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REPORT OF THE FINANCE DIVISION

LATONIA MCKINNEY, DIRECTOR
COMMITTEE ON FINANCE
HON. JULISSA FERRERAS, CHAIR
January 15, 2015
PROPOSED INT. 497-A
By: Council Members Rosenthal, Levin and Ferreras.
TITLE:
A Local Law to amend the administrative code of the city of New York and the New York City Charter, in relation to the interest rate and discount rate recommendations provided by the New York City Banking Commission.
ADMINISTRATIVE CODE:
Amends sections 11-224.1(e), 11-312(c), and 11-313(e) of the administrative code of the city of New York and section1519-a(7) of the New York City charter.
I. Background
The Banking Commission, which is established by section 1524 of the New York City Charter, consists of the Mayor, who serves as Chair, the Comptroller, and the Commissioner of the Department of Finance (“DOF”).
 The administrative duties of the Banking Commission are performed by DOF.
 The Banking Commission is charged with three responsibilities: 1) designating the banks in which the City will deposit its money;
 2) recommending to the City Council the interest rate to be charged for delinquent property tax and water/sewer payments and the discount rate for early payment of property taxes;
 and 3) administering the City’s Banking Development District (“BDD”) Program.

II. Late Payment Interest Rates
The Administrative Code requires that the Banking Commission recommend to the Council an interest rate that will be charged for late payments of property taxes, water rents, or sewer rents.

A. Property Taxes

Section 11-224.1 of the Administrative Code sets forth the procedure of payment of property taxes and the consequences of delinquent payments. Taxpayers owning properties with an assessed value of $250,000 or less pay property taxes on a quarterly basis.  Installments are due on July 1st, October 1st, January 1st, and April 1st of each fiscal year.
 Taxpayers owning properties with an assessed value of more than $250,000 pay property taxes on a semi-annual basis. Installments are due on July 1st and January 1st of each fiscal year.
 Any installment paid after the 15th of those due dates is considered delinquent and interest will begin to accrue on the amount owed.

The Banking Commission is required, by May 25th of each year, to provide the Council with a written recommendation as to what the late payment interest rate should be for properties with an assessed value of $250,000 or less and properties with an assessed value of more than $250,000, respectively.
 In the case of cooperatives, the assessed value is determined per unit. In doing so, the Commission must consider the prevailing interest rates charged for commercial loans extended to prime borrowers by commercial banks operating within the City.
,
 For properties with an assessed value of $250,000 or less, the Banking Commission must recommend a late payment interest rate at least equal to such prevailing rate and for properties with an assessed value of more than $250,000, the Banking Commission must recommend a late payment interest rate of at least 6 percentage points greater than such prevailing rate.

The Council is authorized to adopt a late payment interest rate, either the percentage recommended to it by the Banking Commission or another percentage.
 If the Council does not act to adopt a late payment interest rate for delinquent property tax payments, then the default rate is 7% for properties with an assessed value of $250,000 or less and 15% for properties with an assessed value of more than $250,000.

B. Water and Sewer Rents
Sections 11-312 and 11-313 of the Administrative Code set forth the procedure of payment of water and sewer rents, respectively, and the consequences of delinquent payments. The Banking Commission is required, by May 25th of each year, to provide the Council with a written recommendation as to what the late payment interest rate should be for late payment of water and sewer rents. The Council is given the authority to adopt such a late payment interest rate pursuant to Section 11-224.1, described above, which relates to the late payment interest rate for the late payment of property taxes.
 Accordingly, the Council may adopt the Banking Commission’s recommendation, adopt its own interest rate, or not take any action, in which case the default rate would be 7% for properties with an assessed value of $250,000 or less and 15% for properties with an assessed value of more than $250,000.
III. Early Payment Discount Percentage
Pursuant to section 1519-a(7) of the New York City Charter, the City provides a discount for property owners who pay their property tax bills early. The Banking Commission is required, by May 25th of each year, to provide the Council with a written recommendation as to what the discount percentage should be for the ensuing fiscal year.
 The Council is given the authority to adopt a discount percentage, either the percentage recommended to it by the Banking Commission or another percentage, on June 5th or any time thereafter.
 If the Council does not adopt a discount percentage before the property tax bill is prepared, which is usually in the first week of June, then a default discount percentage of 1.5% is used to calculate the discount until the Council acts to adopt a discount percentage.
 

For a taxpayer to receive a discount on his or her entire tax bill, both semi-annual and quarterly taxpayers have to pay the entire tax bill prior to the date the July 1st installment could be paid without interest.
 For quarterly taxpayers, if the taxpayer does not pay the entire tax bill upfront, but instead pays the last three quarters in full on or before October 15th, the discount is calculated at a rate of two-thirds of the discount percentage. If the last two quarters (due in January and April) are paid in full on or before January 15th, the taxpayer receives a discount equal to one-third of the discount percentage.  A tax installment paid after the January 15th due date is not eligible for a discount.

IV. Historical Summary of Interest Rate and Discount Rate Recommendations

A. Interest Rates for Delinquent Property Taxes and Water/Sewer Charges
The interest rate for the delinquent or non-payment of property taxes and water/sewer

charges has remained steady since 1991. From 1976 to 1990, the interest rate for non-payment of property taxes was at times as high as 25.5%, and at times as low as 15.5%.
   Prior to 2005, for water and sewer charges, there was no distinction between properties with a higher or lower assessed values.  Similarly, prior to 1991, for property taxes, there was no distinction between properties with a higher or lower assessed values.  All property owners paid the same interest rate on either delinquent property taxes or on water/sewer charges regardless of the assessed value of their properties.  
Many changes have occurred in the interest rate structure since 1976. Currently, the rate of interest charged is solely dependent upon the assessed value of property, while in the past, the rate of interest was dependent on factors such as the amount of an individual’s property tax bill, the incorporation of charges pursuant to a lien issued by the Department of Health and Mental Hygiene onto the property tax bill, and whether property taxes were paid by a mortgage agent or through an escrow account.
 
B. Discount Percentage for Property Taxes
Historically, the discount percentage recommended by the Banking Commission has been on the decline since Fiscal Year 1976. It is commonly understood that the provision of the discount percentage is rooted in the City’s fiscal crisis that occurred in the 1970’s. The City was in dire need of cash and, therefore, wanted to incentivize taxpayers to pay their property tax bills upfront by providing them with a discount for doing so. Accordingly, in the late 1970’s and early 1980’s the discount percentage recommendation made by the Banking Commission was relatively high around 6%. However, since that time, the recommended discount percentage has dropped to the most recent recommendation of 1%. 

Below is a chart summarizing the interest rate and discount rate percentages adopted by the City Council since 1976: 
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Source: New York City Banking Commission

V. Banking Commission’s Recommendations

As mentioned above, as required by law, each year the Banking Commission provides the Council with its recommendations for the interest rate applied to delinquent payment of property taxes and water and sewer charges, as well as the recommended discount rate for early payment of property taxes.  As a supplement to their recommendations, the Banking Commission provides the Council with a “Models and Impact Summary.”  This summary outlines the effect of the interest rates and discount rates on taxpayers in prior years, as well as the expected impact on taxpayers for the ensuing year.  The information provided in the summary includes: 
· the total tax collected from all properties from the three previous fiscal years, disaggregated by fiscal year; 
· the total number of properties for which an installment of tax due and payable was not paid by the applicable due date;
· the number of delinquent taxpayers for the three previous fiscal years, disaggregated by fiscal year, and the estimated  number of delinquent taxpayers for the succeeding fiscal year; 
· the delinquency rate of such delinquent taxpayers in such fiscal years; 
· the total amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; 
·  the average amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; 
· the total amount of accrued interest on such delinquent debt in such fiscal years;
· the average amount of accrued interest for such delinquent debt in such fiscal years; 
· the net interest earned by the City in the in such fiscal years; and
· the interest rate charged for nonpayment of taxes on real property in comparable cities for the two previous fiscal years. 
 
For Fiscal Year 2015, the Models and Impact Summary provided the following information: 
LATE PAYMENT SUMMARY (FY14 DATA)
Total Number of Properties Taxed: 1,038,768

Total Number of Properties with Delinquent Payments: 99,488
	
	18% Interest Rate (Paid by owners of Large Properties)
	9% Interest Rate (Paid by owners of Small Properties)

	Number of Late Payers 
	4,445 
	95,043 

	Delinquency Rate
	6.83%
	9.76%

	Total delinquency amount including interest 
($598,791,999)
	$263,020,980
	$335,771,019

	Average Delinquency
	$39,701
	$3,114

	Average Accrued Interest 
	$2,931
	$67


Revenue to the City from Interest Collected on Late Payments: $18,977,821

Taxpayer demographic: 

· 95% of all properties pay quarterly and are subject to the 9% interest rate:
· Class 1: approximately 98%
· Class 2 co-ops and condos: approximately 90%
· Class 4: approximately 45% of commercial properties
Interest Rates in Comparable Cities: 
· LA: 18% per annum

· Philadelphia: 18% per annum

· Chicago: 18% per annum

· San Francisco: 20% per annum

EARLY PAYMENT DISCOUNT SUMMARY
	
	FY14 (Actual) 

	Discount Rate
	1.00%

	Fiscal Impact to City
	$18.5M

	Total Number of Early Payers:
	

	Owners of Large properties
	6,013 

	Owners of Small properties
	168,542 

	Total
	                        174,555

	Average Annual Savings for Early Payers:
	

	Owners of Large properties
	$2,232

	Owners of Small properties
	$82


While the Models and Impact Summary details the potential affect the recommendations would have on taxpayers, the summary does not specify the factors that were considered when determining the recommendations or the rationale for the use of such factors. Furthermore, now that the City is not apparently in need of cash upfront each fiscal year, the need for which precipitated the creation of a discount on the early payment of property taxes in the 1970’s, it is unclear to the Committee why the default discount percentage should remain set at its current level of 1.5%.
VI. Proposed Int. 497-A
In order to provide transparency about the deliberations and the considerations of the Banking Commission when submitting interest rate and discount rate recommendations to the Council, the Council introduced Proposed Int. 497-A which would:

1. Change the date by which all the Banking Commission’s recommendations are due to the Council from May 25th to May 7th thereby allowing more time for the Council to consider the Banking Commission’s recommendations before DOF sends out its property tax bills;
2. Remove the provision that required the Council to act on the discount percentage on June 5th or after.  In the current law, if a discount rate is not adopted by the Council by the time DOF mails out its property tax bills, then the default discount rate sets in.  DOF usually mails out its property tax bills in the first week of June. Since the Council cannot act on the discount rate until June 5th, conceptually, the Council only has two days to adopt a discount rate before the default rate sets in. Removing this provision will provide the Council more time to consider the Banking Commission’s recommendations, and will allow DOF more time to prepare the July property tax statements to reflect the Council’s adopted discount percentage;

3. Mandate a justification analysis when the Banking Commission presents its recommendations on the interest rate and discount rate for property taxes to the Council. 
· For the interest rate recommendation, the analysis must include a report detailing the factors considered when determining the recommendation, and the rationale for the use of such factors.  Such report would also include (a) the total tax collected from all properties from the three previous fiscal years, disaggregated by fiscal year; (b) the total number of real property for which an installment of tax due and payable is not paid by the due dates provided in subdivisions two and three of section 1519-a  of the New York city charter from the last three fiscal years, disaggregated by fiscal year; (c) the number of delinquent taxpayers for the three previous fiscal years, disaggregated by fiscal year, and the estimated  number of delinquent taxpayers for the succeeding fiscal year; (d) the delinquency rate of such delinquent taxpayers in such fiscal years; (e) the total amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; (f) the average amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; (g) the total amount of accrued interest on such delinquent debt in such fiscal years; (h) the average amount of accrued interest for such delinquent debt in such fiscal years; (i) the net interest earned by the city in the in such fiscal years; (j) any other information deemed relevant by the commission; and (k) the interest rate charged for nonpayment of taxes on real property in comparable cities for the two previous fiscal years.  The information provided in paragraphs (a) through (j) would be disaggregated by owners of real property with an assessed value of over two hundred fifty thousand dollars and owners of real property with an assessed value of two hundred fifty thousand dollars or less. The information contained in the report would be provided in a searchable, and readable format, sortable by council district, real property tax class, and real property tax sub class.  
· For the discount rate percentage, the analysis must include  the above information, as well as the Banking Commission’s consideration of the City’s cash flow when making the discount percentage recommendation;
4. Eliminate the 1.5% default discount rate and link the default discount rate to a statistical report detailing selected interest rates.  The default discount rate would now be the annualized interest rate on 6-month treasury bills (as reported by the Federal Board of Governors) plus 75 basis points, the sum of which shall be divided by four for the last business day of April preceding the ensuing fiscal year; 
5. Add a provision that provides that in cases where the Council adopts a discount rate other than the one provided by the Banking Commission, the Council must provide a justification analysis of its adopted discount rate; and
6. Require the Banking Commission to include the interest rates and discount rates provided in comparable cities when the Banking Commission presents its recommendations to the Council.
VII. Hearing on January 15, 2015

Today’s hearing will consider Proposed Int. 497-A. Representatives from the Banking Commission, as well as members of the public, are expected to testify. 
Proposed Int. No. 497-A
 

By Council Members Rosenthal and Levin

 

A Local Law to amend the administrative code of the city of New York and the New York City Charter, in relation to the interest rate and discount rate recommendations provided by the New York City Banking Commission.

 

Be it enacted by the Council as follows:
Section 1. Subdivision e of section 11-224.1 of the administrative code of the city of New York, as amended by local law number 66 for the year 2008, is amended to read as follows:

(e) Council adopted rates. By May [twenty-fifth] seventh of each year, the banking commission shall send a written recommendation to the council of a proposed interest rate to be charged for nonpayment of taxes on real property.  Such recommendation shall include a report detailing the factors considered when determining the recommendation, and the rationale for the use of such factors.  Such report shall also include (a) the total tax collected from all properties from the three previous fiscal years, disaggregated by fiscal year; (b) the total number of real property for which an installment of tax due and payable is not paid by the due dates provided in subdivisions two and three of section 1519-a  of the New York city charter from the last three fiscal years, disaggregated by fiscal year; (c) the number of delinquent taxpayers for the three previous fiscal years, disaggregated by fiscal year, and the estimated  number of delinquent taxpayers for the succeeding fiscal year; (d) the delinquency rate of such delinquent taxpayers in such fiscal years; (e) the total amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; (f) the average amount of delinquent debt accrued by such delinquent taxpayers in such fiscal years; (g) the total amount of accrued interest on such delinquent debt in such fiscal years; (h) the average amount of accrued interest for such delinquent debt in such fiscal years; (i) the net interest earned by the city in the in such fiscal years; (j) any other information deemed relevant by the commission; and (k) the interest rate charged for nonpayment of taxes on real property in comparable cities for the two previous fiscal years.  The information provided in paragraphs (a) through (j) of this subdivision shall be disaggregated by owners of real property with an assessed value of over two hundred fifty thousand dollars and owners of real property with an assessed value of two hundred fifty thousand dollars or less. The information contained in the report required by this subdivision shall be in a searchable, and readable format, sortable by council district, real property tax class, and real property tax sub class. The commission shall consider the prevailing interest rates charged for commercial loans extended to prime borrowers by commercial banks operating in the city and:

(i) for real property with an assessed value of two hundred fifty thousand dollars or less, shall propose a rate at least equal to such prevailing prime rate; (ii) for real property with an assessed value of over two hundred fifty thousand dollars, shall propose a rate of at least six percent per annum greater than such prevailing prime rate.

The council may by resolution adopt interest rates to be applicable to the aforementioned properties and may specify in such resolution the date that such rates will take effect.
§ 2. Subdivisions c of section 11-312 of the administrative code of the city of New York, as amended by local law number 62 for the year 2005, is amended to read as follows:

c. No later than the [twenty-fifth] seventh day of May in each year, the banking commission shall transmit a written recommendation to the council of a proposed interest rate to be charged for nonpayment of water rents. In making such recommendations the commission shall consider the prevailing interest rates charged for commercial loans extended to prime borrowers by commercial banks operating in the city and shall propose a rate of at least six per centum per annum greater than such rates. The council may by resolution adopt an interest rate to be charged for nonpayment of water rents pursuant to section 11-224 of the code and, for nonpayment of water rents that become due and payable on or after July first, two thousand five, pursuant to section 11-224.1 of the code, and may specify in such resolution the date on which such interest rate is to take effect. 
§ 3. Subdivision e of section 11-313 of the administrative code of the city of New York, as amended by local law number 62 for the year 2005, is amended to read as follows:

e. No later than the [twenty-fifth] seventh day of May in each year, the banking commission shall transmit a written recommendation to the council of a proposed interest rate to be charged for nonpayment of sewer rents. In making such recommendations the commission shall consider the prevailing interest rates charged for commercial loans extended to prime borrowers by commercial banks operating in the city and shall propose a rate of at least six per centum per annum greater than such rates. The council may by resolution adopt an interest rate to be charged for nonpayment of sewer rents pursuant to section 11-224 of the code and, for nonpayment of sewer rents that become due and payable on or after July first, two thousand five, pursuant to section 11-224.1 of the code, and may specify in such resolution the date on which such interest rate is to take effect.

§ 4. Paragraphs b, c and d of subdivision 7 of section 1519-a of the New York city charter are amended to read as follows:

(b) Determination of discount percentage. Not later than the [twenty-fifth] seventh day of May in each year, the banking commission shall send a written recommendation to the council of a proposed discount percentage for the ensuing fiscal year.  Such recommendation shall include a report detailing the research and analytical methods used by the commission to provide the recommendation on the discount percentage; factors considered when determining the recommendation, including the City's cash flow; and the rationale for the use of such factors.  Such report shall also include (i) the total number of semi-annual payers from in the three previous fiscal years, and the estimated total number of semi-annual payers in the ensuing fiscal year, disaggregated by fiscal year; (ii) the total number of quarterly payers in the last three fiscal years, and the estimated total number of quarterly payers in the ensuing fiscal year disaggregated by fiscal year; (iii) the total amount of real property taxes collected from such tax payers in the last three fiscal years, and the estimated amount of real property taxes collected from such taxpayers in the ensuing fiscal year, disaggregated by fiscal year; (iv)  the total amount of real property taxes owed by such early taxpayers without the discount percentage; (v) the average amount of real property taxes paid by such early semi-annual and quarterly taxpayers with the discount percentage; (vi) the average amount of the discount percentage received for such early semi-annual and quarterly taxpayers; (vii) the net cost of the discount percentage to the city in the three previous fiscal years, and the estimated net cost for the next ensuing fiscal year; (viii) the annual savings for semi-annual and quarterly taxpayers with the discount percentage in the three previous fiscal years, and the ensuing fiscal year; (ix) the foregone interest income on foregone taxes for semi-annual and quarterly taxpayers with the discount percentage in the three previous fiscal years, and the estimated foregone interest income on foregone taxes for semi-annual and quarterly taxpayers with the discount percentage for the ensuing fiscal year; (x) any other information deemed relevant by the commission; and (xi) the discount rate percentage provided for the early payment of real property taxes in comparable cities for the two previous fiscal years.  Information specified in subparagraphs (v) through (x) of this paragraph shall also be provided for discount percentages in the amount of zero, one half of one percent, one percent, one and one-half percent, and two percent.  The information contained in the report required by this subdivision shall be in a searchable, and readable format, sortable by council district, real property tax class, and real property tax sub class. 
(c) Not earlier than the seventh day of May in each year, [The] the council may adopt by resolution a discount percentage, [on the fifth day of June preceding such ensuing fiscal year, or at any time thereafter.] and may specify in such resolution the date that such discount percentage will take effect. In the event the council adopts a discount percentage without a recommendation by the commission, the resolution by which the discount percentage is adopted shall contain the 
research and analytical methods used by the council when determining the discount percentage; factors considered when determining the discount percentage, including the City's cash flow; and the rationale for the use of such factors.  
(d) If the council does not adopt a discount percentage prior to the date that the statement of account or other similar bill or statement is prepared, [a] the discount percentage [of one and one-half percent] shall be the annualized interest rate on six month treasury bills, as reported by the Board of Governors of the Federal Reserve System in its H.15 report or similar statistical report detailing selected interest rates, plus seventy-five basis points, the sum of which shall be divided by four, for the last business day of April preceding the ensuing fiscal year [shall be used to determine the discount provided] where a discount is allowed for payments made on or before the last day that the installment due July first could be paid without interest, and this percentage shall continue to apply until the council adopts a discount percentage pursuant to paragraph (c) of this subdivision.
§ 5. This local law shall take effect immediately. 
TE 9-30-14, amended 11-25-14, 1-7-15
LS 2133
� See section 1524 of the New York City Charter.  


� Section 1504(3) of the New York City Charter provides that the Department of Finance “shall have the power and duty to provide for the reception and safekeeping of all moneys paid into the treasury of the city and for the payment of all moneys on warrants drawn by the comptroller and countersigned by the commissioner.”


� See section 1524(1) of the New York City Charter. 


� See section 11-224.1(e) of the Administrative Code, requiring the Banking Commission to issue a recommendation of the interest rate to be charged for delinquent property tax payments, section 11-312(c) of the Administrative Code, requiring the Banking Commission to issue a recommendation of the interest rate to be charged for delinquent water rent payments, section 11-313(e) requiring the Banking Commission to issue a recommendation of the interest rate to be charged for delinquent sewer rent payments, and section 1519-a(7)(b) of the New York City Charter requiring the Banking Commission to issue a recommendation for a discount percentage for early payment of real property taxes.   


� A BDD is an area that the New York State Banking Department has designated as under-banked as set forth in section 96-d of the New York State Banking Law and section 10 of the New York State General Municipal Law. The goal of the BDD program is to encourage banks open branches in traditionally underserved neighborhoods. The Banking Commission administers the City’s BDD program to authorize the deposit of City funds in bank branches located in BDDs. Section 1-02 of Title 22 of the Rules of the City of New York authorize the Banking Commission to designate such branches as depositories for City funds, provided the branch (i) was opened after establishment of the banking development district or (ii) is a branch of the applicant to the New York State Banking Department for establishment of the district and was opened on or after January 1, 1997. 


� See supra fn. 4.





� See section 11-224.1(a) of the Administrative Code.


� See id.


� See id.


� Assessed value is a percentage of market value which varies by tax class. Assessed value can range from 6% to 45% of market value.   


� See section 11-224.1(e) of the Administrative Code. 


� For example, when the Banking Commission made its recommendations to the Council for Fiscal Year 2015 in May 2014, the Prime Rate stood at 3.25% as published by the Board of Governors of the Federal Reserve System.


� See id.


� See id.


� See section 11-224.1(c) of the Administrative Code.


� See sections 11-312(c) and 11-313(e) of the Administrative Code. Prior to the enactment of Local Law  62 of 2005, which provided that the water and sewer late payment interest rates could be set pursuant to section 11-224.1 of the Administrative Code, the Banking Commission recommended, and the Council adopted, only one





� See section 1519-a(7)(b) of the New York City Charter.


� See section 1519-a(7)(c) of the New York City Charter.


� See section 1519-a(7)(d) of the New York City Charter.


� This is the only discount available to semi-annual taxpayers for tax bills due on or after July 1st. 


� Information provided by the Department of Finance. On file with the Committee.


� See §17-151of the Administrative code; see also  §11-224 of the Administrative Code.


� See FY2015 Interest Rate Recommendations Models & Impact Summary. On file with the Committee
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