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A. 9482

By: Farrell  
 TITLE:
An act to amend the tax law and the administrative code of the city of New York, in relation to authorizing a credit against  the  city personal  income  tax  on  residents for such residents’ share of city general corporation tax and banking corporation tax paid by subchapter S corporations in which such residents are  shareholders  for  taxable years  beginning on or after January 1, 2007; to amend the administrative code of the city of New  York,  in  relation  to  decreasing  the alternative  income  plus  compensation  base under the general corporation tax; and to amend the administrative code of the  city  of  New York,  in  relation  to  revising the unincorporated business tax paid credit

 
This proposed legislation would amend Section 1310 of the Tax Law and Section 11-1706 of the Administrative Code to allow the City to provide a credit against the City’s personal income tax (“PIT”) for certain resident shareholders of S-corporations equal to a portion of their share of the S-corporations tax liability. This credit would substantially mirror the existing PIT credit for taxes paid under the unincorporated business tax. 

This proposed legislation would also amend the Administrative Code to modernize the City’s treatment of flow-through entities. Specifically, this legislation would amend provisions of the Administrative Code relating to the taxation of unincorporated businesses and general corporations to decrease the alternative income plus compensation base under the general corporation tax (“GCT”) and revise the unincorporated business tax credit (“UBT”) credit paid credit. 
PROPOSED LEGISLATION:
Section 1 of this legislation adds a new section (g) to Section 1310 of the Tax Law to enable the City to provide a declining personal income tax credit to resident shareholders for such residents’ share of City general corporation tax or banking tax paid by Subchapter S corporations in which such residents are shareholders for taxable year beginning on or after January 1, 2007.
  The declining credit would be equal to the following amounts: (1) for City residents whose taxable income is not more than $42,000, the credit would be equal to 100% of the shareholder’s pro rata share of tax paid by the S-corporation for its tax year ending within or at the same time as the resident’s tax year; and (2) for City residents whose taxable income is more than $42,000 but not more than $250,000, the allowable credit would be computed by subtracting from 100%, a percentage determined by subtracting $42,000 from City taxable income, dividing the result by $208,000 and multiplying by 100%. Resident shareholders of S-corporations with City taxable income above $250,000 would not qualify for the credit. 
Section 2 amends Section 11-604 of the Administrative Code to provide the credit authorized by Section 1310(g) of the Tax Law (described above) for taxable years beginning on or after January 1, 2007.

Section 3 amends subparagraph (c) of paragraph H of subdivision 1 of section 11-604 of the Code to reduces the percentage over 3 years, instead of 4 years, of the income plus compensation tax base that is subject to tax for taxable years beginning on and after January 1, 2007 as follows: for 2007 from 26 ¼ % to 22 ½%; for 2008 from 22 ½ % to 18 ¾%; for 2009 and thereafter from 18 ¾% to 15%.

Section 4 amends subparagraph (2) of paragraph (b) of subdivision 18 of section 11-604 of the Code by revising the UBT paid credit available to GCT taxpayers on the income plus compensation base to reflect the decrease in the effective rate of tax provided for in section 3 of the bill.
FISCAL IMPLICATIONS:
See Council Finance Division fiscal impact statement.
EFFECTIVE DATE:

This legislation would take effect immediately; provided, however, that sections 3 and 4 of the bill shall in full force and effect as of August 1, 2007. 
� The majority of states and the federal government treat S-corporations as “pass-through” entities, thus exempting them from entity level taxes. All income and deductions are passed through to shareholders for computing their tax liability.  In New York City, however, an S-corporation is not treated as a “pass-through,” but instead is subject to either the general corporation tax or the banking corporation tax. 
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