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1994 L egidation
Taxation of Nonresident and Part-Year Resident I ndividuals

General

Chapter 170 of the Laws of 1994 amended various provisions of the New Y ork State Tax Law
relating to the computation of the New Y ork State personal income tax for nonresidents and part-
year residents. The general theory of taxing nonresidents and part-year residents remains intact
(1.e, their tax is determined asif they were residents, and is then allocated to New Y ork using
the income percentage).

However, the computation of the numerator and denominator of the fractionl used to compute
the income percentage has been changed. In addition, for part-year residents only, the
computation of items of tax preference subject to the minimum income tax and the amount of a
lump-sum distribution subject to the separate tax on lump-sum distributions have been changed.
Furthermore, the special accruals required by a change of resident status have been consolidated,
without substantive change, into one section of the Tax Law.

Asaresult of these changes, TSB-M-87-(13)l isvalid only for tax years beginning after
1987 but before 1994. The following information should be used for tax years beginning
after 1993.

Computation of Tax

The New Y ork State personal income tax for nonresident and part-year resident individuals under
section 601(e) of the Tax Law is computed in the following manner:

1) A tax isfirst computed under sections 601(a)-(d) of the Tax Law on the individual's New
Y ork taxable income, determined asif the individual were aresident of New Y ork State
for the entire tax year. The taxes under sections 601(a)-(d) consist of the regular tax and
the tax table benefit recapture.

! Section 601(e) of the Tax Law refersto this fraction asthe "New Y ork source fraction."
Theresult of thisfraction isreferred to in the forms and instructions as the "Income Percentage.”
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The tax computed in Step 1 is reduced by any applicable household credit, child and
dependent care credit or earned income credit 2 . These credits are also computed as if the
taxpayer were aresident for the entire year. Thisfigure is known as the base tax * .

The base tax is then multiplied by the income percentage. The income percentageis the
percentage computed by dividing the individual's New Y ork source income for the entire
year by the individual's New Y ork adjusted gross income for the entire year. The income
percentage will be more than 100% when New Y ork source income exceeds New Y ork
adjusted gross income. The income percentage is more fully explained below.

The amount computed in Step 3 is further reduced by any other New Y ork State credits
that the individual is entitled to, and increased by any other New Y ork State taxes that the
individua isliablefor. The resulting figure isthe New Y ork State personal income tax
for the year.

I ncome Per centage

For nonresidents and part-year residents, the numerator of the fraction used to compute the
income percentage remains New Y ork source income. However, the definition of New Y ork
source income has been changed to include the New Y ork addition and subtraction modifications
to federal adjusted gross income under section 612 of the Tax Law (section 612 modifications).
The denominator of the fraction has been changed from federal adjusted gross income to New

Y ork adjusted grossincome, computed as if the individual were aresident for the entire year. The
following are detailed definitions of New Y ork source income and New Y ork adjusted gross
income for nonresidents and part-year residents.

Nonresidents

The New Y ork source income of a nonresident individual is defined under section 631 of the

2 For a detailed explanation of the computation of the earned income credit for

nonresidents and part-year residents, see TSB-M-94(8)I.

3 Section 601(€) of the Tax Law refersto thisfigure asthe "Tax Base." However, this

figureisreferred to in the forms and instructions as the "Base Tax", and therefore that term will
be used in this memorandum.
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Tax Law as the net amount of items of income, gain, loss and deduction entering into federal
adjusted gross income that is derived from New Y ork sources. In addition, New Y ork source
income also includes the section 612 modifications that relate to items of income, gain, loss or
deduction derived from New Y ork sources. If an item included in the computation of federal
adjusted grossincomeis partially derived from New Y ork sources, the same portion of any
section 612 modification which relates to the item is also derived from New Y ork sources. For
example, if 35% of ataxpayer's businessincomeis derived from New Y ork sources, 35% of any
section 612 modification applicable to that incomeis also derived from New Y ork sources.

Anindividual's New Y ork adjusted grossincome is the individual's New Y ork adjusted gross
income (which includes the section 612 modifications) computed asif the individual were a
resident for the entire taxable year. Accordingly, the section 612 modifications are to be made at
100%.

Part-Year Residents

The New Y ork source income of a part-year resident individual is defined in section 638(a) of the
Tax Law as the sum of the following:

1) New Y ork adjusted gross income for the period of residence, computed as if the
tax year for federal income tax purposes were limited to the period of residence;

2) New Y ork source income for the period of nonresidence, determined under
section 631 of the Tax Law, asif the tax year for federal income tax purposes
were limited to the period of nonresidence; and

3) those special accruals, required under section 639 of the Tax Law when
individuals change their resident status, that relate to adjusted gross income.

The special accruals under section 639 that relate to adjusted gross income are required to be
made not only in computing New Y ork source income (the numerator of the income percentage)
but also in computing New Y ork adjusted gross income (the denominator of the income
percentage). In addition, when a part-year resident individual computes the tax asif aresident,
the individual's New Y ork taxable income must include all of the special accruals required under
section 639 of the Tax Law.



TSB-M-94 (9) |
Income Tax
February 24, 1995

Note: Asaresult of these changes, the exceptionsin computing the New Y ork adjusted gross
income and the base tax (tax asif aresident) for nonresident and part-year resident individuals,
described in the Base Tax section of TSB-M-87-(13)1 no longer apply.

Minimum Income Tax and Separate Tax on Lump-Sum Distributions

Nonresidents

The method of computing the minimum income tax and separate tax on lump-sum distributions
for nonresident individuals remains the same as under prior law. Accordingly, these individuals
are only subject to tax on those items of tax preference or the amount of lump-sum distributions
that are derived from New Y ork sources.

Part-Year Residents

Minimum Income Tax

For a part-year resident, the amount of the items of tax preference subject to the minimum
income tax is the sum of the following:

1) the federal items of tax preference for the period of residence, computed asif the
tax year for federa income tax purposes were limited to the period of residence;

2) the federal items of tax preference for the period of nonresidence that are derived
from New Y ork sources, computed asif the tax year for federal income tax
purposes were limited to the period of nonresidence;

3) any New Y ork modifications related to the tax preference items computed in steps
1land 2; and

4) the specia accruals required under section 639 of the Tax Law, to the extent they
relate to items of tax preference and associated modifications.

Separate Tax on Lump-Sum Distributions

For a part-year resident, the amount of a lump-sum distribution that is subject to the separate tax
on lump-sum distributions is the sum of the following:
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1) the ordinary income portion of alump-sum distribution for the period of residence,
computed asif the tax year for federal income tax purposes were limited to the period of
residence;

2) the ordinary income portion of alump-sum distribution for the period of nonresidence
that is derived from New Y ork sources, computed as if the tax year for federal income tax
purposes were limited to the period of nonresidence;

3) any New Y ork modifications related to the amounts determined in steps 1 and 2; and

4) the specia accruals required under section 639 of the Tax Law, to the extent they relate to
alump-sum distribution and associated modifications.

Special Accrualsfor Part-Year Residents

A new section 639 has been added to the Tax Law to consolidate al of the specia accrual rules
relating to a change of resident status. As aresult, the separate special accrual rules previously
contained in section 601(e)(3) (part-year residents), section 636 (minimum income tax), section
637 (separate tax on lump-sum distributions) and section 638 (New Y ork source income of a
part-year resident) have been deleted.

The consolidated accrual rules are substantially the same as the prior rules, with one exception.
The required accruals now include any New Y ork modifications which relate to the items being
accrued. The specific accrual rules for each change of resident status follow.

Change of Status from Resident to Nonresident

If an individual changes status from resident to nonresident, the individual must, regardless of the
method of accounting employed, accrue to the period of residence:

-- any items of income, gain, loss or deduction;
-- any items of tax preference; and
-- the ordinary income portion of alump-sum distribution

accruing prior to the change of status. The accrual isrequired only if the item is not otherwise
properly includable or allowable for New Y ork income tax purposes for the resident period
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or for aprior period under the individual's method of accounting. In addition, the individual must
include in the resident period any New Y ork modifications or adjustments that relate to items
being accrued to federal adjusted grossincome, itemized deductions, items of tax preference or a
lump-sum distribution.

Change of Statusfrom Nonresident to Resident

If an individual changes resident status from nonresident to resident, the individual must,
regardless of the method of accounting employed, accrue to the period of nonresidence:

-- any itemsof income, gain, loss or deduction;
-- any items of tax preference; and
-- the ordinary income portion of alump-sum distribution

accruing prior to the change of status, except for those items derived from New York sour ces.
The accrual isrequired only if the item is not otherwise properly includable or allowable for New
Y ork income tax purposes for the nonresident period or a prior tax year. In addition, the
individual must include in the nonresident period any New Y ork modifications or adjustments
that relate to the items being accrued to federal adjusted gross income, itemized deductions,
items of tax preference or alump-sum distribution.

General Rules

No item of income gain, loss, or deduction; no item of tax preference; no ordinary income
portion of alump sum distribution and no related modification or adjustment which is accrued
shall be taken into account in determining the individual's New Y ork State personal income tax
for any subsequent tax year.

The accruals required under section 639 will not be required if the individual files with the Tax
Department a bond or other security acceptable to the Department. If abond or other security is
filed, the amounts accruable under section 639 must be taken into account in determining the
individual's New Y ork State tax in one or more subsequent years as if the individual had not
changed resident status. For more information on accruals and filing a bond or other security, see
TSB-M-86-(3)-I.
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Examples

The following examplesiillustrate the revised method of computing the New Y ork State personal
income tax on nonresidents and part-year resident individuals in various situations.

Example 1: John Jonesisasingle individual and a nonresident of New Y ork State. He earned
wages of $80,000 for the year, $50,000 of which were earned in New Y ork. John also had
interest income from U.S. Government Bonds of $2,000 and dividend income of $1,500, none of
which was derived from New Y ork sources. John claims the New Y ork standard deduction and
has no dependents. His 1994 New Y ork State tax is computed as follows:

Federal NY State
Amount Amount
WAJES ..ottt ettt neenens $80,000 $50,000
INEErESt INCOME ... 2,000
DIVIAENdS ... 1,500
Federal adjusted grossincome...........cccceeeeeececeseevennne. $83,500 $50,000
Less: NY subtraction for U.S. government interest.... 2,000
New York adjusted grossinCome ..........cceeeveerveeerennen. $81,500 $50,000
Less: New York standard deduction ...........cccoceveruenee. 6,000
New York taxable iNCOME .........ccevvevrerceseseeee e $75,500
Base tax (from New Y ork State tax table) .................... $ 5,586.88
Income percentage: $50,000 .......cceeerereerierienenesennenns .6135
$81,500
New York State tax ($5,586.88 X .6135) ......c.ccceruneeee. $3,427.55

Example 2: Fred and Mary Field are a nonresident married couple, they file ajoint federal return
and have two dependents. Fred has wages of $40,000, earned entirely outside New Y ork State.
Mary is apartner in a partnership that conducts business both within and without New Y ork
State. Her federal K-1 shows a distributive share of partnership income of $100,000, and the
partnership notified her that 70% of that amount is income derived from New Y ork sources. In
addition, Mary's federal share of the New Y ork City unincorporated business income tax
deducted by the partnership is $6,000. They elect to claim the New Y ork standard deduction.
Fred and Mary's 1994 joint New Y ork State tax is computed as follows:
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Federal NY State
Amount Amount
WAGES ...ttt $ 40,000
Partnership iNCOME .......ccceveeveeeeseese e 100,000 70,000
Federal adjusted grossincome...........cccceveveeeveveevevennne. $140,000 $70,000
Add: addition for New York City UBT .......cccccevueennee. 6,000
($6,000 X .70) cvoveenerierirenenierenese e 4,200
New York adjusted grossinCome...........cccoeeeveeeveneennnns $146,000 $74,200
Less: New York standard deduction ...........c.cccceeuenen. 9,500
2T T o $136,500
Less: New York dependent exemptions..................... 2,000
New York taxable inCome ..........cceeeererererrerereeeesennns $134,500
Base tax (from NY Tax Computation Worksheet 1)..... $10,534.46
Income percentage: $ 74,200 ......ccvevreeerenenerieeseenenes .5082
$146,000
New York State tax ($10,534.46 X .5082) ........ccccuee.. $ 5,353.61

Example 3: Jim Ford, asingle individual, moved out of New Y ork State on October 1, 1994. Jim
files as a head of household for federal income tax purposes and has one dependent child. Jimis
asalesperson and earned total commissions of $55,000 for the year, $48,750 of which were
earned during the resident period. None of the $6,250 of commissions earned during the
nonresident period were from sales made in New Y ork. His employment contract provides that
heisto receive an annual bonus equal to 10% of his commissions for the year, payable on
January 31 of the subsequent year. Since the amount of the bonus is fixed and determinable at the
time Jim changed resident status, it is an accruable item for New Y ork State purposes. Jim does
not elect to file abond or other security for the accruable item.

Jim also received during the resident period a New Y ork State income tax refund (fully taxable
for federal income tax purposes) of $500; and interest income from non-New Y ork municipal
bonds during the year of $2,000, $1,500 of which was received during the resident period. He has
New Y ork itemized deductions of $7,000 and is entitled to afederal child care credit of $200.
Jim's 1994 New Y ork State head of household tax is computed as follows:
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Federa NY State
Amount Amount
SAlES COMMISSIONS ....oevevieeeeeeeee e see et e e sre e $55,000 $48,750
New York State incometax refund ..........coceeeeveeeinennne 500 500
Federal adjusted grossincome............ccceeeeveveverennenen, $55,500 $49,250
Add:  Accrued bonus ($48,750 X .10) .....ccccerrrrerennnes 4,875 4,875
Non-NY municipal bond interest ..................... 2,000 1,500
LI = $62,375 $55,625
Less: incometax refund ...........ccceeevcveeecieeeieee e 500 500
New York adjusted grossincome...........cccoevevveverveennn. $61,875 $55,125
Less: New York itemized deduction ..........c.ccuv....... 7,000
BAANCE ...t $54,875
Less: New York dependent exemption ..................... 1,000
New York taxable inCome .........ccovvvveereeeceseeeee, $53,875
Tax on above from New York tax table..........c.......... $ 3,759.00
Less: New York child care credit ($200 X .20) ....... 40.00
282 ] 7 R $ 3,719.00
Income percentage: $55,125 .......ccovvevrereerienneneenenes .8909
$61,875
New York State tax ($3719 X .9071) ....ccevvevevenne. $3,313.26

If Jim Ford isrequired to file aNew Y ork State income tax return for 1995, he would not include
in his New Y ork adjusted gross income the $4,875 of bonusincome accrued to 1994. Although
the $5,500 ($55,000 X. 10) of bonusincome received in 1995 would be included in his 1995
federa adjusted gross income, only $625 ($5,500 - $4,875), the portion that Jim Ford did not
accrue in 1994 for New Y ork State tax purposes, would be included in his 1995 New Y ork
adjusted gross income.



