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INTRODUCTION

The Division of the Budget and the Department of Taxation and Finance prepared this
tenth annual New York State Tax Expenditure Repdrhis report contains information on
historical and current taxable year tax expenditures associated with the Personal Income Tax
(Article 22), the Franchise Tax on Business Corporations (Article 9-A), the Sales and
Compensating Use Tax (Article 28), the Corporation and Utility (Article 9) taxes (other than the
organization tax under Section 180 of the Tax Law which the Department of State administers),
the Bank Tax (Article 32), the Insurance Tax (Article 33), the Petroleum Business Tax (Article
13-A), and the Real Estate Transfer Tax (Article 31).

Sections Il through IX of this report contain the expenditures for each of the covered
taxes. Section X highlights the tax expenditures that span more than one tax article. Finally,
Section Xl analyzes the tax expenditure proposals contained in the Governor’'s 1999-2000
Executive Budget.

Defining Tax Expenditures

This report defines tax expenditures as features of the Tax Law that by exclusion,
exemption, deduction, allowance, credit, deferral, preferential tax rate, or other statutory device
reduce the amount of a taxpayer’s liability to the State by providing either economic incentives
or tax relief to particular classes of persons or entities to achieve a public purpose. This
definition is less subjective than an approach that defines tax expenditures by first defining a
normal tax structure because it avoids judgments about what constitutes “normal.” Nonetheless,
significant differences of opinion exist (on both the State and federal levels) regarding the proper
definition of a tax expenditure.

For example, statutory devices that may reduce a taxpayer’s liability (but which are not
considered tax expenditures in this report), are the provisions allowing for the formation of
limited liability companies (LLCs). Basically, LLCs provide ildp protection to their members
without the entity level tax that corporations pay to achieve the same limited liability protection.
Although a per-partner fee applies, in certain instances a revenue loss could occur. Many new
firms could choose this form of business. Existing corporations became LLCs, in part, to reduce
their tax liability.

This report does not propose to offer an official list of tax expenditures. Rather, it
describes as many statutory “tax expenditures” as possible and provides revenue estimates for
as many provisions as can be isolated and measured.

Technical Issues

The purpose of the annual report is to provide estimates of the cost of tax expenditures.
Tax expenditure cost refers to the estimated amount by which a tax expenditure reduces
taxpayers’ liabilities to the State for a taxable year or on a calendar year basis if a taxable year
basis is not appropriate. The estimates generally cover five historical years. These estimates
may differ from those published in previous reports because improved information on which to
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base the estimate has become available. Finally, the forecast projects the cost of the tax
expenditure to the current tax year.

The table below lists the taxes included in this report and the years for which estimates
are provided.

Historical Forecast
Income Tax 1992, 1993, 1994, 1995, 1996 1999
Corporation Franchise Tax* 1991, 1992, 1993, 1994, 1995 1999
Sales Tax 1992, 1993, 1994, 1995, 1996 1999
Corporation & Utilities 1992, 1993, 1994, 1995, 1996 1999
Bank Tax* 1992, 1993, 1994, 1995, 1996 1999
Insurance Tax* 1991, 1992, 1993, 1994, 1995 1999
Petroleum Business Tax 1993, 1994, 1995, 1996, 1997 1999
Real Estate Transfer Tax 1993-1994, 1994-1995, 1995-1996, 1999-2000

1996-1997, 1997-1998

* Tax year ending in December for calendar year filers and ending in January through
November in the subsequent year for fiscal year filers.

The estimates represent the foregone revenue associated with each tax expenditure. This
report defines foregone revenue as the difference between tax liability under the existing tax
structure and the tax liability under an alternative tax regime. The alternative regime assumes
that the particular tax provision does not exist in the Tax Law. Although conceptually
straightforward, this approach involves implicit assumptions that influence the interpretation of
the results.

Technical measurement problems prevent the summing of tax expenditures and the
drawing of any precise conclusions about their aggregate value. The estimation process cannot
always accurately capture these problems, which include the interaction of different tax
provisions. In addition, tax expenditure estimates do not take into account hdimitregien
of a tax provision might alter taxpayer behavior. For example, the net revenue loss from the
Investment Tax Credit does not take into account the change in investment behavior that could
result from the elimination of the Investment Tax Credit. These important limitations of the
methodology must be kept in mind when reviewing the cost of tax expenditures.

In addition to the estimates of the cost of each tax expenditure, this report also presents
information about each relevant provision. This includes the legal citation from either the
New York Tax Law or the Internal Revenue Code (IRC); enactment dates for the provisions;
termination dates, if applicable; major changes in the provisions between the historical years and
the present time; and a brief description of each provision as it existed in the historical years.
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These descriptions provide only an overview and not detailed technical explanations of the
provisions.

This report does not provide a detailed legislative history of each item. The description
notes if a provision will terminate either by repeal or sunset. Repealing a provision means that
legislation removed the section from the Tax Law or Internal Revenue Code. Sunsetting refers
to the termination of the effect of certain provisions as of a date specified in the law.

Federal Exclusions

The personal income (Article 22), corporate franchise (9-A), bank (Article 32) and
insurance (Article 33) taxes are all based, to some extent, on the federal tax structure. There
are provisions in federal law which reduce the base subject to New York tax because the
exclusion flows through to New York law. For example, employer contributions for medical
insurance and care are excluded from federal adjusted gross income. This exclusion flows
through to New York which uses federal adjusted gross income as a starting point for
determining New York income. In most cases, New York policymakers have opted to conform
to the federal base for these taxes. Conformity eases administration of the Tax Law while at the
same time promoting taxpayer compliance. These items do not constitute tax expenditures in
the same sense as provisions specifically designed by New York policymakers to promote
economic development or to provide specific tax relief. To focus attention on New York source
tax expenditures, federal exclusions are listed in the Appendix which provides estimates of the
revenue foregone by conformity to these provisions.

Changes to the Report

Federal and State legislation enacted during 1998 resulted in the addition or deletion of
various provisions from the report this year. The changes are as follows:

Additions:

. The report incorporates several State personal income provisions enacted during
1998, including a) new subtractions for deferral of gain from the sale of qualified
emerging technology investments and payments to victims of Nazi persecution;
b) an expanded subtraction for long-term care insurance premiums; c) an
expansion of the investment credit to include certain property used by taxpayers
in the financial services industry. This item also applies for the corporate
franchise tax and bank tax.

. The report also contains new corporate franchise tax expenditure items for
legislation creating credits for employment and investments in emerging
technology companies, and a deferral of gain from the sale of qualified emerging
technology investments.

. The report also contains four new sales and use tax expenditure items enacted in
1998 including exemptions for college textbooks, computer system hardware used
in developing software, internet access services, and certain services used in gas
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or oil production. Additional exemptions enacted in 1998 are

to the tax expenditure descriptions for certain coin operated telephone charges,
tools and supplies used in production, machinery and equipment used in
production and the temporary clothing exemption.

Reliability of the Estimates

Estimates of the cost of tax expenditures have different levels of reliability based on the
accuracy of both the data and the estimation procedure. For all of the taxes, with the exception
of the sales and compensating use tax, the Department of Taxation and Finance assigns the
highest category of reliability, Level 1, to estimates based on information from actual tax returns
that were verified for accuracy. It assigns Level 2 to estimates based on data files containing
unverified or incomplete information from actual tax returns. Neither of these return data
sources is augmented with audit information. In Level 3 estimates, average marginal tax rates
are applied to aggregate data. This sometimes includes federal tax return data from the Internal
Revenue Service’'s “Statistics of Income.” Level 4 estimates are based on national tax
expenditure estimates made by the federal Joint Committee on Taxation (JCT) or the Office of
Management and Budget (OMB) or are estimates derived from non-tax data sources.

Estimates for all the sales tax expenditures are derived from non-tax data sources.
Therefore, a somewhat different reliability scheme is employed with all estimates given the fourth
level of reliability. Within this fourth level, the report further categorizes estimates based on the
accuracy and suitability of the data sources. Category A estimates use both New York State and
industry-specific data. Category B estimates use New York-specific data from industry sources,
or national data derived from direct industry information such as industry associations. Category
C estimates use data other than state or industry-specific data.

The last level of estimates, Level 5, includes those items for which no reliable data source
currently exists. Earlier Tax Department discussion papers contain a complete analysis of the
reliability classification system.

In some cases the reliability of estimates can change from year to year. This is especially
the case for base year and forecast estimates versus historical estimates. For example, provisions
previously estimated with either less reliable tax return data or federal tax information might
become Level 1 (highest reliability) if added directly to tax returns and verifiegcturacy.
This could cause current and projected estimates to differ from historical estimates.

Regardless of data source, the reliability of estimates forutigdi year is of distinctly
lower quality than that of the historical numbers. The hazards of forecasting generally are
exacerbated when point estimates of the value of particular provisions of law are involved.
Changes in taxpayer behavior, business organization, and other factors as well as “updating”
methodologies can all have profound implications for the estimates of particular provisions in
the budget year.
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This section provides revenue estimates of tax expenditures for 29 provisions of the 1999
New York State personal income tax. Tax expenditures are first estimated for the 1996 tax year (the
latest year for which historical tax data are available) and then projected to the 1999 tax year. This
section also provides historical estimates from 1992 through 1995 for comparison. Table 1 lists the
income tax provisions for which estimates exist, and the estimates themselves. To provide some
perspective, it also shows total personal income tax liability fot 986 tax year. The data used to
generate the estimates do not include late filed returns, audited returns or fiduciary returns because
no contemporaneous data exist to make the estimates. On average, the sample used to make the
estimates covers between 90 and 95 percent of total personal income tax liability.

Description of Tax

The computation of the New York State personal income tax starts with the federal definition
of adjusted gross income as included in the Internal Revenue Code (IRC). The IRC permits certain
exclusions and adjustments in arriving at federal adjusted gross income. New York allows several
subtraction modifications and requires certain addition modifications in arriving at New York adjusted
gross income (NYAGI). Taxpayers can then reduce their NYAGI by subtracting the higher of the
New York standard deduction or New York itemized deductions. New York itemized deductions
generally conform to federal itemized deductions; however, certain modifications, such as an
add-back for income taxes, apply. Federal law, to which New York conforms, requires certain high
income taxpayers to further limit itemized deductions. In addition, an overall New York State
deduction limitation applies tapper-income taxpayers. New York taxpayers may also subtract from
NYAGI a $1,000 exemption for each dependent, not including the taxpayer and spouse.

The above computation determines taxable income. After computing taxable income,
taxpayers apply a marginal tax rate schedule to compute their tax. If New York adjusted gross
income exceeds $100,000, then taxpayers must also compuplensental tax that recaptures the
tax benefit that results from income being taxed at less than the top marginal rate. Taxpayers may
then subtract certain credits in arriving at their actual tax liability. An add-on minimum tax then
applies to certain federal tax preference items.

Many of the effective dates for the income tax items occurred in 1960. The State personal
income tax was originally enacted in 1919, but the present system of federal conformity with respect
to income and deductions did not begin until 1960. Therefore, the report uses 1960 as the effective
date for the provisions existing since the reorganization of the State’s income tax. Many provisions
have also been amended since their enactment; however, this report does not provide a detailed
legislative history of each item covering the entire intervening time frame.



PERSONAL INCOME TAX

Tax year 1996 marked the second year of a three-year income tax reduction program enacted
in 1995. The table below indicates the major elements of the tax reduction legislation.

Tax Year
Provision 1994 1995 1996 1997 and After
Top Rate 7.875% 7.59375% 7.125% 6.85%
Married Standard Deduction $9,500 $10,800 $12,350 $13,000
Single Standard Deduction $6,000 $6,600 $7,400 $7,500
Head of Household Standard Deduction $7,000 $8,150 $10,000 $10,500
Earned Income Credit (% of Federal) 7.5% 10% 20% 20%

The rate reductions occurring between 1994 and 1997 have generally reduced the cost of most tax

expenditures. In addition, increases in standard deduction amounts and credits have tended to reduce
the cost of tax expenditures because they reduce the value of itemized deductions and the number of
taxpayers.

The descriptive paragraph on each income tax expenditure summarizes the provision as it
appears in the Tax Law in effect as of January 1, 1999. It also includes any differences applicable
between the 1996 and 1999 tax years. The listing does not include provisions repealed or sunsetted
prior to 1999.

Data Sources
The major sources of data used in this section and the Appendix include:

. 1996 Personal Income Tax Study File - A data file based on a statistical sample of
92,000 New York State personal income tax returns. The sample is weighted to be
consistent with income and liability totals for the taxpayer population contained on
the New York State Department of Taxation and Finance’s master file. Double
checking all sample data ensures accuracy andilisfiald his data file is then used
in conjunction with a personal income tax simulation model, a set of complex
computer programs which simulate the various features of the Tax Law and variations
thereof for the years being estimated.

. Second Pass - A study based upon the Tax Department’'s Personal Income Tax
“second pass” data entry effort. The second pass study includes New York
modifications and credits. Second pass data are incomplete. Some selected returns
are unavailable to the second pass at the time of data entry because they are in use
elsewhere. Aggregate level data adjustments compensate for missing returns. The
second pass return data do not undergo the rigorous control process and
double-checking procedures like those used in the 1996 personal income tax study.
The second pass data are extrapolated to 1999 together with the personal income tax
study file.



PERSONAL INCOME TAX

. 1996 Federal Statistics of Income (SOI) - An annual statistical report produced by the
U.S. Treasury Department. It contains Internal Revenue Service data collected from
the federal tax returns filed by New York residents. Verification of the data for
accuracy ensures high data quality. The SOI sample of New York taxpayers contains
over 10,000 returns.

. Office of Management and Budget (OMB) federal tax expenditure estimates - OMB’s
estimates of federal tax expenditure items listed in this report came from the fiscal
year 1999 Corporate and Individual Income Tax Revenue Loss Estimates for Tax
Expenditurespublished in Tax Notes (February 16, 1998). Historical estimates
were based on prior reports.

. U.S. Congressional Joint Committee on Taxation (JCT) federal tax expenditure
estimates - JCT’s estimates of federal tax expenditure items listed in this report came
from “Estimates of Federal Tax Expenditures for Fiscal Years 1999-2003" released
in December 1998. The JCT publishes this pamphlet annually. Historical estimates
were based on prior reports.

Methodology

For estimating tax expenditures in 1999, the 1996 sample return file and the federal SOI are
extrapolated to 1999 income levels using growth assumptions for income components provided by
the Division of the Budget during December 1998. Other components such as deductions, credits,
and modifications to and exclusions from income were extrapolated to 1999 using historical growth
rates. This data file is then used with the personal income tax model revised to simulate 1999 tax law.
The 1999 estimates presented in this year’s report incorporate the impact of the three-year personal
income tax cut, which became fully effective in tax year 1997. The tax reduction program reduced
tax rates, increased the standard deduction, and accelerated tax benefits under the earned income
credit.

The federal Office of Management and Budget and U.S. Jomin@tbee on Taxation tax
expenditure estimates of federal tax expenditure items are prorated to New York using New York’s
share of total U.S. personal income and applying New York State effective tax rates.

Tax expenditures with values of less than $0.1 million are indicated with an asterisk.



Tablel

1999 New York State Personal Income Tax Expenditure Estimates
(1996 Total Personal Income Tax Liability = $16,319 Million)

(Millions of Dollars)

Tax Item

New York M odifications

10.

11.

12.

13.

Pension/Annuity Exclusion

Exclusion of Social Security and Tier | Railroad Retirement Benefits
(Taxable for Federal Purposes but New Y ork Exempt)

Exclusion of Interest on U.S. Obligations

Exclusion of Pensions, Annuities, Interest and Lump Sum Payments
Received by New York State and Municipal Retirees

Exclusion of Pensions, Annuities, Interest and Lump Sum Payments
by Federal Retirement Systems

Disability Income Exclusion

Exclusion of Interest or Dividends on Obligations or Securities of
aU.S. Agency

Exclusion of Interest or Dividend Income on Obligations or
Securities Taxable for Federal Purposes but Exempt for New Y ork
Tax Purposes

Exclusion of Accelerated Death Benefits and Viatical Settlements

Exclusion of Long-Term Care Insurance Premiums and Continuing
Care Fees

Exclusion for Contributions to New Y ork State College Choice
Tuition Savings Program 1/

Deferral of Gain from Sale of Qudified Emerging Technology
Investments 1/

Exclusion of Paymentsto Victims of Nazi Persecution 1/

New York Deductions and Exemptions

14.

15.

16.

Value of Standard Deductions for Those Returns With

Itemized Deductions in Excess of Standard Deduction

Itemized Deductions

a  Medica/Dental Deduction

Interest Deduction

Charitable Contribution Deduction

Casualty/Theft Deduction

Taxes Paid Deduction

Miscellaneous Deductions Subject to 2 Percent of AGI Limitation
. Other Miscellaneous Deductions

@ ~opaoooC

Dependent Exemptions

History
1992 1993 1994 1995 1996
231.6 301.3 3035 330.7 307
104.7 118.2 212.0 241.8 253
204.3 153.3 144.6 198.8 203
182.1 200.3 220.4 268.1 277
54.7 54.7 60.2 67.0 67.0
N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A
* * * * *
_ _— _— _— *
- - _— * *
962.6 991.5 1,017.0 1,074.0 1,024.5
64.8 67.7 64.8 66.0 58
685.3 645.1 660.7 632.8 545.0
242.3 280.5 276.3 2779 271
8.4 39 4.8 4.6 4
345.5 359.1 392.2 376.6 326
168.4 179.0 184.3 187.3 173
11.6 10.7 13.0 16.3 15
300.1 303.0 302.5 301.9 282

Forecast Rdiability

1999

340.0

288.0
235.0

311.0

68.1
N/A

N/A

N/A

1,023.0

72.3
590.0
311.0

4.0
350.0
155.4

15.0

273.0

Leve

I e e e e N N



History Forecast Rédiability

Tax Item 1992 1993 1994 1995 1996 1999 Level
New York Credits
17. Household Credit 146.3 137.5 135.6 127.1 114 107.0 1
18. Earned Income Credit - - 77.9 136.8 291 347.0 1
19. Real Property Tax Credit (Circuit Breaker) 1/ 50.6 48.0 521 359 37 43.0 1
20. Farmer School Property Tax Credit 1/ -- -- - - -- 30.0 3
21. Investment Credit 24.0 16.0 20.0 20.1 230 244 2
22. Investment Credit for Financial Securities Industry 1/ -- -- - - -- 5.0 4
23.  Child and Dependent Care Credit 35.1 36.0 40.1 39.1 36 91.0 1
24.  Accumulation Distribution Credit 22 24 31 32 4.0 4.2 2
25.  Economic Development Zone and Zone Equivalent Areas Tax Credits 0.5 0.5 0.5 05 1 0.5 2
26. Specia Additional Mortgage Recording Tax Credit Carryforward 25 28 35 3.6 4 44 2
27. Solar Electric Generating Equipment Credit -- -- - - -- 1.0 4
28. Employment of Persons with Disabilities Credit -- -- - - -- * 4
29. Alternative Fuels Vehicle Credit -- -- - -- -- 0.4 4

1/ A new tax expenditure item, arevision of the methodology or revisionsin the data sources resulting in an estimate which better reflects the tax expenditure value.
* Lessthan $0.1 million.

--  Thetax expenditure was not applicable for these years.

N/A No dataavailable
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New York Modifications

The New York adjusted gross income of a resident or nonresident individual is defined as

federal adjusted gross income with modifications as specified by New York Tax Law, Article 22,
Section 612.

1.

Pension/Annuity Exclusion

Citation: Section 612(c)(3-a)

Effective Date: Effective for taxable years beginning on or after January 1, 1982
Description: Taxpayers aged 59 1/2 and over may exclude from New York adjusted gross
income pensions and annuities, to the extent included in federal adjusted gross income, but
not in excess of $20,000 ($20,000 each for two married retiliaggdintly).

Estimates: 1996: $306.6nillion - 1999: $340.0nillion

Data Source: PIT Simulation Model

Reliability: Level 1

Exclusion of Social Security and Tier 1 Railroad Retirement Benefits (Taxable Social
Security for Federal Purposes but New York Exempt)

Citation: Section 612(c)(3-c)

Effective Date: Effective for taxable years beginning after December 31, 1983

Description: Taxpayers may exclude from New York adjusted gross income Social Security
and Tier 1 railroad retirement benefits, to the extent included in federal adjusted gross
income. This provision is applicable to benefits received after December 31, 1983.
Estimates: 1996: $253.3nillion - 1999: $288.0million

Data Source: PIT Simulation Model

Reliability: Level 1

Exclusion of Interest on U.S. Obligations

Citation: Section 612(c)(1)

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: Taxpayers may exclude from New York adjusted gross income interest income
on obligations of the United States and its possessions, to the extent included in federal
adjusted gross income. Federal law prohibits New York from taxing this item.

Estimates: 1996: $202.6nillion - 1999: $235.0nillion

Data Source: PIT Simulation Model

Reliability: Level 1

Exclusion of Pensions, Annuities, Interest and Lump Sum Payments Received by
New York State and Municipal Retirees

Citation: Section 612(c)(3)(i)

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: Retirement payments received by officers and employees (or their
beneficiaries) of New York State and its municipalities (including corporations and
authorities), to the extent includable in federal adjusted gross income, may be subtracted

10
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in computing New York adjusted gross income. The State Constitution prohibits
taxation of this income.

Estimates: 1996: $276.6nillion - 1999: $311.0nillion

Data Source: PIT Simulation Model

Reliability: Level 1

Exclusion of Pensions, Annuities, Interest and Lump Sum Payments by Federal
Retirement Systems

Citation: Section 612(c)(3)(ii)

Effective Date: Effective for tax years beginning on or after January 1, 1989
Description: Payments received by officers and employees (and their beneficiaries) from
federal retirement systems, to the extent includable in federal adjusted gross income, may
be subtracted in determining New York adjusted gross income. A 1989 U.S. Supreme
Court ruling (Davis v. Michigan Department of Treagunyandated that states must
provide equal tax treatment for federal and state/local pensions.

Estimates: 1996: $67.0million - 1999: $68.Imillion

Data Source: PIT Simulation Model

Reliability: Level 1

Disability Income Exclusion

Citation: Section 612(c)(3-b)

Effective Date: Effective for taxable years beginning after December 31, 1983
Description: A taxpayer may subtract up to $5,200 of diitghincome included in
federal adjusted gross income, to the extent that such income would have been excluded
from federal gross income prior to December 31, 1983, under the now repealed
provisions of IRC Section 105(d). The total exclusion for dispaland pension and
annuity income may not exceed $20,000. The exclusion is reduced by the amount that
the taxpayer’s adjusted gross income exceeds $15,000.

Estimate: No data available. Included in “other” category for New York modifications

in second pass data and therefore cannot be separately identified

Reliability: Level 5

Exclusion of Interest or Dividends on Obligations or Securities of a U.S. Agency
Citation: Section 612(c)(2)

Effective Date: Effective for taxable years on or after January 1, 1960

Description: Taxpayers may subtract from federal adjusted gross income, interest or
dividend income on obligations or securities of a U.S. agency, to the extent that such
income has been included in federal adjusted gross income. Federal law prohibits
New York from taxing this income.

Estimate: No data available. Included in “other” category for New York modifications

in second pass data and, therefore, cannot be separately identified

Reliability: Level 5

11
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8. Exclusion of Interest or Dividend Income on Obligations or Securities Taxable for
Federal Purposes but Exempt for New York Tax Purposes
Citation: Section 612(c)(6)
Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: The taxpayer may subtract from federal adjusted gross income interest or
dividend income on obligations or securities, to the extent t
New York income tax purposes under New York law but is subject to federal income tax.
Estimate: No data available. Included in “other” category for New York modifications
in second pass data and, therefore, cannot be separately identified
Reliability: Level 5

9. Exclusion of Accelerated Death Benefits and Viatical Settlements
Citation: Section 612(c)(30)
Effective Date: Effective for taxable years beginning on or after January 1, 1991 for
death benefits and for payments received on or after July994, on viatical settlements
Description: Taxpayers may subtract from federal adjusted gross income accelerated
payments of part or all of the death benefit or special surrender value of a life insurance
policy as a result of certain diagnoses (i.e., terminal illnesses), specified in the Insurance
Law. Also, taxpayers may subtract the amount received from a viatical settlement
company from the sale of a life insurance policy. Persons with catastrophic or life
threatening illnesses are eligible for this subtraction when they sell such policies to a
viatical settlement company licensed by the State Insurance Department.
Estimates: 1996: Minimal - 1999: Minimal
Data Source: Federal Office of Management and Budget
Reliability: Level 4

10.  Exclusion of Long-Term Care Insurance Premiums and Continuing Care Fees

Citation: Section 612(c)(31)
Effective Date: Effective for taxable years beginning on or after January 1, 1996
Description: Taxpayers may deduct from federal adjusted gross income premiums paid
for eligible long-term-care insurance. “Eligible long-term-care insurance” is defined as
insurance provided in a policy approved by the superintendent of insurance under Section
1117(g) of the Insurance Law, and defined under Section 213 of the Internal Revenue
Code as an itemized deduction for medical expenses. Taxpayers must reduce their New
York itemized deduction by the amount of the subtraction, to the extent they deducted
the premiums as an itemized deduction. In addition, beginning in tax year 1998,
taxpayers may also deduct a portion of fees they pay as residents of “approved continuing
care retirement communities” located in New York and certified by the Department of
Health.

The following limitations, which are indexed annually for inflation, apply
separately for both qualifying insurance premiums and continuing care fees:

12
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11.

12.

13.

If the taxpayer is age 40 or less: $210
If the taxpayer is more than age 40 but not more than 50 $400
If the taxpayer is more than age 50 but not more than 60 $800
If the taxpayer is more than age 60 but not more than 70 $2,120
If the taxpayer is more than age 70 $2,660

Estimates: 1996: Minimal - 1999: Minimal
Data Source: New York State Insurance Department
Reliability: Level 4

Exclusion for Contributions to New York State College Choice Tuition Savings
Program

Citation: Sections 612(c)(32) and (33)

Effective Date: Effective for taxable years beginning after December 31, 1997
Description: Taxpayers may subtract from federal adjusted gross income (FAGI) up to
$5,000 per year of contributions to iy tuition accounts,” as defined in Article 14-A

of the Education Law, to the extent not deductible or eligible for credit for federal tax
purposes. Married taxpayers may each subtract $5,000 of qualified contributions. The
maximum amount of total contributions may not exceed $100,000 per person. In
addition, taxpayers may subtract from FAGI distributions (including accumulated interest
earnings) from a family tuitionaccount if used for qualified higher education
expenditures.

Estimates: 1996: Not Applicable - 1999: $8million

Data Source: States with similar programs

Reliability: Level 4

Deferral of Gain from Sale of Qualified Emerging Technology Investments

Citation: Section 612(c)(34)

Effective Date: Effective for qualified investments acquired on or after March 12, 1998
Description: Gain from the sale of qualified emerging technology investments may be
subtracted from federal adjusted gross income, if reinvested in another qualified emerging
technology investment. The amount subtracted must be added to federal adjusted gross
income when the reinvestment is sold, and the gain is not reinvested in a qualified
emerging technology investment.

Estimates: 1996: Not Applicable - 1999: $2nillion

Data Source: Industry Data

Reliability: Level 4

Exclusion of Payments to Victims of Nazi Persecution

Citation: Section 612(c)(35) and (36)

Effective Date: Effective for taxable years beginning on or after January 1, 1995
Description: Taxpayers may subtract certain distributions, to the extent included in
FAGI, made based on their status as a victim of Nazi persecution as defined in Public
Law 103-286. The subtraction also applies to distributieasived by victims’ spouses

13
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and needy descendants. In addition, a subtraction is allowed for items of income included
in FAGI attributable to assets stolen or hidden from, or otherwise lost by victims of Nazi
persecution immediately prior to, during, or after World War II.

Estimates: 1996: Minimal - 1999: Minimal

Data Source: New York State Banking Department

Reliability: Level 4

New York Deductions and Exemptions

Individual taxpayers may reduce their New York adjusted gross income by either a
standard deduction or itemized deductions, and dependent exemptions.

14.  Value of Standard Deductions for Those Returns With Itemized Deductions in
Excess of Standard Deduction
Description: Taxpayers who itemize deductions on their federal returns may also
itemize on their New York State returns if the aggregate of such deductions, exclusive
of state and local income taxes paid (except for a portion of the New York City earnings
tax on nonresidents) and certain other modifications, exceeds the New York standard
deduction. Because all taxpayers are entitled to a standard deduction as a minimum,
itemizers have their standard deduction “built into” their total deduction.
Estimates: 1996: $1,024.5nillion - 1999: $1,023.0nillion
Data Source: PIT Simulation Model
Reliability: Level 1

15. [temized Deductions

New York itemized deductions flow through from federal law. Thus, the citations
below reference the Internal Revenue Code. They are specified in New York Tax Law,
Article 22, Section 615. New Yorkmits the availability of itemized deductions for
certain high income taxpayers. The maximum percentage of disallowed deductions
equals 50 percent for all taxpayers with NYAGI above $525,000.

The federal itemized deduction limitation further reduces the value of the
deductions. This limitation, to which New York mostly conforms, requires taxpayers to
reduce their itemized deductions (other than medical expenses, gambling losses, casualty
and theft and investment interest) by three percent of the amount by which their 1999
FAGI exceeds $126,600 ($63,300 for marridiuhg separately). This threshold is
indexed annually for inflation. Deductions subject to the limitation cannot be reduced by
more than 80 percent. Because the interaction of the different itemized deductions
cannot be accurately captured in the estimation process, the effect of the federal
limitation cannot be itemized by deduction type.

a. Medical/Dental Deduction

Citation: IRC Section 213
Effective Date: Effective for taxable years beginning on or after January 1, 1960
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Description: Medical and dental expenses paid during the taxable year by and
on behalf of the individual or his/her spouse or dependent may be deducted from
federal adjusted gross income, as an itemized deduction, to the extent that the
expenses (a) exceed 7.5 percent of adjusted gross income, and (b) are not
compensated for by insurance or otherwise.

Estimates: 1996: $57.9illion - 1999: $72.3million

Data Source: PIT Simulation Model

Reliability: Level 1

Interest Deduction

Citation: IRC Section 163

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: A taxpayer may deduct mortgage and investment interest paid or
accrued during the taxable year on debt owed by the taxpayer. However, interest
incurred on loans made to purchase securities, the income from which is
tax-exempt in New York, is not deductible for New York purposes. Generally,
mortgage interest is totally deductible (certain limitations apply).

Estimates: 1996: $545.0nillion - 1999: $590.0million

Data Source: PIT Simulation Model

Reliability: Level 1

Charitable Contribution Deduction

Citation: IRC Section 170

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: Taxpayers may subtract from federal adjusted gross income
contributions made to qualified organizations, up to a limit of 50 percent of their
adjusted gross income. In certain cases, lower limits may apply.

Estimates: 1996: $270.6nillion - 1999: $311.0million

Data Source: PIT Simulation Model

Reliability: Level 1

Casualty/Theft Deduction

Citation: IRC Section 165

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: Individuals may deduct casualty losses. Casualty losses mean
uncompensated losses sustained as a result of the total or partial destruction of
property, caused by a sudden, unexpected or unusual event. Losses incurred as
a consequence of the theft or embezzlement of the taxpayer’s property may also
be deducted from federal gross income. In both cases, a deduction is allowed
only with respect to individual losses which exceed $100 and to the extent that
total net losses exceed 10 percent of federal adjusted gross income.

Estimates: 1996: $4.2million - 1999: $4.0million

Data Source: PIT Simulation Model

Reliability: Level 1
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16.

e. Taxes Paid Deduction
Citation: IRC Section 164, Section 615(c)(1)
Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: Individuals may deduct from federal adjusted gross income, real
and personal property taxes which have been paid to any state, local or foreign
gover
earnings and self-employment taxes may be deducted.
Estimates: 1996: $326.million - 1999: $350.0million
Data Source: PIT Simulation Model
Reliability: Level 1

f. Miscellaneous Deductions Subject to 2 Percent of AGI Limitation

Citation: IRC Sections 67, 212, 280A

Effective Date: Effective for taxable years beginning after December 31, 1986
(Sec. 67); on or after January 1, 1960 (Sec. 212); after December 31, 1975 (Sec.
280A)

Description: Taxpayers may deduct certain miscellaneous expenses.
Miscellaneous itemized deductions consist of three broad categories of personal
expenses: deductible employee expenses, deductible expenses of producing
income and other deductible expenses (essentially, tax counsel and assistance and
appraisal fees). The first two categories include such items as work clothes and
uniforms, union dues and expenses, safe deposit box rentals, and malpractice
insurance premiums.

Estimates: 1996: $172.9nillion - 1999: $155.4million

Data Source: PIT Simulation Model

Reliability: Level 1

g. Other Miscellaneous Deductions
Citation: IRC Section 67
Effective Date: Effective for taxable years beginning on or after January 1, 1987
Description: Taxpayers may deduct miscellaneous expensesufgect to the
2 percent AGI limitation. These include gambling losses (up to the amount of
gambling winnings), impairment-related work expenses and certain other
expenses.
Estimates: 1996: $15.4million - 1999: $15.0million
Data Source: PIT Simulation Model
Reliability: Level 1

Dependent Exemptions

Citation: Section 616

Effective Date: Effective for taxable years beginning on or after January 1, 1960
Description: In computing taxable income, taxpayers may deduct $1,000 for each
exemption for qualified dependents to which they are entitled a deduction for federal
income tax purposes.
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Estimates: 1996: $282.3nillion - 1999: $273.0million
Data Source: PIT Simulation Model
Reliability: Level 1

New York Credits

Credits are amounts which may be subtracted from the individual's computed State tax

liability.

17.

18.

Household Credit

Citation: Section 606(b)

Effective Date: Effective for taxable years beginning on or after January 1, 1978
Description:

Single Filing Status All Other Filing Statuses
If Federal AGI is: If Federal AGI is:
But The But The For Each
Not Credit Not Credit Federal
Qver Over Is Over Over Is Exemption
$ 0 $ 5,000 $75 $ 0 $5,000 $75 $15
5,000 6,000 60 5,000 6,000 60 15
6,000 7,000 50 6,000 7,000 50 15
7,000 20,000 45 7,000 20,000 45 15
20,000 25,000 40 20,000 22,000 50 10
25,000 28,000 20 22,000 25,000 40 10
28,000 No Credit 25,000 28,000 35 5
28,000 32,000 15 5
32,000 No Credit

Estimates: 1996: $114.3nillion - 1999: $107.0million
Data Source: PIT Simulation Model
Reliability: Level 1

Earned Income Credit

Citation: IRC Section 32, Tax Law Section 606(d)

Effective Date: Effective for taxable years beginning after 1993

Description: For the 1994 tax year, the credit equaled 7.5 percent of the federal earned
income credit. The percentage increased to 10 percent for tax year 1995. Beginning in
1996, taxpayers may claim a credit against tax equal to 20 percent of their federal credit.
The credit is fully refundable to residents, nonrefundable to nonresidents, and partly
refundable to part-year residents. The table below shows income eligibility parameters
and maximum amounts for the 1999 tax year:
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19.

20.

Maximum Federal Maximum Income*

Creditable Credit State for Start of Income
Earnings Rate Credit Phase-out Cut-
O_ff*

Families With 1 Child $6,800 34% $462 $12,460 $26,928
Families With 2 or
More Children $9,540 40% $763 $12,460 $30,580
Workers Age 25-64
Without Children $4,530 7.65% $69 $5,670 $10,200

* Earned income or modified federal adjusted gross income, whichever is greater.

Taxpayers must subtract from the earned income credit the amount of household credit
used to reduce tax liability.

Estimates: 1996: $290.9illion - 1999: $347.0million

Data Source: PIT Simulation Model

Reliability: Level 1

Real Property Tax Credit (Circuit Breaker)

Citation: Section 606(e)

Effective Date: Effective for taxable years beginning after December 31, 1977
Description: Qualified individuals may claim a credit in the amount of 50 percent of
excess real property taxes, determined according to the level of household gross income,
subject to certain specified conditions and limits. Eiligidor the credit depends on the

size of household gross income ($18,000 or less), property use, the value of the property
or the adjusted rent of a tenant. The credit claimant must be a resident of the State for
the entire taxable year. The maximum credit is $375 for taxpayers age 65 and over and
$75 for taxpayers under age 65. The amount of the credit decreases as household gross
income increases. Only one credit is allowed per household. The credit is refundable.
Estimates: 1996: $37.2nillion - 1999: $50.0million

Data Source: Real Property Tax Credit Study

Reliability: Level 1

Farmer School Property Tax Credit

Citation: Section 606(n)

Effective Date: Effective for taxable years beginning on or after January 1, 1997
Description: Taxpayers primarily engaged in farming may claim a refundable credit equal

to 100 percent of total school property taxes paid on qualified New York agricultural
property up to 250 acres, and 50 percent of the school taxes paid on acres in excess of 250.
To be eligible, taxpayers must earn two thirds of their federal income from farming. For
purposes of this test, total gross income is reduced by the sum (not to exceed $30,000) of
earned income, pensions, social security, interest, and dividends. The credit phases out for
taxpayers with NYAGI in excess of $100,000, after subtracting principal on farm
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21.

indebtedness. Recapture provisions apply if the taxpayer converts the property to a
nonqualified use in the two years subsequent to first use of the credit.

Estimates: 1996: Not Applicable - 1999: $30rillion

Data Source: Federal tax return data

Reliability: Level 3

Investment Credit

Citation: Section 606(a), a-1

Effective Date: Effective for taxable years beginning on or after January 1, 1969
Description: Taxpayers may claim an investment tax credit (ITC) of 4 percent of the
cost of tangible property including buildings and structural components of buildings
which are depreciable, have a useful life of four years or more, are located within the
State, and are used principally for the production of goods. Eligible costs also include
those associated with retail enterprises’ investments in qualified rehabilitated building,
and research and development (R&D) property. The rate of credit for R&D property
equals 7 percent. Where the allowable credit exceeds the taxpayéitis fiala given

year, the taxpayer may carry forward the excess credit for 10 subsequent tax years. In
the case of a new business, only excess credit may be received as a refund.

Beginning in 1997, a credit applies for 25 percent of the taxpayer’s qualified
expenditure paid to rehabilitate historic barns and similar structures. Qualified
expenditures do not qualify for the regular ITC.

Effective for tax years beginning after 1997, taxpayers who increase their number
of employees may be eligible for the employment incentive tax credit (EIC) with respect
to property acquired or constructed on or after January 1, 1997. This credit applies to
property that is eligible for the investment tax credit.

The taxpayer is allowed the EIC for each of the two years next succeeding the
taxable year for which the investment tax credit is allowed. The amount of the EIC is as
follows:

1.5 percent of the investment tax credit base if employment is at least 101 percent

but less than 102 percent of the employment base year,

or

2.0 percent of the investment tax credit base if employment is at least 102 percent

but less than 103 percent of the employment base year,

or

2.5 percent of the investment tax credit base if employment is at least 103 percent

of the employment base year.
The EIC is refundable.

An 8 percent credit is allowed if qualified property is located within State-
designated economic development zones (EDZs). The regular ITC cannot be claimed for
property on which EDZ credit is claimed.

Estimates: 1996: $23.0million - 1999: $24.4million

Data Source: PIT Simulation Model estimate of total credits allocated by historical
second pass data

Reliability: Level 2
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22.

23.

Investment Credit for Financial Securities Industry

Citation: Section 606(a)(2)(A)

Effective Date: Effective for property placed in service on or after Octobd98, and
before October 1, 2003

Description: An investment credit is allowed for qualified property used in the financial
services industry. The rate of credit, maximum amounts, carryforward provisions, and
recapture rules are generally the same as for the regular investment credit.

Quialified property includes property principally used in the ordinary course of the
taxpayer’s trade or business:

. as a broker or dealer in connection with the purchase or sale of stocks, bonds, or

other securities (as defined in Internal Revenue Code (IRC) Section 475(c)(2)),

or of commodities (as defined in IRC Section 475(e)), or in providing lending,

loan arrangement or loan origination services to customers in connection with the

purchase or sale of securities (as defined in IRC Section 475(c)(2));

. of providing investment advisory services for a regulated investment company as

described in IRC Section 851.

In addition, qualified property includes property principally used in the ordinary
course of the taxpayer’s business as an exchange registered as a national securities
exchange (such as the New York stock exchange) or a board of trade defined under the
New York Not-For-Profit Corporation Law, or an entity wholly owned by one or more
national security exchanges or boards of trade that provides automation or technical
services to the national security exchanges or boards of trade.

Property purchased by a taxpayer affiliated with a regulated broker, dealer, or
national securities exchange or board of trade, or property leased by a taxpayer to an
affiliated regulated broker, dealer, national securities exchange or board of trade is
eligible for this credit if the property is used by the affiliate in an activity described above.

The credit is not allowed unless all or substantially all of the taxpayer’s or
affiliate’s employees performing the administrative amop®rt functions resulting from
or relating to the qualifying uses of the property are located in New York State.
Estimates: 1996: No data available - 1999: $5nilion
Data Source: Industry data
Reliability: Level 4

Child and Dependent Care Credit

Citation: Section 606(c)

Effective Date: Effective for taxable years beginning after December 31, 1976
Description: Taxpayers may claim a credit for a percentage of the federal credit for
household and dependent care expenses necessary to allow gainful employment. A
husband and wife filing a joint federal return, but electing to file separate New York
returns, may apply the credit only against the tax of the spouse with the lower taxable
income.

Prior to the 1996 tax year, the credit equaled 20 percent of the federal child and
dependent care credit and was not refundable. Beginning in 1996, taxpayers with
NYAGI of $10,000 or less could claim a credit, equal to 30 percent of the federal child
and dependent care credit. The 30 percent rate increased to 60 percent for the 1997 tax
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24.

25.

year. The credit rate phased down to 20 percent of the federal credit at NYAGI of
$14000. Since 1996, the credit is fully refundable to residents, nonrefundable to
nonresidents, and partly refundable to part-year residents. Beginning in 1998 the credit
equaled 100 percent of the federal credit for taxpayers with NYAGL 6000 or less,

and phased down to 20 percent at NYAGI of $30,000 and above. For 1999 and
thereafter, the phase-out range is $35,000 to $50,000.

Tax Year
Before 1996 1996 1997 1998 After 1998
Maximum 20% 30% 60% 100% 100%
Percentage
NYAGI Range of NA 10,000 - 10,000 - 17,000 - 35,000 -
Phase-Down to 20% 14,000 14,000 30,000 50,000
Refundability No Yes Yes Yes Yes

Estimates: 1996: $35.5nillion - 1999:; $91.0million
Data Source: PIT Simulation Model
Reliability: Level 1

Accumulation Distribution Credit

Citation: Sections 621 and 635

Effective Date: Effective for taxable years beginning on or after January 1, 1962
Description:  Beneficiaries of trusts (residents and nonresidents) receiving an
accumulation distribution can claim a credit for tax paid by the trust fiduciary on income
included in the distribution.

Estimates: 1996: $4.0million - 1999: $4.2million

Data Source: PIT Simulation Model estimate of total credits allocated by historical
second pass data

Reliability: Level 2

Economic Development Zone and Zone Equivalent Areas Tax Credits
Citation: Section 606()), (j-1), (k), (1)
Effective Date: Effective for tax years beginning on or after January 1, 1986. However,
the methods for computing the wage tax credit and the capital corporation credit were
amended for tax years beginning on or after January 1, 1994. Amendments providing
that taxpayers located in Zone Equivalent Areas (ZEAS) can take a modified EDZ wage
tax credit were effective January 1, 1994
Description: Taxpayers may qualify for credit for investments in zone capital
corporations, direct equity investments in certified zone businesses and contributions to
community development projects. The credit equals 25 percent of the sum of each type
of investment. The maximum credit per taxpayer is $300,000 and caeeeteoxne half
of the taxpayer’s pre-credit tax.

In addition, effective for property placed in service on or after January 1, 1997,
an employment incentive credit applies. This credit applies in addition to the regular
EDZ-ITC, for taxpayers that increase their average number of employees by at least one
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26.

percentage point over the preceding base year. This credit is 50 percent refundable to
new businesses.

A taxpayer may also claim a wage tax credit for doing business and creating jobs
in economic development zones. The credit has two components. This credit equals the
product of the average number of newly hired targeted EDZ employees receiving EDZ
wages times $1,500. The corresponding credit amount for other employees equals the
product of the average number of newly hired nontargeted EDZ employees receiving
EDZ wages times $750.

Taxpayers employing individuals in areas eligible to become EDZs but not so
designated (Zone Equivalent Areas or ZEAs) may take a two year credit for EDZ wages
paid for full-time employment in jobs created in the ZEA. Taxpayers must take the credit
during the five year period following designation as a ZEA. The two year credit equals
$1,000 times the average number of targeted employees and $500 times the average
number of nontargeted employees hired during the first year. In the second year, the
credit decreases to $500 times the average number of targeted employkZs0atimies
the average number of nontargeted employees. The total wage tax credit cannot exceed
50 percent of tax due before credits.

Taxpayers may also qualify for an investment tax credit of 8 percent of the cost
or other federal basis of tangible personal property, including buildings and structural
components of buildings located within a designated economic development zone.

Quialifying new businesses may request a refund of 50 percent of the unused wage
(both EDZ and ZEA) and investment credits in lieu of carrying those credits over to
future tax years. Unused capital credits may be carried over to future tax years.
Estimates: 1996: $0.5million - 1999: $0.5million
Data Source: PIT Simulation Model estimate of total credits allocated by historical
second pass data
Reliability: Level 2

Special Additional Mortgage Recording Tax Credit Carryforward

Citation: Section 606(i)

Effective Date: The credit is effective for taxable years beginning after
December 31, 1978. Carryforward applies for tax years beginning after
December 31, 1993

Description: Prior to tax year 1994, S corporation shareholders may claim a credit equal
to their prorata share of the special additional mortgage recording tax paid by the
corporation pursuant to Section 253(1-a) of Article 11 of the New York Tax Law. The
amount of any credit which exceeded taxilipbcould be carried forward and used in
subsequent years. Beginning after 1993, the credit is available only to the S corporation,
not at the shareholder level. However, shareholders may claim credits earned, but not
used, before tax year 1994.

Estimates: 1996: $4.Imillion - 1999: $4.4million
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27.

28.

29.

Data Source: PIT Simulation Model estimate of total credits allocated by historical
second pass data
Reliability: Level 2

Solar Electric Generating Equipment Credit

Citation: Section 606(g-1)

Effective Date: Effective for property placed in service in taxable years beginning on

or after January 1, 1998

Description: Taxpayers may claim a credit equal to 25 percent of qualified solar electric

generating equipment expenditures, which are expenditures for the purchase of

equipment used at a principal residence in New York, and meeting requirements set forth

in Section 66-j of the Public Service Law. Qualified expenditures are capped at the

product of 1) $6.00 and 2) the number of watts in the rated capacity of the solar electric

generating equipment, up to 10,000 watts. However, the maximum credit is $3,750. If

the credit exceeds tax lidity, taxpayers may carry over the credit for five years.
Taxpayers sharing a principal residence may prorate the credit between them. In

addition, interest and other finance charges, and government grants, are not included in

gualified expenditures.

Estimates: 1996: Not Applicable - 1999: $1rillion

Data Source: New York State Energy Research and Development Authority, Natural

Resources Defense Council

Reliability: Level 4

Employment of Persons with Disabilities Credit

Citation: Section 606(0)

Effective Date: Effective for taxable years beginning on or after January 1, 1998,
applicable to individuals who begin work on or after January 1, 1997

Description: Employers may claim a credit equal to 35 percent of the first $6,000 of
wages paid to workers with disabilities, as certified by the State Department of Education
or other designated State agency. The credit applies for the second year of employment
if a federal work opportunity tax credit applies for the first year. Alternatively, taxpayers
may claim the credit based on the first year of employment if no work opportunity tax
credit applies. Taxpayers may carry over unused credit amounts to subsequent tax years.
Estimates: 1996: Not Applicable - 1999: Minimal

Data Source: Federal credit data

Reliability: Level 4

Alternative Fuels Vehicle Credit

Citation: Sections 606(i), 606(p)

Effective Date: Effective for property placed in service in taxable years beginning on
or after January 1, 1998. The tax credit provisions do not apply to property placed in
service in taxable years beginning after December 31, 2002.

Description: The new law allows credits for electric vehicles; clean fuel vehicles using
natural gas, methanol and other alternative fuels; and clean fuel refueling facility
property. The tax credits equal: 50 percent of the incremental cost of new electric
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vehicles registered in New York (capped at $5,000 per vehicle); 60 percent of the cost
of new clean-fuel components for alternative fuel vehicles registered in New York
(capped at $5,000 per vehicle with a gross vehicle weight rating of 14,000 pounds or
less, and $10,000 for those over 14,000 pounds); and 50 percent of the cost of new
clean-fuel refueling property used in a trade or business.

Estimates: 1996: Not Applicable - 1999: $0ntillion

Data Source: New York State Department of Environmental Conservation, Industry
Representatives

Reliability: Level 4
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This section of the report provides tax expenditure estimates for 21 separate provisions
of the corporation franchise tax on general business corporations. It contains estimates of the
tax expenditures for tax years 1991 through 1995 (the latest year for which Article 9-A tax return
data are available). The estimates are also extrapolated to the 1999 tax year. The tax year refers
to both the 1999 calendar year and fiscal years endiggd0. Table 2 summarizes the tax
expenditure estimates. It also includes total Article 9-A corporate franchise tax liability for the
1995 tax year.

Description of Tax

Article 9-A imposes a corporate franchise tax on general business corporations for the
privilege of conducting business in New York. Certain other corporations (public utilities, banks
and insurance companies), pay tax under other articles of the Tax Law. The corporation
franchise tax has four separate bases: allocated entire net income; allocated business and
investment capital; allocated minimum taxable income; and a fixed dollar minimum. Corporations
pay the highest tax computed on these bases less applicable credits, but not less than the higher
of the minimum tax or fixed dollar amount. The Tax Law imposes an additional tax on allocated
subsidiary capital. Because of thendarities between the entire net income and alternative
minimum taxable income computations, the tax expenditure provisions and estimates discussed
in this section pertain only to the allocated entire net income and allocated business and
investment capital bases.

The computation of corporation franchise tax on the allocated entire net income and
allocated minimum taxable income bases generally starts with federal taxable income. Taxpayers
then make several state-specific modifications to arrive at New York entire net income and
alternative minimum taxable income. Both income bases consist of both business and investment
income. Taxpayers allocate each type of income to New York by its respective allocation
percentage. The sum of these allocated incomes equals the taxable income bases. A tax rate of
9 percent (between 8 and 9 percent for small businesses) applies to taxable net income. A tax
rate of 3.5 percent applies to alternative minimum taxable income.

The tax on allocated business and investment capital starts with the taxpayer’s total assets.
Taxpayers reduce their assets by both long- and short-term liabilities to arrive at total capital.
Total capital minus subsidiary capital and investment capital equals business capital. Taxpayers
then multiply each type of capital by its respective allocation percentage. Total allocated business
and investment capital forms the allocated capital base. (A separate tax applies to allocated
subsidiary capital.) A 0.178 percent tax rate applies to allocated capital.

Data Sources

The major sources of data used to compute the tax expenditure estimates include:
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. 1995 Article 9-A Corporation Franchise Tax Study File - This file, compiled by the
Department of Taxation and Finance, includes all corporations filing under Article
9-A except the fixed minimum tax filers and S corporations. It includes selected
data items from the tax returns for each corporation. Simulations of the file
generate the base case tax expenditures.

. 1995 Audit Selection File - This unverified file of all corporation tax returns
includes about 110 data items from the CT-3 corporation tax return. This file is
combined with the study file to estimate expenditure items that are not included
in the latter file.

. Congressional Joint Committee on Taxation (JCT) Estimates of Federal Tax
Expenditures - Because no data for federal exclusion items which are listed in the
Appendix exist at the State level, the estimates of the federal tax expenditure items
come from prorations of JCT estimates to New York.

Methodology

The projections of the tax expenditures from 1995 to 1999 use a variety of economic
forecast variables. Projections of items under federal exclusions from income in the Appendix
were taken from the JCT estimates of federal tax expenditures and prorated to New York.
Several of the items were projected using relevant economic data from Data Resources
Incorporated (DRI). The remaining items were computed using historical trends.

Tax expenditures whose values are less than $0.1 million are considered minimal and are
designated by an asterisk.
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Table2
1999 New York State Article 9-A Tax Expenditure Estimates

(1995 Total Corporate Franchise Tax Liability = $1,318 Million)

(Millions of Dollars)

History
Tax Law 1991 1992 1993 1994 1995

New York Modificationsto Federal Taxable Income
1.  Exclusion of Interest, Dividends and Capital Gains from Subsidiary

Capital 1/ 268.7 2411 373.7 340.3 609.0
2. Deduction of 50 Percent of Dividends from Non-Subsidiary

Corporations 1/ 239 18.2 50.9 232 16.7
3. New Small Business Exemption (Capital Base only) N/A N/A N/A N/A N/A
4.  Deduction of Receipts from School Bus Operation N/A N/A N/A N/A N/A
5. Exclusion of Income for Foreign Airlines 1/ -- -- - * *
Allocation Per centages
6.  Optional Treatment of Cash 1.0 1.0 1.0 2.2 35
7.  Exclusion of Wages of Executive Officersin Allocation Percentage N/A N/A N/A N/A N/A
Credits
8.  Investment and Retail Enterprise Tax Credit, Employment

Incentive Credit and Rehabilitation Credit for Historic Barns 65.9 727 74.6 95.4 109.2
9. Investment Tax Credit for Financial Services Industry 1/ -- -- - - --
10. Eligible Business Facilities Credit 0.7 0.9 0.0 0.1 0.1
11. Specia Additional Mortgage Recording Tax Credit 0.3 05 0.8 11 0.2
12.  Economic Development Zone and Zone Equivalent Areas

Tax Credits 0.1 0.2 05 0.7 4.6
13. Credit for Servicing SONYMA Mortgages -- -- - -- 0.0
14. Agricultura Property Tax Credit 1/ -- -- - - --
15. Credit for Employing Individuals with Disabilities 1/ -- -- - - --
16. Alternative Fuels Vehicle Credit -- -- - - --
17. Emerging Technology Companies Credits 1/ -- -- - -- --

671.8

222
N/A
N/A

4.0
N/A

135.0
60.0

0.0
0.4

8.0
0.1

4.0
9.5
2.0

Reliability
Level

= 01 01

[ =S NP

R L S



Tax Law

Corpor ate Exemptions

18. Exempt Companies

19. Companies Whose Income "Passes Through" to Shareholders
a  Real Estate Investment Trusts (REITS)
b.  Regulated Investment Companies (RICs)

20. Businesses Using Fulfillment Services 1/
Preferential Tax Rates

21. Qudifying Small Business Corporations 1/

History

1901

N/A

N/A
N/A

10.8

1902

N/A

N/A
N/A

7.6

1903 1994
N/A N/A
N/A N/A
N/A N/A
7.8 11.7

=
©
©
o1

N/A

N/A
N/A

12.4

Forecast
1999

N/A
N/A

N/A
1.0

10.0

Reliability
Level

B~ O

1/ A new tax expenditure item, arevision of the methodology or revisionsin the data sources resulting in an estimate which better reflects the tax expenditure value.
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New York Modifications to Federal Taxable Income

In computing New York entire net income, Article 9-A of the New York Tax Law allows

modifications to federal taxable income.

1.

Exclusion of Interest, Dividends and Capital Gains from Subsidiary Capital

Citation: Section 208(9)(a)(1)

Effective Date: Effective for tax years beginning on or after January 1, 1944
Description: Taxpayers may subtract dividends, interest and gains derived from
subsidiary corporations from federal taxable income in the computation of New York
entire net income.

Estimates: 1995: $609.0nillion - 1999: $671.8nillion

Data Source: Audit Selection File

Reliability: Level 1

Deduction of Fifty Percent of Dividends from Non-Subsidiary Corporations

Citation: Section 208(9)(a)(2)

Effective Date: Effective for tax years beginning on or after January 1, 1944
Description: A New York corporation may deduct from federal taxable income 50
percent of dividend income received from non-subsidiary corporations (other than
DISCs). For tax years beginning on or after January 1, 1989, New York conforms with
IRC Sec. 246(c); stock must be held for 45 days or more to qualify for the deduction.
Estimates: 1995: $16."illion - 1999: $22.2million

Data Source: Audit Selection File

Reliability: Level 1

New Small Business Exemption (Capital Base only)

Citation: Section 210(1-c)

Effective Date: Effective for tax years beginning on or after January 1, 1981
Description: The law exempts new small businesses from the alternative tax based on
allocated business and investment capital. This exemption applies to the first two years

of operation of a business which:

. operates as a small business corporation as defined under the Internal Revenue
Code;

. has at least 90 percent of its assets and 80 percent of its employees located and
employed within New York State;

. is not a subsidiary of a taxable New York corporation; and

. is not a corporation which is substantially similar in operation and in ownership to

a business entity (or entities) previously taxable under Article 9-A.
Estimate: No data available
Reliability: Level 5
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Deduction of Receipts from School Bus Operation

Citation: Section 208(9)(a)(4)

Effective Date: Effective for tax years beginning on or after January 1, 1962
Description: A taxpayer may exclude income and deductions with respect to amounts
received from school districts and nonprofit religious, charitable or educational
organizations for the operation of school buses in determining a corporation’s taxable
entire net income.

Estimate: No data available

Reliability: Level 5

Exclusion of Income for Foreign Airlines

Citation: Section 208(9)(C-1)

Effective Date: The law applies income provisions retroactive to January 1, 1989. The
allocation of foreign airlines’ business capital became effective for taxable years beginning
on or after January 1, 1994

Description: Foreign airlines may exclude from entire net income all income from
international operations of aircraft effectively connected to the United States, foreign
passive income and income earned overseas from overseas operations of aircraft. Certain
foreign airlines may exclude from the capital based tax business and investment assets
connected with such exempt income. These tax benefits apply provided the “home
country” provides similar treatment to United States airlines.

Estimates: 1995: Minimal - 1999: Minimal

Data Source: Audit Selection File

Reliability: Level 1

Allocation Percentages

The law subjects business corporations to tax only on the portion of their income and

capital attributable to New York activities. Consequently, formulas have been devised (called
allocation percentages) for the purpose of determining that portion of a corporation’s business
income and capital, investment income and capital, and subsidiary capital taxable in New York.
The tax provisions listed in this section are the consequence of preferences given through the
calculation of the allocation percentages as described in New York Tax Law, Article 9-A.

6.

Optional Treatment of Cash

Citation: Section 208(7)

Effective Date: Effective for tax years beginning on or after January 1, 1944
Description: Taxpayers with investment capital may elect to report cash as entirely
investment or business capital. Taxpayers reporting cash as investment capital allocate
using the generally lower investment allocation percentage.

Estimates: 1995: $3.5million - 1999: $4.0million

Data Source: Audit Selection File

Reliability: Level 2
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7. Exclusion of Wages of Executive Officers in Allocation Percentage
Citation: Section 210(3)(a)(3)
Effective Date: Effective for tax years beginning on or after January 1, 1944
Description: The payroll factor portion of a corporation’s business allocation percentage
does not include wages, salaries and other personal service compensation paid to general
executive officers. As a consequence of this exclusion, a taxpayer’s proportion of total
income or capital allocated to New York for State tax purposes could be reduced or
increased, depending on the particular corporate circumstances.
Estimate: No data available
Reliability: Level 5

Credits

Credits include amounts, stipulated by Article 9-A, Section 210 of the New York State
Tax Law, which the taxpayer may subtract in calculating New York tax liability.

Description of Credits

The following table presents data for the Investment Tax Credit (ITC) and Employment
Incentive Credit combined; the Mortgage Recording Tax Credit; the Job Incentive Credit; the
EDZ Wage Credit, the EDZ Capital Corporation Credit and the EDZ Investment Tax Credit
combined; and the Alternative Minimum Tax Credit.

Where applicable, the summary table presents total credit amounts by the following
components of each credit:

Credit Earned - The amount of credit generated in the current
tax year.

Credit Claimed - The amount of credit which the taxpayer
could use, including carryforwards from prior
years.

Credit Used - The amount of credit the taxpayer actually

used to reduce tax liability.
Credit Carried Forward - Any unused amount of credit allowed to
offset tax liability in future years.

The credit used is the tax expenditure for the year. For additional detail on credits, see
the Office of Tax Policy Analysis’ publication “Analysis of Article 9-A General Business
Corporation Franchise Tax Credits for 1995.”
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Article 9-A Tax Credits

in 1995
($ millions)
Mortgage Job Alternative Mortgage
Investment Recording Incentive EDZ/ZEA Minimum Servicing
Component Credit Credit Credit Credits Tax Credit Credit Total

Total Credit Earned 187.7 14 - 16.3 - - 205.4
Unused Credit from Earlier Year 1,315.3 0.5 - 10.9 - - 1,326.7
Total Credit Available 1,503.0 1.9 - 27.2 - - 1,532.1
Recaptured Credit 36.9 - - 0.1 - - 37.0
Credit Claimed 1,466.1 1.9 - 27.1 12.0 0.0 1,495.1
Credit Used 101.9 0.2 - 4.3 - - 120.7
Refundable Credit 20.0 0.2 0.1 1.7 - - 224
Credit Carried Forward 1,343.7 1.7 - 211 - - 1,366.5
8. Investment Tax Credit, Retail Enterprise Tax Credit, Additional Investment Tax

Credit, Employment Incentive Credit, and Rehabilitation Credit for Historic Barns

a.

Investment Tax Credit (ITC)

Citation: Section 210(12)

Effective Date: Effective for tax years beginning on or after January 1, 1969.
The sections of this credit covering research and development (R&D) property
and pollution control facilities represent a consolidation of previously separate tax
benefits and are effective for tax years beginning on or after January 1, 1987.
Description: The law allows a credit, based on the cost or other basis for federal
tax purposes, for depreciable tangible personal property acquired, constructed,
reconstructed or erected after December 31, 1968; having a useful life of four
years or more; located within the State of New York; and used primarily for the
production of goods by a variety of processes. The claiming of a depreciation or
expense deduction for such property under certain other tax provisions, or the
leasing of the property to another individual or corporation disqualifies the
taxpayer from exercising a claim under this provision. A taxpayer may carry
forward any unused credit and apply it against the tax for subsequent years or, in
the case of a qualified new business, claim it as a refund.

The law allows a credit for expenditures paid or incurred during the tax
year for the construction, reconstruction, erection or improvement of pollution
control, waste treatment and acid rain control facilities. To qualify for the credit,
facilities must be located within the State, used by the corporation as part of its
regular business activities and certified by the State Commissioner of
Environmental Conservation or a representative.

The law allows a credit with respect to tangible property, including
buildings and structural components of buildings, which: has been constructed,
reconstructed, acquired or erected after June 30, 1982; is depreciable under
federal tax law; has a useful life of four years or more; is located within New York
State; and used for the purpose of research and development in the laboratory or
experimental sense. This credit is not allowed with respect to property which has
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been leased to another individual or corporation, or which has been the basis of
a claim for an elective expense deduction, a credit for eligible business facilities
or a regular investment tax credit. For credits generated on or after 1987, the
allowable carryforward of the investment tax credit is 15 years. The cut-off of
pre-1987 investment tax credit carryforwards is 2002. The taxpayer may take ITC
credit on R&D property at an optional rate of 9 percent of the cost or other basis
for federal tax purposes of qualified property.

For taxable years beginning after 1990, the rate equals 5 percent of the first
$350million of the investment credit base. A 4 percent rate applies to amounts
above $350nillion. Taxpayers earnebl34.6million of ITC in 1995.

NOTE: ITC recapture refers to the difference between credit taken and credit
allowed for actual use when qualified ITC property is dispo