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§2-Note to §l 

P.L.1995. CHAPTER 418. approlJed January JO. J996 

1995 Assembly No. 2124 ("'Irs' Reprint) 

J AN ACT concerning the deductibility of interest owed to certain
 
2 stockholders of a corporation under the corporation business
 
3 tax, amending P.L.1945. c.162.
 
4
 
5 BE IT ENACTED by the Senate and General Assembly 01 the
 
6 S'a'e 01 New Jersey:
 
7 1. Section 4 of P.L.1945. c.162 (C.54:10A-4) is amended to
 
8 read as follows:
 
9 4. For the purposes of this act. unless the context requires a 

10 different meaning: 
11 (a) "Commissioner" shall mean the Director of the Division of 
12 Taxation of the State Department of the Treasury. 
13 (b)"Allocation factor" shall mean the proportionate part of a 
14 taxpayer's net worth or entire net income used to determine a 
15 measure of its tax under this act. 
16 (c) "Corporation" shall mean any corporation, joint-stock ' 
17 company or association and any business conducted by a trustee 
18 or trustees wherein interest or ownership is evidenced by a 
19 certificate of interest or ownership or similar written instrument. 
20 (d) "Net worth" shall mean the aggregate of the values 
21 disclosed by the books of the corporation for (1) issued and 
22 outstanding capital stock. (2) paid-in or capital surplus, (3) earned 
23 surplus and undivided profits, and (4) surplus reserves which can 
24 reasonably be expected to accrue to holders or owners of 
25 equi table shares. not including reasonable valuation reserves. 
26 such as reserves for depreciation or obsolescence or depletion. 
27 Notwithstanding the foregoing. net worth shall not include any 
28 deduction for the amount of the excess depreciation described in 
29 paragraph (2)(F) of subsection (k) of this section. The foregoing 
30 aggregate of values shall be reduced by 50% of the amount 
31 disclosed by the books of the corporation for investment in the 
32 capital stock of one or 'll0re subsidiaries. which investment is 
33 defined as ownership (1) of at least 80% of the total combined 
34 voting power of all classes of stock of the subsidiary entitled to 
35 vote and (2) of at least 80% of the total number of shares of all 
36 other classes of stock except nonvoting stock which is limited and 
37 preferred as to dividends. In the case of investment in an entity 
38 organized under the laws of a foreign country, the foregoing 
39 requisite degree of ownership shall effect a like reduction of such 
40 investment from net worth of the taxpayer. if the foreign entity 
41 is considered a corporation for any purpose under the United 
42 States federal income ta" laws, such as (but not by way of sole 

EXPLANATlON--Matt.,. .ncloUd In bold-f'efd bl'.ckttl [thus] In ~he 
above bill is not .nact.d and Is intend.d to b. omitted In the l.w. 

/'tatter underlined 1ll.III. It n•• Ntter. .
 
~tt.r enclosed In sUP'''sc~'pt nuM.r.ls has b.en .dopted .s fotlaws:
 

As'fMbly AAP comMitt•••~.ndm.nts .dopted Jun. 19, 1995. 
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examples) for thtl purpose of supplying deflmed paid foreip tax 
credits or for the purpose of status as a contnJlled foreign 
COl iIOra tion. In calculating the net worth of a taxp• .,er entiUQd 
to reduction for investment In liubeidiaries. the amoWlt of 
liabilities of the taxpayer lihall bo reduced by such proportion of 
the liabilities as corresponds to the ratio which the excluded 
portion of the subsidiary values bean to the total aMetli of the 
taxpayer. 

In the case of bankina corporationli which have international 
banking facilities as dofined in subsection (n). the foreloing 
aggregate of values shall also be reduced by retained eamin,s of 
the international banking facility. Retained earnings meana the 
earnings accumulated over the life of such facility and shall not 
include the distributive share of dividends paid and federal 
income taxos paid or payable during the tax year. 

If in the opinion of the commissioner, the corporation' s books 
do not disclose fair valuations the commissioner may make a 
reasonable determination uf the net worth which, in his opinion. 
would reflect the fair value of the assets. exclusive of subsidiary 
investments as defined aforesaid. carried on the books of the 
corporation, in accordance with soWld accoWlting principles, and 
such detennination shall be used as net worth for the purpose of 
this act. 

(e) "Indebtedness owing directly or indirectly" shall include. 
without limitation thereto, all indebtedness owing to any 
stockholder or shareholder and to. members of his immediate 
family where a stockholder and members of his immediate family 
together or in the aggregate own 10% or more of the aggregate 
outstanding shares of the taxpii.'yer' s capital stock of all classes. 

(0 "Investment company" shall mean any corporation whose 
business during the period covered by its report consisted, to the 
extent of at least 90% thereof of holding, investing and 
reinvesting in stocks, bonds. notes, mortgages, debentures. 
patents, patent rights and other securities for its own accoWlt. 
but this shall not include any corporation which: (1) is a merchant 
or a dealer of stocks. bonds and other securities. regularly 
engaged in buying the same and selling the same to customers; or 
(2) had less than 90% of its average gross assets in New Jersey, at 
cost, invested in stocks, bonds. debentures. mortgages. notes. 
patents. patent rights or other securities or consisting of cash on 
deposit during the period covered by its report; or (3) is a banking 
corporation or a financial business corporation as defined in the 
Corporation Business Tax Act. 

(g) "Regulated investment company" shall mean any 
corporation which for a IJeriod covered by its report. is registered 
and regulated under the Investment Company Act of 1940 (54 
Stat. 789), as anllmd.,d. 

(h) "TaxpaYer" shall mean any corlXlration required to I'ellort 
or to pay taxes, interest or penalties under this act, 

(i)" Fiscal ~ear" shall mean an accounting period ending on any 
day other than the last day of December on the basis of which the 
taxpayer is required to report for federal income tlK purposes. 

(j) Except as herein provided, "privilege period" shall mean the 
calendar or fiscal accounting period for which a tlK is payable 
under this act. 

I 
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1 (k) "Entire net income" shall mean total net income from all 
2 sources, whether within or without the United States, and shall 
3 includtt the gain derived from the employment of capital or labor, 
4 or from both combined, as well as profit gained throuSh a sale or 
5 conversion of· capital assets. For the purpose of this act. the 
6 amount of a taxpayer's enUre net income shall be deemed prima 
7 facie to be equal in amount to the taxable income, before net 
8 operating loss deduction and special deductions, which the 
9 taxpayer is required to report to the United States Treasury 

10 Department for the purpose of computing its federal income tax:
 
11 provided, however, that in the determination or such entirA net
 
12 income,
 
13 (1) Entire net income shall exclude for the periods set forth in
 
14 paragraph (2)(F)(i) of this subsection, any amount, except with
 
15 respect to qualified mass commuting vehicles as described in
 
16 section 168(f)(8)(D)(v) of the Intemal Revenue Code as in effect
 
17 immediately prior to January I, 1984, which is included in a
 
18 taxpayer's federal taxable income solely as a result of an
 
19 election made pursuant to the provisions of paragraph (8) of that
 
20 section.
 
21 (2) Entire net income shall be determined without the
 
22 exclusion, deduction or credit of:
 
23 (A) The amount of any specific exemption or credit allowed in
 
24 any law of the United States imposing any tax on or measured by
 
25 the income of corporations:
 
26 (B) Any part of any income from dividends or interest on any
 
27 kind of stock, securities or indebtedness, except as provided in
 
28 paragraph (5) of subsection (k) of this section:
 
29 (C) Taxes paid or accrued to the United States, a possession or
 
30 territory of the United States, a state. a political subdivision
 
31 thereof, or the District of Columbia on or measured by profits or
 
32 income, or business presence or business activity, or the tax
 
33 imposed by this act. or any tax paid or accrued with respect to
 )
34 subsidiary dividends excluded from entire net income as provided
 
35 in paragraph (5) of subsection (k) of this section;
 
36 (D) (Deleted by amendment. P.L.1985. c.143.)
 
37 (E) 1[90% of interest on indebtedness owing directly or
 
38 indirectly to holders of·l0% or more of the aggregate outstanding
 
39 shares of the taxpayer's capital stock of all classes: except that
 
40 such interest may• .in any event. be deducted:
 
41 (i) Up to an amount not exceeding $1,000.00:
 
42 (ii) In full to the extent that it relates to bonds or other
 
43 evidences of indebtedness issued, with stock, pursuant to a bona
 
44 fide plan of reorganization, to persons, who, prior to such
 
45 reorganization. were bona fide creditors of the corporation or its
 
46 predecessors, but were not stockholders or shareholders thereof:
 

• 47 (iii) In full to the extent that it relates to debt of a financial
 
48 business corporation owed to an affiliate corporation; provided 
49 that such interest tate does not exceed 2% over prlmeratei the 
50 prime rate to be dete.-mlned by the Commissioner of Banking: 
51 (iv) In tull to the extent that it relatea to financing or motor 
52 (vehicle Invento/'YI vehicles held for lIale or leaae to cUlitonuns[; 
53 proVided said Indebtedness is owed to a tBlCpayer cUlitontarlly and 
54 routinely providing (his type or r1nanclnllJi I 
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1 (V) In fuU to the extent it relates to debt of a banking 
2 corporlltion to a bank holding company, of which the banking 
3 corporation is a subsidiary, or to a debt of a bankin, (;orporation 
4 to another banking corporation with respect to federal fWlds 
5 transactions govemed by section 23A of the Federal Reserve Act 
6 (12 U.S.C. §371C.) when both banking corporations are 
7 subsidiaries of the same bank holding company. as defined in 12 
8 U.S.C. §t84t.J (Deleted by amendment. P.L...... c.....1 (now 
9 pending before the Legislature as this bOOt 

10 (F) (i) The amount by which depreciation reported to the 
11 United States Treasury Department for property placed in service 
12 on and after January 1, 1981. but prior to taxpayer fiscal or 
13 calendar accounting years begiMing on and after the effective 
14 date of P.L.1993, c.l72, for purposes of computing federal 
15 taxable income in accordance with section 168 of the Internal 
16 Revenue Code in effect after December 31, 1980. exceeds the 
17 amount of depreciation determined in accordance with the 
18 Internal Revenue Code provisions in effect prior to January 1. 
19 1981, but only with respect to a taxpayer's accounting period 
20 ending after December 31, 1981; provided, however, that where a 
21 taxpayer's accounting period begins in 1981 and ends in 1982. no 
22 modification shall be required with respect to this paragraph (F) 
23 for the report filed for such period with respect to property 
24 placed in service during that part of the accounting period which 
25 occurs in 1981. 
26 (ii) For the periods set forth in subparagraph (F)(i) of this 
27 subsection, any amount, except with respect to qualified mass 
28 commuting vehicles as described in section 168(O(8)(D)(v) of the 
29 Intemal Revenue Code as in effect immediately prior to January 
30 1. 1984, which the. taxpayer claimed as a deduction in computing 
31 federal income tax pursuant to ~ qualified lease agreement under 
32 paragraph (8) of that section. 
33 
34 

The director shall promulgate rules and regulations necessary 
to carry out the provisions of this section. which rules shall 

. 
II 

35 provide. among others, the manner in which the remaining life of 
36 property shall be reported. 
37 (G) (1) The amount of any civil, civil administrative, or 
38 criminal penalty or fine. including a penalty or fine under an 
39 administrative consent orde.r. assessed and collected for a 
40 violation of a State or federal environmental law, an 
41 administrative consent order. or an environmental ordinance or 
42 resolution of a local governmental entity, and any interest earned 
43 on the penalty or fine. and any economic benefits having accrued 
44 to the violator as a result of a violation, which benefits are 
45 assessed and recovered in a civil. civil administrative. or criminal 
46 action. or pursuant to an administrative consent order. The 
47 provisions of thIs IJaragraph shall not apply to a penalty or fine 
48 assessed or collected for a violation of a Stste or federal 
49 environmental law, or local environmental ordinance or 
50 resolution, If the penalty or fine was for a violation thllt resulted 
51 fromflre, riot, sabotage. flood. sto,,", event, natural tause, or 

j 
52 other act of God beyond the reasonable control of thevioletor, or 
53 caused by an sct or omission of a person who WitS outside the 
54 reasonable control of the violator. I 
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1 (2) The amount of treble damages paid to the Department of 
2 Environmental Protection (and EnerpJ PUI"liU/Ult to subsection a. 
J of section 7 of P.L.1976, c.141 (C.68:10-23.11t}, for costs 
4 incurred by the department in rempving, Dr arranalns for the 
5 removal of, an unauthorized discharge upon failure of the 
6 discharger to comply with a directive from the department 10 
7 remove. or arrange for the removal of, the discharge. 
R (3) The commissioner may. whenever necessary to properly 
9 reflect the entire net income of any taxpayer. determine the year 

10 or period in· which any item of income or deduction shall be 
11 included. without being limited to the method of accounting 
12 employed by the taxpayer. 
13 . (4) There shall be allowed as a deduction from entire net 
14 income of a banking corporation, to the extent not deductible in 
IS determining federal taxable income. the eligible net income of an 
16 intemational banking facility determined as follows: 
17 (A) The eligible net income of an intemalional banking facility 
18 shall be the amount remaining after subtracting from the eligible 
19 gross income the applicable expenses; 
20 (8) EIiSibie sross income shall be the gross income derived by 
21 an international banking facility. which shall include. but not be 
22 limited to. Sross income derived from: 
23 (i) Making. arranginS for. placinS or carryins loans to foreign 
24 persons, provided. however. that in the case of a foreign person 
2S which is an individual. or which is a foreign branch of a domestic 
26 corporation (other than a bank), or which is a foreign corporation 
27 or foreign partnership which is controlled by one or more 
28 domestic corporations (other than banks), domestic partnerships 
29 or resident indiViduals. all the proceeds of the loan are for use 
30 outside of the United States; 
31 (ii) Making or placinS deposits with foreign persons which are 
32 banks or foreign branches of banks (including foreign subsidiaries) 
33 

34 

or foreign branches of the taKpayers or with other international 
banking facilities; • 

35 (iii) Entering into foreign eKchanse trading or hedging 
36 transactions related to any of the transactions described in this 
37 paragraph; or 
38 (iv) Such other activities as an international banking facility 
39 may. from lime to time. be authorized to engage in; 
40 (C) Applicable expenses shall be any eKpense or other 
41 deductions attributable.· directly or indirectly. to the eligible 
42 gross income described in subparagraph (8) of this paragraph. 
43 (5) Entire net income shall exclude 100% of dividends which 
44 were included in computing such taKable income for federal 
45 income tax purposes. paid to the taxpayer by one or more 
46 s.ubsidiaries owned by the taxpayer to the extent of the 80% or 

1 47 more ownership of investment described in liubsel:lion (d) of this 
48 section. With respect to other dividonds. entire net income shall 
49 not include 60% of the total included in compulina such tAxable 
50 income for federal Income tax purposes. 
51 (6) (A) Net operating 1058 deducUon. Thera ,hall be allowed as 
52 a deduction for the taxable year the net operating 109.'1 cArl')'Over 
5:1 to thai year. 
54 (EI) Net operating 1055 carryover. A net operating lollS for any 
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1 talCable year ending after June 30, 1984 shill bit a !let operating 
2 loss carryoV4!r to each of the seven yeal'S followin, the tyear of 
3 the loss. The entire amount of the nftt operetins lou for any 
4 talCable year (the "loss year") shall be cerried to the earliest of 
5 the talCable .years to which the 10&& may be cllrried. The portion 
6 of the loss which shall be carried to each of the other taxable 
1 years shall be the excess. if any. of the amount of the loss over 
8 the swn of the entire net income. computed without the 
9 elCcluslons pemlitted in paragraphs (4) and (5) of this subsection 

10 or the net operating loss deduction provided by subparagraph (A) 
11 of this paraaraph. for each of the prior taxable yeal'S to which the 
12 loss may be carried·, 
13 (C) Net operatina loss. For purposes of this paragraph the term 
14 "net operatinaloss" means the excess of the deductions over the 
15 gross income used in computing entire net income without the net 
16 operatina loss deduction proVided for in subparagraph (A) of this 
17 paragraph an~ the exclusions in paragraphs (4) and (5) of this 
18 subsection. 
19 (0) Change in ownership, Where there is a change in 500/0 or 
20 more of the ownership of a corporation because of redemption or 
21 sale of stock and the corporation changes the trade Or business 
22 giving rise to the loss. no net operating loss sustained before the 
23 changes may be carried over to be deducted from income eamed 
24 after such changes. In addition where the facts support the 
25 premise that the corporation was acquired under any 
26 circumstances for the primary purpose of the use of its net 
27 operatin.loss carryover. the director may disallow the carryover. 
28 (I) "Real estate investment trust" shall mean any corporation. 
29 trust or association qualifying and electing to be talCed as a real 
30 estate investment trust under federal law. 
31 (m) "Financial business corporation" shall mean any corporate 
32 enterprise which is (1) in substantial competition with the 
33 business of national banks and which (2) employs moneyed capital 
34 with the object of making profit by its use as money. through 
35 discounting and negotiating promissory notes. drafts. bills of 
36 exchange and other evidences of debt: buying and selling 
37 exchange: making of. or dealing in sp.cured or unsecured loans and 
38 discounts: dealing in securities and shares of corporate stock by 
39 purchasing and selling such securities and stock without recourse, 
40 solely upon the order and for the account of customers; or 
41 investing and reinvesting in marketable obligations eVidencing 
42 indebtedness of any person. copartnership. association or 
43 corporation in the fonn of bonds. notes or debentures commonly 
44 known as investment securities: or· dealing in or underwriting 
45 obligations of the United States. any state or any political 
46 subdivision thereof. or of a corporate instrumentality qf any of 
41 them, This· shall include. wHhout limitation of the foregoing. 
48 business commonly known as industrial banks. dealers in 
49 commercial. paper and acceptances, sales finance. personal 
50 finance, small loan and mortgale finaneins businell8es. as well 8S 

51 any other enterprise employins moneyed cepHal coming into 
52 competition with the buslneM 01 national banks: proVided thai the 
53 holding of bands, noles. or other eVidences of Indebtedness by 
54 individual persons not employed or en'88ed in the banking or 

) 

." 

I 
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1 investment business and reprosentin, merelv pOrlOnal 
2 investments not made in competition with tho bUilne. of 
3 national banks, shall not be deemed financial bUline•• Nor shali 
4 "financial business" Include national bana, production credit 
5 associations organized under the Fann Credit Act of 1933 or the 
6 Fann Credit Act of 19'11, Pub.L. 92-181 (12 U.S.C.' 2091 et 
'1 seq.). stock and mutual insuranc:e companies dulV authorized to 
8 transact business in this State. securitv brokers or dealers or 
9 investment companies or bankers not emplov1n, moneved capital 

10 comi", into competition with the business of national banks, real 
11 estate investment trusts. or any of the foUowin, entities 
12 organized under the laws of this State: credit unions. savings 
13 banks. savings and loan and buildln, and loan associations. 
14 pawnbrokers. and State banks and trust companies. 
15 (n) "Intemational banking facility" &hall mean a set of asset 
16 and liability accounts segregated on the books and records of a 
1'1 depository institution, United States branch or agencv of a 
18 foreian bank, or an Edge or Agreement Corporation that includes 
19 onlV intemational banking facility time deposits and intemational 
20 banking facility extensions of credit as such tenns are defined in 
21 section 204.8(a)(2) and section 204.8(a)(3) of Regulation 0 of the 
22 board of governors of the Federal Reserve System. 12 CFR Part 
23 204. effective December 3. 1981. In the event that the United 
24 States enacts a law. or the board of governors of the Federal 
25 Reserve System adopts a regulation which amends the present 
26 definition of intemational banking facility or of such facilities' 
2'1 time deposits or extensions of credit, theCQrnmissioner of 
28 Banking shall forthwith adopt regulations defining such tenns in 
29 the same manner as such tenns are set forth in the laws of the 
30 United States or the regulations of the board of governors of the 
31 Federal Reserve System. The regulations of the Commissioner of 
32 Banking shall thereafter provide the applicable definitions. 
33 (0) lOS corporation" means a corporation included in the 
34 definition of an lOS corporation" pursuant to section 1361 of the 
35 federal Internal Revenue Code of 1986. 26 U.S.C. §1361. 
36 (p) "New Jersey S corporation" means a corporation that is an 
37 S corporation; which has made a valid election pursuant to 
38 section 3 of P. L. 1993•. c.173 (C.54:10A-5.22)i and which has been 
39 an S corporation continuously since the effective date of the 
40 valid election made pursuant to section 3 of P. L.1993. c.173 
41 (C.54:tOA-5.22). 
42 (cf: P.L.1993. c.l'13. 5.1) 
43 2. This act shall take effect immediately and apply to fiscal or 
44 calendar accounting years ending after its enactment. 
45 
46 

0 ( 47 
48 
49 Eliminates the corporation business tax limitation on the 
50 deduction of Interest owed to certain mlattld parHes. 

(; 

.J 
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.. fmancial business" include no tional banks, preduc lion crcdi t1 
associations organized under the rann Credit Act of 1933 or the2 
Fann Credit Act of 1971. Pub,L. 92-181 (12 U.S.C.§ 2091 ct:I 
seq.). stO(;1( 8J1d mutual Insurance companies duly authorized to4 
trnnsoct business In this SUlto, security brokers or dlJOJers or5 
investment companies or bonkers not umploylng rnonoyod capitol 

7 coming into competltlon with the buslMSS of ntttlolllll bllnks, ron I 
e~tot() invo5tment trusts, or uny elf thll following cntlll!!1i 

li 

8 
or~nnllOd undllr tho laws of this Stilt,,: crodlt unions, !!nvln!:!i11 
blUlks, suvlng!! and loon nnd bulltllnlol Rnd IOlln ussociutlon~,10
 

11 pllwnbrokors, and StRtc blll\ks tU'ld trust companies.
 
(n) "Intemotional bonking facility" sholl monn a set of asset12 

1:1 und liobility accounts segregated on tho books and records of a 
1.; dopository Institution, United Stlltes branch or agency of !l 

foreign bonk. or an Edge or Agreement Corporation that includes15 
only international banking facility time deposits and international16 
blU1king facility extensions of credit as such tenns are defined in 

18 section 204.8(a)(2) and section 204.8(0)(3) of Regulation 0 of the 

19 board of governors of the Federal Reserve System. 12 CFR Part 

20 20ot. effective December 3. 1981. [n the event that the United 

21 States enacts a law. or the board of governors of the Federal 

22 Reserve System adopts a regulation which amends the present 

23 definition of international banking facility or of such facilities' 

20t time deposits or extensions of credit, the Commissioner of 

17 

Banking shall forthwith adopt regulations defining such tenns in2S 
the same manner as such tenns are set forth in the laws of the 

.,­ United States or the regulations of the board of governors of the 
2G 

-' 
28 Federal Reserve System. The regulations of the Commissioner of 

29 Banking shall thereafter provide the applicable definitions. 

30 (0) "s corporation" means a corporation included in the 

31 definition of an "s corporation" pursuant to section 1361 of the 

32 federal Internal Revenue Code of 1986. 26 U.S.C. §1361. 

33 (p) "New Jersey S corporation" means a corporation that is an 

34 S corporation: which has made a valid election pursuant to 

35 section 3 of P.L.1993, c.P3 (C.S4:10A-S.22); and which has been 

3G an S corporation continuously since the effective date of the 

37 valid election made pursuant to section 3 of P. L.l 993. C.173 

38 (c.s .. :10A-5.22). 
39 (ef: P.L.1993. c.li3. s.l) 
..0 2. This act shall take effect immediately and apply 10 fiscal or 

...... ca~endar accountmg years en6ng after its er.actmenl. 

.... SPo,N$oR j STATE.\~E.~T 

.. E. ThIs b]U allows a taxpa)'er under the corpora~JOn busmess ta.... 

(; 
..;:- to deduct as a bcslness expense an of the mterest It pays for 

..8 fmancmg motor HhJcles held for sale or lease. The corporatIOn 
';'1 bw;.me!>s ta·... Jlenerally rlisallo""'S the deductIon of ~ of the 
;,ll mtNe.. t owed to holde~ of 10' or more of the capital of a 
;, I corporation. Howe\·cr. there are currently exceptions to aHo\<. 
52 the deduction of l00'\" vf the interest owed by a fLnancial 

t S.I corporatIOn to an affiliate fmancial cOll>Qratlon. by 8 subsidiary 

:,~ han\.. 1rl8 corporal Ion rnalunR it federal funlh transaction WIth its 
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1 holdJng complll1y or Mother lubsidJllry, and II motor ""h.Icle 
2 dealer rlnlll1cing lales inventory with Il taxpayer that routlnely 
3 providea that type or flnlll1clng. Thill bill expands the exemption 
4 ror taxpayers financing motor vehicle. to allow the ruu deduction 
/; whether the "ehlclos were ror 'Ale or lelLle and whether or not 
6 the creditor routinely provided that typo or financing. 
7 

8 
9 

10 
11 Allows deduction or 100% of interest on motor vehicle rinancing 
12 owed to owner or 10% or more of corporate taxpayer lUlder the 
13 corporation business tax. 

) 

",
O' 

1 
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I Ii' 1'1:1): IllN ELl, 1'1'1:, 

Thtl AlUtllnbly AllprollrllltlonJI COlIIlllllIllU r"llorU fi\\/llrnhly 

A"",,,mbly AlII No. 27H, with commillflll nmnnc1rnflnt~. 

AlUitllllbly Ilill No. ,2724. Uli DllIllndod. allows II corpora!" 

lllxpayflr undtlr thfl corporation hu.'lines,'l tllX to deduct 100 percent 

of the interest owed directly or indirectly to a holder of to pfHCp.nt 

or fIlore of 'he llj(grogatp. outstandll1R shares of thp. ta,paYllr' ~ 

Gllpllol !;tock of all ClaMfl!. 

Thfl corpora tlon bll.'iino8.'i t IlX currlln tIy dJ,allows th" UCdUI: t lOll 

of 90% of th" inl"r"st owp.d to ho!dfll1l of 111 ft/II or more of thl! 

clIpi tal of B corporat lon, !Iowllvnr, Ihl1rll urI! Gurrlln t ly stl\ tutory 

IIXCtlptiOns to nllow the deduction of 100% of thtl intertJst OWt!d by 
specific corporations involved in Spt~ciflc fInanCing transactions 

with subsidiaries and se\'erill judicial der.lsions narroWIn~ th~ 

application of the disallowance. 

As amended. this bill is identir.al to Senate 13111 ~o. H12-l (1 R), 

FISCAL IMPACT: 
The Department of Treasury has reported that judICIal declslIms 

have make it easy to plan aro\U1d lhl! currt!l1t prolli ... ion of law that 
this bill would eliminate. Therefore. thl! prolli<;!OIl hl~ln~ t~lillllnilll~d 

is no IOll!(er a sl!(nificant source uf reVPlllltl for thtl Slate ,md 

"merely represents a trap for the lUlwary til\paYl'f," ilcconhn,l( to 

the departme:1t. 

COMMITTEE AMENQMENTS: 
The committee amendments eliminate th.\l portion of thl~ 

corporation business tax which limits the deduction of interest llwt>d 

by the corporation-taxpilyflr to certain partll.'s r,!I"tlld to thl! 

corpora t ion. 
The original lIerslon of the bill would have allowI!d a corlxlra!t! 

taxpayer under the corporation bu."iness tax to dmluct as iI businl!'" 

expense all of the interest paid to owners of the corporate ta,p,l~er 

for financing motor \/ehic1es held for sale or lease, 
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1.I:(;I'lLATIVI'; FISCAl. t~lfl'IMI\TI': 'f'( I 

AS)EMBLf, No. 2724 

STATE OF NEW JERSEY 

llAn:o: luly;1. 11111.'\ 

AlWImbly (1111 Nil. :!n~ or 1995 allow" II corporalll I."pa\nr 
w\Cl"r Ihe corpor.llon butln"U IAll 10 dttduc' .1 " bUSlnllM 1l~')tlI\!lI" 

.11 of Ihlt Inleral II pays 10 ownltl'l of Ihe corporaltl Il\~pa)'llr lor 
fln&nCin. molor "eNd. held for uJe or lease. 

The corpotluon bus.aneIa lall ,"",flU)' du.I.UoW\ Ihe ded,IIl:II01\ 

of 90 percenl of lhe inleresl oweel 10 hoJder1 or 10 percenl or ",are 
of lhe capila.l of a COf1)Of1Ilion. However. lhere is currenlly an 
ellceplion lhal .Hows lhe deduclion of 100 percent of Ihe U\leresl 
owed by • molor vehicle dealer rinancins sales inventory wllh a 
taxpayer lhal routinely pmvldes thaI 1)'pCI of hnMCina. The bill 
.~ IbAl eocemphon 10 allow tM full ~.ttntl "heft.-r fht­
,-Uuc.I. ,,~•.,. low wJe M (or 1-,-- and ..heorbe,. 0,. nolIhi- CN!'dH01 

1"~1~r fOUluwlr ~ Ihoi I t)1Mt of f&llolDC.ADl 101M df'blur 

I upI)'er. 

No infonnallOO was pro'ii~ by the Office or Managemenl an<! 
Budgel on Ihe fiscal impacl or this bill. and no dala are available 10 

the Office of Leaislativ. Services (01.5) on the aMual amoUllI of 
inleresl deductions limiloo by currenl law. or Ihe amounls of 
inteJ1!St that would become deductible PUI'SIJanI 10 the bilL 01.5 
noles. however. lbe receaf aa of Rollins le.J5ina Y. Du. of Ta,.. 
2711 N.'.Super 5~ (App. Dlv. 199-1). coocenung the deductibdity of 
interest owed by • sub5idiary 10 ils Owrnlr for rUllnCinJ on motor 
vehicles held ror 1.&54S. 1be courl held Ihat Ihe owner-c~lfor 

corporetion could auip 1M debt 10 VI unrelaled third parI)' Md 
COllvert it!. pos.lhon 10 thll of guarantor or lhe ~t. Heca\M tht! 
subsidiary owed the debl to an unrelalOO third part)'. the inlerest 

)was held to be fully deductible. Because the large corpora t ions 
mosl affecled by lhe limilalion are also lhe corpora IIOnS in lhe best 
positioa to slrucl\lre a debt tt"ans.achon like tbal in Rollins Leasmg. 
the rnenue ampact of I~ slat\ltofT ~ftnphoa I.:Pder lhr bw:. fT'lot) 

be mtnirul. 

~ lqulall~. flkAl elIUMI. baa been pcoducflld by the orrlU 
of Lea~\l~lI Se~tces _ to the f&1lun of the t.,ecuh'. 8ranc...h 
10 respond 10 our request for a fiscal note. 
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