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Effective January 1, 2017, residents of New Jersey and Pennsylvania who live in one
state, but work in the other, will no longer be afforded the convenience of having
their wages taxed only in their state of residence, because the governor of New
Jersey ended the Reciprocal Personal Income Tax Agreement (Agreement) between the
states, which had been in place for nearly forty years.

Under the old Agreement, New Jersey and Pennsylvania agreed to not tax the
compensation of individuals who traveled into the other state for work, and as a
matter of convenience, employers would withhold income taxes based on the employees'
state of residence.  Also, the residents who commuted between the states for work
were relieved from having to file income tax returns in their nonresident state,
provided their only source of income from the other state was in the form of
compensation. 

With the Agreement no longer in place, both employers and commuters will be faced
with additional compliance burdens.  Employers will now be required to withhold
state income taxes based on where the employees work, as opposed to where they
live.  The commuters will now be required to file income tax returns in both the
state in which they work, and the state in which they reside.  Pennsylvania
residents will receive a credit for taxes paid on the compensation that was earned
in New Jersey, so while the income will not be taxed in both states, Pennsylvanians
could be subject to an additional 5.9 percent tax on their wages because New
Jersey's top tax rate is 8.97 percent.            

The Pennsylvania Department of Revenue estimates that nearly 125,000 Pennsylvanians
will be required to file personal income tax returns in both states, and that the
Commonwealth could lose $5 million in revenue as a result of the change.

If you are an employer, or commuter, that will be affected by this change, please
contact a member of our State and Local Tax Group.    

Visit the “Our Thoughts On” blog for additional state and local tax updates as they
become available 

Update:  Please note that on November 22, 2016, New Jersey Governor Chris Christie announced that the

Agreement will continue.  Taxpayers should continue following the existing withholding rules.

You’ve heard our thoughts… We’d like to hear yours
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important to organizations and individuals. While we enjoy sharing our ideas and insights, we’re
especially interested in what you may have to say. If you have a question or a comment about
this article – or any article from the Our Thoughts On blog – we hope you’ll share it with us.
After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.

Material discussed is meant for informational purposes only, and it is not to be construed as
investment, tax, or legal advice. Please note that individual situations can vary. Therefore,
this information should be relied upon when coordinated with individual professional advice.
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