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Overview | This report was developed to provide a contextual 
reference and foundation to better understand the recently enacted federal and 
state tax law changes. The United States, the State of New York, and our local 
government taxing jurisdictions rely on three primary forms of revenue: income, 
property, and sales taxes. Understanding how those taxes are levied is critical to 
informed discussions about the State and Local Tax Deduction, changes to the 
state’s income tax laws, closing the Internet sales tax loophole, and trying to find 
ways to reduce New York State’s reliance on property taxes to pay its bills at the 
state level. In order to foster this understanding, NYSAC put together this primer 
on local and state taxes that New York State residents pay. 

You can find past white papers, reports, and press releases related to taxation and 
finance on our website at www.nysac.org/taxation. 

Background | In December 2017, President Donald Trump signed 
into law the Tax Cuts and Jobs Act, the first significant reform of the U.S. tax code 
since the 1986 tax reforms under President Ronald Reagan. The bill will affect the 
take home pay of most filers beginning in February 2018, and it will affect all tax 
filers when they file 
their federal tax return 
in 2019. 
 
For individuals, the 
reforms temporarily 
lower federal tax 
rates, expand income 
brackets, and enhance 
child tax credits 
while eliminating 
numerous exemptions 
and deductions. For 
corporations, the 
rates were reduced 
permanently while 
limiting some deductions. 
 
In response, Governor Andrew Cuomo and State Legislators enacted reforms to 
protect New York State residents from changes in the federal tax code, particularly 
the new $10,000 limit on state and local tax (SALT) deductions. 
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The “Source of All Taxes and Fees” (on the previous page) shows the taxes that different government 
entities levy as a percentage of the total taxes raised in New York State. The percentages include 
all taxes and fees, including income, sales, property, and excise taxes. Note that 85 percent of taxes 
are assessed by the State, New York City, and school districts. The source of taxes in New York State 
is important in the context of what the Governor is proposing to circumvent recent federal tax 
changes. Counties reflect only eight percent of all state and local taxes levied within the state.

Local Taxes
Property Taxes (Real Property Tax Law)

Local governments in New York levy taxes on real property, defined as land and any permanent 
structures attached to it. Local property tax assessors determine the market value of land and 
structures to which the property tax is applied.  Examples of real property include homes, office 
buildings, vacant land, shopping centers, saleable natural resources (e.g. oil, gas, timber), farms, 
factories, and restaurants.  

Counties, cities, towns, villages, school districts, and special districts each raise money through the 
real property tax. The money funds schools, pays for police and fire protection, maintains roads 
and parks, and funds other municipal services.  In 2016, school districts made up 62 percent of the 
average property tax bill; cities made up 18 percent; counties 9 percent; towns 7 percent; villages 2 
percent; and other jurisdictions, such as fire and library districts, made up the remaining 2 percent. 
This represents a statewide average and includes New York City. The breakdown in your county will vary 
depending on the mix and prominence of municipal governments. 
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The chart below shows the average property tax distribution when New York City 
is not included.

New Yorkers can receive partial or full exemptions that lower their property 
tax burden. The exemptions are authorized by various state statutes and 
implemented and administered by local governments. Popular exemptions 
include those for homeowners, veterans, low-income senior citizens, persons with 
disabilities, farmers, clergy; and non-profit educational, religious, and charitable 
organizations.  A recent study from the State Comptroller highlights that over 30 
percent of the value of all property in the state is exempt from property taxes. 
The use of exemptions shifts the burden of property taxes to fewer payers. In 
New York, property taxes raise about $55 billion for local governments annually, 
including New York City.

The Impact of Unfunded Mandates on Property Taxes

County property tax levies are heavily influenced by unfunded state mandates. 
The cost of nine state mandates equaled 92 percent of the county property taxes 
collected statewide in 2016. 

School property taxes are driven by a combination of state mandates, a lack 
of state funding (compared with the level of state funding in other states), and 
personnel costs. City, town, and village property taxes are driven by a lack of state 
assistance, other restrictive state policies, and taxpayer demand for local quality of 
life services. 
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Local Sales Taxes (Tax Law Articles 28 and 29)

In addition to property tax, local governments, counties and cities are authorized to impose sales taxes. These 
taxes are generally levied by counties and administered by the State Department of Taxation and Finance, 
which distributes the local portion back to local governments. Counties and cities may also impose a selective 
sales tax on certain items, such as utility services, restaurant food and drink, hotel room occupancy, and certain 
amusement charges. 

The maximum allowed local sales tax rate is three percent, with approval from the State Legislature required for 
rates in excess of three percent. Within counties, cities may impose sales taxes that pre-empt a portion of the 
county tax, meaning that the municipal tax is in place of (rather than in addition to) the county tax.  For more 
than half of counties, sales tax is the number one revenue source. In 2017, total local sales tax collected in New 
York was about $15 billion (49% NYC / 51% rest of State). In addition, nearly 25% of the total county sales tax is 
shared with cities, towns, and villages.

The table on the next page presents the Sales and Use Tax Rates by Jurisdiction (Effective December 1, 2015).
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State Taxes
Personal Income Tax (Article 22 of the Tax Law)

New York State imposes an income tax on the entire income of New York State residents, 
as well as the income that non-residents earn in New York. The computation of tax starts 
from federal adjusted gross income (FAGI), which is an individual’s total gross income 
minus specific deductions.  Each year, New York State raises nearly $50 billion from 
income taxes, New York City raises about $12 billion, and the City of Yonkers raises about 
$50 million. 

For tax filing purposes and in the context of federal tax reform impacts, it is important 
to note how individuals file federal and state taxes. Taxpayers may choose either the 
standard deduction or itemized deductions. Both deductions reduce the amount of 
income on which you must pay income tax. There are a wide variety of deductions 
available at the federal level, as well as at the state level. States often link their state 
income tax base directly to the federal tax code. When the federal tax code changes it 
creates a ripple effect on state income tax liabilities. In addition, New York’s income tax 
code includes rules that require taxpayers to mirror their state tax filing with their federal 
tax filing. For example, taxpayers using the federal standard deduction must use the New 
York standard deduction. 



NYSAC APRIL 2018 | 7FEDERAL, STATE, AND LOCAL TAXES IN NYS

New York State Standard Tax Deductions
In New York State, about 66 percent of tax filers use the standard deduction rather than itemize. The chart 
on the next page shows the percentage of taxpayers who itemize by county and the average amount they 
itemize. Please visit http://osc.state.ny.us/reports/economic/federal-tax-reform.pdf for a more detailed 
breakdown of deductions claimed by county in New York State. A second chart delineates SALT and other 
deductions by county. 

A taxpayer’s New York State standard deduction varies depending on their filing status such as single, married 
filing jointly, head of household, etc. The NYS standard deduction currently ranges from $3,100 to $16,050. 

State Sales Tax (Article 28 of the Tax Law)

New York State levies a four percent sales tax on retail sales of tangible personal property and certain 
services, such as gas, electric, and telephone services. The state retail sales tax is a “destination tax”, meaning 
the point of delivery or the point at which a possession is transferred by the vendor to the purchaser 
determines the rate of tax to be collected. Sales delivered outside of New York State are exempt from this tax. 
The state sales tax on gasoline is fixed at eight cents-per-gallon.

The Federal Government Accountability Office reported in a 2017 release that up to nearly $1 billion in sales 
tax goes uncollected in NY because of transactions taking place over the internet. 

Every person who sells tangible personal property or taxable services must register with the Department of 
Taxation and Finance. Generally, vendors must file quarterly with the Department. The State collected about 
$13.5 billion in state sales tax in 2017.

Federal Income Tax
Nearly all working Americans are required to file a tax return with the Internal Revenue Service (IRS) each 
year. Most pay taxes throughout the year in the form of payroll taxes that are withheld from their paychecks. 
The United States has a progressive income tax, meaning there are higher tax rates for higher income levels. 
The rate you pay is based on your tax bracket (income range) and marital status. The chart below reflects the 
newly enacted federal tax rates and brackets for a married couple.
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The Tax Cuts and Jobs Act of 2017
Overview

The President signed sweeping corporate and individual tax reforms into law on December 22, 
2017. While there have been several major tax cuts (and increases) since the last major tax reform 
package was enacted in 1986, the law signed last year was the first comprehensive rewrite of the 
tax code in decades. 

Initial estimates are that, nationwide, over 90 percent of taxpayers will pay lower taxes in 2018. 
However, the magnitude of tax savings and costs varies dramatically depending on each tax filer’s 
circumstances. Also, the number of people benefitting declines each year when compared to the 
old tax code because annual inflation adjustments were more generous than the old code.

Tax Cuts for Individual Fliers*
• $1.2 trillion from lower tax rates and expanded income brackets (This impacts all filers.)

• $913 billion from doubling the standard deduction. (In NYS, about 66 percent of tax filers use 
the standard deduction rather than itemize.) 

• $264 billion from reducing business income passed through to individuals. (In NYS, 79 percent 
of pass through business income reported is from individuals with income in excess of 
$500,000.)

• $573 billion from enhanced child tax credit and new dependent tax credit.  (Currently, 12 
percent of NYS filers receive this credit. This percent will grow as a result of the federal tax 
reform.)

• $637 billion from raising the income threshold for the alternative minimum tax (AMT). (In NYS, 
5.3 percent of tax filers are subject to the AMT.)

• $83 billion from modifying the estate tax.  (In NYS, 431 estates paid estate taxes in 2015, 
equaling $1.9 billion.) 

Tax Increases for Individual Filers*
• $1.2 trillion from repealing personal exemptions. (This impacts all filers.)
• $670 billion from capping state and local tax (SALT) deductions at $10,000. (In NYS, about 34 

percent of tax filers itemize. The average claimed is nearly $36,000, with about two-thirds being 
SALT – highest in the nation.)

After 2025, when the tax changes expire for individuals, taxpayers in nearly every household will 
pay more taxes (unless Congress acts). States like New York that have a lot of households that 
itemize, have high housing costs, and have high state and local taxes will not fare as well compared 
to taxpayers in other states. It is expected that close to half of taxpayers in certain New York zip 
codes with very high housing costs will owe more in federal taxes.

* Federal estimates provided by the congressional Joint Committee on Taxation. These 
parenthetical estimates are from the NYS Comptroller’s office.
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Doubling the Standard Deduction, Repealing Personal Exemptions and Expanding the Child Tax Credit

The fiscal benefit of doubling the standard deduction will depend on family circumstances. Individuals and 
couples with no children will see the most benefit from this change. For a married couple the standard 
deduction will increase from just over $12,000 to $24,000. A family of three will see no fiscal benefit, as the 
loss of personal exemptions nullifies the benefit of a higher standard deduction. Families of four or more 
will be worse off from this combination of changes. However, families with children may ultimately benefit 
fiscally from the overall tax proposal due to a doubling of the child care tax credit from $1,000 to $2,000 (of 
which up to $1,400 is available as a refundable tax credit). 

The child tax credit is available for incomes up to $400,000 for a married couple (a four-fold increase 
compared to prior law). Due to recent federal tax changes, it is expected that more than 90 percent of tax 
filers will use the standard deduction rather than itemize.

Temporary Dependent Tax Credit

The bill also includes a temporary dependent (generally you and your spouse) tax credit of $500 each.  The 
overall impact on a household will depend on income, household size, and the number of tax deductions 
and exemptions currently utilized that will no longer be available. While lower tax rates are part of the bill 
and income brackets have been expanded, the lower tax rates might not make up for the lost tax deductions 
and exemptions.

Implications for the Federal Deficit*
The tax bill does not pay for itself and it is expected to increase the federal deficit by $1 trillion to $1.5 trillion 
over 10 years. The tax cuts are partially paid for by:
• Eliminating personal exemptions ($4,050 per person and dependent); 
• Capping the state and local tax deduction at $10,000 for any combination of income, property and sales 

taxes; 
• Limiting the mortgage interest deduction on future transactions to the first $750,000 of mortgage debt 

(the current limit is $1,000,000); and   
• Eliminating a variety of currently allowed deductions such as for casualty losses, moving expenses, 

dependent care expenses, among others.

* Federal estimates provided by the congressional Joint Committee on Taxation. These parenthetical estimates 
are from the NYS Comptroller’s office.
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NYS Tax Reforms Enacted in the 2018-19 Budget
Governor Cuomo and State Legislators enacted a number of reforms to the State’s tax code 
in response to the Tax Cuts and Jobs Act. The State Budget includes language aimed to 
mitigate the loss of the federal deduction of state and local taxes and reduce the State’s 
reliance on the current income tax system. Downstate NY is disproportionately impacted by 
the significant curtailing of the deductability of state and local taxes. 

The New York State Department of Taxation and Finance compiled a report on how different 
federal tax changes directly impact New York taxpayers and the State Financial Plan - the 
report can be found at www.bit.ly/TCJAPrelimReport

New State Laws to Mitigate the Loss of the Federal Deduction of State and Local Taxes - 
Creating Charitable Funds

Prior to the federal tax reform, taxpayers who itemized their deductions could reduce their 
federal taxable income by deducting the amount they pay in state and local taxes. In New 
York State, about 34 percent of tax filers itemize, and the average amount claimed is nearly 
$36,000 – the highest in the nation. This deduction is now limited to $10,000 for SALT. The 
new State Law allows taxpayers in participating taxing jurisdictions to pay their state income 
taxes in the form of a contribution to State-operated charitable funds (such as one for 
education and one for healthcare), as taxpayers can still deduct their charitable giving from 
their federal income tax liability. Taxpayers that “donate” to these new charitable foundations 
will receive an 85 percent credit against their state income tax liability, in the following tax 
year.

The new law also authorizes local governments to establish their own charitable funds, 
which would allow residents to continue to deduct their local property taxes as charitable 
giving. Taxpayers that donate to these local foundations would be eligible for a 95 percent 
credit against their local property taxes in the year the tax is due. It remains uncertain 
whether the IRS will accept these types of charitable deductions.

New State Laws to Reduce the State’s Reliance on the Current Income Tax System - 
Optional Employer Payroll Tax

State leaders also restructured the State’s tax code to reduce reliance on our current income 
tax system and instead created an optional employer payroll tax system. Payroll taxes are 
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paid by businesses based on a percentage of the salaries of their employees. This system would mitigate 
the negative impact of the federal limitation on the SALT deduction because payroll taxes remain deductible 
as a business expense under the new tax code. 

The law includes a three-year phase-in of a five percent payroll tax for tax years 2018 and beyond. The 
payroll tax does not change an employee’s tax home pay, but it will lower their gross income. The state’s 
optional program would apply to salaries in excess of $40,000. An example is provided below.

All state employers are eligible to opt in to this new payroll tax system and their employees will receive 
a credit against their state tax liability. Counties, as employers, can opt into the new payroll tax system, 
but they need to consider existing contracts and future impacts on employer pensions and social security 
benefits, among other implications. 

Counties, as assessors of property taxes, can also opt into the charitable foundation model, but they need 
to consider administrative complexity, how many of their taxpayers will be impacted, and IRS ramifications, 
among other critical issues. Other important factors for counties when considering whether to establish 
charitable foundations will include identifying how much the county property tax levy is compared to 
the overall SALT (Income and property taxes) amount, the number of households likely to itemize in the  
county, and what exactly are they are deducting (i.e. state and local income taxes, property taxes, mortgage 
interest, charitable contributions, etc.--see page 9 of this report). The NYS Comptroller report includes much 
of this information and more (http://osc.state.ny.us/reports/economic/federal-tax-reform.pdf).   

What a Payroll Tax May Look Like
Example: The State of Cash currently has a flat 5% income tax.

State Income Tax Model

Employee 
Gross Income

Employee Paid 
Income Tax @ 5%

State 
Tax

Received
Employee Take-

Home Pay*
$1,000 $50 $50 $950

Employer Based Payroll Tax Model

Employee 
Gross Income

Employer Paid 
Payroll Tax @ 5.26%

State 
Tax

Received
Employee Take-

Home Pay*
$950 $50 $50 $950

* Before Federal Taxes
The employer would still have a $1,000 federal income tax deduction or 
wage expense: $950 in wages + $50 in state payroll taxes
NOTE: As gross income changes for the employee, it will impact 
contributions for social security and Medicare. This could, in turn, impact 
future social security benefits and pension payments.
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