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1998 Tax Expenditures Report

EXECUTIVE SUMMARY

New York City furthers its social and economic objectives through a variety of programs.  Some
programs are funded by direct governmental appropriations; others are funded by reductions in tax
liability and are referred to as "tax expenditures."  This report, as mandated by the City Charter,
identifies and describes the tax expenditure programs of taxes administered by the City and provides
tax expenditure estimates based on available data.

In FY 1998 there were more than fifty tax expenditure programs related to the City-administered real
estate tax and business and excise taxes.  These programs were valued at close to $1.7 billion.

• Real estate tax expenditures accounted for the largest share, with nearly $1.4 billion in
tax benefits.  Housing and economic development-related incentives comprised 55
percent and 33 percent of the real estate tax expenditures, respectively.

 
• Business income and excise taxes accounted for more than half of the total number of

tax expenditure programs and were valued at $341 million.  Many of these programs are
designed to foster economic development, by, for example, reducing City energy costs
for eligible businesses or providing relocation incentives.

There have been many changes in City tax expenditures in recent years.  These changes are the result
of the expiration and phasing-out of certain incentives, as well as the creation of new programs and the
expansion of existing programs.

The report describes several major changes in real estate tax expenditure programs.  These include the
creation of the Commercial Revitalization Program for Lower Manhattan and other areas of the City,
the cooperative and condominium abatement programs, and amendments made to various senior citizen
programs.  Similarly, the report provides information on recently enacted reforms affecting business
and excise tax expenditure programs and an overview discussion of recent tax reform initiatives
affecting New York City businesses and consumers.

The section describing the City's major taxes includes a summary of recent New York City tax law
changes, such as the elimination of the Commercial Rent Tax in Manhattan north of 96th street and in
the other boroughs and reforms affecting the City’s Unincorporated Business Tax.

The report includes tables and charts detailing tax expenditure costs.  Real estate tax expenditure data
are for FY 1998.  The business and excise tax expenditures are generally based on data for tax year
1996, the latest year for which data are available.  The report also provides a variety of data to assist
in analyzing the effectiveness of tax expenditure programs.
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INTRODUCTION

Tax expenditures are deviations from the basic tax structure which reduce taxes for specific taxpayers
or groups of taxpayers.  Traditionally, tax expenditures have been used to alter the distribution of the
tax burden and to create incentives for taxpayers to change economic behavior.  Tax expenditures
provide economic benefits and are often used as alternatives to direct governmental allocations.
Improved reporting on tax expenditures has been a nation-wide trend in recent years.  Tax expenditure
reports are currently produced by the federal government and most states.  In New York City, the first
annual Tax Expenditure Report was produced in 1990.

The New York City Charter approved by referendum in November 1989 requires that the City provide
a full accounting of local tax expenditure programs.  Section 240 of the Charter mandates that an
annual City tax expenditure report should include:

� a comprehensive listing of City-specific tax expenditures;

� the citation of legal authority and the objectives and eligibility requirements for each tax
expenditure;

� data, as available, on the number and kind of taxpayers benefiting from City tax
expenditure programs and the total value of these programs;

� data on the number and kind of taxpayers carrying forward tax benefits to future years
and the total value of these carry forwards;

� data, as available, on the economic and social impact of City tax expenditure programs;

� a listing and summary of all evaluations and audits of City tax expenditure programs
conducted during the previous two years.

The New York City Tax Expenditure Report for FY 1998 includes detailed distributional information
for City real property tax expenditure programs and, where available, for other tax expenditure
programs.  Such data are intended to help policy makers evaluate the impact of tax benefit programs.
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DEFINITION OF TAX EXPENDITURES

Defining a normal tax structure and identifying specific tax expenditure items is a subjective and
controversial process. Some proponents of tax expenditure reporting recommend that tax expenditure
lists be as inclusive as possible, identifying all deductions or credits which reduce the taxable base from
100 percent of income and wealth.  Others recommend a more narrow definition, focusing on targeted
measures that provide preferential treatment.  This latter approach assumes that the definition of the
taxable entity and the general rate schedule are part of the "normal" tax system.

This report utilizes the more targeted approach.  In accordance with City Charter requirements, it
identifies provisions of City-administered taxes that are intended to confer special tax benefits.  This
approach focuses attention on information needed for local policy evaluation and public accountability.

In this report, a tax expenditure is defined as a revenue loss attributable to a provision of the tax law
that allows a special exclusion, exemption, or deduction from gross income or which provides a special
credit, preferential rate of tax, or deferral of tax liability.

This report classifies a provision of the tax law as a tax expenditure if the following conditions are met:

City-Specific - The tax expenditure must derive from a tax administered by
the City.

Targeted Preference - The tax provision has to be "special" in that it is targeted to a
narrow class of transactions or taxpayers.

Clear Exception - The tax provision must constitute a clear exception to a
general provision of the tax laws.

The "targeted preference" and "clear exception" criteria are used by the federal Office of Management
and Budget for federal tax expenditure reporting purposes.
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METHODOLOGY

Application of City Tax Expenditure Criteria

Parts II and III of this report identify tax expenditures of the following City-administered taxes:  Real
Property Tax, Banking Corporation Tax, Commercial Rent Tax, General Corporation Tax, Mortgage
Recording Tax, Real Property Transfer Tax, Unincorporated Business Tax, and Utility Tax.

In order to provide a full range of information, Part II on the Real Property Tax includes programs that
exist throughout New York State and others that are granted by means of public authorities.

Tax expenditures deriving from City taxes administered by New York State, the Personal Income Tax
and Sales and Use Tax, are discussed in Part V.

Tax exemptions provided to government entities and to nonprofit organizations that serve the public at
large are not included as City tax expenditures since such exemptions are routinely granted by states
and municipalities and generally reflect conformity with federal law.

Data

Revenue information for property tax exemptions and abatements is for the City's FY 1998 (July 1,
1997 - June 30, 1998).  Estimates for business income and excise taxes are for tax year 1996, which
for most taxpayers corresponds to calendar year 1996.  (For Commercial Rent Tax purposes, tax year
1996 was from June 1, 1995 to May 31, 1996.)  All estimates are derived from Department of Finance
data, unless otherwise noted.  Data for Payments in Lieu of Taxes (PILOTs) are based on Department
of Finance Data and information provided by the City's Office of Management and Budget.

Measurement

In Parts II and III, the tax expenditure information provided for each item represents a direct
mathematical calculation of the tax revenue foregone.  The estimate is not intended to represent the
potential revenue gain for the City if the expenditure were eliminated.  For example, the absence of a
tax expenditure may lead taxpayers to take advantage of other tax relief programs.  In certain cases,
the elimination of a tax expenditure may even result in a revenue loss if the benefit had been
stimulating other taxable economic activity.  The data provided in this report do not take into account
the effect of tax expenditures on the economic behavior of taxpayers or on the City's overall economy.
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REAL PROPERTY TAX EXPENDITURES

Overview

The City estimates that the real estate tax, its single largest revenue source, will provide more than $7.2
billion or 38 percent of total tax revenue in fiscal 1998.  Real estate tax programs for the current year
provide benefits through 164,211 exemptions and 51,262 abatements.1  These exemptions and
abatements result in a total tax expenditure of almost $1.4 billion in fiscal 1998.

The City’s property tax programs can generally be categorized as: (1) incentives for spurring
residential construction or economic development; or (2) providing tax relief to individual homeowners
or tenants.  The City has maintained flexibility in its real estate tax incentive programs, restricting or
expanding them as the economy has changed.  Although certain housing and economic development
incentives were curtailed or eliminated in prime Manhattan and residential neighborhoods during the
late 1980’s, the City began offering such incentives on a limited basis in response to persistently high
vacancy rates in commercial space and the lack of new housing even in Manhattan.

The City derives its authority for providing real estate tax expenditures from a variety of New York
State laws, provisions in the City Charter, the City Administrative Code and underlying agency
regulations.  Sunset dates are included for many programs to allow for periodic review of continuing
need and, if necessary, to institute revisions in the law.  Annual reports are mandated for some
programs.  Tax expenditures are largely granted and administered by various City agencies. The City
also uses State-wide programs and public agencies to provide housing and economic development
incentives to the local real estate market.

A statistical appendix provides information on the distribution of housing units by residential
exemption program, borough, and property type.

                                                       
1A tax exemption provides relief through a reduction in taxable assessed value.  A tax abatement
reduces real property tax liability through a credit rather than a reduction in taxable value.  A single
property can qualify for both an exemption and abatement of taxes.
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Tax Expenditure Purposes

Property tax expenditures support residential, commercial and individual assistance programs. (Chart
1)

Residential - Housing benefits comprise 54.6 percent of property tax expenditures, or the
equivalent of $762.5 million in fiscal 1998 revenues.  Tax relief is currently provided through
more than 55,500 exemptions and over 51,000 abatements.  Different programs provide
incentives for new construction or rehabilitation of small homes and/or multi-family buildings.
Some programs are combined with additional financial assistance to target benefits for
moderate and middle income housing.  Several housing programs vary benefits on the basis of
geographic criteria.  The exemption benefits granted to residential properties are frequently
extended to commercial space within the same building.  The single largest residential incentive
program is the Limited Profit Housing Companies, otherwise known as Mitchell-Lama
housing.

Commercial - The value of economic development incentives is $451.6 million in fiscal 1998,
32.3 percent of total property tax expenditures.  The City provides these benefits through more
than 7,000 exemptions and 259 abatements.  The kinds of properties assisted by the
commercial programs vary from hotels, retail space, and office buildings to properties involved
in manufacturing and distribution activities, such as factories and warehouses.  The programs
will frequently provide more extensive benefits to industrial construction and renovation.

Individual Assistance - The smallest real property tax expenditure category, programs for
individual assistance, totals almost $183.6 million in fiscal 1998.  Over 101,000 exemptions
currently reduce taxes for veteran and senior citizen homeowners, while SCRIE provides relief
to senior citizen renters.  Senior citizen programs are based on the income of the qualifying
individual who owns or occupies the property.  The City’s latest program provides a tax
reduction to owners of Class Two cooperatives and condominiums.  The second year of the
program has credited fiscal 1998 tax bills by almost $92 million.



7

Chart 1
Real Property Tax Expenditures

By Purpose, FY 1998
Total $1,397.7 million
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Tax Expenditure Sources

The major sources of expenditures include City and State programs and public agencies.  Various
State-wide programs have been included in this report since the related exemptions are administered by
the City and these programs serve as channels for housing and economic development incentives in the
City. (Chart 2)

City Programs - This category includes local incentives granted directly by the City for
housing, commercial development and individual assistance.  Also included are State-wide
programs in which participation is at the discretion of the locality.  In fiscal 1998, tax
expenditures from this source total $576.4 million or 41.2 percent of total real property tax
expenditures, compared to 36.5 percent last fiscal year.  Residential incentives comprise 44.2
percent of City program expenditures and are valued at $254.6 million.  Another 24 percent of
City Program tax expenditures are attributable to economic development programs.  The
remaining 32 percent is attributable to individual assistance programs.

State-wide Programs - These predominantly residential programs meet many of the same goals
as the City programs but are not exclusive to City taxpayers.  For these programs, the net tax
expenditure is displayed after deducting Payments-in-Lieu-of-Taxes (PILOTs) and Shelter
Rent.  Of the total $252.1 million of property tax expenditures in this category, almost 89
percent is granted to moderate and middle income housing, with the largest proportion going to
Limited Profit Housing Companies.

Public Agencies - Although tax exemptions are granted to all public authorities, the exempt
properties included in this report benefit certain taxpayers rather than the public at large.  The
agencies include the City's Industrial Development Agency, the New York City Housing
Authority, the State Urban Development Corporation and the regional New York-New Jersey
Port Authority. As in fiscal 1997, commercial and industrial projects account for 50 percent of
the tax expenditures attributable to public agencies.  The New York City Housing Authority
accounts for almost 89 percent of the $283.9 million in residential tax expenditures.
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Chart 2
Real Property Tax Expenditures

By Source, FY 1998
Total $1,397.7 million
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Detailed Program Descriptions:
  City Programs, State-Wide Programs, and Public Agencies

The following sections provide information on tax expenditures within the real property tax.  Table 1
covers City Programs, with a distribution by borough in Table 2. Similarly, Table 3 covers State-wide
Programs, with a borough analysis in Table 4.  Public Agencies are reviewed on a Citywide basis in
Table 5, with a borough analysis provided in Table 6.  Tables 1 and 2 contain data as described below:

Number of Exemptions - This column represents the quantity of exemptions under each
program. Certain properties may be eligible for more than one exemption, such as the
Veterans' and Senior Citizen exemptions.  As a result, the number of exemptions does not
coincide with the number of parcels receiving exemptions.

Exempt Assessed Value - Exemptions have the effect of excluding from the tax rolls a portion
of the assessed value, whether the result of new construction (for example, the Industrial and
Commercial Incentive Program) or tax relief (Senior Citizens Homeowner Exemption).  When
a program provides an abatement of property taxes, this column is marked “N/A” and the
value of the abatement can be found in the column marked “Tax Expenditures.”

Tax Expenditures - Tax expenditures were determined by applying the appropriate tax rates to
the exempt values in each category.  The City's property tax system establishes separate tax
rates for each of the four major classes: class one - one, two and three family homes; class two
- all other residential properties; class three - property owned by utility corporations; and class
four - all other properties, primarily commercial and industrial.  Each exemption category was
analyzed to determine the amount of exemption attributable to each of the City's four tax
classes.

Abatements are often based upon factors that are unrelated to assessed values.  For example,
an abatement granted to a landlord under the SCRIE program is based upon the cumulative
amount of rent increases not collected from eligible senior citizen renters living in his or her
apartment building.

Residential/Commercial - In Tables 1, 3, and 5, the number of exemptions, exempt assessed
value, and tax expenditure are further detailed between residential and commercial use.  The
residential category includes those properties designated as Tax Class One or Two.  The
commercial includes all others, including properties which combine residential and commercial
use.
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Tables 3, 4, 5, and 6 contain the following additional data as described below:

Gross Tax Expenditures - For Tables 3 and 5, gross tax expenditures are determined by
applying the appropriate tax rates to the exempt values, using the same methodology that was
applied for Tax Expenditures in Table 1, but not accounting for any offsetting revenues.

Payments-in-Lieu-of-Taxes (PILOTs) - Although exempt from taxation, certain properties
may be contractually obligated to make payments to the City.  Additionally, certain housing
programs are required to pay taxes based on a shelter rent formula, defined as gross rent less
utility costs.  Though available by exemption, this information may not be available by
property type at this time.

Net Tax Expenditures - These values are determined by reducing the gross tax expenditures by
applicable PILOTs.  Tax abatements, which are credits used to reduce tax liability (rather than
assessment reductions), are included in this column.

The following set of tables is a complete description of the tax expenditure programs, including the
legal citations, program objective, and distribution of benefits and the value of the tax expenditure.
Because of limitations in the data, property tax information for certain programs was not available for
this report
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Table 1
CITY PROGRAMS

REAL PROPERTY TAX EXPENDITURES
Fiscal Year 1998

($ Millions)

Number of
Exemptions Exempt Tax

& Abatements Assessed Value 
1

Expenditure

HOUSING DEVELOPMENT PROGRAMS 99,138 $1,421.9 $260.8

  J-51 Exemption 8,064 $494.2 $54.6
          Residential 8,056 $492.5 $54.4
          Commercial 8 $1.7 $0.2

  J-51 Abatement 51,032 N/A $104.6
          Residential 51,003 N/A $104.5
          Commercial 29 N/A $0.2

  421-a, New Multiple Dwellings 26,561 $801.5 $87.9
          10 year exemption 11,157 $345.9 $37.9
          15 year exemption 12,117 $247.6 $27.1
          20 year exemption 3 $65.4 $7.2
          25 year exemption 3,284 $142.6 $15.7

          Residential 24,564 $743.0 $81.9
          Commercial 1,997 $58.5 $5.9

  421-b, New Private Housing 12,945 $87.3 $9.5

  HPD Division of Alternative Management (DAMP) 536 $38.8 $4.3

INDIVIDUAL ASSISTANCE PROGRAMS 101,395 $360.6 $171.9

  Senior Citizens Homeowner Exemption (SCHE) 29,265 $182.7 $19.8
  Senior Citizen Rent Increase Exemption (SCRIE)

2
N/A N/A $61.0

  Veterans' Exemption 72,130 $177.9 $11.0
  Co-op/Condo Abatement

3
N/A N/A $91.8

1
 When the program provides an abatement of property taxes, this column is marked "N/A" and the value of the abatement 

is reflected in the column marked "Tax Expenditures."
2
 SCRIE amount as of April 1, 1998; this amount includes $2 million in suspension;

based on fiscal 1998 Dept. of Aging data, 55,469 households receive SCRIE benefits.
3 
A total of 271,729 residential units benefitted from this program in FY 98.

Totals may not add due to rounding.
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Table 1
(continued)

Number of
Exemptions Exempt Tax

& Abatements Assessed Value Expenditure

ECONOMIC DEVELOPMENT PROGRAMS 3,926 $1,277.3 $132.0

  Industrial & Commercial Incentive Board (ICIB) 341 $104.9 $10.7
          New Construction 61 $19.6 $2.0
          Alterations 280 $85.3 $8.7

  Industrial & Commercial Incentive Program (ICIP) 3,233 $996.6 $101.2

          Deferral Areas
 1

45 $16.3 $1.7
          Industrial & Special Commercial 1,674 $384.2 $39.0

          All Other Commercial Projects 1,514 $596.1 $60.6

  Other Commercial & Industrial Exemptions 352 $175.8 $20.1
          Water-works Corporations 121 $90.8 $7.8
          Major League Sports Facilities 1 $85.1 $8.6
          Commercial Revitalization Program

          Commercial Abatement
2

230 N/A $3.6

TOTAL:  CITY PROGRAMS $204,459 $3,059.8 $576.4

    Total Residential 97,104 1,361.7     254.6    
    Total Commercial/Industrial 5,960 1,337.5     138.2    

    Total Individual Assistance 101,395 360.6        183.6    
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Table 2
CITY PROGRAMS

REAL PROPERTY TAX EXPENDITURES BY BOROUGH
Fiscal Year 1998

($ Millions)

MANHATTAN THE BRONX

Number of Tax Number of Tax
Exemptions Expenditure Exemptions Expenditure

HOUSING DEVELOPMENT PROGRAMS 33,119 $104.3 18,671 $48.5

    J-51 Exemption 2,630 $16.7 1,119 $20.5
    J-51 Abatement 18,567 $31.5 14,701 $22.2
    421-a, New Multiple Dwellings 11,619 $53.3 1,426 $4.1
    421-b, New Private Housing 30 $0.0 1,307 $0.8
    HPD Division of Alternative Management 273 $2.8 118 $0.8

INDIVIDUAL ASSISTANCE PROGRAMS 618 $19.2 9,331 $12.2

    Senior Citizen Homeowner Exemption 252 $0.4 3,314 $1.9
    Senior Citizen Rent Increase Exemption N/A $18.8 N/A $9.4
    Veterans' Exemption 366 $0.1 6,017 $0.9
    Co-op/Condo Abatement N/A $68.3 N/A $2.5

ECONOMIC DEVELOPMENT PROGRAMS 712 $45.2 427 $15.1

    Industrial & Commercial Incentive Board 87 $5.8 31 $0.3
    Industrial & Commercial Incentive Program 395 $27.1 396 $14.8
    Water-works Corporations 0 $0.0 0 $0.0
    Major League Sports Facilities 1 $8.6 0 $0.0
    Commercial Revitalization Program 229 $3.6 0 $0.0

TOTAL:  CITY PROGRAMS 34,449 $168.7 28,429 $75.9

Note:  Totals may not add due to rounding.
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Table 2
(continued)

BROOKLYN   QUEENS    STATEN ISLAND

Number of Tax Number of Tax Number of Tax
Exemptions Expenditure Exemptions Expenditure Exemptions Expenditure

18,412 $55.3 16,065 $41.9 12,871 $10.8

3,378 $14.8 754 $2.3 183 $0.4
8,847 $29.5 8,240 $21.0 677 $0.5
4,646 $9.4 6,227 $17.9 2,643 $3.1
1,400 $1.0 840 $0.8 9,368 $6.8

141 $0.6 4 $0.0 0 $0.0

25,267 $25.3 46,701 $30.3 19,478 $4.7

8,003 $5.5 14,166 $9.9 3,530 $2.0
N/A $17.2 N/A $15.4 N/A $0.2

17,264 $2.6 32,535 $5.0 15,948 $2.4
N/A $5.9 N/A $14.8 N/A $0.4

884 $15.9 1,401 $43.4 502 $12.4

78 $1.1 116 $2.4 29 $1.1
806 $14.9 1,163 $33.2 473 $11.3

0 $0.0 121 $7.8 0 $0.0
0 $0.0 0 $0.0 0 $0.0
0 $0.0 1 $0.0 0 $0.0

44,563 $96.5 64,167 $115.6 32,851 $27.9
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Table 3
STATE WIDE PROGRAMS

REAL PROPERTY TAX EXPENDITURES
Fiscal Year 1998

($ Millions)

Number of Exempt Gross Tax Net Tax

Exemptions Assessed Value Expenditure PILOTs 
1

Expenditures

Limited Profit Housing 
Companies 371 $2,105.5 $231.7 $56.5 $175.1

        Residential 330 2,000.9                221.0             56.5         164.5                 

        Commercial 41 104.6                   10.6               10.6                   

Limited Dividend Companies 14 46.8                     5.2                 3.7           1.5                     

Redevelopment Companies 405 534.9                   59.0               32.5         26.5                   

        Residential 382 529.8                   58.5               32.5         26.0                   
        Commercial 23 5.0                       0.5                 0.5                     

Housing Development Fund 

Companies 243 338.1                   36.5               9.7           26.9                   

        Residential 185 246.8                   27.3               9.7           17.6                   
        Commercial 58 91.2                     9.3                 9.3                     

Urban Development Action 

Area Program 4,883            80.5                     8.8                 2.3           6.5                     

State Assisted Housing 58 149.8                   15.9               0.3           15.6                   

        Residential 31 74.2                     8.2                 0.3           7.9                     

        Commercial 27 75.6                     7.7                 7.7                     

TOTAL:  STATE-WIDE 
PROGRAMS 5,974            $3,255.6 $357.1 $105.0 $252.1

        Total Residential 5,825            2,979.1                329.0             105.0       224.0                 
        Total Commercial/Industrial 149               276.5                   28.1               -           28.1                   

1
 PILOTs are fiscal year 1998 estimates.

Note:  Totals may not add due to rounding.
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Table 4
STATE WIDE PROGRAMS

REAL PROPERTY TAX EXPENDITURES BY BOROUGH
Fiscal Year 1998

($ Millions)

MANHATTAN THE BRONX

Number of Net Tax Number of Net Tax
Exemptions Expenditure Exemptions Expenditure

Limited Profit Housing Companies 100 $76.5 101 $39.4

Limited Dividend Companies 3 $2.8 1 $0.0

Redevelopment Companies 91 $15.8 167 $3.9

Housing Development Fund Companies 72 $9.6 70 $9.4

Urban Development Action Area Program 152 $2.1 862 $0.9

State Assisted Housing 24 $5.3 14 $3.9

TOTAL STATE-WIDE PROGRAMS 442 $112.0 1,215 $57.5

Note:  Totals may not add due to rounding.
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 Table 4
(continued)

BROOKLYN   QUEENS    STATEN ISLAND

Number of Net Tax Number of Net Tax Number of Net Tax

Exemptions Expenditure Exemptions Expenditure Exemptions Expenditure

110 $38.9 55 $19.0 5 $1.3

10 $1.2 0 ($2.5) 0 $0.0

132 $6.6 7 $0.4 8 ($0.2)

84 $5.9 14 $1.5 3 $0.4

3,402 $3.0 462 $0.5 5 $0.0

12 $3.4 7 $1.9 1 $1.0

3,750 $59.0 545 $20.9 22 $2.6
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Table 5
PUBLIC AGENCIES

REAL PROPERTY TAX EXPENDITURES
Fiscal Year 1998

($ Millions)

Exempt
Number of Assessed Gross Tax Net Tax

Exemptions Value Expenditure PILOTs Expenditure

Industrial Development Agency 633         $883.9 $89.8 $42.0 $47.8

Economic Development Corporation 225         55.4 5.6 1.5         $4.1

NYC Housing Authority 1,461      2,491.7    275.0      19.7       255.3           

      Residential 1,369      2,465.3    272.3      19.7       $252.6
      Commercial 92           26.4         2.7          $2.7

Urban Development Corporation 122         785.4       80.2        0.2         $80.0

      Residential 15           39.9         4.4          $4.4
      Commercial 107         745.5       75.8        0.2         $75.6

NYS Power Authority 8             447.0       38.5        0.0 $38.5

Battery Park City Authority 2,334      1,125.9    116.6      35.0       $81.6
      Residential 2,296      243.1       26.9        $26.9
      Commercial 38           882.8       89.7        35.0       $54.7

World Trade Center, 
Port Authority 1             787.5 80.0        25.3       $54.7

Teleport, Port Authority 5             21.5 2.2          0.8         $1.3

Trust for Cultural Resources 251         53.4         5.7          $0.0 $5.7

TOTAL:  PUBLIC AGENCIES 5,040      $6,651.6 $693.6 $124.5 $569.1

Total Residential 3,680      2,748.3    303.6      19.7       283.9           

Total Commercial/Industrial 1,360      3,903.3    390.1      104.8     285.3           

Notes:

PILOTs are fiscal year 1998 billing estimates.

Teleport exempt AV source: REUC; the PILOT amount is what was paid as of February 1998.

Totals may not add due to rounding.
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Table 6
PUBLIC AGENCIES

REAL PROPERTY TAX EXPENDITURES BY BOROUGH
Fiscal Year 1998

($ Millions)

MANHATTAN THE BRONX

Number of Gross Tax Number of Gross Tax
Exemptions Expenditure Exemptions Expenditure

Industrial Development Agency 274 $52.4 52 $2.9

Economic Development Corporation 0 $0.0 1 $0.1

NYC Housing Authority 307 $97.6 248 $68.9

Urban Development Corporation 101 $67.5 9 $3.7

NYS Power Authority 3 $2.8 2 $0.0

Battery Park City Authority 2,334                 $116.6 0 $0.0

World Trade Center, Port Authority 1 $80.0 0 $0.0

Teleport, Port Authority 0 $0.0 0 $0.0

Trust for Cultural Resources 251 $5.7 0 $0.0

TOTAL:  PUBLIC AGENCIES 3,271 $422.6 312 $75.6

1 Calculation of Net Tax Expenditure not possible due to lack of PILOT information by borough.

Note:  Totals may not add due to rounding.
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Table 6
(continued)

BROOKLYN   QUEENS    STATEN ISLAND

Number of Gross Tax Number of Gross Tax Number of Gross Tax

Exemptions Expenditure Exemptions Expenditure Exemptions Expenditure

125 $14.6 176 $16.0 6 $4.0

61 $4.1 21 $0.6 142 $0.8

459 $82.3 432 $21.7 15 $4.5

10 $6.6 1 $0.0 1 $2.4

0 $0.0 3 $35.7 0 $0.0

0 $0.0 0 $0.0 0 $0.0

0 $0.0 0 $0.0 0 $0.0

0 $0.0 0 $0.0 5 $2.2

0 $0.0 0 $0.0 0 $0.0

655 $107.7 633 $73.9 169 $13.8
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BUSINESS INCOME AND EXCISE TAX EXPENDITURES

Overview

The tax expenditures in this section derive from provisions of New York City tax law concerning the
following business income and excise taxes:  General Corporation Tax; Unincorporated Business Tax;
Banking Corporation Tax; Utility Tax; Mortgage Recording Tax; Real Property Transfer Tax; and
Commercial Rent Tax.  A description of each tax, including the tax rate and base, is contained in Part
VII.

In 1996, New York City tax law for the business income and excise taxes contained 23 provisions
granting tax preferences that can be defined as tax expenditures.  Data exist to estimate the value of 15
of these tax expenditures.  The estimates are stated on a tax year rather than New York City fiscal year
basis. When available, information is provided on the number of businesses benefiting from a tax
expenditure program.

In Tax Year 1996, the tax expenditure value of the 15 programs totaled approximately $341 million.
Certain tax benefits are explicitly designed to foster economic development. Other tax expenditures,
while created for economic development purposes, are also intended to reflect the unique economic
activity in which certain industries are engaged.  For example, there are special rules for allocating net
income for the broadcasting, publishing and mutual fund industries.  Still other tax expenditures are
created for social objectives such as to assist the dramatic arts or to promote certain types of scientific
research.

Several tax expenditure item included in the FY 1997 tax expenditure report have been removed from
this year’s list of business income and excise tax expenditures. The Commercial Rent Tax Special
Reduction available to business tenants in Manhattan north of 96th street and in the other boroughs
was removed because the Commercial Rent Tax has been eliminated in these areas of the City.  In
addition, the tax expenditure entries for Real Estate Mortgage Investment Conduits (REMICS) and
Regulated Investment Companies (RICS) were removed because it was determined that the benefits are
more the result of Federal flow-through status than City policy decisions.  A description of a new tax
expenditure program enacted in 1997 (Realty Transfer Tax Deduction Allowed for Continuing Liens)
is described in Part VII of the report.

Detailed Program Descriptions

The following section provides information on New York City business income and excise tax
expenditures.  Table 7 provides a summary list of these tax expenditures with Tax Year 1996 estimates
of revenue foregone for tax expenditure items for which data are available.  The amounts were derived
from Department of Finance data, unless otherwise noted.  Following the summary table is a
description of each program, including the legal citations and information, where applicable, regarding
the years to which tax benefits can be carried forward.
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Table 7

BUSINESS INCOME AND EXCISE TAX EXPENDITURES
Tax Year 1996

($ Millions)
Program    Amount

Quantifiable

Insurance Corporation Non-Taxation .............................................................................  161
International Banking Facility .........................................................................................   77
Energy Costs Savings Program Credit  ............................................................................   27
Foreign Bank Alternative Tax on Capital Stock  ..............................................................   25
Business and Investment Capital Tax Limitation ..............................................................   17
Cooperative Housing Corporation Four-Tenths Mill Tax Rate on Capital ........................   16
Relocation and Employment Assistance Program ..............................................................    8
Special Allocation Rule:  RIC Management Fees ..............................................................    7
School Bus Operation Deduction . ....................................................................................    2
Commercial Revitalization Program  ................................................................................    1
Dramatic or Musical Arts Performance Exemption ...........................................................    *
Employment Opportunity Relocation Costs Credit ............................................................    *
Manufacturing and Research and Development Property Depreciation ..............................    *
Real Estate Tax Escalation Credit ....................................................................................    *
Real Estate Investment Trusts ...........................................................................................    *

TOTAL QUANTIFIABLE TAX EXPENDITURES ......................................................  341

Not Quantifiable

Air Pollution Control Facilities Deduction
Credit Line Mortgages
Owner, Lessee or Fiduciary that Holds, Leases or Manages Real Property
Purchase and Sale of Property or Stock Option Contracts

for Taxpayer's Own Account
Special Allocation Rules:

- Credit Card Interest
- 80/20 Allocation Rule for Security/Commodity Brokers
- Newspaper and Periodical Publishers' Advertising Sales Receipts
- Radio/TV Commercial Receipts and Motion Picture Royalties

   * = Less than 1 million.
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DETAILED REVIEW OF SELECTED TAX
EXPENDITURE PROGRAMS

This section provides a detailed examination of  tax reform initiatives undertaken by the Giuliani
Administration affecting New York City businesses and consumers.  The report reflects
Administration-supported tax measures enacted by the State Legislature or City Council as of August
1997.  It does not examine tax reduction measures that have been proposed since that date.

The report was originally published in the December 29, 1997 issue of State Tax Notes.
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A DESCRIPTION OF RECENT NEW YORK CITY BUSINESS
AND CONSUMER TAX REFORM INITIATIVES

Overview

Over the past four years, New York City has implemented a tax reduction program to strengthen the
local economy and improve the City’s competitive position.  The initiatives, taken under the
administration of New York City Mayor Rudolph Giuliani,  followed a recessionary period in which
the City lost more than 350,000 jobs, or 10 percent of its employment base.

The City has dedicated an increasing portion of its annual budget towards providing business and
consumer tax relief.  As shown in Table 1 (next page), this began with reductions in the hotel tax, the
commercial rent tax (CRT) and the unincorporated business tax (UBT), providing savings of  $47
million to businesses and consumers in fiscal year 1995.  Since  then, the tax reduction program has
been expanded to include general corporation tax (GCT) and sales tax relief, additional reductions in
the UBT and CRT and business tax incentives for the Lower Manhattan area.  As a result, the annual
value of tax savings has increased to more than half a billion dollars in the current fiscal year -- fiscal
year 1998 -- and is projected to reach $975 million when fully implemented in fiscal year 2001. 2

The reductions have been implemented through a variety of methods, including rate reductions,  tax
credits and changes in the computational methods used to calculate City taxable income.

A major objective of tax reform has been the elimination of irritants in the City’s tax system that have
impeded economic growth.  The CRT and the UBT have long been viewed as obstacles to growth since
the taxes can result in the double taxation of affected economic activity.  For this reason, most
jurisdictions do not impose such taxes.  Major steps have been taken toward the elimination of the
double tax burden faced by City taxpayers.  In addition, the City has taken actions to address aspects
of the GCT that have placed local businesses at a competitive disadvantage and arbitrarily increased
the tax liability of certain businesses.

Another goal of tax reform has been to improve the City’s competitive position with respect to tourism
and retail trade.  Recently enacted State and City hotel tax reductions have relieved New York City of
the unenviable distinction of having the highest hotel tax rate in the nation.  Similarly, expected action
to provide more favorable sales tax treatment of clothing purchases will help level the playing field
between City merchants and their competitors in near-by jurisdictions.

In addition to addressing structural problems in the City’s tax system, targeted tax incentives have been
utilized to help revitalize the Lower Manhattan business district.  This area, confronted with an aging
office stock, has been burdened with double-digit office vacancy rates in recent years.  To assist the
district, the City has developed a program that includes both a short-term stimulus and long-term
renovation strategy.  Finally, the City has also acted to eliminate several “nuisance taxes,”  which have
added to the perception of the City as an unfriendly place to do business.

                                                       
2 This report does not examine non-business tax reduction programs that have been adopted or proposed since the

beginning of the current administration.  The full tax reduction program will provide City residents and businesses
projected savings of $1.15 billion by fiscal year 2001.
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The following sections of this report provide detailed information on specific tax reform programs and
describe the impact of the tax reductions on businesses and consumers.  An appendix provides a
chronology of tax law changes that authorized the reform agenda.

Table 1
Tax Savings for New York City Businesses and Consumers
Due to Tax Reduction Programs, Fiscal Years 1995 - 2001*

(In Millions)

1995 1996 1997 1998 1999 2000 2001

Business Tax Relief
Commercial Rent Tax ($28) ($145) ($288) ($328) ($381) ($411) ($426)
Business Income Tax Reform -        -        (18)        (66)        (90)        (110)      (130)      
Unincorporated Business Tax (12)        (9)          (15)        (105)      (112)      (117)      (122)      
Lower Manh Revitalization Program -        (3)          (6)          (18)        (36)        (53)        (60)        
Sales Tax (3)          (6)          (6)          (6)          (6)          

Subtotal ($40) ($157) ($330) ($523) ($625) ($697) ($744)

Consumer Tax Relief
Sales Tax** -        (2)          (13)        (10)        (10)        (114)      (201)      
Hotel Tax (7)          (17)        (18)        (19)        (20)        (20)        (22)        

Subtotal ($7) ($19) ($31) ($29) ($30) ($134) ($223)

Repeal of "Nuisance" Taxes
Vault Charge -        -        -        (7)          (7)          (7)          (7)          
COAD Tax -        -        -        (1)          (1)          (1)          (1)          

Subtotal $0 $0 $0 ($8) ($8) ($8) ($8)

GRAND TOTAL ($47) ($176) ($361) ($560) ($663) ($839) ($975)

*  Historical and projected tax savings as reported by the NYC Office of Management and Budget, NYC Adopted Budget for 
    Fiscal Year 1998, June 1997.

** Includes sales tax holiday in fiscal year 1999 and elimination of sales tax on clothing under $100 in fiscal year 2000.

Description of Tax Reform Programs

Commercial Rent Tax (CRT)

New York City imposes an excise tax on the rent paid by tenants for the use of commercial space.
First implemented in 1963, the tax rate was as high as 7.5 percent in the early 1970s before being
reduced to 6 percent in 1981.

Prior to fiscal year 1995, the tax was imposed Citywide and applied to all commercial tenants with
annual rents of $11,000 or more, except for space in Manhattan above 96th street and in the other
boroughs, where the tax applied to rents of $15,715 or more.

Over the past four years, the structure of the tax has changed dramatically, removing 69,600
businesses from the tax rolls and providing relief to the remaining 11,800 taxpayers.  This has been
accomplished through the following actions:  the elimination of the tax in Manhattan north of 96th
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street and in the other boroughs of the City; an increase in the level at which businesses must begin
paying the tax from $11,000 to $100,000 annual rent; and a reduction in the effective tax rate for
tenants subject to the tax from 6 percent to 4.5 percent.  Another reduction to 3.9 percent will take
effect in September 1998.

The table below shows the steps by which the CRT reductions have been implemented.

Table 2

Chronology of 
Commercial Rent Tax Reductions

Effective Taxable Effective
Date Threshold Tax Rate

December 1984 $11,000 6.0%
June 1994 $21,000 6.0%
June 1995 $31,000 6.0%
September 1995 $40,000 6.0%
March 1996 $47,059 * 5.1%
June 1996 $53,333 * 4.5%
June 1997 $100,000 4.5%
September 1998 $100,000 3.9%

* Effective tax threshold due to tax base reduction.

Note : CRT eliminated in Manhattan north of 96th Street and other

boroughs in September 1995.

Business Income Tax Reform

Various changes in the general corporation tax law and conforming amendments to the unincorporated
business tax were adopted in 1996 as part of a business income  tax reform package.  The reform
measures, described below,  addressed features of the tax structure that previously produced arbitrary
tax results for certain businesses and placed many locally based firms at a disadvantage compared to
their out-of-state competitors.

“Income-plus-Compensation” Alternative Tax Base

The general corporation tax is imposed on corporations conducting business in the City.  The main
exceptions are financial institutions and regulated utilities, which are subject to other taxes, and
insurance corporations which are exempt from income taxation.  A firm’s GCT liability is equal to the
highest tax computed under four alternative tax bases:  8.85 percent of allocated entire net income,
2.655 percent of allocated entire net income increased by certain compensation payments (“income-
plus-compensation”), 0.15 percent of allocated capital (with a maximum tax of $350,000) and a fixed
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$300 minimum tax.  In addition, a tax of .075 percent is imposed on subsidiary capital allocated to the
City.

The “income-plus-compensation” tax base was intended to address the issue of “disguised dividends” --
the distribution of company earnings to employee/shareholders in the form of tax deductible
compensation rather than as non-deductible dividend payments.  Another purpose of the base was to
act as a check on the awarding of “excessive” compensation payments to company officers that
inordinately reduced a firm’s tax liability.  The tax is computed by adding back to net income the
salaries of company officers and of shareholders owning more than 5 percent of the firm’s outstanding
corporate stock and then deducting $15,000 from the adjusted net income.  An effective tax rate of
2.655 percent is applied to the result.

The formulaic approach used in this tax base has been criticized as arbitrary and imprecise.  The add
back of officer salaries is particularly burdensome to firms using “vanity” titles -- e.g., a salesperson
assigned the title of vice president -- that come under the definition of “officer” in the statute.
Generally,  these employees have no ownership interest in the firm and cannot exercise managerial
prerogatives.  The increase in taxable income caused by this method can result in the taxation of firms
with little or no net profits.

In order to provide tax relief in this area, the business income tax reform package included two
amendments to the income-plus-compensation tax base.   First,  the add back of officers’ salaries is
being phased out and will be fully eliminated for tax years beginning on or after July 1, 1999.  (The
add back elimination does not apply to officers who are also greater-than-5-percent shareholders.)  The
elimination of the officer add back provision will reduce the GCT for 18,000 businesses engaged in a
wide range of economic activities,  including advertising, real estate and finance.

The second amendment works to reduce the tax burden of small- and mid-sized  businesses by
increasing the $15,000 deduction to $40,000 over two years. The higher deduction is expected to
benefit about 20,000 firms, particularly those organized as S corporations and professional service
corporations.

The table presented below shows the phase-in schedule for these changes.

Table 3
Income-Plus-Compensation" Reform

Phase-In Schedule

Tax Years Beginning
Measure On or After

Reduce Officers' Comp Addback by 25% 7/1/96

Increase Per-Firm Exclusion from $15k to $30k 7/1/97

Reduce Officers' Comp Addback by Additional 7/1/98
25%; Increase Per-Firm Exclusion to $40k

Fully Eliminate Officers' Comp Addback 7/1/99
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Repeal of “Regular Place of Business” Requirement

A business that operates both inside and outside of a taxing jurisdiction should only pay taxes on the
portion of its income attributable to activities in that jurisdiction.  Prior to reform, however, only City
taxpayers with a “regular place of business” (e.g., a bona fide office) outside the City could apportion
business income and thereby reduce City tax liability.  Due to this rule, many locally based firms that
delivered goods outside the City could not apportion any of their income outside the City, and thus
were required to pay City tax on all of their income.

To address this inequity, the City has eliminated the “regular place of business”  rule for tax years
beginning on or after July 1, 1996.  The repeal of the rule is expected to reduce taxes for 10,000 local
businesses -- primarily manufacturers and wholesalers -- subject to the GCT and UBT.

Allowing Manufacturers to Double Weight the Business Allocation Formula’s Receipts Factor

This element of the reform package is intended to assist local manufacturers that sell products inside
and outside the City and use the business allocation percentage (BAP) to apportion income to the City.
The BAP is an average of three ratios reflecting the share of a firm’s property, payroll and receipts in
the City.   Manufacturers can now elect to compute the BAP by double weighting the receipts factor in
deriving the average.  For many firms, this has the effect of lowering the portion of their income that is
allocable to the City, thereby reducing their tax liability.
The double weighting of the receipts factor is expected to lower taxes for 2,000 local manufacturers
and is effective for tax years beginning on or after July 1, 1996.

Unincorporated Business Tax Reform (UBT)

Partnerships, individuals, trusts and estates that carry on unincorporated businesses or professions in
the City are subject to the New York City Unincorporated Business Tax.  (Limited liability companies
subject to the UBT receive the same tax treatment as discussed for proprietorships and partnerships in
this section.)  The UBT is imposed at the rate of 4 percent on taxable income attributable to the City.
NYC-allocated income is determined by means of the taxpayer’s book and records or, if that method
does not produce an accurate result, by use of a three-factor formula similar to the method used to
produce a corporation’s business allocation percentage for GCT purposes.

The UBT has long been viewed as a form of double taxation with income subject to tax at both the
entity level and the individual level.  In contrast to the GCT, where owner/employees receive
deductions for reasonable compensation (except for certain circumstances involving the alternative
income-plus-compensation tax base, discussed above), UBT taxpayers receive only a $5,000 deduction
per owner or active partner and an additional $5,000 deduction per firm.

The recently enacted UBT reform measures achieve three major objectives:  tax relief for small
businesses, relief for NYC residents from double taxation and reform of a number of technical rules
pertaining to the City’s tax treatment of multi-tier partnerships and firms engaged in investment and
real estate activities.
UBT Small Business Credit
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In computing the UBT, a tax credit is provided for small businesses operating in the City.  Prior to
1996, the credit provided full tax relief to taxpayers with liabilities up to $600 and partial relief for
firms with liabilities between $600 and $800. The partial relief was provided by means of a sliding-
scale mechanism that lowered the value of the credit as liability rose.  Due to the credit, sole
proprietors with taxable income up to $25,000 had no tax liability, and those with income between
$25,000 and $30,000 received a partial credit.

In order to benefit a larger number of small businesses,  the credit has been increased substantially.
Effective for tax years beginning on or after January 1, 1997, a full credit is provided for firms with
liabilities up to $1,800 and a partial credit for those with liabilities between $1,800 and $3,200.   This
means that sole proprietors can now earn up to $55,000 a year in taxable income without triggering the
UBT, and those with income between $55,000 and $90,000 are receiving a partial credit.  Partnerships
earning higher amounts -- up to $95,000 for a two-partner firm, for example -- are also receiving tax
relief.

The increases in the UBT small business credit have dramatically reduced the number of businesses
subject to the tax.  More than 21,100 businesses no longer owe the UBT due to the increases, a 51
percent reduction in the UBT taxpaying population.  Many of these firms are in the services sector.

UBT Technical  Reforms

Technical amendments to UBT law have recently been enacted that are intended to prevent the multiple
taxation of income that passes through multi-tier partnerships and to expand and clarify certain
exemptions related to investment and real estate activities.

Multi-tier partnerships are frequently used to structure business ventures, for example, to separate one
group of investors from another in a joint project.   Previously,  a distributing partnership could claim
an exemption for income that flowed through and was taxed in another tier.   However,  this
mechanism, while avoiding double taxation in a two-tier arrangement, did not fully eliminate multiple
taxation involving businesses with additional tiers.  In business ventures with three or more tiers of
partnerships,  the deduction was only available to alternate partnerships in the chain.  In addition,
information needed to compute the exemption was frequently difficult for a partnership to obtain or
was unavailable due to differences in a partnership’s and its partners’ fiscal years.

The City addressed these issues by replacing the exemption taken by the distributing partnership with a
credit available at the partner level on previously taxed distributions.  In a multiple-tier partnership
structure, each taxable partnership below the highest level partnership is allowed to claim a credit for
its share of the tax paid and credit claimed by the partnership of which it is a direct partner.  In
addition, unused credits can be carried over into future tax years.

Another technical reform involved the UBT “self-trading exemption,”  which provides that entities and
individuals are not subject to the UBT when their sole source of income is from the purchase and sale
of property or the purchase, writing or sale of stock options for their own account.  (Dealers holding
property primarily for sale to customers in the ordinary course of business are not eligible for this
benefit.)  Under prior law, if a person was also engaged in business activities, those activities could
“taint” the trading activity, causing the “self-trading” income to be treated as business income and
subject to full taxation.
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The investment community expressed concerns that the categories of financial instruments covered by
the exemption were too narrowly defined.  In order to better reflect the types of investment vehicles
utilized in today’s markets,  the “self-trading exemption”  was expanded to cover a wider array of
financial instruments, such as notional principal contracts and other types of derivative financial
instruments.

Several reform measures were also enacted to prevent the loss of the “self-trading exemption” in
situations where the entity or individual generates other business income.   First,  a “safe harbor” was
put into place that allows an entity or individual to earn as much as $25,000 in gross business income
without triggering the loss of the exemption.  Secondly, a rule was established allowing an entity that
meets new criteria indicating that it is “primarily engaged” in activities qualifying for the self-trading
exemption to retain the exemption even if it also earns business income greater than $25,000.  Finally,
in order to minimize the impact of losing the exemption,  the tax treatment of investment income under
the UBT was changed to conform to the GCT treatment.  The use of the GCT “investment allocation”
apportionment method generally reduces the tax liability on such income.

The reform legislation also addressed  issues concerning the UBT exemption of income derived from an
owner, lessee or fiduciary engaged exclusively in holding, leasing or managing real property.  Like the
“self-trading exemption,”  this type of income could previously have become “tainted” and subjected to
tax if the owner, lessee or fiduciary also engaged in other non-exempt business activity.  In addition,
this exemption did not apply to income from ancillary building services and garage services provided to
tenants.  The reforms prevent the loss of the exemption through “tainting” by allowing the exemption to
continue even if other business activity is carried on and also by expanding the exemption, with certain
restrictions,  to related building activities.

Reducing the Impact of Double Taxation:
Personal Income Tax (PIT) Credit  for UBT Paid

New York City residents who are self-employed or partners in a partnership are subject to the UBT
and the City’s personal income tax on the same income.   The UBT, with a 4 percent rate, is imposed in
addition to the personal income tax, which has a top marginal rate of 4.46 percent.

At the request of the Mayor and the City Council, state legislation was recently enacted to address the
double tax issue by creating a partial tax credit for UBT paid to be taken by City residents against their
personal income taxes.  The new credit, effective beginning in calendar year 1997, is calculated as a
percentage of the UBT paid by a proprietor or partner.  (The credit is for a  partner’s assigned share of
UBT paid at the entity level.)  The percentage used to calculate the credit varies based on taxable
income reported on the resident’s personal income tax return.  Taxpayers with up to $42,000 of income
can take a 65 percent credit for UBT paid, while residents earning more than $142,000 in taxable
income are eligible for a 15 percent credit.   The credit declines proportionately relative to income for
eligible recipients with taxable incomes between $42,000 and $142,000.   The legislation also
authorizes the City to increase the credit levels in future years through local legislation.  The PIT credit
will benefit an estimated 20,400 City residents.

The above amendments to the UBT were adopted through several legislative actions.  They are fully
effective for tax years beginning on or after January 1, 1996.



32

Lower Manhattan Commercial Revitalization Program

Enacted in 1995 with subsequent amendments in 1997, this program provides a package of tax
incentives aimed at increasing tenant occupancy in office buildings and retail stores in downtown
Manhattan and in certain commercial areas outside Manhattan.  New tenants and tenants that renew
leases in pre-1975 commercial or mixed-use buildings are eligible for abatements of the City’s real
estate tax and commercial rent tax.  Eligible tenants also receive energy cost reduction benefits. The
program has recently been amended to provide new incentives for small businesses.

The real estate tax and commercial rent tax abatements apply to new, renewal  and expansion leases
for office or retail space.  Eligible tenants receive a real estate tax abatement in the “base” year equal
to the leased space’s real estate taxes per square foot up to a maximum of $2.50 per square foot and a
100 percent abatement of commercial rent  taxes.   Benefits are provided for five years -- full benefits,
with certain restrictions, in the first three years of the program and a declining level of benefits in the
remaining two years.  Under recent amendments to the program,  tenants with 125 or fewer employees
can be eligible for a three-year abatement benefit.

Tenants that qualify for this program can also receive benefits to reduce their energy costs.  Generally,
the benefit is for a 12-year period and can offset up to 30 percent of an eligible tenant’s energy costs.
To qualify for benefits, tenants with more than 125 employees must enter into leases with a minimum
term of ten years.  The minimum lease term for smaller tenants  was recently reduced from five years to
three years with a corresponding reduction in the benefit period. The program was recently extended
from March 31, 1997 to March 31, 2001.

To date, the City has received 286 applications for real estate and commercial rent tax benefits, of
which 185 leases for 1.9 million square feet of office space have been approved and are receiving
abatements.   A large proportion of these recipients are small businesses as evidenced by the fact that
152 of the leases are for spaces of 10,000 square feet or less.  Although the cost of the program has
been small through fiscal year 1997,  the number of qualifying applicants is projected to grow
significantly in upcoming years.

Repeal of Sales Tax on Interior Decorating and Design Services

In 1989, New York City’s 4 percent sales tax was extended to include interior decorating and design
services.  Industry data indicated that the tax may have been a contributing factor to the competitive
problems of New York City designers, since tax compliance on services provided to City customers by
out-of-state designers was difficult to enforce.  To help foster the City-based designing industry, the
City’s sales tax on interior decorating and design services was repealed in 1995.  New York State’s
sales tax on such services, imposed in 1990, is still in effect.  

Sales Tax Exemption for Parts, Tools, Supplies and Services Used in the Production Process

Prior to 1996, the City provided a sales tax exemption for machinery and equipment (including parts
with a useful life of more than one year) for use in the production of tangible personal property and in
certain other processes.  In order to bring City sales tax law into conformity with State law and provide
relief to affected businesses, the exemption was broadened in 1996 to cover parts with a useful life of
one year or less, tools, supplies and services related to production machinery and equipment.
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A City sales tax exemption was also recently granted for certain tangible personal property and
services used directly and predominantly in producing certain live dramatic and musical arts
performances in New York City.

Sales Tax on Clothing Exemption

A consumer purchasing taxable items in New York City is generally subject to an 8.25 percent sales
and use tax that consists of the 4 percent City tax, 4 percent State tax and 0.25 percent tax dedicated to
the Metropolitan Transportation Authority.

Most retail purchases of tangible personal property occurring in the City are subject to the sales tax,
including sales of apparel.  In contrast, as shown in the table below, consumers in surrounding states
enjoy full or partial exemptions on the purchase of clothing.  The more attractive tax treatment outside
New York has placed local retailers at a competitive disadvantage compared to these areas.

Table 4
Sales Taxation of Clothing in New York

City and Surrounding States

Treatment per Article
Jurisdiction Tax Rate of Clothing

New York City 8.25%* Fully Taxable Current Law
< $100 Exempt New Law**

New Jersey 6.0% Fully Exempt

Connecticut 6.0% < $50 Exempt

Pennsylvania 6.0% Fully Exempt

Massachusetts 5.0% $175 Exclusion

* Combined New York State, New York City and Metropolitan Transportation 
   Authority (MTA) rates.

** Effective December 1999.  Local action still needed to provide exemption
   from New York City's 4 percent tax and 0.25 percent MTA tax.

In order to alleviate this disparity, the City and State have recently participated in several one-week
sales tax “holidays,” exempting  apparel purchases from the combined 8.25 percent tax rate.  The first
such holiday -- January 18 through 24, 1997 -- applied to all apparel items priced under $500, while
the second exemption period -- September 1 through September 7, 1997 -- applied to clothing items,
excluding footwear, priced under $100.

The State and City will provide another one-week sales tax holiday similar to the September 1997
holiday in September 1998.  In addition,  localities have the option of joining the State in granting a
permanent sales tax exemption on purchases of clothing, excluding footwear,  priced under $100,
beginning December 1, 1999.  The City is expected to participate in the permanent exemption.
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Reduction of Hotel Taxes

Several State and City taxes are imposed on the price of a hotel room in New York City.  As recently
as 1994, these taxes subjected a $150 hotel room in the City to an effective tax rate of 20.6 percent --
the highest rate in the nation.  In addition to the 8.25 percent State and City sales taxes, the rate
included a flat fee of $2 per day on rooms renting at a daily rate of $40 or more, an additional City
hotel tax of 6 percent and a special State sales tax of 5 percent on rooms costing $100 or more per day.
The latter two rates were the product of tax increases imposed in 1990.  In that year, the City hotel tax
was increased from 5 percent to 6 percent and New York State first imposed its special 5 percent tax.
This level of taxation was criticized as excessive and an impediment to attracting tourists and business
travelers to the City.  In response, the State and City joined in 1994 to reduce the hotel tax. This was
accomplished through the City’s recall of its one percentage point increase and the repeal of the State’s
5 percent tax.  As shown in the figure below,  the combined effective tax rate on a hotel room costing
$150 per night is presently 14.6 percent, a level in line with hotel tax rates in other major U.S. cities.

20.6%
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15.2%
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Figure 1
Hotel Tax Rates in Selected Major Cities on a $150 per Night Room

Old NYC is prior to New York State and New York City tax changes.
Source: Travel Industry Association of America, January 1996, updated by NYC Dept of Finance.

Repeal of “Nuisance” Taxes

Vault Charge

The annual vault charge is imposed for the privilege of occupying or maintaining a vault in the streets
of New York City.  A vault is defined as a subsurface opening that extends from the building line into
any street of the City.  The charge is based on the vault’s plane or surface area and depth.  First
imposed in 1962, the charge has been amended several times.  Most importantly, an amendment
implemented in 1989 exempted most residential property owners from the charge.

More than 5,000 vault owners currently pay the charge, which is generally viewed by businesses as an
annoyance and impediment to conducting business in the City.  Accordingly, the charge has been
repealed, effective for tax years beginning on or after June 1, 1998.

Coin-Operated Amusement Devices (COAD) Tax
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Effective August 1, 1997, the tax on coin-operated amusement devices has been repealed.  Prior to
repeal, the tax was imposed on every owner for the privilege of maintaining juke boxes, similar musical
devices or any other coin-operated amusement devices.  The annual tax for each device maintained in
the City was $175.  First imposed in 1959, the tax was broadened significantly in the 1986 and
increased from $25 to $175 in 1989.

Similar to the vault charge, the COAD tax was viewed as an annoyance by the business community.  In
addition, the tax was criticized for imposing an annual charge on certain coin-operated devices that
were in use only seasonally.

Impact of Tax Reductions

The following section summarizes the impact of the major tax reform initiatives on businesses and
consumers.

Business Taxes

The City ‘s business tax reductions are projected to total $744 million on an annual basis by fiscal year
2001.  This estimate is based on the business tax proposals that have been enacted, several of which
include statutory phase-in periods that will be completed by that year.

As shown in Figure 2, tax reform has resulted in a significant drop in the number of businesses paying
the commercial rent tax, general corporation tax and unincorporated business tax.  Several actions have
contributed to the shrinking tax rolls, including the elimination of the CRT in all areas of the City
outside Manhattan and in northern Manhattan, a series of increases in the CRT small business
exemption and increases in the UBT small business tax credit.  Moreover,  the GCT liability of many
small firms has been reduced to the $300 minimum tax as a result of reforms in the alternative
“income-plus-compensation” tax, which, under prior law, increased the taxes of some businesses
earning little or no profits.  Overall, the number of businesses subject to the CRT and UBT has fallen
by 85 percent and 51 percent, respectively, since fiscal year 1995, while the number of corporations
paying more than the GCT minimum tax has declined by 16 percent.
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While tax reform has reduced the tax rolls, it has also lowered taxes for a broad spectrum of businesses
still paying taxes.  In the case of the CRT, commercial tenants in central and lower Manhattan have
seen a 25 percent reduction in the CRT’s effective tax rate, and an additional 10 percent reduction will
be implemented in fiscal year 1999.  Eligible tenants have also received additional CRT benefits under
the Lower Manhattan tax incentive program.  With respect to the UBT, sole proprietors and partners
who are City residents can now receive a tax credit on their personal income tax returns for a portion
of the UBT paid by the unincorporated businesses that they operate.

The distribution of business tax savings by industry sector, as shown in Figure 3 (next page), indicates
that the services and FIRE (finance, insurance and real estate) sectors are receiving the largest share of
the business tax reductions, followed by the trade and manufacturing sectors.  This mirrors the
distribution of City tax liability.  Firms in the services and FIRE sectors also represent the largest
portion of liability in the CRT, GCT and UBT.  The general correlation between the sector distribution
of tax reform savings and overall tax liability is largely the result of the across-the-board tax cuts that
have been implemented -- in particular, the CRT effective rate reduction.
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Services  $264m
35%

FIRE  $156m
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Figure 3

Business Tax Reduction Distributed by Industry Sector
Fiscal Year 2001

"Other" includes communication, construction and utilities, as well as UBT manufacturers.

Total:  $744 million

A correlation is also evident between the tax reform savings and the sector distribution of City
employment. This can be seen in the services and FIRE sectors, which represent 53 percent of the
City’s job base and receive 57 percent of tax program benefits.  Similarly, trade and manufacturing,
with 20 percent and 12 percent of the tax savings, respectively, comprise 17 percent and 8 percent of
the City’s employment base, respectively.

Yet, the sector distribution partially masks the varied nature of recent City tax initiatives, a number of
which are targeted to particular industry sectors.  The repeal of the “place of business“ rule was
enacted to address an inequity in the tax law affecting manufacturers and wholesale trade firms, and
the new provision allowing the “double weighting of receipts“ for production facilities under the GCT
and UBT is intended to promote local manufacturing.  Similarly, aspects of the tax reform program
affecting the treatment of investment income in the FIRE sector were designed, among other things, to
update City tax law to treat modern investment activities equitably.

Table 5 provides a summary of the impact of the major business tax reform programs on City
taxpayers.
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Table 5

Impact of Major Business Tax Reduction Programs

First Year No. of No of Taxpayers
Cost * Fully Taxpayers Removed Average

($ Millions) Phased In Affected** From Rolls** Benefit

Commercial Rent Tax
  Threshold Increase to $100,000 $120 FY98 46,443       43,117                     $2,584

  Elimination in north Manhattan $57 FY97 26,434       26,434                     $2,156
      & Other Boroughs

  Rate Reduction to 3.9% $218 FY00 11,844       0 $18,406

Business Income Tax Reform
  "Income-Plus-Compensation" Alternative $75 FY01 37,713       15,246                     $1,989
      Tax Base 
  Repeal "Regular Place of  Business" $30 FY99 10,182       229 $2,946
      Requirement
  Double Weight Receipts Factor $21 FY99 1,778         0 $11,811
      for Manufacturers

Unincorporated Business Tax Reform
  Increase Small Business Credit to $1,800 $37 FY98 29,164       21,110                     $1,269
  UBT Credit Against Personal Income Tax $55 FY98 20,415       1,336                       $2,694

  Other UBT Reform $13 FY98 NA NA

NA = Not Available
* Cost when fully phased in

** Numbers not additive

Consumer Taxes

The reductions in the sales tax and hotel tax are projected to reach $223 million by fiscal year 2001.
This figure is based on the assumption that the City will join New York State in enacting a permanent
sales tax exemption on clothing for items costing under $100, saving taxpayers nearly $200 million in
City taxes.  The savings would increase under Mayor Giuliani’s recent proposal to raise the exemption
ceiling from $100 to $500.

Overall, the elimination of the 8.25 percent sales tax clothing under $100 will provide tax savings to
City consumers of more than $400 million per year by fiscal year 2001.  This includes both the State’s
and City’s 4 percent sales taxes and the 0.25 percent sales tax dedicated to mass transit.  The average
family can expect to save $105 per year in State and City sales taxes when this initiative is fully in
place.

The reduction in the City hotel tax will reduce taxes by $22 million by fiscal year 2001.  This estimate
represents the tax savings from lowering the City tax from 6 percent to 5 percent.   When adding the
impact of the State’s elimination of its 5 percent hotel tax, the overall tax savings rise to $132 million
by fiscal year 2001.
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Appendix
Chronology of Selected Recent New York City Tax Actions

Tax Action Legal Citation Effective Date

Commercial Rent Tax

Increase in taxable threshold from $21,000 to $31,000 annual rent Local Law 22 of 1994 6/1/95
Increase in taxable threshold from $31,000 to $40,000 Local Law 57 of 1995 9/1/95
Tax eliminated above 96th in Manhattan and in other boroughs LL 57 9/1/95
Effective rate reduction from 6% to 5.1% LL 57 3/1/96
Effective rate reduction from 5.1% to 4.5% LL 57 6/1/96
Increase in taxable threshold from $40,000 to $100,000 Local Law 63 of 1997 6/1/97
Effective rate reduction from 4.5% to 3.9% LL 63 9/1/98

Business Income Tax Reform

Reform of "income-plus-compensation" GCT base Chapter 625, Laws of 1996 TYs BOOA* 7/1/99;
fully effective

Repeal of "regular-place-of-business" requirement C. 625 TYs BOOA  7/1/96
Manufacturers allowed to double-weight receipts factor C. 625 TYs BOOA  7/1/96

Unincorporated Business Tax Reform

Technical Reform:
• Allow entity earning up to $25,000 in gross income to retain Chapter 485, TYs BOOA  7/1/94
   "self-trading" exemption Laws of 1994
• Conform UBT treatment of investment income to GCT rules C. 485 TYs BOOA  7/1/94
•  Replace partnership-level exemption with partner-level credit C. 485 TYs BOOA  7/1/94
•  Allow real estate exemption even though other income earned C. 485 TYs BOOA  7/1/94
•  Self-trading exemption expanded to cover modern activities Chapter 128, Laws of 1996 TYs BOOA  1/1/96
•  "Principally engaged" test established for self-trading exemption C. 128 TYs BOOA  1/1/96
•  Allow carry forward of partner-level credit C. 128 TYs BOOA  1/1/96

Small business credit increased from $600 to $800 Chapter 128, Laws of 1996 TYs BOOA  1/1/96
Small business credit increased from $800 to $1,800 Chapter 481, Laws of 1997 TYs BOOA  1/1/97
NYC residents allowed a partial PIT credit for UBT paid C. 481 TYs BOOA  1/1/97

Sales Tax

Repeal City sales tax on interior decorating and design Chapters 297, 298, 12/1/95
Laws of 1995

Sales tax holiday for clothing purchases under $500 Chapter 309, Laws of 1996 1/18 - 1/24/97
City sales tax exemption for production items Chapter 366, Laws of 1996 9/1/96
Sales tax holiday for clothing purchases under $100 Chapter 389, Laws of 1997 9/1 - 9/7/97
Sales tax holiday for clothing purchases under $100 C. 389 9/1 - 9/7/98
Permanent NYS sales tax exemption for clothing under $100; C. 389 12/1/99
    local option to provide exemption
City sales tax exemption for theatrical productions Chapter 670, Laws of 1997 3/1/98

Hotel Tax

Rate reduction from 6% to 5% Local Law 21 of 1994 12/1/94

Lower Manhattan Commercial Revitalization Program

Basic program established Chapter 472, Laws of 1996 7/1/96
Program amended and expanded Chapter 629, Laws of 1997

Taxes Eliminated
Annual Vault Charge repealed Local Law 47 of 1997 TYs BOOA  6/1/98
Coin-Operated Amusement Devices Tax repealed Local Law 48 of 1997 TYs BOOA  8/1/97

Notes :  Local laws adopted by New York City Council, Chapter laws adopted by New York State legislature. 
            TYs BOOA = Tax Years beginning on or after 


