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California: Office of Tax Appeals on Eligibility of Certain New York Local Taxes
for Other State Tax Credit

The California Office of Tax Appeals (OTA) recently addressed whether an individual taxpayer was eligible
for the California credit for taxes paid to another state (OSTC) for taxes paid under the New York City
Unincorporated Business Tax (NYC UBT) and the New York Metropolitan Commmuter Transportation Mobility
Tax (NY MCTMT). Under California law, residents may claim a credit for taxes based on net income paid to
another state on income derived from that state subject to certain limitations.

Although California generally treats taxes paid to another state by a partnership as if paid by the partners, the
OTA first determined that the taxpayer was not eligible for a credit for taxes paid under the NYC UBT (which
is imposed on certain partnerships) because that tax was a local tax imposed by New York City rather than

a tax imposed by a state. The OTA noted that although the tax was authorized by state, it was imposed and
administered by the City. In contrast, the OTA determined that the NY MCTMT (also imposed on certain
partnerships) was imposed and administered by New York State. It also held it was a tax on net income and
not a fee, finding that California broadly defines “tax” to encompass "“any levy, charge or, or exaction of any
kind imposed by the State.” As a result, the OTA concluded that amounts paid under the NY MCTMT on New
York-source income are eligible for the tax credit.

While a tax may be eligible for the OSTC, California permits a taxpayer to take a credit only for the portion
of the otherwise eligible tax that relates to income California would have sourced to the other state using
California’s rules for sourcing the income of a nonresident. The OTA ultimately denied the taxpayers
involved the credit for the NY MCTMT because the taxpayer had not provided sufficient information

to calculate their NY MCTMT-source income under California rules. For questions about In re Mather,
please contact Oksana Jaffe.

Learn about us: m kpmg_com The following information is not intended to be “written advice concerning one
or more federal tax matters” subject to the requirements of section 10.37(a)(2) of
Treasury Department Circular 230.

© 2024 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG The information contained herein is of a general nature and based on authorities
global organization of independent member firms affiliated with KPMG International Limited, that are subject to change. Applicability of the information to specific situations
a private English company limited by guarantee. All rights reserved. USCS011027-1AG should be determined through consultation with your tax adviser.


https://www.linkedin.com/company/kpmg-us
https://kpmg.com/us
https://kpmg.com/us
https://ota.ca.gov/wp-content/uploads/sites/54/2024/09/S.-Mather-and-N.-Mather.pdf
mailto:ojaffe%40kpmg.com?subject=

