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Commercial property owners should be aware of the rules and regulations governing the complex
sales and use tax issues that affect the New York commercial real estate industry. These include the
taxability of:



	certain services provided to tenants and related purchases, 
	purchases by property owners for repairs and maintenance, and 
	any leasehold improvements made to the building for or by the tenant. 

Taxability of Certain Services Provided to Tenants and Related Purchases

For landlords who provide sub-metered electricity and other ancillary services to tenants, the
purchases of such services from vendors are taxable.1 Specifically, regarding the purchase of
electricity, the portion consumed by the landlord in the common areas is taxable and the landlord
should pay sales tax to the vendor upon purchase.2

The landlord is responsible for collecting the sales tax on the portion sold to tenants (including all
associated billing and administrative costs) and remitting it to the State.5 However, the landlord can
take a credit or apply for a refund of the sales tax it paid to the utility company for the portion of the
sub-metered electricity services to tenants.3

The sales of any ancillary services that are not incidental charges under the lease agreement are
taxable if these services vary according to the amount of square footage leased to tenants.4

Taxability for Repair and Maintenance Services Provided to Real Property Owners

Maintenance, service, and repair activities that relate to keeping real property in a condition of
efficiency or restoring it to such condition are considered taxable. However, renovations to an
existing structure that result in a capital improvement are exempt from New York sales and use tax.5

A capital improvement is an alteration that adds value to real property, becomes part of real property
and intended to be a permanent installation.6 

Taxability Of Leasehold Improvements

Additions or modifications to real property for or by a lessee are presumed to be temporary in nature
and do not qualify as capital improvements unless there is a demonstrated intention to make them
permanent.7

New York City Commercial Rent Tax 

Finally, an important consideration is the commercial rent tax imposed by New York City. 

The commercial rent tax (CRT) imposed by New York City is at 6% of base rent. This tax is charged
to tenants who a) occupy or use a property for commercial activity in Manhattan south of 96th St.
and b) pay annualized gross rent of $250,000 or more.8 



All taxpayers are granted a 35% base reduction which reduces the effective tax rate to 3.9%.9

In addition, a credit is allowed if the rent is between $250,000 and $300,000, and a small business
credit further reduces the tax base on a sliding scale for qualifying tenants.10

In summary, commercial real estate owners and tenants need to be aware of the rules regarding
New York State sales and use tax and the city’s CRT to properly comply with the applicable
payment and reporting obligations.
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