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June, 2005

The Honorable Richard J. Codey
Acting Governor

Members of the New Jersey Legislature

Dear Acting Governor Codey and Legislators:

I am pleased to present the 2004 Annual Report of the Division of Taxation for the fiscal
year ended June 30, 2004.

The Division continues to expand its paperless filing systems and now mandates electronic
filing in certain cases. Most sales and use tax filers, certain partnerships, as well as all
taxpayers responsible for filing returns for the domestic security fee, the State hotel/motel
occupancy fee and municipal occupancy tax, the motor vehicle tire fee, the cosmetic medical
procedures gross receipts tax, and the 9-1-1 system and emergency response fee are required
to file and pay electronically.

As aresult of our focus on paperless filing, we have seen tremendous growth in the number
of returns filed electronically — both business tax returns and individual income tax returns.
We strongly believe that electronic filing and payment benefits both taxpayers and the
Division, saving time and money. We are steadfast in our commitment to provide cost-
effective filing methods. To this end, our goal for the coming years will be to continue
expanding our paperless filing systems, making it easier for taxpayers to fulfill their reporting
and payment obligations.

I trust that this report will provide a useful overview of both the Division’s operations as
well as our continued efforts to ensure the efficient administration of New Jersey’s tax
laws and regulations.

Respectfully submitted,

/iobert K. Thompson

Director
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DIVISION OF TAXATION HIGHLIGHTS

o In September 2003, the Division of Taxation executed a Memorandum of
Understanding (MOU) with the Internal Revenue Service (IRS) relating to
the sharing of information collected by the IRS in its investigations of Abusive
Tax Avoidance Transactions (ATAT). Pursuant to the MOU, the IRS will share
information with the Division of Taxation when it is collected during the course
of its audits and investigation, rather than waiting until they are completed.
In past initiatives, the IRS shared information with the states at the conclusion
of its investigative/audit activities. This change in process will permit the Division
of Taxation to use resources more efficiently by avoiding duplication of
investigations and audits of taxpayers that are being conducted by the IRS. A
similar MOU was executed in March 2004 between the Division of Taxation and
the Federation of State Tax Administrators to share information collected in the
audits and investigations of abusive tax avoidance transactions among the 40
participating States.

o In January 2004, the Division of Taxation introduced a new telephone-based filing
system for sales and use tax to complement the existing online filing system. At the
same time, the Division began transitioning 250,000 sales and use taxpayers to
mandatory electronic filing and payment methods from filing and paying through
traditional paper methods. The transition is scheduled to be completed in July 2005.

» The Safekeeping Unit of the Unclaimed Property Branch of the Division of
Taxation held its first auction in October 2003. The Safekeeping Unit is responsible
for collecting tangible personal property that has been abandoned by its owners
and reuniting owners with their property. The auction offered an assortment of
jewelry, collectibles, and coins to buyers from across the region and netted
$104,000. The proceeds are held in the Unclaimed Property Trust Fund in the
names of the owners until they can be located. Once a claim is filed, the owner
receives a check for the sale price of the property, plus any interest that accrued
from the date of the sale.

o The Unclaimed Property Branch collected $177 million in cash and $90 million
from the liquidation of securities in fiscal year 2004. In addition, securities worth
$60 million were escheated to the State. $53 million was returned to claimants in
fiscal year 2004, up from $41 million returned in the previous year. The increase
is attributable to several things: as more property is turned over to the State, the
number of claims has gone up; extensive outreach efforts and expanded newspaper
advertisements have heightened public awareness; and traffic on the unclaimed
property Web site has grown as more people use the Internet.

« For the first time, the number of taxpayers who chose to file their individual
income tax returns using an electronic method rather than paper broke the one
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million mark. By April 15, 2004, 1.1 million taxpayers had filed their New Jersey
gross income tax returns electronically. This represented an increase of 21% over
the previous tax season.

Beginning with the fall 2003 issue, State Tax News was published solely in
electronic format. In addition to the same mix of articles, tax briefs, and summaries
of court decisions that were included in the paper format, the electronic version
also includes links to sources on our Web site that are updated on an ongoing
basis. This gives readers access to the most up-to-date information available
whenever an issue of State Tax News is accessed.

The Division of Taxation maintains two contracts with an outside debt collection
agency for collection of both known (deficient) and unknown (delinquent) tax
liabilities. The vendor is paid on an hourly basis and the revenues collected under
these contracts far outweigh the costs to maintain them. In an effort to further
defray the costs of outsourced collection efforts and to shift the burden for the
payment of these services to the noncompliant taxpayers, in November 2003 the
Division implemented a Referral Cost Recovery (RCR) Fee. In addition to the tax,
penalties or interest assessed, a 10% RCR fee is added to any case the Division
refers to the collection agency. For fiscal year 2004, taxpayers paid $2.58 million
in RCR fees.

During the fall of 2002 the Division instituted a license suppression project for the
approximately 24,000 cigarette and motor fuels tax licenses. When a licensee’s
business tax account shows either delinquent or deficient items, they are notified
that their license will not be renewed until these items are resolved. Letters were
sent to 2,785 licensees in January 2004 advising them of their outstanding
liabilities. By the end of the fiscal year, the Division had received payment and/or
information which resulted in the renewal of 1,568 of the licenses. Collections
attributed to the project for fiscal year 2004 totaled $2.6 million. To date the
project has collected $5.9 million.

In November of 1999, the Division became a participant in the Federal Offset of
Individual Liability (FOIL) Program which was set up by the Federal Management
System (FMS). Through the FOIL Program the federal government offsets federal
personal income tax refunds against tax deficiencies of participating states. Affected
taxpayers are sent notification by certified mail advising them of the intended set-
off and giving them 60-days to protest the action. The Division receives payments
both directly from taxpayers sent in response to the notification, as well as from the
FMS as a result of the offset. The Division collected revenues of $5.9 million
during Fiscal Year 2004 and more than $34.5 million since becoming a participant.

In fiscal year 2004, the Office of Criminal Investigation evaluated 520 complaints
of tax evasion, which resulted in the initiation of 32 criminal cases. One-hundred
twenty-eight (128) cases were forwarded for prosecution. At the end of the fiscal
year, there were 183 ongoing criminal investigations.

|2004 Annual Report

viii



New Jersey Division of Taxation

ORGANIZATION AND ACTIVITIES

2004 Annual Report|
|




|Division of Taxation

[ 2004 Annual Report

2



0556-86T (Lt8)
JaryD Yooy Srer)
upny 2)eI§-jo-InQ

LT65-26T (609)
= Jo1y) ‘sueaq 997
1PNy 31O

919¢-€€9 (609)
JoryD ‘preuoorA sewoy],
s109lo1q [e10adg

€912-26T (609)
Jo1yD “yoroy [RyoIN
NPNY Xe], [enpIAIpu]

0S¥8-€€9 (609)
Jory) ‘uoje[Sey epury
$901AIRS Qouerdwo))

0689-€€9 (609)
Jo1yD “2qqOSBID) [SBYIIA [
Sununoooy 1okedxey,

00267262 (609)
Jo1y) ‘SuIeH U9Ad)S 2
suonerad( ‘doiq pewreoun

9T¥8-€€9 (609)
JoryD ‘uraisIoATIS 1IoYS
suonedIqng 29 UONeWLIoJu]

¥L6L-T6T (609)
Jo1yD WA BIOMRg ]
Suruueq 29 Ao110d Ld1

STIS-¥86 (609)
Jory) ‘plo3utoyog prempg
QOIATOG JaWI0)SN))

TS1L-26T (609)
Jo1y) ‘sagnen) aouaime|

Npny pletg

06€L-26T (609)
JoryD ‘sqqmg preuoy
saInpadold [eroads

S0S-262 (609)
JoryD ‘Sur[ys sruusq
1oddng 1] 2 "1SAS xe], "AIpuf

L9TE-¥86 (609)
JoryD ‘0D sowre( 1
Qouerdwo)) ‘SSasSY [BO0]

££6€-88S (609)
JoryD ‘uekag weripy -
sjeaddy 29 doudrojuo)

887L-T6T (609)
Jo1yH ‘uewion, O ydseor
SQOTATRS JIPNY

€€L-26C (609)
JonyD ‘rouwng K10y
uonesnsoAU[ plorg

S¥05-T6T (609)
JoryD ‘1eko7 uyog
10oddng STIA 29 “1SAS Xe], 'sng

6T6L-26T (609)
JoryD Aoy sewoyy,

AQURISISSY P11 Ld1

$665-76T (609)
Jory) ‘ouerere) se[OYoIN [
$901A1QS K1078 NSOy

I

I

—

—

8.60-262 (609)

1012241(] JUDISISSY ‘IOPRIYDS PIRYOTY

any

1199-262 (609)
40122.41(] JUDISISSY ‘UIARD) PIAR(]

HONVI'TdINO))

S¥0S-262 (609)

4012241(] JUDISISSY ‘0J1IIF  (J UYof

LA0ddNS TVOINHDHL,

7T88-26T (609)

10302.41(] JUDISISSY ‘10)sOAIAS uoydalg

NOILVILSININAY ALIAdOd

€769-€£€9 (609)
4012241( JUDISISSY ‘POOAN UIRY

SHDTAYAS TVOINHIA],

€215-786 (609)
JoID TUnDH preyory
SISATeUY "U0OH 29 "AY

9115-%86 (609)
JOID “BIOYOYS 119q0Y
asnoyarep eleq

L91L-26T (609)
%GNETNVH ﬁHNEO_m
SISATVNY DINONODH
29 ANNIATY 40 ADIIIQ

16€L-26T (609)
SWEPY USINEBIA]

JOLOHII( HHL OL TASNNOD)

$815-76¢ (609)
X0,] pjoAvE
JOLOTII( ALNdA[

1L€L-T6T (609)
JoryD ‘oddeuy, oydoisuy)
SOOIAIOS JUSWIASBURIA

¢816-26T (609)
INULIJUIM YD
AAVLS 40 JA1H))

0LSL-€€9 (609)
quey uesng

NOILLVOILLSAAN]
TVNINIID) 40 AD144Q

¢815-26T (609)
uosduioy | Y 142qoy

JOLOHHId

NOILLVZINVDUO NOLLVXVL 40 NOISTAIA




[ 2004 Annual Report

4



AUDIT

This Activity is responsible for ensuring tax compliance
and the collection of outstanding tax liabilities through
the examination of information provided on tax returns
and by auditing records at the taxpayer’s place of busi-
ness. The Division’s voluntary disclosure and nexus pro-
grams are also administered by Audit Activity. This Ac-
tivity consists of five branches: In-State Field Audit,
Out-of-State Field Audit, Audit Services, Office Audit,
and Individual Tax Audit.

In-State Field Audit

The In-State Field Audit Branch audits businesses to de-
termine if they have complied with their obligations un-
der New Jersey’s tax statutes. The audit examination of
the taxpayer’s accounting records is comprehensive and
covers all taxes administered by the Division. In addition,
as part of several interstate exchange agreements, infor-
mation may be obtained for other taxing jurisdictions dur-
ing the performance of the audit.

In addition to regular audit activities, the In-State Field
Audit Branch continues to pursue its cash audit initiative.
This program is designed to strengthen compliance and
collection efforts as well as level the playing field for
compliant businesses. To help the Division identify the
types of cash businesses that need assistance, a special
team does pilot audits and helps develop procedures for
other cash initiatives.

Out-of-State Field Audit

The Out-of-State Field Audit Branch is responsible for
performing field audits for all New Jersey taxes on all
taxpayers whose accounting records are maintained out-
side of the State. Currently the Division has regional of-
fices in Chicago (Illinois) and Anaheim (California), with
Field telecommuters based in Atlanta, Stamford, Houston,
Dallas, and Denver.

Office Audit

The primary responsibility of the Office Audit Branch is
the audit and refund of Corporation Business Tax. Other
taxes audited include the Financial Business Tax, Insur-
ance Premiums Tax, Ocean Marine Tax, Retaliatory Tax,
Savings Institution Tax, various Sanitary Landfill Taxes,
Spill Compensation and Control Tax, and the Corporation
Income Tax.

The Branch is comprised of nine audit groups. Three
groups are assigned general corporate desk audits, and

Organization and Activities |

two groups issue tax clearance certificates. The Special
Audit Group is responsible for administering the smaller
taxes as well as reviewing Internal Revenue audit changes.
The Nexus Audit Group has the responsibility to discover
and examine out-of-State entities to determine whether
they have unreported tax filing and paying obligations.
The Corporate Billing Group is responsible for reviewing
all deficiencies generated by Corporation Business Tax
filings. The Corporate Refund Audit Group is responsible
for auditing and approving all Corporation Business Tax
refund claims.

Individual Tax Audit

The Individual Tax Audit Branch is comprised of the
Gross Income Tax Audit Section and the Transfer Inheri-
tance and Estate Tax Section.

Gross Income Tax Audit. The Gross Income Tax Audit
Section is responsible for auditing Gross Income Tax re-
turns filed with the State of New Jersey. The audits are
done using a variety of criteria developed within the
Branch, utilizing information from the Internal Revenue
Service, neighboring states, and other New Jersey agen-
cies, where applicable. The section also pursues delin-
quent resident and nonresident taxpayers separately and
in joint projects with other Division branches and the
Internal Revenue Service.

Transfer Inheritance and Estate Tax. The Transfer
Inheritance and Estate Tax Section is responsible for all
phases of the administration of the two taxes, from offer-
ing taxpayer services, to auditing, to the issuance of
waivers.

Audit Services

The Audit Services Branch provides audit, technical, and
clerical support for every aspect of the Audit Activity. In
addition, the Branch administers the Alcoholic Beverage
Tax, Cigarette Tax, Motor Fuels Tax, Petroleum Products
Gross Receipts Tax, Public Utility Tax, Sales Tax (re-
funds), Spill Compensation and Control Tax, and the
Wholesale Tobacco Products Tax.

The Audit Selection Group provides other Audit Activity
Branches with lists of audit candidates. This group proc-
esses data from the Division’s internal databases, as well
as from outside sources such as the IRS, U.S. Customs,
alcoholic beverage wholesalers, and various other third
parties.

The Audit Billing Group provides billing capabilities for
the entire Activity. This process includes making the nec-
essary adjustments to the Division’s systems to properly
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reflect taxpayers’ accounts, creating bills, corresponding
with taxpayers, applying payments, and transferring files
for administrative hearings or securing liabilities for fu-
ture collection.

The Cooperative Interstate Tax Enforcement Group ad-
ministers the agreement between New Jersey and New
York as it relates to Sales and Use Taxes being charged
by vendors doing interstate business. This unit is also re-
sponsible for the assessment of Use Tax on taxable pur-
chases which are made out of State, and works with the
U.S. Customs Service data in assessing Use Tax that is
due on imported goods being brought into New Jersey by
both businesses and individuals. It also administers the
provisions of the Jenkins Act as it relates to cigarettes be-
ing purchased out of State.

The Motor Fuels Group administers the Motor Fuels Tax,
Petroleum Products Gross Receipts Tax, and the Spill
Compensation and Control Tax. The group is responsible
for issuing licenses, determining proper bonding, and is-
suing refunds. The group conducts office audits, recon-
ciliations of taxpayer accounts, and provides taxpayer
services.

The Tobacco and Alcoholic Beverage Tax Group admin-
isters the Cigarette Tax, Wholesale Tobacco Products
Tax, and the Alcoholic Beverage Tax. The group is re-
sponsible for maintaining pricing requirements along with
the audit and investigation of any Tobacco Tax related
activity.

The Public Utility Tax Unit reviews taxpayer reports,
conducts office audits, and maintains taxpayer accounts
as they relate to various Energy and Utility taxes.

The Word Processing Unit provides centralized word pro-
cessing and other clerical support for groups such as Indi-
vidual Tax Audit, Nexus, and other areas that require as-
sistance with high-volume projects.

This branch was also responsible for the creation of the
Local Area Network for Audit Activity relied on by both
the Gross Income Tax Branch and the Nexus team.

|2004 Annual Report
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TECHNICAL SERVICES

Conference and Appeals

The Conference and Appeals Branch handles taxpayer
complaints and protests, and conducts informal adminis-
trative hearings.

All incoming protests are evaluated by the Review Sec-
tion for compliance with the statutory and regulatory pro-
visions for Protests and Appeals. Within the Review Sec-
tion, the Risk Management Group determines whether the
State is at risk relative to the collection of the protested
assessment. Taxpayers may be asked either to pay the
outstanding assessment, furnish a surety bond, or furnish
a letter of credit to stay collection. Absent adequate secu-
rity, a Certificate of Debt and a “Finding of Responsible
Person” will be filed.

The Conferences Section provides informal administra-
tive hearings. After the hearing process, conferees issue
the Division’s Final Determinations on assessments, no-
tices of individual responsibility for trust fund taxes, de-
nials of refunds, as well as determinations on nonmone-
tary issues such as nexus, subjectivity, and the denial of
organizations’ claims for exempt status.

Final Determinations can be appealed to the Tax Court of
New Jersey. The Appeals Section tracks and manages
these cases, acting as the Division’s liaison with the Dep-
uty Attorney General assigned to defend the Division of
Taxation.

Customer Services Branch

Customer Services is responsible for encouraging volun-
tary compliance by providing taxpayers with the informa-
tion and assistance they need to meet their New Jersey tax
responsibilities. Additionally, the Branch provides assis-
tance to New Jersey residents in applying for and obtain-
ing property tax rebates they may be eligible to receive.
The Customer Services Branch provides assistance
through phone services, automated systems, walk-in help,
and training and outreach as described below.

® Customer Service Center is a state-of-the-art telephone
facility which can handle over 10,000 calls a day.
Agents provide information and assistance on all taxes
and programs administered by the Division of Taxation.

® NJ Income Tax TeleFile is a quick, easy, and conve-
nient way for New Jersey residents to file their income
tax returns from a Touch-tone telephone.

® NJ WebFile provides taxpayers the means to prepare
their income tax returns on a personal computer using



the Division’s secure Internet site. There is nothing to
buy and no filing fees.

* NJ SAVER TeleFile allows homeowners to file their
NJ SAVER rebate applications by phone 24 hours a
day/7 days a week during the NJ SAVER filing season.

* Business Paperless Telefiling System provides an
easy, convenient method for filing various taxes and
fees using a Touch-tone phone.

* Automated Tax Information System offers taxpayers
a wide variety of information and assistance from a
Touch-tone phone including the Automated Refund In-
quiry System, the Homestead Rebate InfoLine, NJ
SAVER InfoLine, New Jersey TaxTalk, and the Forms
Request System.

® NJ TaxFax makes State tax forms and other technical
information available to fax machine users.

® Trenton Regional Office, located in the main lobby of
the Taxation Building in Trenton, is a walk-in office
for taxpayer assistance.

® Training & Outreach presents workshops for the pub-
lic on a variety of topics, provides speakers on New
Jersey tax-related matters, and administers the VITA
(Volunteer Income Tax Assistance) and TCE (Tax
Counseling for the Elderly) programs.

Information and Publications

The Information and Publications Branch produces in-
formational publications and tax return instructions; re-
sponds to taxpayer correspondence; resolves problems re-
lating to the various property tax relief benefit programs
administered by the Division; mails forms, publications,
and other Division material to the public; and provides
general technical information via the Web site.

Publications Unit is responsible for most of the Division’s
informational publications, including the instructions for
individual income tax returns and applications for the
property tax relief programs administered by the Division;
the quarterly newsletter for tax practitioners, the New Jer-
sey State Tax News; the Annual Report of the Division of
Taxation; and brochures and notices. This unit also pro-
vides technical tax material for the Division’s Web site.

E-Mail Unit responds to most of the general taxpayer
e-mail that comes to the Division directly or that is re-
ferred here for reply.

Property Tax Relief Programs Unit responds to corre-
spondence and resolves problems related to the State’s
Homestead Rebate, NJ SAVER Rebate, and Property Tax
Reimbursement Programs. The unit assists New Jersey
legislators seeking to resolve constituents’ problems, and
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responds directly to taxpayer correspondence related to
these property tax relief programs.

Homestead Rebate Eligibility Review Unit is responsible
for reviewing the eligibility of selected homestead rebate
applications. The unit makes eligibility determinations
based on documentation submitted by selected applicants
in response to outreach notices.

Taxpayer Forms Services Unit mails out forms and pub-
lications in response to taxpayers’ requests and handles
bulk mailing for special projects from various branches of
the Division.

Regulatory Services

The Regulatory Services Branch drafts rules, regulations,
and notices for publication in the New Jersey Register
and the New Jersey State Tax News. It acts as the Division’s
liaison with the Deputy Attorney General assigned to han-
dle Division of Taxation technical and regulatory issues;
and provides administrative and enforcement advice to
Division management and staff on all tax laws under the
jurisdiction of the Division. Further, it drafts proposed
legislation; reviews legislation and prepares comments;
provides technical assistance in the implementation of
new tax laws; analyzes, researches, and responds to all
taxpayers’ inquiries and requests for technical advice or
letter rulings; and issues Technical Bulletins.

The Branch is charged with the responsibility of coordin-
ating the processing of all Division rules and notices. The
Administrative Practice Officer within the Branch main-
tains contact with the Office of Administrative Law in or-
der to oversee the promulgation of Division rules and
their official publication in the New Jersey Register.

Exempt Organization Unit processes and makes deter-
minations on applications for Sales and Use Tax Exempt
Organization Certificates.

Taxpayer Accounting

The Taxpayer Accounting Branch issues bills for under-
payment of tax and penalties and interest, reviews bills
and refund or credit requests for accuracy, adjusts ac-
counts to correct errors, and responds to taxpayers’ in-
quiries regarding the status of their accounts.

Taxpayer Accounting is comprised of the Correspondence
and Review Sections for personal income tax, a Business
Tax Section, and a Support Section. The Branch is also
very heavily involved in the Property Tax Reimburse-
ment, NJ SAVER Rebate, and Homestead Rebate Pro-
grams; and staffs a Tax Practitioner Hotline for tax prac-
titioners who are unable to resolve client problems
through normal channels.
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COMPLIANCE

Special Procedures

The Special Procedures Branch is responsible for the col-
lection of overdue tax liabilities. The specific functions of
Special Procedures are as follows:

Attorney General Referrals. Whenever the Division has
exhausted its collection remedies without success, the
case may be referred to the Office of the Attorney Gen-
eral for additional collection actions. Such actions may
include domesticating the Division of Taxation’s lien in
another state where assets of the debtor may have been
located, and/or instituting wage garnishment proceedings.

Bankruptcy. The primary function of the Bankruptcy
Section is to collect delinquent taxes from debtors who
have filed for protection under Federal or State Insol-
vency Statutes by submitting Proofs of Claim to the ap-
propriate courts of jurisdiction.

Bulk Sales. The Bulk Sales Section is responsible for ex-
amining the tax records of each business which disposes
of its assets either by sale, transfer, or assignment, other
than in the normal course of business. This area also is-
sues Tax Clearance Certificates for Transfer of Retail Al-
coholic Beverage Licenses.

Closing Agreements. This section processes applications
for compromise/settlement of tax debts under provisions
of the State Uniform Tax Procedure Law.

Judgments. The Judgment Section collects overdue lia-
bilities from taxpayers who neglected or refused to pay
taxes and/or file returns. The primary collection instru-
ment is the Certificate of Debt, which is filed with the
Clerk of the New Jersey Superior Court. A Certificate of
Debt has the same force and effect as a Docketed Judg-
ment adjudicated in any court of law in New Jersey.

Compliance Services

The Compliance Services Branch provides services to the
taxpaying public and the Division of Taxation; and works
with other State agencies such as the Division of Motor
Vehicles, the State Division of Alcoholic Beverage Con-
trol (ABC), and the Lottery Commission.

ABC Clearance Section. This section, working with the
State ABC, is responsible for issuing Alcoholic Beverage
Retail Liquor License Clearance Certificates to license
holders prior to their annual license renewal.
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Delinquency Section. This section is responsible for issu-
ing delinquency notifications when taxpayers fail to file
required tax returns when due and for securing delinquent
returns and payments.

Deferred Payment Section. This section provides a
method for taxpayers to repay deficient taxes under for-
mal payment plans and monitors active payment plans to
ensure compliance.

Casual Sales Section. This section works with the Divi-
sion of Motor Vehicles to verify, assess, and collect the
appropriate sales tax on purchases of motor vehicles,
boats, and aircraft. Out-of-State purchases are also
scrutinized.

Contract Liaison Unit. This area is the link to the private
collection agencies contracted to collect delinquent and
deficient taxes for the Division. They assure that the ven-
dors comply with Division policies and procedures and
act as facilitators between Division and the collection
agencies’ personnel.

This Branch is also responsible for the following pro-
grams: Vendor Set-Off, a program that intercepts monies
due to State vendors for services rendered and applies the
payments to deficient and delinquent taxes owed by the
vendor; SOIL, Set-Off of Individual Liability, a program
that withholds income tax refunds and property tax re-
bates from taxpayers who have tax debts; FOIL, Federal
Offset of Individual Liabilities, a program that withholds
Federal income tax refunds and applies them against State
tax liabilities; Lottery, a project that verifies to the New
Jersey Lottery Commission that prospective lottery agents
are current in their taxes; and CATCH, Citizens Against
Tax Cheats, that handles reports received about those sus-
pected of not paying, reporting, or collecting taxes.

Field Investigations

The Field Investigations Branch is responsible for col-
lections, post-judgment civil enforcement, canvassing,
and investigation work. Branch personnel work from six
field offices around the State. Walk-in taxpayer services
are available at five of these locations.

Civil Tax Enforcement involves personal contact with
businesses and individuals to secure delinquent tax returns
and tax underpayments. When necessary, the process in-
volves recording Certificates of Debt (CODs), which are
administrative judgments, with the New Jersey Superior
Court followed by identifying and locating assets in order
to levy, seize, and finally sell those assets at public auction.



Taxpayers are encouraged to set up payment plans to avoid
the seizure and sale of business and personal assets. Ques-
tionable business or financial activity is referred to Audit or
to the Office of Criminal Investigations.

Municipal Court Program permits the prosecution of
some tax violations, such as chronic failure to file or pay
sales tax or income tax, as disorderly persons offenses in
Trenton Municipal Court. Restitution is required in addi-
tion to payment of court fines and costs. Probation may
be ordered instead of jail time.

Canvassing of businesses operating from fixed and tran-
sient sites is a major tool to discover vendors who are not
registered to do business or are otherwise not in tax com-
pliance. Weekend canvassing and the use of jeopardy as-
sessment authority at flea markets, special events, and art
and craft shows have been important enforcement tools
used against the underground cash economy.

Taxpayer Services is available to the public and to tax
practitioners who call or walk into the field offices. Tax-
payers can obtain business and income tax forms as well
as copies of various tax information publications, receive
assistance with tax form preparation and business regis-
tration, and get answers to tax questions. Payments for
tax liabilities and completed tax forms are also accepted.

Special Projects

The Special Projects Branch focuses on transient out-of-
State vendors whose business activity in New Jersey cre-
ates nexus and triggers a tax obligation in this State.
Branch investigators work with Division of Taxation audi-
tors as well as various State and Federal agencies to iden-
tify potential noncompliance and to enforce our tax laws.

Investigators utilize the authority granted in N.J.S.A.
54:49-5 and 54:49-7 to make a jeopardy assessment and
demand immediate payment. Failure to satisfy a jeopardy
assessment may result in immediate seizure of available
assets. Companies subject to the jeopardy assessment
process have ninety (90) days from the date of the action
to appeal the jeopardy assessment.

Organization and Activities |

PROPERTY
ADMINISTRATION

Property Administration consists of two branches: Local
Property and Unclaimed Property. The activities of the
Local Property Branch concern real and certain personal
property, and those of Unclaimed Property pertain to in-
tangible personal property and safe deposit box contents.

Unclaimed Property

The Unclaimed Property Branch is responsible for main-
taining records of unclaimed property in the protective
custody of the State. Unclaimed property consists of
financial assets such as savings accounts, wage checks,
life insurance policies, dividends, stocks, and bonds.
Property is “unclaimed” when it cannot be paid or deliv-
ered to the apparent owner, and there is no communica-
tion between the holder and the apparent owner for a
specified abandonment period. Any “Holder” of property
belonging to another is required to turn that property over
to the State Treasurer when it is presumed to be
abandoned.

Audit Section conducts compliance audits of major cor-
porate holders of unclaimed property. Corporate entities
audited include insurance companies, banks, brokerage
firms, mutual funds, retailers, utilities, etc. The State also
contracts with two audit firms for out-of-State holders.

Operations

Holder Reporting Unit receives reports from holders of
unclaimed property that meets the abandonment criteria.
The report section works with holders to assure the accu-
racy of reports and their correct entry into the electronic
system. This unit assists holders in complying with un-
claimed property laws.

Administration Unit oversees the fiscal activity for Un-
claimed Property. Furthermore, the unit is responsible for
financial reporting to the Office of Management and Bud-
get for five trust funds, assuring compliance with various
statutes. It also does the accounting for the securities
portfolio and provides checks and balances of payments
for all security- and cash-related claims.

Claims Processing Unit receives all claims for the return
of unclaimed property, researches and validates the
claims, and processes payments.

Intestate Estates Unit supervises and oversees the admin-
istration of intestate (no will, no apparent heir) estates
through the court appointment of an administrator. If the
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search for heirs is unsuccessful, the administrator turns
over proceeds to the State, minus estate expenses and
statutory fees.

Owner Outreach Unit reunites reported owners with their
assets. This is achieved through legal advertisement,
Internet listings, attendance at public venues, speaking at
professional seminars, and the media. This proactive ef-
fort also serves to enforce compliance by creating more
awareness of the Unclaimed Property Program.

Safekeeping Unit assures the timely and accurate inven-
tory, processing, and marshalling of unclaimed tangibles
found in safekeeping repositories. Owners’ contents are

returned to their rightful owners or auctioned.

Local Property

Policy and Planning
Correspondence/Exemptions/Legislative Analysis Unit
reviews and prepares comments on proposed legislation
concerning property tax issues; develops procedures for
uniform application of senior citizens’ and veterans’ de-
ductions; handles issues on property tax exemption mat-
ters; oversees the administration of the Farmland Assess-
ment Act of 1964; prepares written guidelines, materials,
and regulations on various property tax programs and
statutes for use by assessors; and responds to general tax-
payer inquiries, correspondence, and legislative referrals
regarding property tax matters.

Revaluations/Reassessments/Continuing Education Unit
reviews and approves revaluation, reassessment and com-
pliance programs and contracts; certifies the dollar
amounts for State reimbursement to local taxing districts
for property tax deductions; and administers assessors’
continuing education and recertification programs.

County Tax Board Compliance/Assessor Exam/Realty
Transfer Fee Unit responds to inquiries on realty transfer
fees and monitors the dollar amount collected and re-
funded; provides assistance and checks compliance for
the 21 county boards of taxation; coordinates and admin-
isters biannual Tax Assessors’ Certification Exams; pre-
pares written guidelines and materials on various property
tax programs and statutes for use by county tax board
members and administrators.

Local Assessment Compliance

Railroad Property Unit classifies, assesses, and taxes
railroad properties; assesses and computes Railroad Fran-
chise Tax; and determines railroad replacement revenues
for municipalities in which railroad property is located.

Tax Maps Unit reviews and approves municipal tax maps
for conformance to current specifications and as required
for municipal revaluations.
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Local Assessor Compliance Unit reviews certain infor-
mation that pertains to municipal tax assessors. The unit
also conducts periodic inspections of tax assessors’ of-
fices for compliance with statutory responsibilities, in
particular, municipalities that are reimbursed by the State
for granting qualified senior citizens’ and veterans’ prop-
erty tax deductions.

Field Assistance

Field Assistance and Appraisal Unit provides direct as-
sistance to 566 municipal tax assessors’ offices and 21
county tax boards in solving problems. Field staff also in-
vestigate SR-1As for sales ratio purposes; gather and
verify data for the Table of Equalized Valuations; in co-
operation with the Deputy Attorney General assigned to
Division of Taxation matters, defend the Table of Equal-
ized Valuations at appeal; perform audits and investiga-
tions relating to local property matters; assist the Transfer
Inheritance Tax Bureau with appraisals for inheritance tax
purposes; and maintain the Real Property Appraisal
Manual for New Jersey Assessors. (Special studies and
investigations are conducted as required to meet unusual
or unique circumstances.)

Sales Ratio oversees the Assessment-Sales Ratio Program
and develops the annual Table of Equalized Valuations
from the data analyzed. The Table is used in the calcula-
tion and distribution of State School Aid, to apportion
county and regional school district taxes, and to measure
debt limits of local government units. The Table of Equal-
ized Valuations shows the average ratio of assessed to
true value of real estate for each municipality in the State.

Technical Support provides assistance to county boards
of taxation with electronic transmission of sales data,
rules and regulations regarding changes in response to
legislative changes affecting equalization, preparation of
the county abstract of ratables, county equalization tables;
and coordinates transmissions of data with data centers
and county tax boards.

Property Administration personnel are members of the
County Tax Board and Tax Assessors’ Educational Com-
mittees and take a leadership role in training, education
seminars, and courses which provide procedural informa-
tion on all aspects of local property administration aimed
at improving the performance of county boards and
assessors.



TECHNICAL SUPPORT

This Activity provides the Division of Taxation with the
technological assistance required to administer the New
Jersey State tax laws. These services include the develop-
ment and management of the Division’s tax systems; the
design and procurement of all tax forms and applications;
the procurement, installation, and maintenance of com-
puter hardware and software; the maintenance and up-
dating of the Division’s Web site; and the technical train-
ing of Division employees.

Additionally, Technical Support has responsibility for
telecommunications, including the Wide Area Network
(WAN)), the fiber optic equipment, and micro-based sys-
tems that support applications throughout the Division.
Technical Support personnel interact with representatives
of other State and Federal agencies as well as outside
vendors to provide these services in the most efficient
manner possible. The activity is responsible for imple-
menting new technological developments that are con-
sistent with and that enhance the mission of the Division.

The Technical Support Activity is comprised of two
branches: Business Tax Systems and MIS Support
Branch, and Individual Tax Systems and IT Support
Branch.

Business Tax Systems and MIS Support

The responsibilities of this Branch are divided into the
following major areas.

Forms is responsible for the design and specifications of
New Jersey State tax forms, applications, and many re-
lated publications. The analysts work in conjunction with
the Division of Revenue to ensure that all of the form re-
quirements are met for the processing of the documents.
The analysts coordinate with the Division of Purchase
and Property and printing contractors to provide quality
products consistent with these requirements. Other duties
include attending bidders’ conferences, performing site
inspections of vendor production facilities, and super-
vising the production process to ensure quality control.

TULIPS & TAXNET Help Desk. This group possesses
expertise in the various tax and data systems designed for
use within the Division. It is their responsibility to assist
Division personnel on a daily basis in resolving problems
they encounter with these systems. They are also respon-
sible for performing table and file maintenance for the
various systems, and the management of automated case
flow for various collection activities.

Organization and Activities |

Business Tax Systems and Corporation Tax analysts are
responsible for maintenance and enhancements of exist-
ing tax systems and the development of new systems.
These groups coordinate their efforts with the Office of
Information Technology (OIT) in order to ensure that the
operational needs of the Division are met. They provide
technical assistance to Division personnel and aid in
problem resolution with respect to the various systems.
These analysts also act as liaisons for the Division with
other State, Federal, and local agencies as required.

Individual Tax Systems and I'T Support

The responsibilities of this Branch are divided into four
major areas:

Individual Tax Systems. Analysts from this unit determine
systemic needs and provide data processing support in-
cluding the development, monitoring, and maintenance of
the individual income tax system and the various property
tax relief programs. They design all income tax forms and
applications for the property tax relief programs.

Web Development and Training. This team develops and
maintains the Division’s Web and Intranet sites. They are
also responsible for designing and conducting internal
technical training for desktop software applications and
other systems used Division-wide. PowerPoint and other
media presentations are created by this unit for use by Di-
vision management.

Network and Desktop Support. This unit administers the
Division’s WAN and is responsible for ensuring the avail-
ability of all network devices and services, including the
Division’s e-mail system and remote access for all field
office employees. In addition, they provide desktop hard-
ware and software support for all in-house and field
locations.

Application Development. This unit develops and main-
tains network-based computer applications and systems
for Audit, Compliance, and other areas throughout the
Division.
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CHIEF OF STAFF

The Office of the Chief of Staff is responsible for repre-
senting the Division of Taxation throughout State govern-
ment concerning administrative matters, as well as pro-
viding Division-wide support in the area of Management
Services. The Office of the Chief of Staff works in con-
junction with the Department of Treasury’s Fiscal Office,
Human Resources, and Department of Personnel to pro-
vide internal controls and facilitate requests regarding
budgetary needs, and to coordinate personnel matters, in-
cluding disciplinary and grievance actions concerning Di-
vision employees.

Management Services

Management Services is responsible for providing sup-
port in the following areas:

Facilities Management. Responsible for coordinating
building maintenance and management services for 12 of-
fice locations throughout New Jersey and for the Division’s
out-of-State locations. Facilities Management monitors
all construction projects and coordinates physical moves
for all Taxation locations. In addition, Facilities Manage-
ment is responsible for security and providing employees
with photo identification and building access cards.

Property & Forms. Responsible for the distribution of
forms and supplies to the entire Division, as well as man-
aging and maintaining the Division’s surplus property,
equipment, and forms inventories.

Mail Services. Responsible for the pickup, sorting, re-
cording, and delivery of mail for the Division, including
field offices.

Records Management. Responsible for the Division’s
records management and storage. Maintains a records
placement and tracking system that enables Division per-
sonnel to retrieve documents and files quickly and
efficiently.
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OFFICE OF CRIMINAL
INVESTIGATION

The Office of Criminal Investigation is responsible for
the investigation of alleged criminal violations of the
State tax code. In addition, the responsibility of internal
security and internal control assessment falls within the
jurisdiction of this area.

OCI works closely with prosecutors and investigators at
all governmental levels. Liaison activities are encour-
aged, and joint investigations are conducted in cases deal-
ing with economic and financial crimes that have tax
compliance consequences. Currently, OCI is actively in-
volved in cooperative efforts with the Federal Bureau of
Investigation, the U.S. Attorney’s Office, and states
within the Northeast Corridor.

The Financial Investigations Unit and the Special Investi-
gations Unit develop cases that indicate criminal viola-
tions and willful intent to evade the tax laws of the State
of New Jersey. Based on the findings of the investigation,
recommendations for criminal prosecution are made to
the State Attorney General’s Office or to county prosecu-
tors’ offices. Cases are generated from projects within
these units, referrals from other functions within the Divi-
sion, participation in joint investigations with prosecu-
tors’ offices and other law enforcement agencies, and
concerned citizens.

Financial Investigations Unit is staffed by forensic audi-
tors who detect and investigate criminal violations of
sales and use tax, gross income tax, corporation business
tax, and all other state tax laws. The unit works closely
with the Division’s Audit and Compliance activities to
identify and combat areas of willful noncompliance. Par-
ticular emphasis is placed on prosecution of the theft of
entrusted funds taxes i.e., the failure to pay over sales tax
collected by retailers and gross income tax withheld by
employers acting as trustees on behalf of the State. This
unit also investigates the filing of fraudulent returns for
the purpose of illegally obtaining refunds and payments
from the State’s Homestead Rebate, NJ SAVER Rebate,
and Earned Income Tax Credit Programs.

Special Investigations Unit is comprised of the Cigarette
Tax Enforcement Group and the Special Frauds Group.

The Cigarette Tax Enforcement Group’s Special Agents
have the statutory authority to investigate violations of



New Jersey cigarette tax laws. Investigative resources
have been directed towards the sale of unstamped ciga-
rettes, smuggling, and counterfeiting.

The Special Frauds Group investigates allegations of
criminal tax fraud related to organized crime, official cor-
ruption, and violations of the State’s motor fuels tax and
petroleum products gross receipts tax laws, under which
special licenses are required. The group works in coop-
eration with law enforcement agencies at all levels and
participates in numerous joint investigations and case de-
velopment projects.

Internal Security Unit handles sensitive matters, includ-
ing integrity investigations, background investigations of
prospective employees, and assaults and threats made by
persons attempting to impede the functions of the Divi-
sion. The unit also provides training to enable new em-
ployees to recognize possible compromising situations.

Organization and Activities |

OFFICE OF REVENUE AND
ECONOMIC ANALYSIS

The Office of Revenue and Economic Analysis is respon-
sible for providing revenue estimates of 13 major revenue
sources which account for 90% of the State Budget. The
Office also monitors New Jersey economic conditions,
provides revenue analyses of proposed legislation, evalu-
ates tax policy initiatives, and provides research support
to the Treasurer’s Office.
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COUNSEL TO THE
DIRECTOR

Disclosure

The Disclosure office performs many administrative du-
ties, including responding to internal and external re-
quests for tax records, and recommending and imple-
menting exchange agreements with other agencies. Some
of the agencies Disclosure works with include the Internal
Revenue Service, New Jersey State Police, Division of
Criminal Justice, Division of Gaming Enforcement, and
other states through their Departments of Revenue/Taxa-
tion. Through this activity the Division of Taxation, as
well as other taxing agencies throughout the United
States, have been able to locate and identify tax evaders
who cross state lines.

The Disclosure office is the Division’s central point for
receipt of public requests for information made pursuant
to the Open Public Records Act (OPRA). Disclosure re-
views, researches, and prepares the Division’s responses
to all OPRA requests.

Office of Legislative Analysis

The Office of Legislative Analysis (OLA) is responsible
for reviewing all tax bills introduced in the legislature. It
evaluates the potential administrative, fiscal, and policy
implications of proposals which are scheduled or likely to
be scheduled for legislative action; it proposes amend-
ments to ensure that a bill can be effectively implemented;
prepares bill comments and fiscal notes; and recommends
positions to be taken by the State Treasurer.

In addition, OLA monitors legislative activity, keeps track
of when bills affecting the Division are scheduled for
committee or house action, and follows the progress of
each bill as it proceeds through the legislature. OLA
works closely with the Treasurer’s Office and, when a bill
is enacted into law, it often initiates and participates in
the implementation process.

Counsel to the Director also serves as liaison to the
Attorney General’s Office.
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TAXES AND PROGRAMS ADMINISTERED
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Table 1—Major State Tax Collections (Net)

Fiscal Years 2002-2004

Taxes and Programs Administeredl

% of % of % of |% Change

Tax Source 2004 Total 2003 Total 2002 Total | 2003-04
Collected by the Division:
Alcoholic Beverage (General Fund) $ 98,357,152 05% $ 94,075,191 05% $ 92,280,499 0.5% 4.6%
Casino Parking Fee’ 15,952,127 0.1 15,545,375 0.1 15,638,832 0.1 2.6
Cigarette (including dedicated fund) 767,167,296 3.6 633,536,846 3.2 391,228,753 2.2 21.1
Corporation:

Corporation Business 2,370,169,715 11.3 2,525,446,781 12.9 1,171,456,857 6.5 -6.1

CBT Banks & Financials 141,432,025 0.7 128,451,019 0.7 41,649,356 0.2 10.1
Domestic Security Fee® 22,487,568 0.1 19,080,533 0.1 - 17.9
Environmental Taxes:

Landfill Closure and Contingency 2,316,540 0.0 2,026,016 0.0 1,910,917 0.0 14.3

Litter Control 14,704,529 0.1 13,552,543 0.1 2,946,956 0.0 8.5

Public Community Water Systems 3,380,912 0.0 3,033,912 0.0 2,994,626 0.0 114

Solid Waste Services 5,584,396 0.0 5,368,534 0.0 4,081,230 0.0 4.0

Spill Compensation 18,289,389 0.1 15,093,332 0.1 14,782,033 0.1 21.2
Gross Income 7,400,732,606  35.1 6,735,282,357 34.4 6,836,992,402  38.2 9.9
Hotel/Motel Occupancy Fee/Tax* 85,198,185 0.4 - - N/A
Insurance Premiums 438,101,299 2.1 394,690,473 2.0 345,816,449 1.9 11.0
Miscellaneous Revenues 758,900 0.0 905,691 0.0 13,030,294 0.1 -16.2
Motor Fuels 566,830,724 2.7 530,956,596 2.7 523,818,533 2.9 6.8
Petroleum Products 216,247,008 1.0 214,417,697 1.1 219,700,547 1.2 0.9
Public Utility Excise 9,320,698 0.0 9,549,773 0.0 9,876,021 0.1 -24
Railroad Franchise 620,559 0.0 1,097,901 0.0 7,689 0.0 —43.5
Railroad Property 3,659,744 0.0 3,134,560 0.0 3,303,490 0.0 16.8
Sales:

Sales and Use 6,261,700,380  29.7 5,936,057,141 30.3 5,996,839,407  33.5 5.5

Atlantic City Lux & Promo (Loc. Use) 35,161,029 0.2 25,029,066 0.1 25,926,411 0.1 40.5

Tobacco Products Wholesale 10,345,355 0.0 9,292,175 0.0 15,627,272 0.1 11.3

Cape May County Tourism (Loc. Use) 5,734,824 0.0 3,105,589 0.0 3,503,632 0.0 84.7
Savings Institution’ (11,912,325) -0.1 9,485,029 0.0 10,556,862 0.1 N/A
Transfer Inheritance and Estate 516,007,975 2.4 445,310,855 2.3 510,367,419 2.8 15.9
Taxes Collected by the Division $18,998,348,610  90.2% $17,773,524,985 90.8% $16,254,336,485  90.7% 6.9%
Collected Outside the Division:
State Athletic Control Board (tot. rev.)  $ 584,833 0.0% $ 847,231 0.0% $ 389,352 0.0%| —31.0%
Casino Revenue® 468,071,678 2.2 348,552,307 1.8 350,776,779 2.0 34.3
Casino Control 64,645,888 0.3 65,386,670 0.3 62,221,650 0.3 - 1.1
Lottery 794,971,914 3.8 765,401,159 3.9 754,549,833 4.2 3.9
Motor Vehicle Fees 433,360,177 2.1 445,691,783 2.3 404,162,549 2.3 -2.8
Outdoor Advertising (total revenue)’ 7,417,174 0.0 1,558,958 0.0 1,619,318 0.0 375.8
Realty Transfer 297,534,743 1.4 163,931,201 0.8 90,003,903 0.5 81.5
Taxes Collected Outside the Division $ 2.,066,586,407 9.8% $ 1,791,369,309 92% $ 1,663,723,385 9.3% 15.4%
Total Major State Tax Collections $21,064,935,016 100.0% $19,564,894,293 100.0% $17,918,059,870 100.0% 7.7 %

"The 2004 figures are subject to adjustment.

?50% of the Casino Parking Fee is deposited into the Casino Revenue Fund for Fiscal Years 2004 — 2006 (P.L. 2003, C. 116).
*Domestic Security Fee initiated on August 1, 2002.
*Hotel/Motel Occupancy Fee/Tax initiated on August 1, 2003.
5Repealed for privilege periods/taxable years beginning after 2001; negative entry reflects prior-year refunds paid in 2004.
6Figure includes new Atlantic City Casino Taxes and Fees, including 50% of the Casino Parking Fee, effective July 1, 2003.
7Figure includes revised fees effective July 1, 2003.

Note: Some entries for prior years may be revised from earlier versions.
Totals may not add due to independent rounding.
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Statutory Responsibilities

Responsibilities of the Division of Taxation arise under the following statutory provisions:

Tax N.J.S.A. Citation

Air Toxics Surcharge ................ 13:1D-59 et seq.

Alcoholic Beverage Tax............... 54:41-1 et seq.

Atlantic City Casino

Taxes and Fees ............ 5:12-148.1 to 5:12-148.3
5:12-148.8
5:12-173.2

Atlantic City Luxury Sales
TaAX coreeeieeeee e 40:48-8-15 et seq.
54:32B-24.1 et seq.

Atlantic City Tourism

Promotional Fee...................... 40:48-8.45 et seq.
Cape May County Tourism

Sales TaX .coceevveevieenieenienieeeene 40:54D-1to 10
Cigarette TaX ....ccceevveeeeveencrnenns 54:40A-1 et seq.

56:7-18 et seq.

Corporation Business (Net Income
and Net Worth) Tax................... 54:10A-1 et seq.
CBT Banking Corporation..... 54:10A-1 ef seq.

CBT Financial Corporation ..54:10A-1 et seq.

Corporation Income Tax ........... 54:10E-1 et seq.
Domestic Security Fee...................... App.A:9-78
FAIR Rebate .......ccccceeveveeennnnne 54:4-8.57 et seq.
Gross Income Tax .......cccceeeuneeen. 54A:1-1 et seq.
Homestead Rebate .................... 54:4-8.57 et seq.

Hotel/Motel Occupancy Fee and
Municipal Occupancy Tax ........ 54:32D-1 et seq.
Insurance Premiums Tax.............. 54:16-1 et seq.
54:16A-1 et seq.
54:17-4 et seq.
54:18A-1 et seq.

Landfill Closure and Contingency
TaAX ceieeeieeeeeee e, 13:1E-100 et seq.
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Tax N.J.S.A. Citation
Litter Control Fee ................... 13:1E-213 et seq.
Local Property TaX.......ccccceveeennen. 54:4-1 et seq.
Motor Fuels TaX.......cccccvveeruveennnen. 54:39-1 et seq.
NJ SAVER Rebate....................... 54:4-8.58a and

54:4-8.58b
Outdoor Advertising Fee .......... 54:4-11.1 et seq.

Petroleum Products Gross
Receipts Tax ....ccceevveeeeveennnene 54:15B-1 et seq.

Property Tax Reimbursement ...54:4-8.67 et seq.

Public Community Water

System TaX....cccoevvveeeeriieeeinnnnee. 58:12A-1 et seq.
Public Utility Taxes:
Public Utility Excise, Franchise and
Gross Receipts Taxes .......... 54:30A-49 et seq.
Railroad Franchise Tax ......... 54:29A-1 et seq.
Railroad Property Tax ........... 54:29A-1 et seq.
Realty Transfer Fee. ...................... 46:15-5 et seq.
Sales and Use Tax .......c.ccceuveeene 54:32B-1 et seq.
Savings Institution Tax ............. 54:10D-1 et seq.
Solid Waste Services Tax............ 13:1E-1 et seq.
Spill Compensation And
Control Tax ......ccceeeveeeruveennne. 58:10-23.11 et seq.
Tobacco Products Wholesale
Sales and Use TaxX ........cceceeeuueee. 54:40B-1to 14
Transfer Inheritance and Estate Taxes:
Transfer Inheritance ................. 54:33-1 et seq.
EState ....ooovvvivieeiiiiieeciieeee 54:38-1 et seq.
Transitional Energy Facility
ASSESSMENt ....cceveeeveeennreeenne. 54:30A-100 et seq.
Uniform Transitional Utility
ASSESSMENt ....cceveeeveeennreeenne. 54:30A-114 et seq.



Air Toxics Surcharge

Description

PL. 2004, C. 51, imposes an Air Toxics Surcharge, effec-
tive retroactively to January 1, 2004, upon the owner or
operator of each facility in New Jersey required to file a
Release and Pollution Prevention Report (RPPR) with the
New Jersey Department of Environmental Protection.
The surcharge is based on the annual emissions of each
Category 2, Category 3, and Category 4 toxic substance
as reported in the RPPR. The Air Toxics Surcharge due in
a calendar year shall be based upon the data reported in
the RPPR for emissions that occurred two calendar years
before the year for which the return is filed.

Rate

The Air Toxics Surcharge is based on pounds of toxic
substances released as stock or fugitive emissions as re-
ported in the RPPR: $0.10 per pound of Category 2 toxic
substances, $1.00 per pound of Category 3 toxic sub-
stances, and $10.00 per pound of Category 4 toxic sub-
stances. The law caps the surcharge at $500,000 annually.

Disposition of Revenues

The Nuclear Power Plant Security Fund shall be credited
with $2,000,000 from the Air Toxics Surcharges col-
lected, with such monies used to improve security at
nuclear power plants in New Jersey.

Alcoholic Beverage Tax

Description

The Alcoholic Beverage Tax is applied to the first sale or
delivery of alcohol to retailers in New Jersey and is based
upon the number of gallons sold or otherwise disposed of
in the State. The tax is collected from licensed manufac-
turers, wholesalers, State beverage distributors, brewer-
ies, wineries, and distilleries.

Sales to organizations of armed forces personnel are ex-
empt; so are sales for medicinal, dental, industrial, and
other nonbeverage uses.

Rate
Type of Beverage Rate per Gallon
BEET oottt $0.12
LAQUOT evviveveeieiiereeeeeetereeee et $4.40

Taxes and Programs Administeredl

PL. 1997, C. 153, reduced the tax rate on hard apple ci-
ders containing between 3.2% and 7% of alcohol by vol-
ume from $0.70/gallon to $0.12/gallon, effective Novem-
ber 1, 1997. Hard apple cider containing over 7% alcohol
by volume is taxed at $0.70 per gallon.

Disposition of Revenues

Revenues are deposited in the State Treasury for general
State use, except that beginning on July 1, 1992, $11 mil-
lion of the tax revenue is deposited annually into the Al-
cohol Education, Rehabilitation and Enforcement Fund. A
small percentage also goes to the New Jersey Wine Pro-
motion Account.

Atlantic City Casino Taxes and
Fees

Description

PL. 2003, C. 116, imposes various taxes and fees on: the
value of rooms, food, beverages, or entertainment given
away for free or at a reduced price as a “‘complimentary’;
multi-casino progressive slot machine revenue; the
adjusted net income of casino licensees; casino hotel
room occupancies; and casino hotel parking.

PL. 2004, C.128, enacted August 30, 2004, provides for
the gradual phase-out of the tax on the above casino
“complimentaries” until the tax expires on June 30, 2009.
It also transfers from the Division of Taxation to the Ca-
sino Control Commission the responsibility for adminis-
tering the Casino Complimentaries Tax, the Casino Ad-
justed Net Income Tax, the Multi-Casino Slot Machine
Tax, the Casino Parking Fee, and the $3 Casino Hotel
Occupancy Fee. The Division of Taxation will not be col-
lecting these taxes and fees effective September 2004.

Rate

Taxes and fees are assessed at the following rates:

® 4.25% on the value of rooms, food, beverages, or
entertainment given away for free or at a reduced
price as a “complimentary.”

¢ 8.0% on multi-casino progressive slot machine
revenue.

* 7.5% on the adjusted net income of casino licensees.

* $3.00 per day fee on each hotel room occupied
by a guest in a casino hotel.

* $3.00 per day minimum casino hotel parking
charge.
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Disposition of Revenues

All revenues from the taxes and fees are deposited into
the Casino Revenue Fund with the exception of the Ca-
sino Parking Fee, which is collected and held in a special
fund by the State Treasurer. The funds are available to the
Casino Reinvestment Development Authority to finance
public improvements in the Atlantic City area.

Atlantic City Luxury Sales Tax

Description

The Atlantic City Luxury Sales Tax applies to the receipts
from specified retail sales within Atlantic City, including
sales of alcoholic beverages for on-premises consump-
tion; cover, minimum, or entertainment charges; room
rental in hotels, inns, rooming, or boarding houses; hiring
of rolling chairs, beach chairs, and cabanas; and tickets of
admission within Atlantic City.

Casual sales, sales to New Jersey or its political subdivi-
sions, sales exempt under Federal law, and sales by a
church or nonprofit charitable organization are exempt.

Rate

The rate of tax is 3% on sales of alcoholic beverages and
9% on other taxable sales. The State sales tax rate is re-
duced to the extent that the city rate exceeds 6%, and the
maximum combined Atlantic City rate and New Jersey
rate may not exceed 12%.

Disposition of Revenues

Revenues are forwarded to the Sports and Exposition Au-
thority for funding and operating Atlantic City Con-
vention facilities.

Atlantic City Tourism
Promotion Fee

Description

Municipalities with convention center facilities supported
by a local retail sales tax are authorized under P.L. 1991,
C. 376, to collect fees for the promotion of tourism, con-
ventions, resorts, and casino gaming. The fee is imposed
upon and is payable by all hotels, motels, rooming
houses, etc., in such municipalities. Atlantic City is the
only New Jersey municipality that currently qualifies un-
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der the law. For filing purposes, the tourism promotional
fee is reported and paid by the taxpayer on the Combined
Atlantic City Luxury Tax/State Sales Tax Return.

Rate

The rate is $2 per day for each occupied room in the case
of hotels that provide casino gambling and $1 per day for
each occupied room in other hotels. The fee also applies
to “no charge” occupancies.

Disposition of Revenues

Fees are collected by the Director, certified to the State
Treasurer, and distributed to the Atlantic City Convention
Center Operating Authority.

Cape May County Tourism
Sales Tax

Description

The Tourism Improvement and Development District Act,
PL. 1992, C. 165, authorized municipalities in Cape May
County to require certain businesses to collect an addi-
tional 2% retail sales tax on tourism-related retail sales
and/or pay a tourism development fee. At present, busi-
nesses in Wildwood, North Wildwood, and Wildwood
Crest are affected.

Tourism-related sales include the following items (if also
taxable under the Sales and Use Tax Act): room rental in
hotels, motels, or boarding houses; food and drink sold
by restaurants, taverns, and other similar establishments,
or by caterers (but not including vending machine sales);
and admission charges to amusements (amusement rides,
movie theaters, sporting, drama, or musical events) and
cover charges in nightclubs and cabarets.

Rate

The tax rate is 2% on tourism-related retail sales. The tax
is in addition to the 6% State sales tax. Thus, sales sub-
ject to the Cape May Tourism and the State sales tax are
taxable at 8%.

“The Phase 2 Tourism Funding Act” imposes a 1.85%
tourism assessment on the rent for any occupancy of a
room in a hotel, motel, or other transient accommodation.
The assessment is effective for all room rentals on or af-
ter April 1, 2003.



Disposition of Revenues

Revenues are collected by the State Treasurer and are
placed in a special reserve fund to pay principal and
interest on bonds and notes issued by the tourism author-
ity for tourism promotion projects and activities. The
1.85% tourism assessment is administered by the Divi-
sion of Taxation, and revenues collected are deposited in
a tourism assessment fund.

Cigarette Tax

Description

The Cigarette Tax is collected primarily from licensed
distributors who receive cigarettes directly from out-of-
State manufacturers. Unless otherwise provided by law,
every package of cigarettes must be stamped before being
transferred from the original acquirer in New Jersey. This
tax is not imposed on other tobacco products.

Sales to the United States Government or the Veterans
Administration, and sales in interstate commerce are
exempt.

Rate

Effective July 1, 2004, the tax rate is $2.40 per pack of
20 cigarettes. Formerly, the tax was $2.05 per pack of 20
cigarettes.

A distributor is allowed a .002195% discount on the pur-
chase of 1,000 or more stamps or meter impressions.

Disposition of Revenues

Revenues are deposited in the State Treasury for general
State use. Pursuant to P.L. 1997, C. 264, initial collec-
tions of $150 million are deposited in the Health Care
Subsidy Fund.

Corporation Business Tax

Description

The Corporation Business Tax Act imposes a franchise
tax on a domestic corporation for the privilege of existing
as a corporation under New Jersey law, and on a foreign
corporation for the privilege of having or exercising its
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corporate charter in this State or doing business, employ-
ing or owning capital or property, maintaining an office,
deriving receipts, or engaging in contracts in New Jersey.

The tax applies to all domestic corporations and all for-
eign corporations having a taxable status unless specifi-
cally exempt. The tax also applies to joint-stock
companies or associations, business trusts, limited part-
nership associations, financial business corporations, and
banking corporations, including national banks. Also, a
corporation is defined as any other entity classified as a
corporation for Federal income tax purposes and any
state or Federally chartered building and loan association
or savings and loan association.

Taxpayers must pay the greater of their liability under the
net income tax or the alternative minimum assessment.
The income-based tax is measured by that portion of the
net income allocable to New Jersey. The tax applies to
net income for the firm’s accounting period (calendar
year or fiscal year), or any part thereof during which the
corporation has a taxable status within New Jersey. The
alternative minimum assessment is based on apportioned
gross receipts or gross profits.

Exempt from the tax are certain agricultural cooperative
associations; Federal corporations which are exempt from
state taxation; corporations created under the limited-
dividend housing corporation law; nonprofit cemetery
corporations; nonprofit corporations without capital
stock; nonstock mutual housing corporations; railroad
and canal corporations; sewerage and water corporations;
insurance companies subject to premiums tax; and certain
municipal electric corporations.

Rate

The tax rate is 9% upon entire net income, or the portion
of entire net income allocated to New Jersey. For tax
years beginning in calendar year 2002 and thereafter, the
minimum Corporation Business Tax is $500 or $2,000 for
all members of a controlled or affiliated group of
corporations if the aggregate annual payroll for all corpo-
rations is $5 million or more. Rates for New Jersey S cor-
porations were also changed in 2002. New Jersey S
corporations with an entire net income of $100,000 or
less are still subject to the minimum tax, but if entire net
income exceeds $100,000, the rate for 2002 through 2006
is 1.33%.

For accounting years beginning on and after January 1,
2002, the 7.5% Corporation Business Tax rate for corpo-
rations with entire net income of $100,000 or less is
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reduced to 6.5% for corporations with entire net income
of $50,000 or less.

Disposition of Revenues

Revenues collected from general business corporations
are deposited in the State Treasury for general State use.
Revenues collected from banking and financial corpora-
tions are distributed 25% to counties, 25% to municipal-
ities, and 50% to the State.

Article 8, Section 2, paragraph 6 of the State Constitution
was amended to dedicate 4% of Corporation Business
Tax revenue to fund hazardous discharge cleanup, under-
ground storage tank improvements, and surface water
quality projects.

Chapter 40, P.L. 2002, Section 32 created within the Gen-
eral Fund a restricted reserve fund to be known as the
“Corporation Business Tax Excess Revenue Fund.”

History

Corporation Business Taxes date back to 1884 when a
franchise tax was imposed upon all domestic corpora-
tions. Between 1884 and 1946, the franchise tax was
based upon the total amount of capital stock issued by the
taxpayer and outstanding as of January 1 of each year

(C. 159, P.L. 1884).

There was no franchise tax on foreign corporations prior
to 1936, when provision was made for an annual tax

(C. 264, P.L. 1936). This tax was replaced in 1937 (C. 25,
P.L. 1937) with a new franchise tax providing for alloca-
tion of capital stock of foreign corporations.

Effective January 1, 1946 (C. 162, PL. 1945), the tax be-
came a net worth tax applicable to both domestic and for-
eign corporations and measured by net worth allocated to
New Jersey. Allocation was measured by the greater of an
assets factor or a three-part business factor (property,
sales, and payroll).

Chapter 88, Laws of 1954, increased the tax on allocable
net worth from %o mills per $1 to 2 mills per $1.

Chapter 63, Laws of 1958, amended the Corporation
Business Tax Act by adding a tax at 134% based upon al-
located net income to the tax based upon allocated net
worth. The 1958 amendment also changed the tax year
from a calendar year for all corporations to a privilege
period coinciding with the accounting year for each
taxpayer.
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In 1975, the Corporation Business Tax was imposed on
banking corporations and incorporated financial
businesses.

In 1982, there was enacted into law a measure phasing
out the Corporation Business Tax on net worth. The tax
was phased out at 25% per year over a four-year period
with taxpayers whose accounting or privilege periods be-
gan on or after April 1, 1983 (C. 55, P.L. 1982). The net
worth tax has been eliminated for periods beginning after
June 30, 1986.

Net Income Tax rates have changed as follows:

Effective Date Rate
January 1, 1959 (C. 63, P.L. 1958) 134%
January 1, 1967 (C. 134, P.L. 1966) R
January 1, 1968 (C. 112, P.L. 1968) 4Y4
January 1, 1972 (C. 25, P.L. 1972) 55
January 1, 1975 (C. 162, PL. 1975) 72
January 1, 1980 (C. 280, P.L. 1980) 9

For taxable years ending after June 30, 1984, a carryover
of net operating loss was allowed as a deduction from en-
tire net income for seven years following the year of the
loss (C. 143, P.L.1985, approved April 22, 1985).

A surtax of 0.417% was invoked for privilege periods
ending between July 1, 1990, and June 30, 1991; and
0.375% for privilege periods ending between July 1,
1989, and June 30, 1990, and July 1, 1991, through

June 30, 1993. The 0.375% surtax on corporate net in-
come was repealed effective January 1, 1994. The surtax
had been scheduled to end July 1, 1994 (C. 3, P.L. 1994).

A new jobs investment tax credit, enacted in 1993 (C. 170),
allows corporations to take a credit against Corporation
Business Tax and property taxes for qualified investments
in new or expanded business facilities resulting in new
jobs in the State. The credit against Corporation Business
Tax is for up to 50% of the portion of the tax that results
from investment in new or expanded facilities. The credit
was extended to midsize businesses by P.L.. 2002, C. 40.
PL. 1993, Chapter 171, allows for a credit against Corpo-
ration Business Tax for investment in qualified equip-
ment. The credit is 2% of the cost of qualified machinery
purchased (the investment credit base). Taxpayers taking
the 2% equipment credit may also take an employment
credit of $1,000 per new employee (up to a maximum of
3% of the investment credit base). A small business ben-
efit was added by P.L. 2004, C. 65. Chapter 175 P.L. 1993
allows for a credit for increased research activities.



Two changes in 1993 brought New Jersey corporation tax
law into closer alignment with Federal corporation tax
law. Chapter 172 allows corporations to use the Federal
modified accelerated cost recovery system for deprecia-
tion of property under the New Jersey Corporation Busi-
ness Tax for property placed in service for accounting
years beginning after July 7, 1993. Chapter 173 allows,
for the first time, an S election to be made under New Jer-
sey law. As noted above, a New Jersey S corporation pays
a reduced tax rate on that portion of entire net income not
subject to Federal corporate income tax. The shareholder
is taxed on net pro rata share of S corporation income un-
der the Gross Income Tax.

The allocation formula for multistate corporations was
changed in 1995. Under prior law, multistate corporation
income was allocated to New Jersey based on equally
weighted New Jersey property, payroll, and sales com-
pared to total property, payroll, and sales. The new for-
mula counts sales twice, so that sales account for half the
allocation formula (C. 245, P.L. 1995).

The legislature continued to provide additional tax ben-
efits for corporation business taxpayers. These include a
tax benefit certificate transfer program to assist certain
emerging companies (C. 334, PL. 1997), later modified
by PL. 1999, C. 140 and P.L. 2004 C. 65, and supple-
mented by a credit transfer program P.L. 2004, C. 65, the
Small New Jersey Based High Technology Business In-
vestment Tax Credit Act (C. 349, P.L. 1997), the
carryforward of net operating losses under the Corpora-
tion Business Tax for certain taxpayers (C. 350, P.L.
1997), the extension of the carryforward of the research
and development tax credit (C. 351, PL. 1997), and the
Neighborhood and Business Child Care Tax Incentive
Program (C. 102, P.L. 1999).

Other credits against Corporate Business Tax liability
have also been enacted for effluent equipment (P.L. 2001,
C. 321), neighborhood revitalization (P.L. 2001, C. 415),
HMO credit (P.L. 2000, C. 12), the economic recovery
tax credit (P.L. 2002, C. 43), and the remediation tax
credit (P.L. 2003, C. 296).

Electric and telephone companies were subjected to the
Corporation Business Tax effective January 1, 1999.

Chapter 369, P.L. 1999, excludes certain hedge fund ac-
tivity income of corporations of foreign nations from
taxation under the Corporation Business Tax.

Chapter 12, P.L.. 2000, provides that holders and former
holders of a certificate of authority to operate a health
maintenance organization are allowed a Corporation
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Business Tax credit for certain payments they are re-
quired to make.

Chapter 23, P.L.. 2001, provides for a three-year phase-out
of the corporate taxation of the regular income of S corpo-
rations with annual income in excess of $100,000, and for
S corporations whose net income is under $100,000 whose
privilege periods end on or after July 1, 2001. Also, the bill
provides for the adjusted minimum tax amount to be
rounded to the next highest multiple of $10.

Chapter 136, P.L. 2001, provides for the Corporation
Business Tax payment obligations of certain partnerships
and limited liability companies for privilege periods be-
ginning on and after January 1, 2001.

Chapter 40, P.L. 2002, among other things, effects the
most extensive changes in the Corporation Business Tax
since 1945. This law provides for a partnership filing fee,
an alternative minimum assessment, nonresident partner
withholding, a “throwout rule” on corporations apportion-
ing income outside New Jersey, and new rules for related
party transactions. It also increases the minimum tax and
broadens the definition of corporations that are subject to
this tax.

Chapter 43, P.L. 2002, includes some provisions for in-
centives in the form of Corporation Business Tax credits
to qualifying taxpayers engaged in a business in the quali-
fied municipality during the municipality’s “period of re-
habilitation and economic recovery.”

PL. 2004, C. 47, limits the Corporation Business Tax ap-
plication of net operating losses to 50% of taxable in-
come for tax years 2004 and 2005.

P.L. 2004, C. 65, decouples Corporation Business Tax
from changes in Federal bonus depreciation and certain
expensing principles under IRC section 179.

Installment Payments of Estimated Tax
Taxpayers are required to make installment payments of
estimated tax. The requirement for making these pay-
ments is based on the amount of the total tax liability
shown on the most recent return.

(a) If the total tax liability is $500 or more, the taxpayer
must make installment payments. These payments are
due on or before the 15th day of the 4th, 6th, 9th, and
12th month of the tax year.

(b) If the total tax liability is less than $500, installment
payments may be made as shown in (a) above or, in
lieu of making installment payments, the taxpayer
may make a payment of 50% of the total tax liability.
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The Business Tax Reform Act (C. 40, P.L. 2002) provides
for two significant changes regarding corporate estimated
tax. First, for the tax year beginning on or after January 1,
2002, all corporations must base their fourth quarter pay-
ment on 25% of the actual 2002 tax computed under the
changes to avoid penalty. This one-time change super-
sedes the prior rules for estimated returns. The fourth
quarter payment must be 25% of the year 2002 liability
even if the corporation may have already satisfied all or
substantially all of its year 2002 corporation tax liability
through prior year’s overpayments or quarterly estimated
payments in the first three quarters. The corporation must
nonetheless remit 25% of the year 2002 tax to avoid
penalties.

Secondly, for large corporations with sales of over $50
million, beginning with the year 2003, the second and
third quarter payments, normally due on the 15th day of
the 6th and 9th months, will be combined into a single
50% payment due on the 15th day of the 6th month. No
payments will be due for such corporations on the 15th
day of the 9th month, and normal 25% payments will be
due in the 4th and 12th months.

Partnerships

Chapter 40, P.L. 2002, establishes a $150 per partner filing
fee for partnerships, LLPs, and LLCs deriving income
from New Jersey sources. In general, the $150 per partner
fee is based on the number of K-1s issued. For profes-
sional service corporations, the $150 fee applies for each
registered professional who owns or is employed by the
enterprise and is calculated using a quarterly average. In
addition to the filing fee for the initial year 2002, a 50%
prepayment towards 2003 is also required with the 2002
New Jersey partnership return. The annual fee is capped
at $250,000.

New Jersey partnership payments made on behalf of out-
of-State corporate and noncorporate partners are based on
taxable income whether the income is distributed or un-
distributed and are designated as a tax at a rate of 9% for
nonresident corporate partners and 6.37% for noncorpo-
rate partners. Qualified investment partnerships and part-
nerships listed on a U.S. national stock exchange are not
subject to the tax. The calculation is based on the partner-
ship’s “entire net income” multiplied by the partnership’s
New Jersey apportionment percentages computed under
the Corporation Business Tax, not under Gross Income
Tax.
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Chapter 40, P.L. 2002, subjects savings banks and sav-
ings and loan associations to the Corporation Business
Tax and repeals the Savings Institution Tax and the Cor-
poration Income Tax.

Banking and Financial Corporations

Banking and financial corporations are subject to the
Corporation Business Tax Act at the rate of 9% on net in-
come or to the lesser rates stated above if their income
meets those thresholds.

Chapter 170, P.L. 1975, provides that during each of
privilege years 1976, 1977, and 1978, the amount paid by
each banking corporation as taxes shall be the greater of
(1) the amount which such banking corporation paid in
calendar year 1975 as Bank Stock Tax, or (2) a sum equal
to total of taxes paid by such banking corporation as
Corporation Business Tax and Business Personal Prop-
erty Tax.

Formerly, banks were subject to a tax of 1.5% on net
worth under the Bank Stock Tax Act. Bank Stock Tax
was formerly administered by the Division of Taxation
and the 21 separate County Boards of Taxation. The
corporate tax upon banks is now administered solely by
the Division.

Financial business corporations were formerly subject to
the Financial Business Tax. These included such corpora-
tions as small loan companies and mortgage finance com-
panies which are now subject to Corporation Business Tax.

Chapter 171, P.L. 1975, provides that during each of the
years 1976, 1977, and 1978, each financial business cor-
poration shall pay as taxes, the greater of (1) a sum equal
to the amount such financial business corporation paid
under the Financial Business Tax Act in the calendar year
1975, or (2) a sum equal to the total of the taxes payable
by such financial business corporation pursuant to the
Corporation Business Tax Act. Chapter 40, P.L. 1978, ex-
tended the save harmless provision through 1979. It ex-
pired in 1980. As a result of changes in the Federal and
State banking laws, interstate banking is now permitted
(C. 17, P.L. 1996). An administrative rule adopted by the
Division of Taxation (N.J.A.C. 18:7-1.14, effective

June 16, 1997) sets forth certain conditions under which
foreign banks and certain domestic banks will be taxed in
New Jersey.



Corporation Business Tax Collections
(In Millions)
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Fiscal Year Collections
1995 44,499,198
1996 96,860,000
1997 89,716,792
1998 56,234,674
1999 61,716,112
2000 33,483,692
2001 51,971,516
2002 41,649,356
2003 128,451,019
2004 141,432,025

Investment Companies

A taxpayer qualifying and electing to be taxed as an in-
vestment company is subject to an allocation percentage
of 40% of the net income base. Investment companies are
subject to a minimum tax of $500.

Regulated Investment Company means any corporation
which, for a period covered by its reports, is registered
and regulated under the Investment Company Act of 1940
(54 Stat. 789), as amended.

The Corporation Business Tax on regulated investment
companies was eliminated (P.L. 1983, C. 75), approved
on February 24, 1983. Regulated investment companies
in New Jersey were formerly taxed on both entire net
worth and entire net income. These taxes were eliminated
and a flat tax of $500 per year is imposed.

Taxes and Programs Administeredl

Real estate investment trusts qualifying and electing to be
taxed as such under Federal law are taxed at 4% of entire
net income.

Deferred Predissolution Payment

Chapter 367, P.L. 1973, approved in 1974, eliminated the
requirement for a certificate to be obtained in the case of
merger or consolidation involving a domestic or foreign
corporation qualified to transact business in New Jersey.
It also provided alternatives to actual payment of taxes,
or payment on account of such taxes by providing in lieu
thereof, for a written undertaking to be given by a domes-
tic corporation, or a foreign corporation authorized to
transact business in New Jersey, to pay all taxes when
payable on behalf of a corporation which otherwise
would have to pay all taxes prior to taking certain corpo-
rate actions.

Allocation Factor

If a taxpayer has a regular place of business outside New
Jersey, its tax liability is measured by net income allo-
cated to New Jersey, according to a three-fraction for-
mula based on an average of property, payroll, and sales,
which is counted twice. The factor is computed by adding
the percentage of the property and payroll fractions, and a
fraction representing two times the sales receipts, and di-
viding the total by four.

The Business Tax Reform Act (P.L. 2002, C. 40) imposes
a “throwout rule” on corporations apportioning income
outside the State. The tax effect of the throwout rule on
an affiliated or controlled group having $20 million or
more in net income is capped at $5 million.

Chapter 40, P.L. 2002 also introduced an alternative
minimum assessment (AMA) on apportioned gross re-
ceipts or gross profits of C corporations when the AMA
exceeds the normal Corporation Business Tax. The as-
sessment is based on either gross receipts or gross profits,
with the taxpayer electing which formula to use. This for-
mula must also be used for the next four tax periods. S
corporations, professional corporations, investment com-
panies, and unincorporated businesses are exempt from
the AMA. The AMA also applies to non-New Jersey busi-
nesses deriving income from New Jersey sources with or
without physical presence in the State that are not cur-
rently subject to the Corporation Business Tax.

The use of net operating losses is suspended for tax years
2002 and 2003. For 2004 and 2005 net operating losses
are limited to 50% of taxable income.
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Corporation Business Tax Collections
(In Millions)

General Business Corporations
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Fiscal Year Collections
1995 1,085,502,032
1996 1,171,509,159
1997 1,286,447,475
1998 1,231,629,172
1999 1,402,906,622
2000 1,452,135,808
2001 1,389,486,310
2002 1,171,456,857
2003 2,525,446,781
2004 2,370,169,715

Corporation Income Tax

Description

Corporation Income Tax applied to corporations deriving
income from sources within the State which are not sub-
ject to the tax imposed under the Corporation Business
Tax Act. However, the tax became practically obsolete
due to Corporation Business Tax regulations as well as
New Jersey’s adoption of the Multistate Tax Commis-
sion’s guidelines and the U.S. Supreme Court decision,
Quill Corp. v. North Dakota, 112 S.Ct. 1904 (1992), as
well as the New Jersey Tax Court decision in Pomco
Graphics v. Division of Taxation, 13 N.J. Tax 578 (1993).
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Rate

The Corporation Income Tax was repealed, applicable to
privilege periods or taxable years beginning after 2001.
Previously, the tax was imposed at the rate of 74% of en-
tire net income as allocated to New Jersey.

Disposition of Revenues
Revenues are deposited in the State Treasury for general
State use.

Domestic Security Fee

Description

A statutory assessment designated as the “Domestic Secu-
rity Fee” is imposed under P.L.. 2002, C. 34 on motor
vehicle rental companies for each day or part thereof that
a motor vehicle is rented under rental agreements of not
more than 28 days. This fee applies with respect to rental
agreements in New Jersey entered into on or after

August 1, 2002.

Rate

The $2.00 per day rental fee applies to the first 28 days of
a rental agreement for a rental motor vehicle with the
same renter; thus, the maximum rental fee in the aggre-
gate is $56.00 even if the actual rental extends beyond 28
days.

Disposition of Revenues

The fee is paid to the Division of Taxation for deposit in
the New Jersey Domestic Security Account established in
the General Fund.

FAIR Rebate Program

The 2004 Homestead Property Tax Rebate Act (P.L. 2004,
C. 40) was given the acronym “FAIR” which stands for
FAir and Immediate Relief. The Act folded the NJ SAVER
Rebate Program into the existing Homestead Rebate Pro-
gram, and combined certain aspects of each, eliminating
the NJ SAVER rebate for tax years 2004 and thereafter.
See Homestead Rebate Program on page 30 for more
information.



Gross Income Tax

Description

This graduated tax is levied on gross income earned or
received after June 30, 1976, by New Jersey resident and
nonresident individuals, estates, and trusts.

Rate
Rates for tax years beginning on or after January 1, 2004,
range from 1.4% — 8.97%.

Filing Threshold

For tax years beginning before January 1, 1994, filers
with incomes of $3,000 or less for the entire year ($1,500
or less for married persons filing separately) pay no tax.
For the 1994 to 1998 tax years, filers with incomes of
$7,500 or less for the entire year ($3,750 or less for mar-
ried persons filing separately) pay no tax. The income
levels were raised for the 1999 tax year as part of a three-
year phase-in of higher filing thresholds, and filers with
incomes of $10,000 or less for the entire year ($5,000 or
less for married persons filing separately) pay no tax. For
tax year 2000, the filing threshold was $10,000 or less for
the entire year (single filers and estates and trusts),
$15,000 or less for the entire year (married couples filing
jointly, heads of households, and surviving spouses), and
$7,500 or less for the entire year (married persons filing
separately). For tax year 2001 and thereafter, the filing
threshold is $10,000 or less for the entire year (single fil-
ers, married persons filing separately, and estates and
trusts), and $20,000 or less for the entire year (married
couples filing jointly, heads of households, and surviving
spouses).

Exemptions

* Taxpayer, $1,000.

® Taxpayer’s spouse or domestic partner who does not
file separately, $1,000.

* Taxpayer 65 years old or more, additional $1,000;
same for spouse age 65 or older who does not file
separately.

* Blind or totally disabled taxpayer, additional $1,000;
same for blind or totally disabled spouse who does not
file separately.

* Taxpayer’s dependent, $1,500.

® Taxpayer’s dependent under age 22 and attending col-
lege full time, additional $1,000.

Taxes and Programs Administeredl

Deductions

¢ Payments of alimony or for separate maintenance are
deductible by the payer if reported as income by the
payee.

* Unreimbursed medical expenses in excess of 2% of
gross income; qualified medical savings account con-
tributions; and for the “self-employed,” qualified
health insurance costs.

® Property tax deduction (or credit).

® (Qualified conservation contribution.

Credits

¢ Payments of income or wage tax imposed by another
state (or political subdivision) or by the District of
Columbia, with respect to income subject to tax under
this Act. This shall not exceed the proportion of tax
otherwise due that the amount of the taxpayer’s income
bears to the taxpayer’s entire New Jersey income.

¢ Amounts withheld by an employer and payments of es-
timated tax, including any payments made in connec-
tion with the sale or transfer of real property by a
nonresident, estate, or trust.

* Amounts paid by an S corporation on behalf of a
shareholder.

* Amounts paid by a partnership on behalf of a partner.
* New Jersey Earned Income Tax Credit.

¢ Excess unemployment and disability insurance contri-
butions withheld.

® Property tax credit (or deduction).

Withholding Requirement

All employers and others who withhold New Jersey in-
come tax are required to file quarterly returns of tax with-
held and to remit tax on a monthly, quarterly, or weekly
basis.

Those with prior year withholdings of $20,000 or more
are required to remit the income tax withheld by means of
Electronic Funds Transfer (EFT) on or before the
Wednesday of the week following the week containing
the payday(s) on which taxes were withheld.

Effective for wages paid on and after January 1, 2000,
certain employers of household workers may report and
remit Gross Income Tax withheld on an annual basis.
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Disposition of Revenues

Revenues are deposited in the “Property Tax Relief
Fund” to be used for the purpose of reducing or offsetting
property taxes.

History

The Gross Income Tax was enacted July 8, 1976, retroac-
tive to July 1, 1976 (C. 47, P.L. 1976).

For tax years beginning before January 1, 2000, pension
income for those eligible for Social Security by reason
of age (62 years or over) or disability was exempt as fol-
lows: first $10,000 for a married couple filing jointly;
$5,000 for a married person filing separately; and
$7,500 for a single taxpayer (C. 40, P.L. 1977). Chapter
273, P.L. 1977, extended the exclusion allowed for pen-
sions to other types of retirement income. The exclusion
applies to taxpayers who are 62 years of age or older
and whose earned income is not more than $3,000. An
additional exclusion was provided for taxpayers age 62
or older who are not covered by either Social Security or
Railroad Retirement benefits.

Chapter 229, P.L. 1982, increased the rate from 2%2% to
3% on amounts in excess of $50,000 effective
January 1, 1983.

Property taxes paid on the taxpayer’s homestead became
deductible from residents’ taxable income effective for
taxes paid after 1984 (C. 304, P.L. 1985).

Chapter 219, P.L. 1989, exempted pension and annuity
income of nonresidents from the Gross Income Tax.

The Gross Income Tax Act was amended in 1990 to in-
clude new graduated rates (from 2% to 7%) and two new
filing statuses (head of household and surviving spouse).
The legislation also increased the amount of the exemp-
tion for dependents from $1,000 to $1,500. In addition to
these amendments, the legislation instituted a new Home-
stead Rebate Program and repealed the residential prop-
erty tax deduction and credit and tenant credit. The
legislation extended to heads of household and surviving
spouses the exclusion of up to $7,500 of pension and an-
nuity income. These changes took effect in 1990. The
new tax rates became effective January 1, 1991 (C. 61,
P.L. 1990).
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Chapter 108, P.L. 1993, permitted an exemption from an
employee’s gross income for employer-provided com-
muter transportation benefits.

State benefits received for a family member with a devel-
opmental disability were removed from the definition of
income for State tax purposes in 1993 (C. 98, P.L. 1993).

Chapter 173, P.L. 1993, included subchapter S corpora-
tion income in the New Jersey Gross Income Tax base,
effective with taxable years beginning after July 7, 1993.

Chapter 178, P.L. 1993, changed the method of comput-
ing the income of nonresidents for purposes of New Jer-
sey Gross Income Tax. For tax years beginning in 1993
and thereafter, a nonresident with income from New Jer-
sey must compute Gross Income Tax liability as though a
resident, and then prorate the liability by the proportion
of New Jersey source income to total income. Formerly,
the calculation was based only on New Jersey source
income.

A 5% reduction in the Gross Income Tax rates (to 1.9% —
6.650%) was enacted for tax year 1994 (C. 2, PL. 1994).

The gross income filing threshold was increased to
$7,500 from $3,000 for individuals, heads of households,
surviving spouses, married persons filing jointly and es-
tates and trusts ($3,750 for married persons filing sepa-
rately). (C. 8, PL. 1994.)

The State reduced the Gross Income Tax rates for taxable
years 1995 and thereafter. These rate reductions, com-
bined with the 5% rate reductions for all brackets enacted
as P.L. 1994, C. 2, resulted in cumulative decreases from
the 1993 taxable year levels of 15%, 7.5% and 6% for
certain income brackets (C. 69, P.L. 1994).

Gross Income Tax Rates were reduced again for taxable
years 1996 and thereafter. In combination with the prior
two rate reductions, the cumulative decrease from the
1993 taxable year was 30% for the lowest, 15% for the
middle, and 9% for the highest income brackets. Tax rates
range from 1.4% to 6.37% (C. 165, PL. 1995).

A property tax deduction/credit is provided on State in-
come tax returns for resident homeowners and tenants
who pay property taxes, either directly or through rent, on
their principal residence in New Jersey. Benefits were
phased in over a three-year period, beginning with 1996
returns (C. 60, P.L. 1996). For tax years 1998 and there-



after, taxpayers may take the larger of either a $50 tax
credit or a deduction of up to $10,000 for property taxes
paid.

Chapter 237, P.L. 1997, exempts New Jersey Better Edu-
cational Savings Trust account earnings and qualified
distributions.

Chapter 414, P.L. 1997, exempts contributions to medical
savings accounts that are excludable under section 220 of
the Federal Internal Revenue Code, effective for tax years
beginning on or after January 1, 1998.

Chapter 3, P.L. 1998, amended the Gross Income Tax Act
to adopt the new Federal exclusions of up to $500,000 in
gain from the sale of a principal residence.

Chapter 57, PL. 1998, provides a Roth IRA exclusion
from taxable income that follows the Federal treatment of
Roth IRAs and certain rollovers to IRAs.

Chapter 409, P.L. 1998, exempts military pensions or
military survivors’ benefits paid to those 62 years of age
or older, or disabled under the Federal Social Security
Act, effective beginning with tax year 1998.

Chapter 106, P.L. 1998, raised from $100 to $400 the
threshold at which quarterly estimated tax payments are
required, effective for the 1999 tax year.

Effective for the 1999 through 2001 tax years, certain de-
ductions may be available to qualified childcare consor-
tium members (C. 102, P.L. 1999).

Chapter 116, P.L. 1999, exempts qualified distributions
from qualified State tuition program accounts.

Chapter 260, P.L. 1999, increased the Gross Income Tax
filing threshold to $10,000 ($5,000 for married persons
filing separately) for the 1999 tax year. For married per-
sons filing jointly, heads of household, and surviving
spouses, the threshold increased to $15,000 ($7,500 for
married persons filing separately) for tax year 2000, and
increased to $20,000 for tax year 2001 and later ($10,000
for married persons filing separately).

Chapter 94, PL. 1999, allows certain employers of do-
mestic helpers to file the withholding tax return annually,
instead of quarterly or more frequently, for wages paid on
or after January 1, 2000.

Taxes and Programs Administeredl

Chapter 177, P.L. 1999, increases the pension exclusion
and “other retirement income exclusion.” For tax year
2000, the exclusions were $12,500 for a married couple
filing jointly, $6,250 for a married person filing sepa-
rately, and $9,375 for a single filer, head of household, or
surviving spouse. For tax year 2001, the exclusions were
$15,000, $7,500 and $11,250 respectively; for tax year
2002, the amounts are $17,500, $8,750, and $13,125.
For tax year 2003 and later, the exclusion amounts are
$20,000 for a married couple filing jointly, $10,000 for a
married person filing separately, and $15,000 for a single
filer, head of household, or surviving spouse.

Chapter 222, P.L. 1999, allows self-employed taxpayers,
including more-than-2% shareholders of S corporations,
to deduct the cost of health insurance for the taxpayer and
the taxpayer’s spouse and dependents (subject to certain
limitations) effective for the 2000 and later tax years.

Beginning with the 2000 tax year, C. 372, P.L. 1999, pro-
vides a deduction for a qualified conservation contribution.

Chapter 80, P.L. 2001, establishes a New Jersey Earned
Income Tax Credit, which is a percentage of a person’s
Federal Earned Income Credit. To be eligible for the New
Jersey credit, a person must have at least one “qualifying
child” for purposes of the Federal Earned Income Credit
and must have no more than $20,000 in New Jersey gross
income.

Chapter 84, PL. 2001, amended the military pension or
survivor’s benefit exclusion by eliminating the require-
ment that the taxpayer be at least 62 years old or
disabled.

Under P.L. 2001, C. 93, qualified deposits into or with-
drawals from an “individual development account” (es-
tablished under the New Jersey Individual Development
Account Program and 42 U.S.C. s. 604(h) for an “eligible
individual”), including interest earned on such accounts,
are exempt from Gross Income Tax.

Effective beginning with the 2002 tax year, C. 162. P.L.
2001, increases the exclusion for commuter transporta-
tion benefits to $1,200 and authorizes an annual inflation
adjustment.

PL. 2002, C. 40, effective beginning with the 2002 tax
year, requires partnerships to pay a $150 filing fee per
owner (up to $250,000) and a tax prepayment made on
behalf of nonresident partners.
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P.L. 2002, C. 43, effective beginning with the 2003 tax
year, creates a tax credit for qualifying first-time
homebuyer-occupants who have purchased residential
property in a qualifying municipality during the

9o 6

municipality’s “period of economic recovery.”

P.L. 2003, C. 9, creates an exclusion for the income of
victims who have died as a result of the September 11th
terrorist attacks. The exclusion applies for tax year 2000
and all later years up to and including the year of death.

P.L. 2003, C. 246, allows a $1,000 personal exemption
for a domestic partner who does not file separately.

Effective beginning with the 2002 tax year, P.L.. 2003

C. 256, exempts investment clubs from the $150 per
owner annual partnership filing fee and from the require-
ment that partnerships remit Gross Income Tax payments
on behalf of their nonresident noncorporate partners. To
meet the definition of “investment club,” the partnership
must have income below $35,000 per individual (up to a
total of $250,000) and satisfy other limitations and
criteria.

Chapter 40, P.L. 2004, imposes a tax rate of 8.97% on in-
come over $500,000, effective beginning with the 2004
tax year.

Chapter 55, P.L. 2004, requires that nonresidents, estates,
and trusts pay estimated tax on gain from the sale or
transfer of real property in New Jersey as a condition for
recording the deed. The law is effective for sales or trans-
fers occurring on and after August 1, 2004.

Effective beginning with the 2004 tax year, section 26 of
P.L. 2004, C. 65, “decouples” the calculation of deprecia-
tion and section 179 expenses from recent Federal in-
come tax provisions. Under these amendments, the ex-
penses must be calculated by applying Federal code
provisions as they were in effect on December 31, 2001
(or December 31, 2002, for section 179 expense).
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Gross Income Tax Collections
(In Billions)
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Fiscal Year Collections
1995 4,540,081,765!
1996 4,733,786,100?
1997 4,825,410,635
1998 5,590,578,933
1999 6,323,893,129
2000 7,205,260,486
2001 7,989,222,227
2002 6,836,992,402
2003 6,735,282,357
2004 7,400,732,606

! Rates reduced to 1.7% — 6.58% effective January 1, 1995.
2 Rates reduced to 1.4% — 6.37% effective January 1, 1996.

Homestead Rebate Program

Chapter 61, PL. 1990, created a new Homestead Prop-
erty Tax Rebate Program to provide rebates for both
homeowners and tenants. The new program replaced cer-
tain other direct property tax relief programs: (1) the
original Homestead Rebate Program (C. 72, P.L. 1976)
which provided rebates to homeowners; (2) the residen-
tial property tax deduction and credit provided to both
homeowners and tenants on their income tax returns un-
der C. 304, P.L. 1985; and (3) the tenant credit program
(C. 47, PL. 1976, as amended).



The application for the new homestead property tax re-
bate was combined with the resident income tax return
beginning with the tax return for 1990, and benefits were
linked to income level and amount of property taxes paid.
Under this program rebates ranged from $100 to $500 for
homeowners, and $35 to $500 for tenants, depending on
the applicant’s filing status, gross income, and the amount
of property taxes paid, either directly or through rent.
Those with incomes over $100,000 were not eligible for a
rebate.

Beginning in 1992, the State Budgets adopted by the Leg-
islature limited the amount of the homestead rebate paid
to some taxpayers. Under the budget restrictions, only
taxpayers who were 65 years of age or older, or blind or
disabled were eligible to receive rebates of $100 to $500
(homeowners) or $35 to $500 (tenants), provided that
their gross income did not exceed $100,000. For other
taxpayers, rebates were limited to those with a gross in-
come of $40,000 or less, with a standard rebate amount
of $90 for homeowners and $30 for tenants. Those with
gross incomes over $40,000 were no longer eligible for a
rebate.

In November 1992 the New Jersey Tax Court ruled that
anyone who resides in a dwelling which does not pay lo-
cal property tax is not entitled to a homestead property
tax rebate. This includes tenants living in subsidized
housing or other dwellings owned by the State, County,
Municipal, or Federal government; students living in on-
campus apartments at State colleges and universities; and
tenants living in dwellings owned by religious, charitable,
or other nonprofit organizations, including on-campus
apartments at private nonprofit colleges and universities,
if the property is exempt from local property taxes. Per-
manently and totally disabled veterans and their surviving
spouses who do not pay property taxes are also ineligible
for rebates.

On April 15, 1999, the NJ SAVER and Homestead Rebate
Act (C. 63, PL. 1999) created a new, direct property tax re-
lief program to be phased in over five years beginning in
1999. Under the provisions of this act, homeowners who
qualify for both the homestead rebate and the NJ SAVER
rebate would receive either the homestead rebate or the NJ
SAVER rebate, depending which program provides the
greater benefit.

This same legislation increased the homestead rebate in-
come threshold for tenants to $100,000 and set the in-
come threshold at $40,000 for homeowners who are not
65 or older or blind or disabled. For 1998, tenants who

Taxes and Programs Administeredl

were under 65, not blind or disabled, and who had in-
come between $40,000 and $100,000 were eligible to re-
ceive a $30 homestead rebate provided they filed a
Homestead Rebate Application by June 15, 1999. The
legislation increased this amount to $40 for the 1999 tax
year, $60 for the 2000 tax year, $80 for the 2001 tax year,
and $100 for 2002 and thereafter.

Chapter 159, P.L. 2001, increased the maximum benefit
under the Homestead Rebate Program for homeowners
and tenants who are 65 or older or disabled from $500 to
$750 beginning with homestead rebates paid in calendar
year 2001. For homestead rebates paid in 2002 and there-
after, the maximum amount would be indexed annually to
the cost of living.

This legislation also increased the maximum tenant
homestead rebate paid in 2001 and thereafter to tenants
who are not 65 or disabled to $100, eliminating the three-
year phase-in which, under the prior legislation (C. 63,
PL. 1999), was scheduled to end with rebates paid in
2003. It also increased the minimum rebate for tenants
who are 65 or disabled to $100.

Under State Budget provisions for fiscal year 2004 (P.L.
2003, C. 122, approved July 1, 2003), homestead rebates
paid in 2003 were not adjusted by the cost-of-living
increase.

The 2004 Homestead Property Tax Rebate Act (P.L.
2004, C. 40) combined the NJ SAVER and Homestead
Rebate Programs into the FAIR Rebate Program. For
2003 the NJ SAVER and homestead rebates were calcu-
lated the same way, taking into account the applicant’s fil-
ing status, gross income, and the amount of property taxes
paid, either directly or through rent. Eligible applicants
received either the homestead rebate or the NJ SAVER
rebate. The rebates ranged from $500 to $1,200 for
homeowners, and from $150 to $825 for tenants. Home-
owners with incomes over $200,000 or tenants with in-
comes over $100,000 were not eligible for a 2003 rebate.

For tax year 2004 and thereafter, tenants apply for the
FAIR rebate using Form TR-1040, which can be found in
the income tax return booklet. A separate FAIR rebate ap-
plication is mailed to homeowners. Only New Jersey resi-
dents who were either homeowners or tenants on Octo-
ber 1 and meet the other requirements are eligible for a
FAIR rebate for that year.
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Hotel/Motel Occupancy Fee/
Municipal Occupancy Tax

Description

P.L. 2003, C.114, imposes a State Occupancy Fee and au-
thorizes the imposition of a Municipal Occupancy Tax on
charges for the rental of a room in a hotel, motel, or simi-
lar facility in most New Jersey municipalities.

Rate
The State Occupancy Fee rate is 7% for occupancies from
August 1, 2003, through June 30, 2004, and 5% for occu-
pancies on and after July 1, 2004, or at a lower rate in cit-
ies in which such occupancies are already subject to tax:
Atlantic City—1%
Newark and Jersey City—1%
The Wildwoods—3.15%

In addition, between August 1, 2003, and June 30, 2004,
municipalities other than Atlantic City, Newark, Jersey
City, and the Wildwoods may adopt an ordinance to im-
pose a Municipal Occupancy Tax of up to 1%. The Mu-
nicipal Occupancy Tax rate may be increased from a rate
of 1% up to a rate of 3%, at the municipality’s option,
pursuant to local ordinance effective July 1, 2004. The
majority of the municipalities that have enacted a Munici-
pal Occupancy Tax have authorized the tax rate to in-
crease to 3% as of July 1, 2004.

Disposition of Revenues

The monies collected from the State Occupancy Fee are
deposited to the General Fund and are statutorily allo-
cated, in varying percentages, to the New Jersey State
Council on the Arts for cultural projects; the New Jersey
Historical Commission; the New Jersey Commerce and
Economic Growth Commission for tourism advertising
and promotion; and the New Jersey Cultural Trust. Any
amount over the dedication is allocated to the General
Fund. Collections from the Municipal Occupancy Tax are
distributed back to the municipality.

Insurance Premiums Tax

Description

The Insurance Premiums Tax applies to premiums col-
lected on insurance risks by every insurance company
transacting business in New Jersey. The tax base is gross
contract premiums less specified deductions. Annuity
considerations and reinsurance premiums are not taxed.
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Rate

With a few exceptions, the tax rate is 2% of the premiums
collected on insurance risks in this State. Major excep-
tions include group accident and health insurance premi-
ums (1%); ocean marine risks (5% of three-year average
of underwriting profits); workers’ compensation premi-
ums (2.25%). If, for any insurance company, the ratio of
New Jersey business to total business is greater than
12.5%, the tax is imposed on only 12.5% of that
company’s total premiums. Another .05% is imposed on
group accident and health premiums and another .1% on
all other insurance premiums, the revenues being dedi-
cated to the Department of Insurance.

In 1991 the Life and Health Guaranty Association was
formed, supported by assessments of up to 2% each year on
defined life insurance, annuity, and health insurance ac-
counts. Each member insurer may offset some portion of its
assessment against its Insurance Premiums Tax liability.

Disposition of Revenues

The tax is prepaid based on the previous year’s premi-
ums, with payments due March 1 and June 1. Revenues,
with the exception of some domestic revenues, are depos-
ited in the State Treasury for general State use.

Municipalities and counties continue to receive payments
to replace the revenue from the repealed insurance fran-
chise tax on domestic insurance corporations. The State
Treasurer pays an annual amount to each county and mu-
nicipality in which the principal office of a domestic in-
surance company is located. Payments are made so long
as the principal office of a domestic insurance company
remains at the location established on January 1, 1981.

Landfill Closure and
Contingency Tax

Description

This tax is levied upon the owner or operator of every
sanitary landfill facility located in New Jersey on all solid
waste accepted for disposal on or after January 1, 1982.
In addition, the owner or operator must make a monthly
payment of $1.00 per ton or $0.30 per cubic yard for the
host community benefit surcharge for all solid waste ac-
cepted for disposal.



Rate

The tax rate is $0.50 per ton or $0.15 per cubic yard on
all solid waste accepted for disposal. The tax rate for
solid waste in liquid form is $0.002 per gallon.

Disposition of Revenues

All tax revenues are credited to the Sanitary Landfill Fa-
cility Contingency Fund, administered by the New Jersey
Department of Environmental Protection, established to
insure the proper closure and operation of sanitary land-
fill facilities in this State.

Litter Control Fee

Description

The Litter Control Fee is imposed on all gross receipts
from sales of litter-generating products sold within or into
New Jersey by each person engaged in business in the
State as a manufacturer, wholesaler, distributor, or retailer
of such products. Any retailer with less than $500,000 in
annual retail sales of litter-generating products is exempt
from this fee. Restaurants are exempt if more than 50% of
their food and beverage sales are for on-premises
consumption.

Litter-generating products include beer, cigarettes, clean-
ing agents and toiletries, distilled spirits, food, glass con-
tainers, metal containers, groceries, tires, newsprint and
magazine paper stock, nondrug drugstore sundry prod-
ucts, paper products, plastic and fiber containers, soft
drinks, and wine.

Rate

Manufacturers, wholesalers, and distributors of litter-gen-
erating products pay a fee of %100 of 1% (.03%) on all
gross receipts from wholesale sales of such products in
New Jersey. Retailers are charged at the rate of 22100 of
1% (.0225%) on all gross receipts from retail sales of lit-
ter-generating products. The fee is paid annually on
March 15th of each year.

Disposition of Revenues

Revenues are deposited in the Clean Communities Pro-
gram Fund and are used for litter pickup and removal and
to provide recycling grants to New Jersey counties and
municipalities.

Taxes and Programs Administeredl

Local Property Tax

Description

An ad valorem tax—The local property tax is measured
by property values and is apportioned among taxpayers
according to the assessed value of taxable property
owned by each taxpayer. The tax applies to real estate
and tangible personal property of telephone, telegraph,
and messenger systems companies.

A local tax—The property tax is a local tax assessed and
collected by municipalities for the support of municipal
and county governments and local school districts. No
part of it is used for support of State government.

Amount of tax (a residual tax)—The amount of local
property tax is determined each year, in each municipal-
ity, to supply whatever revenue is required to meet bud-
geted expenditures not covered by monies available from
all other sources. School districts and counties notify
municipalities of their property tax requirements. Munici-
palities add their own requirements and levy taxes to raise
the entire amount. As a residual local tax, the total prop-
erty tax is determined by local budgets and not by prop-
erty valuations or tax rates.

Property assessment (the tax base)—All taxable property
is assessed (valued for taxation) by local assessors in
each municipality. Assessments are expressed in terms of
“taxable value,” except for qualified farm land, which is
specially valued.

Rate

The local property tax rate is determined each year in
each municipality by relating the total amount of tax levy
to the total of all assessed valuations taxable. Expressed
in $1 per $100 of taxable assessed value, the tax rate is a
multiplier for use in determining the amount of tax levied
upon each property. See Appendix A for the 2002 general
and effective property tax rates in each municipality.

Disposition of Revenues

This tax is assessed and collected locally by the taxing
districts for support of county and municipal governments
and local school district purposes.

History

It may be said that the property tax originated in 1670
with a levy of one half penny per acre of land to support
the central government. Through the middle of the 19th
century property taxes were levied upon real estate and
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upon certain personal property at arbitrary rates within

certain limits called “certainties.” In 1851 the concepts of
a general property tax and uniform assessments according
to actual value were developed (Public Laws 1851, p. 273).

For almost a century following the 1851 legislation, a
continuing effort was made to accomplish uniform taxa-
tion under a general property tax. In 1875 a constitutional
amendment provided that “property shall be assessed for
taxes under general laws and by uniform rules according
to its value” (Article 4, Section 7, paragraph 12). Courts
held that the 1875 amendment permitted classification of
property for tax purposes and also exemption of certain
classes from taxation, or the substitution of other kinds of
tax “in lieu.” Thus began a long period of erosion of the
“general property tax” concept. In 1884 a State Board of
Assessors was created and given responsibility for assess-
ment of railroad and canal property, thus setting the pat-
tern for State assessment of certain classes of property.

Intangible personal property was eliminated from the
“general property tax base” in 1945 (replaced with a cor-
poration net worth tax). Such elimination shifted the em-
phasis for tax reform to tangible personal property.

The New Jersey State Constitution adopted in 1947 pro-
vided that “property shall be assessed for taxation under
general law and by uniform rules. All real property as-
sessed and taxed locally or by the State for allotment and
payment to taxing districts shall be assessed according to
the same standard of value, except as otherwise permitted
herein, and such property shall be taxed at the general tax
rate of the taxing district in which the property is situated,
for the use of such taxing district” (Article 8, Section 1).

This Article was interpreted to preclude any classification
of real estate but to leave the door open for classified
taxes upon personal property. In 1963 the Constitution
was amended to permit assessment of farm property ac-
cording to its value for agricultural use only. Chapter 51,
Laws of 1960 (effective for tax year 1965) provided for
such classification and also provided other significant
modifications.

Personal property provisions of Chapter 51, Laws of
1960, were replaced by Chapter 136, Laws of 1966. For
taxes payable in 1968 and until 1993, personal property
used in business (other than the businesses of local ex-
change telephone, telegraph, and messenger system com-
panies and other public utilities) was subject to the
Business Personal Property Tax instead of the local tax.
Personal property is no longer subject to any property tax
and inventories of all businesses are excluded from prop-
erty taxation.
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The 1966 law also provided for replacement of local per-
sonal property tax revenues from four tax sources:

(1) Retail Gross Receipts Tax, (2) Corporation Business
(Net Income) Tax, (3) Business Personal Property Tax
and (4) Unincorporated Business Tax. This revenue re-
placement program was terminated (C. 3, PL. 1977).
Legislation was passed providing for an annual
appropriation of not less than $158.7 million.

The decision in Switz v. Middletown Township, et al.,

23 N.J. 580 (1957) required that all taxable property be
assessed at “true value” (100% assessment). This was the
beginning of a series of New Jersey court decisions which
have been a major factor in development of uniform real
estate tax assessment. R.S. 54:4-23 was amended to pro-
vide that when an assessor believes that all or part of a
taxing district’s property is assessed lower or higher than
is consistent with uniform taxable valuation or is not in
substantial compliance with the law, and that the public’s
interest will be promoted by a reassessment of such prop-
erty, the assessor shall make a reassessment of the prop-
erty not in compliance.

Prior to making this reassessment, the assessor shall first
notify in writing: the mayor, the municipal governing
body, the Division of Taxation, the county tax board, and
the county tax administrator of the basis for the reassess-
ment and shall submit a compliance plan to the county
board of taxation and the Division of Taxation for ap-
proval. After reassessment of a portion of a taxing dis-
trict, the assessor shall certify to the county board of
taxation, through adequate sampling as determined by the
board, that the reassessed portion of the taxing district is
in compliance with those portions of the district which
were not reassessed.

A long period of legislative history has developed numer-
ous exemptions and special property tax treatments.
These are found principally in R.S. 54:4-3.3 and in R.S.
54:4-3.6. Generally exempt are government-owned prop-
erty; and property of religious, educational, charitable,
and various types of nonprofit organizations. R.S. 54:4-
3.6 was amended to permit a religious or charitable
organization to lease property to another exempt entity
for a different exempt use without the loss of its property
tax exemption. An amendment to R.S. 54:4-3.10 provided
that property owned by any exempt firefighter’s associa-
tion, firefighter’s relief association, or volunteer fire com-
pany would retain its tax-exempt status although the
organization owning the property used the property for an
income-producing purpose on an auxiliary basis provided
that the auxiliary activity does not exceed 120 days annu-
ally and the net proceeds from the auxiliary activity are



used to further the primary purpose of the organization or
for other charitable purposes. Qualified senior citizens
and disabled persons are permitted a tax deduction of
$250 annually as per N.J.S.A. 54:4-8.40 et seq. The vet-
erans’ deduction was increased from $50 to $100 for tax
year 2000, $150 for 2001, $200 for 2002, and $250 for

2003 and thereafter pursuant to N.J.S.A. 54:4-8.10 et seq.

Wartime service periods were also expanded.

Local Property Tax
Gross Levy (In Billions)
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Fiscal Year Gross Tax Levy
1994 11,286,354,001
1995 11,746,914,124
1996 12,177,920,307
1997 12,579,899,717
1998 13,040,191,871
1999 13,558,860,459
2000 14,195,812,735
2001 14,992,785,135
2002 16,053,021,123
2003 17,254,024,652

Motor Fuels Tax

Description

A tax on motor fuels is applied to gasoline, diesel fuel, or
liquefied petroleum gas and compressed natural gas used
in motor vehicles on public highways.

Taxes and Programs Administeredl

Rate

The general motor fuels tax rate is $0.105 per gallon of
gasoline. A tax of $0.0525 per gallon is imposed on pe-
troleum gas and liquefied or compressed natural gas sold
or used to propel motor vehicles on public highways.

The diesel fuel tax rate is $0.135 per gallon, of which
$0.03 per gallon is refundable for fuel used in passenger
automobiles and motor vehicles of less than 5,000 pounds
gross weight (C. 73, P.L. 1984, effective September 1,
1985).

No tax is due from motor fuels sales to the United States
or New Jersey government; between licensed distributors;
between licensed gasoline jobbers; and for export.

Disposition of Revenues

Certain revenues are credited to a special account in the
General Fund and are dedicated from the gasoline tax, the
petroleum products tax, and the Sales and Use Tax to the
Transportation Trust Fund for maintenance of the State’s
transportation system. See the New Jersey Constitution,
Article 8, Section 2, paragraph 4.

NJ SAVER Rebate Program

Chapter 63, P.L. 1999, approved on April 15, 1999, and
known as the New Jersey School Assessment Valuation
Exemption Relief and Homestead Property Tax Rebate
Act (NJ SAVER and Homestead Rebate Act), created the
NJ SAVER Rebate Program. New Jersey residents, re-
gardless of age or income, who own, occupy, and pay
property taxes on a home in New Jersey that was their
principal residence on October 1 of any year are eligible
to receive a rebate for that year.

The State calculates the rebate on each applicant’s home
by multiplying the equalized value of a home by the
effective school tax rate for the municipality in which the
home is located. The equalized value for the calculation
cannot exceed $45,000. Since school tax rates vary
among municipalities, NJ SAVER rebate amounts will
vary. The legislation provided for a five-year phase-in pe-
riod beginning in 1999. The first rebate checks mailed in
1999 represented 20% of the maximum NJ SAVER re-
bate and homeowners received 40% of the maximum re-
bate in 2000.

Chapter 106, P.L. 2001, amended the original legislation
to accelerate the phase-in period of the NJ SAVER
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Rebate Program from five years to four years. The legis-
lation increased the amount to be paid in 2001 from 60%
to 83%% of the full amount and provided for the full ben-
efit amount to be paid in 2002.

The State Budget adopted by the Legislature for fiscal
year 2003 limited NJ SAVER rebates to homeowners
earning $200,000 or less and limited rebates to the
amounts paid in 2001.

As part of the State Budget for fiscal year 2004,

NJ SAVER rebates were not paid to any individual or
married couple with gross income in excess of $200,000.
Additionally, the amount paid was limited to 50% of the
prior year’s NJ SAVER rebate check.

The 2004 Homestead Property Tax Rebate Act (P.L. 2004,
C. 40) was given the acronym “FAIR” which stands for
FAir and Immediate Relief. The Act folded the NJ SAVER
Rebate Program into the existing Homestead Rebate Pro-
gram, and combined certain aspects of each, eliminating
the NJ SAVER rebate for tax years 2004 and thereafter.
See Homestead Rebate Program on page 30 for more
information.

Outdoor Advertising Fee

Description

Pursuant to N.J.S.A. 54:4-11.1, an Outdoor Advertising
Fee is imposed on the gross amounts collected by a retail
seller for advertising space on an outdoor advertising sign
(billboard). The fee is due from the retail seller and is
based upon the amount that the seller receives from an
end user, whether payment is received in money or other-
wise, for the sale of space on an outdoor advertising sign.
The retail seller is the licensee or permit holder autho-
rized by the New Jersey Department of Transportation to
engage in the business of outdoor advertising and selling
the space to the end user. The end user is the person pur-
chasing the space in order to place their advertisement on
the sign. The Outdoor Advertising Fee is only imposed on
amounts collected for the placement of advertising on the
sign.

Although the fee is imposed on the retail seller, the law
provides that the seller is not subject to the fee on
amounts collected from a purchaser/end user that is ex-
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empt from New Jersey Sales and Use Tax pursuant to
N.J.S.A. 54:32B-9(a) or (b). There is also an exemption
for “fees received by an advertising agency that is not a
related party of the retail seller and that are not received
from the retail seller.”

Rate

The Outdoor Advertising Fee is imposed at a rate of 6%
on the gross amounts collected by a retail seller for bill-
board advertising space. Recently enacted legislation
(P.L. 2004, C.42) amends certain sections of the law
which will affect payment of the fee on amounts collected
on and after July 1, 2004. In addition, the fee is reduced
from 6% to 4% for the period July 1, 2006, through

June 30, 2007.

Disposition of Revenues
Revenues are deposited in the State Treasury for general
State use.

Petroleum Products Gross
Receipts Tax

Description

The Petroleum Products Gross Receipts Tax is imposed
on all companies engaged in refining and/or distributing
petroleum products for distribution in this State. It applies
to the first sale, not for export, of petroleum products
within New Jersey.

Home heating oil (including #2, #4, and #6 heating oils)
and propane gas and kerosene used for residential heating
are exempt from tax. Also exempt from tax are receipts
from sales of petroleum products used by marine vessels
engaged in interstate or foreign commerce; receipts from
sales of aviation fuels used by airplanes in interstate or
foreign commerce other than burnout portion; receipts
from sales of asphalt and polymer grade propylene used
in the manufacture of polypropylene; receipts from sales
to nonprofit entities qualifying for exemption under the
Sales and Use Tax Act; and receipts from sales to the
United States or the State of New Jersey.

Effective January 1, 2001, P.L. 2000, C. 156, phased out,
over a three-year period, the Petroleum Products Gross
Receipts Tax for fuel used by any utility, co-generation
facility, or wholesale generation facility to generate elec-
tricity sold at wholesale or through certain retail channels.



Rate

The petroleum products tax is imposed at the rate of 234%
on gross receipts from the first sale of petroleum products
in New Jersey. In the case of fuel oils, aviation fuels, and

motor fuels this rate is converted to $0.04 per gallon pur-
suant to C. 48, P.L. 2000, adopted on June 30, 2000.

Disposition of Revenues

Certain revenues are credited to a special account in the
General Fund and dedicated to the Transportation Trust
Fund under the New Jersey Constitution, Article 8, Sec-
tion 2, paragraph 4.

Property Tax Reimbursement
Program

Chapter 348, P.L. 1997, approved January 14, 1998, cre-
ated the Property Tax Reimbursement (“Senior Freeze”)
Program which effectively freezes property taxes for eli-
gible New Jersey senior citizens and disabled persons by
reimbursing them for property tax increases. The first
year a resident satisfies all the eligibility requirements be-
comes their base year. Residents who remain eligible in
succeeding years will be reimbursed for any increase in
the amount of property taxes paid over the base year
amount.

Residents are eligible if they (1) are age 65 or older or
receiving Federal Social Security disability benefits;

(2) owned and lived in a homestead (or mobile home
which is on a leased site in a mobile home park) for at
least the last three years; (3) lived in New Jersey and paid
property taxes either directly or through rent for at least
ten consecutive years; (4) paid the full amount of prop-
erty taxes (or site fees if a mobile home owner) due on
the home for both their base year and the year for which
they are claiming the reimbursement; and (5) meet certain
income eligibility limits for both the base year and the
year for which they are claiming a reimbursement.

The income limits will increase in subsequent years by
the amount of the maximum Social Security benefit cost-
of-living increase for that year. Applicants must meet all
requirements for both their base year and the year for
which they are claiming a reimbursement. Once an appli-

Taxes and Programs Administeredl

cant’s base year is established, it remains the same as
long as they remain eligible in succeeding years. If a
homeowner (or mobile home owner) does not satisfy the
requirements in one year, then their base year will be-
come the next year that they satisfy all the requirements.

Under the provisions of the State Budget for fiscal year
2004 (P.L. 2003, Chapter 122, approved July 1, 2003),
only applicants who received a reimbursement for tax
year 2001 and who met all the eligibility requirements,
including the income limits for 2002, were eligible to re-
ceive a reimbursement for 2002. The amount applicants
received for tax year 2002 could not exceed the amount
they received for 2001. For 2003, reimbursements were
issued to all eligible applicants for the difference between
their 2003 property taxes and their base year property
taxes. For eligible applicants who filed applications for
the first time for 2002 but did not receive checks, the
2003 reimbursement represented the difference between
the amount of their 2003 property taxes paid and the
amount of their 2001 (base year) taxes.

Public Community Water
System Tax

Description

The Public Community Water System Tax is levied upon
the owner or operator of every public community water
system in New Jersey based upon water delivered to con-
sumers, not including water purchased for resale, on or
after April 1, 1984.

Rate

The tax rate is $0.01 per 1,000 gallons of water delivered
to a consumer.

Disposition of Revenues

Revenues are deposited in the Safe Drinking Water Fund
administered by the New Jersey Department of Environ-
mental Protection and used to ensure clean drinking water
in New Jersey.
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Public Utility Franchise Tax

Description

Public Utility Franchise Tax applies to all sewerage and
water companies having lines and mains along, in, on, or
over any public thoroughfare.

The rate is either 2% or 5% of a proportion of the gross
receipts of the taxpayer for the preceding calendar year.
The proportion of gross receipts subject to tax is the ratio
of the taxpayer’s total length of lines or mains which are
located along, in, on, or over any street, highway, road, or
other public place to the whole length of lines or mains.
Measurements of lengths of lines or mains exclude ser-
vice connections.

Administration

The Franchise Tax levied against the sewerage and water
companies is payable to the State in three installments:
35% due May 15, 35% due August 15, and 30% due
November 15.

Rate

The rate is 2% for taxpayers with calendar year gross re-
ceipts of $50,000 or less and 5% for taxpayers with cal-
endar year gross receipts exceeding $50,000.

Disposition of Revenues

Revenues are deposited into an account that is used to
fund the Energy Tax Receipts Property Tax Relief Fund,
which is distributed to municipalities in accordance with
PL. 1997, C. 167.

Public Utility Gross Receipts
Tax

Description

Public Utility Gross Receipts Tax is in addition to the Fran-
chise Tax and is in lieu of the local taxation of certain prop-
erties of sewerage and water companies in New Jersey.

Administration

The Gross Receipts Tax levied against the sewerage and
water companies is payable to the State in three install-
ments: 35% due May 15, 35% due August 15, and 30%
due November 15.
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Rate

7.5% is applied to the gross receipts for the preceding
calendar year.

Disposition of Revenues

Revenues are deposited into an account that is used to
fund the Energy Tax Receipts Property Tax Relief Fund,
which is distributed to municipalities in accordance with
PL. 1997, C. 167.

Public Utility Excise Tax

Description
Public Utility Excise Tax is an additional tax on sewerage
and water public utilities.

Administration

The Public Utility Excise Tax levied against the sewerage
and water companies is payable to the State in full on
May 1.

Rate (Calendar Year Basis)

0.625% —upon gross receipts subject to the franchise
tax (0.25% for taxpayers with gross receipts
not in excess of $50,000 annually);

0.9375% —upon gross receipts of all sewerage and
water public utilities.

Disposition of Revenues

Revenues are deposited into an account that is used to
fund the Energy Tax Receipts Property Tax Relief Fund,
which is distributed to municipalities in accordance with
PL. 1997, C. 167.

Railroad Franchise Tax

Description

The Railroad Franchise Tax is levied upon railroads (or
systems of railroads) operating within New Jersey. The
tax base is that portion of the road’s (or system’s) net rail-
way operating income of the preceding year allocated to
New Jersey. The allocating factor is the ratio of the num-
ber of miles of all track in this State to the total number of
miles of all track over which the railroad or system
operates.



Rate

Railroad Franchise Tax is assessed at the rate of 10%
upon the net railway operating income of the preceding
year allocated to New Jersey. The minimum is $100 for
taxpayers having total railway operating revenues in the
preceding year of less than $1 million and $4,000 for tax-
payers with operating revenues in excess of $1 million in
the preceding year.

Disposition of Revenues
Revenues are deposited in the State Treasury for general
State use.

Railroad Property Tax

Description
Railroad Tax Law of 1948 as amended distinguishes three
classes of property:

Class I: “Main stem” roadbed—that not exceeding 100
feet in width.

Class II: All other real estate used for railroad purposes
including roadbed other than “main stem” (Class 1),
tracks, buildings, water tanks, riparian rights, docks,
wharves, piers. Excluded is “tangible personal property”:
rolling stock, cars, locomotives, ferryboats, all machinery,
tools. Facilities used in passenger service are also ex-
cluded, being defined as Class III property.

Class III: Facilities used in passenger service: land, sta-
tions, terminals, roadbeds, tracks, appurtenances, ballast,
and all structures used in connection with rendering pas-
senger service, including signal systems, power systems,
equipment storage, repair, and service facilities (N.J.S.A.
54:20A-2).

The Railroad Property Tax is a State tax on Class II
property.

Exemptions

Main stem (Class I), tangible personal property, and facil-
ities used in passenger service (Class III) are exempt
from tax.

Rate
$4.75 for each $100 of true value of Class II railroad
property.

Taxes and Programs Administeredl

Disposition of Revenues

Revenues are deposited in the State Treasury for general
State use. However, under legislation adopted in 1966,
the municipalities where railroad property is located are
guaranteed the return of certain replacement revenues. No
State aid has been paid since calendar year 1982, except
for 1984—1994 payments to those municipalities in which
Class II railroad property owned by New Jersey Transit
Corporation is located (P.L. 1984, C. 58). Since 1995,
payments have been paid on Class Il railroad properties
owned by New Jersey Transit Corporation through the
Consolidated Municipal Tax Relief Aid Program admin-
istered by the Department of Community Affairs.

Realty Transfer Fee

Description

The Realty Transfer Fee is imposed upon the recording of
deeds evidencing transfers of title to real property in the
State of New Jersey. The Realty Transfer Fee is calculated
based on the amount of consideration recited in the deed.

The Realty Transfer Fee does not apply to a deed: for a
consideration of less than $100; by or to the United States
of America, this State, or any instrumentality, agency, or
subdivision thereof; solely in order to provide or release
security for a debt or obligation; which confirms or cor-
rects a deed previously recorded; on a sale for delinquent
taxes or assessments; on partition; by a receiver, trustee
in bankruptcy or liquidation, or assignee for the benefit of
creditors; eligible to be recorded as an “ancient deed”
pursuant to R.S. 46:16-7; acknowledged or proved on or
before July 3, 1968; between husband and wife, or parent
and child; conveying a cemetery lot or plot; in specific
performance of a final judgment; releasing a right of re-
version; previously recorded in another county and full
Realty Transfer Fee paid; by an executor or administrator
of a decedent to a devisee or heir to effect distribution of
the decedent’s estate in accordance with the provisions of
the decedent’s will or the intestate laws of this State; re-
corded within 90 days following the entry of a divorce
decree which dissolves the marriage between grantor and
grantee; issued by a cooperative corporation, as part of a
conversion of all of the assets of the cooperative corpora-
tion into a condominium, to a shareholder upon the sur-
render by the shareholder of all of the shareholder’s stock
in the cooperative corporation and the proprietary lease
entitling the shareholder to exclusive occupancy of a por-
tion of the property owned by the corporation.
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Rate

Legislation (P.L. 2003, C. 113) effective July 14, 2003,
provides for the imposition of transfer fees on the sale of
real estate as follows:

Standard Transactions and New Construction

The Realty Transfer Fee rates for standard transactions
and new construction, including a supplemental fee, are:

$2.00 (includes $.25 supplemental fee) / $500 of
consideration not in excess of $150,000.

$3.35 (includes $.85 supplemental fee) / $500 of
consideration in excess of $150,000 but

not in excess of $200,000.

$3.90 (includes $1.40 supplemental fee) / $500 of
consideration in excess of $200,000.

Senior Citizens or Blind or Disabled Persons;
Low and Moderate Income Housing
The law does not increase the Realty Transfer Fee rates
on transfers by senior citizens, blind persons, disabled
persons, and on the transfer of property that is low- and
moderate-income housing. Those fees are calculated as
follows:

$0.50 / $500 of consideration of $150,000 or less.
$1.25 / $500 of consideration over $150,000.

Disposition of Revenues

The Realty Transfer Fees per $500 of consideration will
be allocated according to the type of transaction as
follows:

Standard (no exemption)

County State Neighborhood
Consideration Treasurer Treasurer P.N.R. Fund
$150,000 or less $0.75! $1.25 0
Over $150,000 but
not over $200,000 0.75! 1.85% $0.75
Over $200,000 0.75! 2.40° 0.75

Senior Citizens or Blind or Disabled Persons;
Low and Moderate Income Housing

County State Neighborhood
Consideration Treasurer Treasurer P.N.R. Fund
$150,000 or less $0.50 0 0
Over $150,000 0.50 0 $0.75
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New Construction

County State Neighborhood
Consideration Treasurer Treasurer P.N.R. Fund
$150,000 or less $ 0.75! $ 1.00* $0.25
Over $150,000 but
not over $200,000 0.75! 0.60* 2.00
Over $200,000 0.75! 1.15° 2.00

'Under the Public Health Priority Funding Act of 1977, $0.25 per
$500 of consideration is deposited into a special fund.

2$0.60 per $500 of consideration is deposited into the Extraordinary
Aid Account.

3$1.15 per $500 of consideration is deposited into the Extraordinary
Aid Account.

“Entire amount is deposited into the Extraordinary Aid Account.

The proceeds of the Realty Transfer Fees collected by the
county recording officer are accounted for and remitted to
the county treasurer. In fiscal year 2004, a total of
$151,000,139 was paid to the State Treasurer in Realty
Transfer Fees.

Amounts not in excess of $25,000,000 paid during the
State fiscal year to the State Treasurer from the payment
of the State portion of the basic fee are credited to the
Shore Protection Fund.

In fiscal year 2004, $70,101,284 was paid to the State
Treasurer and credited to the Neighborhood Preservation
Nonlapsing Revolving Fund.

A “supplemental fee” is allocated between the county
Public Health Priority Fund and the State Extraordinary
Aid Account. In fiscal year 2004, the Extraordinary Aid
Account received $76,219,960.

Changes for Fiscal Year 2005

Legislation (P.L. 2004, C. 66) effective August 1, 2004,
imposed a new fee on grantors (sellers) called the “gen-
eral purpose fee” for transfers with an entire consider-
ation in excess of $350,000. This fee is $.90/$500 for
consideration not in excess of $550,000; $1.40/$500 for
consideration in excess of $550,000 but not in excess of
$850,000; $1.90/$500 for consideration in excess of
$850,000 but not in excess of $1,000,000; and $2.15/
$500 for consideration in excess of $1,000,000. Chapter
66 also imposes a new fee on grantees (buyers) for prop-
erty transfers zoned for residential use, whether improved
or not, for consideration in excess of $1,000,000, of 1% of
the entire amount of such consideration recited in the deed.

Legislation (P.L. 2005, C. 19) effective February 1, 2005,
revised Chapter 66 to impose the 1% fee on grantees by



property class transferred: Class 2 “residential”’; 3A “farm
property (regular)” if effectively transferred with other
property to the same grantee; and cooperative units. In
fiscal year 2005, the 1% fee, when applicable, is not im-
posed by zoning. The 1% fee does not apply to organiza-
tions determined by the Internal Revenue Service to be
exempt from Federal income taxation that are the buyers
in deeds for a consideration in excess of $1,000,000.

Sales and Use Tax

Description

Sales and Use Tax applies to receipts from retail sale,
rental, or use of tangible personal property; retail sale of
producing, fabricating, processing, installing, maintain-
ing, repairing, storing, and servicing tangible personal
property; maintaining, servicing, or repairing real prop-
erty; certain direct-mail services; sales of restaurant
meals; rental of hotel and motel rooms; certain admission
charges; and telecommunications services.

A compensating use tax is also imposed when taxable
goods and services are purchased and New Jersey sales
tax is either not collected or is collected at a rate less than
New Jersey’s sales tax rate. The use tax is due when such
goods, or the goods on which taxable services are per-
formed, come into New Jersey. If sales tax was paid to
another state, the use tax is only due if the tax was paid at
a rate less than New Jersey’s rate.

All persons required to collect the tax must file a Busi-
ness Registration Application (Form NJ-REG). Each
registrant’s authority to collect the sales tax is certified by
a Certificate of Authority issued by the Division, which
must be prominently displayed at each place of business
to which it applies.

Major exemptions include: sales of newspapers and mag-
azines; casual sales except motor vehicles and registered
boats; clothing, except furs; farm supplies and equipment;
flags of New Jersey and the United States; unprepared
food for off-premises consumption; food sold in school
cafeterias; prescription and nonprescription drugs and
other medical aids; motor fuels; periodicals and text-
books; professional and personal services; real estate
sales; tangible personal property used in research and de-
velopment; transportation of persons or property; produc-
tion machinery and equipment.

Taxes and Programs Administeredl

Rate

The rate of tax is 6% on taxable sales.

Disposition of Revenues
Revenues are deposited in the State Treasury for general
State use.

History

New Jersey’s first sales tax became effective on July 1,
1935. The tax rate was set at 2%. P.L. 1935, provided that
sales taxation would cease as of June 13, 1938.

Sales and Use Tax next became effective July 1, 1966.
Rate of tax was set at 3% (C. 30, P.L. 1966).

Additional exemptions from the tax were provided by
C. 25, P.L. 1967. Chapter 7, P.L. 1970, increased the tax
rate to 5%, effective March 1, 1970. This Act and C. 25,
PL. 1970, contained certain transitional provisions re-
lating to this increased rate.

Effective July 1, 1972, sales of alcoholic beverages, ex-
cept draught beer sold by the barrel, to any retail licensee
were made subject to Sales and Use Tax (C. 27, P.L.
1972). The 1972 amendment repealed taxation of sales of
packaged liquor by retailer to consumer. The tax applied
at the wholesale-retail level. Its base was the minimum
consumer retail price as filed with the Board of Alcoholic
Beverage Control.

Sale, rental, or lease of commercial motor vehicles
weighing more than 18,000 pounds became exempt from
Sales and Use Tax effective January 1, 1978 (C. 217, PL.
1977).

Production machinery and equipment became exempt
from Sales and Use Tax effective January 1, 1978.

The Division took over administration of the Atlantic
City Luxury Sales Tax (C. 60, PL. 1980).

A new tax imposed on wholesale receipts of alcoholic
beverage licensees at 6.5% of the wholesale price super-
seded the prior tax imposed under the Sales and Use Tax
law at 5% of the minimum consumer resale price (C. 62,
P.L. 1980).

Recycling equipment was exempted from Sales and Use
Tax effective January 12, 1982 (C. 546, P.L. 1981).

The Sales and Use Tax rate increased to 6%, effective
January 3, 1983 (C. 227, P.L. 1982).
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Nonprescription drugs, household paper products, and
soaps and detergents were exempted from Sales and Use
Tax, effective July 1, 1983.

The Sales and Use Tax rate increased to 7%, effective
July 1, 1990. Several major exempt items and services
became taxable July 1, 1990, e.g., cigarettes; alcoholic
beverages; household soap and paper products; janitorial
services; telecommunications services; and sales, rentals,
leasing, parts, and services for certain commercial motor
vehicles (C. 40, PL. 1990).

Chapter 115, P.L. 1990, approved November 19, 1990,
reinstated, with modifications, the exemption for certain
sales, rentals, leases, and repair and replacement parts for
commercial motor vehicles, retroactive to July 1, 1990.

Household paper products became exempt again Septem-
ber 1, 1991 (C. 209, PL. 1991).

The Sales and Use Tax rate decreased to 6%, effective
July 1, 1992 (C. 11, P.L. 1992).

Local public pay-phone calls were exempted from the tax
under a law passed January 15, 1993, and retroactive to
July 1, 1990 (C. 10, P.L. 1993).

Effective July 1, 1994, retail sales of certain tangible per-
sonal property in Salem County were taxed at 3%
(C. 373, P.L. 1993).

Sales and Use Tax was repealed on advertising space in a
telecommunications user or provider directory or index
distributed in New Jersey, effective April 1, 1996

(C. 184, P.L. 1995).

Certain radio and television broadcast production equip-
ment was exempted from Sales and Use Tax effective
April 1, 1996 (C. 317, P.L. 1995).

Sales and Use Tax was imposed on sales of energy
(C. 162, P.L. 1997).

Effective January 8, 1998, the farm use exemption was
amended to apply to tangible personal property (except
automobiles, and except property incorporated into a
building or structure) used “directly and primarily” in the
production for sale of tangible personal property for sale
on farms, ranches, nurseries, greenhouses, and orchards
(C. 293, PL. 1997).

Imprinting services performed on manufacturing equip-
ment that is exempt under N.J.S.A. 54:32B-8.13 were ex-
empted from Sales and Use Tax effective March 1, 1998
(C. 333, PL. 1997).
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Sales and Use Tax was repealed on sales of advertising
services, other than direct-mail services performed in New
Jersey, on and after November 1, 1998 (C. 99, P.L. 1998).

Chapter 221, P.L. 1999, provides for expanded Sales and
Use Tax exemptions for film and video industries.

Chapter 246, P.L. 1999, exempts repairs to certain air-
craft from Sales and Use Tax.

Chapter 248, P.L. 1999, clarifies the imposition of New
Jersey Sales and Use Tax on the retail sale of prepaid
telephone calling arrangements. The statute shifts the
incidence of the tax from the point of use to the point at
which the arrangement is sold to the consumer.

Sales and Use Tax exemption for the amount of sales
through coin-operated vending machines was increased
from $0.10 to $0.25 (C. 249, P.L. 1999).

“The Firearm Accident Prevention Act” (C. 253,
PL. 1999) exempts sales of firearm trigger locks from
Sales and Use Tax.

“The Secure Firearm Storage Act” exempts sales of fire-
arm vaults from Sales and Use Tax (C. 254, P.L. 1999).

Chapter 273, P.L. 1999, provides for general exemption
from Sales and Use Tax of costs of purchase and repair of
commuter ferryboats.

“Farm use” exemption was revised through C. 314, P.L.
1999.

Chapter 365, P.L. 1999, provides Sales and Use Tax ex-
emptions for certain purchases by flood victims of Hurri-
cane Floyd.

Chapter 416, P.L. 1999, grants exempt organization status
under the New Jersey Sales and Use Tax Act to the Na-
tional Guard, Marine Corps League, and war veterans’
posts or associations. This law also creates a Sales and
Use Tax Review Commission.

Chapter 90, P.L.. 2001, provides for a Sales and Use Tax
exemption for the sale and repair of limousines.

The Uniform Sales and Use Tax Administration Act

(C. 431, PL. 2001) authorizes New Jersey to participate
in discussions of the Streamlined Sales Tax Project in an
effort to simplify and modernize Sales and Use Tax col-
lection and administration.

Chapter 45, P.L. 2002, brings the Sales and Use Tax Act
into compliance with the Federal Mobile Telecommunica-
tions Sourcing Act.



Chapter 136, P.L. 2003, provides that the receipts from
rentals of tangible personal property between “related
persons” are exempt from Sales and Use Tax.

Chapter 266, P.L. 2003, provides a Sales and Use Tax ex-
emption for the sale of zero emission motor vehicles.

Sales and Use Tax Collections
(In Billions)

95’96 97 98 °99 00 01 02 03 04

Fiscal Year Collections
1995 4,133,278,016
1996 4,318,372,824
1997 4,415,427,600
1998 4,766,194,660
1999 5,054,437,769
2000 5,508,045,603
2001 5,758,670,303
2002 5,996,839,407
2003 5,936,057,141
2004 6,261,700,380

Urban Enterprise Zones

The New Jersey Urban Enterprise Zones Act (C. 303, PL.
1983), approved August 15, 1983, provides tax advan-
tages and other business tools to enhance development ef-
forts in the State’s economically distressed urban centers.
The statute was amended in 2002 to add Urban Enterprise
Zone-impacted business districts. Urban Enterprise Zone-
impacted business districts are areas that have been nega-
tively impacted by the presence of two or more adjacent
Urban Enterprise Zones. Under the program, qualified
municipalities apply to the Urban Enterprise Zone Au-
thority to have a portion of the municipality designated as
an Urban Enterprise Zone or Urban Enterprise Zone-im-

Taxes and Programs Administeredl

pacted business district. Businesses must apply to the lo-
cal municipal zone coordinator to be certified as a “quali-
fied business” before they can take advantage of these
benefits.

Initially ten zones (the maximum number provided under
the statute) were established in: Bridgeton, Camden,
Elizabeth, Jersey City, Kearny, Millville/Vineland, New-
ark, Orange, Plainfield, and Trenton. Chapter 367, P.L.
1993, approved January 5, 1994, allowed for the designa-
tion of ten additional enterprise zones. This increased the
number of zones from 10 to 20, adding Asbury Park/Long
Branch, Carteret, Lakewood, Mount Holly, Passaic,
Paterson, Perth Amboy, Phillipsburg, Pleasantville, and
Union City. Seven new zones were added in 1996: East
Orange, Guttenberg, Hillside, Irvington, North Bergen,
Pemberton, and West New York. In 2002, three additional
zones were designated: Bayonne City, Roselle Borough,
and a joint zone consisting of North Wildwood City,
Wildwood City, Wildwood Crest Borough, and West
Wildwood Borough (P.L. 2001 C. 347). Gloucester City
was added effective April 1, 2004 (P.L. 2003, C. 285).

In 2002, legislation was passed which requires the Urban
Enterprise Zone Authority to extend a zone’s initial desig-
nation as an Urban Enterprise Zone if the particular enter-
prise zone meets certain requirements. The same legislation
provides for the replacement of the final 5-year period of
the 20-year Urban Enterprise Zone designation for the
eligible zones with a new 16-year period.

The possible tax benefits conferred on qualified busi-
nesses within a designated Urban Enterprise Zone include:

¢ Corporation Business Tax credits for hiring new
employees;

¢ Sales and Use Tax exemption for purchases of build-
ing materials, most tangible personal property, and
most services for business use;

¢ Unemployment tax rebates;

* Authorization to impose State sales tax at 50% of the
regular rate (3%).

The only benefit conferred on qualified businesses within
a designated Urban Enterprise Zone-impacted business
district is the authorization to impose State sales tax at
50% of the regular rate (3%).

Sales Tax Benefits

A vendor within an Urban Enterprise Zone or Urban En-
terprise Zone-impacted business district wishing to col-
lect sales tax at the reduced rate must first be certified as
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a “qualified business,” and then apply to the Division of
Taxation for authority to collect tax at the reduced rate.
No business may collect sales tax at the reduced rate
without the proper certification. The certification is valid
for one year. Recertification is automatic unless the busi-
ness changes or loses its qualified status.

A qualified business may collect sales tax at the reduced
rate only on a face-to-face retail sale of tangible property
to a buyer who comes to its business location within the
zone or district and accepts delivery from the location.
Thus, telephone, mail order, or catalog sales do not qual-
ify for the reduced rate. Sales of certain items are not eli-
gible for the reduced sales tax rate. Tax must be collected
at the full regular rate on sales of: restaurant meals and
prepared food, cigarettes, alcoholic beverages, energy,
and the sale, rental, or lease of motor vehicles. The re-
duced rate does not apply to sales of any services by a
qualified business.

A qualified business may purchase items of tangible per-
sonal property (office and business equipment, supplies,
furnishings, fixtures, etc.), and taxable services
(construction work, repair, and installation services, etc.)
which are for the exclusive use of the business at its loca-
tion in the zone without paying sales tax. Building materi-
als used at the zone location are also exempt from tax,
whether purchased by the qualified business or the con-
t