GIT-5, Exempt Obligations

I ntroduction

Generally, interest and dividends are taxable
and must be included in gross income on your
New Jersey income tax return. However, New
Jersey law exempts certain income from tax
including:

- Interest and gains from obligations of the
Sate of New Jersey or any of its political
subdivisions; and

» Interest and gains fromdirect oblig S

of the Federal governmen as L
Savings Bonds; and

- Certain distributt om " New Jersey
Qualified Inve 1s,

« Distributions paic by mutual furic
extent ihutions are aitributable to
interes ne Fe tion:
and

- Earnings on aualified withdrawals from
qualified staie tuition proara ,
including the iNew Jersey Better
Educational Sav.ings Tre rograii
(NJBEST) accounts

This bulletin explains how to report taxable
and tax-exempt interest income on your New
Jersey income tax return, and provides a list
of obligations which are exempt from New
Jersey income tax.

General Inf ion

Exempt Jalions

Interest ccelved f hligations of
the 2 0 Ysey ol ‘s political

Jnsare ot includeb! e 1n gross income
(subject to tax) on your New Jersey income tax
return (Form NJ-1040, Form NJ i

Form | R). This exempticl les
interest ¢ inson obligations issuca by
ounties, rmunicipalities, schiool or other dis-

ts, and New Jere vencies and authorities.

Al interest a m certain Federal
hligation ex .rom State or local
atic or ~ederal law.

Feporting Tax-Exempt Interest

file a New Jersey resident income tax
! i (Form NJ-1040 or NJ-1040EZ), you
must show the amount of exempt interest
earned on Line 15b (Form NJ-1040) or Line
14b (Form NJ-1040EZ). If the amount of ex-
empt interest you report is more than $10,000,
you must include an itemized schedule, by
source. This does not change your tax-exempt
interest to taxable interest. Taxable interest is
reported separately on Line 15a (Form
NJ-1040) or Line 14a (Form NJ-1040EZ). The
nonresident return (Form NJ-1040NR) does
not have a separate line for reporting exempt
interest.

NOTE: Do not include exempt interest on the
taxable interest income line on your
return, since tax-exempt interest is not
part of New Jersey gross income.
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Bulletin GIT-5

Taxable Obligations

Interest and gains from obligations of states
and their political subdivisions (other than
New Jersey and its political subdivisions) are
fully taxable for New Jersey income tax pur-
poses, even though such interest and gains may
be exempt for Federal income tax purposes.

All taxable interest income must be reported
on your New Jersey income tax return at

Line 15a, Form NJ-1040, Line 144, Form
NJ-1040EZ, or Line 36, Column A, Form
NJ-1040NR. Likewise, gains from the sale of
obligations whose interest is taxable m 3
taken into account when computing y«

gain from the disposition of property. < >a |
or Lossfrom Sale, below.

Gainor LossFromSale

In determining ri CG! s
position of property Tor New Jarsey X
purposes Mital 0ains), o not inciude
income ¢ M ol ‘hose inter-
est isexenpt from New J ax. Likey

losses fromi <2l as of exempt obligations may
not be deduciecl when computing net 5 (or
losses) on Schedule B, Form NJ

Part I1, Form NJ-1040NR)

Qualified Investi ‘unds
Distributions and gains frorii a New Jersey
“qualified investment fund” are excludable
from income to the extent that the distributions
and gains come from the qualified exempt
obligations held by the fund.

To be a“qualified investment fund” the fund
must:

« Bearegulated investment company; and

« Have 80% or more (other than cash or
receivables) of itsinvestmentsin obligations
which are exempt from New Jersey income
tax; and

+ Certify its“qua!i
of Taxation anng

tus to the Division

A fund m 110 20% of iisinvestments
in obline _hare empt. The
pc f (he fund’ sdistri sand gains

mes from those taxab! e investments

miust bereported as cividends and/or capital

gains (asindicated on your Formi

your N fncome (o return 10

and Sche 8, Form NJ- 1049 or Linies 37
d 39, Column A, Form NJ-1040NR). If you

Corm NJ-10401 nort taxable dividends

oninels. Ho 4 cannot use Form
1J-1040E 'ou have taxable capital gains.
Atund jualified investment fund for

N Jersey purposesis required to notify its
olders by February 15 of the portion of
Jistribution which may be excluded from
gross income. Y ou should contact your broker
to determineif yoursisa*qualified investment
fund” for New Jersey income tax purposes.

Mutual Funds

The distributions received by shareholders of
regulated investment companies, commonly re-
ferred to as “mutual funds,” are subject to the
New Jersey gross income tax as distributions
constituting dividends and/or capital gains,
unlessthe fund is a*“qualified investment
fund” for New Jersey purposes (see Qualified
Investment Funds, above), or the distributions
are attributable to interest earned on Federal
obligations. (Interest on Federal obligationsis
excludable whether or not such obligations are
held by a“qualified investment fund.”) Tax-
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Exempt Obligations

able distributions should be included on

Line 16 and/or Line 2, Schedule B, Form
NJ-1040, or Lines 37 and/or 39, Column A,
Form NJ-1040NR. If you file Form NJ-1040EZ,
report taxable dividends on Line 15. However,
you cannot use Form NJ-1040EZ if you have
taxable capital gains. The tax-exempt portion
of any distribution is reported on Line 15b,
Form NJ-1040 or Line 14b, Form NJ-1040EZ.

Unit Investment Trusts

Interest received by a shareholder in a unit
investment trust is exempt from New Jersey
income tax, provided that the investm

the trust consist of exempt obligations

State Tuition Progr >COUNts
Earnings on qualified withdrawvalsirom gu
fied state tuition pr xecoUnts, includiric
the New Jersey B iori

Trust (NJBEST) accounts, are exeril

New Jer eta ITyou fileaNew
Jersey re: L income t: U must
show the amount o tax-exempl inierest €

on Line 15 (Form NJ-1040) or Line
(Form NJ-1040:7). The nonresi deni 1
does not have a for reporting

interest.

Earnings on nonqualii. awalsfrom
NJBEST accounts, however, aretaxable.
Taxable interest is reported on Line 15a, Form
NJ-1040, Line 14a, Form NJ-1040EZ, or

Line 36, Column A, Form NJ-1040NR.
Taxable dividends and/or capital gains (as

indicated on Form 1099) must be reported on
Line 16 and/or Line 2, Schedule B, Form
NJ-1040 or Lines 37 and/or 39, Column A,
Form NJ-1040NR. If you file Form
NJ-1040EZ, report dividends on
Line 15. However, yinot use Form
NJ-1040E~ hav e taxable capital gains.

Nonresi 3

npieting the New Jersay nonresident
income tax return (-orm NJ-1040NR), com-
pleic Column A asif you werea

New J ort interest and din in
Columni y If they wou! d have bean tax-
hleto aNew Jersey resident. \//hen complet-

Column B, how
interest or divic
spart of a busin

do not report any
s they were earned
avity in New Jersey.

S0N¢ and dividends (even if from a
N Jersey bank or broker) should not appear
umn B. If you have an entry in Col-
. of the NJ-1040NR that represents
personal interest or dividends, report “0” on
the corresponding line in Column B.

Taxability of Federal and New

Jersey Obligations

A partid list of various Federal and New
Jersey securities follows, together with an indi-
cation of whether the interest and gain from
each are taxable (T) or exempt (E). Remember,
do not include interest income or gain from the
sale of exempt obligationsin your New Jersey
taxable income.
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Federal Securities

Security

Asian Development Bank

Bank for Cooperatives

Certificate of Accrual on Treasury Securities (CATYS)

EE Bonds (Series EE)

Environmenta Financing Authority

Export-Import Bank of the United States (“ Exiinbank™):
a) Series 1978—B Debentures
b) Participation Certificates

Farmers Home Administration

Federal Deposit Insurance C on Obligatiol
Federal Farm Credit Systems Obligations

Federal Financing P

Federal Home L«

Federal Home Loan IV ortgage Cori|

Federal | FAULhority (FH.AL)

Federal | e Credit

Federal Land Baril

Federal Nalional Morigane Assnciaiion (Fe 9):

a) Guaranicad Participation Cert tes
b) Interest on Bonds and! D¢
Federal Savings cidl I oan [nsuranc jporation
Obligations
General Services Admi |
Government National Morigage Association (Ginnie Mag)
Guam
H & HH Bonds (SeriesH & HH)
H.U.D./New Communities

I N
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Exempt Obligations

Federal Securities (continued)

Security

H.U.D. Public Housing Notes and Bonds:
a) If issuedin New Jersey
b) If issued in other states

c) IfissuedinD.C., Puerto Rico, or the Virgin Islands

Inter-American Development Bank Bonds

International Monetary Fund and Bank for Reconstruct!
and Development (World Bank)

Jonathan Development Corporation (Obligatior
Guaranteed Under New Communities Act o1 1958)

Merchant Marine

Panama Canal Zone Bonds
(exempt under 31 U.S.C. 744 & 745

Production Credit Associéti

Puerto Rico

Puerto Rico Water = rces—4.2% bonds due 1/1/8
Interest on Bal

R.F.K. Stadium Bc

Small Bt Adminisirat

Student L ting n (SalieM

Tennessec \/alley /A uthori

Treasury Irivestment with Receipt (TG

U.S. Postal Service

U.S. Treasury

U.S. Treasury Biils (T-Bill

USAVE Certificates Homie Administration
Insured Loan Notes

Virgin Islands

Washington Metropolitan Area Transit Authority Bonds

I nterest

!
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Bonds I ssued by New Jersey Authorities

Name of Authority

Convention Hall Authorities
County and Municipal Sewerage Authorities
County Improvement Authorities
County Solid Waste Disposal Financing
County Solid Waste Management Authorities
Delaware Memorial Bridge
Delaware River and Bay Authority
Delaware River Joint Toll Commission
Delaware River Port Authority
Economic Development Authority
Educational Facilities Authority
First Class County Recreation Authorii
Hackensack M eadowlands
Health Care Facilities Financi ng Authority
Highway Authority ( des Carden State |
Cape May-Lev
Incinerator Authori
Industrié ion Control Financing Autiic
Municip Author
New Jersey Building Auti
New Jersey Fxpressway Authority
New Jersey Housing Finance Agene
New Jersey Mcorioage Finance Al
New Jersey Turnpi ke Autt /
Parking Authorities
Port Authorities
Port Authority of New Y ork aind New Jersey
Sanitary Sewer District Authorities
of 1st and 2nd Class Counties
South Jersey Port Corporation
Sports and Exposition Authorities

‘way &

I nterest
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For More lnformation

By Phone Online
« Call the Division of Taxation’s Customer  Division of Taxatior Site:
Service Center at 609-292-6400 www.state.nj ./t (axation/
« TTY equipment users call 1-800-286-6613 e E-mal:ta: Mav <lateni s
(within NJ, NY, PA, DE, and MD) or
609-984-7300 (anywhere)
In Writing
New Jersey Division ol | axation
Information anc! Publications Branch
PO Box 281
Trer 1086950281
Or Formsana Publica
« Call the Forms Renuest Sysiem at Al NIT &l -326-4500 from your
1-800-323-440 h-tone phones witl méex e
NJ, NY, PA, L d MD) or « VisttheDivision of Taxation's Web site;
609-826-4400 (T ouch-tone phoric re) state.nj.us/treasury/taxation/
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