
STATE OF NEW YORK

STATE TAX COMMISSION

In the Matter of the pat i t ion
o f

Pamela  E.  Pr ince

for Redeterminat ion of a Def ic iency or for Refund
of Personal Income Tax under Art ic le 22 of the Tax
Law and Chapter 46, Ti t le T of the Administrat ive
Code of the Ciry of New York for the Year j .977.

That deponent further says
herein and that the address set
o f  the  pe t i t ioner .

Sworn to before me this
20 th  day  o f  December ,  1983.

State of New York ]
s s . :

County of Albany )

David Parchuck, being duly sworn, deposes and says that he is an employee
of the State Tax Commission, that he is over 18 years of age, and that on the
20th day of December, 1983, he served the within not ice of Decision by
cert i f ied mai l  upon Panela E. Pr ince, the pet i t ioner in the within proceeding,
by enclosing a true copy thereof in a securely sealed postpaid wrapper
addressed as  fo l lows:

Pamela  E.  Pr ince
c /o  Mary  A l i ce  H iss
P . 0 .  B o x  4 8 1 0 2
Los Angeles, CA 900480102

and by deposit . ing same enclosed in a postpaid properly addressed wrapper in a
post off ice under the exclusive care and custody of the United States Postal
Service within the State of New York.

AFFIDAVIT OF MAITING

Lhat the said addressee is the pet i t ioner
forth on said wrapper is the last known address

Authorized to administer oaths
pursuant sec t ion



STATE OF  NEW YORK
STATE TAX COMMISSION

ALBANY,  NEW YORK 12227

December 20,  1983

Pame1a E.  Pr ince
c/o Mary Al ice Hiss
P .0 .  Box  48102
los Angeles,  CA 900480102

D e a r  M s .  P r i n c e :

Please take not ice of the Decision of the State Tax Commission enclosed
herewith.

You have now exhausted your r ight of  review at the administrat ive level.
Pursuant to sect ion(s) 690 & 1312 of the Tax Law and Chapter 46, Ti t le T of
the Administrat ive Code of the City of New York, a proceeding in court  to
review an adverse decision by the State Tax Cornmission may be instituted only
under Art ic le 78 of the Civi l  Pract ice Law and Ru1es, and must be comnenced in
the Supreme Court of the State of New York, A1bany County, within 4 months from
the dat.e of this not ice.

Inquiries concerning the computation of tax due or refund allowed in accordance
wi th  th is  dec is ion  mav be  addressed to :

NYS Dept. Taxation and Finance
Law Bureau - Lit igation Unit
Building //9, State Campus
A1bany, New York 72227
Phone # (518) 457-2070

Very truly yours,

STATE TAX COMMISSION

cc :  Tax ing  Bureau 's  Representa t ive



STATE OF NEW YORK

STATE TAX COMMISSION

In the Matter the Pet i t ion

PAMEI,A E. PRINCE

for Redeterminat ion of a Def ic iency or for
Refund of Personal Income Tax under Art ic le
22 of the Tax law and Chapter 46, Ti t le T of
the Administrat ive Code of the Citv of New
York  fo r  the  Year  1977.

o f

o f

DECISION

Pet i t . ioner ,  Pamela  E.  Pr ince  ,  220 East  54 th  S t ree t ,  Ap t .  2C,  New York ,  New

York 10022, f i led a pet i t ion for redeterminat ion of a def ic iency or for refund

of personal income tax under Art ic le 22 of the Tax Law and Chapter 46, Ti t le T

of the Administrat ive Code of the City of New York for the year 1977. (Fi le

No.  36679) .

0n March 28, 1983, pet i t ioner advised the State Tax Commission, in wri t ing,

that she desired to waive a smal l  c laims hearing and to issue a decision based

on the ent ire record contained in the f i le and br iefs to be submitted by

June 30 ,  1983.

ISSUE

Whether discounted interest on notes receivable is taxable to a New York

Sta te  res ident .

FINDINGS OF FACT

1.  Pet i t ioner ,  Pamela  E.  Pr ince  ( "pe t i t ioner " ) ,  f i l ed  a  New York  S ta te

income tax resident return for 7977 with attached Federal  Schedules C, D, E and

Form 4831 (Renta l  Income) .  Sa id  re tu rn  showed a  re fund due o f  $189.78  wh ich

she received. 0n August 11, 7978, she f i led an amended New York State income

tax return showing a subtract ion from total  income of $51449.76, which amount

represented  d iscount  in te res t  rece ived on  no tes  ($5r047.99)  and in te res t
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rece i ved  on  U .S .  T reasu ry  bonds  (9401 .77 )

Federal income tax return for 7977.

Peti t ioner also f i led an amended

2. Pet i t ioner stated in a let ter with her amended return that she was

amending her return because of an understatement of rental  income and because

Federal  Schedule B "shows a total  of  $5 ,047.99 Discount Interest which should

not be reported on the New York State & City forms".

3. 0n December 27, 1978, the Audit  Divis ion issued a Statement of Audit

Changes showing a tax due of $15.01 with the fol lowing explanat ion:

"A resident of New York State is taxable on al l  income that is taxable
by the Federal  Government,  except that which a modif icat ion is al lowable
under Sect ion 612 of the New York State Tax Law. Since there is no
provisions for the modif icat ion of the discounted interest,  the refund
requested  is  d isa l lowed.

The correct ion of the rental  income leads to an addit ional tax due.r '

4.  In 1973, pet i t ioner inheri ted sorne notes receivable (secured by Deeds

of Trust on Real Property) f rom her father,  who l las a resident of Cal i fornia.

5. Pet i t ioner,  in response to the disal lowance of her refuird, al leged

that (1) the notes receivable e/ere Cal i fornia property and the discount interest

should not be reported on her New York State income tax return (2) the notes

discounted had a higher adjusted basis for New York tax purposes than for

federal  tax purposes because the Internal Revenue Service, when valuat ing

assets on the Federal  Estate Tax Return, al lowed the notes to be valued at an

amount lower than their  face value at.  the date of death in order to defer a

port ion of the estate tax (3) the notes were not discounted by the Cal i fornia

tax department and, therefore, an inheri tance tax had to be paid to said state

on the face value of the notes (4) the discount interest was not required to be

reported on the Cal i fornia income tax return despite the notes having a higher
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adjusted basis than that for federal tax purposes (5) having to repor! the

interest from these notes to New York is double taxation.

6.  0n Decembex 6,1979,  the Audi t  Div is ion sent  pet . i t ioner  a le t ter

advising that her refund claim was disal lowed on the grounds that "The start ing

point for New York tax is Federal adjusted gross income. Since the income

reported has no basis for a modif ication under the old Art icle 76 of the New

York State tax law no adjustment is al lowed for New York Lax purposes. r '  0n

March 31,  1980,  pet i t ioner  received a formal  Not ice of  Disa l lowance of  her

c la im for  re fund.

7.  Pet i t ioner  asser ted  tha t  under  sec t ion  612(c ) (4 )  o f  the  Tax  law,  the

deduct ion of discount interest f rom New York income should be al lowed since the

notes that were discounted had a higher adjusted basis for New York tax purposes

than for federal  income Lax purposes.

CONCTUSIONS OF tAId

A.  That  sec t ions  612(a)  o f  Ar t i c le  22  o f  the  Tax  Law and T46-112.0(a)  o f

the Administrat ive Code of the City of New York state that " the New York

adjust.ed gross income of a resident individual means his federal  adjusted gross

income as def ined in the laws of the United States for the taxable year,  with

the  mod i f i ca t ions  spec i f ied  in  th is  sec t ion" .

B.  Tha t  sec t i ons  612 (c ) (a )  o f  A r t i c l e  22  o f  t he  Tax  l aw  and  T46-712 .0 (c ) (a )

of the Administrat ive Code of the City of New York provide, in part ,  that

"There  sha l l  be  subt rac ted  f rom Federa l  ad jus ted  gross  income. . .  I t ]he  por t ion

of any gain, f rom the sale or other disposit ion of property having a higher

adjusted basis for New York income tax purposes then for federal  income tax

purposes on the last day of the last taxable year for which art ic le sixteen

imposes tax , "  (emphas is  added)
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C. That New York Tax Law does not provide any modif icat ion for subtract ing

discounted interest received on notes receivable in a year during which Art ic le

22 was in  e f fec t .  The sec t ion  to  wh ich  pe t i t ioner  re fe rs  (6 I2 (c ) (4 ) )  in

Finding of Fact "7" supra, is relat ive to property acquired pr ior to January 1,

1960 (see 20  NYCRR 116.3) .  There fore ,  the  d iscounted  in te res t  rece ived on

notes receivable const i tuted New York income and is subject to New York tax.

D. That the pet i t ion of Pamela E. Prince is denied and the Not ice of

D isa l lowance da ted  March  31 ,  1980 is  sus ta ined.

DATED: Albany, New York STATE TAX COMMISSION

DEC 2 0 1983
Gill.L:-Z- 6,"ru,t*
PRESIDENT


