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	Title: A local law to amend the administrative code of the City of New York, in relation to increasing personal income taxes.

	Sponsors:
Council Members Weprin and Comrie (by request of the Mayor)



	Summary of Legislation Previous to enactment of  S.4968 and A. 8388, which expanded the City’s taxing authority, section 1301 of State Tax Law authorized the City to impose a personal income tax on its residents at the rates set forth in section 1304.  In addition to the personal income tax at these rates, section 1304-B of the State Tax Law authorized the City of New York to levy an additional tax on the incomes of residents, calculated at a rate of up to fourteen percent of the tax on personal income.  The rate of this additional tax or surcharge is set by local law at 14% or at a lower rate, and the City has the authority to vary the rates of the surcharge.  Currently, the City’s Administrative Code levies the personal income tax authorized by sections 1301 and 1304, as well as the surcharge, which, since 2002, has been levied at the full 14%.

The recently enacted State legislation adds a new section, 1304-D, to 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.  

Intro. 492 essentially adopts the new personal income tax rates at the rates provided in the new State authorizing legislation.  As a result, the City will no longer impose the personal income tax surcharge or additional tax contained in Section 1304-B of the Tax Law.

According to the Mayor’s Office of Management and Budget, with the exception of the two additional higher tax brackets added by the proposed legislation, the rates contained in the legislation combine the current personal income tax rates pursuant to §11-1701 with the additional surcharge contained in §11-1704.1 of the City’s Administrative Code.  The proposal 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, the proposed effective tax rates would increase.  For married residents filing jointly, the new higher rates would occur at taxable incomes of over $150,000 and $500,000; for single residents the new higher rates would occur at taxable incomes over $100,000 and $500,000; and for heads of households the new higher rates would occur at incomes over $125,000 and $500,000.   

Currently, the highest rate of tax paid by City residents is 3.648 percent.  Under the proposed legislation, the rates would increase as follows: In calendar year 2003 the rate would increase to 4.25 percent for those taxpayers in the second-highest of the two new brackets (i.e. single filers with taxable income over $100,000, married-joint filers with taxable income over $150,000), and to 4.45 percent for taxpayers in the highest bracket (over $500,000 regardless of category).  In calendar year 2004, the rate would be 4.175 percent for taxpayers in the second highest of the brackets and would remain 4.45 percent for taxpayers in the highest bracket; and in calendar year 2005, the rate would be 4.05 percent for taxpayers in the second-highest bracket and would remain 4.45 percent for taxpayers in the highest bracket.

Finally, the proposal adds a paragraph to the Administrative Code §11-1701 which would apply a supplemental tax, called a “tax benefit recapture” to adjusted gross incomes 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, a taxpayer (married filing jointly) earning a high income is taxed at the lowest rate on the first $21,600 of income, at the second lowest rate on the next $23,400 of income, and so on.  These provisions would allow the City to recapture a fraction of the benefit previously accorded 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 would be taxed at the top rate on all of his or her income.

The authority for the new 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 2003 through 2005.  The fiscal impact for the City’s fiscal years is $644 million in Fiscal 2004 (18 month effect), $545 million in Fiscal 2005 and $315 million in Fiscal 2006.


	Effective Date: The law is effective immediately.



	Fiscal Year In Which Full Fiscal Impact Anticipated: Fiscal 2004



	Fiscal Impact Statement:
Effective FY04

FY Succeeding

Effective FY05

Full Fiscal

Impact FY04

Revenues (+)

$644,000,000

$545,000,000

$644,000,000

Expenditures (-)

$0

$0

$0

Net

$644,000,000

$545,000,000

$644,000,000



	Impact on Revenues:  The measure is expected to increase revenues by $644 million for Fiscal 2004 (18 months).  By Fiscal 2006 the surcharge increases revenues by $315 million.  The surcharge sunsets at the end of tax year 2005 (December 31, 2005).



	Impact on Expenditures:  There would be no impact on expenditures resulting from the enactment of this legislation.



	Source of Funds To Cover Estimated Costs:
  Not applicable



	Source of Information:
City Council Finance Division

Office of Management and Budget



	Estimate Prepared By:
Pablo Zangerle, Deputy Director
John Sarich,  Supervising Analyst

Sabine Salandy, Senior Financial Analyst

City Council Finance Division



	FIS History:


To be considered by the Committee on Finance. 



	Date Submitted to Council:      May 28, 2003  


