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TITLE:
AN ACT to amend the tax law, in relation to the extension of the top personal income tax rate for incomes in excess of five hundred thousand dollars a year or more and the dedication of such revenue to class size reduction in a city having a population of one million or more


The proposed legislation would allow the City to continue taxing those residents earning over $500,000 annually at the rates provided in the current law, provided that the additional revenue generated from the continuation of this higher tax bracket is dedicated to the Department of Education for lowering class size by hiring new teachers and completing additional education capital projects.

BACKGROUND

In June, 2003 the State Legislature adopted Section1304-D of the State Tax Law.  This section authorizes the City to impose a City personal income tax on its residents at the new tax rates provided in the section, which effectively contain two higher tax brackets for incomes of over $150,000 (for married residents filing jointly, $100,000 for single residents and $125,000 for heads of households) and $500,000.  The authority for imposing the personal income tax at these rates ends at the end of 2005.  By imposing its income tax at the rates provided in §1304-D, rather than at the old rates contained in section 1304 of the Tax Law, the City cannot impose the personal income tax surcharge or additional tax contained in Section 1304-B of the Tax Law.

With the exception of the two additional higher tax brackets added to §1304-D, the rates contained in that section combine the pre-2003 personal income tax rates pursuant to §1304 with the additional surcharge contained in §1304-B.  Thus, for example, under §1304-D, a resident unmarried individual earning $50,000 per year would pay a tax equal to the tax he or she paid under both the personal income tax provisions of §1304 and the surcharge provision of §1304-B.  However, §1304-D contains two additional tax brackets pursuant for each category of taxpayer (e.g. single, married filing jointly, etc.).  For income earned over the thresholds of these categories, §1304-D allows the City to effectively increase the tax rates.  

Section 1304-D provides that the authority for the personal income tax rates with the “surcharges” on earnings over $150,000 (for married residents filing jointly, $100,000 for single residents and $125,000 for heads of households) and $500,000 would only apply to tax years beginning in 2003 and through 2005. The section contains differing rates for each of the three years, with the rates applicable to the two highest brackets for tax year 2005 being lower than those for the preceding two years.  For 2005, the rate is 4.05% for taxpayers in the second-highest bracket and 4.45% for taxpayers in the highest bracket (the same as the 2004 rate).

Section 1304-D also authorizes a supplemental tax, called a “taxable benefit recapture” to be applied to adjusted gross incomes of over $150,000.  These provisions would “recapture” some of the benefit that upper income taxpayers receive because lower bracket tax rates are currently applied to the lower portions of their taxable incomes.  For example, without any recapture, a taxpayer (married filing jointly) earning a high income is taxed at the lowest tax rate on the first $21,600 of income, at the second lowest rate on the next $23,400 of income and so on.  The recapture provisions would allow the City to recapture a fraction of the benefit previously accorded those taxpayers with adjusted gross incomes of between $150,000 and $200,000, and would allow the City to recapture all of the benefit for taxpayers with over $200,000 of adjusted gross income.  Thus, a taxpayer (in any category) with adjusted gross income of over $200,000 is taxed at the new top rate on all of his or her income.

After 2005, the City would no longer have the option of continuing the personal income tax at these higher rates on higher earning residents, and would return to levying the personal income tax at the pre-2003 section 1304 rates with the surcharge of up to 14%. 

PROPOSED LEGISLATION

The proposed legislation would allow the City the option of continuing to impose the personal income tax pursuant to §1304-D of the Tax Law with two major changes:  (1) §1304-D’s second highest bracket on income between $150,000 (for married residents filing jointly, $100,000 for single residents and $125,000 for heads of households) and $500,000 would be eliminated and only the higher bracket for income over $500,000 would remain; and (2) the additional revenue from this continued highest tax rate must go exclusively to the City’s Department of Education for the purpose of reducing class size by adding additional classroom teachers and completing additional education capital projects. 

Section one of the legislation authorizes the City to continue imposing the personal income tax pursuant to section 1304-D of the Tax Law for tax years beginning after 2005 but before 2009 but only pursuant to the requirement that the additional revenue be dedicated to the Department of Education to reduce class size and complete additional educational capital projects as provided in the legislation.  

Sections 2 through 4 of the legislation set forth the rates which are substantially similar to the rates at which the personal income tax is currently imposed with the exception that the proposed legislation would eliminate the current second highest bracket (subjecting taxpayers  currently in that bracket to the rate below it).  The proposed legislation retains the current law’s higher rate for taxpayers making over $500,000 annually.  Section 5 of the legislation continues a recapture provision for taxpayers with adjusted gross incomes over $550,000.  This supplemental tax is phased in at adjusted gross incomes between $550,000 and $600,000.

The remainder of Section 5 of the legislation adds a new subsection (d) to Section 1304-D which contains the requirement that the additional revenue generated from the continuation of this higher tax bracket is dedicated to the Department of Education for lowering class size by hiring new teachers and completing additional education capital projects.  The proposed legislation sets out targeted classroom teacher staffing levels for fiscal years 2006 through 2008 at the following levels: 79,800 for fiscal 2006; 80,600 for fiscal 2007; 81,200 for fiscal 2009.
  The legislation provides that the city shall use its best efforts to achieve these targeted levels and that any additional revenue from the highest rate of tax, or revenue remaining because of inability to meet the targeted level, shall be applied to additional education capital projects. 

FISCAL IMPLICATIONS:
See Council Finance Division fiscal impact statement.

EFFECTIVE DATE:

This legislation shall take effect immediately.

� This should be for fiscal year 2008 but there is an error. 
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