    Staff: Danielle Barbato

Counsel, State and Federal Legislation 

Anne Brown

Counsel, Finance Division

 

Tanisha Turnbull

Assistant Counsel, Finance 

Nadine Felton 

Assistant Director, Revenue

Finance Division

Raymond Majewski

Chief Economist, Finance

Jake Herring 

Legislative Financial Analyst, Finance Division

[image: image1.png]



 

 

 

 

 

 

 T H E  C O U N C I L
 
REPORT OF THE OFFICE OF THE GENERAL COUNSEL

ELIZABETH FINE, DIRECTOR AND GENERAL COUNSEL
 

COMMITTEE ON STATE AND FEDERAL LEGISLATION
Hon. Maria Baez, Chair 

June 15, 2007 

 
PRECONSIDERED SLR 74:
By: Council Member Baez
 

S.6247

 

A. 8264
By:  Farrell

 

 

TITLE:
AN ACT to amend the Tax law, in relation to providing a tax credit against the City of New York personal income tax for general and corporation tax paid. 

BACKGROUND:


According to the Sponsor’s Memorandum in Support, the proposed legislation would  enable New York City to provide relief against double taxation to resident shareholders of S-Corporations that  pay  New  York City’s general corporation tax and personal income tax.   Small businesses are  the  core  of economic  life in New York City. More than three quarters of the firms in the City have less than 20 employees. These firms are found in all sectors of the City’s economy -- from law and finance to retailing and health care.  Most firms of this size are either unincorporated or organized as S-Corporations. The Federal government has long offered these businesses an important tax break-- it has exempted them from the Federal corporate income tax. Instead, all income and deductions are passed  on  to  the  owners,  who include them as a part of their personal income tax, thus avoiding double taxation on these  earnings.


New York State, New Jersey and Connecticut all allow unincorporated businesses to pass through income and deductions to their owners in this manner.  Currently 39 states, including New York, New Jersey and Connecticut, recognize S-Corporations, partially or  fully  exempting them from their state corporate income taxes.


However, it is different in  New York City. New York City residents that are stockholders in S-Corporations that do business in  the  City  face double taxation. First, their businesses pay the general corporation tax  (GCT) on the net earnings of the firm. These same earnings are passed on to stockholders and taxed under the City`s personal  income tax (PIT).   The Legislature and the New York City Council recognized this problem for unincorporated businesses and, starting in 1997, provided  a partial  credit against the City`s PIT for unincorporated business tax filers.

PROPOSED LEGISLATION

This bill would amend Section 1310 of the tax law by adding a new subsection (g), which would enable  New York City to help provide relief against   double  taxation  of  owners  of S-Corporations   in   New   York  City.     Resident shareholders of S-Corporations would be able to take a nonrefundable  credit  against their  New  York City personal income tax liability equal to a portion of their share of the business’ corporate tax liability. This credit would be structured in the same way as the existing PIT credit for taxes paid under the unincorporated business tax. The credit is based on a sliding scale and ranges from 65 percent of GCT liability for taxpayers with New York State taxable income of $42,000 or less and gradually  goes down  to  15 percent of liability for taxpayers with taxable income of $142,000 or more. There are 118,000 S-Corporations in New York City.

FISCAL IMPLICATIONS:

See Finance Division Fiscal Impact Statement.

EFFECTIVE DATE:

This legislation would take effect immediately.

 

 

 

 

 

 

