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,STATE 

OF NElr' YORK
sTAtE TAX CoMlrrSSIoN

In the l'fafter of the Petition
:

of
:

ARTHUR L. GRIMES & DORIS H. GRIMES
:

For a Redeterrnination of a D,eflciency or
a Refund of Personal Income :
Taxes under Artlcle(s) 22 of the
Tax Law foi the (Year(s) 1968 & 1969 :

AFF]DAVIT OP I.IAIIING
OF IIOTICE OF IIECISION
BY (CERTTTTED) t{Arr

State of New York
County of Albany

Martha Funaro , being duly sworn, deposes and says that

she is an employee of the Departnent of Taxation and Finance, over 18 years of

agel and that on the 19th day of November t L973, she served the wlthin

l{otice of l}ecision (or Determinatlon) by (certtfted) mall tipon Arthur I,. &

Doris H. Grimes (representative of) the petitioner in the wlthin

proceedlngl by enclosing a true copy thereof in a seeurely sealed postpaid

Frapper addressed as follows: Mr. & Iv1rs. Arthur L. Grimes
22 Sagamore Road
Bronxvil le, New York 10708

and by depostting same enclosed in a postpaid properly addressed nrapper ln a

(post office or official deposltory) under the exclusive care and custody of

the tlnited States Post Offlce Departrnent withln the State of l{ew York.

firat deponent further says that the said addressee is the (representatlve

of) petttioner hereLn anil that the addrees set forth on said wrapper is the laat

known address of the (representatlve of the) petltLoner.

Sworn to before ne thls



STATE OF NEtr, YORK
S.TATE TAX COMI|TSSION

In the l,latter of the Petition
:

of

ARTHUR L. GRIMES & DORIS H. ENTMES

:
For a Redeterrnination of a DeficLency or
a Refund 6f Personal Income :
Taxes under Articte(s) 22 of the
Tax Law foi the (vear(s) 1968 & 1969 :

AFFIDAVIT OF MAITING
OF NOTICE OT DECISIO}I
BY (CERTTFTED) XAIL

State of New York
County of Albany

Martha Funaro r belng duly swornr deposes and says that

she is an employee of the Drepartnent of Taxation and Finance, over 18 years of

agee and that on the Bth day of November , L973 , she served the withln

Notice of Decision (or Determination) by (certlfied) mall upon Arthur L. & Doris

H. Grimes (representatl.ve of) the petitloner in the wlthin

proceedinSr by encloaing a true copy thereof in a securely sealed postpaid

wraPPer addressed as follows: Mr. & Ivlrs. Arthur L. Grimes
16 Stonehouse Road
Scarsdale,  New York 10583

and by deposlting same enclosed in a postpald properly addressed wrapper ln a

(post office or official deposltory) unden the exclusive care and custody of

the llnlted States Post Office Department withln the State of New York.

Ttrat deponent ftrrther says that the said addressee ie the (representative

of) petttloner herein and that the address set forth on said wrapper is the last

known address of the (representatlve of the) petl.tLoner.

Sworn to before me thls



sTArE OF ltEtr' YORK
gTATE TAX COMHISSION

In the l,latter

ARSHtTR IJ. GRIMES

the Petitlonof

of

& DORIS H. GRIMES'

For a Redeterrnination of a D,eficiency or
a Refund of Personal Income :

AFT]DAVIT OP MAITIIIG
OF NOTICE OF DECISIO}I
BY (CERTIFIED) HAIT,

Taxes under Article(s) 22 of the
Tax law for the (Vear(s) 1958 & 1969 :

State of New York
County of Albany

Martha Funaro , being duly sworn, deposes and says that

she is an employee of the Departnent of Taxatf.on and Finance, over 18 years of

ager and that on the 8th day of Novenrber , Lg 73, she served the withln

llotice of Decision (or Determinatton) by (certiffed) mal.l upon ,Joseph B. Ullman, Esq.

(representatlve of) the petltloner in the wlthin

proceedingr by enelosing a true copy thereof in a securely seaLed postpald

wrapper addressed as follows: Joseph B. U1lman, Esq.

33tE33i lliS-3t;"31o="o*e & Delson
New York, New York 10017

and by deposltlng same enclosed in a posipatd properly addressed mapper Ln a

(post office or offlcial deposltory) under the exclugive care and custody of

the Unlted States Post Offlce Department withln the State of lfen York.

Ttrat cleponent firrther says that the said addressee ie the (representative

of) petttioner hereJ.n and that the address set forth on said wrapper is the last

known address of the (repreeentative of the) petittoner.

Sworn

8th

to

day

before me thls

of November . 1973t
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STATE OF NEW YORK

STATE TAX COMMISSION

In the Mat ter  o f  the Pet i t ion

o f

ARTHUR L. GRIMES and
DORIS H. GRIMES

for Redetermination of Deficiency or
for Refund of Personal Income Tax
under Art icle 22 of the Tax Law for
the Years 1968 and 1969.

DECISION

Pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,  have f i led

a petit ion for redetermination of deficiency or for refund of

personal income tax under Art icle 22 of the Tax Law for the years

1968  and  1969 .  ( f  i l e  t r t o .  9 -492LL742) .  A  ca lendar  ca l l  was

scheduled at  the of f ices of  the State Tax Commiss ion,  B0 Centre

Street ,  New York,  New York,  for  Ocbober  24,  L972,  dt  11:30 A.M.

On October  13,  L972,  pet i t ioners,  in  wr i t ing,  waived a formal

hearing and consented to the issuance of a decision by the State

Tax Commission upon the entire record contained in Lhe f i le. The

State Tax Commission renders the fol lowing decision after due

considerat ion of  sa id record.

ISSUES

I.  Were pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

domici led in Hong Kong during the years 1965, L966 and 1967?

II. Was severance compensation received by petit ioner, Arthur H.

Grimes, during the years 1968 and 1969 in eonnection with services

rendered in 1965, L966 and 1967 subject to New York State personal

income tax?
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FINDINGS OF FACT

1.  pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,  f i led

New York State income tax resident returns for the period,January 11,

1968 to December 31,  1968,  and for  the year  L969.  They omi t ted f rom

New York income in each of said years severance compensation received

dur ing the years 1968 and 1969 by pet i t ioner ,  Ar thur  L.  Gr imes,  for

services rendered for his former employer in Hong Kong during the

years L965 through L967. He received severance compensation total ing

S35 ,000 .00  i n  1968  and  $35 ,000 .00  i n  L969 .  They  c l a imed  a  re fund  o f

$3 ,737 .50  i n  1968  and  94 ,586 .42  i n  L969 .

2. On November 30, L97O, the Income Tax Bureau issued a

Statement of Audit Changes against petit ioners, ArLhur L. Grimes

and Doris H. Grimes, imposing addit ional personal income for the

years 1968 and 1969, upon severance compensation received by him

during said years for services rendered abroad from i lanuary 1965

to December L967, upon the grounds that he was domici led in New

York State during said period and accordingly issued a Notice of

Def ic iency in  the sum of  ;4O9.4O. In  arr iv ing at  the tax due,

they were given credit for New York State income tax withheld in

the  sum o f  $3 ,737 .50  fo r  t he  yea r  1968  and  94 ,598 .42  fo r  t he  yea r

L969 .

3.  Pet i t ioner ,  Ar thur  L.  Gr imes,  is  a  career  adver t is ing

execut ive.  His  ent i re  h is tory  and habi t  o f  l i fe  s ince h is  gradu-

at ion f rom col lege in  1934 have been shaped by h is  act iv i t ies in

the adver t is ing businessr  and s ince L943 in  the in ternat ional

aspects  of  that  bus iness.
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4.  Pet i t ioner ,  Ar thur  L.  Gr imes,  wds born in  1912 in  New York. '

In 1914, he moved with his parents to Orange, New Jersey, and sub-

sequently to Montclair, New ,Jersey, where he spent his entire youth

unt i l  he wenL away to co l lege,  In  L934,  he marr ied pet i t ioner ,

Doris H. Grimesr drid began work as a cop!, irr i ter for the advert ising

firm of Lord & Thomas in New york. His home during this period

remained in New,Jersey, from which he commuted to work unti l  1936.

5.  In  1936,  pet i t ioner ,  Ar thur  L.  Gr imes,  was t ransferred to

Lord a Thomas' off ice in Dayton, Ohio, where he l ived and worked

for  f ive years,  becoming act ing manager  of  that  o f f ice.  In  I94L,

he moved back to New Jersey, where he became manager of a l iaison

off ice established by Lord & Thomas in the RCA plant at Camden,

New Jersey, to handle al l  RCA advert ising in the United States

and overseas.

6. In L943, peti-t ioner, Arthur L. Grimes, was employed by

,J. Walter Thompson in New York. In that year, he established his

home in Scarsdale, New York, where he l ived, although at various

addresses,  unt i l  1959.  He remained wi th  J .  Wal ter  Thompson unt i l

1951 (with a brief interruption Ln L944-L945 as a Naval Reserve

of f icer  in  the paci f ic ) .  At  J .  wal ter  Thompson,  he helped to

organize and develop its international department in New York,

and became assistant to the vice-president, International

Operations, supervising the worldwide advert ising of many large

corporat ions.  Ever  s ince the beginning of  th is  af f i l ia t ion,  he

has been engaged in the development of advert ising on an inter-

na t i ona l  bas i s .
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7.  In  195I ,  pet i t ioner ,  Ar thur  L.  Gr imes,  jo ined McCann-

Erickson as associate head of i ts autonomous International

Div is ion wiLh the t i t le  o f  associate d i rector .  Four  years la ter

he became vice-presid.ent and general manager of McCann-Erickson

International, which had now acquired the status of a subsidiary

company. In this capacity, iL was his responsibi l i ty to integrate

international operations with domestic, with primary responsibi l i ty

for international, supervising boLh Europe and Latin America, He

became a member of the Board of Managiement of McCann-Erickson and

of i ts P1ans Review Board and Marketing Plans Board, part icipating

in a l l  p lanning of  major  in ternat ional  c t ients .  His  pr inc ipa l

efforts were devoted to new business and growth.

B.  Beginning in  1943,  pet i t ioner ,  Ar thur  L.  Gr imes,  t raveled

extensively on behalf of his employers as part of his regiular

international dutiesr drrd thus became famil iar with many parts of

the world, developing business relationships and personal fr iend-

ships not only in Europe and Latin America, but in Austral ia,

,fapan and other parts of the Far East. His travels took him abroad

for periods of three to six months each year.

9. The Far East had had an interest and attraction for

petit ioner, Arthur L. Grimes, from his chi ldhood, growing out of

fami ly  associat ions.  His  fa ther  was an amateur  magic ian,  great ly

interested in oriental magic, who insti l led in his son some of

his own fascination with people of Chinese and Japanese extrac-

t ion, with whom he sought to discuss his hobby at every opportunity.

From his  tenth year  unt i l  he le f t  for  co11€9e,  h is  fami ly  had

Japanese executives actually l iving in their home in Montclair,
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New i lersey, where his parents were members of the Cosmopolitan

Club, which sponsored this activity as an exercise in international

fr iendship. As a resulL, he and his family developed lasting

fr iendships with Japanese famil ies, with some of wtrom they

sti l l  correspond and some of whom he sti l l  visits when in i lapan.

10. During World War II ,  peLit ioners, Arthur L. Grimes and

Dor is  H.  Gr imes,  _made the acquaintance of  a  Chinese adver t is ing

man named C.P. Ling, formerly the owner of the largest advert ising

agency in Shanghai, who had escaped from China just before the

Communists took control and who spent the war years here lecturing

at Fair leigh Dickinson University. They developed an admiration

for and a lasting fr iendship with Mr. Ling, who subsequently

returned to the Far East and reestablished himself in the adver-

t ising business, organizLng the China Commercial Agency in

l long Kong. He was joined in this enterprise by his three sons,

who had later escaped from Communist China. In the course of

subsequent visits to Hong Kongr they became fr iendly with the

sons as weI I .

11.  Pet i t ioner ,  Dor is  H.  Gr imes,  a lso developed a major

in terest  l inked wi th  the Far  East .  An ar t is t ic  person,  whose

physical activit ies have been somevrhat restr icted for many years

by chronic  phlebi t is ,  resul t ing in  per iod ic  hospi ta l izat ion,  she

was fond of flowers and became much involved in the study and

practice of the highly developed art of lkebana, ot Japanese

flower arrangement. Ttre art has an enthusiastic international

fol lowing. She has been an exhibitor and an active member of the

International Ikebana Society in several countries, has studied
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in ilapan and is a gualified Ikebana teacher. frrrough her

act iv i t ies as an of f icer  in  the Society ,  she has developed

many close fr iends with the same interest in Austral ia, Japan

and Hong Kong, as well as in this country.

L2. In the course of his service with McCann-Erickson

International, peti t ioner, Arthur L. Grimes, became increasingly

convinced that the future of the company lay in outstr ipping its

competit ion by becoming truly international, and expanding its

operations to the burgeoning markets of the Far East before

other agencies preempted the f ield. He, therefore, persistently

and repeatedly urged the management of McCann-Erickson and of

In terpubl ic  ( rhe In terpubl ic  Group of  Companies,  Inc. ) ,  i ts

top parent company, to investigate and develop that area.

Largely as a result of his own init iat ive in this direction,

he, by this t ime executive vice-president of McCann-Erickson

International, hras sent to Aust:cal ia in 1959 to f ind a way to

ent,er the Pacif ic. In the course of several months there, he

assessed the poss ib i l i t ies,  se lected the best  a l ternat ives and

developed a plan for the acquisit ion of Hansen-Rubensohn, a

large and successful Sydney agency, which would give McCann-

Erickson immediate entree to the Austral ian market on a large

sca1e. He returned to Ne\^r York with a ful ly negotiated proposal

which was in due course accepted by his employerr drid which

establi .shed a pattern for the subsequent successful expansion

of McCann-Erickson throughout the Far East.

13.  Late in  the same year ,  pet i t ioner ,  Ar thur  L.  Gr imes,

was offered the opportunity to take up residence in Sydney to
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implement the partnership plan, to organize the Sydney off ice

of what became Hansen-Rubensohn-McCann-Erickson and other off ices

of that enterprise in Austral ia, to inculcate Mccann-Erickson methods

and standards, and to use Sydney as a base for further tr ips through-

out the Far East in order to gain entrance to other markets in the

area.  At  th is  t ime,  peLi t ioners,  Ar thur  L.  Gr imes and Dor is  H '

Grimes, had l ived for 13 years in Scarsdale, New York. They owned

a home there, purchased only a few months before. Their youngest

ch i ld  was then st i t l  in  publ ic  school  and l iv ing at  home;  the i r

two older chi ldren were already married and had their own respective

homes and famil ies in Cali fornia and in upstate New York. Accepting

the prof fered ass ignment ,  pet i t ioner ,  Ar thur  L,  Gr imes,  so ld h is

Scarsdale home at  a  substant ia l  loss and moved wi th  h is  wi fe  and

daughter to Sydney, Austral ia, where his daughter continued her

schooling and where the family l ived for approximately two years.

L4-  Dur ing that  per iod,  addi t ional  company of f ices were

establ ished in  Adela ide,  Austra l ia ,  and Melbourne,  Austra l ia .

Pet i t ioner ,  Ar thur  L.  Gr imes,  t raveled repeatedly  to  Ind ia,

Thailand, Malaysia, Hong Kong, Japan, the Phil ippines and New

Zealand.  Fol lowing the pat tern establ ished in  Sydney,  Austra l ia ,

he init iated varying arrangements to open McCann-Erickson off ices

or to acquire or organize joint ventures with local agencies in

India, the Phil ippines, i lapan (Mccann-Erickson-Hakuhodo) and

Hong Kong, where he approached his fr iends, the Lings with proposals

to bring them into the McCann-Erickson orbit.  Off ices in Tokyo

and Osaka were opened in  1961.
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15.  In  L962,  Mccann-Er ickson and Interpubl ic  moved the i r

international headquarters from New York to Geneva, Switzerland.

At this t ime of rapid growth and reorganization, petit ioner,

Ar thur  L.  Gr imes,  was t ransferred to  Europe to ass is t  McCann-

Erickson-London to organize a new business operation, to lay

plans for the future development of Interpublic in England and

to assist in the reorganization of the enterprise throughout

Europe. In order to perform his new duties, he moved with his

wife and daughter on short notice in March L962 to London, where

they took a seven-year lease on a f lat. Their daughter entered

St .  John's  wood School  o f  Ar t ,  where she met  and marr ied a

Br i t ish subject .  She has ever  s ince res ided abroad.

16.  Pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

remained residents in London unti l  early in 1963. In January

of  that  year ,  pet i t ioner ,  Ar thur  L.  Gr imes,  went  to  Mexico on

an extended business t r ipr  d11d in  due course,  h is  wi fe  jo ined

him in Mexico City. They stayed there for about six months

during which they l ived in a hotel apartment. In July they

proceeded to New York, where he was directed to remain on

temporary assignment- IIe remained executive vice-president of

McCann-Erickson International, but assumed certain domestic

dut ies as wel l ,  be ing "on loan"  to  McCann-Er ickson and Inter-

public in New York. His funct, ions were to assist the corporate

of f ices overseas to  secure more business f rom the Uni ted States

and to use his international contacts to secure more business in

the United States for the domestic company.
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L7.  Upon h is  ass ignment  to  New York in  Ju ly  1963,  pet i t ioner ,

Arthur L. Grimes, rented an apartment on East 50th Street near his

off ice, rarhich he and his wife occupied unti l  they moved from

New York in February 1965.

18.  Dur ing taxpayers '  year  and a hal f  o f  res idence in

New York,  the p lans in i t ia ted by pet i t ioner ,  Ar thur  L-  Gr imes,

in the Far East between 1959 and 1962 continued to be implemented.

Four McCann-Erickson off ices in India were organized Ln L964, dfl

off ice in Manila and a joint venture with the Lings in Hong Kong

(L ing-McCann-Er ickson) .  Between 1959,  when he began h is  Far

Eastern negot ia t ions in  Austra l ia ,  and 1965 when he returned to

the Pacif ic, Mccann-Erickson bi l l ings in the area had grown from

ze ro  t o  some  $20 ,000 ,000 .00  annua l l y .

19. Under these circumstances, the McCann-Erickson and

Interpublic management determined in late L964 and early L965

that the corporate organization in the Pacif ic had grown to a

point which required an administrative off ice in the area to

coordinate and supervise the activit ies of the various compo-

nents. They also deemed it  advisable to maintain a permanent

central faci l i ty in the Far EasL from which to effect further

development in the area. Various alternative locations,

including Austral ia and Japan, were considered and rejected

in favor of Hong Kong, which was centratly located within four

air hours of the entire terr i tory excepting Austral ia. The

choice of Hong Kong was to some extent influenced by the recom-

mendations of petit ioner, Arthur L. Grimes, who hoped to be
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placed in charge of the area off ice and who personally favored

Hong Kong over other alternatives because of the desirable

l iv ing condi t ions avai lab le there.

20. Petit ioner, Arthur L. Grimes', assignmenL in Hong Kong

di f fered in  nature f rom his  ear l ier  fore ign ass ignments.  In

Austral ia and London he had been primari ly concerned with maLters

of growth and development. At the t ime of his assignment to

Hong Kong, the Asia-Pacif ic area was already established as a

producer of volume business. Ten off ices had been opened,

f lung out over a terr i tory of enormous extent and under diverse

local managements. His new assignment was to coordinate and

administer this new empj-re as regional executive of McCann-

Erickson Internationalr d.r ld later as regional executive of

Interpublic wtrich comprised marketing, consult ing and public

relations components in addit ion to advert ising. Itr is job,

unlike his earl ier assignments, involved not only continued

duties in the areas of growth and development but also permanent

administrative and management functions, A Hong Kong subsidiary

was organized under the name of Interpublic Ltd., which was

conceived of as a permanent area headquarters of Interpublic

under  h is  d i rect ion.

2L.  Before pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

teft New York in February 1965, locaI contacts vrhich they had

established in New York 1963, were terminated or appropriately

modif ied upon their departure. They cancelled their membership

in the Episcopal Church at 50th Street and Park Avenue. Petit ioner,
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Arthur L. Grimes, cancelled his membership in the New York

Chapter of the International Advert ising Association, which

inc luded a d i rectorsh ip in  the Associat ion.  He cancel led h is

membership in the Dartmouth CIub of New York, and she cancelled

her membership in the New York Chapter of the Ikebana Society.

Charge accounts in New York stores were cancelled, and al l

credit and charge cards surrendered including American Express

and Diners 'Club.  He c losed out  h is  brokerage account  wi th

E, F. Hutton & Co. in New York. Memberships in the Scarsdale

Golf CIub and the Scarsdale Woman's Club were changed from

resident to nonresident status. The nonresident dues of

$10O.00 semiannually were accepted as a proper business expense

by his employer, and were reimbursed to him by Interpublic Ltd.

22.  When pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

moved from New York to Hong Kong, they disposed of about three

guarters of their furniture, works of art and furnishings by

sale or by gift  to their chi ldren and to his mother. The

remainder, including some furniture which they deemed it

uneconomic to ship to Hong Kong and had not yet decided how

to dispose of, and a number of paintings about which they were

also undecided, were stored in New York at company expense.

No change had yet been made in these arrangements at the

termination of his emplolzment.

23.  In  March 1965,  pet i t ioner ,  Ar thur  L.  Gr imes,  ar r ived

in Hong Kong as regional executive of McCann-Erickson Inter-

nat ional ,  for  a l l  the countr ies of  the Paci f ic ,  and as managing
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di rector  (ch ief  execut ive of f icer)  o f  In terpubl ic  L td. ,  the new

Hong Kong subsidiary organized to supervise the off ices of McCann-

Erickson International and its aff i l iates and partners throughout

the area. He subsequently became regional executive for the

Interpublic Group of Companies, Inc., the parent organization

of McCann-Erickson. Following his arrival in Hong Kong, he also

became a director of Ling-McCann-Erickson, where he part icipated

actively in matters concerning the advert ising of i ts international

c l i en t s .

24. Upon petit ioners, Arthur L. Grimes and Doris H. Grimes',

arrival in Hong Kong, Lhey took temporary quarters in the Hongkong,

Hilton Hotel while seeking for suitable off ice space for Inter-

public Ltd. and a home for themselves. For a few weeks, they

used a single suite in the hotel as both l iving quarters and

off ice. During Apri l ,  however, having found the Hongkong Hilton

Hotel convenient and desirable, they made permanent arrangements

with the hotel on the basis of which the off ice of Interpublic

Ltd. hras established in Suit,e 23OL and their l iving quarters

in the adjoining Suite 2302, Quite a number of international

corporations maintained area headguarters in the Hongkong Hilton

Hote l  a t  th is  t ime.

25. The Hongkong Hilton Hotel, with 900 rooms, is the

largest hotel in the Far East. I t  contains a large number

and variety of shops, restaurants and barsr drld in addit ion

provides al l  the faci l i t ies of a resort, including a swimming

pool, suana, clubrooms, automobile service and yacht service
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(even rickshaw service). There is a bank on the premises and

other banks, shops and restaurants in the immediate vicinity.

Petit ioner, Arthur L- Grimesr drrdn$ed with the hotel for a

structural alteration in the two suites so that they could be

separated or thrown together. This made the entire space

avai lab le for  personal  as wel l  as bus iness enter ta in ing.

The hote l  had L,2OO servants,  wi th  a maid and personal  house-

boy regularly assigned to each room. Petit ioners, Arthur L.

Grimes and Doris H. Grimes, embell ished the suite with works

of orientar art which they continually accumulated' and with

incidenLal furniture and furnishings to supplement that supplied

by the Hongkong Hilton Hotel, which was iLself exceptional,

including handsome pieces collected from throughout the Orient.

In the course of their residence, they purchased several

thousand dotlars worth of paintings, furniture and furnishings.

26. The luxury of hotel l iving at the Hongkong Hilton

Hote l  was par t icu lar ly  des i red because of  the phys ica l  re l ie f

i t  a f forded pet i t ioner ,  Dor is  H.  Gr imes.  Her  phlebi t is  con-

dition was notably improved in Hong Kongr and was in fact less

troublesome than at any other period in taxpayers' memories.

She was thus enabled to travel more extensively with her

husband and to entertain, both at home and on tr ips to other

par ts  of  the area.  Pet i t ioners,  Ar thur  L-  Gr i :nes and Dor is  H '

Grimes, entertained a great deal and led a very active and

pleasant social l i fe. They had many fr iends in Hong Kon$r

including a number of Orientals, part icularly Chinese and
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Japanese, some of whom were business associates but many of whom

were not. Hong Kong has a large international business colony

and a population of over 5,000 Westerners including about three

thousand Americans. Taxpayers made many good fr iends there,

and knew many others from previous contacts made both there and

elsewhere. In addit ion, Hong Kong is a central transporLation

point for Asian travel and commercer drld many of their other

fr iends from the United States and other parts of the world passed

through it  from time to t ime. They were thus able to maintain

their social contacts to an unusual degree.

27.  The co lony is  under  Br i t ish ru1e.  I ts  lega1 system is

based on the common law of Eng1and.

28 - rnHongKong ,pe t i t i one r ,A r t hu rL 'G r imes ,es tab l i shed

membership in the American Club, the Foreign Correspondents' Club,

the Japanese CIub and the Dartmouth Club of Hong Kong. Ittese

were not nominal, but active social memberships. Frequent use

was made of the dining and clubhouse faci l i t ies of these organi-

zations, including moving pictures and other entertainment programs.

29.  Pet i t ioner ,  Dor is  H.  Gr imes,  jo ined the Amer ican Women's

Association, a charitable organization devoted to volunteer work

and fund ra is ing for  local  char i t ies,  wtr ich a lso led to  soc ia l

contacts, and the Hong Kong Chapter of lkebana, in which she

took an active part studying, exhibit ing, attending meetings and

lectures,  and doing commit tee work.  Pet i t ioner ,  Ar thur  L.  Gr imes,

joined the Hong Kong Chapter of the International Advert ising

Associat ion,  wtr ich he represented at  an a l l  As ia conference.
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30.  Pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

attended and with some regularity contributed to the Episcopal

Cathedral and the Community Church in Hong Kong. They contributed

also to various 1oca1 charit ies, directly and through the American

Women's  Associat ion,  They contr ibuted to  the Associat ion and i ts

Christmas Fund, as well as to the Hong Kong Cultural Societyr

the Hua Hsing Children's Home, the Welfare Handicraft Shop and

Amer ican Univers i ty  Club benef i ts .  In  L965,  they contr ibuted to

Lhe New York Fresh Air Fund.

31.  Pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,  opened

accounts with Hong Kong department stores and shops, and took out

Hong Kong cards from American Express and Diners' Club. He opened

a brokerage account with the Hong Kong off ice of Merri l l ,  Lynch,

Pierce,  Fenner  and Smith.  A l l  o f  h is  deal ings were wi th  Merr i l l ,

Lynch 's  Hong Kong of f ice.  Most  o f  h is  t rad ing was on a shor t  term

basis ,  and a l l  secur i t ies were therefore carr ied in  s t reet  name

and held by Merr i l l ,  Lynch.

32.  Pet i t ioner ,  Ar thur  L.  Gr imes,  pd id Salar ies Tax to  the

Hong Kong government as a resident, throughout his stay there,

beginning with the March L964-L965 tax yearr drrd ending with

March L967-L968.  This  tax is  based upon income der ived f rom

services rendered in Hong Kong. A persons domici le does not

ef fect  h is  l iab i l i ty  for  sa id tax.  Pet i t ioners,  Ar thur  L.  Gr imes

and Doris H, Grimes, were registered as Hong Kong residents with

the local  U.  S.  Consulate.  Mr.  Gr imes executed a new codic i l  to

h is  wi l l  in  March L967,  in  which he l is ted h is  address as the

Hongkong Hi l ton Hote1,  Hong Kong,  B.C.C.
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33.  As an In terpubl ic  employee,  pet i t ioner ,  Ar thur  L.  Gr imes,

was paid not  in  s ter l ing,  but  in  hard currency.  In  L965,  h is  pay-

ments were made by In terpubl ic  S.  A. ,  Geneva,  in  Swiss f rancs.

He retained a New York account at Chemical Bank and arranged to

have h is  sa lary  deposi ted d i rect ly  in  that  account ,  or l  which he

drew to meet  h is  hard currency obl igat ions,  to  make g i f ts  to  h is

children and to pay travel expenses. However, petit ioners,

Arthur L. Grimes and Doris H. Grimes, opened a loca1 currency

account in Hong Kong, to which they periodical ly transferred

substantial amounts from New York, and which they used as a household

account out of which they paid their rent, their local purchases

and a l l  ord inary l iv ing expenses.  They a lso rented and used'  a

safe deposit box in Hong Kong.

34.  Af ter  the i r  ar r iva l  in  Hong Kong in  March 1965,  pet i t ioners,

Ar thur  L.  Gr imes and Dor is  H.  Gr imes,  d id  not  v is i t  New York unt i l

February Lg66, when they were present here for two weeks. They did

not  v is i t  the s tate again unt i l  March L967.  He made two shor t  v is i ts

la ter  in  the year  for  bus iness conferences-

35 .  Dur ing  1965 ,  1966  and  1967 ,  pe t i t i one r ,  A r thu r  L .  Gr imes ,

traveled extensively throughout the Far EasL in the course of his

bus iness  du t i es .

36.  pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,  d id  not

mainLain a permanent place of abode in New York State from February

Lg65 unt i l  the i r  re turn to  New York State in  January 1968.  Since

the sa le of  the i r  house in  Scarsdale in  1960,  they had not  owned

any real property in New York State, or indeed in the United States,

unt i l  January 1968.  Whi le  in  New York Ci ty  f rom 1963 to L965'
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they rented an apartment, which they surrendered when they departed

for Hong Kong. They retained no quarters of any kind in the

UniLed States f rom February 1965 unt i l  i lanuary 1968.

37.  Pet i t ioners,  Ar thur  L.  Gr imes and Dor is  I I .  Gr imes,  never

voted in New York State from the t ime of taxpayers' departure to

Austra l ia  in  1959,  unt i l  they moved here f rom Hong Kong in  1968.

However ,  they d id reg is ter  to  vote in  1963.

38.  In  the la t ter  par t  o f  L967,  In terpubl ic  faced a sudden

f inancia l  cr is is ,  as a resul t  o f  overextension on the par t  o f  i ts

then management. Over six hundred employees were discharged.

Pet i t ioner ,  Ar thur  L,  Gr imes,  was not i f ied on December 19,  ] -967 '

that  h is  job was being e l iminated,  that  rn terpubl ic  L td '  was being

tiquidated and its Hong Kong off ice closed downr drrd that his

emplolrment was being terminated at the end of the year. He

surveyed the possibi l i t ies of other emplolzment in Hong Kong

and ersewhere in the Pacif ic. He was, however, unable to f ind

any opening remotely comparable to the job which he was losing.

39.  Pet i t ioner ,  Ar thur  L.  Gr imes,  was unable to  f ind employ-

ment in his f ield outside of New York State after the termination

of his employment on December L9, L967. He and his wife returned

to New York State on January 11, 1968. They acquired a home in

Scarsdale, New York. He accepted a posit ion with a New York

adver t is ing agency.

40. Pursuant to the terms of his contract of emplolzment,

pet i t ioner ,  Ar thur  L.  Gr imes,  received severance pay f rom his

former employer of one year'S salary payable over two years. He

rece ived  $35 ,000 .00  i n  each  o f  t he  yea rs  1968  and  1969-
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CONCLUSIONS OF LAW

A. That  pet i t ioners,  Ar thur  L.  Gr imes and Dor is  I I .  Gr imes,

were domic i led in  New York State dur ing the years 1965,  L966,

L967 ,  1968  and  L969 .

B.  That  pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H.  Gr imes,

were resident individuals of New York State during the year L965

in accordance wi th  the meaning and in tent  o f  sect ion OO5 (a)  (1)

of the Tax Law and 20 NYCRR IO2.2 since they were domici led in

and spent more than 30 days in New York State during said year.

c .  That  pet i t ioners,  ArLhur  L.  Gr imes and Dor is  H.  Gr imes,

were nonresident individuals of New York State during the years

L966 and 1967 in accordance with the meaning and intent of sections

605(a)  (1)  and 605(b)  of  the Tax Law and 20 NYCRR LO2.2 s ince they

were domici led in New York State, but did not maintain a permanent

place of abode in New York State, spent not more than 30 days in

New York State and maintained a permanent place of abode outside

of New York State during each of said years.

D.  That  pet i t ioners,  Ar thur  L.  Gr imes and Dor is  H-  Gr imes,

were resident individuals of New York State during the years 1968

and 1969 in  accordance wi th  the meaning and in tent  o f  sect ion 605 (a)  (1)

of the Tax Law and 20 \TyCRR LO2.2 since they were domici led in,

maintained a permanent place of abode in and spent more than 30

days in New York State during each of said years.

E.  That  s ince pet i t ioner ,  Ar thur  L.  Gr imes,  was a res ident

ind iv idual  o f  New York State dur ing the years 1968 and 1969,

therefore his New York adjusted gross income for said years, in

accordance with the meaning and intent of section 612 of the Tax
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Law, was h is  Federa l  ad justed gross income as def ined in  the

laws of the United States for said years subject to reduction

by the modi f icat ions speci f ied in  sect ion 6L2(c)  o f  the Tax Law.

Severance compensation received by him for services rendered in

pr ior  years whi le  a nonres ident  is  not  one of  the modi f icat ions

red.uc ing Federa l  ad justed gross income as set  for th  in  sect ion 612(c)

of the Tax Law.

F.  TLrat  sect ion 654(c)  (3)  o f  the Tax Law prov ides that  no

i tem of  income accrued under  sect ion 654(c)  o f  the Tax Law shal l

be taken into account in d.etermining New York adjusted gross income

for any subsequent taxable period. However, the provisions of

section 654 (c ) of the Tax Law are only applicable i f  a ctrange of

residence occurs during the course of a taxable year. Such a

change during ttre course of a year can only occur i f  there is a

change of domici le during the course of said year. Ttrerefore,

s ince pet i t ioner ,  Ar thur  L.  Gr imes,  d id  not  change h is  domic i le

and s ince he was a res ident  dur ing a l l  o f  the year  1965,  and

a nonres ident  dur ing a l l  o f  the years 1966 and 1967,  he was not

entit led to take advantage of the accrual provisions provided

for by section 654 of the Tax Law and thereby to exclude any

port ion of his severance compensation received during the years

1968 and 1969 from his New York adjusted gross income for said

yea rs .

G. That the petit ion of Arthur L. Grimes and Doris H.

Grimes is denied and the Notice of Deficiency issued November 30,

1970 ,  i s  sus ta ined .

DATED: Albany, New York

November B, L973

STATE TAX COMMISSION

'L& 
ttCt

\AA-Juc,.=- lLFr""-^:
COMMISSIONER
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