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          1  COMMITTEE ON STATE AND FEDERAL LEGISLATION

          2                 CHAIRPERSON BAEZ: I call the meeting

          3  to order. My name is Maria Baez, Chair of the State

          4  and Federal Legislation Committee.

          5                 Today we will be considering a Home

          6  Rule request that would amend the tax law and the

          7  administrative code of the City of New York.

          8                 Currently, small closely held

          9  corporations pay City taxes both at the corporation

         10  level and the shareholder level. Most jurisdictions

         11  do not tax this income twice. This legislation would

         12  provide a personal income tax credit to the New York

         13  City resident shareholders of S Corporations equal

         14  to the portion of the corporation's tax liability.

         15  This credit would mirror the existing personnel

         16  income tax credit for taxes paid under the

         17  unincorporated business tax. This legislation would

         18  also amend the Administrative Code to phase out the

         19  use of an alternative tax calculation. This

         20  calculation was put into law in order to prevent

         21  companies from lowering their taxable income by

         22  disguising dividends as salaries. Due to changes in

         23  federal laws and enforcement practices, the need for

         24  the alternative tax base calculation has diminished.

         25  The most common type of taxpayer affected is a small
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          2  to medium-sized firm. An estimated 25,000 firms

          3  would benefit from this proposal which would save

          4  taxpayers about $110 million by Fiscal Year 2010.

          5                 Before we begin I would like to

          6  introduce my colleagues that are here. To my left,

          7  Council Member Addabbo, Council Member Seabrook,

          8  Council Member Dilan, Council Member Fidler, Council

          9  Member McMahon, Council Member Yassky.

         10                 We will now be hearing from Mike

         11  Keogh, Director of our Finance Division, who will be

         12  testifying regarding this home rule. Thank you.

         13                 MR. KEOGH: Good morning. Thank you,

         14  Madam Chair. I'm here to testify in support for the

         15  Home Rule request for S 6247A, sponsored by Senator

         16  Padavan, and A.9482, sponsored by Assemblyman

         17  Farrell in the Assembly. This legislation will

         18  deliver on the promise that has been made by this

         19  City Council and joined by Mayor Bloomberg in his

         20  January State of the City speech to end the double

         21  taxation for S Corps owners here in the City, and

         22  this benefit will be going towards S Corp owners,

         23  the benefit will go towards S Corps that have

         24  incomes of under $250,000 a year, on a sliding scale

         25  basis, with 100 percent of this tax credit being
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          2  made available to those business owners that have

          3  taxable incomes of $42,000 or less.

          4                 This is a much needed tax relief for

          5  small business owners. It will also go to help

          6  strengthen our small business owners at a time when

          7  the diversification of our economy is something that

          8  we wish that we had more small business owners to

          9  providing more jobs in various neighborhoods

         10  throughout the City.

         11                 This is a companion piece to the

         12  unincorporated business tax reduction of the double

         13  taxation that we did as part of the adopted City

         14  budget. It is part of the City's Financial Plan

         15  going forward, it has a net cost for Fiscal Year '08

         16  of about $42 million, $44.2 in foregone revenue from

         17  it, but it is also a question of fairness in terms

         18  of these small business owners going forward.

         19                 You also pointed out the correction

         20  that will be happening with this to mirror what has

         21  gone on in the federal government regarding the

         22  change of compensation under the federal guidelines

         23  for S corporations.

         24                 This will also wind up benefitting a

         25  lot of these same small business owners that we are
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          2  discussing here today, who will be able to also take

          3  advantage of this as well.

          4                 CHAIRPERSON BAEZ: Council Member

          5  Yassky.

          6                 COUNCIL MEMBER YASSKY: Thank you very

          7  much, Chair Baez, for indulging me, I know I'm not a

          8  member of this Committee.

          9                 I just wanted to understand, you said

         10  that this only applies for people with income below

         11  250,000; is that what you said?

         12                 MR. KEOGH: It's a sliding scale

         13  benefit with corporations that have projects, S

         14  corporations that have profits of $42,000 or less

         15  would be able to take advantage of 100 percent of

         16  the sliding scale credit.

         17                 It would go up to corporations

         18  earning less than $250,000, so your larger S

         19  Corporations, this benefit would not be towards

         20  them, but then once you get beyond that sort of

         21  threshold of $250,000, you're probably no longer

         22  talking about a small business.

         23                 COUNCIL MEMBER YASSKY: So, if the

         24  profits are above 250, the tax code will remain

         25  unchanged, so you'll pay personal income tax and
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          2  you'll pay your corporate income tax as an S

          3  corporation.

          4                 MR. KEOGH: Correct.

          5                 COUNCIL MEMBER YASSKY: Just as you do

          6  today?

          7                 MR. KEOGH: Correct.

          8                 COUNCIL MEMBER YASSKY: And if the

          9  profits are 200,000, what's the size of the credit

         10  at that level? What's the top?

         11                 MR. ZANGERLE: Pablo Zangerle, Deputy

         12  Director for Finance.

         13                 It's kind of an even sliding scale

         14  between 42 and 250. So, you know, there's no bumps

         15  or curves. It's just a straight line. Graduated

         16  scale.

         17                 COUNCIL MEMBER YASSKY: Okay, so the

         18  lowest amount of credit you could get is what, 20

         19  percent or something. What is it before it gets to

         20  zero is what I'm asking?

         21                 MR. ZANGERLE: It goes to zero at 250.

         22                 COUNCIL MEMBER YASSKY: And what is it

         23  before it gets to zero? Is it ten percent credit?

         24                 MR. ZANGERLE: It's actually a very

         25  exact scale that involves numerators and
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          2  denominators.

          3                 COUNCIL MEMBER YASSKY: I see. So, in

          4  other words, it's a very small credit, 200, somewhat

          5  bigger at 150, up to 100 at 42.

          6                 MR. ZANGERLE: Yes.

          7                 COUNCIL MEMBER YASSKY: Okay. Thank

          8  you.

          9                 CHAIRPERSON BAEZ: Thank you.

         10                 At this time we will be calling a

         11  vote, and I encourage all of my colleagues to vote

         12  yes and support this bill. Thank you.

         13                 COUNCIL CLERK: Council Member Baez.

         14                 CHAIRPERSON BAEZ: Aye.

         15                 COUNCIL CLERK: Addabbo.

         16                 COUNCIL MEMBER ADDABBO: Yes.

         17                 COUNCIL CLERK: Dilan.

         18                 COUNCIL MEMBER DILAN: Aye.

         19                 COUNCIL CLERK: Fidler.

         20                 COUNCIL MEMBER FIDLER: I need

         21  permission to explain my vote.

         22                 As an owner of a Subchapter S

         23  corporation, I know it comes as a huge shock to

         24  people who read the newspapers that will be affected

         25  by this. I feel the need to note that conflict for
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          2  the record.

          3                 I vote aye.

          4                 COUNCIL CLERK: McMahon.

          5                 COUNCIL MEMBER McMAHON: I associate

          6  myself with the remarks of Council Member Fidler,

          7  adopt them as my own, and vote aye.

          8                 COUNCIL CLERK: Monserrate.

          9                 COUNCIL MEMBER MONSERRATE: Councilman

         10  Monserrate is present, in spite of extremely late

         11  notification, and voting in the affirmative.

         12                 COUNCIL CLERK: Seabrook.

         13                 COUNCIL MEMBER SEABROOK: I vote aye.

         14                 COUNCIL CLERK: Council Member Rivera.

         15                 COUNCIL MEMBER RIVERA: I vote aye.

         16                 COUNCIL CLERK: Council Member

         17  Mark-Viverito.

         18                 COUNCIL MEMBER MARK-VIVERITO: I vote

         19  aye.

         20                 COUNCIL CLERK: The final vote on the

         21  Committee on State and Federal Legislation now

         22  stands at nine in the affirmative, zero in the

         23  negative and zero abstentions.

         24                 Members, please sign the Committee

         25  reports. Thank you.
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          2                 CHAIRPERSON BAEZ: This meeting now is

          3  officially adjourned.

          4                 (Hearing concluded at 10:28 a.m.)
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