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SHORT-TERM RESIDENTIAL RENTALS

he Rhode Island Divi-

sion of Taxation has
been holding seminars
throughout the state to
spread the word about new
taxes on short-term resi-
dential rentals -- and how to

comply with them.

At one of
the semi-
nars, held
at the Nar-
ragansett
Town Hall
in Febru-
ary, Divi-
sion of
Taxation
officials
talked
about fil-
ing and
payment
require-
ments and

other issues with more than
100 property owners, real
estate agents, and others.

Legislation enacted in
2015 extended the sales and
hotel taxes to short-term
residential rentals, including

the short-term rental of
beach cottages, vacation
homes, and rooms.

The new law took effect in
2015.

The taxes did not apply for
those who had entered into
arental
contract on
or before
June 30,
2015.
However,
that special
provision
applied
only for
occupancy
in 2015,

(Please turn

to page 2)

Tax Seminar: Property owners and others listen to Rhode Island Division

of Taxation officials at a seminar at Narragansett Town Hall in February.

The seminar focused on taxes on short-term residential rentals.

NEWS

FILING DEADLINE IS
APRIL 18, 2016

April 18, 2016, is the deadline
for filing Rhode Island resident
and nonresident personal income
tax returns. Among those for
whom April 18 is also the dead-

line:

®  property-tax relief claims
on Form RI-1040H;

. Residential lead abatement
credit claims on Form RI-

6238; and

. First quarterly estimated
payment _for 2016 of Rhode

Island personal income tax.
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TAX BREAK INVOLVING SOCIAL SECURITY

f you must pay federal

income tax on a portion
of your Social Security ben-
efits, you may be eligible
for a special break on your
Rhode Island personal in-

come tax return for 2016.

The “break” is in the form
of a modification, which

reduces the amount of your
federal adjusted gross in-
come (AGI) for Rhode Is-
land purposes.

It is important to keep in
mind that the modification
applies to tax years begin-
ning on or after January 1,

2016.

As a result, it is not some-
thing that affects returns
filed this calendar year, cov-
ering tax year 2015. In-
stead, it will arise during
the filing season that starts
in January 2017.

(Please turn to page 4)
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Overview: Division of Taxation officials provided an overview of taxes on short-term residential rentals in February (see above) at Narra-

gansett Town Hall. The seminar was for property owners, real estate agents, tax professionals, and others.

SHORT-TERM RESIDENTIAL RENTALS (CONTINUED FROM PAGE 1)

As a result, many owners of
rental properties, especially
summer and vacation rentals,
will be subject to the taxes
starting this year.

At the seminars, the Division
of Taxation explains to those
attending what the taxes are
and how the taxes apply -- not
only for those who were sub-
ject to the tax in 2015, but
also for those who will be
subject to the tax for the first
time, in 2016,

Agency officials also review
the requirement to register
with the Division, obtain a
sales permit, and renew the
permit.

In addition, agency officials
go over the various forms that
must be filed, the filing dead-
lines, required payments, and
payment deadlines.

So far, the Division of Taxa-
tion has held six seminars
throughout the state -- some
in 2015, some in 2016 -- to

provide property owners and
others with guidance about
the taxes on short-term rent-
als and to answer their ques-

tions.

In 2016, the seminar in Nar-
ragansett was organized by
the Division of Taxation and
the Rhode Island Association
of Realtors. The seminar in
April in Newport was orga-
nized by the Division of Taxa-
tion with the assistance of
Discover Newport and Rhode
Island Association of Realtors.

More resources

This edition of Rhode
Island Tax News pro-
vides additional resources
about taxes on short-
term residential rentals.
Please see page 3 for

details.
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SHORT-TERM RESIDENTIAL RENTALS -- AT A GLANCE

A re you renting out a room, an apartment, a condo, a beach cottage, or other such residential dwelling for a short term (30 days or
less)? If so, you are subject to Rhode Island’s taxes on short-term residential rentals. What steps must you take? On this page is an

at-a-glance guide.

D If you rent out an entire house, an entire cottage, an entire condo, an entire apartment, or other such ac-
commodation, and the rental period is for 30 days or less, collect from your tenants the 7% sales tax and the

1% hotel tax and send all of the tax revenue to the Rhode Island Division of Taxation.

D But if you rent out just a room -- whether it’s in an apartment, condo, house, or other such residential ac-
commodation -- and the rental period is for 30 days or less, collect from your tenants the 7% sales tax, the
1% local hotel tax, and the 5% statewide hotel tax -- and send all of the tax revenue to the Rhode Island Division

of Taxation.

In either case, take the following steps:

1 Register with the Rhode Island Division of Taxation by completing and filing the Business Appli-
cation and Registration form. This will give you an official sales tax permit. Send in the completed
form with a check or money order for $10. (Registration cannot be done online at this time.) For a

paper form, use the following link:

http://www.tax.ri.gov/forms/2015/Excise/Sales/TX BAR 07202015.pdf

To see which parts of the form you must fill out, use the following link:
http://www.tax.ri.gov/Tax%20Website/ TAX /notice/Revised%20sample%20BAR %2007-23-
15.pdf

2 To send in the taxes that you collect, you must use two separate forms and write two separate
checks. For the sales tax, use the form at the following link:

http:/ /www.tax.ri.gov/forms/ 2011/Excise/SalesUse/Sales%20Tax%20Monthly%20Multi. pdf

For the hotel tax, use the form at the following link:

http://www.tax.ri.gov/forms/2015/Excise/Sales/Vacation%20Rentals%2007202015 . pdf

3 Once you have sent in the Business Application and Registration form mentioned in Step 1
above, with your check for $10, you don’t have to fill it out again. The Division of Taxation will auto-

matically mail you a renewal form each year.

Don’t forget to read our frequently asked questions (FAQs), which provide details on how the taxes
work and what steps to take. The FAQs are available through the following link:

http://www.tax.ri.gov/Tax%20Website/ TAX/notice/Short-term%20residential%20rentals%20--
%20FAQ5%20--%2007-24-1 5%20revised.pdf

If you still have questions, call our Excise Tax section, at (401) 574-8955 from 8:30 a.m. to 3:30 p.m. business days.
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TAX BREAK INVOLVES SOCIAL SECURITY (ConTINUED FROM PAGE D

Still, it is something that
could affect your estimated
tax payments during 2016 —
and could affect the return
you file a year from now,
covering tax year 2016.

So it’s helpful to consider
the issue now, for tax-
planning purposes. The tax
break was approved by the
General Assembly and signed
into law by Governor Gina
M. Raimondo on June 30,

2015.
How it works

The computation of Rhode
Island’s personal income tax
begins with federal AGI.
Modifications to federal AGI
for Rhode Island purposes
may result in an increase or
decrease in federal AGI.

For tax years beginning on
or after January 1, 2016, a
modification is allowed for
certain beneficiaries of the
federal Social Security pro-
gram. To qualify, you must
clear three main hurdles,
which are summarized below
and are listed in Table 1 on

this page:

¢ Your Social Security bene-
fits must be taxed at the fed-
eral level,;

¢ You must be at “full retire-
ment age” as defined by the
Social Security Administra-
tion (see Table 2); and

¢ Your federal adjusted gross
income must be below a cer-
tain amount (see Table 3).

If you clear all the hurdles,
the amount of your income

taxed by Rhode Island will
be reduced by the amount of
your Social Security benefits
taxed at the federal level,
saving you money.

For example, suppose that
Maria, 68, is single, retired,
and collecting Social Securi-
ty benefits. Her federal AGI
for 2016 is $50,000, which
includes $10,000 of taxable
Social Security benefits.

Ordinarily, that entire
$50,000 would be subject to
Rhode Island personal in-
come tax. However, be-
cause she qualifies for the
new modification, only
$40,000 of her federal AGI
will end up being taxed by
Rhode Island.

Therefore, assuming she is
in the 3.75 percent Rhode
Island tax bracket, she could
save $375 in Rhode Island
personal income tax in this
example. (The example does
not take into account other

factors that could affect her
Rhode Island tax, such as other
modifications that could de-
crease or increase income; the
Rhode Island standard deduc-
tion; persona] exemptions; tax

credits; and use tax.)

In the case of a married
couple filing a joint return,
the “full retirement age” test
applies to each spouse. If
only one spouse is of full
retirement age, the modifi-
cation will include only that
spouse’s portion of taxable
Social Security benefits. The
Division of Taxation will
revise its forms and instruc-

tions accordingly.

TABLE |: Social Security tax break for tax year 2016

You may be eligible for the Rhode Island tax break on Social
Security benefits if you meet all of the following conditions:

B You (and/or your spouse, if married and filing jointly) receive
any of the following types of Social Security benefits: old-age
benefits (sometimes called retirement benefits); wife’s benefits;

husband’s benefits; widow’s benefits; or widower’s benefits;

B Your Social Security benefits are taxed at the federal level;

B You have reached full retirement age as defined by Social
Security Administration regulation (see Table 2); and

B Your federal AGI falls below a certain threshold (see Table 3).

TABLE 2: Full retirement age

If you were born in: Your full retirement age is:

1943-1954 66

1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months
1960 or later 67

Note: If you were born on January | of any year, refer to previous year in table. For married
couple filing joint return, “full retirement age” test applies to each spouse. If only one spouse has

reached full retirement age, break applies only to that spouse’s taxable Social Security benefits.

TABLE 3: Income threshold

You file your return as: Your federal AGl is less than:

= single, head of household, or

married filing separately Less than $80,000

= married filing jointly, or quali-
fying widow, or qualifying wid- Less than $100,000

ower

Note: First column refers to filing status on your Rhode Island personal income tax
return for tax year 2016. For a married couple filing a joint Rhode Island return,
income threshold applies to couple’s combined federal adjusted gross income
(AGI). Income thresholds will be adjusted annually for inflation. Filing status on your

Rhode Island return must be the same as filing status on your federal return.
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LETTERS OF GOOD STANDING AND ‘LEAN’ INITIATIVE

he Rhode Island Division

of Taxation is using Gov-
ernor Gina M. Raimondo’s
“Lean Government Initiative”
to make the agency’s pro-
cessing of letters of good
standing more efficient and
effective.

Governor Raimondo last year
launched the initiative to foster
innovation and promote a cul-
ture of continuous improve-
ment across state agencies.

As part of the initiative, state
agencies were asked to exam-
ine their business practices and
identify areas for process im-
provement.

Rhode Island business leaders
were also invited to share their
expertise and serve as mentors

for agency heads.

“Rhode Islanders deserve a
government that moves at the
speed of business,” Governor
Raimondo said in a statement
in March, marking the first
anniversary of the initiative.

“We are making good pro-
gress in rethinking the way we
work and in engaging the pri-
vate sector to assist us in
sharpening our business prac-
tices. Our focus continues to
be on problem solving, imple-
menting innovative solutions,
and improving agency perfor-
mance and outcomes,” she
said.

A letter of good standing is an
official document issued by the
Division of Taxation indicating
that the applicant is current on
all state tax filings and pay-
ments.

DOR:good standing

g g e o
oy

Photo by Andy Manca, Lean Government Initiative Coordinator

Presentation: A delegation from the Rhode Island Division of Taxation, led by Acting Tax Administrator

Neena S. Savage, made a presentation in March to business and government officials about the agency’s use of

Governor Gina M. Raimondo’s “Lean Government Initiative,” which is helping the agency process applications for

letters of good standing more efficiently and effectively. The event was held at the Rhode Island Foundation in

Providence.

The Division of Taxation
receives thousands of appli-
cations each year for letters
of good standing. Often, a
letter of good standing is
required by lenders or other
businesses. Sometimes, a
letter of good standing is
required by a state statute or
regulation.

Whatever the case, the pro-
cessing of an application for
a letter of good standing
from the Division of Taxa-
tion can take time -- and

backlogs had emerged.
So the agency employed the

Lean Government Initiative

to carefully scrutinize each
step involved in the process
and how it might be im-
proved. The agency invited a
number of outside stakehold-
ers to participate.

The result was a number of
recommendations to stream-
line the steps involved in pro-
cessing applications for letters
of good standing, helping to
reduce wait times and back-

logs.
The agency has already begun

implementing the procedures.
The overall process will see
further improvement once the
Division’s new agency-wide

computer system is fully
implemented within the
next year or so.

Overall, more than 1,600
State employees have re-
ceived “Lean” training to
date, and nearly 40 “Lean”
ambassadors have been
identified across state agen-
cies. The Lean Govern-
ment Initiative is based on
a proven methodology
used by the manufacturing
industry to eliminate
waste, reduce wait and
processing times, and real-
ize greater efficiency and
cost reductions.
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RHODE ISLAND

U.S. Sen. Jack Reed, U.S.
Rep. Jim Langevin, Rhode
Island Attorney General Peter
Kilmartin, and Rhode Island
General Treasurer Seth Maga-
ziner were among the fea-
tured speakers at a meeting in
Providence in March to high-
light the benefits of the Rhode

Island Free File program.

The Rhode Island Free File
program generally allows
people with adjusted gross
income of $62,000 or less to
use a participating tax prepa-
ration software program to
prepare and file their federal
and Rhode Island personal
income tax returns online at

no charge.

(A special page on the Rhode
Island Division of Taxation’s
website lists the participating
software programs and in-
cludes a summary of each.)

The meeting was held at
Cranston Public Library, 140

FREE FILE KICK-OFF

Sockanosset Cross Road,
Cranston.

“The free software provid-
ed through the program
does the hard work for you:
helping people to not only
complete their own tax re-
turn, but also to find and
take advantage of every
credit and deduction for
which they are eligible,”

Langevin said.

Michael F. Canole, chief of
examinations at the Rhode
Island Division of Taxation,
said at the event, “By using
Rhode Island Free File,
many low-income and mid-
dle-income taxpayers can
get their federal and Rhode
Island earned income credits
more quickly, and get them
by direct deposit, assuming
they are eligible. They can
also get their property-tax
relief credit more quickly,
by direct deposit, assuming

v

|| CransTON
/‘ PUBLIC

LIBRARY

- n&__
File Your

Thavoac EAr
AAC S 1T U

Photo by Rep. Robert B. Lancia

Presentation: Michael F. Canole, chief of examinations at
the Rhode Island Division of Taxation, took part in the Free
File program kick-off event in Cranston in March. (In photo

below, federal, state, and local officials joined private-sector

representatives at the event.)

they are eligible.” Canole
said that last year, 9,894
Free File returns were

filed for Rhode Island.

“Free File Rhode Island
harnesses the power of the
Internet to help thousands of
Rhode Islanders prepare and
file their federal and Rhode
Island tax returns online at
no charge,” Canole said.
That, in turn, lowers the cost
of processing for the Rhode
Island Division of Taxation.
“It truly is a win-win,” he
said.

Rhode Island is one of about
20 states that have formed
state Free File programs.
Free File is a public-private
partnership between the In-
ternal Revenue Service and
tax preparation software
companies.
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Legal Corner

RECENT STATE TAX CASES IN SUMMARY

Following is a summary of tax-
related cases in which final deci-
sions were made after administra-

tive hearings. By law, decisions are
public iqformation, but taxpayer

information cannot be disclosed.

Tax credit

Legislation enacted in 2010
established that nine tax cred-
its could be applied against
the Rhode Island pcrsonal
income tax for tax years be-
ginning on or after January 1,

2011.

Not on the list are credits
under the Historic Home-
ownership Assistance Act,
Rhode Island General Laws
(RIGL) Chapter 44-33.1.

In March 2014, a taxpayer
filed amended Rhode Island
resident personal income tax
returns for tax years 2011 and
2012, claiming the historic
homeownership credits
against his tax for those years.
The Division of Taxation dis-
allowed his claim for the
credits and a hearing was

held.

The taxpayer argued, in part,
that the change in the law in
2010 impaired his contractual
rights in violation of the Unit-
ed States and Rhode Island
constitutions. The Division
argued, in part, that, as a re-
sult of the change in the law
in 2010, the credits were no
longer allowed, and that
Rhode Island statutes are pre-
sumed valid and constitution-
al. On February 2, 2016,

Rhode Island Tax News pro-
vides only summaries of
some recent tax-case deci-
sions, which are based on
specific facts and circum-
stances.

The summaries are merely
informative and provide
general information. To
determine how state tax
laws and regulations apply
to your particular circum-
stances, please consult your
tax professional.

Hearing Officer Catherine R.
Warren, citing RIGL § 44-30
-2.6, concluded that historic
homeownership tax credits
cannot be used to offset per-
sonal income tax liability on
or after January 1, 2011. On
February 11, 2016, Acting
Tax Administrator Neena S.
Savage adopted Warren’s
decision and recommenda-

tion.
-- Final Decision and Order
No. 2016-01
Tobacco products

At issue is whether a taxpayer
owes an assessment involving
tax on “other tobacco prod-

ucts”. The term “other tobac-

co products” -- also known as
“OTP” -- typically refers to
tobacco products other than
cigarettes. The category in-
cludes smoking tobacco,
chewing tobacco, hookah and
other items.

In this case, the Division of
Taxation’s Special Investiga-
tion Unit asserted, in part,
that the taxpayer delivered
OTP in Rhode Island without
the statutory required license,
and that the taxpayer had not
paid tax on OTP that had
been seized in July 2015. The
taxpayer asscrtcd, in part,
that he was unaware of the

liccnsing requirement.

Warren on February 8, 2016,
found that the tax owed was
properly assessed by the Tax
Division, but recommended
reduced penalties, noting in
part that it was the taxpayer’s
first offense. On February 12,
2016, Savage adopted War-
ren’s decision and recommen-
dation.

-- Final Decision and Order
No. 2016-02
Refund case

A taxpayer filed a 2012
Rhode Island personal income
tax return in late April of
2015. The taxpayer sought a
refund. The Division of Taxa-
tion denied the request, find-
ing that the refund request
was filed too late.

(Please turn to page §)

A

Tax hearings

Any taxpayer aggrieved by
the action of the Tax Divi-
sion in determining the
amount of tax, surcharge,
or penalty, may make writ-
ten request for a formal

hearing.

The taxpayer is first afford-
ed an opportunity to have a
preliminary review. Should
the matter not be resolved,
it may then proceed to
formal hearing under the
terms of the state Adminis-
trative Procedures Act
(RIGL § 42-35-1 et seq.) and
Tax Division regulation

AHP 97-01.

If not satisfied with the
outcome, the taxpayer may
appeal to Sixth Division
District Court (RIGL § 8-8-

24 et seq.).
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Legal Corner

RECENT STATE TAX CASES IN SUMMARY (CONTINUED FROM PAGE 7)

The agency cited the refund
provisions set forth under
Rhode Island General Laws
§ 44-30-87.

The statute provides two
different time periods within
which a refund is allowed.

In essence, a refund claim
must be filed within three
years from the time the re-
turn was filed or two years
from the time the tax was
paid, whichever of these
periods expires the later.
(Please see table at right.)

If the refund claim is made
within the three-year peri-
od, the amount of the credit
cannot exceed the amount of
tax paid with-

in that three-

year period. . ,,,__?f..\j

If the claim is

made within
the two-year
period, the
amount of
refund cannot
exceed the
portion of tax paid during
the two years preceding the
filing of the claim.

In this case, the taxpayer’s
2012 tax was deemed paid
April 15, 2013. The taxpay-
er’s request failed the two-
year test because he filed his
2012 return in late April
2015. In other words, late
April of 2015 was past the
two-year period from the
date the tax was deemed
paid that is allowed for re-
questing a refund.

Statute of limitations for Rhode Island personal income tax refunds

[Rhode Island General Laws § 44-30-87]

A claim for credit or refund of an overpayment of tax must be filed within three years from the time the return
was filed or two years from the time the tax was paid, whichever of the periods expires the later.

Three-year rule  ——">

three-year period.

If the claim is filed within the three-year period, the amount of the
credit or refund cannot exceed the amount of the tax paid within the

Two-year rule

n—>

the filing of the claim.

If the claim is not filed within the three-year period, but is filed within
the two-year period, the amount of the credit or refund cannot exceed
the amount of the tax paid during the two years immediately preceding

What about the three-year
test? The taxpayer did file
within the three-year period,
but the statute also says that
the amount of the
refund (credit)
cannot exceed
the amount of tax
paid within that
three-year peri-
od. In this case,
the taxpayer had
not paid any tax
from late April of
2015 to the time of the ad-
ministrative hearing.

On March 11, 2016, Warren
determined that the taxpayer
was not entitled to the
claimed refund and that the
Division properly denied the
claim. On March 21, 2016,
Savage adopted her decision

and recommendation.
-- Final Decision and Order
No. 2016-03

Refund case

A taxpayer filed a 2012

Rhode Island personal in-
come tax return on April 29,
2015, seeking a refund for
the 2012 tax year. The Divi-
sion denied the request, say-
ing it was out of time. On
March 17, 2016, Warren
determined that the taxpayer
was not entitled to the
claimed refund and that the
Division properly denied the
claim. On March 21, 2016,
Savage adopted her decision
and recommendation.

-- Final Decision and Order
No. 2016-04
Tax relief

At issue is whether the tax-
payer was eligible for the
statewide property-tax relief
credit under Rhode Island
General Laws § 44-33-1 et
seq.

The taxpayer requested the
credit for tax year 2014.
Under the statute, one’s eli-

gibility for the credit depends

on, among other things,

one’s household income.
(The annual houscehold in-
come limit is $30,000.)

The Division asked the tax-
payer to provide proof of
household income for that
year. The taxpayer did not
provide the proof. As are-
sult, the Division denied the
credit.

On March 9, 2016, Warren
found that the taxpayer was
not eligible for the credit
and that the Division
properly denied the taxpay-
er’s claim for the credit. On
March 21, 2016, Savage
adopted her decision and
recommendation.

-- Final Decision and Order
No. 2016-05
Refund claim

Was the taxpayer eligible
for a Rhode Island personal
income tax refund for tax
year 20117

(Please turn to page 9)
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RHODE ISLAND POSTS STATISTICS OF INCOME

The Division of Taxation has
posted on its website two sets
of statistics of income (SOI)
reports (see screenshot at

right).
One set is for Rhode Island’s

personal income tax, another
for the state corporate income
tax. Both cover tax year 2014.

The reports, posted in March
2016, are drawn on figures
contained in tax returns filed
with the Division of Taxation.

The reports do not disclose
confidential taxpayer infor-
mation; they provide aggre-
gate data for a given tax type.

For example, one of the SOI
reports for the Rhode Island
personal income tax shows
how many resident returns
were filed for tax year 2014,
how much adjusted gross in-
come that taxpayers reported
in the aggregate, and how
much in credits they claimed.
The report also breaks down
the figures within various in-
come groupings.

The set of corporate SOI
reports shows the total num-

4 Rl.gov
State of Rhode Island
ssﬂ"‘s.i’-‘ﬁkx

A4 Division of Taxation
SR DEPARTMENT OF REVENUE

b Home Home > Reports

_ Administrative
Decisions

> Advisories

Combined
» Reporting and
related topics

» Declaratory Rulings

_ Electronic Funds
~ Transfer (EFT)

_ Employer Tax
~ (Ul Tax)

» Forms

Historic Tax Credits |

R.| Government Agy

OF

Statistics of Income:
=~ D014 Resident Report
=~ B014 Non-resident Report
=~ B014 Corporate Report - All Returns
=~ B014 Corporate Report - C Corp Returns
~ B014 Corporate Report - S Corp Returns
=~ Bo14 Corporate Report - LLC Returns
=~ Bo14 Corporate Report - SMLLC Returns
~ Boi14 Corporate Report - LLP Returns
=~ D014 Corporate Report - LP Returns
=~ 8014 Corporate Report - Partnership Returns

ber of returns for tax year
2014, how much businesses
reported in federal taxable
income, how much in deduc-
tions were claimed, and how
much in credits were claimed.

The corporate SOI set also
shows how many business enti-
ties paid the corporate mini-
mum tax (which, for tax year
2014, was $500).

)
SN
Tax tip line

If you have information about wrongdoing involving state taxes,
call the tax fraud tip line at (401) 574-TIPS or (401) 574- 8477
and leave a message. The line is staffed by the Rhode Island
Division of Taxation’s Special Investigation Unit, which follows up
on all tips. Callers can leave their names and contact information
or remain anonymous.

Legal Corner

RECENT STATE TAX CASES IN SUMMARY (CONTINUED FROM PAGE 8)

She filed her 2011 Rhode Is-
land personal income tax re-
turn on April 15, 2015. The
Division determined that un-
der the rules (which are sum-
marized on the previous page),
the taxpayer was not eligible
because the return was filed
too late:

¢ The taxpayer’s 2011 tax was

;l:, o

deemed paid
April 17,
2012, but the
refund claim
was filed with
the 2011 re-
turn on April
15, 2015 — well beyond the

two-year limit.

the claimed refund and that
the Division properly de-

¢ The taxpayer was within
the three-year period to
claim a refund, but the tax-  nied the taxpayer’s refund
claim. On March 21,
2016, Savage adopted

Warren’s decision and

payer had not paid any tax
from April 15, 2015, to the
present.

On March 11, 2016, War.  "ecommendation.

ren determined that the
taxpayer was not entitled to

-- Final Decision and Order

No. 2016-06




A NEWSLETTER FOR TAX PROFESSIONALS

~ April/May/ June 2016 ~

PAGE 10

RHODE ISLAND TAX NEWS ROUNDUP

Following are some Tax Division
developments that have occurred
since the last quarterly newslet-

ter was posted:
Combined reporting

For purposes of Rhode
Island’s corporate income
tax, a corporation formerly
filed its return as a single
entity — a separate entity —
taking into account its own
income, no matter if the
corporation was part ofa
broader group of corpora-
tions, under common own-
crship, cngagcd in a unitary
business.

However, legislation enact-
ed in 2014 established man-
datory unitary combined
reporting. As a result, for
tax years beginning on or
after January 1, 2015, an
entity treated as a C corpo-
ration for federal income tax
purposes must report on its
Rhode Island return not only
its own income, but also the
combined income of the
other corporations, or affili-
ates, that are part of a com-
bined group under common
ownership and part of a uni-
tary business.

To provide guidance, the
Division of Taxation recent-
ly posted on its website, as
final, a regulation on com-
bined reporting.

In addition, the agency
recently posted on its web-
site some frequently asked
questions (FAQs) regarding
combined reporting. The
FAQs focus on practical is-

sues, such as what forms
and schedules to use, the
new seven-month exten-
sion rule, e-filing, estimat-
ed payments, the mini-
mum tax, and other top-
ics.

In addition, the Division
recently posted on its
website Schedule CRS.
Entities that are subject to
combined reporting will
file Schedule CRS along
with the corporate income
tax return on Form RI-
1120C.

The Division of Taxation’s
website is:
www.tax.ri.gov

Form RI-1120C

Any entity that files its
Form RI-1120C Rhode
Island corporate income
tax return on extension
this year is eligible for a
seven-month extension,
whether combined report-
ing is or is not involved.

Thus, for an entity which
is treated asa C corpora-
tion for federal income tax
purposes and which uses a
calendar year, the original
due date this year was
March 15, 2016, and the
extended due date this
year will be October 17,
2016. It is an extension of
the time to file, not of the
time to pay.

Director

The Rhode Island Senate
recently confirmed Robert
S. Hull as director of the

“ LPR MAJOR G

Radio: Marlen Bautista, chief of the Rhode Island Division of
Taxation’s Corporate Tax section, was recent])/ interviewed on Latino
Public Radio at its Cranston studio. She discussed the Rhode Island

personal income tax and tax-filing season. Also pictured above is Dr.

Pablo Rodriguez.

Rhode Island Department of
Revenue.

A financial industry veter-
an, Hull has managed tech-
nology, regulatory, financial
and strategic planning ef-
forts for large-scale business
enterprises during a nearly
30-year career in the private
sector.

He comes to state govern-
ment from Providence Eq-
uity Partners, where he
served as senior advisor,
managing director and chief
financial officer.

Hull succeeds Marilyn
Shannon McConaghy, who
served as the acting director
of the revenue department.
McConaghy will remain in
her role at the department
as administrative and legal
support services administra-
tor.

As director of the Depart-
ment of Revenue, Hull
oversees the department’s

four state divisions: Lot-
tery, Motor Vehicles, Mu-
nicipal Finance, and Taxa-
tion, as well as the Office
of Revenue Analysis.

He manages a depart-
ment of more than 500
employees and a more
than $478 million budget

for this fiscal year.

Hull holds a bachelor’s
degree from the Universi-
ty of Virginia and a mas-
ter’s degree in business
administration from Har-
vard Business School. He
is a former member of the
Board of Directors of the
Providence Foundation.

Wavemaker credit

The Rhode Island Divi-
sion of Taxation has post-
ed, as final, its regulation
on tax credits under the
new Wavemaker Fellow-
ship Program.

(Please turn to page 11)

Photo by Paul Grimaldi, Dept. of Revenue
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The program, which was
proposed by Governor Gina
M. Raimondo and approved
by the General Assembly in
2015, is intended to provide
an incentive to keep educated
individuals in the state.

The tax credits will help
qualifying applicants, who
have graduated from college
and who meet program rules,
to pay their higher education
loans. The credits can be ap-
plied against the Rhode Island
personal income tax.

Successful applicants must
demonstrate a 12-month ser-
vice period that begins upon
receipt of the award.

Thus, the credits will not
apply for filing Rhode Island
personal income tax returns
for tax year 2015.

Still, tax professionals will
want to be familiar with the
program for tax-planning
purposes.

The Division of Taxation
regulation mirrors one posted
by the Rhode Island Com-
merce Corporation and took

effect March 14, 2016.

For more information about
the program, see the Com-
merce Corporation website:

http://www.commerceri.com

Seminar in Newport

The Division of Taxation on
April 1, 2016, held a
statewide seminar in Newport
to outline the new taxes on
short-term residential rentals.

The event, which was held

Seminar: Donald Englert (at center above), chief of the Rhode Island Division of Taxation’s Excise Tax section, dis-

cussed the taxation of short-term residential rentals during a seminar in April at the Community College of Rhode Is-
land’s Newport County campus. He met with attendees afterward to answer their questions.

at the Community College
of Rhode Island’s New-
port County Campus, was
also intended to answer
questions from landlords,
real estate agents, tax pro-
fessionals, and others.

It was the sixth such sem-
inar that the Division of
Taxation has held since
June 2015. (The agency
has held one session in
New Shoreham, one in
Cranston, two in Narra-
gansett, and two in New-

port.)

Legislation approved by
the General Assembly and
signed into law by Gover-
nor Raimondo on June 30,
2015, extended the sales
and hotel taxes to short-
term residential rentals
under certain circumstanc-
es. The Division on Febru-
ary 26, 2016, held a semi-

nar in Narragansett regard—
ing short-term residential
rentals. That seminar is
available online, on the Nar-
ragansett Town Council’s
channel on YouTube.

Scam alert

The Internal Revenue Ser-
vice and the Rhode Island
Division of Taxation caution
taxpayers that scammers
prey on hard-working tax-
payers by impersonating
government tax officials
with fake phone calls and

emails.

Taxpayers should know the
telltale signs of'a scam and
tips to protect themselves
from a variety of phone
scams and phishing emails.

The scam artists frequently
masquerade as being from
the IRS, a tax company, and
sometimes even a state rev-

enue department or a state
division of taxation. By
email, they try enticing peo-
plc to click on links in official
-looking messages containing
questions related to their “tax
refund.” Report these emails

to: phishing@irs.gov

By phone, many scammers
use threats to intimidate and
bully people into paying a
“tax bill.” They may even
threaten to arrest or to de-
port the victim, or to revoke
the victim’s driver’s license,
if they don’t get the money.
It’s more important than ever
to be cautious with providing
personal or financial infor-
mation. To learn more, see
this website:
http://1.usa.gov/1X3aul]

(Please turn to page 12)
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Scholarship

The Credit for Contribu-
tions to Scholarship Organiza-
tions program will begin on

July 1.

The credit is for approved
business entities that make
contributions to approved
scholarship organizations.

Although the contribution
must be made by a business
entity, the credit can be used
against a variety of taxes --
and can be used by owners,
shareholders, or partners of
pass-through entities.

Applications are approved
on a first-come, first-served
basis until the credit cap of
$1.5 million per fiscal year is
met. A list of qualified schol-

TAX NEWS ROUNDUP (CONTINUED FROM PAGE 11)

Seminar: The Rhode Island Division of Taxation, in conjunction with the Rhode Island Association of
Realtors, gﬁ%red a seminar on the taxation qf short-term residential rentals. The event was held at the

Narragansett Town Hall in February. (See also photo at bottom of page.)

arship o.rgamzatl'ons .and o'ther Voluntary applied as an additional credit
helpful information is availa- for th lifvi
New for 2016 and later or The qualiiymig year, po-

years, Rhode Island is of-

ble on the program’s web . . h
page. The application for the tentially increasing the ac-
fiscal year that starts July 1 count reserve percentage and

2016, will be available in late
May or early June.

fering employers the op-
g . ploy P decreasmg the experience
portunity to reduce their
. rate for the calendar year.
unemployment insurance

tax by making a voluntary Every December, the

Rhode Island Division of
Taxation’s Employer Tax

For more information, con-
tact Donna Dube at the Divi-
sion of Taxation at (401) 574-
8903 or e-mail:
Donna.Dube(@tax.ri.gov

contribution to their un-
employment insurance
account., section will notify employers
of their experience tax rate

The contribution will be )
for the coming year.

Included in the yearly mail-

ing will be the Voluntary
Contribution Application.
Each application is due 30
days after the indicated mail-
ing date of the Experience
Rate Tax notice or prior to
the expiration date, which is
120 days from the first day of
the calendar year (April 30th

- in cases where an employer

is newly registered or re-
rated), whichever comes first.
All employers will be notified
in writing with a revised rate
notice no later than 30 days
after the receipt of the appli-
cation and payment. Only
one voluntary contribution
can be made per qualifying
year.

More iqformation is on the Divi-
sion of Taxation’s Employer Tax
website. If you have questions
regarding your company’s eligi-
bility, questions can be directed to
Employer Tax at (401) 574-
8767.
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Practitioners’ Corner

QUESTIONS AND

Q: Could you remind me

about the rule regarding
whether e-filing is al-
lowed for Rhode Island
personal income tax ex-
tensions?

A: Rhode Island does not
allow for
electronic
filing of
personal
income tax
extensions.
So if you
are planning
to file on
extension
this year (by
the October
17, 2016,
extended
due date), file a paper exten-
sion request on Form RI-4868
by the original due date of
April 18, 2016.

Q: We have a client that
worked in Puerto Rico,
lives in Rhode Island,
and paid Puerto Rico
taxes. Is this an offset to
Rhode Island taxes simi-
lar to taxes paid to other
states?

A: In the computation of
Rhode Island personal income
tax, the law provides for a
credit “for income tax paid to
other states” — and Puerto
Rico is not a state. As a re-
sult, the credit does not apply
in your client’s case.

Q: I have a couple of
questions for you in re-
gards to single member
LLCs disregarded for fed-

ANSWERS ABOUT

eral income tax purpos-
es. Since 2012, I see that
“SMLLC” has been add-
ed to Form RI-1065, and
that the annual fee of
$500 has to be paid for
this type of entity. What
about before 2012?
Were
SMLLCs
taxed?
And if so,
what
form was
used?

A: Like
other lim-
ited liabil-
ity compa-
nies
(LLCs),
single-member LLCs
(SMLLCs) are subject in
Rhode Island to an annual
filing requirement and annu-

al filing charge, or filing fee.

Rhode Island General Laws
§ 7-16-67, “Filing of returns
with the tax administrator —
Annual charge,” puts it this
way:

“If the limited liability com-
pany is not treated as a cor-
poration for purposes of
federal income taxation, it
shall pay a fee in an amount
equal to the minimum tax
imposed upon a corporation
under RIGL §44-11-2(e).
The due date for a limited
liability company that is not
treated as a corporation for
purposes of federal income
taxation shall be on or be-

fore the fifteenth (15th) day

STATE TAXES

of the fourth (4th) month
following the close of the fis-
cal year.”

¢ For tax years 2012 and lat-
er, use Form RI-1065 (and
check the “SMLLC” box).

¢ For tax years 2011 and pri-
or, use Form RI-1120S (and
check the “LLC” box).

¢ The annual charge, or annu-
al fee, is linked directly to the
annual corporate minimum
tax under RIGL § 44-11-2(e).
The tax was $250, but was
raised to $500 for 2004 and
later tax years. However, for
tax years beginning on or after
January 1, 2016, it has been
reduced to $450.

Q: Can my client use her
credit card to pay her
Rhode Island personal
income tax?

A: For personal income tax,
the Division plans to make a
credit card payment option
available soon, replacing a
credit card payment option
that at one time had been pro-

vided by a vendor.
But please keep the following

point in mind:

In lieu of paying her personal
income tax by credit card,
your client should consider
choosing direct debit
(automatic withdrawal) from
her bank or credit union.

The direct debit option must
be chosen before the return is
e-filed, not after.

(Please turn to page 14)

About
‘Practitioners’ Corner’

The “Practitioners’ Corner”
feature provides general an-
swers to some of the ques-
tions that the Tax Division

encounters through the nor-

mal course of business.

The answers are intended
solely to provide general infor-
mation. They do not repre-
sent formal guidance, and are
not substitutes for Rhode
Island General Laws, Tax
Division regulations, or Tax
Division rulings.
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Practitioners’ Corner

QUESTIONS AND

Q: A client of mine tried
to go online to the filla-
ble RI-1040 forms to do
his children’s returns.
He said you cannot enter
the last two digits of your
Social Security number.
So I went on and tried it
and you can input the
entire Social Security
number if you do not use
the dashes. Is it okay to
not use the dashes?

A: Yes. The program is set to
not use dashes. So when using
the fillable form online,
please enter Social Security
numbers without

the dashes.

Q:. Lastyear
we had three
entities that
converted to
limited liabil-
ity companies
(LLCs) and are registered
in Rhode Island. Does
this lead to an LLC filing
requirement in addition
to their corporate filings?

A: Yes. Because corporations
and LLCs are assessed taxes
and fees under two different
statutes, we will require re-
turns and payments for each.

Based on the facts you provid-
ed, you will be required to
file a short—period return on
Form RI-1120C for each cor-
poration and pay either the
computed income tax or min-
imum tax for the corporation
under Rhode Island General
Laws § 44-11-2.

ANSWERS ABOUT STATE TAXES (CONTINUED FROM PAGE 13)

You will also be re-
quired to submit a

short-period return on  Entity

Form RI-1065 for
cach LLC and pay the
annual fee as required
under Rhode Island
General Laws § 7-16-

67. The annual fee is LLC

the same as the annual
corporate minimum
tax: $500 for tax year
2015, $450 for tax
year 2016.

Business tax filing deadlines at a glance (calendar-year filers)

Form Original due date  Extended due date
S corporation RI-1120S March 15, 2016 September 15, 2016
C corporation RI-1120C March 15, 2016 October 17,2016
RI-1065 April 18,2016 October 17,2016
Single-member LLC RI-1065 April 18,2016 October 17,2016
Partnership RI-1065 April 18,2016 October 17,2016

Note: Dates shown are for 2015 tax year returns filed by entities that use calendar year.

The same principles
outlined above also

apply to corporations that
convert to disre-
garded entities.

Q: I understand
that we may no
longer use the
OPTins website
for filings forms
and making pay-
ments. My concern is
the quarterly estimated
surplus lines broker
form. Does that still
need to be completed
each quarter?

A: You may make your sur-
plus lines quarterly estimat-
ed payments electronically
directly through us by sign-
ing up on the following web
page: http://

WWw.tax.ri.gov/notice/
eftmand/index.php.
If you pay electronically,

you do not have to mail in
the estimated payment cou-
pon.

If you wish to mail in the

payment, you may do so by
sending in the payment with
Form SLB-EST. You may

find that form here: http://

www.tax.ri.gov/ taxforms/
otherbusiness.php.

Either way, remember that

we use your Social Security
number for account identifi-
cation, not your broker
number. So when signing up
to make estimated payments,
use your Social Security

number.

Q: What’s the due date
of the Rhode Island 1065
form?

A: For entities that file Form
RI-1065, the return is due
on or before the 15th day of
the 4th month after the close
of the taxable year.

(Please turn to page 15)

UL ANL

The Rhode Island State
Council on the Arts is
spreading the word (see
above) about Rhode Is-
land's statewide sales tax
exemption on the sale of
original and limited

edition works of art.
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Practitioners’ Corner

QUESTIONS AND

Thus, the filing deadline is
April 18, 2016, for:

¢ Calendar-year limited liabil-
ity companies (LLCs) that are
taxed as pass-through entities
and that file their return on
Form RI-1065.

¢ Calendar-year limited part-
nerships, limited liability
partnerships, general partner-
ships, and single-member
LLCs that file their return on
Form RI-1065.

Q: We’re an insurance
company in Illinois.
When we file the annual
surplus lines insurance
tax return, on page 2 of
the form, must we list the
full Social Security num-
ber of each broker, or
can we just enter the last
four digits for each?

A: You must enter the full
Social Security number.

We need it to match up the
brokers listed on your return
against the records in our
system, and the match will
not work with just four digits.

Q: If I file a short-year
return for a corporation
that needs to be closed -
1/1/16 to 3/31/16 (ona
2015 form) — is the tax
due still $500 or is it $450?

A: 1.) If you file a return for
tax year 2015 (short year or
not), you owe $500.

2.) If you file a return for tax
year 2016 (short year or not),
you owe $450.

ANSWERS ABOUT STATE TAXES (CONTINUED FROM PAGE 14)

Q: A relative died in
2015. She was a widow
and her gross estate was
around $300,000. We
need the state’s lien re-
leased on the real es-
tate. Do I only need to
file Form T-77?

A: We still need a return.
Even non-taxable estates
may have reason to file a
Rhode Island estate tax re-
turn. One reason is to obtain
discharge of the automatic
statutory lien that attaches to
all Rhode Island
real estate that a
decedent owns
at death.

Which form to
use? A small
estate (gross
estate of $1.5
million or less
for a decedent dying in
2015) files its return on
Form RI-100. However, if
the small estate has made an
election of portability at the
federal level, it must use
Form RI-100A.

Also, if the gross estate ex-
ceeds $1.5 million, file the
return on Form RI-100A.

Whether you're filing Form
RI-100 or Form RI-100A,
file Form T-77 for each
piece of Rhode Island real
estate, and file it in tripli-
cate.

Questions? Call our Estate
section at (401) 574-8900
from 8:30 a.m. to 3:30 p.m.
business days. Forms and
instructions are available on

our website:

WwWw.tax.ri. gov/ taxforms/

estate.php

Q: A married couple,
both Rhode Island resi-
dents, are joint owners
of residential rental
property in Florida, a
residential condomini-
um. The couple rents it
out on a short-term ba-
sis. Is that Florida rental
subject to the sales and
hotel taxes
that began
applying to
short-term
rentals in
Rhode Island
starting July 1,
20152

A: No. Legislation enacted
on June 30, 2015, expanded
the sales and hotel taxes to
include short-term rentals of
residential property, includ-
ing the rental of vacation
homes and beach cottages,
effective July 1, 2015. How-
ever, those taxes apply only
where Rhode Island real es-
tate is involved. Those taxes
do not apply to residential
rental property in other
states (such as Florida).

Keep in mind, however, that
many states levy their own
taxes on short-term residen-
tial rentals. Depending on
the jurisdiction, such taxes
may be called lodging taxes,
hotel/room taxes, sales tax-
es, transient accommodation

tax, or genera] excise taxes.

E-file reminder

The Rhode Island Division
of Taxation this year ac-
cepts the following returns
under its electronic filing

program (e-file):

¢ Form RI-1040

¢ Form RI-1040NR
¢ Form RI-1120C
¢ Form RI-1120S

¢ Form RI-1065
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FILING FOR REFUND OF RHODE ISLAND TDI TAX

If you worked for a single
employer last year, chances
are that the employer with-
held the proper amount in
Rhode Island temporary disa-
bility insurance (TDI) tax.

But if you worked for two
or more employers last year —
at the same time, or in suc-
cession — you may have over-
paid in TDI tax.

That’s because there’s no
way for one employer to
know how much in TDI tax
the other employer withheld.

So check for yourself: If you
paid more than the maximum
of $770.40 in TDI tax last
year, you paid too much and
should therefore file for a
refund.

Although the TDI program
is generally overseen by the
Rhode Island Department of
Labor and Training, TDI tax-
es — and refunds — are han-
dled by the Rhode Island Di-

vision of Taxation.

To claim your refund, use
Form TX-16, “Claim for Re-
fund of Temporary Disability
Insurance Tax.” Instructions
are on the form.

Following are some points
to keep in mind as you fill it
out:

¢ TDI applies to each person,
individually. So if you’re mar-
ried and trying to figure out if
you're owed a TDI tax re-
fund, count only the TDI tax
that you yourself paid. Your
spouse will have to do a sepa-
rate calculation.

¢ If you're mar-
ried, each spouse
must file a sepa-
rate form for a
TDI tax refund.
(Remember: TDI
applies to each
person, individu-

ally.)

¢ Claims for TDI
tax refunds can be
filed only on pa-
per, not electron-
ically. The mail-
ing address is in
the instructions.
(TDI tax refunds
are issued only by
check, not elec-
tronically.)

¢ For each em-
ployer you list on
the claim form,
you must attach a
copy of the Form
W-2 wage state-
ment you re-
ceived from that
employer.

¢ You may re-
quest TDI refunds
only for 2015,
2014, and 2013.
You must use a
separate Form TX-16 for
cach year for which you
claim a refund.

¢ For more information on
TDI refunds, call (401) 574-
8700 from 8:30 a.m. to
3:30 p.m. business days.
(The “Where’s My Refund?”
online tool is only for per-
sonal income tax refunds,
not for TDI refunds.)

Seminar: Susanna Coburn, principal revenue agent in the Rhode Island

Division of Taxation’s Excise Tax section, discussed the taxation of short-

term residential rentals during a seminar in April at the Community Col-

lege of Rhode Island’s Newport County Campus.

Don’t expect to receive
your TDI refund immedi-
ately after you file for it.
There are reasons it could

be delayed.

For example, TDI refunds
for 2015 can’t be pro-
cessed until the Tax Divi-
sion has received and pro-
cessed employers’ tax and
wage reports for late

2015.

It can take until early
April, depending on the
year, to start processing
all those employer re-
ports. Depending on
when you file your claim
for a refund, it could
take up to 12 weeks
until you receive your
refund check.
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Rhode Island Tax News is a newsletter from the Rhode Island Department of Revenue’s Division of Taxation. It is typically published each
quarter. Its purpose is to provide taxpayers and tax professionals with general information regarding Rhode Island tax laws, regulations, and
rulings, and procedures. It is neither designed nor intended to address complex issues in detail. Nothing contained in this newsletter in any

way alters or otherwise changes any provisions of the Rhode Island General Laws, regulations of the Tax Division, or formal rulings. The

Tax Division is at One Capitol Hill, Providence, RI 02908. Its website is www.tax.ri.gov.
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Rhode Island Tax News is distributed free, by e-mail, to those who have joined our listserv. If you are not on our listserv but would like to
join, send an email to Susan.Galvin@tax.ri.gov with the word SUBSCRIBE in uppercase in the subject block.

COMMENTS AND SUGGESTIONS

Unless otherwise indicated, all articles and photos in this issue are by the newsletter’s editor, Neil Downing. If you have comments or sug-
gestions for Rhode Island Tax News, please email: Neil. Downing@tax.ri.gov

BACK ISSUES

Rhode Island Tax News back issues are on the Tax Division website: www.tax.ri.gov

How to contact us

Taxpayers may contact the Division of Taxation
online, by phone, by letter, or in person.
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