-

}'”’_;‘ L 6"7.'/&#—7’/70/0

LEGISLATIVE HISTORY CHECKLISY

.. NJSA.  54:10A-4 tp 9

.:LaWS'of_ 1968 Chapter 250

B711 No.__s837

| Sponsor(s)p Bateman & Forsythe

Date :Introduced June 10, 1968

‘Committee:. Assembly

- Senate

-~.kaended-during,passage' Yes

UiQate of passage: Assembly jupe 20 1958
' Senate __Jupe 17, 1968

 ‘Date of approval _ August 16, 1968

1968a sales, corporation and death taxes.

.¥0/8/76 .

"f Ffollowing statements are attached if available:

i‘Sponsor statement ' Yes ito
Committee Statement: Assembly Yes Mo
| Senate Yes Na
~ Fiscal Mote Yes Iip
...Veto message ‘ ‘ . Yes Ho
\'Message.on signing Yes i
"Fo1low1ng were printed:
Reports Yes Ng
o Hearings - Yes Ho
This 1egislation recommended in :
974,90 » N.J. Commn, on State Tax Policy,
T235 Twelfth report...Tax equity and tax relief:
Trenton,

Aleiqi wod4 anoway 10N oq

Ad0J A4011S0d4d

property,
May 1968.



!
i
|

B

o

e F

»

; e PIVFIRBPPRUC L Bu L RPN SR T T AR LT kL BN W el

e :

SRAPTER A 5 C s oF i 7 5.6 &
APPROVED % 1 = (%

[OFFICIAL COPY REPRINT]

SENATE No. 837

—_——

STATE OF NEW JERSEY

© ® NN OO W N H DN

T S g
S LR WD RO

18
19
20

22
23
24
25
26
27

it o o i

INTRODUCED JUNE 10, 1968
By Senators BATEMAN AND FORSY'THIS
(Without Reference)

AN Acr to amend the ‘“Corporation Business T'ax Act (1945),”

approved April 13, 1945 (P. L. 1945, ¢. 162).

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

1. Section 4 of the act of which this act is amendatory is amended
to read as follows:

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

(a) ““Commissioner’’ shall mean the Director of the Division of
Taxation of the State Department of the Treasury.

(b) ““Allocation factor’’ shall mean the proportionate part of a
taxpayer’s net worth or entire net income used to determine a
measure of its tax under this act.

(e) ‘“Corporation’’ shall mean any corporation, joint-stock com-
pany or association and any business conducted by a trustee or
trustees wherein intercst or ownership is evidenced by a certificate
of interest or ownership or similar written instrument.

(d) ““Net worth’’ shall mean the aggrecate of the values dis-
closed by the hooks of the corporation for (1) issued and outstand-
ing capital stock, (2) paid-in or capital surplus, (3) carned surplus
and undivided profits, (4) surplus reserves which can reasonably be
expected to accrue to holders or owners of equitable shares, not
including reasonable valuation reserves, such as reserves for depre-
ciation or obsolescence or depletion, and (5) *[50% of}* the amount
of all indebtedness owing directly or indirectly to holders of 10% or
more of the aggregate outstanding shares of the taxpayer’s capital
stock of all classes, as of the close of a calendar or fiscal year. The
foregoing aggregate of values shall be reduced by 50% of the
amount disclosed by the books of the corporation for investment in
the capital stock of one or more subsidiaries, which investment is

defined as ownership (1) of at least 809 of the total combined vot-

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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g porwer of all cdasses of sloek of the subsidiary entilled fo role
and (2) of ul least S0 of cacly class, if any, of nonvoting stock. In
the case of mrestment in an enlily organized under the Tows of a
foreign country, the foregoing requisite degree of ownership shall
*Eapply to cacludcF *ejifect a like reduction of* such tnvestment
from net wortlh of the tavpayer, if the foreign entity is considered
a corporation Jor any purposc wnder the United States Federal
incone taa lawes, sicch as (but not by way of sole cxamples) for the
pirpose of supplying deewed-paid foreiga tae credits or for the
purpose of statns as u controlled forcign corporation. “In caleulat-
g the wel worth of « taxpayer entitled to reduction for investment
i subsidiaries, the aanount of libiitics of the tavpayer shall be
reduced by such proportion of the licdilities as corresponds to the
ratio which the excluded portion of Lhe subsidiary values bears to
the total assets of the taxpayer.*

[However, if} If in the opinion of the enmmissioner, the corpora-
tion’s books do not diselose fair valuations the commissioner may
make a reasonable determination of the net worth whieh, in his
opinion, would reflect the fair value of the assels, exrclusive of sub-
sidiary investments as defined aforesaid, carrvied on the hooks of
the eorporation, in accordanee with sound accounting principles,
and such determination shall he used as net worth for the purpose
of this act.

(¢) “Indebtedness owing direetly or indireetly’” shall inelude,
without limitation theveto, all indebtedness owing 1o any stock-
holder or shareholder and to members of his immediate family
where a stockholder and members of Ins immediate family together
or in the aggregate own 109% or morve of the aggregute outstanding
shares of the taxpayver’s eapital stock of all elasses.

)

(f) ““Investment company’’ shall mean any corporation whose
business during the period covered by its report consisted, to the
extent of at least 90% thercof of holding, investing and reinvesting
in stocks, bonds, notes, mortgages, debentures, patents, patent
rights and other securities for its own account, but this shall not
include auy corporation which: (1) is a merchant or a dealer of
stocks, bonds and other sceurities, regularly engaged in buying the
same and selling the same to customers; or (2) had less than 90%
of ils average gross assets in New Jersey, at cost, invested in stocks,
bonds, debentures, movtgages, notes, patents, patent rights or other
securitics or consisting of eash on deposit during the period covered
by its report; or (3) owned more than 109% of either the aggregate

outstanding shares of capital stock of all classes entitled to vote, or
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3
of the aggregate ontstanding shares ol nonvoling capital stock, of
any other corporation, during the period covered by its report.

(g) ““Regulated investment company™ shall mean any corpora-
tion which for a perviod covered by its report, is registered and
regulated under the Imvestumient Company Act ol 1940 (54 Stat.
789), as amended.

(h) “Taxpayer’’ shall mean any corporation required to report
or to pay taxes, interest or penaitics under this aet.

(1) “IFiscal year’’ shall mean an accounting period ending on any
day other than the last day of Deecmiber on the basis of which the
taxpayer is required to report for Ifederal income tax purposes.

(3) Ixeept as hercin othierwise provided, ““privilege period”
shall mean the calendar or fiscal accounting period for which a tax
is payable under this act.

(k) ““Entire net income’’ shall mean total net income from all
sources, whether within or without the United States, and shall
include the gain derived from the employment of capital or labor,
or from both combined, as well as prolit gained through a sale or
conversion of capital assets. For the purpose of this act, the amount
of a taxpayer’s entire net income shall be deemed prima facie to be
equal in amount to the taxable income, helore net operating loss
deduction and special deductions, which the taxpayer is requived
to report to the United States Treasury Department for the pur-
pose of computing its I'ederal income tax; provided, however, that
in the determination of such entire net income,

(1) Entire net income shall [not include 50%F exclude 100% of
dividends which were included i compuling such taxable ineome
for Federal income tax purposcs[;], piid Lo the taxpayer by one
or more subsidiaries owned by the taapayer to the catent of the
80% or more ownership of investment described in subscection (d)
of this section. Wilh respect to other dividends, entire nel tncome
shall not wnclude 50% of the total included n computing such tuw-
able income for Federal mcome tax purposes;

(2) Entire net income shall be determined without the exelusion,
deduction or credit of :

(A) the amount of any speeific exemption or eredit allowed in any
law of the United States imposing any tax on or measured by the
income of corporations;

(B) any part of any income from dividends or interest on any
kind of stock, securitics or indebtedness, exeept as provided in sub-

section (k) (1) of this scction;
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106 () taxes paid or acerued to the United States on or measured by ,

107 profils or income, or the {ax impoxed by this acl, or any Tar paid ,

108 or accrived with respect to “sabsidiory® dividends cxcluded from .

109 cntize ned income as provided in sabseelion (1) "1} (1) of v

1094 his section:

110 (D) net operating losses sustained during any vear or period \
111 other than that covered by the report;

112 (k) 909 of inlerest on indebtedness owing direetly or indirectly i

113 to holders of 10% or more of the aggrezale outstanding shaves of :

114 the taxpayer’s capital stock of all ¢lasses; exeept that such interest

115 may, in any event, be deductedd

116 (1) up to an amount not exceeding $1,000.00,

117 (ii) in full to the extent that it relates to bonds or other
118 evidences of mdebtedness issued, with stock, pursuant to a
119 bona fide plan of reorganizalion, to persons, who, prior tv such
120 reorganization, were hona fide ereditors of the corporation or
121 its predecessors, but were not stoekholders or sharcholders

122 thercol;

I - - e e G et e e

123 (3) The commissioner may, whenever neeessary to properly

124 refleet the entirve net income of any taxpayer, determine the year or

125 period in which any item of income or deduction shall be ineluded,

i

126 without being limited to the method of accounting employed by the 2
127 taxpayer. !
1 2. Scction  of the act of which this acl is amendatory is amended "
2 to read as follows: ',
3 5. The franchisc tax {o be annually assessed Lo and paid by each .
4 taxpayer shall be the snm of the amount computed under subsection t
5 (a) [or (b)Y Lereof, Ewhichever is greater,} or, in the alternative to 5
6 the [amounts] amount computed under subsection (a) Lor (b)] ‘
7 lercof, the amount computed under subsection (I) hereof, and the ‘
8 amount computed under subscction {(¢) hercof*[:} *:* 1
3

9 (a) thatl portion of its entire net worth as may be allocable to ﬁ
10 this Statle as provided in section 6 multiplied by the [rates set forth }

11 in subseetion (b) of this section; or} following rates: 2 mills per
12 dollar on the first $100,000,000.00 of allocaled net worth; 4110 of a
3 mill per dollar on lhe sccond $100,000,000.00; 3[/10 of a mill per !

14 dollar on the third $100,000,000.00; and 2/10 of a mill per dollar on

15 all amounts of allocaled net worth in cxcess of $300,000,000.00;

-

16 (b) [that proportion of its entive net worth as the average value

17 of its total assets in this State during the period covered by its

-y o,

18 report is to the average value of its assets everywhere during such

19 period (for the purpose of which there shall be included as within
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20 this State all intangible personal property of domestie corporations
21 not baving a business situs outside this State, and the entive amount
22 of intangible personal properly of foreign corporations as would
23 lhave a business situs within this State for the purpose of a property
24 tax) mmltiplied by the following rates: 2 mills per dollar on the
25  first $100,000,000.00 of allocated net worth; %44 of a mill per dollar
26 on the second $100,000,000.00; %4 of a mill per dollar on the third
27 $100,000,000.00; and %4¢ of a mill per dollar on all amounts of
28 allocated net worth in excess of $300,000,600.00;F (Delcted by
29 amendment)

30 (c) 3¥4% of its entire net income or such.portion thereof as may
31 be allocable to this State as provided ni section 67; provided,
A however that with vespect to reports covering privilege periods or
318 parts thereof ending after December 31, 1967, the rate shall e
3lc 41/49.%

32 (d) Provided, however, that the franchise tax to be annually
33 assessed to and paid by any investment company or regulated in-

34 vestment company whiclt has eleeted to report as such and has filed

35 its return in the form and within the time provided in this act and
36 the rules and regulations promulgated in conneetion therewith,
37 shall, in the casc of an investment company, be measured by 254
38 of ils entire net income and 259% of its entire net worth, and, in the
39 case of a regnlated investment company, by 4% of its entire net in-
40 come and 15% of its entive net worth, at the rates hereinbefore set
41 forth for the compuiation of tax on net income and net worth,

42 respectively, but in no case less than $250.00.

43 (e) The tax assessed to any taxpayer pursuant to Fsubscelions
44 (a) and (b)) subscetion (a) of this section shall not he less than the

45 greatest of (1) %o of & mill per dollar on the first $100,000,000.00
46 and %, of a mill per dollar on all amounls In excess of
47 $100,000,000.00 of *[total assels ™ “the average of the taxpaiyer’s
48 real and tangible personal property witlin e Slate* allocated to
49 this State in accordance with [subsection (b)Y paragraph (A4)
20 of section 6 hereof L X* (i the case of a tarpayer whicl does not
5L maintain a regular place of business outside this State other than
DA a statutory office, the allocation shall be 100% );* or (ii) in the
51 case of a domestic corporation, an amount measnred by the
Hle number of shares which the faxpayer is authorized to issue as
ol follows: where authovized canital stock does not exceed 5,000
52 shares $25.00; where the authorized capital stoek is in excess of
03 5,000 shares bul does not exeeed 10,000 shares $£35.00; and where the

54 authorized eapital stock excecds 10,000 shares, for the first 10,000
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shares $35.00 and for each additional 10,000 shares or part thercof
$27.50, but not over $100,000.00; or (iil) $25.00 in the case of a
domestic corporation, or $50.00 in the case of a foreign corporation.

(f) Inlien of the portion of the {ax based on net worth and to be
computed under subscetions (a) and (b)] subscction (a) of this
section, any taxpayer, the value of whose total assets everywhere,
less reasonable reserves for depreciation, as of the close of the
period covered by its report, amounts to less than $150,000.00, may

elect to pay the tax shown in the following table:

If total The tax shall be

A o, - RS- Sl — -~j

assets But less For Domestic For Foreign

are at least than Corporations Corporations
$0 00 $18,000 00 $25 00 $50 00
18,000 00 22,000 00 31 00 50 00
22,000 00 26,000 00 37 00 o0 00
26,000 00 30,000 00 43 00 o0 00
30,000 00 34,000 00 49 00 a0 00
34,000 00 38,000 00 55 00 55 00
38,000 00 42,000 00 61 00 61 00
42,000 00 46,000 00 67 00 67 00
46,000 00 50,000 00 73 00 73 00
50,000 00 04,000 00 79 00 79 00
54,000 00 08,000 00 81 00 85 00
58,000 00 62,000 00 91 00 91 00
62,000 00 66,000 00 97 00 97 00
66,000 00 70,000 00 103 00 103 00
70,000 00 74,000 00 109 00 109 00
74,000 00 78,000 GO 115 00 115 00
78,000 00 82,000 60 121 00 121 00
82,000 00 86,000 00 127 00 127 00
86,000 00 90,000 00 133 00 133 00
90,000 00 94,000 00 139 00 139 00
94,000 00 98,000 00 145 00 145 00
98,000 00 102,000 00 151 00 151 00
102,000 00 106,000 00 157 00 157 00
106,000 00 110,000 00 163 00 163 00
110,000 00 114,000 00 169 00 169 00
114,000 00 118,000 00 175 00 175 00
118,600 00 122,000 00 181 00 181 00
122,000 00 126,000 00 187 00 187 00
126,000 00 130,000 00 193 00 193 00
130,000 00 134,000 00 199 00 199 00
134,000 00 138,000 00 205 00 205 00
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95 138,000 00 142,000 00 211 00 211 00
096 142,000 00 146,000 00 217 00 217 00
97 146,000 00 150,000 00 223 00 223 00
1 3. Section 6 of the act of which this acl is amendatory is amended
2 to read as follows:
3 6. In the case of a taxpayer which maintains a regular place of
4 business outside this State other than a statutory office, the por-

[=2 T

-~1

10
11
12
13
14

16
17

18

20

206

tion of its entire net worth to he used as a measure of the tax
imposed by section 5{a) of this act, and the portion of its entire
net income to be used as a measure of the tax imposed by seetion
5(c) of this act, shall be determined by multiplying such enlirve
net worth and entire net income, respectively, by aun allocation
factor which shall be the average of the fractions computed in
(A), (B) and (C) below, or of so many of them as may be ap-
plicable, that i1s:

(A) The average value of the taxpayer’s real and tangible per-
sonal properly within the State during the period covered by its
report divided by the average value of all the taxpayer’s real and
tangible personal property wherever situated during such period;

{B) The receipts of the taxpayer, computed on the cash or ac-
crual basis according to the method of accounting used in the
computation of its net income for Iederal tax purposes, arising
during such period from

(1) sales of its tangible personal property located within
this State at the time of the receipt of or appropriation to
the orders where shipments are made to points within this
State,

(2) sales of tangible personal property located without the
State at the {ime of the receipt of or appropriation to the
orders where shipment is made {o points within the State,

(3) Deleted by amendment,

(4) services performed within the State,

(5) rentals from properiy situated, and royvalties from the
use of patents or copyrights, within the Stale,

(6) All other business reeeipts (excluding dividends ca-
cluded from entire net income by subsection (k) (1) of section
4 hereof ) earned within the State, divided by the fotal amount
of the taxpayer’s receipts, similarly computed, arising during
such period from all sales of its tangible personal property,
services, rentals, royalties and all other business reeceipts,

whether within or without the State;

(C) The total wages, salaries and other personal service com-
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pensation, similarly computed, during such period of officers and
cmployees within the State divided by the total wages, salaries
and othier personal service compensation, similarly computed, dur-
ing sueh period of all the taxpayer’s officers and employees within
and without the State.

In the case of a taxpayer which does not maintain a regular
place of business outside this State other than a statutory office,
the allocation factor shall he 10045,

4. Secection 8 of the act of which this act is amendatory is amended
to read as follows:

8. If it shall appear to the commissioner that an allocation factor
determined pursuant to section 6 does not properly reflect the
activity, business, veceipts, capital, entire net worth or entire net
income of a taxpayer reasonably attributable to the State, he may
adjust il by:

(a) excluding one or mnore of the factors therein;

(b) including one or more other factors, such as expenses, pur-
chases, contract values (minus subcontract values);

(¢) excluding one or more assets in computing entire net worth;
or

(d) excluding one or niore assets in computing an allocation per-
centage; or

(¢) applying any other similar ov different method caleulated to
effect a fair and proper alloeation of the entire net income and the
entire net worth reasonably attributable to the State,

[Nothing herein shall be construed to requive or permit the com-
missioner to adjust an allocation factor determined pursuant to
section 5(b).]

*5. Seclion 9 of the act of which this act is amendatory (C.
54:104-9) is amended to read as follows:

9. Any tarpayer chich holds capital stock of a subsidiary during
al or pail of any year may, for Hie purposes of the tax tmposed by
this act, deduct from its net worll such proportion of the average
value of such holdings less net Linbilities (if any) to [subsidiaries]
a subsidiary as corvesponds 1o 50% of the ralio of the subsidiary’s
tarable net worth, for the same year under this act, to its entire net
worth; provided, howerver, that if the subsidiory is subject to a
franchise tax measiored by gross receipls under any other law of
this State. suck deductible portion of such holdings shall [be
delermined as} corvespond 1o 50 of the ratio of the subsidiary’s

Dusiness within the State to ths busimess everywhere during its next

preceding torable vear under suelc taw,  Ior the purpose of this

;
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15 section, a subsidiary shall be decmed to be any corporation in which
16« taxpayer is the [heneficial} owner of at least 0% of the total

17 combined voting power of all classes of stock enditled 1o vote and

P S it

18 of af least 80% Lof the total number of shares of all other classes

P

19 of stock except nonvoling stock which is limited and preferred as
[ 1

90 to dividendsY of cach class, 1] any, of nonvoting stock.™

*[5.3* *6.* This act shall {ake offect immediately and shall be

S ag———

1
9 applicable with respect to privilege periods *[ending on and}*

*commencing* after December 31, 1968.
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FPISCAL NOTE TO

SENATE, No. 837

STATE OF NEW JERSEY

DATED: JUNT: 20, 1968

Senate Bill No. 837 is an act that would amend the ‘‘Corporation
Business Tax Aet (1945).”? It is designed to implement the recommen-
dations contained in the {welfth report of the Commission on State
Tax Policy with respeet to the Corporation Business Tax Aet, P. L.
1945, chapter 162.

Prior to Senate passage on June 17, 1968, Senate Bill No. §37 was
amended to make it applicable only with respect to corporate privilege
periods commencing after December 31, 1968. As a consequince, if
enacted as amended, the State would suffer no revenue loss during fiscal
1968-69.

The Treasury Departmient cstimates that enaclment of Senate Bill
No. 837 would result in a revenue loss to the State of about $12.2 million
in fiscal 1969-70. In subsequent years this, of course, would be a con-

tinuing loss.

In compliance with written request received, there is hereby submitted
a fiscal estimate for the above bill, pursuant to . L. 1962, c. 27.

e e A e e
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2 iz ofFI(fE OF THE GOVERNOR FOR RELEASE: Friday,

3 August 16, 1968
‘ . u,.v‘l,Governor Richard J. Hughes today signed Senate Bill No. 837, which

s S

% ;focts major revisions of the New Jersey Corporation Business Tax Law.

P ged=Y -

w0 e

: -V:At:va public signing attended by many of the leaders of commerce and

‘;.:.‘.,_;_tgy’f-jni'New Jersey, Governor Hughes approved a modernization of the so-called

,«ﬂmcation'fornmla" whereby the income and net worth of multi-state corporations

uéividéd ahd attributed to New Jersey. Senate Bill No. 837 will exclude all

'&:@si

ot 6

pr.é;téx,i In addition, only 50%, instead of the previously required 100%, of

dj_arj capital from the base uporn which New Jersey's corporations pay their in-

R e -

"'mtsidiary, capital will be included in the base upon which these corporations pay

@.cu‘ net worth tax.

“ 'The Governor proclaimed these revisions as essential to the continuation

o T

af the;e‘quitable relationship between govermment and commerce in New Jersey. He

o=

>

i2id, "These adjustments derive from recommendations cf the State Tax Policy

g
= ;;'_lessio*n, which was established to insure that New Jersey is not left behind by

g Mther states whose tax pelicies have taken into account the multi-state nature of

% v

s #uch of today's big business. The division of income and net worth among several

»

’:4*!153 jurisdictions, each with a legitimate interest in a business concern, presents
%= of the most complex and far-reaching questions which government must resolve.

&2 in l?‘ew Jersey, by this change in our law, make crystal clear our determination

. “#rive from industry and commerce no more than a full fair share of financial
; : =

i

RN

: :3I't4;i.i"' ‘
~ The New Jersey Corporation Business Tax Law, first enacted in 1945, re-
oy

“° that corporations doing business in New Jersey pay a dual tax to the state

"”'cf:d up'qn both their net income and net worth. A careful formula was provided

-

e




éf}&r the computation of that portion of income and worth which was fairly attributable

gito ope:ations here. With the groyth of subsidiary operations and conglomerates,

§'cofporations headquartered in New Jersey with substantial business interests through-
%_ ~

: out the country and the world, found themselves doubly taxed cn significant portions

'_o% non-New Jersey business,

A The Governor commented, 'New Jersey has offered to multi-state industry
?féﬁ §ttractivb home base, from which both industrv and the people of this state have
1§ng derived great benefit. To maintain that attraction we must be ever alert to

" changing commer:ial methods and irnccrporate them in our law."

&3

I

The Governor further noted that Sernate Bill No. 837 is in the best

_ tradition of rrogressive legislation adopted in this state o assure an equitable

&

3

¥

~ tax structure to industries seeking a faverabis locatiorn in which tc locate and

”ptosper. The spring of 1966 marked a high-water point in progressive legislation

In addition, the New Jersey State Economic Deveiopment Assistance Act and the
c?éaﬁipn of the Economic Policy Council in the Department of the Treasury both provided
?nﬁﬁétfy with comprehensive information needed for a intelligent determination of

; bﬁé##éss 1qcation. The Area Redevelopment Law, toc, provided assistance to industries
:f;}dééﬁiﬁg in this state. The banking.and commercial laws also received the helpful
-;‘ttehtion of 1966 legislature, which removed over-strict limitations upon the

i lend; :
; :vgnd¥§3-capac1ty of Savings and Loan Companies as well as Savings Banks and State Banks.




;rer

ccognized and fulfilled.

- At the same time, the Governor emphasized that this measure, like the
5
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