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INT. NO. 492: 
By Council Members Weprin and Comrie (by request of the Mayor)

TITLE:
A Local Law to amend the administrative code of the city of New York in relation to increasing personal income taxes. 

ADMINISTRATIVE CODE:
Amends section 11-1701 of the code.
BACKGROUND

Earlier this month the State Senate and Assembly adopted S 4968 and A 8388, legislation which provided directly for, or authorized the City to raise, revenue (the “State Legislation”).  Part B of the State Legislation provides the City with the option of imposing a personal income tax at the rates set forth in that section, in place of the City’s current personal income tax and additional tax surcharge.

Background

Currently, section 1301 authorizes 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 authorizes 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 may be 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%.

Part B of the 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.  If the City chooses to impose its income tax at the rates provided in the new authorizing legislation, rather than at the old rates contained in section 1304 of the Tax Law, it could no longer impose the personal income tax surcharge or additional tax contained in Section 1304-B of the Tax Law.

According to the Council’s Finance Division and the Mayor’s Office of Management and Budget, with the exception of the two additional higher tax brackets added to the proposed legislation, the rates contained in the new State Legislation combine the current personal income tax rates pursuant to §1304 with the additional surcharge contained in §1304-B.  Thus, for example, under the proposed personal income tax, a resident unmarried individual earning $50,000 per year would pay a tax equal to the tax he or she currently pays under both the personal income tax provisions of §1304 and the surcharge provision of §1304-B.  However, the new 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 State Legislation allows the City – if it selects this option – to effectively increase the tax rates.  

The State Legislation provides that 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 beginning in 2003 and through 2005.

INT. NO. 492

Section one of Int. No. 492 essentially selects the new option for imposing the City’s personal income tax authorized in the State Legislation.  This section provides that for taxable years beginning after 2002 but before 2006 (i.e. from calendar 2003 to the end of 2005), the City personal income tax is to be imposed in accordance with the new rates and provisions authorized in the State legislation.  This section states that for those years, the current rates set forth in subdivisions (a) and (b) of §11-1701 would not apply, and the additional tax imposed pursuant to Administrative Code §11-1704.1 would be suspended.

Section two of the proposed local law provides the new tax rates for the City personal income tax.  There are different rates provided for each of the three tax years (calendar 2003, 2004 and 2005) to which the proposed law would apply. As stated, with the exception of the two new highest rates for each category of taxpayer, the new rates essentially combine the current personal income tax rates with the additional tax or “surcharge” rates.  However, for income earned over the thresholds of the two new brackets, 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 (combining both the Personal income tax rate and additional tax or surcharge rate) is 3.648%.  Under the proposed legislation, the rates would increase as follows:  In calendar  year 2003 the rate would increase to 4.25% 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% for taxpayers in the highest bracket (over $500,000 regardless of category).  In calendar year 2004, the rate would be 4.175% for taxpayers in the second highest of the brackets and would remain 4.45% for taxpayers in the highest bracket; and in calendar year 2005, the rate would be 4.05% for taxpayers in the second-highest bracket and would remain 4.45% for taxpayers in the highest bracket.

Section two of the proposed legislation also adds a paragraph (h) to Administrative Code §11-1701 which would apply a supplemental tax, called a “taxable benefit recapture” 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, currently, 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.  These 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 would be taxed at the new top rate on all of his or her income.

The proposed local law would take effect immediately.
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