Novenber 4. 1999

Re:
Request for Ruling
Uni ncor por at ed Busi ness Tax
FLR- 994754- 005

Dear

This is in response to your request for a ruling on behal f of

(the "Taxpayer") dated , 1999, with

respect to the application of the Unincorporated Business Tax

("UBT") to the sale on an installnent basis of the Taxpayer's

business. This office received additional information with respect
to this ruling on , 1999.

Fact s:
The facts presented are as foll ows:

The Taxpayer is a partnership that had a conputer training
service in New York Cty. The business was sold in on an
installnment basis wth the note payable to the partnership. Since
that tine, it has been receiving interest and principal paynents on
the note that it received upon the sale of the business and on a
new note given after the purchasers defaulted on the original note.

The original note called for principal paynents of $ on
signing, $ on and $ each six nonths
thereafter until a total of $ had been paid. Interest was

to be paid nonthly on the unpaid bal ance. After paying $
the purchasers defaulted on the note and a new note was negotlated

effective . The new note calls for three
principal paynents of $ each, due on of this
year and each of the succeedi ng years and for nonthly interest
paynments at an annual rate ranging from percent to per cent
for the years.

The partnership's general partner is |ocated outside New York Gty.
Certain of its limted partners are New York Gty residents.

| ssue:




You have requested a ruling that only operating incone and
rel ated expenses up to, but not including, the sale should have
been reported on a final return on Form NYC 204 for and t hat
no portion of the principal and interest on the installnent notes
IS subject to the UBT.

Concl usi on:

The UBT applies to liquidations of unincorporated businesses.
The gain on the sale of the business and the interest incone
received wth respect to the notes should be included in the
Taxpayer's uni ncorporated business incone in the same manner that
it is included in the Taxpayer's federal incone.

D scussi on:

Section 11-503(a) of the Admnistrative Code of the City of
New York (the "Code") inposes the UBT on the unincorporated
busi ness taxable incone of every unincorporated business wholly or
partly carried on within the Gty. Code section 11-502 defines an
uni ncorporated business as "any trade business, profession or
occupation conducted, engaged in or being liquidated by an
i ndi vidual or unincorporated entity..."

The starting point for calculating the unincorporated business
taxable income of an entity is an unincorporated business' gross
incone for the taxable year for federal incone tax purposes,
subject to certain nodifications. Code 811-506. Code section 11-
506 provi des:

Uni ncor por at ed busi ness gr oss I ncome of an
uni ncor porated business neans the sum of the itens of
incone and gain of the business of whatever kind and in
what ever form paid, includible in gross incone for the
taxabl e year for federal incone tax purposes, including
incone and gain from any property enployed in the
business, or from liquidation of the business or from
collection of installment obligations of the business..

Under Section 28-05 of the Rules of the Gty of New York
("RCNY"), inconme and gain fromthe collection or other disposition
of installnment obligations of the business is includible in the
uni ncor porated business' gross incone wthout regard to when such
obligations were acquired.

Code section 11-513 provides that the taxpayer's nethod of
accounting for determning the UBT shall be the sane as that used
for federal incone tax purposes.

Under Code section 11-502, the Taxpayer is an unincorporated
business in the process of being liquidated and is subject to the
UBT. Under Code section 11-506 and RCNY section 28-05, the gain
fromthe liquidation of the business and the interest inconme that



the Taxpayer receives on the installnment notes are includible in
its wunincorporated business gross incone. The gain and other
incone from the sale nust be reported for purposes of the UBT in
the same manner in which it is reported for federal inconme tax
pur poses. Thus, the Taxpayer should have filed a return for
including the anount of the sale price recognized for federal
i nconme tax purposes during that year. Furthernore, it nust file a
UBT return for each year that it receives principal and interest on
t he not es.

The Departnment reserves the right to verify the information
subm tted.

Very truly yours,

Devora B. Cohn
Assi st ant Conm ssi oner
for Legal Affairs
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