for property.

For vurposes of this clanse, the tern “reorganization’ means—

(1) A statutory merger or consolidation

(i) Vhe acqairition hy one corporation, iu exchange solely for
all 0w part of s voting stoek (or i exchange solely for all or a
part of the votine stock of 2 coyporation which is in control of the
acquiring corporation) of stoek of another corporation if, immedi-
atelv ofter the cequisition, the acquiring corporation has control
of such othier corporation (whether or not such acquiring corpora-
tion lad control immediately before the acquisition) ;

(i) The acquisition by one corporation, in exchanee solely for
all ov o part of its voting stock (or in exchange solely for all or a
part of the voling stoek of a corporation whieh 15 in control of the
acqumivine corporation), of substantially all of the properties of
another corporatiou, hut in determining whether the exehange is
solely Tor =tock the gasmmption by the acquiring corporation of a
lability of thic other, or the fact that property acquired 1s subjeet
to a liahility, shall he disregarded ;

(v) A fransfer by a eorporation of all or a nart of its assets to
another corpovation 1 mmediately after the transfer the trans-
feror. or one oy more of it shareholders (ineludine persons who
were sharcholders inenediately before the transfer), or any com-
himation thereol, isin control of the corporation to which the assets
are transtferred ;

(v) A recapitalization;

(vi} A mere chanee iun identity, form, or place of organization
Lhowever etfected ; or

(viit) The acquisition by one corporation, in exchange for stock
of a comperation (referved to in this subelanse as “‘controlling
corporation”) which i control of the acquiring corporation, of
substontin!ie all of the properties of another corporation which in
e fremsaetion vomereed into the aequiving eorporation shall not

disgunlifv a teensaction ander sabelause (1) if sueh transaction
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would have qualified under subelanse (i) if the merger had been
into the controlling corporation, and no stock of the acquiring cor-
poration, is used in the transaction;

(vill) A transaction otlierwise qualifving under subelause (i)
shall not be disqualified by reason of the fact that stock of a cor-
poration (referred to in this subelause as the “‘controlling corpora-
tion’’) which before the merger was in control of the merged
corporation is used in the transaction, if after the transaction, the
corporation surviving the merger holds substantially all of its
properties and of the properties of the merged corporation (other
than stock of the coutrolling corporation distributed in the trans-
action) ; and in the transaction, former shavcholders of the sur-
viving corporation cxchanged, for an amount of voting stock of
the controlling corporation, an amount of stock in the surviving
corporation which constitutes control of such corporation.

“control’” means the own-

For purposes of this clause, the term
ership of stock possessing at least 80% of the total combined voting
power of all elasses of stock entitled to vote and at least 8097 of
the total number of shares of all other classes of stock of the cor-
poration.

For purposes of this clause, the term ““a party to a reorganiza-
tion’” ineludes a corporation resulting from a reorcanization, and
both eorporations, in the case of a reorganization resulting from
the acquisition by one corporation of stock or properties of another.
In the case of a reorganization qualifyving under subelause (i) by
reason of subclause (vii) the term ““‘a party to @ reorganization”
includes the controlling corporation referved to in such subelanse
(vil).

Notwithstanding any provisions hercot, npon every suel ex-
change or conversion, the taxpayver’s base for the stoek or sceuri-
ties received shall he the same as the taxpaver’s actual or attributed
hase for the stock, securities or property sivrendered in exchanee
fherefor.

(d) Net gains or net income derived from or in the form of
rents, royalties, patents, and copyrights.

(e) Interest, except interest referred to in clauses (1) or (2) of
section H4A :6-14 of this act.

(f) Dividends. ““Dividends’

"ueans any distribntion in eash or

property made Dy a corporation, association or husiness trust,
(1) out of accumulated earnings and profits, or (2) out of carn-
ings and profits of the vear in whieh suelr dividend is paid.

(¢) Gambling winnings.
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(1) Net gains or income derived through estates o1 trusts.

(1) Imcome In respect of a decedent.

(i) Pensions and annuities to the extent [that the proceeds ex-
coed the contributions made by the taxpayer] as provided in
sections 544 :6—-10 and 544 :6-12.

(k) Distributive share of partnership income.

(1) Amounts received as prizes and awards, except as provided
in sections 54 A :6-8 and 54A :6-11 hereunder.

(m) Rental value of a residence furnished by an emplover or a
rental allowance paid by an emiplover to provide a home.

(n) Alimony and separate maintenance payments to the extent
that suech payments are required to be made under a decree of
divorce or separate maintenance but not including payments for
support of minor children.

2. N..J.S.54A:6-10 is amended to read as follows:

34A :6-10. Pensions and annuities. Gross income shall not in-
clude [that part of any amount] amounts received as an annuity
under an annuity, endowment, or life insurance contract [which
hears the same ratio to such amount as the investment in the
contract (as of the annuity starting date) bears to the expected
vetuwrn under the contract (as of such date). Where (1) part of the
consideration for an annuity, endowment, or life insurance contract
1 contributed by the emplover, and (2) during the 3-vear period
beginning on the date on whieh an amount is first received under
the contract as an annuity, the ageregate amount receivable by
the eclmployvee under the terms of the contract is equal to or greater
than the consideration for the contract contributed bv the em-
plovee, then all amounts received as an annuity under the contract
shall be exeluded from gross income until there has been so excluded
an amount equal to the consideration for the contract contributed
by the ewployee] or aimounts recewed as pension, disability or
retirement benefits, under any public or priwvate plan, whether the
consideration therefor is contributed by the employee or employer
or both. to the extent of $10,000.00 in any one year.

3. N.J. S, 54A:6-12 1s amended to read as follows:

54A :6-12. Pensions of persons not covered under Social Security.
[Grossd 1o addition to the cxclusion provided under N. J. S.
51.1:6-10, gross income shall not include pension, disability or re-
tirement programs of the Fedevral Government or of any State or
its political subdivisions, or agencies thereof, for persons not

covered under 944 :6-2 or 34 A :6-3 hereof ; provided, however, that

the total amount of beneflits to be allowed exelusion herein shall not
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c1709 (1977)

5

be in excess of the maximum amount of benefits payable to and
allowable for exclusion in 54A :6-2 and 54A :6-3.

4. This act shall take effect immediately and shall be retroactive
to July 1, 1976.

STATEMENT
This bill would exclude from gross income under the New Jersey
Gross Income Tax Act amounts of State aid private plan pension
benefits or annuities to the extent of $10,000.00. This would subject
such benefits over $10,000.00, whether the consideration therefor is
contributed by the employee or employer or both, to taxation under
the act.



r":l,\!f\ U’:F" TR AL
N fei o Wik

L.»_.

SENATE REVENUE, FINANCE AND
APPROPRIATIONS COMMITTEE

STATEMENT TO

SENATE, No. 1709

with Committee amendments

STATE OF NEW JERSEY

DATED: JANUARY 24, 1977

This bill proposes to amend the New Jersey Gross Income Tax Aect
with regard to pension income, addressing the taxability of public
pensions, providing an exclusion of pension income received on account
of a permanent and total disability, and establishing a stated amount
for exclusion where a taxpayer is not eligible for Social Security or
Railroad retirement payments.

The exemption of public pensions provided for under the statutes
creating such pension plans, including the Teacher Pension and Annuity
Fund, the State Police Retirement System, the Police and Fireman’s
Retirement System, the Judicial Pension System and the Public Em-
ployee’s Retirement System, is not operable for purposes of the New
Jersey Gross Income Tax Aect. Thus all pension plans, both public
and private, are taxable under the State income tax act. It is this
Committee’s opinion that the Legislature’s intent, in originally adopt-
ing the New Jersey Gross Income Tax Act, was to treat public and
private pension plans in the same manner. In that the Attorney General,
through Formal Opinion Number 26 - 1976, has determined that public
pensions, where exemption from taxation is provided for in the statutes
creating the public pension plan, are not includable as income because
the income tax act does not specifically render that exclusion inoperable,
the Committee has specifically included such public pension income as
part of gross income through amendment of 54A :5-1(3).

To calculate the amount of pension income which is taxable, the
amount of Social Security, or equivalent amount where the taxpayer
is not eligible for Social Security, together with the amount represent-
ing return of investment, is subtracted from total pension income and
the result is the amount of pension income which is taxable. To that
deduction is added the $2,000.00 personal deduction for each taxpayer
65 or older. It is estimated that the aggregate exclusion has the effect

\il
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of excluding the first $8,000.00/10,000.00 in pension income from the

State income tax. This is viewed by the committee as a reasonable
exclusion and will render most pension payments received by the
average New Jersey citizen nontaxable.

COMMITTEE AMENDMENTS

Amendments were found necessary to specifically cite the statutes
providing the exemption of public pensions to render those sections
inoperable for purposes of the gross income tax.

An. additional. amendment to that section of the income tax act
addressing pensions and annuities (54A:6-10) has been included by the
committee. This amendment provides for the exclusion of pension
income received by reason of a permanent and total disability.

Further amendments' address an administrative problem. The act
currently allows an exclusion from gross income for taxpayers not
qualified for social security payments in an amount which they would
receive were they eligible. This provision requires a calculation of
benefits otherwise receivable obtainable only through the Social Security
Administration. Rather than require a taxpayer to obtain that informa-
tion, an assumption of $3,000.00 is made for each taxpayer. Thus the
flat sum applies rather than requiring the exact caleulation. This will
make administration of that section much easier and will help qualified

taxpayers as well.

ErrecTIVE DATE

This bill is effective immediately and is retroactive to July 1, 1976,
that being the start of the income period for reporting under the New
Jersey Gross Income Tax Act.



SENATE COMMITTEE AMENDMENTS TO
SENATE, No. 1709

-

STATE OF NEW JERSEY

ADOPTED JANUARY 24, 1977

Amend page 4, section 1, line 111, after ‘‘anunities”’, insert ‘‘except’’.
Amend page 4, scetion 1, line 112, delete ‘*as provided”’, iusert “‘of
exclusions’’.
Amend page 4, section 1, line 113, after **H4A:6-1277, insert
“hereunder, notwithstanding the provisions of NoJ. S ISA G651, 7 L
1973, ¢. 304, s. 41 (C. 43:6A—41), P. i 1954, ¢ 84, 5. 55 (L 43:15A-53),
P. L. 1944, c. 25, s. 17 (C. 43:16A-17), and T L. 1965, c. 89, s. 45
(C.53:5A-45).”
2}

Amend page 4, section 2, line 3, delete “amounts™, and insert ““that

part of any amount’’.

. Amend page 4, section 2, lines 17-20, after “emplovee] ™, omil
4
4 remainder of line 17, all of lines 18 and 19 and ““or both, (o the extent ot

$10,000.00 iu iy one year' on line 205 insert “which bears the same
ratio to such amount as the investment in the contract; as of the amnuity
starting date, bears to the expected refurn nnder the contract as of

such date. Where (1) part of the consideration for an anauity, endow-

TR

ment, or life insurance counlract ix contributed by the employer, and
(2) during the 3-year period heginning on the date on wlich an amount
is first reccived nuder the contract as an anmuity, the aggregate amount
receivable by the employee under the terms of the contract is equal to
or greater than the consideration for the contract contributed by the
employee, then all amounts received ax an anunuity under the contract
shall be excluded from gross income until there has been so excluded
an amount equal to the consideration for the contract contributed by
the employee.
Gross income shall not inelnde any amount received under any public
or private plan by reason of a permanent and total disabilitv.””.
1 Amend pages 4-5, section 3, lines 4-10, after ““H4A:6-10"", omit
= remainder of line 4, all of lines 5-9 and ‘‘allowable for exclusion in
54A :6-2 and 54A :6-3"" on line 10; insert “‘any laxpaycer not covered
" : under 54A :6-2 or 54A :6-3, but who wonid be eligible in any year to
reccive payments under sucl act if he or she were covered thereby,
shall be allowed an exclusion from his or her gross imcone 1n sueh vear
the amount of $3,000.00 for a single taxpayer or a married taxpayer
filing separately and the amount of %6,000.00 for a married taxpaver

filing a joint return.’’.
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INTRODUCED OCTOBER 7, 1976

By Senator MERLINO

Referred to Committee on Revenue, Finance and Appropriations

Ax Act concerning certain exclusions from gross incone under the
New Jersev Gross Income Tax Act, and amending sections
54 A :5-1, 54 A :6-10 and 54A :6-12 of the New Jersey Statutes.

BE 1T ENACTED by the Senate and General Assembly of the State
of New Jersey:

1. N.J.S.54A:5-11s amended to read as follows:

54 A :5-1. New Jersey Gross Tncome Defined. New Jersev gross
income shall consist of the following categories of income:

(a) Salaries, wages, tips, fecs, commissions, honuses, and other
remuncration received for services rendered whether in cash or in
property;

(b) Net profits from business. The net income from the opera-
tion of a business, profession, or other activity, after provision
for all costs and expenses incurred in the conduct thercof, deter-
mined either on a cash or accrual basis in accordance with the
method of accounting allowed for Federal inconie tax purposes but
without deduction of taxes based on income;

(e¢) Net gains or income from disposition of propertv. Net gains
or net income, less net losses, derived from the sale, exchange or
other disposition of property, including real or personal, whether
tangible or intangible as determined in accordance with the method
of accounting allowed for Federal income tax puirposes. For the
purpose of determining gain or loss, the basis of property shall be
the adjusted basis used for Federal income tax purposes.

The term ‘‘net gains or income’” shall not include gains or in-
come derived from obligations which are referred to in clauses (1)
or (2) of section 54 A :6-14 of this act. The term ‘“net gains or net in-
come’’ shall not include gains or income from transactions to the
extent to which nonrecognition 1s allowed for Federal income tax

EXPLANATION—Matter enclosed in bold-faced brackets [thusl in the above bill
is not enacted and is intended to be omitied in the law.
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purposes. The term “sale, exchange or other disposition’’ shall not
imelinde the exchange of stock or seenrities in a corporation a party
to a reoreanization in pursuance of a plan of reorganization, solely
for stock or securities in such corporation or in another corporation
a parvty 1o the reorganization and the transfer of property to a
corporation hy onie 01 more persons solely in exchange for stock or
soeenvities in such corporation if immediately after the exchange
such person or persons are in control of the corporation. For
purposes of this clause, stock or seenrities issued for services shall
not he considered as issned 1 return for property.

For purposes of this clause, the term ‘‘reorganization’” means—

(i) A «tatntory merger or consolidation:

(i1) The acquisition by one corporation, in exchange solely for
all o1 a part of its voting stock (or im exchange solely for all or ¢
part of the voting stoek of a corporation which is in control of the
acquiring corporation) of stock of another corporation if, immedi-
afelv alter the aconisition, the acquiring corporation has control
of suelr other corporation (whether or not such acquiring corpora-
tion had control immediatelv before the acquisition) ;

(ii1) The acquisition by one corporation, in exchange solely for
all or & part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corpnration), of substantially all of the properties of
another corporation, but in determining whether the exchange is
solely For stock the assumption by the acquiring corporation of a
liabilitv of the other, ov the fact that property acquired is snbject
to a liability, shall be disregarded;

(iv) A transfer by a corporation of all or a part of its assets to
another corporation if immediately after the transfer the trans-
feror, or one or more of its shareholders (including persons who
were shareholders inmmediately before the transfer), or any com-
bination theveof, is in control of the corporation to which the assets
are transterred;

(v) A veeapitalization;

(vi) A merve change in identity, form, or place of organization
however effected: or

(vii) The acquisition by one corporvation, in exchange for stock
of a corporation (referred to in this subclause as ‘‘controlling
corporation”’) which is in control of the acquiring corporation, of
snhstantially all of the properties of another corporation which in

the transaction is mereed into the aequiring corporation shall not

disqualify a {ransaetion nnder suhelanse (1) 1f such transaction
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would have qualified under subelause (i) if the werger had heen
into the controlling corporation, and no stock of the acquiring cor-
poration, is used in the transaction;

(viil) A transaction otherwise qualifving under subelause (1)

1

shall not be disqualified by reason of the fact that stock of a cor-

poration (referred to in this subclaunse as the ¢¢

controlling corpora-
tion’’) which before the merger was in control of the merged
corporation is used in the transaction, if after the transaction, the
corporation surviving the merger holds substantially all of its
propertics and eof the properties of the merged corporation (other
than stock of the controlling corporation distributed in the trans-
action); and in the transaction, former shareholders of the sur-
viving corporation exchanged, for an amount of voting stock of
the controlling corporation, an amount of steck in the survivinge
corporation which constitutes control of such corporation.

““eontrol’’ means the own-

For purposes of this clause, the term
ership of stock possessing at least 80% ol the total combined voting
power of all classes of stock eufitled to vote and at least 809, of
the total number of shares of all other classes ol stoek of the cor-
poration.

(XS

For purposes of this clause, the term “a pariy to a reorzaniza-

tion’” includes a corporation resulting from a reorganization, and
hoth corporations, in the case of a reorganization resulting from
the acquisition by one corporation of stock or properties of another.
In the case of a rcorganization qualifying under subclanse (1) by
reason of subeclause (vil) the term “‘a party to a reovganization’
includes the controlling corporation referred to in such subelause
(vii).

Notwithstanding any provisions hereof, upon cvery snch ex-
change or conversion, the taxpayer’s base for the stock or securi-
ties received shall e the same as the taxpaver’s actual or attributed
base foi the stock, securities or property surrendered in exchange
therefor.

(d) Net gains or net income dervived from or in the form of
rents, rovalties, patents, and copyrights.

(e) Interest, except interest referred fo 1 chuses (1) or (2) of
section H4A :6-14 of this act.

(f) Dividends. “Dividends’ nicaus any dis{ribution i cash or
properly made by a corporation, association or busiuess (rust,
(1) out of accrumulated earnings and proiits, or (2) oul of carn-
ings and profits of the year in which such dividend is paid.

(¢) Gambling winnings.
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(h) Net gains or income dervived through estates or trusts.

(1) Income in respect of a decedent.

(j) Pensions and aunnuities *except® to the extent [that the
proceeds exceed the econtributions made by the taxpayer *Fas
jprovided® Tof exclustons® o sections 544 :6-10 and 544 :6-12
Lereunder, notwithstanding the provistons of N. J. S, 184 :66—51,
P. L. 1973, ¢. 304, s. 41 (C. 43:64-41), P. L. 1954, ¢. 84, 8. 53
(' 43:154-53), P. L. 1944, c¢. 255, s. 17 (C. 43:164-17), and
P. L1965, ¢, 89, 8. 45 (C. 53:54—45).*

Distributive sharve of partucrship income.

(1) Amonnts received as prizes and awards, except as provided
m sections D44 :0-8 and H4A :6-11 hercunder.

(mr) Rental value of a residenee furnished by an employer or a
rental allowanee paid by an emplover to provide a home,

(n) Aimony aud separate maintenanee pavments to the extent
that sueh payments are reqmived to he made under a decree of
divoree or separate malnteuancee but not ineluding pavments for
support of minor children.

2, N.J. S, 54A:6-1018 amended to read as follows:

54A:6-10. Pensions and annuities. Gross income shall not in-
clude Lthat part of any amountY *LamountsI* *that part of any
amount” received as an annuity under an annuity, endowment, or
life tnsurance contract fwhich bears the same ratio to sueh amount
ax the tvestment in the contract (as of the anmuity starting date)
bears {o the expected return under the contract (as of such date),
Where (1) part of the consideration for an annuity, endowment, or
life insurance contract is contributed by the employer, and (2) dur-
ine the 3-vear period beginning on the date on which an
amount is first received under the contract as an annuity, the
ageregate amount receivable by the employee under the terms of
{he eontract 1= equal to or greater than the cousideration for the
contract contributed by the employee, then all amounts received
as an annuity wander the contract shall be excluded from gross
income until there has been so excluded an amount equal to the
consideration for the contract contributed by the employee] *[or
amownts received as pension, disability or retirement benefits,
vder any public or prwate plan, whether the consideration therefor
is contributed by the employee or employer or both, to the extent
of $10.000.00 in any one yearY* *which bears the same ratio to
such amount as the tnvestment in the contract as of the annuity

starting dute bears to the capected return under the contract as of

such date. Where (1) part of the consideration for an annuity,
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endowment, or life insurance contract s contributed by the em-
ployer, and (2) during the 3-year period beginning on the date on
which an amount is first recerced under the contract ¢s an annuaty,
the aggregate amount recetradle by e coployee wder Hhe terms
of the contract is equal to or grealer Phew the coneideration for the
contract contributed by the employee, tHhen oll amounts recerred
as an annuify wunder the contract shall be cxcluded from gross
wmcome until there has been so excluded an inount equal to the
consideration for the contract contvibuted by the employec.

(iross income shall not include any amount recerved under any
public or private plan by reason of « perncanent and tolal
disability®.

3. N.J.S.54A:6-12 is amended Lo read as Follows:

54A :6-12. Pensions of persons nol covered under Social Seenrity.
[Gross} In addition to the crclusion provided wnader N. J. 8.
544 :6-10%[, gross income shall not include pension, disability or re-
tirement programs of the Federal Government or ol auy State or
its political subdivisions, or agencies thervcol, for persons not
covered under 54A :6-2 or H4A :6-3 hiereof ; provided, however, that
the total amount of benefits to be allowed exclusion hevein shall not
be m cxcess of the maxtimum amount of benefits payable to and
allowable for exelusion in 24A :6-2 and D4A 6-3F" “any toepayer
not covered wnder 54A4:6-2 or 544 :6-3, hut who wondd he cligible
in any year to recewe payments wnder sich act if he or she acere
covered thereby, shall he allowed qu exelusion from is or her gross
income in such year the amount of $§3.000.00 for a single taxpayer
or a married taxpayer filing separalely and the amonnt of $6.000.00
for a married taxpayer filing a joint return®.

4. This act shall take effeet immediately and shall be retroactive
to July 1, 1976.




SENATE AMENDMENTS TO

SENATE, No. 1709

[OrrroraL Copy REprINT]

STATE OF NEW JERSEY

ADOPTED FEBRITARY 7, 1977

Amend page 1, title, line 2, omit ““and’’.

Amend page 1, title, line 3, omit ¢, insert “and’’; after <54 610,
and’’, insert “‘repealing’’.

Amend page 4, section 1, line 113, omit “seetions’”, insert **seofion "
omit ‘‘and 54 A :6-12".

Amend page 5, seetion 2, line 33, after line 33 inserf now paragraph as
follows:

“‘In addition to that part ot any amount received as an annuity which
1s excludable from gross income as herein provided, gross income shall
not include payments of $7,500.00 for a married couple filing jointly,
$3,750.00 for a married person filing separately, or $3,000.00 for a single
taxpayer, received as an annuity, endowment or life insurance contract,
or payments of such amounts or less for each class of taxpayer as hero-
tofore designated, which are received as pension, disability or retire-
ment benefits under any public or private plan, whether the considera.
tion therefor is contributed by the employee or employer or hoth, pro-
vided that the taxpayer either by virtue of age or disability is or would
be eligible to receive payments under the Federal Social Security Aet..

Amend page 5, seetion 3, lHne 1, omit “‘amended to read as follows 27
insert ‘‘hereby repealed.’’.

Amend page 5, section 3, lines 2-16, omit.

Amend page 5, section 4, line 2, omit ““July 1, 197677, insert *“ January
1,19777,
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INTRODUCED OCTOBER 7, 1976

By Senator MERLINO

Referred to Committee on Revenue, Finance and Appropriations

Ax Act concerning certain exclusions from gross income undev the
New Jersey Gross Income Tax Act, **[andd™* amending cections
54A 5-1**[X** **and™* 54A:6-10 and **repealing™ 54\ :6-12
of the New Jersey Statutes.

B 1T ENACTED by the Senate and General Assembly of the Stute
of New Jersey:

1. N.J.S.54A:5-1is amended to read as follows:

54A :5-1. New Jerscy Gross Income Defined. New Jersev oross
income shall consist of the following categories of income:

(a) Salaries, wages, tips, fees, commissions, bonuses, and other
remuneration received for services rendered whether in cash or in
property;

(b) Net profits from business. The net income from the opera-
tion of a business, profession, or other activity, after provision
for all costs and expenses incurred in the conduet thercof, deter-
mined either on a cash or acerual basis in accordance with the
method of accounting allowed for Federal income tax purposes but
without deduction of taxes based on income;

(¢c) Net gains or income from disposition of property. Net gains
or net income, less net losses, derived from the sale, exchange or
other disposition of property, including real or personal, whether
tangible or intangible as determined in accordance with the method
of accounting allowed for Federal income tax purposes. For the
purpose of determining gain or loss, the basis of property shall be
the adjusted basis used for Federal income tax purposes.

The term ‘‘net gains or income’’ shall not include gains or in-
come derived from obligations which are referred to in clanses (1)
or (2) of section 54 A :6-14 of this act. The term ‘‘net gains or net in-
come’’ shall not include gains or income from transactions to the
extent to which nonrecognition is allowed for Federal income tax

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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purposes. The term “‘sale, exchange or other disposition’’ shall not
include the exchange of stock or securities in a corporation a party
to a reorganization in pursuance of a plan of reorganization, solely
for stock or securities in such corporation or in another corporation
a party to the recorganization and the transfer of property to a
corporalion by one or more persons solely in exchange for stock or
sceurities in such corporation if immediately after the exchange
such person or persons are in control of the corporation. For
purposes of this clause, stock or securities issued for services shall
not be considercd as issued in return for property.

For purposes of this clause, the term ‘‘reorganization’ means—

(1) A statutory merger or consolidation;

fi1) The acqnisition by onc corporation, in exchange solely for
all ov a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation whicli is in control of the
acaiiring corporation) of stoek of another corporation if, immedi-
atelv after the acquisition, the acquiring corporation has control
of such other corporation (whether ov not such acquiring corpora-
tion had control immediately before the acquisition) ;

(i11) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation), of substantially all of the properties of
another corporation, but in determining whether the exchange is
solely for stock the assumption by the acquiring corporation of a
liability of the other, or the fact that property acquired is subject
to a liability, shall be disregarded;

(iv) A transfer by a corporation of all or a part of its assets to
another corporation if immediately after the transfer the trans-
feror, or one or more of its shareholders (including persons who
were shareholders immediately before the transfer), or any com-
bination thereof, is in control of the corporation to which the assets
are transferred;

(v) A recapitalization;

(vi) A mere change in identity, form, or place of organization
however effected ; or

(vii) The acquisition by one corporation, in exchange for stock
of a corporation (referred to in this subclause as ‘‘controlling
corporation’’) which is in control of the acquiring corporation, of
substantially all of the properties of another corporation which in

the transaetion 1s merged into the acquiring corporation shall not

disqualify a transaction under subelause (1) if such transaction

A e g2
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would have qualified under subelause (1) if the merger had been
into the controlling corporation, and no stock of the acquiring cor-
poration, is used in the transaction;

(viil) A transaction otherwise qualifving under subclause (1)
shall not be disqualified by reason of the fact that stock of a cor-
poration (referred to in this subeclause as the ‘‘controlling corpora-
tion’’) which before the merger was in control of the merged
corporation is used in the transaction, if after the transuaection, the
corporation surviving the merger holds substantially all of its
properties and of the properties of the mevged corporation (other
than stock of the controlling corporation distributed in the trans-
action) ; and in the transaction, former sharcholders ol the sur-
viving corporation exchanged, for an amount of voting stock of
the controlling corporation, an amount of stock in the surviving
corporation which constitutes control of such covporation.

For purposes of this clause, the term ‘“control’”” means the own-
ership of stock possessing at least 80% of the total combined voting
power of all classes of stock entitled to vote and at least 80% of
the total number of shares of all other classes of stock of the ecor-
poration.

For purposes of this clause, the termn “‘a party to a reoreaniza-
tion’” includes a corporation resulting from a reorganization, and
both corporations, in the case of a rcorganization resulting from
the acquisition by one corporation of stock or properties of another.
In the case of a reorganization qualifying under subelause (i) by
reason of subelause (vii) the term ‘“a party to a reormanization’’
includes the controlling corporation referred to in such subelanse
(vii).

Notwithstanding any provisions hereof, upon every such ex-
change or conversion, the taxpayer’s base for the stock or securi-
ties reccived shall be the same as the taxpayer’s actual or attributed
base for the stock, securities or property surrendered in exchange
therefor.

(d) Net gains or net immcome derived from or in the form of
rents, royalties, patents, and copyrights.

(e) Interest, except interest referred to in clauses (1) or (2) of
section 54A :6-14 of this act.

(f) Dividends. ‘‘Dividends’’ means any distribution in cash or
property made by a corporation, association ov business trust,
(1) out of accumulated earnings and profits, or (2) out of earn-
ings and profits of the year in which such dividend 1s paid.

(g) Gambling winnings.
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() Net gains or income derived through estates or trusts.

(1) Income in respect of a decedent.

(1) Pensions and anunuities *except* to the extent [that the
proceeds cxceed tlie contributions made by the taxpayer *[as
provided}* *of erclusions® wm **[sections]** **section** 544 .:6-10
and **[54 A4 :6-12F"F *hereunder, notuithstanding the provisions of
N.J. 8. 184:66-51, P. L. 1973, ¢. 304, s. 41 (C. 43:64—41), P. L.
1954, ¢. 84, s. 53 (C. $3:154-53), P. L. 1944, c¢. 255, s. 17
(C.43:16A-17), and P. L. 1965, ¢. 89, 8. 45 (C. 53:54-15).*

Distributive share of partnership inconie.

(1) Amounts received as prizes and awards, except as provided
i sections H4A :6-8 and 54A :6-11 hereunder.

(m) Rental value of a residence furnished by an employer or a
rental allowanece paid by an employer to provide a liome.

(n) Alimony and separate maintenance payments to the extent
that sueh payments are required to be made under a decree of
divorce or separate maintenance but not including payments for
support of minor children.

2. N.J.S.54A:6-10 is amended to read as follows:

54A :6-10. Pensions and annuities. Gross income shall not in-
clude [that part of any amount] *[amounts]* *that part of any
amount™ recetved as an annuity under an annuity, endowment, or
life insurance contract [which bears the same ratio to such amount
as the investment in the contract (as of the annuity starting date)
bears to the expected return under the contract (as of such date).
Where (1) part of the consideration for an annuity, endowment, or
life insurance contract is contributed by the employer, and (2) dur-
mg the 3-year period beginning on the date on which an
amount is first received under the contract as an annuity, the
aggregate amount receivable by the employee under the terms of
the contract i1s equal to or greater than the cousideration for the
contract contributed by the employee, then all amounts received
as an annuity under the contract shall be excluded from gross
income until there has been so excluded an amount equal to the
considevation for the contract contributed by the employee] *[or
amounts received as pemnston, disability or retirement benefits,
under any public or private plan, whether the consideration therefor
is contributed by the employee or employer or both, to the extent
of $10,000.00 1n any one yearY* *which bears the same ratio to
such wmount as the wmvestment wn the contract as of the annuity

starting date bears to the expected return under the contract as of

such date. Where (1) part of the consideration for an amnuity,
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endowment, or life insurance contract is contributed by the em-
ployer, and (2) during the 3-year period beginning on the date on
which an amount is first received under the contract as an annuity,
the aggregute amount receivable by the employece under the terms
of the contract is equal to or greater than the consideration for the
contract contributed by the employee, then all amounts received
as an annuity under the contract shall be excluded from gross
wecome until there has been so excluded an amount equal to the
consideration for the contract contributed by the employee.

**In addition to that part of any wmount received as an annuity
which is excludable from gross imcome as hervein provided, gross in-
come shall not include payments of $7.500.00 for « marricd couple
filing jowntly, $3.750.00 for a married person filing separately, or
$5,000.00 for a single taxpuyer, recetved as an annuity, endowment
or life insurance contract, or payments of such acmounts or less for
each class of taxpayer as heretofore designated, which are received
as pension, disability or retirement benefits under any public or
private plan, whether the consideration therefor is contributed by
the employee or employer or both, provided that the taxpayer either
by virtue of age or disability is or would be eligible to receive pay-
ments under the Federal Social Security Act.**

Gross wmcome shall not wclude any amount reccived under any
public or private plan by reason of «a permanent and total
disability*.

3. N.J. S 54A:6-12 is **famended to read ax follows:]*"
**hereby repealed.™™

**[54A :6-12. Pensions of persons not covercd under Social
Security. [Gross] In addition o the evclusion provided wnder
N. J. 8. 544 :6-10*[, gross incomc shall not include pension, dis-
ability or retirement programns of the Federal Government or of any
State or its political subdivisions, or agencies thereot, for persons
not covered under 54A :6-2 or 54A :6-3 hereof'; provided, however,
that the total amount of benefits to be allowed exclusion lierein shall
not be in excess of the maximum amount of benefits pavable to aud
allowable for exclusion in 54A :6-2 and 54A :6-3]* *any taxpayer
not covered under 544 :6-2 or 544 :6-3, but who would be eligible
in any year to receiwe payments wnder such act if he or she were
covered thereby, shall be allowed an exclusion from has or her gross
income in such year the amount of $3,000.00 for a single taxpayer
or a married taxpayer filing separately and the amount of $6.000.00
for a married taxpayer filing a joint return*J**

4. This act shall take effect immediately and shall be retroactive

to **[July 1, 19761** **January 1, 1977**.



SENATE AMENDMENT TO

SENATE, No. 1709

[Secoxp OrriciaL Cory REPRINT]

STATE OF NEW JERSEY

ADOPTED FEBRUARY 14, 1977

Amend page 5, section 4, line 2, omit ‘‘January 1, 1977, insert ‘‘July
1, 1976”.
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SENATE, No. 1709

STATE OF NEW JERSEY

INTRODUCED OCTOBER 7, 1976
By Senator MERLINO
Referred to Committee on Revenue, Finance and Appropriations

Ax Act concerning certain exclusions from gross income under the
fwl tel
New Jersey Gross Income Tax Act, **Fand}** amending sections
) h
54A 5-1*FLY** *fand** 54A:6-10 and *Frepealing™* H4A :6-12
of the New Jersey Statutes.

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

1. N.J.S.54A:5-11is amended to read as follows:

54A:5-1. New Jersey Gross Income Defined. New Jersev gross

income shall consist of the following categories of income:

B W DN = DN =

(a) Salaries, wages, tips, fees, comnissions, bonuses, and other

o

remuneration received for services rendered whether in cash or in

6 property;

7 (b) Net profits from business. The net income from the opera-
tion of a business, profession, or other activity, after provision
for all costs and expenses incurred in the conduct thereof, deter-

10 mined either on a cash or accrual basis in accordance with the
11 method of accounting allowed for Federal income tax purposes but
12 without deduetion of taxes based on income;

13 (¢) Net gains or income from disposition of property. Net gains
14 or net income, less net losses, derived from the sale, exchange ov
15 other disposition of property, including real or personal, whether
16 tangible or intangible as determined in accordance with the method
17 of accounting allowed for [Federal income tax purposes. For the
18 purpose of determining gain or loss, the basis of property shall be
19 the adjnsted basis used for [Federal income tax purposes.

20 The term ‘‘net gains or income’’ shall not include gains or in-
21 come derived from obligations which are referred to in clauses (1)
22 or (2) of section 54 A :6-14 of this act. The term ‘‘uet gains ov net in-
23 come’’ shall not include gains or income from transactions to the

24 extent to which nonrecognition is allowed for Federal income tax

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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purposes. The term “sale, exchanwe or other disposition’” shall not
include the exchange of stock or securities in a corporation a party
to a reorganization in pursnance of a plan of reorganization, solely
for stock or securities in sneh corporation or in another corporation
a party to the reorganization and the transfer of property to a
corporation hy one or more persons solely in exchange for stock or
securities in sneh corporation if immediately after the exchange
sueh person or persons are in control of the corporation. For
purposes of this clause, stock or securities issued for services shall
not be considered as issued in return for property.

Tor purposes of this clause, the term ‘‘reorganization’” means—

(1) A statutory merger or consolidation;

(i) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation) of stock of another corporation if, immedi-
ately after the acquisition, the aequiring corporation has control
of such other corporation (whether or not such acquiring corpora-
tion had control immediately betore the acquisition) ;

(ii1) The acquisition by one corporation, in exchange solely for
all or a part of its voting stock (or in exchange solely for all or a
part of the voting stock of a corporation which is in control of the
acquiring corporation), of substantially all of the properties of
another corporation, hut in determining whether the exchange is
solely for stock the assumption by the acquiring corporation of a
liability of the other, or the fact that property acquired is subject
to a habhility, shall he disregarded;

(iv) A transfer by a corporation of all or a part of its assets to
another corporation if immediately after the transfer the trans-
feror, or one or more of its shareholders (including persons who
were sharcholders immediately before the transfer), or any com-
bination thereof, is in control of the corporation to which the assets
are transferred;

(v) A recapitalization;

(vi) A mere change in identity, form, or place of organization
however effected; or

(vi1) The acquisition by one corporation, in exchange for stock
of a corporation (referred to in this subclause as ‘‘controlling
corporation’’) which is in control of the acquiring corporation, of
suhstantially all of the properties of another corporation which in

the transaction is merged into the acquiring corporation shall not

disqualify a transaction under subclause (i) if such transaction
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would have gualified under subelause (1) if the mereer had been
into the controlling coryoration, and no stoek of the acyuiring cor-
poration, is used in the transaction:

(viit) A transaction otherwise qualifving under snbelause (1)
shall not be disqualified by reason of the fact that stoek of a cor-
poration (referred to in this subelause as the ““controlling corpora-
tion’’) which Defore the merger was in control ol the merged
corporation is used in the trausaction, if after the transaction, the
corporation surviving tliec merger holds substantially all of its
properties and of the properties of the merged corporation (other
than stock of the controlling corporation distributed iu the trans-
action) ; and in the transaction, former sharcholders of the sur-
viving corporation exchanged, for an amount of voting stock of
the controlling; corporation, an amomnt of stoeck in the surviving
corporation which constitutes control of suel corporation.

For purposes of this elanse, the term ““control’’ means the own-
ership of stock possessing at least 80% of the total combined voting
power of all classes of stock entitled to vote and at least 80% of
the total number of shares of all other classes of stock of the cor-
poration.

For purposes of this clause, the ferm ““a party to a reorganiza-
tion’” includes a corporation resulting from a rcorcanization, and
both corporations, in the case of a reorganization resunlting from
the acquisition by oue corporation of stock or properties of another.
In the case of a reorganization qualifying under subelanse (i) by

reason of subclause (vi1) the term ¢

a party to a reorganization’’
includes the controlling corporation referred {o in such sunbclause
(vil).

Notwithstanding any provisions hereof, upon every such ex-
change or conversion, the taxpayer’s base for the stock or securi-
ties received shall be the sanme as the taxpaver’s actual or attiibuted
base for the stock, securities or property sirvendered in exchange
therefor.

(d) Net gains or nect income derived from or in the formm of
rents, royalties, patents, and copyrights.

(e) Interest, except interest referred to in clauses (1) or (2) of
section H4A :6-14 of this act.

(f) Dividends. “‘Dividends’ means any distribution in caxh or
property made by a corporation, associatiou or husinmess trust,
(1) out of accuruulated carnings and puofits, or (2) out of earn-
ings and profits of the year in which sueh dividend is paid.

(g) Gambling winnings.
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(h) Net gains or income derived through estates or trusts.

(1) Income in respect of a decedent.

(j) Pensions and annuities *except* to the extent [that the
procecds exceed the contributions made by the taxpayer *[as
provided]* “of eaclusions® in **[sectionsI*™ **section** 544 :6-10
and **[54.4:6-123"* *hereunder, notwithstanding the provisions of
N.J. 8. 184:66-51, P. .. 1973, ¢. 304, s. 41 (C. 43:64-41), P. L.
1954, ¢. &4. s. 55 (C. 43:3504-53), P. L. 1944, e¢. 255, s5. 17
(C.43:164-17), and P. L. 1965, ¢. 89, s. 45 (C. 53:54—45).*

Distributive share of partnership income.

(1) Amounts received as prizes and awards, except as provided
in scetions 54A:6-8 and 54A :6-11 hereunder.

{m) Rental value of a residence furnished by an employer or a
rental allowance paid by an employer to provide a home.

(n) Alimony and separate maintenance payments to the extent
that sueh pavments are required to be made under a decree of
divorce or separate maintenance but not including payments for
support of minor children.

2. N.J.S.54A:6-10 is amended to read as follows:

54 A :6-10. Pensions and annuities. Gross income shall not in-
clnde [that pavt of any amount] *[amountsy* *that part of any
amount™ received as an annuity under an annuity, endowment, or
life insurance contract [which bears the same ratio to such amount
as the investment in the contract (as of the annuity starting date)
bears to the expected return under the contract (as of such date).
Where (1) part of the consideration for an annuity, endowment, or
life insurance contract is contributed by the employer, and (2) dur-
ine the 3-vear period beginning on the date on which an
amount is first reccived under the contract as an annuity, the
aggregate amount receivable by the employee under the terms of
the contraet is equal to or greater than the consideration for the
contract contributed by the employee, then all amounts received
as an aunuity under the contract shall he excluded from gross
income until there has been so excluded an amount equal to the
consideration for the contract contributed by the employee] *[or
amounts received as pension, disability or retirement benefits,
under any public or private plan, whether the consideration therefor
1S contributed by the employee or employer or both, to the extent
of £10,000.00 in any onc year]* *which bears the same ratio to
such amount as the mwvestment in the contract as of the annuity

starting date bears to the expected return under the contract as of

such date. Where (1) part of the consideration for an amnuity,

i
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endowment, or life imsurance contract is contributed by the em-
ployer, and (2) during the 2-year period beginning on the date on
which an amount 18 first received wnder the contract as an annuity,
the cggregate amount vegetvalde v the cmployee wnder the terms
of the contract is cqual to or greater thun the consideration for the
contract contributed by the cmployec. Then oll amounts received
as an annity under the contract shall be excluded from gross
income until there has been so excluded ar amount equal to the
consideration for the contract contributed by the employee.

*In addition to that part of any amount yeceired as an annuity
which is excludable from gross income as hevein provided, gross n-
come shall not include payments of $7.500.00 for a married couple
filing jointly, $3,750.00 for a marvicd person filling separately, or

u, endowment

$5,000.00 for a single taxpuayer, received as an anniily,
or life insurance contract, or payments of such amounts or less for
each class of taxpayer as herctofore designaled. which are received
as pension, disability or retiremenl benefits wunder any public or
private plan, whether the consideration thercfor is contributed by
the employee or employer or both, provided that i taepaiyer cither
by virtue of age or disability is or would be cligible to recoire py-
ments under the Federal Social Security Ael.™*

Gross income shall not include asiy awmount recoived wnder any
public or private plan by reason of « permanent qid total
disability*.

3. N. J. S. 54A:6-12 is **[amended to read ax follows:J*~
**hereby repealed.**

**I54A:6-12. Pensions of persons not covered under Sociul
Security. LGrossy In addition lo the exclusion provided wnder
N. J. 8. 544:6-10*F, gross mcome shail not tielude ponsion, dis-
ability or retirement programs of the Iederal Govermuent or ol any
State or its political subdivisions, or agencies thereol, Yor persons
not covered under 54A :6-2 or 24A :6-5 licrcof ; provided, however,
that the total amuount of benefits to he ailowed exclusion herein shinl
not be in excess of the maximum antount of henefils pavabic fo aud
allowahle for exclusion in 51+A:6--2 and 94A :6-33* *any tazpaycer
not covered under 544:6-2 or 534:6=-3, but who would be cligible
in any year to recewe paywents wnder sich act if he or she were
covered thereby, shall be allorwed an coclusion from his or her gross
income in such year the acmonnt of §3,000.00 for a sugle tavpayer
or a married taxpayer filing separately and the amount of S6,000.00
for a married tazpayer jiling « joint retwrn™ 3

4. This act shall take effect immediately and shall be retroactive
to **[July 1, 1976F "L awwary 10 forr 30 00 Siuly 1.

19767 %%,



ASSEMBLY AMENDMENTS TO

SENATE, No. 1709

[Taien Orrician Clory Reprant ]

STATE OF NEW JERSEY

ADOPTED FEBRUARY 17, 1977

Amend page 1, section 1, after line 19, add new paragraph as follows:

“For the tax year 1976, any taxpayer with a tax liahilit under this
subsection. or under the ‘Tax on Capital Gains and Other Uncarned
Tncome Act’ (P L. 1975 ¢ 172), s<hall not he subject to payment of
an amount greater than the amount he would have paid it either retwry
had covered all capital transactions during the full tax vear 1976:
provided, however, that the rate which <hall apply to any capital ai
shall be that in effeet on the date of the transaction. To the extent that
any loss is used to offset any gain under (P. L. 1975, ¢. 172) it <hall not
he used to offset any gain under the *New Jersey Gross [neome Tax
Act’ . 1. 1976, ¢. 47).7"

Anmend page 4, scetion 1, line 119, onat e, 30477 nsert e 14077

Amend page 5, section 2) lines 34-40, omit entire parvagraph.

Amend page 9, section 2, after line 45, insert new paragraph as fol-
lows:

“In addition to that part of any amount reccived as an annuity which
is exehidable from gross incore as herein provided, gross income shall
not include payments of up to $10,600.00 for a married couple filing
jointly, ¥5,000.00 for a married person filing =eparately or $7,500.00
for a single taxpayer, which are received as an annuity, endowment
or life insnrance contract, or payments of any such anounts which are
received as pension, disability, or retirement benefits, under any public
or private plan, whether the consideration therefor is contributed hy
the employvee or emplover or both, by any person who, either by virtue
of age or disability, is or would be eligible to receive payments under
the Federal Social Sccurity Aet.”’.

Amend page 5, section 4, line 3, after 1976, add as follows: ‘“‘except
that with respect to payments leretofore declarved exempt from the
act, to whieh this act is amendatory by virtue of the provisious of
N. J. S 18A:66-51, P. L. 1973, ¢. 140, section 41 (C. 43:6A-41), P. L.
1954, c. 84, section 53 (C. 43:15A-H3), P. L. 1944, ¢. 235, section 17
(C. 43:16A-17) and P. L. 1965, ¢. 89, section 45 (C. 53:3A-45), this act

T

shall be effective retroactive to January 1, 1977.



FROM THE OFFICE OF THE GOVERNOR

MARCH 16, 1977 FOR FURTHER INFORMATION

FOR IMMEDIATE RELEASE ANNE BURNS 8956

Governor Brendan Byrne Wednesday signed abill which amends the

New Jersey Gross Income Tax with regard to pensions, annuities and capital

~

gains income.

The bill, S-1709, sponsored by Senator Joseph P. Merlino, (D-Mercer)
allows a married couple filing jointly to exclude pension, or retirement income
of up to $10,000 from their gross income for tax purposes. A single person
will be allowed to exclude pension or retirement income of up to $7,500 from
his or her gross income. A married person filing separately will be permitted
to exclude $5,000. _ ‘ .

The bill also states the gross income will not include any mo%ey
received under a private or public plan for permanent and total disability.

| Since income tax was collected for only 6 months of 1976, ta;payers
eligible for these exclusions will be permitted to take only one half;of the
amounts allowed.

In addition to the pension exclusion, the bill will allow taxpayers
to exclude certain amounts of annuity income from their gross income.

For example, a retired taxpayer has contributed $10,000 into a
pension fund. This money is now being returned to him in a monthly annuitf
payment of $300.* This bill will allow him to exclude the $300 annuity payment
from his gross income until the amount he receives from the fund exceeds the
amount he contributed. y

This bill also allows taxpayers to use the full 1976 tax year

for the purpose of computing capital gains.

*NOTE: the figures used in the example are hypothetical.

vy '1
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State of New Jersey

DEPARTMENT OF LAW AND PUBLIC SAFETY

DIVISION OF LAW

FINANCIAL SECTION
WILLIAM F. HYLAND 36 WEST STATE STREET . STEPHEN SKILLMAN

. TRENTON 08625 ASSISTANT ATTORNEY GENERAL
TT Y A
ATTORNEY GENERAL . ~—_ DIRECTOR

ROBERT J. DEL TUFO HERBERT GLICKMAN

FIRST ASSISTANT ATTORNEY GENERAL October 1 ' 19 76 DEPUTY ATTORNEY GENERAL
CHIEF

OCrg o “IoRqy
Sidney Glaser, Director i85 1976 Yy
Division of Taxation D_WC tate
Taxation Building Stor, N Jstreet
Trenton, N. J. B

FORMAL OPINION NO. 26 ~ 1976
Dear Director Glaser:

You have asked whether a general exemption of public
pensions from any State tax set forth in various pension laws
is applicable to the tax imposed under the New Jersey Gross In-
come Tax Act. For the following reasons, you are advised that.-
a general exemption of public pensions, paid by this State, from
any State tax 1s applicable to the New Jersey gross income tax.

All of the State administered retirement systems con-
tain a specific statutory exemption from State or municipal tax-
ation of the pensions and other benefits or rights accruing to
pensioners in those systems.* In its enactment of the Income

* See for example the Public Employee Retirement System at
N.J.S.A. 43:15A-53 which provides in pertinent part:

"The right of a person to a pension, an annuity,
or a retirement allowance, to the return of contri-
butions, any benefit or right accrued or accruing
to a person under the provisions of this act and the
moneys in the various .funds created under this act,
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Tax Act the Legislature generally included "[P]ensions

and annuities to the extent that the proceeds exceed the
contributions made by the taxpayer'" within the category of
taxable gross income, N.J.S.A. 54A:5-1(j). Accordingly,

the question arises whether the Legislature intended in any
way to alter or eliminate the preexisting exemptions enjoyed
by public pensioners for purposes of the application of the
Income Tax Act.

The Act does not contain an express repeal of the
exemption from any state tax set forth in the retirement
system statutes. Moreover, there is no indication of an
implicit legislative purpose to eliminate these exemptions
for purposes of the income tax. It is important to note
that as an aid in discerning the legislative intention, a
repeal by implication is not favored. N.J. State P.B.A. v.
Morristown, 65 N.J. 160, 164 (1976). A legislative intent
to repeal the existing exemption of these pensions from all
state taxation should appear in unequivocal terms. Cf.

N. J. State P.B.A. v. Morristown, supra, at 164. Accordingly,
in this case it was the clear legislative purpose to allow
the general exemption of these public pensions from all state
taxation to apply as well to the New Jersey gross income

tax.

Fn. cont'd.

shall be exempt from any State or municipal tax
and from levy and sale, garnishment, attachment
or any other process arising out of any State or
Federal court and, except as in this section and
in this act otherwise provided, shall be unassign-
able." (Emphasis added)

Similar provisions are set forth in the Teachers' Pension
and Annuity Fund, N.J.S.A. 18A:66-51; State Police Retirement
System, N.J.S.A. 53:5A-45; Police and Firemen's Retirement
System, N.J.S.A. 43:16A-~17; Judicial Retirement Systen,
N.J.S.A. 43:6A-41.
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This legislative design is reinforced by the enac%—
ment of specific exemptions for certain additional similar public
pensions paid by the federal or state governments and their poli-
tical subdivisions. For instance, all payments received under
the federal Social Security Act or Railroad Retirement Act are
excludable income. N.J.S.A. 54A:6-2, 3. Similarly, income re-
ceived from federal or any state pension, disability or retire-
meht program for persons not covered by Social Security or the
Railroad Retirement Act is excludable to a specified maximum.
N.J.S.A. 54A:6-12, The Legislature therefore provided for the
exemption of certain additional public pensions from the purview
of the Act and did not inferentially repeal the absolute exemption
already set forth in the various state retirement system laws.

Moreover, the Legislature on its enactment of the In-
come Tax Law was familiar and conversant with its prior enact-
ments, and in particular the well-known exemption of State pub-
lic pensions from taxation. Cf. New Ark Coop. Inc. v. Stalks,
141 N.J. Super. 37 (Law Div. 1976). 1Its failure to include an
express exclusion for State public pensions in the Income Tax
Act was a result of its recognition of the already exempt status
of these pension payments. You are therefore advised that the
general exemption from all State taxes set forth in the various
State pension laws is applicable to the New Jersey Gross Income
Tax Act, and pension payments received from these sources are ex-
cludable from taxable gross income under the Act.

Very truly yours,

WILLIAM F. HYLAND
Attorney General of New Jersey

By /;7741'4/7 %}%”"‘*
Barry D. Szaferman

Deputy Attorney General

BDS :ped
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