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A. 8899

TITLE:
AN ACT to amend the tax law and the administrative code of the city of New York, in relation to reducing the general corporation, unincorporated business, and banking corporation tax rates.

This proposed legislation would enact a 5% across-the-board reduction in City business taxes; deepen the UBT tax credit on the personal income tax; extend a similar personal income tax credit to shareholders of S corporations; and subject the non-health insurance income of City insurance companies to City business taxes.  

 BACKGROUND

In general, corporations, S-corporations, partnerships, limited liability companies, limited liability partnerships, and sole proprietors doing business and/or maintaining an office in New York City are subject to one of the following taxes: the Banking Tax, General Corporation Tax, Unincorporated Business Tax, or Personal Income Tax.
    

The banking tax is imposed on banking corporations, including commercial and saving banks, savings and loan associations, trust companies, and certain subsidiaries of banks which do business in New York City at a rate of equal to the largest of the following four amounts: 9% of entire net income allocated to the City; 3% of alternative entire net income allocated to the City; 1/10 of a mill on each dollar of taxable assets allocated to the City; or the $125 minimum tax. 

The unincorporated business tax is imposed on every individual or unincorporated entity carrying on a trade, business or profession wholly or partly within New York City. The unincorporated business tax (“UBT”) is imposed at a rate of 4% of taxable income allocable to New York City. To partially relieve New York City residents, who own or have an interest in a business subject to such tax from double taxation of income earned by businesses, taxpayers are provided a credit against their City personal income tax. More specifically, taxpayers who own or have an ownership interest in a partnership or a sole proprietorship are subject to double taxation- business is subject to UBT at the entity level and the individual taxpayer is subject to the personal income tax on his/ her share of income which flows from the business to the individual taxpayer. To alleviate some of the double-taxation burden, NYC provides a personal income tax credit for a portion of UBT paid.
 Under current law, shareholders of S corporations are not eligible for personal income tax credit on the portion of banking tax or general corporate tax his/ her business paid.    

The general corporation tax is imposed on corporations, both domestic and foreign, that do business, employ capital, own or lease property or maintain an office in New York City. The primary tax liability (based on 3 alternative calculations) is the 8.85% rate imposed on the corporation’s entire net income allocated to the City. 

PROPOSED LEGISLATION: 

 This legislation seeks to reform the current NYC business tax model to make it more equitable and fair by decreasing current tax rates on the banks, corporations, and unincorporated businesses; extending the UBT credit paid to shareholders of S corporations; and imposing a tax on insurance companies doing business in the City. 

Specifically, sections 1 and 2 of the proposed State Legislation increase the amounts of the personal income tax credit for UBT paid and also extend the allowable credit to shareholders of S corporations for their portion of banking or general corporate tax paid by the business entity. Specifically, the legislation will increase the percentage of taxpayer’s share of UBT paid from 65% to 80%, for taxpayers with taxable income of less than $42,000, and from 15% to 20%, for taxpayer’s with taxable income over $142,000.
 

Section 3 of the legislation decreases the current UBT imposed on unincorporated businesses from 4 to 3.8%.

Section 4 of the legislation expands the definition of “corporation” for GCT purposes to specifically include those companies doing insurance business in the City (i.e. insurance companies). However, it excludes that portion of income from taxation of an insurance company derived from the sale of accident and health insurance contracts.

Section 5 of the legislation decreases the current GCT rate form 8.85% to 8.41%. 

Sections 6-7 of the legislation decrease the banking tax rate from 9% to 8.85%.
FISCAL IMPLICATIONS:
See Council Finance Division fiscal impact statement.

EFFECTIVE DATE:
The legislation shall take effect January 1, 2006.

� However, insurance companies operating in the City are currently exempt from the banking and general corporation tax. 


� For taxpayers whose income is under $42,000 the credit is equal to 65% of his/ share of UBT paid; if income is more than $42,000 but not more than $142,000 credit is declines incrementally; and over $142,000 credit is equal to 15%. 


� Shareholders of S corporations will be eligible for the credit but will receive the credit at the current rates- 65% and 15%, respectively (i.e. not eligible for the higher rate as a result of enactment of legislation). 





PAGE  
4

